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PART ONE
GENERAL DISPOSITIONS

Chapter One
SUBJECT MATTER. OBJECTIVES. MAIN PRINCIPLES

Subject matter and scope of applicability

Article 1. (1) This Code shall regulate:

1. the msurance and reinsurance activities;

2. the insurance and reinsurance intermediation;

3. the terms and conditions for commencement, performance and termination of activities under Item 1 and Item 2;
4. the rules for distibution of insurance products and for settling of insurance claims;

5. the insurance contract;

6. the compulsory insurance;

7. the restructuring, liquidation and bankruptcy of an insurer or a reinsurer;

8. the nsurance supervision.

(2) The provisions of this Code shall not apply to activities related to supplementary social insurance, unless otherwise
stipulated by law.

(3) The provisions of this Code, with the exception of Part Four, shall not apply to the export credit insurance activity, which is
performed by the Bulgarian Export Insurance Agency, where this type of insurance activity is performed at the expenses of the
state or is guaranteed thereby and where the state is the mnsurer.

(4) The provision of this Code shall not apply to travel assistance activities, which simultaneously meet the following conditions:

1. the assistance is provided by a legal entity or by a sole proprietor with a seat of business in the Republic of Bulgaria,



which/who is not an insurer;

2. the assistance is rendered in the event of an accident or a technical breakdown of the transportation vehicle, when the
accident or the technical breakdown have occurred on the territory of the Republic of Bulgaria;

3. the assistance is rendered through performing the following activities:

a) on-the-spot repair of the technical breakdown, in the process of which the person under Item 1 uses primarily own staff and
equipment;

b) transportation of the transportation vehicle to the nearest or most appropriate place, where the repairs can be performed
and, possibly, transportation by means of the same vehicle of the driver and the passengers to the nearest place, wherefrom
they can continue their journey with another transportation vehicle;

c) transportation of the transportation vehicle, possibly, together with the driver and the passengers to their place of residence
or to the departure or arrival point of the journey in the Republic of Bulgaria.

(5) In the case under Paragraph 4, Item 3, Letters "a" and "b", the condition that the accident or technical breakdown must
have occurred on the territory of the Republic of Bulgaria, shall not be applied, when the driver of the transportation vehicle is a
member of an organisation of persons under Paragraph 4, Item 1 and the repair of the technical breakdown or the
transportation of the transportation vehicle is effected by a similar organisation in another state on the basis of a mutual
agreement, if the repair of the technical breakdown or the transportation of the transportation vehicle is performed upon
presentation of a membership card and without payment of an additional premium.

(6) The provisions of this Code shall not apply to reinsurance activities, which are performed or guaranteed entirely by the
state, in its capacity of a reinsurer of last resort, because of reasons of significant public interest, including when this activity is
needed because of the market situation, in which it is impossible to obtain adequate commercial cover.

Objectives

Article 2. (1) The objectives of this Code shall be:

1. to provide protection of the interests of consumers of msurance services, and
2. to establish conditions for the development of a stable, transparent and efficient msurance market.

(2) In the sense of this Code, "Consumers of insurance services" shall be the insuring person, the insured person, the third
beneficiary person, the third injured party, the other persons for whom rights under an insurance contract have arisen, as well as
the natural person or the legal entity interested in using the services provided by an insurer or by an msurance intermediary in
connection with its scope of activities, irrespective of whether the said person is a consumer in the sense of the Consumer
Protection Act.

(3) When performing its function, the Financial Supervision Commission, hereinafter referred to as "the Commission" and its
Deputy Chairperson in charge of the Insurance Supervision Directorate, heremafter referred to as "the Deputy Chairperson",
shall take into account the potential impact of their decisions on the stability of the respective financial systems in the European
Union and, in particular, in emergency situations, by taking into consideration the mformation available to them at the specific
pomt in time. At times of exceptionally dramatic fluctuations on the financial markets, the Commission and the Deputy
Chairperson shall take into account the potential pro-cyclical effects of their actions.

Insurance

Article 3. (1) Insurance shall be the activity of providing insurance cover against risks in accordance with a contract,
representing the raising and expenditure of funds designated for indemnity payments and other cash amounts on occurrence of
events or circumstances anticipated by contract or by law, as well as directly related activities including;

1. assessment of the insurance risk;



2. determination of the insurance premium;,

3. establishment of the occurrence of an msured event;

4. determination of the amount of damage incurred;

5. management of the insurer’s assets;

6. transfer of all, or part, of the insurance risks covered by an insurer to a reinsurer or to another insurer (outward reinsurance);

7. provision of travel assistance insurance services under Item 18, Section I, Letter "A" of Annex No. 1 by an msurer, through
persons engaged by the insurer and the insurer's own technical means.

(2) The performance of insurance activities in the Republic of Bulgaria shall mean covering risks situated in the Republic of
Bulgaria.

Reinsurance

Article 4. Reinsurance shall be the activity of assuming, in accordance with a remsurance contract, all or part of the risks

covered by an insurer or by another reinsurer, in exchange for an insurance premium (inward reinsurance) and activities directly
related to this.

Insurance and reinsurance ntermediation

Article 5. (1) Insurance and reinsurance intermediation shall be the performance of an activity for elaborating, offering or other
preparatory work for concluding msurance and reinsurance contracts or for concluding such contracts or assistance in the
servicing and implementation of such contracts, including on the occurrence of an insured event.

(2) The following shall not be considered insurance or reinsurance intermediation:
1. performance of the activities under Paragraph 1 by an insurer or a reinsurer, or his or her employees;

2. mcidental provision of information when performing another professional activity, whose subject is not assisting insurance
service consumers, when elaborating, signing and implementing insurance or reinsurance contracts;

3. professional performance of insurance claims settlement activities on the behalf of an insurer;

4. performance of activities in connection with the preparation of expert appraisals in connection with the settlement of
mnsurance claims.

Voluntary nature of the insurance and the insurance intermediation

Article 6. (1) Insurance and insurance intermediation shall be performed on the principle of voluntary participation.

(2) Compulsory surance shall be established by law or by international treaty ratified, promulgated and enforced in the
Republic of Bulgaria.

Insurance supervision

Article 7. Regulation and supervision exercised over the activities under Article 1 (1) shall be performed by the Commission,
as well as by the Deputy Chairperson.



Language

Article 8. (1) The language in which insurance and insurance intermediation shall be carried out in the Republic of Bulgaria shall
be the Bulgarian language. The general conditions, consumer information and other documents that shall be provided by
msurers and insurance intermediaries to the insurance services consumers shall be prepared in Bulgarian. On request by an
msurance service consumer, another language may be used in the relationships with the insurer.

(2) The language, in which the insurance supervision shall be exercised in the Republic of Bulgaria, shall be the Bulgarian
language. In specific cases, the Commission and the Deputy Chairperson may exchange information, including reporting
mnformation, with authorities of the European Union, authorities of other member states, insurers, reinsurers and insurance
ntermediaries in any other of the official languages of the European Union.

Application of the rules of international treaties and the practice of the Committee of European Insurance and Occupational
Pensions Supervisors

Article 9. (1) Where an international treaty ratified, promulgated and effective in the Republic of Bulgarian or the European
Union respectively, in exercising its international contractual legal competency, provides for different rules for the activities
under Article 1, Paragraph 1, such rules shall apply.

(2) The Commission shall adopt decisions, mnstructions or practices relating to the implementation of the international treaties
under Paragraph 1 where this is necessary for the purposes of prudent supervisory practice and for implementation of
recommendations of the competent institutions of the European Union.

(3) The Commiission and the Deputy Chairperson may apply:

1. the acts of the Committee of European Insurance and Occupational Pensions Supervisors, hereiafter referred to as the
"European Authority", created by Regulation (EU) No. 1094/2010 of the European Parliament and of the Council of 24
November 2010 concerning the Creation of an European Supervisory Authority (Committee of European Insurance and
Occupational Pensions Supervisors), for Amendment of Decision No. 716/2009/EC and for Repealing Decision 2009/79/EC
ofthe Commission (OJ, L 331/48 of 15 December 2010), heremnafter referred to as "Regulation (EU) No. 1094/2010";

2. the minutes and other documents adopted within the Committee of European Insurance and Occupational Pensions
Supervisors.

(4) When the European Authority has adopted a guideline or a recommendation in the sense of Article 16 of Regulation (EU)
No. 1094/2010, the Commission may adopt decisions, instructions or practices in connection with the implementation of the
guideline or recommendation, when this is necessary for the prudent supervisory practice.

Advertising

Article 10. The insurers, reinsurers and insurance intermediaries, which have the right to perform operations in the Republic of
Bulgaria, may advertise their services through all the mass media in Bulgaria, while adhering to the rules established to protect
the public interest.

General conditions, tariffs and other documents used in the relations with consumers

Article 11. (1)The requirement of preliminary approval or systematic notification shall not be permissible as regards the general
terms and conditions of the insurance contracts, the price rates of the premiums or templates of forms and other printed
documents, which an insurer intends to use in its transactions with the insurance service consumers.

(2) The competent authorities in the Republic of Bulgaria may require non-systematic notification of the general terms and
conditions of the insurance contract and other documents solely for the purposes of verification that the national provisions
pertaining to the insurance contracts have been complied with. These requirements may not constitute a pre-condition for



exercising the activity of nsurance.

(3) In the case of compulsory insurances, the Deputy Chairperson may require from the insurers to be notified by the latter of
the general terms and conditions of these insurance policies prior to their distribution.

(4) Preserving or introducing an obligation for preliminary notification or approval of proposed raises of the price rates of the
premiums shall not be permitted, unless this is a part of the general price control systems in the country.

(5) The requirement for preliminary approval or systematic notification and for the technical bases used for calculation of the
premiums and of the technical reserves shall not be permitted under the insurance policies under Section I of Annex No. 1 The
Deputy Chairperson may require systematic information on the technical bases solely for the purpose of verification that the
provisions concerning the actuarial principles have been complied with.

Chapter Two
PERSONS WHO MAY PERFORM OPERATIONS UNDER THE PRESENT CODE AND
MAIN REQUIREMENTS TO THEM

Section I
Insurers and reinsurers

Insurers and reinsurers

Article 12. (1) An Insurer shall be:

1. a jomt-stock company, a European company, a mutual insurance cooperative or an European cooperative society with a
seat of business in the Republic of Bulgaria, which has obtained a licence under the conditions and in accordance with the
procedure laid down in this Code (local insurer);

2. a person who has obtained a license for insurance in another member state and performing activities on the territory of the
Republic of Bulgaria under the conditions of the right of establishment or of the freedom to provide services (insurer from
another member state);

3. a branch of an insurer from a third country, registered under the Commerce Act, which has obtained a license under the
conditions and according to the procedure laid down in this Code.

(2) Reinsurer shall be:

1. a joint-stock or an European company, which has obtained a licence to pursue inward reinsurance under this Code (local
reinsurer);

2. a person which has obtained a licence to pursue inward reinsurance by seat of business in another member state (a reinsurer
from another member state);

3. a person which has obtained a permit for inward reinsurance by seat of business in a third country (a remsurer from a third
country) through a branch registered under the Commerce Act and which has obtained a license under this Code.

(3) Reinsurance in the Republic of Bulgaria may be carried out also by a remnsurer with a seat of business in a third country.

European company. European cooperative society



Article 13. (1) A European company insurer or reinsurer shall be established, shall carry out its operations, shall transform
itself and shall be wound up in accordance with Council Regulation (EC) No. 2157/2001 of 8 October 2001 on the Statute of
a European company (SE) and this Code. In respect of a European company insurer, the provisions of the jomt-stock
msurance companies under this Code shall apply.

(2) A European cooperative society insurer shall be established, shall carry out its operations, shall transform itself and shall be
wound up in accordance with Council Regulation (EC) No. 1435/2003 of 22 July 2003 on the Statute of a European
cooperative society and this Code. In respect of a European cooperative society insurer, the provisions of the mutual insurance
cooperatives under this Code shall apply.

Captive insurer. Captive reinsurer.

Article 14. (1) A captive nsurer shall be a joint-stock insurance company owned by a financial undertaking, which is not an
insurer or a reinsurer, or by an insurance or a reinsurance group, or a joint-stock insurance company owned by a non-financial
undertaking, whereby the joint-stock company concerned has the objective of providing insurance coverage exclusively for the
risks of the person/s who is/are its owner/s or the person/s from the group to which the captive insurer belongs.

(2) A captive reinsurer shall be a reinsurer owned by a financial undertaking, which is not an msurer or a remsurer, or by an
insurance or a reinsurance group, or a reinsurer owned by a non-financial undertaking, whereby the reinsurer concerned has the
objective of providing reinsurance coverage exclusively for the risks of the person/s who is/are its owner/s or the person/s from
the group to which the captive reinsurer belongs.

(3) The fact that a joint-stock insurance or reinsurance company is captive shall be specified in its articles of association.

(4) The provisions applicable to joint-stock insurance companies or to reinsurers respectively shall also apply to captive
msurers or reinsurers respectively, unless otherwise stated in this Code.

Section II
Right of access of the insurers and reinsurers to the common market

Right of access of the insurers and reinsurers

Article 15. (1) The insurers and reinsurers with a seat of business in the Republic of Bulgaria shall have the right of access to
the market of the European Union and the European Economic Area (the common market), when they have obtained a license
under this Code and when they apply the requirements of Part Two, Section Three.

(2) The nsurers and remsurers under Paragraph 1 shall be obligated to comply with this Code, with the exception of Part Two,
Section Four, as well as to comply with the acts of the European Commission for implementation of Directive 2009/138/EC of
the European Parliament and of the Council of 25 November 2009 concerning Commencement and Exercising of Insurance
and Reinsurance Operations (Solvency II) (OJ, L 335/1 of 17 December 2009), hereinafter referred to as "Directive
2009/138/EC".

(3) An insurer, which applies Part Two, Section Four, may not perform operations in another member state under the
conditions of the right of establishment or the freedom to provide services.

(4) The msurers under Paragraph 3 shall be obligated to comply with this Code, with the exception of Part Two, Section
Three, as well as to comply with the acts of the European Commission for implementation of Directive 2009/138/EC, when this
is envisaged i this Code.

(5) The application of Part Two, Section Four shall be authorised by the Commission in the proceedings for issuance of a
license and under the procedure of Article 38, Paragraphs 6-9 and shall be made note of in the license issued.



Conditions for limiting the access to the common market

Article 16. An insurer without the right of access to the common market can be an insurer with a seat of business in the
Republic of Bulgaria only, for which the following requirements are simultaneously met:

1. its annual gross amount of the subscribed premiums does not exceed the BGN equivalent of EUR 5,000,000;

2. its gross amount of technical reserves, without deduction of the shares of remsurers or special purpose vehicles for
alternative insurance risk transfer, does not exceed the BGN equivalent of EUR 25,000,000;

3. when the insurer is part of a group, the gross amount of the technical reserves of the group, without deduction of the shares
of reinsurers or special purpose vehicles for alternative insurance risk transfer, does not exceed the BGN equivalent of EUR
25,000,000 or if the following supplementary conditions are met:

a) there is no other msurer with access to the common market and no other reinsurer in the group;
b) all the insurers in the group have their seats of business in the Republic of Bulgaria;

4. the activity of the insurer does not include insurance or inward reinsurance of the risks under Item 10-15, Section II, Letter
"A" of Annex No. 1, unless these are covered as supplementary risks in the sense of Article 30;

5. as regards the inward reinsurance of the msurer:

a) its premium revenue does not exceed the BGN equivalent of EUR 500,000 or 10% of the gross premium revenue
respectively

b) its technical reserves without deduction of the shares of reinsurers or special purpose vehicles for alternative insurance risk
transfer do not exceed the BGN equivalent of EUR 2,500,000 or 10% of the gross amount of the technical reserves without
deduction of the shares of reinsurers or special purpose vehicles for alternative insurance risk transfer.

Section III
Main requirements to the insurers and the reinsurers

General requirements to the nsurers and the reinsurers

Article 17. (1) A jomt-stock insurance or reinsurance company shall be established, perform its operations, be transformed
and be dissolved under the procedures specified in the Commerce Act unless otherwise stipulated herein.

(2) A mutual cooperative nsurance society shall be established, perform its operations, be transformed and dissolved under the
procedures established under the Cooperatives Act (CA) unless otherwise stipulated herein.

(3) The head office ofa local msurer or of a local joint-stock reinsurance company respectively shall obligatorily be located at
its registered management address in the Republic of Bulgaria. A joint-stock insurance company may open more than one
branch under the Commerce Act in one and the same locality, including where its seat of business is situated.

(4) A joint-stock msurance company shall have the right to perform insurance operations solely in connection with the types of
msurance specified under the licence, except for coverage of ancillary risks under the terms and conditions of Article 30.

(5) A mutual insurance cooperative society shall have the right to perform insurance operations solely in connection with the
types of insurance specified under the licence, except for coverage of ancillary risks under the terms and conditions of Article
30. The subject of activity of a mutual cooperative insurance society may cover one or more types of insurance under Section I
of Annex No. 1, with or without Accident and/or Sickness msurance.

(6) In addition to the data stipulated by the Cooperatives Act, the statutes of a mutual cooperative insurance society shall also
contain the following information:



1. the types of insurance;

2. the funds of the mutual cooperative insurance society, the type, method of payment and size of the instalments, the scope of
responsibility of its members for the mutual cooperative insurance society's liabilities.

Company name

Article 18. (1) The company name of a joint-stock mnsurance company shall contain the word "msurance" or derivatives of it in
the Bulgarian language and may also contain the word "msurance" or derivatives of it in a foreign language.

(2) A party which does not have a licence to perform activities as an insurer may not use the word "msurance" or derivatives of
it in Bulgarian or in a foreign language i its name, advertising or other operations.

(3) Paragraphs 1 and 2 shall apply with regard to a mutual cooperative insurance society accordingly. The company name of a
mutual cooperative insurance society may not contain the name of any of its members.

(4) The company name of a reinsurer must obligatorily contain the word "reinsurance" or derivatives of it in the Bulgarian
language. The company name of a reinsurer may also contain the word "reinsurance" or derivatives of it in a foreign language.

(5) A party which does not hold a licence for reinsurance shall not have the right to use the word "remsurance" or its derivatives
in Bulgarian or a foreign language in its name, advertising or other operations.

Authorised capital and shares

Article 19. (1) Upon the establishment of an insurance joint-stock company or of a reinsurance joint-stock company, the
amount of the registered capital of

1. an mnsurer or a reinsurer under Article 15 (1) may not be less than the amount of the mmimum capital requirement under
Article 192 (2);

2. an insurer under Article 15 (3) may not be less than the amount of the guarantee capital under Article 210.

(2) The capital under Paragraph 1 shall be fully subscribed and paid up by the date of submission of a licence application.
Upon subsequent increase of the capital, it shall be paid up n full at the date of filing the application for entry in the Commercial
Register.

(3) Capital contributions to the capital of a jomnt-stock company under Paragraph 1 shall be in cash only and may not be made
with funds of unproven origin or funds obtained as a result of illegal activity.

(4) A joint-stock mnsurance company under Paragraph 1 shall issue only registered dematerialised shares, each bearing the right
to one vote.

(5) Upon an increase of the capital, the insurer or the remnsurer respectively shall submit before the Commission:
1. information of the changes in the body of shareholders and their participation, if applicable;

2. documents certifying that the increase in capital was paid in.

Founders and members

Article 20. (1) A mutual cooperative insurance society shall be established by at least 500 persons. A founder and member
may be a natural person aged at least 18 years if not placed under judicial disability.

(2) The founders shall take out nsurance from the mutual cooperative insurance society after it has been granted a licence to
provide insurance and shall pay an insurance contribution on insurance selected by them under Section I of Annex No. 1 for the



first year.

(3) Membership in a mutual cooperative insurance society shall arise or be terminated simultaneously with the signing or
termination of the insurance contract in compliance with the general terms.

Instalments and Payments by Members

Article 21. (1) Each member shall make an iitial capital contribution, the amount of which shall be defined under the Statutes,
and shall take out a life insurance contract under Section I of Annex No. 1 with the mutual cooperative insurance society for a
term of validity of at least three years. The capital contributions shall serve to replenish the minimum guarantee capital.

(2) For attaining the absolute minimum amount of the mmimum capital requirement and the capital solvency requirement and of
the minimum guarantee capital and the solvency margin respectively, the general meeting, by a majority of two thirds (2/3) of
the members represented at the meeting, may adopt a decision for collection of supplementary and special purpose
contributions by the members. All instalments shall be paid in cash to the cooperative society's capital. The supplementary
contributions and the special-purpose contributions may be refunded to the members only if by so doing the mutual insurance
cooperative society's own funds will not diminish below the absolute minimum amount of the minimum capital requirement and
the capital solvency requirement or of the solvency margin or the minimum guarantee capital respectively. Any refunding of
supplementary contributions and special-purpose instalments shall occur with one-month written prior notification addressed to
the Deputy Chairperson. Within the time limit of the prior notification, the Deputy Chairperson shall issue a ban on any
refunding, if as a result of the refunding the mutual insurance cooperative society’s own funds will drop below the absolute
minimum amount of the minimum capital requirement and the capital solvency requirement or of the solvency margin or the
mmnimum guarantee capital respectively. On termination of the mutual cooperative nsurance society, the participating
contributions, the supplementary contributions and the special-purpose instalments shall be subject to repayment only after all
other liabilities have been repaid.

(3) Article 19 (3) shall apply with regard to a mutual cooperative insurance society. Where the supplementary contribution or
the special-purpose instalment exceeds one per cent of the minimum guarantee capital of the cooperative society, Article 73
shall apply.

(4) The premiums of members and the liabilities of a mutual cooperative insurance society under insurance contracts shall be
identical if the circumstances under the insurance are identical.

(5) The general meeting of a mutual cooperative insurance society may decide to reduce the insurance payments by means of a
two-thirds majority of all members represented at the meeting,

Section IV
Special purpose vehicles for alternative insurance risk transfer Insurance intermediaries

Performance of activities through special purpose vehicles for alternative insurance risk transfer

Article 22. (1) "Special purpose vehicle for alternative insurance risk transfer" shall be a legal entity or an unincorporated
person other than an insurer or remsurer, which assumes risks from an insurer or reinsurer under a contract and which finances
n full its risk exposure through debt issue or another financing arrangement, provided that the rights of the creditors or of the
participants in the financing arrangement are subordinated to the reinsurance obligations of the vehicle.

(2) The creation of a special purpose vehicle for alternative insurance risk transfer in the Republic of Bulgaria shall be permitted
after obtaining a license from the Commission under the terms and conditions and in accordance with the procedure of
Delegated Regulation (EU) 2015/35 of the Commission of 10 October 2014 for Supplementation of Directive 2009/138/EC
of the European Parliament and of the Council concerning the Commencement and Exercising of Insurance and Reinsurance
Operations (Solvency II) (OJ, L 12/1 of 17 January 2015), hereinafter referred to as "Regulation (EU) 2015/35".



(3) The terms and conditions for performing activities through a special purpose vehicle for alternative insurance risk transfer,
the day-to-day supervision thereof, the measures for remedy of violations found, the terms and procedure for withdrawal of the
license issued shall be stipulated by Regulation for Execution (EU) 2015/462 of the Commission of 19 March 2015 for
establishing technical standards for execution as regards the procedures for approval by the supervisory authorities of the
establishment of special purpose vehicles for alternative insurance risk transfer and as regards the procedures for collaboration
and exchange of information between the supervisory authorities in connection with such special purpose vehicles, as well as for
determining the formats and templates for the information which must be reported by such special purpose vehicles in
accordance with Directive 2009/138/EC of the European Parliament and ofthe Council (OJ, L 76/23 of 20 March 2015). The
rules for reinsurance companies of this Code shall apply in the cases that are not properly settled.

Insurance mtermediaries

Article 23. An insurance or reinsurance intermediary shall be:
1. an insurance broker or an insurance agent registered under the conditions and in accordance with the procedure specified in
this Code;

2. an insurance intermediary from a member state who performs operations under the conditions of the right of establishment or
ofthe freedom to provide services.

Section V
Restrictions on operations

Restrictions on the operations of msurers and reinsurers

Article 24. (1) It shall not be permitted for the same insurer to perform insurance operations in the classes of insurance under
Section I of Annex No. 1, on the one hand, and under Section Il of Annex No. 1, on the other hand, with the exception of
Accident Insurance and Sickness Insurance. An insurer licensed to carry on operations under Items 1 and/or 2 of Section I,
Letter "A" of Annex Nol may obtain also a license to carry on operations under Section I, whereas an insurer licensed to carry
on operations under Section I may obtain also a license to carry on operations under Items 1 and/or 2 of Section II, Letter "A"
of Annex No. 1 (mixed-operations insurers).

(2) The operations under Section I and Section II of Annex No. 1 shall be managed separately in accordance with Chapter
Nine "Separate Management of the Operations for General Insurance and Life Insurance".

(3) A branch of an insurer from a third country licensed in the Republic of Bulgaria may not carry on simultaneously insurance
operations under Section I and under Section II of Annex No. 1

Insurance and inward reinsurance

Article 25. (1) A joint-stock insurance company may also provide inward reinsurance by type of insurance and relevant risks
for which it has been granted an insurance licence.

(2) A remsurer may not carry out insurance.

Ban on performing other activities

Article 26. (1) An msurer or a reinsurer respectively shall not be allowed to carry out any other commercial activities. The



following shall not be other commercial activities: settling of claims by an insurer on the territory of the Republic of Bulgaria
under insurance policies concluded with insurers having their seat of business outside of the Republic of Bulgaria. Such activities
shall be carried out under a contract for consideration and without assumption of insurance risk.

(2) An insurer or reinsurer may not participate as a general partner in a commercial company.

(3) An insurer or reinsurer may not secure the liabilities of third parties with its own assets, unless stipulated otherwise by this
Code.

Restrictions on the operations of insurance intermediaries

Article 27. Insurance intermediation by one and the same person, both as an insurance broker and insurance agent, shall not
be allowed.

PART TWO
INSURANCE AND REINSURANCE

TITLE ONE
COMMENCEMENT AND TERMINATION OF OPERATIONS

Chapter Three
ISSUE AND WITHDRAWAL OF LICENCES TO LOCAL INSURERS AND
REINSURERS

Section I
Issue of licences

Licensing of insurance or reinsurance operations

Article 28. (1) A person with a seat of business in the Republic of Bulgaria shall have the right to perform insurance and
reinsurance operations on the territory of the Republic of Bulgaria after obtaining a license from the Commission under the
terms of this Code.

(2) A person which has not obtained a license for insurance operations shall not have the right to offer or sign contract whereby
msurance risk is assumed.

Licences

Article 29. (1) The license of an nsurer shall be issued for insurance operations under:

1. one or more types of insurance under Section I from Annex No. 1 (Life Insurance);



2. one or more types of insurance under Section II from Annex No. 1 (General Insurance).

(2) The license under Paragraph 1, Item 2 may be issued also for the groups of insurance types enumerated in Section II,
Letter "B" of Annex No. 1.

(3) The license of a reinsurer shall be issued for reinsurance operations under:

1. Life Insurance, or

2. General Insurance, or

3. Life Insurance and General Insurance (reinsurance under all types of insurance).

(4) The scope of the license of an insurer may be expanded by a supplementary license for a type of insurance or for groups of
types of insurance enumerated in Section II, Letter "B" from Annex No. 1 A remsurer licence issued for part of the activities
under Paragraph 2 may be broadened by a supplementary licence for new operations.

(5) An insurer may perform the activity specified in Article 3, Paragraph 1, Item 7 for provision of travel assistance only
provided the said msurer has obtained an insurance license under Item 18, Section II, Letter "A" of Annex No. 1, with the
exception of the cases of supplementary risk.

(6) A licence shall be in writing and shall comprehensively specify:

1. for an insurer - the type of operations and the types of insurance under Annex No. 1 under which the said insurer has the
right to perform insurance;

2. for reinsurer — the operations under Paragraph 3 under which the said reinsurer may perform reinsurance.

(7) A license under Paragraphs 1 - 3 (license), as well as a supplementary license under Paragraph 4 (supplementary license)
shall be issued by the Commission on a proposal by the Deputy Chairperson.

(8) The Commiission shall refuse to issue a licence in cases where the applicant does not satisfy the requirements stipulated in
this Code.

(9) A licence or a supplementary licence for a type of nsurance shall be issued for the entire type of msurance, but it may also
be issued only for part of the risks from Annex No. 1 relating to the respective type:

1. when the applicant has requested cover for only part of the risks within the meaning of Annex No. 1, relating to the type of
msurance;

2. at the Commission's discretion, when it has been established from the documentation submitted for issue of a licence that not
all risks are covered.

(10) The reinsurance licence may be issued for one or for two activities under Paragraph 3, Items 1 and 2 as per the request
submitted.

Supplementary risks

Article 30. (1) An msurer which has obtained a licence for a principal risk which is included in one type or in a group of types
of msurance according to Section II of Annex No. 1 may also insure risks included in another type of nsurance, where the said
msurer shall not be obligated to obtain a license for these risks, if these risks meet simultaneously the following conditions:

1. these are connected with the principal risk;
2. these pertain to the object which has been insured against the principal risk;
3. these are included in the contract, by virtue of which the principal risk is insured.

(2) The risks included in types 14, 15 and 17, Section II, Letter "A" of Annex No. 1 shall not be considered supplementary
risks within the meaning of Paragraph 1. Nevertheless, the insurance of legal expenses under type 17 may be a supplementary



risk to type 18, when the conditions of Paragraph 1 are met, as well as when one of'the following conditions is met:

1. the principal risks relates solely to the assistance which is provided to persons who find themselves in difficult situations
during travel, away from home or from their usual place ofresidence;

2. the msurance relates to disputes or risks which stem from or in connection with the use of marine vessels.

Documents necessary for issue of a licence

Article 31. (1) In order to issue a licence for a joint-stock company to perform insurance or reinsurance operations, an
application shall be submitted, to which the following shall be attached:

1. the Statutes and other Articles of Association;
2. a list of shareholders and the amount of shares they hold;

3. a document issued by a bank entitled to perform banking activity on the territory of the Republic of Bulgaria certifying the
cash mstalments paid for the shares subscribed;

4. the documents and the information under Article 69 - for the persons which/who acquire a participating interest under Article
68 (1) and the documents and the information under Article 73 - for the persons which/who acquire more than one percent of
the shares of the company;

5. Evidence that:

a) the insurer or reinsurer respectively will be able to maintain in the future eligble own funds for covering the capital solvency
requirements within the meaning of Chapter Thirteen;

b) the insurer without right of access to the common market will be able to maintain in the future eligible own funds for covering
the solvency margin under Article 209;

6. Evidence that:

a) the nsurer or reinsurer respectively will be able to maintain in the future eligible core own funds for covering the minimum
capital requirement within the meaning of Chapter Fourteen;

b) the insurer without right of access to the common market will be able to maintain in the future eligible core own funds for
covering the guarantee capital under Article 210;

7. evidence that the insurer or remnsurer respectively will be able to comply with the requirements pertaining to the management
system under Chapter Seven, including the documents under Article 77, Paragraph 1, Items 1, 3 and 4;

8. data about the persons under Article 79 (1), together with evidence of compliance with the respective requirements for
qualification and good reputation;

9. a programme of operations of an insurer or a reinsurer respectively.

(2) For the issuing of a licence to perform insurance operations under Item 10.1, Section II, Letter "A" of Annex No. 1, the
following shall be presented as part of the application:

1. a bank document confirming that a bank guarantee will be issued in accordance with the requirements of the Statutes of the
National Bureau of the Bulgarian Motor Insurers;

2. a reinsurance contract in compliance with criteria stipulated by a resolution of the Commission, as well as

3. a list of the names and addresses of the representatives under Article 503 for settlement of claims in each of the member
states and copies of contracts with these persons certified by the applicant.

(3) In order to issue a licence for a mutual cooperative insurance society to provide insurance, an application shall be submitted
accompanied by the following;



1. the Statutes and other Articles of Association;
2. a list of the members and the amount of their capital contributions;

3. a document issued by a bank entitled to perform banking activity on the territory of the Republic of Bulgaria, certifying the
cash mstalments paid into the cooperative society's capital;

4. the documents and the information under Article 69, Paragraph 2, Item 1 or Paragraph 3, Items 1 and 6 respectively - for
the persons who pay a supplementary or a special-purpose instalment exceeding one per cent of the cooperative society's
minimum guarantee capital;

5. the evidence and the documents under Paragraph 1, Items 5 - 9.

(4) When the applicant under Paragraphs 1 and 2 has requested an insurance licence under Item 18, Section II, Letter "A" of
Annex No. 1, the Commission may request evidence of the direct and indirect resources, including those for the staff and
equipment, including evidence of the qualification of the medical team and of the quality of the equipment, which are available to
the applicant for assuming its obligations stemming from the Travel Assistance Insurance.

(5) The application under Paragraphs 1, 2 or 3 shall be considered after payment of the documents consideration fee.

Documents to expand the scope of a licence

Article 32. (1) For the issuing of a licence to a reinsurer for expanding its scope of activities with a new activity, an application
shall be submitted accompanied by the following:

1. a transcript of the minutes of the competent body of the reinsurer with the decisions adopted for supplementing the scope of
activities;

2. the programme of operations, amended and supplemented.

(2) For the issuing of licence for a new type of insurance operations to an insurer, as well as for a licence for a new type of
msurance policy, for supplementation of licence of a particular type of insurance policy with new risks under Annex No. 1 or
for a licence for a group of several types of insurance policies, an application shall be submitted accompanied by the following:

1. a transcript of the minutes of the competent body of the nsurer with the decisions adopted regarding the application for a
licence;

2. the programme of operations, amended and supplemented;
3. Evidence that:

a) the msurer with a right of access to the common market has at its disposal eligible own funds sufficient for covering the
capital solvency requirement and eligible core own funds, sufficient for covering the minimum capital requirement respectively,
or

b) the msurer without a right of access to the common market has at its disposal eligible own funds sufficient for covering the
solvency margin and eligible core own funds, sufficient for covering the minimum guarantee capital respectively.

(3) For the issuing of licence to provide insurance under Item 10.1, Section II, Letter "A" of Annex No. 1, the evidence under
Article 31 (2) shall also be submitted.

(4) In the cases under Paragraph 2, when an application was made to issue a licence for the activity of general insurance to a
life msurer under the types of insurance policies under Items 1 or 2, Section II, Letter "A" of Annex No. 1 or to issue a licence
for the activity of life msurance to an insurer which is licenced only under Items 1 and 2, Section I, Letter "A" of Annex No. 1,
evidence shall be submitted that the nsurer has at its disposal the eligible core own funds covering the absolute minimum
amount of the minimum capital requirement - for life insurers and the absolute minimum amount of the minimum capital
requirements - for general insurance insurers according to Article 192, as well as evidence that the msurer will be able to cover
the minimum financial liabilities under Article 142 (2). When the insurer does not have a right of access to the common market,
evidence shall be submitted that it has at its disposal the eligible core own funds covering the minimum guarantee capital under



Article 210, Item 3.

(5) The application under Paragraphs 1, 2, 3 or 4 shall be considered after payment of the documents consideration fee.

Programme of operations

Article 33. (1) The programme of operations of an insurer or a reinsurer respectively shall contain the following;

1. the types of insurance which the insurer intends to underwrite, and the nature of the risks which it intends to cover, or the
operations which the reinsurer ntends to underwrite and nature of the risks which it intends to cover;

2. the reinsurance or retrocession policy and program in which the leading principles of the reinsurance or of the retrocession
shall be specified,;

3. the methods, assumptions and input data, which will be used for forming the technical reserves;

4. a forecast of the expenses required to organise and commence business operations, the financial resources needed to cover
such expenses, and in cases of insurance under Item 18, Section II, Letter "A" of Annex No. 1, the financial and technical
resources available to the applicant in order to provide the assistance;

5. a well-grounded financial projection of the person's operations for the first three years, containing:
a) a projected balance sheet;

b) a projected estimate of the future capital solvency requirement on the basis of the projected balance sheet, together with the
method of calculation used for deriving the said estimate;

c) a projected estimate of the future minimum capital requirement on the basis of the projected balance sheet, together with the
method of calculation used for deriving the said estimate;

d) a projected estimate of the financial resources intended to cover the technical reserves, the minimum capital requirement and
the capital solvency requirement;

e) a revenues and expenses forecast, including the anticipated premiuum revenue amount, the anticipated insurance or
reinsurance payment claims and the anticipated expenses on commissions paid to insurance and reinsurance intermediaries,
acquisition, administrative and other costs - as regards the general insurance and reinsurance;

f) a plan with a detailed forecast estimate of the revenues and expenses as regards the direct insurance activity, the inward and
the outward reinsurance - as regards the life insurance;

6. the source, amount and allocation of the own funds, including ways of securing finance in cases of insufficient assets to cover
the capital solvency requirement and the minimum capital requirement;

7. a programme for the measures to prevent money laundering and terrorism financing.

(2) The programme of operations of a remnsurer shall furthermore include a description and key parameters of reinsurance
contracts which it intends to enter nto with assignors.

(3) The programme of operations must realistically reflect the characteristics of the market and their influence on the person's
activities under Paragraph 1, the volume of activities performed, the financial, labour and other resources and other factors
connected to the implementation of the programme within the time limits set.

(4) In the cases under Article 32, the programme of operations shall only concern the new type of msurance or the group of
insurance types with which an insurer seeks to expand the scope of its licence or shall concern the new activity with which the
reinsurer seeks to expand the scope of'its licence.

(5) In the cases when the applicant wants to take advantage of the restriction on the right of access to the common market
under Article 16, the parameters under Paragraph 1, Item 5, Letters "b" - "e" and Item 6 shall be presented as solvency margin
and as minimum guarantee capital respectively. When the Commission, in the procedure for issuing of a licence, finds that within



5 years after the issuing of the licence the applicant may exceed at least one of the thresholds under Article 16, the procedure
shall be suspended until a corrected programme of operations is submitted in accordance with the parameters of the capital
solvency requirement and of the minimum capital requirement respectively.

Issue and refusal to issue a licence

Article 34. (1) On a proposal by the Deputy Chairperson, the Commission shall establish whether the requirements for issue of
the licence requested have been fulfilled and shall pronounce its opinion within a 4-month time limit from the date of receipt of
the application at the latest.

(2) If the documents submitted are wrregular or additional information is needed, the Deputy Chairperson and/or the
Commission shall forward notice to the applicant regarding the wrregularities established and/or the additional information
required, and shall set an adequate time limit for the applicant to eliminate the wrregularities, which shall not be less than 1 month
or greater than 2 months. The term under Paragraph 1 shall cease to elapse until expiry of the period prescribed for elimination
of the irregularities and/or submission of additional mformation.

(3) When a licence is issued to expand the scope of the insurer's licence with a new type of insurance or with a group of types
of nsurance or when a licence is issued to expand the scope of the remnsurer’s licence with a new activity, the term under
Paragraph 1 may not be longer than two months, and under Paragraph 2, no shorter than 7 days. The term for pronouncement
to be rendered by the Commission ceases to elapse until the expiry of the period prescribed for elimmation of the irregularities
and/or submission of additional information.

(4) If the notice under Paragraph 2 is not accepted at the mailing address indicated by an applicant, the term set for the
applicant shall begin to elapse from placing the notice at a location specially designated for this purpose on the Commission's
premises. The notice of notification shall also be published on the web page of the Commission. These circumstances shall be
certified by means of a statement drawn up by officials assigned by order of the Chairperson of the Commission.

(5) The Commission shall notify the applicant in writing of its decision within a 7-day time limit.

(6) The Commission shall notify the European Authority of each and every decision for issue of a licence to an insurer or to a
reinsurer respectively.

Grounds for refusal

Article 35. (1) The Commission shall refuse to issue a licence for msurance or for reinsurance activities in cases where:

1. the capital of an applicant does not meet the requirements specified under this Code;

2. any of the members of the management and control body of an applicant or the persons authorised to manage and represent
it does not fulfil the requirements set hereunder, or where this member, by his/her activities or decision-making influence, may
compromise the security of the applicant or its operations;

3. the persons who hold directly, together with or through related parties, or in agreement with third parties, 10 or more than
10 per cent of the votes in the general meeting or the capital of an applicant or who are capable of controlling it:

a) do not meet the requirements specified herein;
b) could undermine the activity of an applicant through actions or qualifications or by influencing decision-making;
c¢) cannot be identified up to the actual owner (actual beneficiary);

d) the value of the assets they hold and/or their operations, in terms of scale and financial results, do not correspond to the
figures declared for the purpose of acquiring participating interest in the applicant and raise doubts as to the reliability and
capacity of these persons to provide, when necessary, capital support to the applicant;

4. the financial resources by virtue of which the persons have subscribed one or more than one percent of the capital do not



meet the requirement of Article 19 (3);
5. the applicant has submitted false data or documents of untrue content;

6. the applicant is connected to a physical person or a legal entity and that connection hampers the effective implementation of
the Commission's or the Deputy Chairperson's supervisory functions;

7. there are impediments for the effective implementation of the Commission's or the Deputy Chairperson's functions, ensuing
from or in connection with the application of a law or administrative act of a third state regulating the activities of one or more
persons to whom an applicant is a related party;

8. no programme of operations has been submitted, or the programme submitted does not conform to the requirements under
Article 33 or does not guarantee the interests of insurance service consumers to a sufficient extent, or where the operations that
the applicant is to carry out do not ensure the necessary reliability and financial stability;

9. other requirements specified in this Code or under the regulations on its implementation have not been complied with.

(2) In cases under Paragraph 1, Items 1, 2, 4, 5, 8 and 9, the Commission shall refuse to issue a licence only if the applicant
has not eliminated the irregularities or has not submitted the additional information within the term specified.

(3) A refusal by the Commission to issue a licence shall be justified in writing. When a decision has not been decreed within the
time limit under Article 34 (1), it shall be deemed that this is a tacit refusal.

(4) A new licence application form may be submitted no earlier than 6 months from the entry into force of the licence refusal
decision.

(5) The Commiission shall refuse to issue a licence for a new type of insurance or for expansion of the scope of the licence of a
reinsurer with a new activity on the grounds under Paragraph 1, Items 1, 3 - 5, 8 and 9, where Paragraphs 2 and 3 shall be
applied respectively. A tacit refusal shall be present, if the Commission fails to pronounce its judgement within the time limit
under Article 34 (3). In the case of a refusal, Paragraph 4 shall apply.

Entry into the commercial register

Article 36. Entries in the Commercial Register of a merchant providing insurance or reinsurance shall be made only after
presentation of the licence issued by the Commission.

Section II
Change of the right of access of an insurer to the common market

Status of the insurer

Article 37. The presence or absence of a right of access to the common market (the status of the msurer) shall be reflected in
the insurer’s licence into the register under Article 30, Paragraph 1, Item 9 of the Financial Supervision Commission Act.

Voluntary change in the status of the insurer

Article 38. (1) An insurer without right of access to the common market shall have the right to obtain authorisation to perform
its operations according to the general rules for access to the common market, regarding which the said msurer shall submit an
application to the Commission.

(2) When the application is submitted after an issued licence, the insurer shall submit evidence of bringing its operations into



conformity with the requirements of Part Two, Title Three and with the other requirements laid down in this Code and n the
applicable acts of the European Union, that the operations of the insurers with a right of access to the common market must
conform to.

(3) The necessary evidence under Paragraph 2 shall be stipulated by a decision of the Commission and shall include as a
minimum the following:

1. information and data on the compliance with the requirements for valuation of the assets and labilities and for calculation of
the technical reserves according to Part Two, Title Three and according to Regulation (EU) 2015/35;

2. mformation and data on the minimum capital requirement and on the capital solvency requirement in accordance with the
requirements of Part Two, Title Three and of Regulation (EU) 2015/35;

3. mformation and evidence of the availability of eligible own funds which are at least equal to the capital solvency requirement
and to the minimum capital requirement in accordance with the requirements of Part Two, Title Three and of Regulation (EU)
2015/35.

(4) On a proposal by the Deputy Chairperson, the Commission shall make an assessment of whether the requirements of Part
Two, Title Three and of Regulation (EU) 2015/35 have been complied with and shall pronounce its judgement within a time
limit of three months from the date of receiving all the evidence, where the change in the status of the insurer shall be recorded
mto the licence issued.

(5) If the documents submitted are irregular or additional information is needed, the Commission shall forward notice to the
applicant regarding the irregularities established and/or the additional information required, and shall set an adequate time limit
for the applicant to eliminate the irregularities and/or submit the additional information required, which shall not be less than 1
month or greater than 2 months. The term under Paragraph 4 shall cease to elapse until expiry of the period prescribed for
elimmnation of the irregularities and/or submission of additional information.

(6) An insurer which performs operations under the general rules for access to the common market can perform its operations
under the rules for msurers without a right of access to the common market after submission of an application to the
Commission, if the following circumstances are simultaneously present:

1. none of the thresholds under Article 16 has been exceeded during the last three consecutive years after the date of
submission of the application;

2. none of'the thresholds under Article 16 is expected to be exceeded during the next 5 years after the date of submission of
the application;

3. as of the date of submission of the application, the insurer does not perform operations under the conditions of the right of
establishment or of the freedom to provide services in another member state;

4. the msurer is not part of the group, in regard to which Part Two, Title Three is applied on the grounds of Article 39 (4).

(7) In order to prove the circumstances under Paragraph 6, Item 2, the nsurer shall submit a programme of operations under
Article 33.

(8) On a proposal by the Deputy Chairperson, the Commission shall pronounce a decision for change of the status of the
msurer within a 1-month time limit from the submission of the application, where a transitional period may be envisaged, in
which supplementary requirements to the reporting of the insurer are to be applied. The change in the status of the msurer shall
be recorded in the licence issued.

(9) The Commission shall refuse to change the status of the msurer, when the circumstance under Paragraph 6, Items 1, 3 and
4 are not present, if a conclusion can be drawn from the programme of operations of the insurer under Article 33 that there is
likelihood that any of the thresholds under Article 16 may be exceeded during the next 5 year or if the assets for covering the
reserves are not in conformity with the requirements of Title Four.

(10) The application under Paragraphs 1 or 6 shall be considered after payment of the documents consideration fee.

Obligatory change in the status of the nsurer



Article 39. (1) When any of the thresholds under Article 16 is exceeded within a time period of 3 consecutive years, the
general rules for access to the common market shall begin to be applied to the respective insurer without a right of access to the
common market from the fourth year onwards. The Deputy Chairperson shall notify in writing the respective insurer not later
than the end of the second consecutive year, n which any of the thresholds under Article 16 has been exceeded.

(2) The msurer under Paragraph 1 shall be obligated, within a 3-month time limit from the notification, to submit a plan for
bringing its operations in conformity with the requirements, that the operations of the insurers with a right of access to the
common market must conform to. The Deputy Chairperson shall exercise ongoing supervision over the compliance with the
plan and shall apply the respective coercive measures in the case of non-compliance.

(3) The status of the msurer under Paragraph 1 shall be changed ex officio by a decision of the Commission after the end of the
third consecutive year, in which any of the thresholds under Article 16 has been exceeded, where the change in the status of the
msurer shall be recorded into the licence and shall be entered nto the register under Article 30, Paragraph 1, Item 9 of the
Financial Supervision Commission Act.

(4) All insurers which are part of a single insurance group shall obligatorily apply Part Two, Title Three in the cases when one
of them starts to apply Part Two, Title Three, as well as when an insurer with a seat of business outside of the Republic of
Bulgaria joins the said group. Paragraphs 1 and 2 shall be applied to these cases accordingly.

(5) When an insurer without a right of access to the common market submit an application for obtaining a supplementary
licence for one or more of the types of msurance under Article 16, Item 4 or for groups of types of msurance, the compliance
with the requirements, that the operations of insurers with a right of access to the common market must conform to, shall be
verified in the process of the proceedings for issuing the supplementary licence.

Section I1I
Withdrawal of licences

Licence withdrawal

Article 40. (1) The Commission shall withdraw a licence of an insurer or a reinsurer where:

1. the person has submitted false information or documents containing false mformation, which have served as grounds for the
issue of the licence;

2. the person has not submitted a short-term plan under Article 215 (2) or the plan submitted is evidently inadequate or, if
regardless of the submission of the short-term plan, the person has not recovered its compliance with:

a) the mmimum capital requirements within a 3-month time period of establishing the non-compliance, when the person is an
msurer with a right of access to the common market or when the person is a reinsurer respectively;

b) the guarantee capital within a 3-month time limit from establishing the non-compliance, when the person is an insurer without
a right of access to the common market;

3. the msurer violates the principle of voluntary participation of the msurance;

4. a request has been submitted by the person and the requirements specified under the present Code have been observed.
(2) The Commission may withdraw the insurance or reinsurance licence if:

1. the person does not commence activity within 12 months of issue of the licence;

2. the person ceases to perform operations for more than 6 months;

3. the number of members of a mutual cooperative insurance society falls below the stipulated minimum and is not replenished



within 6 months or if Article 20, Paragraph 2 or Article 21, Paragraph 1 have been infringed;
4. the persons ceases to be in compliance with the conditions for the issue of a licence;
5. the person performs other activities in addition to the activities for which it has been granted a licence;

6. the person or a shareholder thereof, or a member of the management or control body, or another person empowered to
manage or represent it, fails to comply with a coercive administrative measure imposed and in effect under this Code;

7. grounds exist for dissolution of the joint-stock company under Article 252, Paragraph 1, Item 4 of the Commerce Act;

8. the insurer, the reinsurer and/or persons under Article 80 have committed and/or have allowed gross or systematic violations
ofthis Code or of the regulations for its implementation;

9. the plan under Article 215 (1) has not been submitted within the stipulated time limit, has not been approved or, regardless
of'its submission within the stipulated time limits, the person has failed to recover the compliance with:

a) the capital solvency requirement, when the person is an insurer with a right of access to the common market or when the
person is a reinsurer respectively; or

b) the solvency margin, when the person is an insurer without a right of access to the common market.
10. the person wrongfully refuses payment of an executable and liquid pecuniary labilities or only pays part of them;

(3) When the grounds for licence withdrawal refer to a part of the person’s activity, the Commission may withdraw the licence
for one or more separate types of insurance or for a separate part of the reinsurance activity.

(4) The Commission shall pronounce a reasoned decision and shall notify the person in writing within 7 days of the decision.

(5) Under a licence withdrawal decision, except for the cases under Paragraph 3, the Commission shall appoint one or several
questors under Article 597 until appointment of a liquidator or a trustee-in-bankruptcy.

(6) In the cases under Paragraph 1, Item 5, the decision of the Commission shall be to approve a voluntary relinquishing of the
licence.

Obligations of an insurer or a reinsurer on withdrawal of a licence

Article 41. (1) On entry into force of a licence withdrawal decision, the person under Article 40, Paragraphs 1 or 2 may not
enter into new insurance and/or reinsurance contracts, may not offer new terms and conditions on contracts and may not
amend terms thereof, including the term of the contract, the maturity value and the cover under existing contracts.

(2) Withdrawal of a licence shall not exempt the person from its obligations under existing contracts.

Powers of the Commission on withdrawal of a licence

Article 42. (1) On entry into force of a licence withdrawal decision in respect of an insurer or a reinsurer, the Commission shall
notify thereofthe European Authority and shall forward a request to the competent court to initiate liquidation proceedings, and
in cases under Article 40, Paragraph 1, Item 2 and Paragraph 2, Items 9 and 10, to initiate bankruptcy proceedings, and shall
undertake the required measures to inform the public.

(2) The Commission, through the Deputy Chairperson, may perform inspections and impose coercive administrative measures
under Article 587 until the company or the cooperative society is deleted from the commercial registry.

Notification of the Competent Authorities of the Other Member States upon Withdrawal of an Insurer’s or a Reinsurer’s
Licence



Article 43. (1) The Commission shall notify immediately the respective competent authorities of the remaining member states of
the withdrawal of the licence of an insurer or a reinsurer and shall forward a request to the respective competent authorities to
undertake actions in accordance with their legislation to:

1. prevent the conclusion of new contracts, the proposals of new terms and conditions and the amendment of the terms and
conditions under contracts already concluded by the msurer or by the reinsurer respectively;

2. protect the mterests of the stakeholders, including by prohibiting the discretionary disposal with assets of the insurer or of the
reinsurer respectively.

(2) When the Commission has been notified of the withdrawal of the licence of an insurer or a reinsurer by another member
state, the Commission shall undertake appropriate measures under Paragraph 1 in connection with the operations and assets of
the insurer or of the reinsurer respectively on the territory of the Republic of Bulgaria.

Chapter Four

PERFORMANCE OF OPERATIONS IN ANOTHER MEMBER STATE BY A LOCAL
INSURER OR REINSURER PERFORMANCE OF OPERATIONS IN THE REPUBLIC
OF BULGARIA BY AN INSURER OR A REINSURER FROM ANOTHER MEMBER
STATE

Section I
Performance of operations in another member state by a local insurer

Right of Establishment and Right to Provide Services

Article 44. (1) A local insurer holding a licence to perform insurance operations under the conditions and following the
procedure established hereby, may perform the activities for which the licence has been issued on the territory of another
member state under the conditions of the right of establishment or of the freedom to provide services.

(2) Paragraph 1 shall not apply to the insurers licensed and performing operations according to the procedure of Title Four of
Part Two.

Performance of operations under the conditions of the right of establishment

Article 45. (1) A local insurer which intends to establish a branch within the territory of another member state shall notify the
Commission of this in advance.

(2) The notification under Paragraph 1 shall contain:
1. indication of the member state in which the msurer intends to establish a branch and the insurer's address;

2. a programme of operations of the insurer, including information about the types of insurance which the nsurer will provide in
the member state in which the branch is registered, and the organisational structure of the branch;

3. the name of the authorised branch representative with the representative powers to assume obligations for the mnsurer to third

parties and to represent the insurer before the public authorities and the courts of the member state in which the branch is
based;



4. evidence of membership in the respective National Bureau of the Green Card System and in the institution charged with the
making of the guarantee payment, analogous to the Guarantee Fund under Article 518, of the member state in which the branch
is based, if the insurer intends to perform operations under Item 10.1, Section II, Letter "A" of Annex No. 1;

5. information about the measure chosen by the insurer under Article 147 for the avoidance of conflict of interest, if the insurer
intends to perform operations under Item 17, Section II, Letter "A" of Annex No. 1

(3) The Commission shall provide the respective competent authority of the member state in which the branch is based with the
mformation under Paragraph 2 within a time limit not exceeding three months from receiving the nformation and the documents
under Paragraph 2, and a certificate proving that the insurer has at its disposal sufficient finds of its own to cover the capital
solvency requirement and the minimum capital requirement. The Commission shall immediately notify the msurer of any
information provided under Sentence One.

(4) The Commission may refuse within the time limit specified under Paragraph 3 to provide the respective competent authority
in the member state with the information under Paragraph 2 by means of a reasoned resolution if the management structure of
an insurer, its financial standing, or the professional qualifications and experience of the persons who manage and represent it or
ofthe branch's authorised representative are inadequate or insufficient with regard to the insurance which the insurer intends to
provide n the member state, as well as in cases where an msurer implements a reorganisation programme and, in this
connection, the mterests of the insured are jeopardised. The Commission shall immediately notify the insurer of a resolution
under Sentence One.

(5) An insurer may establish a branch and commence operations within the territory of the member state on receipt of
notification by the Commission issued by the relevant competent authority of that state, or after expiry of two months from the
notification under Paragraph 3 of the relevant competent authority if no notification has been received within this time limit.

(6) The insurer shall notify in writing the Commission and the relevant competent authority of the member state, in which the
branch is based, of each amendment to the data and the documents under Paragraph 2 within a time limit no shorter than one
month prior to implementation of the amendment. Paragraph 4 shall be applied to this case accordingly.

Performance of operations under the conditions of freedom to provide services

Article 46. (1) An insurer with a seat of business in the Republic of Bulgaria who intends to perform insurance operations in
another member state under the conditions of the freedom to provide services without opening a branch on the territory of the
member state shall notify the Commission in advance of'its mtention, specifying the following:

1. the types of insurance it intends to provide and the nature of the risks it envisages to cover in this member state;

2. evidence of membership in the respective National Bureau of the Green Card System and in the institution charged with the
making of the guarantee payments, analogous to the Guarantee Fund under Article 518, of the member state in which the
branch is based, as well as the name and address of the representative in charge of settling of claims, if the nsurer intends to
perform operations under Item 10.1, Section II, Letter "A" of Annex No. 1;

3. the measure chosen by the insurer under Article 147 for the avoidance of conflict of interest, if the insurer intends to perform
operations under Item 17, Section II, Letter "A" of Annex No. 1

(2) Within one month of the notification, the Commission shall provide the relevant competent authority of the member state
also with information under Paragraph 1, as well as with information regarding the types of insurance which an isurer has the
right to provide in the Republic of Bulgaria, together with a certificate attesting to the fact that the msurer has at its disposal
sufficient own funds for covering the capital solvency requirement and the minimum capital requirement. The Commission shall
immediately notify the insurer of any information provided under Sentence One.

(3) The Commission may refuse, within the time limit set under Paragraph 2, to provide the respective competent authority in
the member state with the information under Paragraph 1 by means of a reasoned resolution if the mnsurer's own funds do not
suffice to ensure coverage of the capital solvency requirement or the minimum capital requirement or if the insurer implements a
reorganisation programme and the interests of the insured are jeopardised for this or for another reason.

(4) An nsurer may commence performing operations on the territory of the respective member state from the date on which it



has been notified of the provision of information under Paragraph 1 by the Commission to the relevant competent authority of
the member state.

(5) An msurer shall notify the Commission in writing of each amendment to the data and the documentation under Paragraph 1
at least one month prior to implementation of the amendment. The Commission shall notify the relevant competent authority in
the member state of the amendments under Sentence One.

Provision of information

Article 47. (1) An insurer with a seat of business in the Republic of Bulgaria which performs operations in another member
state shall submit, according to the procedure of Article 126, to the Commission quarterly and annual reports separately on the
mnsurance policies concluded under the conditions of the right of establishment or of the freedom to provide services and on the
insurance premiums amount, including the portion of the reinsurer, as well as on the amount of the claims and commissions
specified by the member state and by types of activities (lines of business) according to Regulation (EU) 2015/35. The insurer
shall also submit information on the frequency and average amount of the claims under the insurance under Item 10.1, Section
II, Letter "A" of Annex No. 1.

(2) The Deputy Chairman shall provide the information received under Paragraph 1 in summary form to the competent
authorities of the respective member states upon their request.

Section 11
Performance of operations on the territory of the Republic of Bulgaria by an insurer from
another member state

Right of Establishment and Right to Provide Services

Article 48. An insurer from another member state, which has obtained a licence to perform insurance operations from the
respective competent authority of the member state of origin of the insurer, may perform the activity for which it has been
granted a licence on the territory of the Republic of Bulgaria under the terms and conditions of the right of establishment and
freedom to provide services.

Performance of operations under the conditions of the right of establishment

Article 49. (1) Within two months of the receipt of the information within the meaning of Article 45 (2) forwarded by the
relevant competent authority regarding an insurer from another member state who intends to establish a branch on the territory
of'the Republic of Bulgaria, the Deputy Chairperson shall notify the relevant competent authority of the insurer's member state
of origin and, where necessary, shall provide it with information on the conditions under which insurance operations in the
Republic of Bulgaria are performed, with a view to protecting the public interest.

(2) An mnsurer may establish a branch and commence performing operations on the territory of the Republic of Bulgaria after
the competent authority of the insurer's member state of origin has received a notification from the Deputy Chairperson in
accordance with Paragraph 1 or on expiry of the time limit specified under Paragraph 1 if the notification has not been received
within this term.

(3) An insurer shall notify the Commission in writing of each amendment to the circumstances under Article 45 (2) under which
it performs its activity, within a time period no shorter than one month prior to implementation of the amendment. Paragraph 2
shall be applied to this case accordingly.

Performance of operations under the conditions of freedom to provide services



Article 50. (1) An insurer from another member state, which intends to perform insurance operations on the territory of the
Republic of Bulgaria under the conditions of the freedom to provide services, without opening a branch, may commence to
perform operations from the date on which it has been notified by the respective competent authority of the insurer’s member
state of origin that information within the meaning of Article 46, Paragraph 1 and 2 has been provided to the Commission.

(2) An insurer under Paragraph 1, who has expressed intention to perform msurance operations under Item 10.1, Section I,
Letter "A" of Annex No. 1, shall notify the Commission in writing of the name and address of the representative appointed
under the procedure of Article 51 (2) and shall declare the circumstances under Article 51 (1), where such nformation has not
been provided to the Commission by the competent authority of the member state by origin of the insurer under the procedure
of Paragraph 1.

(3) Paragraph 1 shall apply accordingly upon any amendment of the types of insurances which an insurer from a member state
mtends to provide in the Republic of Bulgaria under the conditions of the freedom to provide services.

Requirements to the insurers with a seat of business in another member state

Article 51. (1) An insurer who performs operations in the Republic of Bulgaria under the conditions of the right of
establishment or of the freedom to provide services and who covers risks on an nsurance policy under Item 10.1, Section 11,
Letter "A" of Annex No. 1 shall be obliged to hold membership in the National Bureau of Bulgarian Motor Insurers and to
participate in the funding of the Guarantee Fund according to the procedure of'this Code.

(2) An mnsurer who performs operations in the Republic of Bulgaria under the conditions of the right of establishment or the
freedom to provide services shall appoint a person with a permanent address or a seat of business in the Republic of Bulgaria
to represent the msurer in its relations with insured persons or damaged parties under the compulsory third party Lability
insurance for motorists who are resident or have a seat of business in the Republic of Bulgaria. The above representative shall
have sufficient powers to collect all mformation necessary to settle the claims of such persons, as well as to effect payments and
to represent the nsurer in court or administrative proceedings in connection with settlement of the claims. The representative
shall be obliged to certify before the Commission and other competent authorities the existence and validity of compulsory third
party liability insurance policies for motorists.

(3) The representative under Paragraph 2 shall not be considered an establishment of the insurer from the member state. Where
such an insurer has also established a branch on the territory of the Republic of Bulgaria, that branch may perform the functions
of representation in connection with the compulsory third party liability imsurance for motorists taken out under the conditions of
the freedom to provide services.

(4) On approval by the Commission, an insurer who offers compulsory third party lability insurance for motorists in the country
under the conditions of'the fieedom to provide services may assign the operations under Paragraph 2 to the representative for
the settlements of claims in the Republic of Bulgaria under Article 503.

Section III
Performance of operations in another member state by a local insurer Performance of
operations in the Republic of Bulgaria by a Reinsurer from another member state

Right of establishment and freedom to provide services of a local reinsurer

Article 52. A local reinsurer holding a licence under the conditions and procedure of this Code may perform the activity for
which the licence has been issued to it on the territory of another member state under the conditions of the right of establishment
or of the freedom to provide services after notifying the Commission thereof and subject to compliance with the law of such
member state.



Right of establishment and freedom to provide services of a reinsurer from another member state

Article 53. A reinsurer from another member state holding a licence for reinsurance by its seat of business may perform the
activity for which the licence has been issued to it on the territory of the Republic of Bulgaria under the conditions of the right of
establishment or of the freedom to provide services and subject to compliance with the law of the Republic of Bulgaria.

Chapter Five

PERFORMANCE OF OPERATIONS IN A THIRD STATE BY A LOCAL INSURER OR
A REINSURER PERFORMANCE OF OPERATIONS IN THE REPUBLIC OF
BULGARIA BY AN INSURER OR A REINSURER FROM A THIRD STATE

Section I
Performance of operations in a third state by a local insurer

Issue of an authorisation

Article 54. (1) In order for a local insurer to perform nsurance operations on the territory of a third state, the said local nsurer
shall submit an application for a permit before the Commission, wherein the following shall be specified:

1. the state in which the insurer intends to perform operations and the method of performing the operations (through a branch
or direct provision of services);

2. the types of insurance which the insurer shall provide in the third state.
(2) The application form under Paragraph 1 shall be accompanied by:
1. a programme of operations containing the amendments and supplementations related to the operations in the third state;

2. documents verifying the compliance with the requirement of Article 80 and 83 - for the manager of the branch, as well as the
address of the branch, where the operations will be performed through a branch.

(3) When there is no signed agreement for cooperation and information exchange between the competent authority in the state
where the seat of business of the branch is registered and the Commission, the latter may demand that an applicant certify the
requirements stipulated by the legislation of the third state in connection with the performance of insurance operations through a
branch.

(4) On the Deputy Chairperson's proposal, the Commission shall issue a pronouncement within two months of receipt of the
application form. Article 34, Paragraphs 2, 4 and 5 shall apply mutatis mutandis where irregularities have been established or
additional information is needed, where the time limit for removing said irregularities or providing additional information shall not
be shorter than 15 days.

(5) The Commission shall refuse to issue a licence when:
1. the performance of operations in the third state would jeopardise the insurer's financial standing;

2. the programme of operations submitted envisages performance of insurance operations in a third state which is beyond the
scope of the msurer's licence;

3. the organisational structure of the branch proposed does not ensure its reliable and stable management;



4. there are legal or administrative obstacles to performance of supervision over the activity of a branch by the Commission or
the Deputy Chairperson;

5. an insurer is undergoing a procedure to implement a plan under Article 215, Paragraphs 1 or 2;

6. other requirements specified in this Code or under the regulations on its implementation have not been complied with.

Notification to the Commission

Article 55. Within 7 days of receipt of the licence to perform insurance activity issued by the competent authority in the third
state in question, an insurer shall submit a copy thereofto the Commission.

Section II
Performance of operations in the Republic of Bulgaria by an insurer from a third state

Conditions for performance of operations

Article 56. (1) A insurer from a third state shall have the right to perform insurance operations on the territory of the Republic
of Bulgaria through a branch registered under the Commerce Act after obtaining a licence from the Commussion under the
terms and procedure of this Code and the acts for its application. The licence may cover only the types of insurance which the
msurer is authorised to provide in the state where its seat of business is registered. Simultaneous performance of operations
under Section I and Section II of Annex No. 1 through a branch shall not be permitted.

(2) The Commission may issue a licence under Paragraph 1 provided that:
1. the person has the right to perform insurance activity under the national legislation of the respective third state;

2. the branch of the nsurer holds assets in the Republic of Bulgaria amounting to no less than half of the respective absolute
minimum amount of the mmimum capital requirement under Article 192 (2);

3. a deposit has been paid in the amount of one fourth of the respective absolute minimum amount of the mmimum capital
requirement under Article 192 (2) into a bank which carries on bank activity in the Republic of Bulgaria;

4. a branch manager of the branch has been elected, meets the requirements specified under Article 80, Paragraphs 1, 3 and 4
and Article 83, and has representative powers to assume obligations for the insurer to third parties and to represent the mnsurer
before the state authorities and courts in the Republic of Bulgaria;

5. a programme of operations has been submitted, which, in addition to the appropriate information under Article 33, contain
also information on the status of the eligible own funds and of the eligible core own funds in connection with the capital solvency
requirement and the mmimum capital requirements, as well as mformation on the management structure and system;

6. the branch complies with the requirements in connection with the management system under Chapter Seven.

(3) Unless otherwise stipulated herein, an nsurer from a third state shall have the rights and obligations of an insurer with a seat
of business in the Republic of Bulgaria and, with regard to its operation within the country, it shall be subject to the state
msurance supervision exercised by the Commission and by the Deputy Chairperson over insurers with a seat of business in the
country. When an insurer from a third state has chosen the competent authorities of the Republic of Bulgaria under the
procedure specified under Article 62, Paragraph 3, the Commission and the Deputy Chairperson shall exercise solvency
supervision in relation to the operation of all its branches established within the European Union and the European Economic
Area, and shall apply the coercive administrative measures stipulated herein.

Licence issue



Article 57. (1) For the purpose of issuing a licence to provide insurance in the territory of the Republic of Bulgaria through a
branch, an insurer from a third state shall submit an application form accompanied by the following:

1. a certified copy of the insurer's registration document and a document issued by the registration authority containing current
particulars of the seat and business address, the subject of operations, the amount of subscribed capital, the management
system and the persons which represent and/or manage the insurer;

2. a certified copy of the licence for performance of insurance operations issued by the competent authority where the seat of
business of the nsurer is registered, also including a description of the insurance types for which the insurer holds a licence;

3. a certified copy of the resolution of the competent management body of the insurer to open a branch on the territory of the
Republic of Bulgaria and to nominate a branch manager;

4. a certificate issued by the authority exercising msurance supervision in the state in which the seat of business of insurer is
registered, stating that a Bulgarian insurer may open a branch and carry out its activity in that state under the general procedure
established for foreign nsurers;

5. a document issued by a bank performing banking operations in the Republic of Bulgaria, certifying payment of the deposit in
accordance with Article 56, Paragraph 2, Item 3, and documents proving the amount of assets in accordance with Article 56,
Paragraph 2, Item 2;

6. particulars of the Branch Manager;
7. programme of operations;

8. evidence that the branch will comply with the requirements in connection with the management system under Chapter Seven,
including the documents under Article 77, Paragraph 1, Items 1, 3 and 4;

9. a written declaration by the insurer’s management body stating that annual financial statements shall be drawn up and
submitted regarding the operations which the mnsurer shall perform in the country through the branch and that the insurer shall
store the said annual financial statement at the seat of business of the branch;

10. a written declaration by the insurer’s management body stating that the branch will cover the capital solvency requirement
and the minimum capital requirement according to the procedure established for the local insurers;

11. the msurer's annual financial statements for the last three years or for the period of the insurer's existence in case where it
has existed for a shorter period;

12. particulars of the persons who hold, directly or through related parties, 10 or more than 10 per cent of the votes in the
general meeting or the capital of an insurer, or other participation enabling them to control the msurer;

13. when an insurance licence is applied for encompassing insurance under Item 10.1, Section II, Letter "A" of Annex No. 1:

a) the name and address of the insurance representative for the settlements of claims under the said insurance in each of the
member states;

b) a bank guarantee document pursuant to the Statutes of the National Bureau of the Bulgarian Motor Insurers;
¢) a reinsurance contract in compliance with criteria determined by a resolution of the Commission;
14. the technical basis for calculation of premium rates and msurance reserves.

(2) The Commission shall issue its pronouncement within 4 months of receipt of the application form. Article 34, Paragraphs 2,
4 and 5 shall apply mutatis mutandis where irregularities have been established or additional information is needed, where the
time limit for removing said irregularities or providing additional imformation shall not be shorter than 15 days.

(3) The application under Paragraphs 1 shall be considered after payment of the documents consideration fee.

Refusal to issue a licence



Article 58. (1) The Commission shall refuse to issue a licence on the grounds specified under Article 35 (1) and in cases where
the legislative framework in the country where the seat of business of an insurer from a third state is registered or the
supervision exercised over it by the respective competent authority prevents the exercise of state insurance supervision in
accordance with this Code and the Financial Supervision Commission Act or in some other way jeopardises the interests of
insurance service consumers.

(2) The Commission may also refuse to issue a licence if it establishes that the competent authority in the state in which the
msurer's seat is registered does not apply the principle of reciprocity m providing Bulgarian insurers with access to the
respective foreign insurance market, as well as when an insurer from a third state poses a threat to the national security of the
Republic of Bulgaria.

(3) A refusal by the Commission to issue a licence shall be justified in writing,

(4) A new licence application form may be submitted not earlier than six months from the entry mto force of the licence refusal
decision.

Entry into the commercial register

Article 59. (1) A branch ofthe insurer from a third state providing insurance and/or reinsurance services shall be entered in the
Commercial Register after presentation of the licence issued by the Commission.

(2) An insurer from a third state shall notify the Commission of each amendment introduced into the documentation or under the
circumstances specified in Article 57 (1) within 7 days of adoption of the resolution, of the respective amendment coming to the
attention of the insurer, or of the entry of the circumstance if subject to entry in the commercial registry, but no later than 14
days following the entry.

Operational requirements

Article 60. (1) The insurer from a third state performing operations on the territory of the Republic of Bulgaria through a
branch shall keep its commercial books in the Bulgarian language according to the applicable Bulgarian legislation and shall
store at the branch’s address the entire available documentation related to the operations performed by the said insurer on the
territory of the Republic of Bulgaria.

(2) Within 7 days of dissolution of an insurer from a third state, the Branch Manager shall submit the resolution of the
competent body to the Commission.

(3) The branch of'the insurer from a third state shall be obligated:
1. to value its assets and liabilities according to the procedure of Article 152;

2. to mamntain sufficient technical reserves for cover of the liabilities under insurance and remsurance contracts assumed on the
territory of the Republic of Bulgaria according to the procedure of Chapter Eight, Section II;

3. to determine its own funds according to the procedure of Chapter Twelve.

Capital solvency requirement and minimum capital requirement

Article 61. (1) The branch of an insurer from a third state shall be obligated to have at its disposal eligible own funds for cover
of the capital solvency requirement in accordance with the requirements of Chapter Twelve.

(2) The capital solvency requirement and the minimum capital requirement of the branch of an insurer from a third state shall be
calculated according to the procedure of Chapter Thirteen and Chapter Fourteen respectively, while taking into account only
the operations performed by the branch.



(3) The eligible core own funds of the branch of the insurer from a third state may not be less than one half of the absolute
minimum of the mmimum capital requirements under Article 192 (2), where the deposit under Article 56, Paragraph 2, Item 3
shall also be included in them.

(4) The assets for cover of the capital solvency requirement of the branch of an mnsurer from a third state up to the amount of
the minimum capital requirement shall be held in the country and the remaining part - within the boundaries of the European
Union.

Privileges for insurers from third countries

Article 62. (1) An nsurer from a third state, wishing to obtain or having obtained a licence to perform insurance operations in
the Republic of Bulgaria through a branch and in one or more member states, may request the following privileges from the
Commission, which may be provided in their entirety only:

1. that its capital solvency requirement be calculated as regards the entire volume of operations performed by this msurer from
a third state in the European Union, where only the operations performed by all the branches of the insurer from the third state
in the member states shall be taken into account in such a case;

2. that the deposit under Article 56, Paragraph 2, Item 3 be paid in only one of the member states in which the insurer performs
operations;

3. that the assets representing the amount of the minimum capital requirement be located in one of the member states in which
the insurer performs operations.

(2) In order to enjoy the privileges under Paragraph 1, the insurer from a third state shall submit an application form to the
Commission and to the competent authorities of the other Member States in which it wishes to perform operations or where it
has obtained a licence to perform operations.

(3) In the above application form, the nsurer from a third state shall explicitly specify the competent authority of one of the
member states in which it wishes to perform operations or has obtained a licence to perform operations, which shall supervise
its solvency with regard to the operation of all its branches established within the European Union and the European Economic
Area, as well as the arguments for the selection of that authority. The deposit under Paragraph 1, Item 2 shall be paid up i the
state specified under Sentence One.

(4) The privileges under Paragraph 1 shall be granted only on the consent of the competent authorities of all member states to
which an application form under Paragraph 2 has been submitted. The Commission shall give its consent by means of a
resolution on assessment of the financial standing of the insurer from a third state, including its solvency.

(5) An insurer from a third state may enjoy the privileges under Paragraph 1 after the competent authority under Paragraph 3
has informed the other competent authorities that it shall exercise supervision over the solvency of the insurer with regard to the
activities of all its branches established within the European Union and the European Economic Area.

(6) The Commission shall provide the relevant competent authority under Paragraph 3 with the complete information necessary
to the latter to exercise supervision, which the Commission has at its disposal.

(7) The privileges granted shall be simultaneously repealed in each of the member states in which an insurer from a third state
performs operations, on the basis of a proposal submitted by the competent authority of any of these member states.

Licence withdrawal

Article 63. (1) The Commission shall withdraw the licence of the branch of an insurer from a third state for its operations
through a branch on the territory of the Republic of Bulgaria under the terms and according to the procedure of Article 40.
Paragraphs 41 and 42 shall be applied to this case accordingly.

(2) The Commission shall also withdraw the licence of a branch of an msurer from a third state if the msurer's licence to perform
insurance operations has been repealed by the competent authority in the state in which its seat of business is registered or by



the competent authority under Article 62, Paragraph 3 on the grounds of failure to meet the solvency requirements. Where the
authority under Article 62, Paragraph 3 has notified the Commission of the withdrawal of the licence of the msurer from a third
state on other grounds, the Commission shall undertake the necessary measures.

(3) In the case of withdrawal of the licence by the Commission in its capacity of an authority under Article 62 (3), the
Commission shall immediately notify the competent authorities of the member states in which the insurer performs operations
and which have granted their consent under the procedure of Article 62 (4), while stating the arguments for the decision
adopted.

Section I1I
Performance of operations in a third state by a local reinsurer Performance of operations
in the Republic of Bulgaria by a reinsurer from a third state

Operations i a third state by a local reinsurer

Article 64. With regard to the operations of a reinsurer with a seat of business in the Republic of Bulgaria in a third state, the
law of'the third state shall apply, unless provided otherwise hereby.

Operations of a reinsurer from a third state in the Republic of Bulgaria through a branch under the Commerce Act

Article 65. (1) A reinsurer from a third state shall have the right to perform operations on the territory of the Republic of
Bulgaria through a branch registered under the Commerce Act after obtaining a licence from the Commission under the terms
and procedure of this Code and the acts for its application. The licence shall be issued for reinsurance only by type of
operations for which the remsurer has been authorised i the state of'its seat of business.

(2) The Commission shall issue the licence under Paragraph 1 provided that:
1. the person is entitled to perform reinsurance activity under its national legislation;

2. the branch of the reinsurer holds assets in the Republic of Bulgaria amounting to no less than half of the absolute minimum
amount of the minimum capital requirement under Article 192 (2);

3. a deposit has been paid in the amount of one fourth of the absolute minimum amount of the minimum capital requirement
under Article 192 (2) mnto a bank which carries on bank activity in the Republic of Bulgaria;

4. a managing director of the branch is appointed, who meets the requirements of Article 80, Paragraphs 1, 3 and 4 and Article
83, having a scope of representative power that allows him/her to assume obligations on behalf of the reinsurer to third parties
and represent it before public authorities and courts in the Republic of Bulgaria;

5. a programme of operations has been submitted, which contain the respective information under Article 33, information on
the status of the eligible own funds and of the eligible core own funds in connection with the capital solvency requirement and
the minimum capital requirements, as well as information on the management structure and system.

(3) Unless otherwise provided hereby, a reinsurer from a third state shall have the rights and obligations of a remsurer with a
seat of business in the Republic of Bulgaria and its activity in the Republic of Bulgaria shall be subject to the national insurance
supervision exercised by the Commission and the Deputy Chairperson over remsurers with a seat of business in the Republic of
Bulgaria.

(4) With regard to the issue and refusal to issue a licence under Paragraph 1, Article 57, Paragraph 1, Items 1 - 11 and 14,
Paragraphs 2 and 3 and Article 58 shall apply. Articles 59 - 61 shall be applied accordingly in regard to the reinsurer.

(5) The Commission shall withdraw the licence of a branch of a reinsurer from a third state under the terms and procedure of



Article 40, as well as where the authorisation for performance of reinsurance activity has been withdrawn by the competent
authority in the state by the seat of business of the remsurer. Article 41 and 42 shall be applied in regard to the reinsurer.

Provision of Services in the Republic of Bulgaria by a Reinsurer with a Seat of Business in a Third State

Article 66. (1) A reinsurer from a third state may provide services in the Republic of Bulgaria through its head office or branch
provided that it has been issued a licence for reinsurance in the state by its seat of business and is subject to supervision for its
overall activity by the competent authority in such state.

(2) Provisions which result in more favourable treatment than the one provided to the reinsurers with a seat of business in a
member state shall not be applied in regard to a reinsurer from a third state which performs reinsurance operations on the
territory of the Republic of Bulgaria.

(3) By virtue of an ordinance, the Commission may envisage for insurers or reinsurers from third countries who perform
reinsurance in the Republic of Bulgaria an obligation for providing a pledge or other guarantees for cover of the unearned
premium reserve or of the forthcoming payments reserve.

(4) Paragraph 3 shall not be applied to insurers and reinsurers from third countries with a supervisory framework, which has
been recognised as equivalent by the European Commission under the terms and according to the procedure envisaged in
Directive 2009/138/EC and in the regulations for its implementation.

Section IV
Provision of information

Information provided to the European Commission

Article 67. The Commission or the Deputy Chairperson shall notify the European Commission, the European Authority and
the competent authorities exercising insurance supervision in member states of:

1. a licence issued to an insurer or a reinsurer over which control is exercised directly or through related persons by one or
more parent undertakings, where the law of a third state is applicable for at least one of these; the notification shall also specify
the structure of the group to which the persons under Sentence One belong;

2. participation acquired by a parent undertaking under Item 1 in an insurer or a reinsurer with a seat of business in the
Republic of Bulgaria, which enables the party to exercise control over the insurer;

3. the existence of obstacles to the performance of operations in a third state by an insurer or a reinsurer with a seat of business
in the Republic of Bulgaria.

TITLE TWO
REQUIREMENTS TO THE MANAGEMENT AND OPERATIONS OF INSURERS AND
REINSURERS

Chapter Six
QUALIFIED PARTICIPATIONS



Acquisitions

Article 68. (1) Each natural person or legal entity or persons acting in a coordinated fashion, who have adopted a decision to
acquire directly or indirectly qualified participation in an insurance or a reinsurance joint stock company or to increase directly
or indirectly such qualified participation, as a result of which the share in the voting rights or in the capital they hold would reach
or exceed 20, 30 or 50 percent or as a result of which the insurance or reinsurance joint stock company would become their
subsidiary, shall be obligated to notify in writing of the said decision the Deputy Chairperson prior to the acquisition, stating the
amount of the envisaged participation. When, as a result of circumstances that have occurred objectively beyond the will of the
persons, their participation becomes qualified or reaches or exceeds the thresholds of Sentence One, the notification shall be
made after the acquisition or after the increase of the participation respectively, within a time limit of 15 business days from
becoming aware thereof.

(2) Each natural person or legal entity, which has adopted a decision to engage in disposition transactions, directly or indirectly,
with its qualified participation in an insurance or a reinsurance joint stock company, shall be obligated to notify in writing of the
said decision the Deputy Chairperson before the disposition transaction, stating the amount of its participation after the planned
disposition transaction. The person shall notify the Deputy Chairperson also when it has adopted a decision to reduce its
qualified participation, as a result of which the share in the voting rights or in the capital held would fall below 20, 30 or 50
percent or as of result of which the insurance or reinsurance joint stock company would cease to be its subsidiary.

(3) "Qualified participation" shall be direct or indirect participation in an insurer or in a reinsurer, which constitutes 10 or more
than 10 percent of the capital and of the voting rights or which would make it possible to exercise considerable influence on the
management of this insurer or reinsurer respectively.

(4) Each person under Paragraph 1 must be indisputably identified up to its actual owner (actual beneficiary).

(5) An actual owner (actual beneficiary) within the meaning of Paragraph 4 shall mean one or more natural persons who
ultimately own or control the applicant for acquisition of a qualified participation. The actual owners (actual beneficiaries) shall
encompass at least:

1. in the case of corporate entities:

a) a natural person or persons, who ultimately own or control a specific legal entity by means of directly or indirectly owning or
controlling a sufficient percentage of the shares or the voting rights in this legal entity, including by means of holding bearer’s
shares in a company other than a company whose shares are quoted on a regulated market and which is subject to the terms
and conditions for disclosure in accordance with the law of the European Union or equivalent international standards; 25
percent plus one share shall be deemed sufficient to meet this criterion;

b) the natural person or persons which/who in some other manner exercise control over the management of a specific legal
entity;

2. in the case of legal entities such as foundations or legal arrangements such as fiduciary management companies, which
manage or distribute funds:

a) where the future actual owners (actual beneficiaries) have already been determined - the natural person or persons, who are
actual owners (actual beneficiaries) of 25 percent or more of the property of the legal arrangement or legal entity;

b) where the natural persons, who benefit from the legal arrangements or legal entity, are as yet to be determined - the category
of persons in the main interest whereof the legal arrangement or legal entity has been created or is managed;

¢) the natural person or persons who exercise control over more than 25 percent of the property of the legal arrangements or
legal entity.

(6) When the scale of the qualified participating interest is determined, the voting rights according to Article 146 (1) of the
Public Offering of Securities Act shall also be taken into account. When the scale of the qualified participating mterest is
determined, the voting rights or shares which investment intermediaries or credit institutions hold as a result of providing the
services referred to in Article 5, Paragraph 2, Item 6 of the Markets in Financial Instruments Act shall not be taken into
account, provided that such rights are not exercised or otherwise used for the purpose of exerting influence on the msurer’s or



reinsurer’s management, provided also that such rights are transferred within one year after acquisition.

(7) On a proposal by the Deputy Chairperson, the Commission shall make an assessment of the mtended acquisition, or
respectively increase of a qualified participating interest, with a view to ensuring the stable and prudent management of the
msurer or reinsurer in respect of which the acquisition is to take place. When making the assessment, the Commission shall take
into account the possible influence of the applicant on the insurer or reinsurer respectively, based on which it shall make an
assessment whether the applicant is suitable and financially stable enough, by applying the following criteria:

1. reputation of the applicant;

2. reputation and professional experience of each person who shall manage the operations of the nsurer or of the reinsurer as a
result of the acquisition proposed;

3. financial stability of the applicant in connection with the operations performed or envisaged to be performed by the nsurer or
by the remsurer, for which the acquisition is proposed; it shall be assumed that the applicant is financially stable, if on the basis
of the documents submitted and on the basis of an analysis thereof, a reasonable assumption can be made that, within a time
period of not less than 3 (three) years from the date of the acquisition, there is no danger that the applicant will experience
financial difficulties and will have a financial standing which would secure the planned development of the insurer or of the
reinsurer, incliding by rendering financial support thereto when necessary;

4. whether the surer or the remsurer respectively will be in a position to satisfy or continue to satisfy statutory requirements,
and in particular, whether the group whereof the applicant is to become a part after the acquisition, is structured in a way
allowing for effective supervision and effective information exchange between competent supervisory authorities and definition
and distribution of responsibilities between them;

5. whether it could reasonably be assumed that money laundering within the meaning of the Measures Against Money
Laundering Act or financing of terrorism within the meaning of the Measures Against the Financing of Terrorism Act is or was
perpetrated or intended to be perpetrated in relation to the acquisition, or that the mplementation of the acquisition applied for
would increase such risk.

(8) On a proposal by the Deputy Chairperson, the Commission may prohibit the proposed acquisition only provided that the
grounds for such prohibition according to the criteria specified in Paragraph 7 are present or provided that the information
provided by the applicant is incomplete.

(9) The Commission and the Deputy Chairperson may not impose advance conditions in connection with the amount of the
participating interest that must be acquired, nor consider the acquisition from the standpoint of the economic needs of the
market.

(10) The Commission and the Deputy Chairperson may not require information which is not of any significance for making the
assessment as to the compliance with the statutory requirements. In connection with the specific acquisition or increase of the
qualified participating mnterest, the Deputy Chairperson may require additional mformation and evidence when these are
necessary for making the assessment as to the compliance with the statutory requirements.

(11) In case two or more notifications of acquisition or increase of qualified participating interest in the same insurer or reinsurer
have been submitted, the Deputy Chairperson shall assess each acquisition on a non-discriminatory basis.

(12) The prudential requirements shall be the requirements under Part Two, Chapters Seven to Ten, Title Three, Four and
Seven, as well as those under the Supplementary Supervision of Financial Conglomerates Act, where this act is applied or shall
be applied in regard to the insurer or to the reinsurer, wherein the acquisition of an equity stake will be effected.

(13) The Commission shall adopt decisions, instructions or a practice for application of guidelines or recommendations for
assessment of an acquisition or an increase of qualified participating interest as adopted by the European Authority.

Information in the case of acquisition or increase of qualified participatory interest

Article 69. (1) The notification under Article 68 (1) shall be in writing and shall contain the mformation and the documents
under Paragraphs 2 - 6. The following shall be specified in the notification:



1. the insurer or the reinsurer respectively, in which the applicant intends to acquire a participatory interest;

2. the amount of the envisaged participatory interest, including the number and the type of the shares owned by the applicant
before and after the acquisition, share in the equity capital before and after the acquisition as a percentage and in cash, as well
as share in the voting rights, when this is different from the share in the equity capital before and after the acquisition;

3. objective of the acquisition of the participatory interest;

4. comprehensive information on actions in coordination with other persons in connection with the acquisition, when there are
such coordinated actions, or a statement as to the absence of such coordinated actions.

(2) When the applicant is a natural person, the notification shall be accompanied by the following;

1. data on the applicant - personal identification number, citizenship, country of usual residence, number, date and place of
issue of the identity document (personal identity card), mailing address;

2. for Bulgarian citizens - a certificate showing no previous convictions and an affidavit showing no previous convictions outside
the Republic of Bulgaria, and for persons who are not Bulgarian citizens - a certificate showing no previous convictions or an
affidavit showing no previous convictions in cases where no official document is issued to attest to the lack of previous
convictions in the state in which they are ordmarily resident; the documents under the previous sentence shall be recognised, if
submitted within 6 months of their issuing;

3. curriculum vitae (CV) with detailed description of the education, qualification and professional experience of the applicant, as
well as of all professional activities, positions and functions of the person, held until the date of submission of the notification;

4. an affidavit:

a) of the presence or absence of pending court criminal proceedings, in which the persons in drawn as a defendant, as well as
ofthe outcome of such proceedings that have been completed;

b) of the presence or absence of pending civil lawsuits for unrepaid loans or unlawful damaging of the undertaking managed by
the applicant, under which the applicant or a legal entity over which the applicant exercised control or a legal entity n the
management or control body of which the applicant was a member or a procurator of was a defendant, as well as of the
outcome of such lawsuits that have been completed;

c) of the presence or absence of pending or completed proceedings for imposing administrative penalties and/or for applying
coercive administrative measures against the applicant for violations of the statutory acts in the financial sector;

d) as to whether the applicant had been a member of a management or control body of a company, which has been wound up
by a ruling of the court because of performing an activity which is in contravention of the law or by which unlawful purposes are
pursued;

e) as to whether the applicant had been a member of a management or control body or a general partner in a company, when
the said company was terminated because of bankruptcy and unsatisfied creditors have remained;

f) as to whether a person, over which the applicant exercised control, was declared bankrupt or insolvent or in compulsory
liquidation;

g) as to whether a legal entity, over which the applicant exercised control, or a legal entity, in the management or control body
of which the applicant was a member or a procurator:

aa) has been penalised by an administrative penalty and/or by coercive administrative measures for violations of statutory acts
in the financial sector;

bb) has been refused to be issued a licence or to be entered into a register, kept by the Commission, the Bulgarian National
Bank or an analogous authorities from other countries, has been refused membership in a commercial or professional
organisation or has had its licence withdrawn or has had its entry into a register deleted, where this shall also apply to the
companies, in the management or control bodies of which these legal entities have participated;

h) as to whether the applicant was dismissed from office as a member of the management or control body of an insurer,
reinsurer, credit institution or other financial institutions, the activities of which are subject to a licence procedure, as a result of a



coercive administrative measure imposed.
J) as to whether the applicant had been deprived of the right to hold a position with accountability for assets;

k) as to whether a previous identical assessment of the reputation of the applicant was performed by a competent supervisory
authority in the financial sector or as to whether such an assessment was performed of a person controlled by the applicant, as
well as to the identity of this supervisory authority and as to the result of the assessment;

1) as to whether an assessment of the applicant was performed by a competent supervisory authority outside of the financial
sector or as to whether such an assessment was performed of a person controlled by the applicant, as well as the identity of
this supervisory authority and as to the result of the assessment;

5. an affidavit by the applicant regarding:

a) its financial status, including information regarding the property possessed by the applicant, the labilities assumed by the
applicant, the pieces of collateral and the guarantees issued, as well as information regarding the sources and amount of its
incomes for the last three years;

b) the existence of financial or other interests or links of the applicant with:
aa) the insurer or the reinsurer respectively, or with the group that they are part of;

bb) shareholders in the insurer or in the reinsurer respectively, or with other persons entitled to exercise voting rights in the
general meeting of the insurer or of the remsurer respectively;

cc) members of the management or control body or with other persons holding managerial positions in the nsurer or in the
reinsurer respectively;

dd) the existence of other vested iterest which may lead to a conflict of interests with the insurer or with the reinsurer
respectively, as well as a plan for overcoming the said conflict of interests;

6. a document regarding awarded rating and public reports of the commercial companies controlled by the applicant, if any.
(3) When the applicant is a legal entity, the following shall be submitted:

1. data on: the company name/designation, seat and registered address, mailing address, as well as identification number of the
applicant, if any;

2. a certified transcript of a statute and/or a contract of incorporation, when the contract of mcorporation is part of the
registered documents of the entity;

3. a current certificate of entry into the respective commercial register of the entities registered outside of the Republic of
Bulgaria;

4. a current and detailed description of the applicant’s activities;

5. a list containing the names of the persons who manage or represent the applicant and a curriculum vitae with exhaustive

specification of the education, qualification and professional experience of each of the persons, as well as of all the professional
activities, positions and functions of each of the persons as performed until the date of submission of the notification;

6. an affidavit by the applicant’s legal representative about the structure and allocation of the applicant’s capital, containing
information under Item 1 up to the actual owner (actual beneficiary);

7. affidavits by the applicant regarding the circumstances under Paragraph 2, Item 4, Letters "b", "d" - "f", Letter "g", Letters
"h", "k" and "l", as well as an affidavit under Paragraph 2, Item 5, Letter "b" regarding the existence of financial or other
mterests or links of the applicant and of the persons who manage and represent it;

8. a description of the structure of the group, if the applicant participates in a group as a subsidiary or a parent company, as
well as a description of the activities performed by the group;

9. information about the entities within the group, over which financial or other supervision is exercised and specification of the



supervision authority by the seats of business of the respective entities;

10. annual financial statements of the applicant for the last three years after an audit performed, if such an audit is obligatory,
mncluding balance sheet, income statement, annual activity report and the other disclosures made as part of the annual financial
statements for the respective period,

11. a document regarding a credit rating awarded to the applicant or to the group to which the applicant belongs, if such credit
rating has been awarded.

(4) Together with the notification under Paragraph 1, the following attachments with supplementary information regarding the
financing of the acquisition of the qualified participatory interest shall be submitted:

1. a declaration regarding the origin of the funds by means of which the qualified participatory interest is acquired;
2. mformation regarding the method of acquisition of the shares and the method of payment;

3. information about the method of financing of the acquisition of the shares, including about the access to capital sources and
financial markets;

4. mformation about the use of borrowings from the banking system or about the issuing of financial instruments for the purpose
of financing the acquisition, as well as about any financial relations with other shareholders of the mnsurer or of the remnsurer,
mncluding information about maturity dates, terms, pieces of collateral and guarantee provided;

5. mformation about assets of the applicant, of the insurer or of the reinsurer respectively, in which participatory interest is
acquired and which are planned to be sold in the short term for the purpose of financing the acquisition, as well as information
about the terms and price of the transaction.

(5) Together with the notification under Paragraph 1, the following attachments with supplementary mformation shall be
submitted depending on the level of the qualified participatory interest acquired:

1. in case the acquisition of the qualified participating interest will be followed by a change of control over the mnsurer or the
reinsurer respectively, an operational plan, which shall include:

a) a strategic development plan containing the main purposes of the acquisition and the main methods of their fulfiment, and in
particular:

aa) reasons for the acquisition;
bb) medium-term financial targets, including targeted return on equity;
cc) main synergies which are expected to the realised;

dd) expected redirection of activities, clients and products, as well as expected reallocation of resources within the insurer or
the reinsurer respectively;

dd) the material circumstances concerning the inclusion and integration of the insurer or of the remsurer into the applicant’s
group structure, including the interaction to take place with other companies in the group, together with a description of the
policy regulating intragroup relations;

b) projected financial statements of the nsurer or of the reinsurer, on an independent and on a consolidated basis for three
years to come, such statements including;

aa) a provisional balance sheet and income statement;

bb) projected prudential ratios, at least as regards the covering by own funds of the minimum capital requirement and the
capital solvency requirements and of the minimum guarantee capital and the solvency margin, damage ratios and expense ratios;

cc) information on the risk exposures by types of risks, at least as regards the operating, credit, market and underwriting risks;
dd) a forecast of expected ntragroup transactions;

¢) summary description of the impact of the acquisition on the management of the insurer or of the reinsurer respectively, as



well as on its organisational structure;

2. when, after the acquisition of the qualified participating interest, the latter will not exceed 20 percent of the capital - a
document on the applicant’s strategy including;

a) term over which the applicant intends to hold its participating interest;
b) mtentions of the applicant to increase, decrease or keep the same its participating interest in the foreseeable future;

c¢) information on the capability and will of the applicant to support the insurer or the reinsurer respectively by additional own
funds in case of financial difficulties;

3. when, after the acquisition of the qualified participating interest, the latter will exceed 20 percent but will not exceed 50
percent of the capital - a document on the applicant’s strategy under Item 2, including also:

a) information regarding the influence, which the applicant intends to exert over the financial condition of the nsurer or of the
reinsurer respectively (including over the dividend distribution policy), over its strategic development and as regards the
allocation of its resources;

b) description of the intentions and expectations of the applicant as regards the activity of the msurer or of the reinsurer
respectively in the medium term.

(6) When the qualified participating interest is acquired or the threshold under Article 68 (1) is surpassed in an indirect fashion,
the notification under Paragraph 1 shall be submitted to the Commission upon acquisition of a participating interest in a current
direct or indirect shareholder in the following cases:

1. acquisition of a qualified participating interest or increase of the participating interest, whereby 20, 30 or 50 percent
participation in the equity capital of a shareholder who exercises control over the insurer or the reinsurer is exceeded,

2. acquisition of control over a shareholder who owns a qualified participating interest but does not exercise control over the
reinsurer or the reinsurer respectively.

(7) In the case of intra-group acquisitions within the bounds of the group of an existing shareholder of an insurer or a reinsurer,
as a result of which the actual owner (actual beneficiary) of the participating interest in the insurer’s equity capital does not
change, the documents under Paragraph 3, Item 6 shall be attached to the notification under Paragraph 1.

Acquisition of a qualified participating interest by financial undertakings

Article 70. (1) The Deputy Chairperson shall exchange mformation with the respective supervisory authorities when making an
assessment of the acquisition, if the applicant is one of the following persons:

1. a credit mstitution, an msurer or a reinsurer, an investment intermediary or a managing company within the meaning of Article
1, Paragraph 2 of Directive 2009/65/EC of the European Parliament and of the Council of 13 July 2009 concerning the
Coordination of Primary Legislation, Secondary Legislation and Administrative Provisions Regarding the Undertakings for
Collective Investment in Transferrable Securities (OJ, L 302/32 of 17 November 2009), approved in another member state
and or a sector other that the one in which the acquisition is proposed to the performed;

2. a parent company of a credit institution, an nsurer or a reinsurer, an investment intermediary or a company managing
Undertaking for Collective Investment in Transferrable Securities, approved in another member state or in a sector other than
the one, in which the acquisition is proposed to be performed;

3. a natural person or a legal entity controlling a credit mstitution, an insurer or a reisurer, an investment intermediary or a
company managing Undertaking for Collective Investment in Transferrable Securities, approved in another member state or in a
sector other than the one, in which the acquisition is proposed to be performed;

(2) The opmions and objections of competent authorities consulted as provided for by Paragraph 1 shall be stated i the
Deputy Chairperson’s decision referred to in Article 71, Paragraph 4 or 5.

(3) The Deputy Chairperson shall provide without delay any information which is of material significance for the assessment,



when the acquisition of a qualified participating interest is applied for by an entity under Paragraph 1 which is an insurer or a
reinsurer with a seat of business in the Republic of Bulgaria, or a parent company, or a natural person or legal entity controlling
an insurer or a reinsurer with a seat of business in the Republic of Bulgaria. In the cooperation process referred to in the first
sentence, the Deputy Chairperson shall provide the relevant competent authorities upon their request or ex officio with any
mformation needed or of significance to the inspection performed by them.

(4) The information under Article 69, Paragraph 2 and 3 shall not be required from the applicant, in case the supervision
authority under Paragraph 1 is from a member state and submits a certificate attesting to the fact that the applicant is compliant
with the requirements of Directive 2009/138/EC or of Directive 2007/44/EC of the European Parliament and of the Council of
5 September 2007 for Amendment of Directive 92/49/EEA of the Council and Directives 2002/83/EC, 2004,39/EC,
2005/68/EC and 2006/48/EC as regards the procedural rules and criteria for making the preliminary assessment of acquisitions
and of the increase of participating interest in the financial sector (OJ, L 247/1 of 21 September 2007).

(5) The information under Article 69, Paragraphs 2 and 3 shall not be required from an applicant, which has been subject to the
supervision of the Commission and regarding which the documents under Article 69, Paragraphs 1 - 4 were being submitted in
another procedure before the Commission.

(6) The information under Article 69, Paragraph 2 and 3 shall not be required from an applicant, which has been assessed in
another procedure during the previous two years by the Deputy Chairperson or by the Commission and regarding which the
documents under Article 69, Paragraph 2 and 3 were being submitted.

Notification procedure

Article 71. (1) Within a time limit of not more than two business days from the date of receiving the application with all the
required documents under Article 69, the Commission, on a proposal by the Deputy Chairperson, shall confirm in writing to the
applicant that it has received the application and shall inform the applicant of the date on which the time limit for pronouncement
under Paragraph 4 expires. In case not all documents referred to in Article 69 have been enclosed with the application, the time
limit for a ruling as referred to in Sentence One shall commence as of the date when all requisite documents are provided. The
first sentence shall apply accordingly to each subsequent submission of documents by the applicant.

(2) On a proposal by the Deputy Chairperson, the Commission may request additional information needed for pronouncing a
judgment on the application, but not later than within a 50-business days’ time limit from the date of the confirmation under
Paragraph 1. The request for additional information shall be in writing and shall specify what information is needed. The time
limit for passing a judgment as referred to in Paragraph 4 shall be frozen for the period between the date of the request for
additional information and the date whereon such nformation is received, but for no more than 20 business days. When the
applicant’s seat is outside the European Community, or the applicant is subject to supervision outside the European
Community, or when the applicant is a natural person, or is a legal entity which is not an msurer, a credit institution or an
mvestment intermediary, the maximum period for which the time- limit for passing a judgment may be frozen shall be 30 days as
ofthe date ofthe written request for additional information. Subsequent requests for additional information shall not freeze the
time limit for passing a judgment. In the case of each and every receipt of additional information, the 2-day time limit under
Paragraph 1 shall apply.

(3) Within a time limit of 60 business days from the date of the confirmation under Paragraph 1, the Commission, on a proposal
by the Deputy Chairperson, shall issue a prohibition on the acquisition of the participating interest applied for, if there are
serious grounds for doing so under the criteria of Article 68 (7) or if the information submitted by the applicant is incomplete.
The Commission’s decision to issue a prohibition, together with the statement of the reasons for it, shall be sent to the applicant
prior to the deadline for passing a judgment and no more than two days after the date when the decision was issued. The
decision shall be published on the Commission’s website or otherwise as appropriate.

(4) Within the time limit referred to in Paragraph 3, on a proposal by the Deputy Chairperson, the Commission may approve
the change of the shareholding participating interest and determine a maximum time limit within which the acquisition referred to
in Article 68, Paragraph 1 shall be completed, after the expiry whereof such approval shall be deemed null and void. The
maximum time limit so determined may be extended upon the applicant’s request, provided that there are reasonable grounds
for that.

(5) If the applicant is not notified within the time limit under Paragraph 3 of the issued prohibition on the acquisition of the



participating interest applied for, the applicant shall have the right to acquire the participating interest applied for.

(6) A person, who acquires qualified participating interest or who surpasses another threshold under Article 68, Paragraph 1,
Sentence One, without submitting the notification under Article 68 (1) prior to the expiration of the time limit under Paragraph 3
or in violation of the prohibition of the Commission, may not exercise the voting right under the shares thus acquired. When the
person owns also other shares acquired prior to the acquisition of a qualified participating interest or prior to surpassing the
other threshold under Sentence One, its voting rights under these particular shares shall remain valid. The voting right of the
person under the new shares acquired under Sentence One shall not be taken into account when determining the existence or
absence of quorum for the conducting the general meeting of the insurer or of the remsurer respectively.

(7) The respective central depository, which has obtained a licence from the Commission and who keeps the book of
shareholders of the insurer or the remnsurer respectively, shall notify the Commission of each acquisition of participating interest
under Article 68 (1) or of a decrease under Article 68 (2), within a 3-day time limit of becoming aware thereof.

Powers of the supervision authority in the cases of qualified participating interests

Article 72. (1) In the cases of acquisition of a qualified participating interest prior to the expiration of the time limit under
Article 71 (4) or without submitting the notification under Article 68, or in violation of a prohibition of the Deputy Chairperson
and in the cases when there is a likelihood that the influence exerted by the persons specified in Article 68 (1) will harm the
stable and prudent management of the insurer or the reinsurer, the Deputy Chairperson or the Commission respectively shall
undertake appropriate measures, including, at the discretion of the authority, recommendations and administrative penalties for
the members of the management and control bodies of the persons who failed to comply with the obligations for notification
under Article 68, as well as a prohibition on the exercising of voting rights on the basis of the shares owned by the shareholders
or members concerned.

(2) If the qualified participating interest is acquired in violation of a prohibition of the Deputy Chairperson, the Commission:

1. shall impose a prohibition on the exercising of the respective voting rights in the general meeting of the insurer or of the
reinsurer respectively,

2. may request that the decision of the general meeting of the shareholders be declared null and void.

Acquisition of a non-qualified participating interest

Article 73. A person who acquires one or more percent, but not more than 10 percent of the shares of an insurer or of a
reinsurer respectively, shall be obligated, within a time limit of not more than 14 days from the acquisition or from the increase
of'the participating interest, to identify itself up to the actual owner (actual beneficiary) before the Deputy Chairperson, by
submitting the documents under Article 69, Paragraph 2, Item 1 or under Paragraph 3, Items 1 and 6 respectively.

Reporting of a qualified participating interest

Article 74. (1) The insurer or the reinsurer respectively shall inform the Deputy Chairperson of all acquisitions of or disposition
transactions with participating interests in its capital, as a result of which the participating interests exceed or are reduced below
any of the thresholds specified in Article 68 (1), when the nsurer or the reinsurer becomes aware thereof.

(2) An msurer or a reinsurer respectively shall submit before the Commission, on an annual basis by the 31st of March,
nformation according to template endorsed by the Deputy Chairperson about the persons who own qualified participating
mterests, as well as about the amount of these participating interests.

Chapter Seven
MANAGEMENT SYSTEM



Section I
Management, structure and organisation of operations of an insurer and a reinsurer

Responsibility of the management and control bodies of the insurer or of the reinsurer

Article 75. The management and control bodies of the insurer or of the reinsurer shall be responsible for the adoption and
implementation in its activities of the necessary organisation and rules guaranteeing the compliance with:

1. this Code;
2. the secondary legislation regulations for its implementation;
3. the law of the European Union which is directly applicable in the field of insurance, reinsurance and supervision thereof;

4. the mternal rules and regulations of the insurer or of the remnsurer.

Management system. General requirements

Article 76. (1) The nsurer or the reinsurer shall be obligated to have an effective management system available for the purpose
of securing the reliable and prudent management of operations.

(2) The management system shall include an adequate and transparent organisational structure with distinct segregation and
appropriate division of responsibilities and an effective system ensuring the submission of information. The management system
may also include supplementary components at the discretion of the insurer or the reinsurer.

(3) The management system must be based on the requirements under Article 77 - 100 and Articles 110 and 111.

(4) The management system must be conformant with the nature, volume and complexity of the operations of the insurer or the
reinsurer.

(5) The msurer or the remsurer respectively shall be obligated to review on a regular basis its management system and to
mntroduce changes, where necessary for achieving the objectives under Paragraph 1.

Management System Organisation

Article 77. (1) The management or control body respectively, based on its powers according to the statute of the nsurer or
the reinsurer, shall be responsible for the adoption and implementation of:

1. a management and organisational structure of the insurer or the remsurer, in which the following must be stipulated as a

a) the operations of the individual organisational units;
b) the management positions outside of the job positions under Article 80 (1), as well as their functions and powers;

c) the distribution of the functions and powers amongst the executive directors, as well as the appropriate segregation of
functions amongst the members of the management body;

2. the programme of operations of the insurer or the remsurer in accordance with Article 33 for a time period of 3 years to
come, which shall be updated on an annual basis by the 31st of March of each year;



3. policies for:
a) risk management, including at least:

aa) the risk management policy for the risk associated with the underwriting operations and the earmarking of technical
reserves;

bb) the operational risk management policy;

cc) the risk management policy through reinsurance and other risk mitigating techniques;
dd) policy for management of the assets and liabilities;

ee) investment risk management policy;

ff) liquidity risk management policy;

b) the nternal control;

¢) operating control, including rules and procedures for performance and reporting the activity of the separate organisational
units;

d) the internal audit;

e) transfer of activities within the meaning of Article 110, where such transfer is made;

f) fulfilment of the obligations under Article 127 (7);

g) information system and document flow system;

h) the underwriting operations and the work with the insurance intermediaries;

1) the prevention of conflict of interests;

k) the valuation of assets;

1) the management of the capital;

m) other activities at the discretion of the management body or where envisaged by a law or by another statutory act;
4. the remuneration policy for the staff of the insurer and the reinsurer.

(2) The body under Paragraph 1 shall review at least once a year the documents under Paragraph 1 and shall introduce the
necessary amendments or supplementations in response to significant changes in the subject matter regulated by these
documents and shall submit before the general meeting of the shareholders and members the annual report on their
mmplementation, including the implementation of the programme under Paragraph 1, Item 2.

(3) The msurer or the remnsurer respectively shall undertake reasonable measures to guarantee continuity and regularity in
performing the operations, including by developing contingency plans. For that purpose, the insurer or the reinsurer shall use
appropriate systems, resources and procedures consistent with the volume, nature and complexity of its operations.

(4) The Deputy Chairperson:

1. may receive the entire information on the management system of the msurer or the remsurer and may order that an audit for
ascertaining its status be performed.

2. assesses the potential risks identified by the insurers or by the reinsurers, which may impact their financial stability;

3. may order improvement or reinforcement of the management system in order to ensure compliance with the requirements of
Article 76 (3).

(5) The Commission shall stipulate by an ordinance more detailed requirements to the management system of the msurers and
the reinsurers in accordance with the principles provided for in this Chapter, where this is necessary for compliance with the



guidelines of the European Authority.

Functions in the management system

Article 78. (1) Within the management system, the nsurer or the reinsurer shall create:

1. a risk management function;

2. a function monitoring the compliance with the statutory requirements (compliance function);
3. an internal audit function;

4. an actuarial function, and

5. other functions envisaged i this Code, as well as other functions depending on the judgement of the management and control
bodies.

(2) A "function" within the meaning of Paragraph 1 shall be the internal capacity for implementation of practical tasks. The
msurer or the reinsurer shall independently select the organisational form of the functions under Paragraph 1, unless otherwise
envisaged by this Code. The functions under Paragraph 1 may be exercised by employees of the insurer or of the reinsurer or
by means of transfer of operations under Article 110.

(3) The organisational structure under Article 77, Paragraph 1, Item 1 must clearly regulate all the functions under Paragraph 1.

(4) Articles 269 - 271 of Regulation (EU) 2015/35 shall also be applied to insurers without a right of access to the common
market.

Section II
Requirements for qualification and reliability

Persons who participate in the management of the nsurer or of the reinsurer, and persons fulfilling other key functions

Article 79. (1) The insurer or the reinsurer respectively shall guarantee that the persons who actually manage it - the members
of'its management and supervisory board or of the board of director in the case of joint stock companies or the members of the
management and control board of the mutual insurance cooperative society, heremafter referred to as "management and control
bodies", the other persons who are authorised to manage or represent it, as well as the persons who fulfil key function under
Article 78 (1), shall at all times meet the following requirements for:

1. qualification - their professional qualification, knowledge and experience shall be adequate to enable stable and prudent
management, and

2. reliability - shall have good reputation.

(2) Article 258, Paragraph 1, Item "c" of Regulation (EU) 2015/35 shall also be applied to nsurers without a right of access to
the common market.

(3) The msurer or the reinsurer respectively shall be represented jomtly by at least two natural persons. The mnsurer or the
reinsurer respectively shall notify the Deputy Chairperson of any change in the persons who actually manage it or who fulfil key
functions, by submitting the entire information necessary for assessment of the compliance with the requirements for qualification
and reliability of the new persons.

(4) The insurer or the reinsurer respectively shall notify the Deputy Chairperson upon the dismissal of a person under Paragraph
1, as well as of the reasons for that, if the person has ceased to comply with the requirements of this Code, within a time limit of



not later than 7 days from the date of the dismissal.

(5) The board of directors or the supervisory board of the insurer or of the reinsurer respectively shall adopt and implement
rules and procedures to guarantee that the persons under Paragraph 1 at all times comply with the requirements for qualification
and reliability (policy for qualification and reliability).

Requirements for professional qualification and reliability

Article 80. (1) Each member of a management or control body of an insurer or of a reinsurer respectively, as well as each
person authorised to manage and/or represent it must:

1. hold a higher education degree of "Master" and possess appropriate professional qualifications necessary to manage the
operations of the insurer or of the remsurer respectively;

2. possess professional experience in the field of economics or finance;
3. not have been convicted of a deliberate criminal act of general nature;

4. not have been a member, within the three years preceding the iitial date of insolvency ruled by the court, of a managing or
control body or a general partner in a company, with regard to which bankruptcy proceedings have been initiated or which has
been dissolved due to bankruptcy, where creditors still remain unsatisfied,;

5. not have been declared bankrupt and is not undergoing bankruptcy proceedings;

6. not be a spouse or a relative by direct or collateral line of descent up to the fourth degree of consanguinity inclusive of, or
connected by marriage up to the third degree of affinity inclusive to, another member of the person's managing or control body;

7. not have been deprived of the right to hold an office accountable for assets;

8. not have been a member, within the one year immediately preceding the deed of the respective competent authority, of a
managing or a control body or a general partner in a company whose licence has been withdrawn and whose activity is subject
to licensing, except in cases where the licence has been withdrawn at the request of the company, or if the order for withdrawal
of'the issued licence has been repealed in due order;

9. not have been dismissed from office in a managing or control body of a commercial company on the basis of a coercive
administrative measure imposed, except in cases where the order issued by the competent authority has been repealed in due
order.

(2) The requirements under Paragraph 1 shall also apply to natural persons who represent legal entities: members of the
managing and control bodies of a joint-stock insurance or reinsurance company.

(3) A member of a managing or control body of an msurer or a remsurer, as well as a person empowered to manage or
represent it, must be a person who enjoys a good reputation and does not jeopardise the person's management and the
mnterests of the nsurance service consumers and does not impede insurance supervision. In the approval proceedings under
Paragraph 10, the applicant shall also submit declarations under Article 69, Paragraph 2, Item 4, Letters "a" - "d", "f"- "I".

(4) The executive director or the chairman of the cooperative society, or another person empowered to manage and represent
the insurer or the reinsurer should not hold another paid position under employment relations, with the exception of a lecturer in
an mstitution of higher education. Physical persons who are citizens of a third state must also hold a permit for long-term
residence in the Republic of Bulgaria.

(5) The circumstances under Paragraph 1, Item 1 shall be attested to before the Deputy Chairman by a notary-certified copy of
a diploma of higher education, acquired in the Republic of Bulgaria, or by a legalised translation of the diploma of higher
education acquired in an institution of higher education outside of the Republic of Bulgaria.

(6) The circumstances under Paragraph 1, Item 2 shall be attested to before the Deputy Chairperson by a curriculum vitae, in
which the following shall be stated: the place or places where the applicant has acquired his/her professional experience by
giving precise details about them (name, legal form, seat of business, scope of activities, registration number, where applicable,



territorial scope of activities), the positions he/she held and their position in the organisational hierarchy of the undertaking or
establishment, the time period during which each of the positions was held, detailed description of the position, its functions,
powers and duties.

(7) The circumstances under Paragraph 1, Item 3 shall be attested to before the Deputy Chairperson for Bulgarian citizens - by
a certificate of no previous convictions and by an affidavit of no previous convictions outside of the Republic of Bulgaria, and
for the persons who are not Bulgarian citizens - only by a certificate of no previous convictions issued by the country of usual
residence of the person. The circumstances under Paragraph 1, Items 4 - 9 shall be attested to by means of a declaration. The
documents under Sentences One and Two shall be recognised if they have been submitted within three months of the date of
their issue or their drafting, as the case may be. A permit for long-term residence in the Republic of Bulgaria for a person from
a third country shall be submitted not later than three months from issue of the approval.

(8) When the member state of usual residence of the person or the member state from which the said person originates does
not issue certificates of no previous convictions, the certificate of no previous convictions may be replaced by an affidavit or, in
the member states in which no such affidavit is envisaged, by an official declaration made by the said person before a
competent judicial or administrative authority, a notary public in the member state of origin or in the member state from which
the person comes. The abovementioned authority or notary public shall issue a certificate confirming the authenticity and
truthfulness of the affidavit or of the official declaration. The declaration of no previous bankruptcy under Paragraph 1 may also
be made before a competent professional or commercial organisation in the respective member state.

(9) The curriculum vitae and any declaration of establishing of circumstances under Paragraphs 1 - 6 shall be signed by the
applicant. A declaration shall also be submitted, signed by two of the members of the management or control body of the
msurer and the remnsurer, as well as by the official of the msurer or the reinsurer who performed the verification of the
truthfulness of the circumstances contained in the respective documents, stating that the verification was performed in
accordance with the law and with the policy for qualification and reliability and that the person meets the requirements for the
position. The person regarding whom an approval is sought shall give its written consent for the Deputy Chairperson to request
confirmation of all the circumstances disclosed in the course of the approval procedure, as well for the Deputy Chairperson to
obtain the necessary information from other authorities and persons in possession of the said information.

(10) The persons under Paragraphs 1 and 2 shall be subject to approval by the Deputy Chairperson prior to being selected for
or appointed to the respective position. The Deputy Chairperson shall issue an opmion within a one-month period of
application's submission.

(11) On establishment of any omissions or contravention of legal requirements in the documentation accompanying the
application under Paragraph 10, the Deputy Chairperson shall request that the applicant eliminate the rregularities within one
month. The term for the pronouncement of an opinion under Paragraph 10 shall cease to elapse during the period between
forwarding of the notification on the elimination of irregularities and receipt of the additional documentation.

(12) Persons who have obtained approval under Paragraph 10 in a previous procedure shall not be subject to a new approval
for qualification.

Independent members

Article 81. (1) At least one third of the board of directors or the supervisory board of the insurer shall comprise independent
members — natural persons. Article 80 shall apply to the independent members.

(2) An independent board member may not be:

1. an employee of the insurer;

2. a party related to the insurer within the meaning of § 1, Item 22, Letters "a" and "c" of the Supplementary Provisions;
3. a person who is in permanent commercial relations with the insurer;

4. a member of a management or control body, a procurator or an employee of a person under Item 2 or Item 3;

5. arelated party to another member of a management or control body of the insurer.



(3) The persons elected as independent members of the board of directors or of the supervisory board in respect of whom the
circumstances under Paragraph 2 arise after the date of their election, shall notify immediately the relevant body of the insurer.
In this case, the persons shall stop performing their functions and shall not receive remuneration.

(4) The applicants for independent members shall prove absence of the circumstances under Paragraph 2 with a declaration.

Requirements to the management and control bodies of an insurance holding and a mixed-activity financial holding,

Article 82. Each member of the management or control body, as well as any other person empowered to manage and/or
represent an insurance holding or a mixed-activity financial holding with a seat of business in the Republic of Bulgaria, must
meet the requirements of Article 80 (1). Articles 80, Paragraphs 2 - 12, Article 83, Paragraph 2 and Article 84 shall apply
when the Deputy Chairperson performs the supervision over the group.

Professional experience

Article 83. (1) A person who is empowered to manage and/or represent an insurer or a reinsurer respectively, as well as a
member of the management board of an insurer or a reinsurer respectively, shall be deemed to possess professional experience
1. the person held a position in a management body of an insurer, an insurance or financial holding, a mixed-activity insurance
holding, a mixed-activity financial holding, a reinsurer or a pension insurance company, a bank or another undertaking from the
financial sector for at least 3 (three) years, when the activity of the undertaking from the financial sector is comparable to the
activity of the insurer or the reinsurer respectively.

2. the person held a position in a control body or a managerial position in an insurer, an insurance or financial holding, a
mixed-activity msurance holding, a mixed-activity financial holding, a reinsurer or a pension insurance company, a bank or
another undertaking from the financial sector for at least 5 (five) years , when the activity of the undertaking from the financial
sector is comparable to the activity of the insurer or the reinsurer respectively, and for at least 3 (three) years - if the person has
attained a higher education degree in economics or law.

3. the person held a position as an insurance broker's representative directly managing insurance intermediation activity for at
least 5 (five) years, where the broker's insurance transaction activities are comparable to the activities of the insurer, and for at
least 3 (three) years - if the person has attained a higher education degree in economics or law;

4. the person held a managerial position in the financial management of an undertaking from the non-financial sector for at least
10 years , where the assets of the said undertaking are comparable with value of the assets of the nsurer or the reinsurer
respectively, and for at least 5 (five) years - if the person has attained a higher education degree in economics or law;

5. the person held a managerial position with a government stitution in the field of economy and finance or a managerial
position in the financial management of other state institutions for least 10 (ten) years, or for at least 5 (five) years - if the person
has attained a higher education degree in economics or law.

(2) Outside of the cases under Paragraph 1, member of a control body of an insurance jont stock company may be a person
who has worked in another managerial position in an mnsurer, an nsurance or financial holding, a mixed-activity insurance
holding, a mixed-activity financial holding, a reinsurer, a pension insurance company, a bank, a state institution in the field of
economy and finance or as an insurance broker’s representative, directly involved in the msurance intermediation activity for at
least 3 (three) years, when the insurance transaction activity of the broker is comparable to the activity of the insurer, and for at
least 2 (two) years - if the person has attained a higher education degree in economics or law.

Assessment of professional qualifications and experience

Article 84. The Deputy Chairperson shall refuse to issue approval in cases where, in spite of formal fulfilment of the
requirements under Article 80, Paragraph 1, Item 1 and Article 83, he or she decides that the person does not have sufficient



professional qualifications and experience needed to participate efficiently in the management of the insurer or the reinsurer to
which the application relates. The refusal shall be duly reasoned and forwarded to the insurer or to the reinsurer to which the
application relates.

Requirements for persons occupying managerial positions

Article 85. (1) Persons occupying managerial positions in the organisational hierarchy of the insurer shall satisfy the
requirements specified under Article 80, Paragraph 1, Items 3 and 4, and shall possess appropriate qualifications and
experience.

(2) The rules under Article 79 (5) shall regulate the detailed requirements for qualification and experience of the persons under
Paragraph 1 and may envisage supplementary requirements to the persons fulfilling key functions.

Section III
Risk manage ment

Main principles

Article 86. (1) The insurer or the reinsurer must have a risk management system, which includes strategies, processes and
procedures for reporting for the purpose of continuous identification, measurement, tracing, management and reporting of the
risks, to which it is exposed or could be exposed, both in isolation and in their entirety, as well as of their interrelatedness.

(2) The risk management system must be effective and well integrated into the organisational structure and the decision-making
processes of the insurer or of the reinsurer, where the said risk management system shall be taken into account, as appropriate,
by the persons under Article 80 and by the persons who perform the functions under Article 78 (1).

(3) The risk management system shall cover the risks, which are included in the calculation of the capital solvency requirement
and the risks, which would impact the own funds of the insurer or of the reinsurer and the cover of its guarantee capital and
own-funds solvency margin, as well as the risks which are not wholly or partially included in this calculation.

(4) The risk management system shall encompass the following areas:

1. underwriting activity and formation of technical reserves;

2. management of the assets and liabilities;

3. mvestments and, in particular, derivative instruments and other similar Labilities;
4. risk management in the field of liquidity and concentration;

5. management of operational risk;

6. reinsurance and other risk mitigation techniques;

7. other areas at the discretion of the msurer or of the reinsurer.

(5) The risk management policy under Article 77, Paragraph 1, Item 3, Letter "a" shall include risk management policies in each
and every of the areas under Paragraph 4.

(6) In connection with the investment risk, the msurers and the reinsurers shall have to prove that they comply with the rules
under Article 124, 196 and 197.

Risk management rules in connection with the application of the equalising correction and the volatility correction



Article 87. (1) When the insurer or the reinsurer applies an equalising correction or a volatility correction, it shall prepare a
liquidity plan, reflecting the cash inflows and outflows in regard to the assets and liabilities that are subject to these corrections.

(2) As regards the management of the assets and liabilities, the mnsurer or the reinsurer respectively shall make a regular
assessment of the sensitivity of its technical reserves and eligible own funds to any change in the assumptions, on which the
extrapolation of the respective term structure of the risk-free mterest rate is based.

(3) As regards the management of the assets and liabilities and when the equalising correction is applied, the nsurer or the
reinsurer respectively shall make a regular assessment of:

1. the sensitivity of its technical reserves and eligible own funds to any change in the assumptions, on which the calculation of
the equalising correction and the calculation of the main spread under Article 157, Paragraph 1, Item 2 is based, and the
possible impact of a forced sale of assets on its eligible own funds;

2. the sensitivity of its technical reserves and eligible own funds to changes in the structure of the special purpose portfolio of
assets;

3. the impact of reducing the equalising correction down to zero.

(4) As regards the management of the assets and labilities and when a volatility correction under Article 158 is applied, the
msurer or the reinsurer respectively shall make a regular assessment of:

1. the sensitivity of its technical reserves and eligible own funds to any changes in the assumptions, on which the calculation of
the volatility correction is based, and the possible impact of a forced sale of assets on their eligible own funds;

2. the impact of reducing the volatility correction down to zero.

(5) The msurer or the reinsurer respectively shall submit on an annual basis the assessments under Paragraph 2 - 4 to the
Deputy Chairperson as part of the information reported pursuant to Article 127. When the reduction of the equalising
correction or of the volatility correction to zero would lead to non-compliance with the capital solvency requirement, the
undertaking shall also submit an analysis of the measures, which it may apply in such a situation in order to recover the level of
the eligible own funds for covering the capital solvency requirement or in order to reduce the risk profile for the purpose of
restoring compliance with the capital solvency requirement.

(6) When the volatility correction under Article 158 is applied, the risk management policy under Article 77, Paragraph 1, Item
3, Letter "a" shall nclude a policy regarding the criteria for application of the volatility correction.

Assessment of the appropriateness of the external assessment of the credit rating

Article 88. (1) For the purpose of avoiding excessive trust in institutions for external credit rating assessment, when using the
external assessment of the credit rating for calculation of the technical reserves and the capital solvency requirement, the msurer
or the reinsurer respectively shall make an assessment of the appropriateness of these external credit rating assessments as part
of'the risk management process through the use of supplementary assessments, where possible, to avoid any automatic
dependence on external assessments.

(2) An "mstitution for external credit rating assessment" shall be a credit rating agency registered or certified in accordance with
Regulation (EC) No. 1060/2009 of the European Parliament and of the Council of 16 September 2009 concerning the Credit
Rating Agencies (OJ, L 302/1 of 17 November 2009) or a central bank issuing credit ratings.

(3) The assessment of the external credit rating assessments shall be made according to the procedure stipulated by an act of
the European Union.

Risk management function

Article 89. (1) The risk management function of the insurer or the reinsurer shall be structured in such a manner as to facilitate



the application of the risk management system.

(2) The person exercising the risk management function or the head of the unit/structure which exercises this function (the risk
manager) must have appropriate qualification and experience in the field of risk management and must meet the requirements of
Article 80, Paragraph 1, Item 3 - 9. Article 80, Paragraphs 3, 7 and 8 shall apply in this case.

(3) When the insurer or the reinsurer applies a partial or a full internal model, the risk management function shall also carry out
the following tasks:

1. shall design and apply the mternal model;

2. shall test and validate the internal model;

3. shall document the internal model and the subsequent changes made in it;

4. shall analyse the results from the application of the internal model and shall summarise them in reports;

5. shall inform the management body of the insurer or the reinsurer of the results from the application of the internal model, shall
indicate areas where improvement is needed, and shall mform on a regular basis the management body of the status of the
attempts at overcoming the weaknesses established earlier.

Proprietary assessment of the risk and the solvency

Article 90. (1) As part of the risk management system, each insurer or reinsurer shall make its proprietary assessment of the
risk and the solvency.

(2) The assessment under Paragraph 1 shall cover:

1. the aggregate needs as regard the solvency, while taking into consideration the risk profile, the approved risk-taking limits
and the business strategy of the insurer or of the reinsurer respectively;

2. whether the permanent capital solvency requirements, the mmnimum capital requirement, as well as the requirements in
connection with the technical reserves, are being complied with;

3. the degree, to which the risk profile of the undertaking deviates from the assumptions under Article 170 (3), underlying the
specified capital solvency requirement, calculated by using the standard formula or by means of a proprietary full or partial
mternal model.

(3) For the purposes of the assessment under Paragraph 2, Item 1, the insurer or the reinsurer respectively shall have in place
processes, which are proportionate to the nature, volume and complexity of the nherent risks and which enable it to identify
correctly and assess the risks it is confronted with in the short run or in the medium run and to which it is exposed or may be
exposed. The msurer or the remsurer respectively shall present to the Deputy Chairperson the methods used for this
assessment.

(4) When the insure or the reinsurer respectively applies the equalising correction under Article 156 and the volatility correction
specified in Article 158, it shall make an assessment of the compliance with the capital requirement under Paragraph 2, Item 2
with accounting for and without accounting for these corrections and transitional measures.

(5) In the cases under Paragraph 2, Item 3, when an internal model is used, the assessment shall be made in conjunction with
recalibration, which transforms the internal risk results in the method for measuring the risk and calibrating the capital solvency
requirement.

(6) The proprietary assessment of the risk and the solvency shall be an integral part of the business strategy and shall always be
taken into consideration when the insurer or the reinsurer makes strategic decisions.

(7) The msurer or the remsurer respectively shall make the assessment under Paragraph 1 on a regular basis, as well as
promptly after any change in its risk profile.

(8) The msurer or the reinsurer respectively shall inform the Deputy Chairperson of the results of each proprietary assessment
of the risk and the solvency. The time limits and conditions for submitting the information shall be stipulated in the ordinance



under Article 77 (5).

(9) The proprietary assessment of risk and solvency shall not be used for calculation of the capital requirements to the insurer
or to the remnsurer. The capital solvency requirement shall be corrected only under the terms and procedure of Article 252 -
255, Article 259 and Article 584.

Supervision over the reinsurance with a limited risk transfer

Article 91. (1) The mnsurers and the reinsurers which conclude reinsurance contracts with a limited assumption of risk or which
perform reinsurance operations with limited assumption of risk shall be obligated to determine, measure, monitor, manage,
control and report in due fashion the risks stemming from these contracts or operations.

(2) "Reinsurance with limited risk assumption" is rensurance where the determined maximum possible loss expressed as a
maximum assumed economic risk which arises both from assumption of substantial insurance risk and due to assumption of
time risk, exceeds the amount of the premium for the entire term of the contract by a limited but substantial amount whereby at
least one of the following characteristics shall be in place as well:

1. express and actual accounting for the time value of money;

2. contractual covenants which equalise economic results between the parties for the entire term of the contract, in order to
achieve the mtended transfer of risk.

Section IV
Internal control. Internal audit

Internal control system

Article 92. The msurer or the remsurer respectively shall set up an effective internal control system, which shall include:

1. admmistrative and accounting procedures;

2. regulations for implementation of the internal control;
3. suitable rules for reporting at all levels;

4. compliance function;

5. other components at the discretion of the insurer or of the reinsurer.

Compliance function

Article 93. (1) The compliance function of the insurer or of the reinsurer respectively shall boil down to:

1. providing advice to the management and supervisory bodies of the insurer or of the reinsurer regarding the compliance with
the laws, secondary legislation acts, acts of the competent authorities of the European Union of immediate applicability and the
mnternal regulations of the insurer or of the reinsurer respectively;

2. assessing the possible effect of changes in the legal environment on the activity of the insurer or of the reinsurer;

3. identifymg and assessing the risk stemming from non-compliance with the laws, secondary legislation acts, acts of the
competent authorities of the European Union of immediate applicability and the internal regulations of the insurer or of the
reinsurer respectively.



(2) The insurers and reinsurers must have at their disposal appropriate systems and structures allowing them to provide the
mformation which must be provided to the Commission according to this Code.

(3) The nsurers and remsurers shall stipulate how to ensure the adequacy at all times of the information published or submitted,
by applying written internal rules approved by the management and supervisory bodies.

(4) The person who is in charge of the compliance function (head of the compliance function) shall be appointed by the
management body of the msurer or of the remsurer respectively, or by the manager of the branch - m the cases of a branch
under the Commerce Act of an insurer or of a reinsurer from a third country.

(5) The person who is in charge of the compliance function must have appropriate qualification and experience in the field of
supervision of the compliance with the rules and must meet the requirements under Article 80, Paragraph 1, Items 3 - 9, where
Article 80, Paragraph 3 and Paragraphs 5 - 12 and Article 84 shall also apply accordingly.

Obligations of the compliance function

Article 94. (1) The person who is in charge of the compliance function shall inform immediately the management bodies of the
violations in the insurer’s or reinsurer’s operations established by him/her.

(2) The person in charge of the compliance function shall elaborate an annual report on the operation of the department and
shall submit it to the managing body and to the general meeting of the shareholders, or to the members respectively.

(3) The person in charge of the compliance function shall immediately inform the Deputy Chairperson in cases where, as a
result of an inspection, infringements and weaknesses have been established in the organisation of the operations and
management of the msurer or reinsurer respectively and for which he/she considers that the managing body has not undertaken
sufficient measures for their elimmnation.

Internal audit function

Article 95. (1) The internal audit function of the insurer or the reinsurer must be efficient. It shall include an assessment of the
adequacy and effectiveness of the internal control system and of the other components of the management system.

(2) The mternal audit function shall be impartial and independent from the other operational functions. The persons who
perform the internal audit function may not perform other activities simultaneously with the nternal audit function within the
mnsurer or the reinsurer.

(3) The person who performs the internal audit function or who is in charge of the internal audit department shall be appointed
by the management body of the nsurer or of the reinsurer respectively, and by the manager of the branch - i the cases of a
branch under the Commerce Act of an insurer or a reinsurer from a third country. The said person must have appropriate
qualification and experience in the internal audit field and must meet the requirements under Article 80, Paragraph 1, Items 3 -
9, where Article 80, Paragraph 3 and Paragraphs 5 - 12 and Article 84 shall also apply accordingly. The employees from the
unit performing the internal audit function must have appropriate qualification and experience in the field of internal audit.

Obligations of the nternal audit function

Article 96. (1) The internal audit function shall adopt and apply a plan for performance of audits, which shall encompass a
period of at least 1 (one) year. At the discretion of the persons performing the internal audit finction audits may be performed
also outside of'the plan adopted.

(2) The person who performs the nternal audit function or who is in charge of the internal audit department shall inform
immediately the management or supervisory bodies of the insurer or of the reinsurer respectively of the violations found in the
activity. The management or supervisory bodies of the mnsurer or of the reinsurer shall be obligated to undertake measures for
actual elimination of the violations and for fulfilling the recommendations of the internal audit finction.



(3) The person who performs the nternal audit function or who is in charge of the iternal audit unit shall prepare an annual
report on the activities of the nternal audit department and shall submit it to the management body.

Section V
Actuarial function

Responsible actuary

Article 97. (1) The actuarial function of an insurer or a reinsurer must be efficient and must be performed by a responsible
actuary who organises, manages and bears responsibility for the actuarial servicing of the insurer or the reinsurer. "Responsible
actuary" shall be a natural person with a recognised legal competence or practice or a legal entity on behalf of which one or
more natural persons with a recognised legal competence of a responsible actuary sign documents (an actuarial undertaking).

(2) The responsible actuary or the natural person who signs documents on behalf of an actuarial undertaking respectively must:
1. not have been convicted of deliberate crime of general nature;

2. not have been within the last three years, preceding the mitial date of the isolvency set by the court, a member of a
managing or a control body or a general partner in a company, with regard to which bankruptcy proceedings have been
mitiated or which has been dissolved due to bankruptcy, in case unsatisfied creditors have remained;

3. not have been declared bankrupt and is not undergoing bankruptcy proceedings;
4. not have been deprived of the right to hold an office accountable for assets;

5. hold a higher degree of education with educational qualifications of Master's or an academic degree, "Ph.D.", with a
curriculum in higher mathematics in compliance with the requirements specified in an ordinance issued by the Commission;

6. have at least three years of experience as actuary with an insurer, re-msurer, pension insurance company, at agencies
exercising supervision over the operations of the above persons, or as a lecturer with academic rank in nsurance or actuarial
science;

7. has a recognised legal competence to practice as a responsible actuary by the Commission after successfully passing an
exam or has a recognised legal competence to practice as a responsible actuary in another member state;

8. have not been deprived of the legal competence on the grounds of Article 98, Paragraph 1, Items 1 - 3 and 5 and have not
been deprived of the legal competence to practice as an actuary by a state or a public organisation in the Republic of Bulgaria
or in another member state on grounds related to unconscientiousness in performing its duties as an actuary.

(3) The requirements under Paragraph 2, Items 2 and 3 shall also be applied to the actuarial undertaking.

(4) The procedure and the terms and conditions of said examination and of gaining recognised legal competence under
Paragraph 2, ttem 7, as well as of recognising legal competence gained outside the Republic of Bulgaria, shall be specified in an
ordinance issued by the Commission. For the purposes of the present Code, legal competence of the responsible actuary shall
be recognised where it was gained in accordance with the procedure established in the Social Insurance Code, where the
examination for recognition of legal competence has included an assessment of the knowledge in the field of msurance.

Depriving a person of the legal competence of a responsible actuary

Article 98. (1) Upon proposal of the Deputy Chairperson, the Commission shall deprive a responsible actuary of his/her legal
competence in case it has been established that he/she:

1. no longer meets the requirements set under Paragraph 97, Paragraph 2, Item 1 - 4;



2. in carrying out actuarial services for an insurer or a reinsurer, he/she has committed gross or systematic violations of the
provisions of the present Code or the regulations concerning its implementation;

3. has submitted false data or documents of untrue content, on the grounds of which his/her legal competence has been
recognised;

4. has not carried out the activity for more than 7 consecutive years from recognition of the legal competence or from being
dismissed from the office of responsible actuary, unless he/she carried out activity as actuary.

5. has been deprived of the legal competence to practice as an actuary by a state or a public organisation in the Republic of
Bulgaria or in another member state on grounds related to unconscientiousness in performing his/her duties as an actuary.

(2) By withdrawing the legal competence on any of the grounds listed under Paragraph 1, the person's legal competence as
responsible actuary that has been recognised in pursuance of the procedure established in the Social Insurance Code shall also
be considered withdrawn.

Additional requirements to the responsible actuary

Article 99. (1) A responsible actuary may not be a spouse or a relative in direct or collateral line of consanguinity up to the
fourth degree inclusive or connected by marriage up to the third degree of affinity to a member of a management or control
body of the msurer or of the reinsurer respectively, as well as a member of a management or control body of another msurer or
reinsurer respectively.

(2) A responsible actuary shall be appointed by the management body of the insurer or reinsurer, before which he/she shall
attest to the non-existence of circumstances under Paragraph 1 in a declaration. The insurer or remsurer shall advise the Deputy
Chairperson of the resolution for appointment of a responsible actuary within 7 days of the date of passing such resolution, and
shall also submit an authenticated copy of the declaration under sentence one.

(3) In case an amendment has been introduced into the circumstances under Paragraph 1, or upon withdrawal of a responsible
actuary's legal competence under Article 98, Paragraph 1, the management body of the msurer or the reinsurer shall be
obligated to dismiss the responsible actuary and to elect a new one within three months of gaming knowledge of these
circumstances.

Main obligations of the actuarial function

Article 100. (1) A responsible actuary shall:

1. coordinate the calculation of the technical reserves;

2. guarantee the fitness of the used methodologies and basic models, as well as of the assumptions made in calculation of the
technical reserves;

3. assess the sufficiency and quality of the data used in calculation of the technical reserves;
4. compare and juxtapose the best forecasting estimates to the practical results;
5. inform the management or control body regarding the reliability and adequacy of the calculation of the technical reserves;

6. exercise control over the calculation of the technical reserves by means of approximations and individual approaches for
each specific case, when there is sufficient and appropriate data for application of reliable actuarial methods;

7. express an opinion on the overall underwriting policy;
8. express an opinion on the adequacy of the reinsurance contracts;

9. assist the effective application of the risk management system, including by participating in the creation of risk models
underlying the calculation of the capital solvency requirement and of the minimum capital requirement and in the proprietary



assessment of risk and solvency.
(2) In relation to the operations under Paragraph 1, a responsible actuary shall:
1. draw up and certify the information submitted by the insurer or reinsurer with regard to actuarial operations;

2. draw up and submit before the Commission the annual actuarial report - within the time limit under Article 126, Paragraph 1,
Item 1.

(3) In the performance of his/her obligations, a responsible actuary shall have access to all necessary information, the managing
bodies and employees of an insurer or a reinsurer being obligated to give the actuary the necessary assistance.

(4) The form of actuarial authentication and the form and the content of the actuarial report and of the statistics certified by a
responsible actuary shall be specified in an ordinance of the Commission.

(5) Articles 272 of Regulation (EU) 2015/35 shall also be applied to insurers without a right of access to the common market.

Section VI
External auditors

Audit and certification of the annual financial report

Article 101. (1) (Amended, SG No. 95/2016) The annual financial statements of an insurer, a reinsurer, an insurance holding
or a financial holding with mixed activities with a seat in the Republic of Bulgaria, their consolidated financial statements, where
applicable, as well as the annual information summaries, reports and appendices under Article 126 (1) shall be audited and
certified by two audit companies which are registered auditors according to the Independent Financial Audit Act. When the
msurer does not have a right of access to the common market under Article 16, the audit and the certification shall be
implemented by a single audit company.

(2) The persons who have tangible interest in an insurer or in a reinsurer, other than those of an insured person or an insuring
person, or who are employees or representatives of the msurer or of the remnsurer respectively, may not participate in the audit
thereof.

(3) (Amended, SG No. 95/2016) An audit company whose registered auditors, who are to perform the certification on behalf
of such audit company, have been deprived of the right to practice as an auditor in the Republic of Bulgaria or in another
Member State and who do not meet the criteria under Article 101a (3) may not be an auditor under Paragraph 1.

(4) (Repealed, SG No. 95/2016).

Endorsement of auditors

Article 101a. (New, SG No. 95/2016) (1) The msurers, reinsurers, insurance holdings and financial holdings with mixed
activities with a seat in the Republic of Bulgaria shall select their auditors under Article 101 (1) after preliminary coordination of
their choice with the Financial Supervision Commission.

(2) The criteria for coordination of the choice of auditors under Paragraph 1 shall be approved by the commission in
coordination with the Commission for Public Oversight over Registered Auditors.

(3) If the Financial Supervision Commission has not lodged an objection within a 14-day time limit from the date of the request
for coordination, it shall be assumed that the proposal for choice of an auditor has been duly coordinated therewith.

Obligations of the auditors



Article 102. (1) The auditor of an insurer or of an reinsurer respectively shall be obligated to express an opinion regarding the
truthfulness of the presentation in all material aspects of the information in the financial statements of the insurer or of the
reinsurer on its financial condition, including on the sufficiency of its technical reserves. For the purpose of fulfilling the obligation
under sentence one, the auditor shall be obligated to have an adequate capacity available.

(2) The auditor of an insurer or of a reinsurer, or of persons or entities participating in the group of insurers and/or reinsurers,
shall be obligated to notify immediately the Deputy Chairperson of any piece of circumstances or decision that he or she
became aware of in the course of performing the audit and that pertains to the insurer or to a person under Article 233,
Paragraphs 4 or 5, when the nsurer or the reinsurer is part of a group and that:

1. constitutes or may result in a significant violation of this Code and of the regulations for its implementation, as well as of the
directly applicable law of the European Union;

2. affects or may affect adversely the implementation of the operations of the msurer or of the reinsurer respectively;
3. may constitute grounds for refusal to certify the financial statements or for expressing caveats;

4. results or may result in non-compliance with the cover by own funds of the solvency margin or the mmimum guarantee
capital, of the capital solvency requirements or the minimum capital requirement;

5. is related to actions of the persons under Article 80 or the persons at management positions in the insurer or the reinsurer
respectively, whose actions cause or may cause significant damages to the nsurer or to the reinsurer respectively, or to the
consumers of the insurance services offered by the insurer;

6. is related to false or imcomplete data in the statements, information sheets and reports, which the insurer or the reinsurer
respectively submits to the Commission.

(3) Auditors under Paragraph 1 shall also notify the Deputy Chairperson of each circumstance under Paragraph 2 of which they
have gained knowledge in the performance of the audit of a person related to the nsurer or to the reinsurer respectively.

(4) In cases under Paragraphs 2 and 3, no restrictions shall apply on information disclosure, as have been provided for in a law,
the secondary legislation or a contract. The auditor shall not be liable for the bona fide disclosure of nformation under
Paragraphs 2 and 3 before the Commission and the Deputy Chairperson.

Responsibility of the auditors

Article 103. (Amended, SG No. 95/2016) The lability of the auditors under Article 101 (1) for damages in connection with
the audit of an insurer or a reinsurer, regardless of whether the damages are a direct or indirect consequence of guilty actions or

guilty omissions to act, or from deliberate unlawful conduct by persons who have participated in the audit on behalf of the
auditors under Article 101 (1), shall be unlimited.

Section VII
Organisation of the operations for settlement of insurance claims

Internal rules

Article 104. (1) Within one month from issue of the licence for insurance, the insurer's management body shall adopt internal
rules with regard to operations for the settlement of claims under insurance contracts. The rules shall not apply to settlement of
claims in high risk insurances, unless otherwise provided for therein.

(2) The rules shall provide for the procedures, in pursuance of which an insurer shall accept claims under insurance contracts,
collect evidence in order to establish the grounds for their existence and their amount, perform assessment of the damages



incurred, specify the amounts of indemnity, make payments to insurance service consumers and examine complaints submitted
by them.

(3) The above rules may not come into contradiction with the law and must guarantee the consumers' rights to swift, transparent
and fair settlement of their claims.

(4) The rules, along with any subsequent amendments and supplementations thereto, shall be submitted to the Commission
within a 7-day period following adoption. The Deputy Chairperson may give binding mstructions for the removal of
contradictions with the law, as well as in the cases where the consumers' rights have been unreasonably restricted.

(5) The rules shall be public. Insurers shall publish them on their websites and shall secure free access thereto in their premises.

(6) By virtue of an ordinance, the Commission may stipulate additional requirements to the insurance claims settlement process,
when this is necessary to comply with guidelines adopted by the European Authority.

Prohibition for taking into account sex as a factor in determining the insurance indemnity or amount

Article 105. (1) An insurer may not take into account sex in determining the insurance indemnity or amount.

(2) Costs related to pregnancy and maternity may not result in differences in determining the nsurance indemnity or amount.

Filing insurance claims. Evidence

Article 106. (1) Insurance claims shall be filed with the insurer in accordance with the procedure and within the time limits
provided for in accordance with the insurance contract and subject to compliance with Article 380 (1).

(2) The msurer shall be obligated to register the date of each claim filed, as well as to register the date of the subsequent receipt
of any document under the claim, and to certify each of these circumstances separately or under an inventory list before the
person filing the claim.

(3) Where a consumer of an insurance service is a damaged person under Third Party Liability Insurances or is a third
beneficiary person under other insurances, the insurer shall notify him/her of the evidence that he/she is to submit, in order to
establish the grounds for and the amount of his/her claim. Additional evidence may be required only in case the need for it may
not have been envisaged on the date the claim was filed, and no later than 45 days of the date of submission of the evidence, as
required under the filing under sentence one.

(4) Where the consumer of the msurance service is a party to an msurance contract, the isurer shall notify him/her of the
additional evidence not later than 45 days following the submission of the evidence, as specified in the Contract and the rules of
Article 104, where such evidence has not been envisaged under the insurance contract at the moment of its conclusion, and
where it is necessary in order to establish the grounds for and the amount of the claim.

(5) It shall not be allowed to demand evidence, which the msurance service consumer could not obtain because of any statutory
obstacle or a lack of a statutory standing to secure it, as well as such evidence that may be reasonably considered as having no
substantial importance for the establishment of the claim in grounds and amount, and is intended to cause unjustified delay and
prolongation of the procedure for the settlement of claims.

Cooperation from state agencies and third persons

Article 107. (1) For the purposes of establishing the existence of an msured event and of the damages thereby caused, the
msurer, the person seeking to obtain indemnity, the Guarantee Fund under Article 518 or the National Bureau of Bulgarian
Motor Insurers under Article 506, shall have the right to receive the information, which is kept by the agencies of the Ministry
of Interior, the nvestigation authorities, various state agencies, the respective general practitioner, medical and health institutions
and the persons who have the right to attest to the occurrence of circumstances, as well as authenticated copies of documents.
Where the requested mformation constitutes material related to prelimmary proceedings, the prosecutor shall authorise access



to it.

(2) Where the information under Paragraph 1 constitutes a secret protected by the law, upon its submission, in writing and in
return for a signature to the requesting persons, their obligations not to disclose it shall be explained, as well as the
consequences of non-regulated disclosure.

Conclusion made by the insurer. Time limits for pronouncement and performance

Article 108. (1) The insurer shall be obligated to pronounce an opinion on the claim under insurance policies under Section [ of
Annex No. 1 orunder Items 1 - 3, 8 - 10 and 13 - 18, Section II, Letter "A" of Annex No. 1, other than big risk insurance
policies, within 15 business days of the submission of all evidence under Article 106, by:

1. assessing and paying the insurance indemnity or amount, or
2. issuing a reasoned refusal to make payment.

(2) When all the pieces of evidence under Article 106 are not submitted under the insurance policies under Paragraph 1, with
the exception of Third Party Liability Insurance of Motorists, the insurer shall be obligated to make a pronouncement in one of
the manners under Paragraph 1 not later than 6 months from the date of'the filing of the claim.

(3) In the cases of Third Party Liability Insurance of Motorists, where not all the evidence under Article 106 has been
submitted, the time limit under Article 496 (1) shall apply.

(4) The response of the insurer under Article 496, Paragraph 2, Item 2 shall be interpreted as refusal to make payment within
the meaning of Paragraph 1, Item 2.

(5) In operations for settlement of claims under big risk insurance, the time limit under Paragraph 1 may not be longer than 6
months and under Paragraph 2 - not longer than 1 year. In the cases of insurance policies under Item 5, 6, 11 and 12, Section
II, Letter "A" of Annex No. 1, the time limits for making a pronouncement under Sentence One and under Paragraphs 1 and 2
shall not be applied.

(6) In the event of a complaint by an insurance service consumer, the insurer shall be obligated, withn a 7-day time Lmit, to
provide to the said consumer in writing factual and legal justification of the indemnity amount determined.

(7) When the msurance services consumer has granted his/her consent that the damages be remedied by an external contractor,
the insurer shall be obligated, within the time limit under Paragraphs 1 or 5, to assign in writing to an external contractor the task
to remedy the damages. In the cases under sentence one, the remedy of the damages shall be effected within a reasonable time
limit for performance, unless a specific time limit has been agreed upon between the insurer and the consumer.

Peculiarities in the cases of big risks

Article 109. For the purposes of this section, a big risk is not:

1. the risk under insurance policies under Items 3 and 10 , Section I, Letter "A" of Annex No. 1 - in all cases;

2. the risk under insurance policies under Items 8, 9, 13, Section II, Letter "A" of Annex No. 1 - when the insured property,
the msured lability or the mcurred damages are not of extraordinary nature; the property, lability or damages are of ordinary

nature, when they are commensurate with a property, liability or damages under insurance policies of the same type, which do
not constitute a big risk.

Section VIII
Transfer of operations by an insurer or by a reinsurer to third parties



Definition

Article 110. (1) The transfer of operations by an insurer or by a reinsurer is a long-term assignment by virtue of an agreement
in any form of a separate activity, service or process, which were supposed to be performed by the insurer or by the reinsurer
respectively, to a third person (supplier of services) to perform directly or through a subcontractor.

(2) The nsurer or the reinsurer respectively shall continue to be responsible for the performance of all its duties in connection
with the functions or activities transferred to third persons. The insurer or the reinsurer respectively shall be lable for the
activities of the supplier of services in much the same way as it is liable for its own actions.

(3) The nsurer or the remsurer respectively may not transfer a function within the meaning of Article 78, Paragraph 1, Items 1 -
4 or another important function or activity when:

1. the quality of its management system is impaired significantly;
2. the operating risk is increased unjustifiably;
3. the insurance supervision is impeded;

4. the mterests of the insurance service consumers are jeopardised.

Performance of the operations transferred. Control. State supervision

Article 111. (1) The operations transferred shall be performed according to the established requirements for the insurer or for
the reinsurer respectively.

(2) The operations transferred and the parties to whom these have been assigned shall be encompassed by the insurer's or by
the reinsurer’s management and internal control systems.

(3) The mnsurer or the remsurer respectively shall envisage in the contract for transfer of operations and shall take all other
necessary measure to ensure that:

1. the supplier of services cooperates with the Commission and the Deputy Chairperson as regards the transferred function or
operation;

2. the msurer or the remnsurer, its auditors, the Commission and the Deputy Chairperson have effective access to the information
pertaining to the transferred functions and operations;

3. the Chairperson of the Commission, the Deputy Chairperson or the persons designated by them have effective access to the
work premises of the supplier of services and are able to exercise this right of access.

(4) The contracts for transfer of a function within the meaning of Article 78, Paragraph 1, Items 1 - 4 or of another important
function or operation shall be submitted to the Deputy Chairperson before being concluded. The msurer or the remsurer
respectively shall submit information on the performance of the transferred functions or operations according to the procedure
stipulated in the ordinance under Article 77 (5). The Deputy Chairperson may order that an inspection be performed, including
on the spot, of a third person, to whom an operations was transferred by an insurer or by a reinsurer. At the request of the
Deputy Chairperson, the third person, to whom an operation has been transferred by an insurer or by a reinsurer, shall be
obligated to provide any information in connection with the transferred operation.

(5) If; during the operations of a party to whom an insurer or a reinsurer has transferred operations, breaches of the law or
practices have been established which jeopardise the stability of the insurer or of the reinsurer, the rights and interests of the
msurance service consumers or the accurate and timely performance of the obligations under reinsurance contracts, or prevent
the exercise of state insurance supervision, the Deputy Chairperson shall order their elimination within a term specified by him
or her. Ifthe order has not been fulfilled or if despite fulfilling the order the party continues to contravene the law, to jeopardise
the stability of the msurer or of the reinsurer, the rights of the consumers or the accurate and timely performance of the
obligations under reinsurance contracts, or to hinder insurance supervision, the Deputy Chairperson shall order the msurer to
terminate its contract with the party in question.



(6) The insurer or the reinsurer shall not owe default penalties and other compensation for damages upon premature termination
ofa contract for transfer of an operation in fulfilment of an order under Paragraph 5.

(7) The Commission or the Deputy Chairperson respectively may apply in respect of the person, to whom the msurer or the
reinsurer has transferred operations, and in respect of the transferred operations, all the other powers that they have in respect
of'the insurer or in respect of the reinsurer depending on the nature of the transferred operations.

Audits of a supplier of services in another member state

Article 112. (1) The Deputy Chairperson may order that an on-the-spot audit in the premises of the supplier of services in
another member state be performed, after informing the authority in the respective member state which exercises supervision
over the supplier of services. When the supplier of services is not subject to supervision in the respective state, the competent
authority exercising insurance supervision in the member state shall be notified. The Deputy Chairperson may delegate the audit
to the authority under sentence one or two.

(2) When the Deputy Chairperson is prevented from performing the audit under Paragraph 1, it may turn for assistance to the
European Authority.

(3) When a competent authority exercising msurance supervision in the member state has notified of its intention to perform an
audit of a supplier of services in the Republic of Bulgaria, the Commission shall render the necessary assistance and the Deputy
Chairperson shall order that an audit be performed in the supplier of services, if the authority from the other member state has
assigned such an audit.

Chapter Eight
REPORTING

Section I
Document flow and information system

Document flow and organisation of the accounting reporting

Article 113. (1) The msurer's or the reinsurer’s management and control bodies shall be responsible for setting the organisation
and operations of accounting reporting, in order to guarantee accurate recording of its results and financial status.

(2) The bodies under Paragraph 1 shall adapt the procedures for document flow and accounting reporting to the specifics and
volume of operations of the undertaking.

Information system

Article 114. (1) An insurer or a reinsurer respectively must set up and maintain a regularly updated mformation system, in
which the information may be processed, stored and archived on a paper and/or other durable carrier in compliance with the
msurer's internal regulations and which must contain up-to-date, complete, accurate and reliable data on:

1. the insurance and reinsurance contracts concluded for inward remsurance with recording of:

a) the subscribed and received premiums;



b) the data under the contracts related to the measurement of the underwriting risk under them;

c) other data, at the discretion of the insurer or of the reinsurer respectively;

2. the filed claims with recording of:

a) the monetary amount claimed by the consumer under the filed claim and the date of filing the claim;

b) the fair valuation of the value of each filed claim on the basis of documents and other evidence or the statistical average value
thereof on the basis of statistical methods, where the data on the amount of the filed claims shall be amended only i the light of
newly-received documents and evidence, which result in a change in the amount of the claim filed;

c¢) amount and date ofthe payments made under each one of them;
d) other data, at the discretion of the insurer or of the reinsurer respectively;

3. accounting information, accurately and clearly recording the type, amount and grounds for the transactions concluded, their
effect on the results and the financial standing of the insurer or of the reinsurer respectively;

4. the nternal documents related to the management system,

5. the minutes of the proceedings of the sessions of the general meeting of shareholders or the general meeting of cooperative
members and of the management and control bodies;

6. other data, at the discretion of the insurer or of the reinsurer respectively or on an order by the Deputy Chairperson.

(2) Inregard to the information system, the insurer or the reinsurer respectively must apply internal processes and procedures
which guarantee that:

1. the data for the purpose of the calculation of the technical reserves is appropriate, complete and reliable and in accordance
with Article 19 of Regulation (EU) 2015/35;

2. the methods for calculation of the technical reserves and the assumptions underlying their calculation are juxtaposed on a
regular basis with the practical results.

(3) The mformation system of the insurer or of the remsurer respectively must be capable of providing the entire information
necessary for supervisory purposes according to the requirements of Article 127.

(4) The management body of the insurer or of the reinsurer respectively shall guarantee that the information contained i the
information system is up-to-date, complete, accurate and reliable and shall create conditions for guaranteeing its security.

(5) The msurer shall be obligated to provide to the Deputy Chairperson remote access to regular mformation summaries with
contents and a format as stipulated by an ordinance of the Commission.

Section II
General financial require ments

General provisions

Article 115. With a view to guaranteeing the possibility for accurate performance of the obligations under insurance and
reinsurance contracts, an insurer or a reinsurer shall be, at all times, under the obligation to:

1. set and apply in their operations premiums corresponding to the degree of risk undertaken and its expenses;

2. set aside technical reserves adequate in terms of type and amount pursuant to the requirements of the law;



3. report truthfully and accurately its financial status pursuant to the requirements of the law;

4. have sufficient own funds, which cover the capital solvency requirement and the minimum capital requirement or the solvency
margin and the minimum guarantee capital respectively.

5. mvest its assets in accordance with the "prudent investor" principle.

Insurance and reinsurance premiums

Article 116. (1) Insurance and remsurance premiums should be sufficient, calculated on the basis of reasonable actuarial

assumptions, so as to ensure fulfilment of all obligations of an insurer or a reinsurer, setting aside adequate technical reserves
included.

(2) In order to mplement the requirement under Paragraph 1, the msurer's financial condition and its long-term solvency shall
solely be forecast on the basis of the premiums as an only source of income.

(3) Taking into account sex as actuarial factor in determining the insurance premium shall not be permitted.

(4) The costs related to pregnancy and maternity may not result in differences in determining the premiums.

Recalculation of financial indicators for supervisory purposes

Article 117. Where an insurer or a reinsurer has calculated the amount of technical reserves, the capital requirements, the value
of assets, labilities, revenues, expenses or other indicators specified in a financial report, another type of report and mformation
sheets submitted to the Commission in breach of a primary or secondary legal act, the Commission may, on a proposal by the
Deputy Chairperson and for the purposes of insurance supervision, revaluate each and any of these indicators by a statement of
findings or may apply a coercive administrative measure under Article 587.

Types of reserves

Article 118. (1) An insurer or a reinsurer shall be under the obligation to set up general and technical reserves.

(2) General reserves shall consist of:
1. a Reserve Fund under Article 246 of the Commerce Act, or Article 34 of the Cooperatives Act respectively;
2. other funds if provided for by the statute of the company.

(3) The technical reserves are a liability of the insurer or of the reinsurer respectively and shall be reported in the labilities part
of'its balance sheet.

(4) The types of technical reserves to be maintained by the msurer or by the reinsurer respectively shall be determined pursuant
to Article 119.

(5) The increase of technical reserves shall be made part of the inherent costs, and the decrease - of the inherent revenue of the
msurer or of the reinsurer respectively in forming the financial result.

Types of technical reserves

Article 119. (1) An insurer who has obtained a licence to perform insurance operations for the types of insurance policies
under Section I of Annex No. 1, shall set up technical reserves as follows:

1. a reserve fund (equalising reserve);



2. an outstanding claims reserve;

3. an unearned premium reserve;

4. a mathematical reserve;

5. capitalised value of pensions;

6. a reserve for future income contribution;

7. life insurance mvestment fund-related reserves;

8. a bonuses and rebates reserve;

9. other reserves approved by the Deputy Chairperson or created under his/her prescription.

(2) An insurer who has obtained a licence to perform insurance operations under the types of insurance policies set out in
Section II of Annex No. 1 shall set up technical reserves as follows:

1. a reserve fund (equalising reserve);,

2. an outstanding claims reserve;

3. an unearned premium reserve;

4. reserves for unexpired risks;

5. a bonuses and rebates reserve;

6. other reserves approved by the Deputy Chairperson or created under his/her prescription.

(3) A branch office of an insurer from a third country who has obtained a licence to pursue insurance operations within the
territory of the Republic of Bulgaria shall set up technical reserves under Paragraph 1 or Paragraph 2, which are to cover its
obligations under insurance and reinsurance contracts concluded in the Republic of Bulgaria.

(4) A reinsurer shall set up technical reserves under Paragraph 1 for its operations under Section I of Annex No. 1 and the
reserves under Paragraph 2 for its operations under Section II of Annex No. 1

General rules for the technical reserves

Article 120. (1) The insurer or the reinsurer respectively shall maintain technical reserves for all its insurance and reinsurance
obligations under insurance and reinsurance contracts.

(2) The amount of technical reserves shall be calculated on the basis of the amount of obligations assumed by an insurer or a
reinsurer, which are expected to be fulfilled in the future by virtue of insurance or reinsurance contracts having entered into
force, the expenses related to fulfilment of these obligations, as well as the value of any possible unfavourable deviation from
that expectation.

(3) The amount of the technical reserves must correspond to the present value that the insurer or the reinsurer should have to
pay, if it were to transfer immediately its insurance and/or reinsurance obligations to another insurer or reinsurer.

(4) The calculation of the technical reserves shall be based on and shall be made consistent with the information received from
the financial markets and from the generally accessible data on underwriting risks (consistence with the market).

(5) The technical reserves shall be calculated in a prudent, reliable and unbiased manner.

(6) The procedure and methodology for setting up technical reserves and the provisional fund, the principles that are applied to
calculating their amount, as well as the maximum rate of technical nterest for insurance policies under Section I of Annex No. 1
shall be stipulated in an ordinance of the Commission.



(7) The insurers applying Part Two, Title Four shall set up their technical reserves according to the requirements of the
ordinance under Paragraph 6 and the requirements of Part Two, Title Four, whereas the msurers applying Part Two, Title
Three shall set up their technical reserves according to the requirements of the ordinance under Paragraph 6 and the
requirements of Part Two, Title Three and according to Regulation (EU) 2015/35.

(8) The basis of and methods for calculation of technical reserves for insurances under Section I of Annex No. 1, shall be
public. The nsurer shall be obligated to submit these to any interested party upon request.

(9) the data for calculation of the technical reserves must be appropriate, complete and accurate and must meet the
requirements of Article 19 of Regulation (EU) 2015/35.

Sufficiency of the technical reserves

Article 121. (1) The insurer or the reinsurer respectively shall, at all times, maintain technical reserves that are sufficient in
amount for each type of insurance and that correspond to its overall operations, by which it is to guarantee coverage of the
msurance risks undertaken.

(2) At the request of the Deputy Chairperson, the insurer or the reinsurer respectively shall prove that the amount of its
technical reserves is sufficient, that the methods used are applicable and relevant, as well as that the statistical data used as a
basis is adequate.

Technical reserves in the case of coinsurance

Article 122. When performing comsurance, an insurer shall set up the types of reserves under Article 119, accounting for its
share therein in compliance with the terms and conditions of the coinsurance contract.

Violation of the requirements for the amount of the technical reserves

Article 123. When an insurer or a reinsurer does not comply with the requirements in respect to the technical reserves of this
Code and of the regulation for its implementation, the Deputy Chairperson may prohibit the conclusion of disposition
transactions with assets of the insurer or of the reinsurer respectively.

"Prudent investor" principle

Article 124. (1) Each insurer or reinsurer respectively shall invest its assets in accordance with the "prudent investor" principle
under Paragraphs 2 - 7.

(2) As regards its entire portfolio of assets, the msurer or the remsurer respectively may invest solely in assets and instruments,
the risk of which it is able to determine, measure, monitor, control and report properly, while taking into consideration in an
appropriate manner its aggregate needs as regards the solvency under Article 90, Paragraph 2, Item 1 when making the
assessment.

(3) The assets for cover of the minimum capital requirement and the minimum guarantee capital respectively and of the capital
solvency requirement and the solvency margin respectively, and all the other assets shall be invested in a manner that guarantees
the security, quality, liquidity and return of the aggregate portfolio. In addition, the localisation of these assets shall be
performed in such a manner as to guarantee their availability.

(4) The assets for cover of the technical reserves shall also be invested in an appropriate manner depending on the nature and
duration of the insurance and reinsurance obligations. These assets shall be invested entirely in the interest of all insured persons
and users, while taking into consideration any and all announced purposes of the assets investment policy.

(5) In the case of a conflict of mterest, the insurer or the reinsurer respectively or the person managing its portfolio of assets



shall guarantee that the investment was made entirely in the interest of the insured persons and beneficiaries.

(6) In addition to the requirements of Paragraphs 2 - 5, the following rules shall also be applied in respect of the assets in
connection with Life Insurance contracts, where the investment risk is born by the msured persons:

1. when the payments envisaged in the contract are directly related to the value of shares in collective investment vehicles for
transferrable securities or to the value of assets included in an internal fund owned by the insurer and usually divided into shares,
the technical reserves in respect of these payments shall be covered as fully as possible by these shares or by these assets - if
shares have not been determined;

2. when the payments under the contract are directly related to the value of an index of stocks or to another reference value,
other than the one under Item 1, the technical reserves in connection with these payments must be covered as fully as possible
either by shares assumed to reflect the reference value, or in the cases where shares have not been determined - by assets with
a suitable security and liquidity, which reflect as fully as possible these assets, on which the reference value is based;

3. when the payments under Items 1 or 2 include a guarantee of the result from the investment or another guaranteed payment,
Paragraph 7 shall be applied to the assets for cover.

(7) In addition to the requirements under Paragraphs 2 - 5, the following rules shall also be applied in respect of assets, other
than those under Paragraph 6:

1. the use of derivatives shall be permitted to the extent to which they contribute to risk mitigation or facilitate the efficient
management of the portfolio;

2. the mvestments in assets which have not been admitted to trade on a regulated financial market must be limited to reasonable
levels;

3. the assets shall be diversified in an appropriate manner so as to avoid excessive dependence on the particular asset,
particular issue or group of undertaking or market, as well as to avoid the accumulation of too much risk in the portfolio as a
whole;

4. the investments in assets issued by the same issuer or by issuers who belong to the same group should not expose the nsurer
to an excessive concentration of risk.

Section III
Annual financial statements and regular reports

Annual and regular reports of insurers and reinsurers

Article 125. (1) The insurers and reinsurers, the mixed-activity insurance holdings and financial holdings with a seat of business
in the Republic of Bulgaria shall prepare annual financial statements and regular financial reports and information summaries.

(2) The insurers or the reinsurers shall prepare the annual financial statements and the regular financial reports and information
summaries with a structure (form) and contents according to the ordinance of the Commission, by virtue of which the
requirements of Directive 91/674/EEC of the Council of 19 December 1991 concerning the Annual Financial Statements and
the Consolidated Financial Statements of the Insurance Undertakings and Other Reporting Requirements are introduced.

(3) (New, SG No. 95/2016) The management body of an insurance holding or of a financial holding with mixed activities with a
seat in the Republic of Bulgaria, which is at helm of a group of companies, shall prepare and submit to the commission the
company’s financial statements, as well as the consolidated financial statements audited in accordance with Article 101 (1)
within a time limit of not later than 20 weeks after the end of the financial year.

Time limits, certification and presentation of the reports



Article 126. (1) For the purposes of financial supervision, an insurer or a reinsurer shall submit to the Commission:
1. annual financial statements - within the time limits of Regulation (EU) 2015/35;

2. annual information summaries, reports and appendices - within the time limits under Regulation (EU) 2015/35;
3. quarterly reports, information summaries and appendices - within the time limits under Regulation (EU) 2015/35;
4. monthly reports and information summaries - by the end of the month, following the month that they pertain to.

(2) The reports and information summaries referred to in Paragraph 1 shall be submitted as an electronic document executed
by a qualified electronic signature according to the requirements of the ordinance under Article 125.

(3) (Amended, SG No. 95/2016) The annual financial statements and the annual nformation summaries, reports and
appendices under Paragraph 1, Items 1 and 2 shall be certified by the auditors under Article 101 (1).

(4) The Commission shall stipulate by an ordinance the information and data from the reports and information summaries under
Paragraph 1, which are subject to public disclosure in the register under Article 30, Paragraph 1, Item 8 of the Financial
Supervision Commission Act.

Section IV
Submission of information to the supervision authorities. Public disclosure

Information provided for supervision purposes

Article 127. (1) The insurer or the reinsurer respectively shall submit to the Commission the entire information necessary for
the purposes of insurance supervision in connection with the objectives under Article 2.

(2) The information under Paragraph 1 shall contain at least the nformation necessary for achieving the following objectives
when performing the supervision review process:

1. assessment of:

a) the management system applied by the nsurer or the reinsurer;

b) the operations performed by the insurer or the reinsurer respectively;

¢) the principles underlying the assessment applied for the purposes of solvency determination;

d) the risk confronting the insurer or the remsurer and the risk management systems;

e) the capital structure, the needs for capital and the management of capital by the insurer or by the reinsurer respectively;

2. adoption of expedient decisions as a consequence of the implementation of the supervisory powers by the Commission and
by the Deputy Chairperson.

(3) The Deputy Chairperson may:

1. determine the nature, scope and format of the information under Paragraph 1 submitted by the insurers and by the reinsurers:
a) on a regular basis;

b) upon the occurrence of pre-determined events;

¢) during on-the-spot audits and during audits based on documentation;



2. receive the entire information in connection with contracts, parties to which are intermediaries, or in connection with
contracts concluded with third persons, and

3. require information from external experts, including from auditors or from actuaries.

(4) The information under Paragraph 1 - 3 shall encompass:

1. qualitative and quantitative components or any appropriate combination thereof;

2. historical, current and forecast components or any appropriate combination thereof, and
3. mformation from internal and external sources or any appropriate combination thereof.
(5) The information under Paragraph 1 - 3 must:

1. reflect the nature, volume and complexity of the operations of the respective insurer or reinsurer and, in particular, the risks
associated with these operations;

2. be sufficient, comprehensive in all material aspects, comparable and consistent in the long run;
3. be pertinent, reliable and understandable.

(6) The nformation under Paragraphs 1 - 3 shall be submitted in the form of electronic documents signed by a qualified
electronic signature, or on a paper carrier - at the discretion of the Deputy Chairperson.

(7) The msurer or the remnsurer respectively shall be obligated to have appropriate systems and structures to guarantee the
implementation of the obligations under Paragraph 1 - 6, as well as a policy approved by its management body ensuring on a
constant basis accuracy, completeness and timeliness of the information submitted.

Notifications

Article 128. (1) An insurer or a reinsurer respectively shall be hereby obligated to notify the Commission of:

1. newly arisen facts and circumstances subject to entry in the Commission Register;
2. changes in circumstances having been entered n the Commercial Register;

3. any change in its related parties, by submitting information for implementation of the ongoing control as to the occurrence of
the circumstances under Article 35, Paragraph 1, Items 6 and 7.

(2) The obligation under Paragraph 1 shall be fulfilled within a 7-day time limit of occurrence or gaining knowledge of the
relevant fact or circumstance, and where it is subject to entry into the Commercial Registry - within a 7-day time period of such
registration.

Report on solvency and financial status

Article 129. (1) The nsurer or the reinsurer respectively shall, on an annual basis and within the time limits under Regulation
(EU) 2015/35, disclose to the public a report on its solvency and financial condition, while adhering to Article 127, Paragraphs
4 and 5. The report on solvency and financial condition shall be part of the annual financial statements of the insurer or of the
reinsurer.

(2) The report on solvency and financial condition shall contain information presented in full or in the form of cross-references
to equivalent imformation which , in nature and in scope, is disclosed to the public by virtue of other statutory requirements as
follows:

1. description of the operations and results from the operations of the person;

2. description of the management system and assessment of its adequacy relative to the risk profile of the insurer or of the



reinsurer respectively;
3. separate description of each category of risk, risk exposure, concentration, reduction and sensitivity;

4. separate description of the assets, technical reserves and other liabilities, bases and methods used for their assessment,
together with an explanation of each material inconsistency with the bases and methods used for valuation in the financial
statements;

5. description of the management of capital, including at least:
a) structure and amount of the own funds, as well as quality thereof;
b) capital solvency requirement amount and minimum capital requirement amount;

¢) information which enables the correct understanding of the main differences between the assumptions underlying the standard
formula and the ones underlying each internal method used by the person for calculation its capital solvency requirement;

d) amount of each and every non-compliance, even if subsequently eliminated, with the minimum capital requirement or the
minimum guarantee capital and of each and every significant non-compliance with the capital solvency requirement or with the
solvency margmn within the reporting period, together with an explanation of its origin and consequences, as well as of the
measures undertaken for overcoming such non-compliance.

(3) When an equalising correction under Article 156 is applied, the description under Paragraph 2, Item 4 shall also include a
description of the equalising correction of the portfolio of labilities and special-purpose assets, for which the equalising
correction is applied, as well as quantitative measurement of the impact of reducing the equalising correction to zero on the
financial condition of the insurer or of the remnsurer. The description under Paragraph 2, Item 4 shall also include information of
whether the person applies a volatility correction under Article 158 and shall also include quantitative measurement of the
impact of reducing the volatility correction to zero on the financial condition of the insurer or of the reinsurer.

(4) The description under Paragraph 2, Item 5, Letter "a" shall include an analysis of each and every material change relative to
the previous reporting period and explanation of each and every material inconsistency in connection with the value of these
components in the financial statements, as well as a short description of the possibility for transfer of capital.

(5) The disclosure of the capital solvency requirement under Paragraph 2, Item 5, Letter "b" shall separately present the
amount, calculated according to Chapter Thirteen, Section Two and Three, and the extra capital imposed in accordance with
Article 584, or the impact of the specific parameters that the mnsurer or the reinsurer are required to use according to Article
174, together with a brief information on the arguments of the Commission.

(6) Where applicable, the disclosure of the capital solvency requirement shall be accompanied by the clarification that its
ultimate amount is subject to assessment by the competent supervision authority.

Principles of public disclosure

Article 130. (1) The Deputy Chairperson allows for the insurer or the reinsurer not to disclose mformation in the following
cases:

1. if, as a result of the disclosure of information, the competitors of the insurer or of the reinsurer respectively shall unjustifiably
obtain significant unjustified advantages;

2. if there are obligations to insured persons or legal relations with other persons binding the said person to respect the secrecy
and confidentiality of mformation.

(2) The person under Paragraph 1, that has been allowed by the Deputy Chairperson not to disclose information, shall make a
declaration of this fact in its report on solvency and financial status and shall state the reasons.

(3) The Deputy Chairperson shall allow that a person under Paragraph 1 not take advantage of or not invoke public disclosures
made by virtue of other statutory requirements, to the extent that these disclosures are equivalent in nature and scope to the
mformation required under Article 129.



(4) Paragraphs 1 and 2 shall not be applied to the information under Article 129, Paragraph 2, Item 5.

Updating the report on solvency and financial condition

Article 131. (1) In case of occurrence of a significant event impacting considerably the meaning of the information disclosed
according to Articles 129 and 130, the insurer or the reinsurer respectively shall be obligated to disclose appropriate
information regarding the nature and consequences of this significant event.

(2) A significant event under Paragraph 1 shall be present at least when:

1. the minimum capital requirement or the minimum guarantee capital has not been complied with and the Deputy Chairperson
assumes that the person won’t be able to present a realistic short-term plan or the Deputy Chairperson has not received such a
plan within 1 month of the date of the violation observed;

2. there is significant non-compliance with the capital solvency requirement or with the solvency margin respectively and the
Deputy Chairperson has not received a realistic plan for restoring solvency within 2 months from the date of the
non-compliance observed.

(3) In the cases under Paragraph 2, Item 1, the Deputy Chairperson shall order the respective person to immediately disclose
the amount of non-compliance, together with an explanation of its origin and consequences, including the measures undertaken
to overcome such non-compliance. If a short-term plan has been applied which was nitially assessed as realistic but the
non-compliance with the minimum capital requirement has not been eliminated within 3 months from being found, at the end of
this period the non-compliance shall be disclosed, together with an explanation of its origin and consequences, including all
measures undertaken for overcoming it and all further measures planned for overcoming it.

(4) In the cases under Paragraph 2, Item 2, the Deputy Chairperson shall order the respective person to immediately disclose
the amount of the non-compliance, together with the measures undertaken for overcoming it. If a solvency recovery plan has
been applied which was mitially assessed as realistic but the significant non-compliance with the capital solvency requirement
has not been eliminated within 6 months from being found, at the end of this period the non-compliance shall be disclosed,
together with an explanation of its origin and consequences, including all measures undertaken for overcoming it and all further
measures planned for overcoming it.

Supplementary voluntary information in the report on solvency and financial condition

Article 132. The insurer or the reinsurer respectively may disclose on a voluntary basis any information or clarifications
pertaining to its solvency and financial condition, where the latter are not subject to obligatory disclosure under this section.

Organisation of public disclosure

Article 133. (1) The insurer or the reinsurer respectively:

1. shall set up appropriate systems and structures for implementation of the obligations under this section;
2. shall adopt internal rules for guaranteeing that any information disclosed under this section is constantly up-to-date.

(2) The annual financial statements, including the report on solvency and financial condition, shall be adopted by the
management and control body of the insurer or of the remsurer respectively and thereafter they shall be disclosed to the public
on the internet page of the insurer or of the reinsurer respectively.

(3) When additional requirements to the information subject to disclosure and to the time limits for annual disclosure are
stipulated by an act of the European Commission, these requirements shall be applied also by the nsurers without a right of
access to the common market.



Section V
Coinsurance in the European Union

Coinsurance operations in the European Union

Article 134. (1) The coinsurance operations in the European Union is coinsurance involving one or more of'the risks of the
types under Item 3 - 16, Section II, Letter "A" of Annex No. 1 and conformant to the following conditions:

1. the risk is a big risk;

2. the risk is covered by one contract in exchange for a single premium by two or more insurers for the same time period,
where each of them is responsible for its portion as a coinsurer and one of them is the leading insurer;

3. the risk is located in a member state;
4. for the purposes of risk coverage, the leading insurer is treated as if it were covering the whole risk;

5. at least one of'the coinsurers participates in the contract through its head office or branch established in a member state other
than the member state of the leading insurer;

6. the leading insurer entire assumes the leading role in the coinsurance operation and in particular determines the terms of
msurance and the price rates.

(2) Articles 46, 50 and 51 shall be applied to the leading insurer.

(3) The provisions of this section shall not be applied to coinsurance operations for which the conditions under Paragraph 1 are
not met.

Participation in coinsurance in the European Union

Article 135. An insurer may participate in coinsurance operations in the European Union subject to compliance with the
requirements of this section.

Technical reserves

Article 136. (1) The amount of the technical reserves of an insurer which participates in coinsurance in the European Union
shall be determined depending on the rules stipulated by the respective member state of origin or - in the absence of such rules
- according to the usual practice in this state.

(2) Regardless of Paragraph 1, the technical reserves must be at least equal to the reserves determined by the leading insurer
according to the rules of its member state of origin.

Statistical data

Article 137. An nsurer which participates in coinsurance in the European Union shall be obligated to keep statistical records
showing the volume of the coinsurance operations in the European Union in which the said insurer participates and the volume
of coinsurance operations in the respective member states.

Treatment of the coinsurance contracts in case of liquidation or bankruptcy



Article 138. In the cases of liquidation or bankruptcy of an insurer, its liabilities stemming from the participation in coinsurance
contracts in the European Union shall be settled in much the same way as those stemming from the other insurance contracts of
this nsurer, regardless of the country of the insurance service consumers.

Exchange of information between the supervision authorities

Article 139. For the purposes of this section, the Commission and the Deputy Chairperson shall exchange the necessary
information with the supervision authorities of the other member states.

Cooperation in implementation

Article 140. (1) The Deputy Chairperson shall cooperate with the European Commission and with the supervision authorities
of the other member states for the solution of any difficulties in the implementation of this section.

(2) In the process of cooperation under Paragraph 1, practices which could indicate that the leading msurer does not assume a
leading role in the coinsurance practice or that the cover of the risk evidently does not require the participation of two or more
msurers shall be examined.

Chapter Nine
SEPARATE MANAGEMENT OF THE GENERAL INSURANCE OPERATIONS AND
THE LIFE INSURANCE OPERATIONS

General requirements

Article 141. (1) An msurer performing simultaneously insurance under Section I and under an Accident and/or Sickness
Insurance under Section I, Letter "A" of Annex No. 1 shall be organised in such a manner as to distinguish the life insurance
operations from the general insurance operations.

(2) The mterest of the msured persons under contracts under Section I of Annex No. 1 may not be mfringed upon at the
expense of the interest of the nsured persons under Accident and/or Sickness Insurance, and similarly the interest of the
msured persons under Accident and/or Sickness Insurance may not be infringed upon at the expense of the interest of the
msured persons under contract under Section I of Annex No. 1. The profits from the operations under Section I of Annex No.
1 shall benefit only the insured persons under types of insurance under this type of operations as if the insurer were performing
life nsurance only.

Measures for separation of the management of life insurance and general insurance

Article 142. (1) Regardless of the obligation to maintain eligible own funds for cover of the capital solvency requirement and
the minimum capital requirement or for cover of the solvency margin and the minimum guarantee capital respectively, the msurer
shall calculate:

1. a conditional minimum capital requirement or guarantee capital respectively in respect of its life insurance operations and in
respect of its reinsurance operations calculated as if the respective msurer performs this activity only on the basis of the
separate financial statements under Article 143;

2. a conditional minimum capital requirement or guarantee capital respectively in respect of its general insurance operations and
in respect of its reinsurance operations calculated as if the respective insurer performs this activity only on the basis of the
separate financial statements under Article 143;



(2) An insurer under Article 141 (1) shall ensure coverage by means equivalent in size components of eligible own funds at least
of:

1. the conditional minimum capital requirement and the guarantee capital respectively as regards the life imsurance operations;

2. the conditional mmimum capital requirement and the guarantee capital respectively as regards the general insurance
operations;

(3) The minimum financial liabilities under Paragraph 2 as regards the life insurance and the general insurance operations may
not be covered by the other type of operations.

(4) An msurer under Article 141 (1) may use, for cover of the capital solvency requirement and of the solvency margin
respectively, explicit components of eligible own funds available to it for any of the operations provided that:

1. the minimum financial liabilities under Paragraph 2 and 3 have been complied with;
2. it has notified the Commission thereof.

(5) When exercising the insurance supervision over an insurer under Article 141 (1), the results both from the life insurance
operations and from the Accident and Sickness insurance shall be analysed in order to guarantee compliance with Paragraphs 1
- 4, as well as with Article 141.

Additional requirements in connection with reporting

Article 143. (1) An insurer under Article 141 (1) shall prepare its financial statements in such a manner as to show separately
the sources of the result from the life insurance operations and from the general msurance operations.

(2) All revenues, especially the premiums, the payments by reinsurers and the investment income, as well as expenses,
especially insurance payments, additions to the technical reserves, reinsurance premiums and expenses for upkeep of the
operations shall be broken down by origin.

(3) The components that are shared between the two types of operations shall be recorded in the reports in accordance with
the methods for allocation approved by the Deputy Chairperson.

(4) On the basis of the financial statements under Paragraph 1, the insurer shall prepare a report, in which the components of
the eligible own funds covering each conditional minimum capital requirement under Article 142 (1) shall be clearly determined
in accordance with the requirements for eligibility according to the ordinance under Article 168.

Prohibition in the case of presentation of financial results

Article 144. An insurer which has been granted a licence under Section I of Annex No. 1, and an insurer which has been
granted a licence under Section II of Annex No. 1, where the latter two are financially, commercially or administratively related,
may not conclude agreements and apply different covenants that lead to incorrect presentation of their accounting results and
might specifically affect the structure of their revenues and expenses.

Special requirements in the case of shortage of eligible core own funds

Article 145. (1) If the amount of the components of the eligible own funds in respect of one of the insurance operations is
msufficient to cover the minimum financial liabilities under Article 142 (2), the Commission shall, on a proposal by the Deputy
Chairperson, apply to this operation the measures under Article 215, irrespective of the results from the other operation.

(2) Regardless of Article 142 (3), the Commission may, on a proposal by the Deputy Chairperson, authorise a transfer of
explicit components of eligible own funds from one insurance operation to the other insurance operation.



Chapter Ten
CONFLICT OF INTERESTS DISCLOSURE. INSURANCE SECRECY

Disclosing and avoiding a conflict of mterests

Article 146. (1) Each member of a management or control body, each official with a governing function, as well as any other
person authorised to manage and/or represent an insurer or a reinsurer respectively, shall notify in writing the management body
of the insurer in case he/she enters a contract with the msurer or with the reinsurer respectively, which exceeds the insurer's or
the reinsurer’s regular operations or considerably deviates from the usual market conditions.

(2) The provision of Paragraph 1 shall also apply in case a party to a transaction with the insurer or with the reinsurer is:
1. a family member of a person under Paragraph 1;

2. a company, in which a person under Paragraph 1 or a member of theirr family holds directly or through related parties
qualified participating interest under Article 68, Paragraph 1;

3. a company, in which a person under Paragraph 1 or a member of their family is a partner, a member of a management or
control body, an official with governing functions, or a person authorised to manage or represent the company.

(3) Each person under Paragraph 1 shall notify in writing the management body of the insurer or of the reinsurer, at least once
every 6 months, of companies in which the said person or members of their family hold directly or through related parties
qualified participating interest under Article 68 (1), in which they are partners or shareholders, members of a management or
control body, officials with governing functions, or persons authorised to manage or represent the company.

(4) A person under Paragraph 1 shall not participate in negotiations, discussions and the decision-making process concerning a
transaction with the insurer or with the remnsurer respectively, to which the said person or a person under Paragraph 2 is a

party.

(5) The msurer or the reinsurer respectively, the persons under Paragraph 1 and the other employees of the msurer or of the
reinsurer respectively shall be obligated in performing their function to give preference to the imterest of the msurer or the
reinsurer respectively and of its insurance service consumers and assignors respective ahead of its own interests.

(6) The nsurer shall be obligated to build an efficient internal organisation of its operations in a manner which prevents conflicts
of interests under Paragraph 7 from exerting an adverse effect on the interest of its insurance service consumers.

(7) The msurer shall take all necessary measures to identify the conflict of interest which arises in the course of the operations
for distribution of insurance products between:

1. the msurer, the members of its bodies, its other employees, other persons who concluded insurance contracts on its behalf,
as well as the persons related to it directly or indirectly in terms of control, on the one hand, and the mnsurance service
consumers, on the other hand;

2. one msurance service consumer and another such consumer.

(8) When the organisation under Paragraph 6 is not capable of guaranteeing with a sufficient degree of assurance that the risk
of infringing on the interest of the msurance service consumer will be avoided, the msurer shall be obligated to clearly disclose to
the consumer the nature and the sources of conflict of interests before commencing operations with him/her.

Special requirements for the avoidance of conflicts of interests

Article 147. An insurer, covering risks under a Legal Expenses Insurance, shall undertake the measures necessary to avoid a
conflict of interests through compliance with at least one of the following requirements:



1. it shall not permit its employees to whom the settlement of claims or the provision of legal advice in relation to a Legal
Expenses Insurance has been assigned to simultaneously perform any similar operations with regard to other types of
msurances under Section II of Annex No. 1 at its expense or at the expense of another insurer, with whom the above nsurer
has business, financial or administrative relations;

2. in case it covers risks under Legal Expenses Insurances and under other types of insurance as per Section II of Annex No.
1, it shall transfer the settlement of claims under Legal Expenses Insurances to another legal person, in accordance with the
terms and conditions and the procedure of Article 110, which shall meet the condition set under Item 1 above;

3. it shall notify the insured person of his/her right to authorise a lawyer at their own discretion to defend their interests from the
moment at which the msured person's right to file a claim under the insurance policy has arisen.

Delegation

Article 148. The Commission may, by an ordinance, stipulate more detailed requirements for implementation of the obligations
under Article 146, Paragraph 6 - 8.

Insurance Secrecy Safeguarding insurance secrecy

Article 149. (1) An insurer or reinsurer, members of the management and control bodies, auditors, actuaries, as well as all
other persons working for an insurer or for a reinsurer respectively, including the persons with whom an insurer or a reinsurer
has an agreement under Article 110, shall be obligated to keep in secret any and all information of which they have become
aware in relation to the performance of their functions. The persons under Sentence One may not utilise the information
acquired to their own personal benefit or in favour of another person, as well as for purposes other than the performance of
their functions.

(2) The obligation under Paragraph 1 shall also apply to insurance and reinsurance intermediaries and their employees.

(3) Upon taking office, all employees and members of management and control bodies of an insurer or of a remnsurer
respectively shall sign a Declaration on the Safeguard of Insurance Secrecy. The obligation under Sentence One shall also
apply to the natural persons who represent legal persons - members of management and control bodies of an insurer, a
reinsurer and an insurance or reinsurance intermediary.

(4) The insurance agents and the persons with whom the insurer or the reinsurer respectively has an agreement under Article
110 shall sign a declaration under Paragraph 3 upon the conclusion of the agreement, by virtue of which their relations with the
insurer or with reinsurer are regulated. The persons under sentence one shall be obligated to acquaint their employees with the
obligations under Paragraph 1.

(5) The provision of Paragraph 1 shall also apply to cases where persons under Paragraphs 1 - 4 have discontinued their legal
relationships with the insurer, in relation to which the obligation to safeguard insurance secrecy had arisen.

Disclosure of insurance secrecy

Article 150. (1) Apart from disclosing information under Article 149, Paragraph 1 to the Commission, to the Deputy
Chairperson and the authorised officials of the Commission's administration, the above information may only be disclosed:

1. upon express written consent of the persons to which such information refers;

2. before the judicial authorities, the public prosecution, the investigating authorities and the police authorities in pursuance of
the procedure provided for in a law;

2a. (new, SG No. 103/2016) before the Commission for Withdrawal of Criminal Assets and the Directors of the Territorial
Directorates in pursuance of the procedure provided for in a law;



3. before the State Agency for National Security in accordance with the terms and conditions and in accordance with the
procedure provided for in the Measures Against Money Laundering Act;

4. before the Guarantee Fund and the National Bureau of Bulgarian Motor Insurers i relation to their activities in accordance
with the present Code;

5. before and by the Guarantee Fund for the purposes of creation of information systems for prevention of insurance fraud and
for the purposes of creation of a bonus-malus system;

6. before a director of a territorial directorate of the National Revenue Agency, where:

a) an act of a revenue authority has established that the mspected person has prevented carrying out an aspect inquiry or audit,
or failed to maintain the requisite reporting documentation, as well as that the latter is incomplete or untrustworthy;

b) an act of a competent state authority has established the occurrence of an accident, which has resulted in the destruction of
reporting documentation belonging to the inspected persons;

7. before the competent authority of the National Revenue Agency regarding the information as per the procedure of Title Two,
Chapter Sixteen, Section Illa of the Tax and Social Insurance Procedure Code;

8. before the Executive Director of the National Revenue Agency in relation to the implementation of Article 143h of the Tax
and Social Insurance Procedure Code;

9. before a reinsurer where this is necessary in relation to conclusion and maintenance of a reinsurance contract;
10. before the legal heirs of an insured person or of a person who is entitled to an nsurance payment;

11. (new, SG No. 62/2016, effective 9.08.2016) before the chief inspector or an inspector of the Inspectorate at the Supreme
Judicial Council.

(2) At the request of the insuring person, the insurer may provide it with information regarding the indemnities or amounts paid
under the insurance contract.

Prohibition of information on health status

Article 151. The insurer may not provide to the insuring person, when the latter is a person other than the nsured person,
information regarding the health status of the insured persons.

TITLE THREE
REQUIREMENTS TO THE FINANCIAL CONDITION OF INSURERS WITH A RIGHT
OF ACCESS TO THE COMMON MARKET AND OF REINSURERS

Chapter Eleven
VALUATION OF ASSETS AND LIABILITIES

Valuation of the assets and the liabilities

Article 152. (1) Unless otherwise provided in this Code, in the regulations for its implementation or in the acts of the European
Commission on implementation of Directive 2009/138/EC, the msurer or the reinsurer respectively shall value the assets and
liabilities in the following manner:



1. the assets shall be valued at the value, for which they can be exchanged in a transaction at fair market conditions between
mdependent, equal, informed and willing parties;

2. the liabilities shall be valued at the value, for which they can be transferred or settled in a transaction at fair market conditions
between independent, equal, informed and willing parties.

(2) When valuing the liabilities under Paragraph 1, Item 2, no correction shall be made for the purpose of accounting for the
proprietary credit position of the insurer or of the remsurer.

Segmenting when calculating the technical reserves

Article 153. When calculating the technical reserves, the insurers and the reinsurers shall segment their insurance and
reinsurance liabilities in homogeneous risk groups at least by types of operations (lnes of business) within the meaning of
Regulation (EU) 2015/35.

Calculation of the technical reserves

Article 154. (1) The amount of'the technical reserves shall be equal to the sum total of the best forecast estimate and a risk
supplement.

(2) The best forecast estimate corresponds to the probability-weighted average value of the future cash flows, while taking into
account the time value of money (expected present value of future cash flows) in applying the respective term structure of the
risk-free interest rate.

(3) The calculation of the best forecast estimate must be based on up-to-date and trustworthy information and on realistic
assumptions and must be made by means of adequate, applicable and appropriate actuarial and statistical methods.

(4) The projection of the cash flow used for calculation of the best forecast estimate must take into account all cash inflows and
outflows necessary for covering the insurance and remsurance labilities during the period of their existence.

(5) The best forecast estimate shall be calculated as a gross amount - without deducting the amounts recoverable from
reinsurance contracts and from the special purpose vehicles for alternative insurance risk transfer. These amounts shall be
calculated independently and in accordance with Article 161.

(6) The risk supplement shall be such as to guarantee that the amount of the technical reserves is equal to the amount which an
msurer or a reinsurer respectively is expected to request for underwriting and meeting the insurance or reinsurance obligations.

(7) The nsurer or the reinsurer respectively shall determine independently the best forecast estimate and the risk supplement.

(8) When the future cash flows associated with the insurance and reinsurance obligations can be replaced (replicated) in a
reliable manner by means of financial instruments for which a fair market value is observed, the amount of the technical reserves
associated with these future cash flows shall be determined on the basis of the market price of these financial instruments. In this
case, no independent calculation of the best forecast estimate and of'the risk supplement shall be required.

(9) When the insurer or the reinsurer determines on a separate basis the best forecast estimate and the risk supplement, the risk
supplement shall be calculated by determining the expenses for ensuring eligble own funds equal m amount to the capital
solvency requirement needed to guarantee the insurance and reinsurance obligations for the period of their existence.

(10) The price rate used for determining the price of the eligible own funds (cost of capital rate) shall be the same for all
msurers and reinsurers and shall be re-examined on a regular basis.

(11) The used cost of capital rate shall be equal to the mark-up over the respective risk-free rate which is to be paid by the
insurer or by the remsurer, if it holds eligible own funds under Chapter Twelve equal to the capital solvency requirement,
necessary for guaranteeing the insurance and remnsurance obligations for the time period of their existence.

(12) When calculating the technical reserves, the following shall also be taken into account:



1. the expenses related to meeting the obligations under insurance and reinsurance contracts;
2. the inflation, including the inflation of the claims and expenses;

3. all payment to insured persons, reinsured persons and beneficiaries, including future discretionary bonuses, that the insurer or
the reinsurer expects to make regardless of whether these payment are contractually guaranteed.

(13) The additional requirements for calculation of the best forecast estimate and of the risk supplement shall be stipulated by
an act of the European Commission and by virtue of the ordinance under Article 120 (6).

Extrapolation of the respective term structure of the risk-free interest rate

Article 155. (1) The determination of the respective term structure of the risk-free interest rate under Article 154 (2) shall be
based on and shall be coordinated with the imformation extracted from the respective financial nstruments. This determination
shall take into account the respective financial mstruments for the maturities, in the case of which the markets for these financial
nstruments, as well as the bond markets, are sufficiently deep, liquid and transparent. When it comes to maturities in the case
of which the markets for the respective financial instruments or for bonds are no longer sufficiently deep, liquid and transparent,
an extrapolation of the term structure of the risk-free interest rate shall be made.

(2) The extrapolated portion of the respective term structure of the prime risk-free mterest rate shall be based on forward
mterest rates which are spliced smoothly (rolled over) from one interest rate or from a set of interest rates in the cases of the
longest maturity dates of the respective financial instruments and of the bonds, which can be observed in a deep, liquid and
transparent market, into an ultimate forward interest rate.

Equalising correction of the respective term structure of the risk-free interest rate

Article 156. (1) After an advance approval by the Deputy Chairperson, an insurer or a reinsurer respectively may apply the
equalising correction of the respective term structure of the risk-free interest rate for calculation of the best forecast valuation of
a portfolio of life msurance or reinsurance labilities, as well as of liabilities for rent stemming from general insurance contracts.

(2) The conditions for granting approval under Paragraph 1 shall be as follows:

1. the insurer or the reinsurer respectively has earmarked a portfolio of assets consisting of bonds and other assets with similar
characteristics of the cash flows for covering the best forecast valuation of the portfolio of the nsurance or reinsurance labilities
and maintains this earmarking over the entire life cycle of the liabilities but not for the purposes of maintaining the replication of
the expected cash flows between the assets and the labilities, when the cash flows have changed significantly;

2. the portfolio of mnsurance and remnsurance labilities, n respect of which the equalising correction is applied and the
earmarked portfolio of assets are identified, organised and managed separately from the other operations of the insurer or of
the reinsurer respectively and the earmarked portfolio of assets may not be used for the covering of losses arising from the
other operations of the insurer;

3. the expected cash flows from the earmarked portfolio of assets replicate each of the future cash flows of the portfolio of the
insurance and reinsurance liabilities in the same currency and there is no discrepancy or mismatch which gives rise to risks
which are significant when it comes to the risks mnherent in the insurance or reinsurance, to which the equalising correction is
applied;

4. the contracts underlying the portfolio of insurance and reinsurance liabilities do not give rise to future payments of premiums;

5. the only underwriting risks associated with the portfolio of insurance and reinsurance liabilities are the risk of longevity, the
expense-related risk, the risk of an audit and the risk of death;

6. when the underwriting risk associated with the portfolio of insurance and reinsurance labilities includes risk of death, the best
forecast valuation of the portfolio of the insurance or reinsurance liabilities does not increase by more than 5 percent upon a
stress of the risk of death, which is calibrated in accordance with the principles of Article 170, Paragraphs 2 - 6;



7. contracts underlying the portfolio of the insurance or reinsurance liabilities do not include options of the persons who have
rights under insurance contracts or include only a buy-out option, if the buy-out value does not exceed the value of the assets,
assessed in accordance with Article 152, which covers the msurance and remsurance liabilities as of the moment of exercise of
the immediate buy-out option;

8. the cash flows of the special purpose portfolio of assets are fixed and may not be changed by the issuers of the shares of
stock or by third persons;

9. the insurance or reinsurance liabilities of an insurance or reinsurance contract are not divided into different parts which are
included in the composition of the portfolio of insurance or reinsurance liabilities for the purposes of this paragraph.

(3) Regardless of the provision of Paragraph 2, Item 8, the insurer or the reinsurer respectively may use assets in the case of
which the cash flows are fixed, with the exception of the dependence on inflation, provided that these assets match the cash
flows of the portfolio of insurance or reinsurance liabilities which are dependent on inflation.

(4) In case the issuers or third persons who have the right to change the cash flows of a given asset in such a manner as afford
sufficient compensations to the investor to enable him/her to obtain the same cash flows through reinvestment in assets of
equivalent or better credit quality, the right to change the cash flows shall not exclude the asset from eligibility to be included in
the special purpose portfolio in accordance with Paragraph 2, Item 8.

(5) An msurer or a reinsurer respectively which applies an equalising correction to a portfolio of msurance or reinsurance
liabilities may not revert to the approach which excludes equalising corrections. If the person who applies an equalising
transaction is not able to comply in the future with the conditions under Paragraph 2, he/she shall inform immediately the Deputy
Chairperson and shall undertake the necessary measures for restoring compliance with the said conditions. If the insurer or the
reinsurer respectively is not able to restore compliance with these conditions within two months from the commencement date
ofthe non-compliance, it shall cease to apply an equalising correction to its insurance or reinsurance liabilities and cannot apply
the equalising correction prior to expiration of an additional time period of 24 months.

(6) The equalising correction shall not be applied in respect to insurance or reinsurance liabilities, where the respective term
structure of the risk-free interest rate for calculation of the best forecast valuation of these liabilities does not include a volatility
correction pursuant to Article 158.

Calculation of the equalising correction

Article 157. (1) For each specific currency, the equalising correction specified n Article 156 shall be calculated in accordance
with the following principles:

1. the equalising correction shall be equal to the difference between:

a) the effective annual interest rate calculated as a single discount rate, which, when applied to the cash flows from the portfolio
of the msurance or reinsurance liabilities, produces a value equal to the value in accordance with Article 152 of the portfolio of
special purpose assets;

b) the effective annual interest rate, calculated as a single discount rate, which, when applied to the cash flows of the portfolio
of nsurance and reinsurance liabilities, produces a value which is equal to the value of the best possible forecast valuation of the
portfolio of insurance and reinsurance liabilities, where the time value of money shall be taken into account when using the basic
term structure of the risk-free interest rate.

2. the equalising correction shall not include the prime spread reflecting the risks maintained by the insurer or by the reinsurer;

3. regardless of Item 1, the prime spread shall be increased, where necessary, to guarantee that the equalising correction of the
assets of sub-investment credit rating does not exceed the equalising correction of the assets of investment credit rating of the
same duration and of the same class of assets.

4. the use of internal credit assessments in the calculation of the equalising correction shall be in accordance with an act of the
European Commission.

(2) For the purpose of Paragraph 1, Item 2, the prime spread:



1. shall be equal to the sum total of:
a) the credit spread matching the probability of not achieving the planned level of assets;
b) the credit spread matching the expected loss from lowering the level of classification of the assets;

2. as regards the exposures to the central governments and the central banks, it is not lower than 30 percent of the long-term
average amount of the spread above the prime risk-free interest rate of the financial assets of the same duration, same credit
quality and belonging to the same category, as observed on the financial markets;

3. as regards the assets other than the exposures to the central governments and the central banks, it is not lower than 35
percent of the long-term average amount of the spread above the prime risk-free interest rate of the financial assets of the same
duration, same credit quality and belonging to the same category, as observed on the financial markets;

(3) The probability of not attaining the requisite level as specified in Paragraph 2, Item 1, Letter "a" shall be based on long-term
statistics of non-attainment, which are of importance for the assets as regards the duration, the credit quality and the class.

(4) When it is impossible to derive a reliable credit spread from the statistical data specified in Paragraph 3, the prime spread
shall be equal to the portion of the long-term average size of the spread over the risk-free rake determined in Paragraph 2,
Items 2 and 3.

Volatility correction of the respective term structure of the risk-free interest rate

Article 158. (1) After an advance approval by the Deputy Chairperson, an insurer or a reinsurer respectively may apply a
volatility correction for the respective term structure of the risk-fiee interest rate for calculating the best possible forecast
valuation under Article 154 (2).

(2) For each specific currency, the volatility correction for the respective term structure of the risk-free interest rate shall be
based on the spread between the interest that could be earned from assets included in a benchmark portfolio for the specific
currency and the values of the respective basic term structure of the risk-free interest rate for that specific currency. The
benchmark portfolio for a given currency shall be representative for the assets which are denominated i this currency and
which the insurance and reinsurance undertakings have mvested for covering the best possible valuation of the mnsurance and
reinsurance liabilities denominated in this currency.

(3) The size of'the correction for volatility of the risk-free interest rate corresponds to 65 percent of the risk-adjusted currency
spread.

(4) The risk-adjusted currency spread shall be calculated as the difference between the spread specified in Paragraph 2 and the
portion of this spread which is due to a realistic assessment of the expected losses, of unexpected credit risk or of another risk
for the assets.

(5) The volatility correction shall be applied only to the respective risk-free interest rate from the term structure, which was not
obtained through extrapolation in accordance with Article 155. The extrapolation of the respective risk-free interest rate from
the term structure shall be based on this adjusted risk-free interest rate.

(6) For each specific country, the volatility correction for the risk-free interest rate under Paragraph 3 - 5 for the currency of
the respective country, prior to the application of a coeflicient of 65 percent, shall be increased with the difference between the
risk-adjusted spread of the country and risk-adjusted currency spread multiplied by two, where this difference is positive and
where the risk-adjusted spread of the country is higher than 100 basis pomts. The increased volatility correction shall be
applied for calculation of the best possible forecast valuation of the insurance and reinsurance liabilities of the products sold on
the insurance market of this same country. The risk-adjusted spread of the country shall be calculated in the same manner as
the risk-adjusted currency spread for the currency of that same country, but based on a benchmark portfolio which is
representative for the assets which the insurers and the reinsurers have invested for covering the best forecast valuation of the
msurance and reinsurance liabilities, related to products sold on the insurance market in this country and denommated in the
currency of this country.

(7) The volatility correction shall not be applied in respect of insurance liabilities, when the respective term structure of the



risk-free interest rate for calculation of the best possible forecast valuation of these labilities includes an equalising correction
under Article 156.

(8) As an exception to the requirements of Article 170, the capital solvency requirements shall not cover the risk of loss of the
core own funds, which result from the changes of the volatility correction.

Using technical information prepared by the European Authority and adopted by an act of the European Commission.

Article 159. (1) When calculating the best possible forecast valuation under Article 154, the equalising correction under Article
156 and the volatility correction under Article 158, the insurer or the reinsurer respectively shall use the technical information
prepared by the European Authority and adopted by an act of the European Commission according to the procedure of Article
77e, Paragraph 2 of Directive 2009/138/EC.

(2) No volatility correction of the term structure of the respective risk-free interest rate shall be applied for the calculation of the
best possible forecast valuation in respect to currencies and national markets, for which no such correction has been indicated
in an act of the European Commission under Paragraph 1.

(3) The additional requirements for calculation of the best forecast valuation and of the risk supplement shall be stipulated by an
ordinance of the Commission and by an act of the European Commission.

Valuation of the financial guarantees and contractual options forming part of the insurance and reinsurance contracts

Article 160. (1) When calculating the technical reserves, the insurer or the reinsurer respectively shall take into account the
value of the financial guarantees and contractual options forming part of the insurance and reinsurance contracts.

(2) Any assumption made by the insurer or by the reinsurer respectively as regards the probability that the title holders of
policies will exercise contractual options, including such for premature termination and buy-out, must be realistic and be based
on current, up-to-date and trustworthy information. The assumptions shall, directly or indirectly, take into account the impact of
future changes in the financial and non-financial conditions on the exercise of such options.

Recoverable amounts under reinsurance contracts and from special purpose vehicles for alternative insurance risk transfer

Article 161. (1) The insurer or the reinsurer respectively shall calculate the recoverable amounts under reinsurance contracts
and from special purpose vehicles for alternative insurance risk transfer in accordance with Article 120 and Article 153 - 160.

(2) When calculating the recoverable amounts under reinsurance contracts and from special purpose vehicles for alternative
insurance risk transfer, the insurer or the reisurer respectively shall take into account the time period between the receivables
and the actual payments.

(3) The result from the calculation shall be adjusted to take into account the expected losses as a result of non-performance by
the counter party. This adjustment shall be based on an estimate of the probability of non-performance by the counter party
and on the average amount of the loss as a result thereof (loss from non-performance).

Quality of data and application of approximate values, including approaches to each specific case, for determining the technical
reserves

Article 162. (1) The insurer or the reinsurer shall have internal processes and procedures to guarantee that the data used when
calculating the technical reserves is appropriate, complete and trustworthy.

(2) If, under any specific circumstances, the insurer or the reinsurer respectively has an nsufficient amount of data of the
appropriate quality to apply a reliable actuarial approach as regards a group or a sub-group of their insurance and reinsurance
liabilities or of receivables under reinsurance contracts and from special purpose vehicles for alternative insurance risk transfer,



approximate values may be applied, including approaches to each specific case, for calculation of the best possible forecast
valuation.

Juxtaposing with the actual results

Article 163. (1) The insurer or the reinsurer respectively shall have processes and procedures to guarantee regular juxtaposing
ofthe best possible forecast valuations and assumptions nvolved in the calculation of these best possible forecast valuations
with the actual results.

(2) When, as a result of the juxtaposing, a systematic discrepancy is established between the actual results and the best
possible forecast valuations of the msurer or of the reinsurer respectively, it shall make appropriate corrections of the actuarial
methods used and/or the assumptions made.

Chapter Twelve
OWN FUNDS

General requirements

Article 164. (1)The own funds of the insurer or of the reinsurer respectively shall include the core own funds and the
supplementary own funds.

(2) Each msurer or reinsurer respectively shall be obligated to have at all times eligible own funds at least equal to the capital
solvency requirement.

(3) Each msurer or reinsurer respectively shall be obligated to have at all times eligible core own funds at least equal to the
minimum capital requirements and to the minimum guarantee capital respectively.

Core own funds

Article 165. (1) The core own funds shall include the following components:

1. the exceedance of the assets over the labilities, valued according to Chapter Eleven;
2. subordinated labilities.

(2) The exceedance under Article 1, Item 1 shall be reduced by the value of the own stocks held by the insurer or by the
reinsurer respectively.

Supplementary own funds

Article 166. (1) The supplementary own funds shall include components, other than the core own funds, which may be
procured to cover losses.

(2) The supplementary own funds may encompass the following components, to the extent that they do not form core own
funds:

1. letters of credit and guarantees;

2. other legally binding receivables that have arisen in favour of the nsurer or reinsurer respectively.



(3) In the cases of mutual insurance cooperative societies, the supplementary own funds may also encompass the future claims
that the cooperative society could have against its members by virtue of an mvitation for supplementary contributions within the
next 12 months.

(4) If the supplementary own funds have been paid in or if their payment in has been required, they shall be treated as assets
and shall stop being part of the components of the supplementary own funds.

Approval of the supplementary own funds and of their line classification

Article 167. (1) The amount of the supplementary own funds to be taken into account when determining the own funds shall
be subject to preliminary approval by the Commission, on a proposal by the Deputy Chairperson.

(2) The value determined for each component of the supplementary own funds shall reflect the capability of the component to
cover losses and shall be based on reasonable and realistic assumptions. When a component of supplementary own funds has a
fixed nommal value, the value of this component shall be equal to its nominal value, when the nominal value reflects in an
appropriate manner its capability to cover losses.

(3) On a proposal by the Deputy Chairperson, the Commission shall approve:
1. a cash value of each components of supplementary own funds, or

2. a method for determmning the value of each component of supplementary own funds, where in this case the supervisory
approval of the value determined according to the respective method shall be granted for a definite period only.

(4) For each component of supplementary own funds, the Commission, on a proposal by the Deputy Chairperson, shall grant
its approval on the basis of an assessment of the following:

1. the condition of the respective counter parties as regards their ability and willingness to pay;

2. collectability of the cash resources, by taking into account the legal form of the component, as well as the condition which
would impede the successful payment or collection of the component;

3. any information about the result from past requests to pay in such supplementary own funds made by the insurer or by the
reinsurer respectively to the extent to which the said information can reliably be used for assessment of the expected result from
future requests.

(5) The components of the own funds of the insurer or of the reinsurer respectively shall be classified in three lines pursuant to
an act of the European Commission and the ordinance under Article 168. When a particular component of the own funds
cannot be classified according to a list given in the act of the European Commission under Article 168, it shall be classified in
the appropriate line by the insurer or by the reinsurer in compliance with the requirements of the ordinance under Article 168.
The classification under sentence two shall be subject to approval by the Commission, on a proposal of the Deputy
Chairperson.

Delegation

Article 168. The remaining qualitative and quantitative requirements for determination of the own funds, for their classification,
as well as for their eligibility, shall be stipulated by an act of the European Commission and by an ordinance of the Commission.

Chapter Thirteen
CAPITAL SOLVENCY REQUIREMENT



Section I
General provisions

Capital solvency requirement

Article 169. The capital solvency requirement shall be calculated according to the standard formula or by means ofa full or
partial internal model.

Main principles for calculation of the capital solvency requirement

Article 170. (1) The capital solvency requirement shall be calculated on the basis of the presumption that the nsurer or the
reinsurer respectively shall carry on its operations as a going concern.

(2) The capital solvency requirement shall be calibrated to take into account all quantitatively measurable risks that the insurer
or the remsurer is exposed to. It shall encompass the present operations, as well as the future operations, which are expected
to be underwritten during the next 12 months. As regards the present operations, it shall cover only the unexpected losses.

(3) The capital solvency requirement shall correspond to the value-at-risk of the core own funds of the insurer or of the
reinsurer respectively, while adhering to a confidence interval of 99.5 percent for a period of one year.

(4) The capital solvency requirement shall encompass at least the following risks:
1. general insurance underwriting risk;

2. life msurance underwriting risk;

3. health insurance underwriting risk;

4. market risk;

5. credit risk;

6. operating risk.

(5) The operating risk under Paragraph 4, Item 6 shall include the legal risk but shall exclude the risk stemming from strategic
decisions, as well as the reputational risk.

(6) When calculating the capital solvency requirement, the insurer or the reinsurer respectively shall take into account the effect
of'the risk mitigation techniques, provided that the credit risk and the other risks stemming from the use of such techniques are
appropriately reflected in the capital solvency requirement.

Frequency of calculation

Article 171. (1) The msurer or the reinsurer respectively shall calculate the capital solvency requirement at least once a year
and shall report the result from the calculation to the Commission.

(2) The nsurer or the reinsurer respectively shall maintain eligble own funds covering the capital solvency requirement last
reported.

(3) The insurer or the reinsurer respectively shall monitor constantly the amount of the eligible own funds and of the capital
solvency requirement.

(4) Ifthe risk profile of the insurer or of the reinsurer deviates considerably from the assumptions underlying the last reported
capital solvency requirement, the insurer or the reinsurer respectively shall re-calculate immediately the capital solvency



requirement and shall report it to the Commission.

(5) When there is evidence, on the basis of which a conclusion can be drawn that the risk profile of the insurer or of the
reinsurer has changed considerably since the date of the last reporting of the capital solvency requirement, the Deputy
Chairperson may order the insurer or the reinsurer respectively to re-calculate the capital solvency requirement.

Section II
Calculation of the capital solvency requirement on the basis of the standard formula

Standard formula

Article 172. (1) An insurer or a reinsurer respectively, which has not obtained permission to apply a full or partial internal
model, shall calculate the capital solvency requirement by means of the standard formula.

(2) The standard formula and the procedure for calculation of the capital solvency requirement by means thereof shall be
stipulated by an act of the European Commission and by the ordinance of the Commission.

Replacement of part of the parameters of the standard formula with parameters specific to the insurer or reinsurer respectively

Article 173. (1) After an advance approval by the Commission, on a proposal by the Deputy Chairperson, the insurer or the
reinsurer respectively may replace, within the structure of the standard formula, part of its parameters with parameters which
are specific to it, for calculation of the modules of the life insurance underwriting risk, the general insurance underwriting risk or
the health insurance underwriting risk.

(2) These parameters shall be calibrated on the basis of internal data of the respective insurer or reinsurer or on the basis of
data that has direct bearing on its operations, while using standardised methods.

(3) In the approval granting procedure, the Commission, on a proposal of the Deputy Chairperson, shall check the
completeness, accuracy and fitness of the data used.

Significant deviations from the assumptions underlying the calculation of the standard formula

Article 174. When it is imappropriate that the capital solvency requirement be calculated in accordance with the standard
formula, because the risk profile of the respective insurer or reinsurer deviates significantly from the assumptions underlying the
calculation of the standard formula, the Commission, on a proposal by the Deputy Chairperson and subject to compliance with
Article 173, may impose an obligation, by a reasoned decision, on the insurer or reinsurer to replace part of the parameters
used i the calculation of the standard formula with parameter specific to such insurer or remsurer, for calculation of the
modules of the life insurance underwriting risk, the general msurance underwriting risk or the health insurance underwriting risk.
These specific parameters shall be calculated in such a manner as to guarantee compliance with Article 170, Paragraph 2 and
3.

Section III
Capital solvency requirement when using internal models

Full and partial internal models



Article 175. (1) An insurer or a reinsurer respectively may calculate the capital solvency requirement by using a full or a partial
mternal model after approval by the Commission on a proposal by the Deputy Chairperson.

(2) A partial nternal model may be used for calculation of one or several of the following components:

1. one or more modules or sub-modules of the risk of the basic capital solvency requirement;

2. the capital requirement for operating risk;

3. the correction for the capacity for absorption of losses of the technical reserves and of the deferred tax liabilities.

(3) A partial internal model may be used for the entire operations of the msurer or of the remsurer respectively or for one or
several sizeable commercial divisions.

Test for application of an internal model

Article 176. (1) The mternal model must be widely used and must have an important role in the management system of the
insurer or of the reinsurer respectively and in particular:

1. in its risk management system and in the decision-making process;

2. in its processes for assessment and allocation of its economic capital and of its solvency capital, including in the assessment
ofthe equity capital and solvency.

(2) The frequency of calculation of the capital solvency requirement through the internal model shall match the frequency with
which the insurer or the reinsurer respectively uses the internal model.

(3) The management and control body of the insurer or of the remsurer respectively must guarantee that the concept and the
functioning of the internal model are appropriate and that the internal model continues to reflect in an appropriate manner the
risk profile of the respective insurer or reinsurer.

Statistical quality standards

Article 177. (1) The internal model and the forecast for probability distribution, on which it is based, must meet the criteria
under Paragraphs 2 - 9.

(2) The methods used for calculation of the forecast of the probability distribution shall be based on adequate, applicable and
appropriate actuarial and statistical techniques and they shall be consistent with the methods used for calculation of the technical
reserves. The methods used for calculation of the forecast of the probability distribution shall be based on current and
trustworthy information, as well as on realistic assumptions. The insurer or the reinsurer respectively must be able to justify the
assumptions underlying its internal model, before the Deputy Chairperson.

(3) The data used for the internal model must be accurate, complete and appropriate. The insurer or the reinsurer respectively
shall be obligated to update the data bases used for calculation of the forecast of the probability distribution, at least once a
year.

(4) A specific method for calculation of the forecast of the probability distribution shall be selected by the insurer or by the
reinsurer respectively. Regardless of the selected calculation method, the capability of the internal model to classify the risk
must be sufficient to guarantee its wide use and its role in the management system of the insurer or the reinsurer, as well as to
guarantee the compliance with the other requirements under Article 176 (1). The internal model must cover all significant risks,
to which the msurer or the remnsurer is exposed, while covering at least the risk under Article 170 (4).

(5) As regards the diversification effects, the msurer or the reinsurer respectively may take into account, in its internal model,
relationships both within the risk categories and between the risk categories, provided that the Commission makes an
assessment that the system for assessment of these diversification effects is adequate.



(6) The msurer or the reinsurer respectively may take into account the effect of the risk mitigation techniques in its internal
model, provided that the credit risk and the other risks stemming from the use of such techniques are appropriately reflected n
the internal model.

(7) The msurer or the reinsurer respectively shall be obligated to assess accurately i its internal model the specific risks
associated with financial guarantees and contractual options, when these are significant. It shall also assess the risks associate
both with the options of the nsured person and with the contractual options for the insurer or the reinsurer respectively. For
that purpose, it shall take into account the impact of future changes in the financial and non-financial conditions on the exercise
of such options.

(8) In its mternal model, the mnsurer or the remsurer respectively may take nto account the future actions of its management
bodies, which are logically to be undertaken in these specific circumstances. In these cases, the time necessary to undertake
such actions shall also be taken into account.

(9) In its nternal model, the nsurer or the reinsurer respectively shall be obligated to take into account all payments to insured
persons or beneficiaries that the nsurer or the remnsurer expects to make, regardless of whether these payment are contractually
guaranteed or not.

Standards for calibration

Article 178. (1) For the purposes of the internal modelling, the insurer or the reinsurer respectively may use a different time
period or method for measuring the risk than those under Article 170 (3), to the extent to which the results from the internal
model allow calculation of the capital solvency requirement in such a manner as to guarantee protection to the nsured persons
and beneficiaries equivalent to the protection envisaged under Article 170.

(2) Where possible, the msurer or the reinsurer respectively shall derive the capital solvency requirement directly from the
forecast of the probability distribution generated by its internal model by using the value-at-risk method under Article 170 (3).

(3) When the msurer or the reinsurer cannot derive the capital solvency requirement directly from the forecast of the probability
distribution generated by the internal model, the Deputy Chairperson may authorise the use of approximate values in the
process of calculation of the capital solvency requirement, if the respective person can prove that a level of protection
equivalent to the one envisaged under Article 170 has been provided to the insured persons.

(4) The Deputy Chairperson may request from the insurer or from the reinsurer respectively to apply its internal model in regard
to relevant portfolios which constitute a basis for comparison and by using assumptions based i internal rather than external
data to establish the calibration of the internal model and to check whether its specifications conform to the generally accepted
market practice.

Review of'the sources of profit and loss

Article 179. The insurer or the reinsurer respectively shall, at least once a year, review the causes and sources of profits and
losses for each significant division of operations and shall demonstrate in exactly what manner the categorisation of the risk
selected in the internal model explains the causes and sources of profits and losses. The categorisation of risk and the review of
the sources of'the loss must reflect the risk profile of the insurer or the reinsurer respectively.

Standards for validation

Article 180. (1) The insurer or the reinsurer respectively shall have a regular cycle for validation of the model, which shall
include monitoring of the results from the application of the internal model, reporting of the constant fitness of its specifications
and testing of the results therefrom relative to the actual results.

(2) The process of validation of the model shall include an internal effective statistical process for validation of the internal
model, which enables the isurer or the remsurer respectively to prove before the Deputy Chairperson that the capital



requirements derived are appropriate.

(3) The applied statistical methods shall check the fitness of the forecast of the probability distribution not only relative to losses
sustained but also relative to all significant new data and information related thereto.

(4) The model validation process includes an analysis of the stability of the nternal model and in particular testing of the
sensitivity of the results from the internal model to changes in key assumptions underlying it. It shall also include assessment of
the completeness, accuracy and fitness of the data used by the mternal model.

Standards for documentation

Article 181. (1) The insurer or the reinsurer respectively shall be obligated to document the concept and the operating details
of the internal model.

(2) The documentation must:

1. certify compliance with the requirements of Article 176 - 180;

2. provide a detailed review of the theory, assumptions, mathematical and empirical basis on which the internal model depends;
3. specify the circumstances under which the internal model cannot function effectively.

(3) The insurer or the remsurer respectively shall document all significant changes in its internal model pursuant to Article 186.

External model and data

Article 182. The use by the insurer or by the reinsurer respectively of model and data obtained from third persons is not valid
grounds for waiving any of the requirements under Article 176 - 181.

Application of the acts of the European Commission

Article 183. The supplementary conditions to the internal models shall be stipulated by an act of the European Commission, as
well as by an ordinance of the Commission.

General provisions in connection with the approval of a full or a partial nternal model

Article 184. (1) The insurer or the reinsurer respectively shall submit a request to the Deputy Chairperson for approval of an
mternal model. Written evidence that the model meets the requirements under Article 176 - 181 shall at least be attached to the
request. When the request by the insurer or by the reinsurer pertains to approval of a partial internal model, the requirements
under Article 176 - 181 shall be adapted to reflect the limited field of application of the model. The Deputy Chairperson may
require all necessary evidence, where Article 7 of the Act Restricting Administrative Regulation and Administrative Control
over Economic Activity shall not be applied.

(2) The Commiission shall, on a proposal by the Deputy Chairperson, pronounce an opinion within 6 months from the receiving
the request under Paragraph 1, accompanied by all necessary evidence.

(3) The Commission shall approve the nternal model only if it believes that the systems of the msurer or of the reinsurer for
determining, measuring, monitoring, managing and reporting the risk are adequate and that the internal model meets the
requirements under Paragraph 1.

(4) The decision to deny the request under Paragraph 1 shall be properly justified.

(5) The Deputy Chairperson may, by means of a reasoned decision, impose an obligation on an insurer or on a remnsurer which



has obtained approval to use the internal model to submit a forecast valuation of the capital solvency requirements according to
the standard formula.

Specific provisions for the approval of a partial internal model

Article 185. (1) The Commission shall, on a proposal by the Deputy Chairperson, approve a partial internal model, if the
requirements under Article 184 and the following supplementary conditions are met:

1. the reasons for the limited field of applicability of the model has been duly justified by the isurer or by the remsurer
respectively;

2. the derived capital solvency requirement reflects more accurately the risk profile of the insurer or of the reinsurer and is made
consistent with the principles under Section One;

3. the concept of the partial internal model is conformant with the principles of Section One, making it possible for the partial
mnternal model to be fully integrated into the standard formula of the capital solvency requirement.

(2) In the process of considering a request for use of a partial internal model covering only particular sub-modules of a specific
module of the risk or some of the commercial divisions of the insurer or the remsurer respectively, in connection with a specific
risk module or part of the two above, the Deputy Chairperson may request from the applicant to present a realistic transitional
plan for expanding the field of applicability of such model. The transitional plan must present the manner, in which the msurer or
the reinsurer respectively plans to expand the field of applicability of the model onto other sub-modules or commercial divisions
to guarantee that the model covers the predominant part of their operations as regards the specific risk module.

Policy for changing a full or a partial mternal model

Article 186. (1) As part of the initial process of approving an internal model, the Commission shall, on a proposal by the
Deputy Chairperson, approve a policy for changing the model of the insurer or of the remsurer respectively. The msurer or the
reinsurer respectively may change its internal model in strict compliance with this policy only.

(2) The policy under Paragraph 1 shall stipulate the significant and the insignificant changes in the internal model.

(3) The significant changes in the internal model, as well as the changes in the policy under Paragraph 1, shall be subject to
preliminary approval by the Commission, on a proposal by the Deputy Chairperson.

(4) The msignificant changes in the nternal model shall not be subject to a preliminary approval, when developed in accordance
with the policy under Paragraph 1.

Responsibility of the management bodies

Article 187. (1) The management body of the insurer or of the reinsurer respectively shall approve the request for approval of
the internal model, as well as the request for approval of significant subsequent changes in it.

(2) The management body of the insurer or of the reinsurer respectively shall be responsible for the introduction of systems
guaranteeing the correct and uninterrupted functioning of the internal model.

Reverting to the standard formula

Article 188. After obtaining an approval for use of a full or a partial internal model, the insurer or the reinsurer respectively
may not revert to calculating the capital solvency requirement in accordance with the standard formula, with the exception of
well-grounded necessity and after approval by the Commission, on a proposal by the Deputy Chairperson.



Non-compliance with the internal model

Article 189. (1) If, after obtaining an approval for use of an internal model, the insurer or the reinsurer respectively ceases to
comply with the requirements of Article 176-181, it shall immediately submit to the Commission a plan for restoring the
compliance with the model within a reasonable time limit or it shall prove that the consequences from the non-compliance are
insignificant.

(2) In case the insurer or the reinsurer respectively fails to apply the plan under Paragraph 1, the Commission may, on a
proposal by the Deputy Chairperson, order the insurer or the reinsurer to revert to the standard formula for calculation of the
capital solvency requirement.

Significant deviations from the assumptions underlying the calculation of the standard formula

Article 190. When it is not appropriate for the capital solvency requirement to be calculated in accordance with the standard
formula, because the risk profile of the respective insurer or reinsurer deviates significantly from the assumptions underlying the
calculation of the standard formula, the Commission may, on a proposal by the Deputy Chairperson, order by a reasoned
decision the respective persons to use an internal model for calculation of the capital solvency requirement or of some ofits risk
modules.

Chapter Fourteen
MINIMUM CAPITAL REQUIREMENT

Definition

Article 191. The mmimum capital requirement shall be the minimum amount, to which the eligible core own funds of the msurer
or of the reinsurer must be equal.

Calculation of the minimum capital requirement

Article 192. (1) The minimum capital requirement shall be calculated in accordance with the following principles:
1. it shall be calculated in a clear and simple manner which is possible to audit;

2. it must correspond to such a level of eligible core own funds, below which the insured persons and the users shall be
exposed to unacceptable level of risk, if the msurer or the remnsurer continues to carry on its operations;

3. the linear formula under Paragraph 3, which is used for calculation of the mmimum capital requirement, shall be calibrated
relative to the value-at-risk of the core own funds of the insurer or of the reinsurer subject to compliance with a confidence
mterval of 85 percent for one year.

(2) The minimum capital requirement may not be less than the following absolute minimum amounts:

1. five million levs - for an nsurer, including a captive isurer, which has obtained an insurance licence that covers one or
several types of insurance under Items 1 - 9 and Items 16 - 18, Section II, Letter "A" of Annex No. 1, with the exception of
the cases under Item 2, Letter "b" when the absolute mmimum amount envisaged therem shall be applied.

2. seven million and four hundred thousand levs - for an insurer, which has obtained an insurance licence that encompasses one
or several types of insurance under:



a) Section I of Annex No. 1;

b) Items 10 - 15, Section II, Letter "A" of Annex No. 1;

3. seven million and two hundred thousand levs - for a reinsurer;

4. two millions and four hundred thousand levs - for a captive remsurer;

5. the sum total of the amounts under Items 1 and 2 for the msurers which performs operations under Section I of Annex No. 1
and under Item 1 and/or 2, Section II, Letter "A" of Annex No. 1 simultaneously.

(3) Subject to compliance with Paragraph 4, the minimum capital requirement shall be calculated as a linear function of all or
part of the following variables: technical reserves, subscribed premiums, capital-at-risk, deferred tax habilities and
administrative expenses of the insurer or of the reinsurer respectively. The variables used shall be measured by deducting the
share of'the reinsurers.

(4) Regardless of Paragraph 2, the minimum capital requirement may not be less than 25 percent and may not exceed 45
percent of the capital solvency requirement calculated according to the standard formula or by using an internal model, and
including all capital supplements imposed under Article 584.

(5) The insurer or the reinsurer respectively shall calculate the mmnimum capital requirement at least once a quarter and shall
report the result from the calculation to the Commission. The msurers or remsurers respectively shall not be obligated to
calculate the capital solvency requirement once a quarter in the cases of the restrictions under Paragraph 4.

(6) When the minimum capital requirement of an insurer or of a remnsurer is determined by any of the restrictions specified in
Paragraph 4, the insurer or the reinsurer respectively shall submit an explanation for that to the Commission.

(7) The methods for calculation of the minimum capital requirement shall be stipulated by an act of the European Commission.

Chapter Fifteen
SUBMISSION OF INFORMATION TO THE SUPERVISION AUTHORITIES

Relief in connection with the regular submission of information

Article 193. (1) The Deputy Chairperson may relieve an insurer or a reinsurer from the obligation to submit information under
Article 127, Paragraph 2, Item 1, when the time limit for submission thereof'is shorter than one year, provided that:

1. the submission of such information would constitute an excessive administrative burden as regards the nature, scale and
complexity of the risks associated with its operations;

2. this information is submitted at least once a year.

(2) Paragraph 1 shall not be applied to the quarterly reporting of the result from the calculation of the mnimum capital
requirement under Article 192, Paragraph 5, Sentence One.

(3) Paragraph 1 shall not be applied in respect of insurers or reinsurers which are part of a group within the meaning of Article
233, Paragraphs 1 or 2, unless they prove in a well-grounded manner to the Deputy Chairperson that regular supervisory
reporting on a more frequent basis than once a year is inappropriate in view of the nature, scale and complexity of the risks
associated with the operations of such group.

(4) The relief under Paragraph 1 shall be granted to insurers or remsurers respectively, which do not constitute more than 20
percent of the market of life msurance or general insurance respectively, and of the market of reinsurance, where the market
share in the case of general insurance shall be determined on the basis of the gross subscribed premiums, whereas the market
share in the case of life insurance shall be determined on the basis of the gross technical reserves.



(5) When applying the relief under Paragraph 1, the smallest insurers and reinsurers respectively shall enjoy preferential
treatment.

Relief in connection with the submission of detailed information

Article 194. (1) The Deputy Chairperson may relieve an insurer or a reinsurer of the obligation for detailed submission of
nformation (component by component), provided that:

1. the submission of such nformation would constitute an excessive administrative burden as regards the nature, scale and
complexity of the risks associated with its operations;

2. the submission of such mformation is not necessary for exercising effective supervision over the insurer or the remsurer;
3. the relief does not infringe on the stability of the respective financial systems in the European Union;
4. the msurer or the reinsurer respectively may submit the information at any time upon request.

(2) Paragraph 1 shall not be applied in respect of insurers or reinsurers which are part of a group within the meaning of Article
233, Paragraphs 1 or 2, unless they prove in a well-grounded manner to the Deputy Chairperson that detailed submission of
mformation (component by component) is inappropriate in view of the nature, scale and complexity of the risks associated with
the operations of such group, and if this will not infringe on the financial stability.

(3) Article 193, Paragraphs 4 and 5 shall be applied to the relief under Paragraph 1.

Criteria for application of relief as to the submission of mformation

Article 195. (1) For the sake of application of Article 193 and 194 and as part of the process of supervisory review, the
Deputy Chairperson shall make the assessment of whether the submission of information would constitute an excessive
administrative burden as regards the nature, scale and complexity of the risks of the msurer or of the reinsurer, while taking into
account at least:

1. the volume of'its premiums, technical reserves and assets;

2. the variability of the claims and indemnity amounts;

3. the market risks arising because of the mvestments;

4. the level of risk concentration;

5. the total number of types of life nsurance and general insurance, for which a licence has been granted;
6. the possible consequences from the asset management on the financial stability;

7. the systems and structures of the insurer or of the reinsurer respectively should provide information for the purposes of the
supervision and policy as regards the submission of information under Article 127 (7);

8. the fitness of its management system;
9. the level of the own funds for covering the capital solvency requirements and the minimum capital requirement;

10. whether the person is a captive insurer or reinsurer, which cover only risks associated with the industrial or commercial
group to which it belongs.

(2) When determining the market share under Article 193 (4) and Article 194 (3) in connection with Article 193 (4), the
Deputy Chairperson shall apply the guidelines adopted by the European Authority.



Chapter Sixteen
INVESTMENTS

Freedom of mvestment

Article 196. (1) The insurer or the reinsurer respectively may not be placed under an obligation to invest in specific asset
categories.

(2) The mvestment decision of the insurer or reinsurer or of the persons managing the investment operations may not be subject
to a preliminary approval or to a notification procedure.

(3) The Commission may, by an ordinance, limit the assets or the benchmark values, with which the msurance policies related
to investment funds are to be associated.

Location of the assets and prohibition to pledge assets

Article 197. (1) The assets for covering the technical reserves as regards risk located within the boundaries of the European
Union may be located in any member state, as well as in a third state.

(2) Paragraph 1 shall also be applied to the assets for covering the reserves for receivables from a reinsurer with a seat of
business in the Republic of Bulgaria, in another member state or in a third state, whose solvency legislative framework has been
recognised to be equivalent.

(3) The Commission may not impose a requirement for instituting a pledge of assets for covering the unearned premium reserve
or the outstanding claims reserve, when the remsurer is an insurance or reinsurance company licensed in the Republic of
Bulgaria or in another member state.

TITLE FOUR
REQUIREMENTS TO THE FINANCIAL CONDITION OF INSURERS WITHOUT A
RIGHT OF ACCESS TO THE COMMON MARKET

Chapter Seventeen
REQUIREMENTS TO THE TECHNICAL RESERVES AND TO THE ASSETS FOR
COVERING THE TECHNICAL RESERVES

Supplementary rules for setting up technical reserves

Article 198. (1) The technical reserves of an insurer without a right of access to the common market shall be calculated for
each type of insurance, under which an activity is performed, where the share of the reinsurers or the retrocessionaires shall not
be deducted.

(2) In case liabilities under nsurance or reinsurance contracts are set in a foreign currency, or the contract makes an
arrangement for recalculation in a foreign currency, the technical reserves shall be set up in the same currency.

(3) When the liabilities under Paragraph 1 are not set in a specific currency, the technical reserves shall be set up in Bulgarian



levs. In the aforesaid case, an insurer may set up reserves in the currency of the premium as agreed, if a well-grounded
conclusion can be made that the indemnity payment shall be effected i that same currency.

(4) In case a claim for payment in a particular currency has been presented, said currency differing from the currency identified
under Paragraph 1 or 2, the outstanding claims reserve shall be set up in the currency of the claim presented.

(5) In case the amount of the claim has been set in a currency, other than the one specified under Paragraphs 1-3, and this is
known to the msurer, the latter may set the outstanding claims reserve in that same currency.

General rules for the cover of the technical reserves

Article 199. (1) The insurer without a right of access to the common market shall be obligated at all time to cover the amount
of'the technical reserves with matching assets under the conditions of this Chapter.

(2) The Commission may, on a proposal by the Deputy Chairperson, prohibit an insurer under Paragraph 1 from making
discretionary disposition transactions with its assets, if the said insurer does not comply with the obligation under Paragraph 1
or under Article 200 (3).

Types of assets eligible to cover technical reserves

Article 200. (1) Only the following assets may be utilised to cover the technical reserves:

1. securities admitted for trading on a regulated market or a multilateral trading facility (MTF) in the Republic of Bulgaria or in
another Member State, as well as shares, qualified bonds and other qualified debt securities, admitted for trade on
mternationally recognised and liquid regulated markets or multilateral trading facilities in a third state;

2. securities issued or guaranteed by the Republic of Bulgaria or by another Member State, as well as qualified debt securities
issued or guaranteed by third states, their central banks or international organisations of which the Republic of Bulgaria or
another Member State is a member, as well as transferrable loans, for which no bonds underwritten by the Republic of Bulgaria
or by another member state are issued,

3. units issued by collective investment vehicles, and units and shares of national nvestment funds under the Collective
Investment Schemes and Other Undertakings for Collective Investments Act, as well as units of collective investment vehicles
headquartered in another Member State;

4. property rights in land and buildings;

5. receivables from reinsurers, including the reinsurers' share in technical reserves, and from special purpose vehicles for
alternative insurance risk transfer;

6. deposits and receivables from assignors;
7. receivables from msured parties and ntermediaries ensuing from insurance and reinsurance contracts;
8. receivables from loans against life insurance policies;

9. cash in hand and current accounts or deposits with banks with the right to pursue bank operations in the Republic of Bulgaria
or in another Member State;

10. deferred acquisition costs;
11. indisputably established receivables in relation to tax refunds.

(2) Qualified debt securities within the meaning of Paragraph 1 shall be debt securities with an nvestment rating by an
mternationally recognised rating agency.

(3) All assets shall be valued in compliance with the prudence concept, accounting for the risk of possible failure to turn these



mnto cash. The amount of receivables recognised as cover for technical reserves shall be calculated observing the prudence
concept, accounting for the risk of their possible non-settlement.

(4) Security derivatives, including options, futures and swaps related to activities covering the technical reserves shall be
recognised as cover for technical reserves only in case these contribute to the decrease of investment risk or facilitate effective
portfolio management. These shall be valued observing the prudence concept and may be taken into consideration in the
valuation of the underlying assets.

(5) Receivables from third persons shall be recognised as cover for technical reserves upon deduction of all counter-obligations
towards said third persons.

(6) The following shall not be recognised as cover for technical reserves:

1. property rights encumbered with pledge, mortgage or other burdens;

2. investments in a subsidiary;

3. receivables that have remained outstanding for more than three months after maturity.

(7) Under extraordinary circumstances, and upon an advance reasoned request of the insurer, the Commission may temporarily
allow the utilisation of some other types of assets in order to cover technical reserves provided that the requirements set under
Article 124 have been observed.

General rules for diversification

Article 201. (1) An insurer without a right of access to the common market shall invest the gross amount of technical reserves
set up in assets under Article 200 in compliance with the following restrictions:

1. up to 20 per cent in real estate, but not more than 10 per cent in a single property or in a group of properties that may be
regarded as one mvestment because of their location;

2. up to 80 per cent in securities under Article 200, Paragraph 1, Items 1 and 3, but not more than 30 per cent in assets other
than qualified bonds and other qualified debt securities;

3. without any restriction whatsoever in assets under Article 200, Paragraph 1, Item 2;

4. up to 5 per cent in securities of a single issuer, where this restriction shall not apply to assets specified in Article 200,
Paragraph 1, item 2;

5. up to 50 per cent in bank deposits, but not more than 25 per cent of the gross amount with one bank;
6. up to 3 per cent in cash in hand and under current accounts.

(2) The maximum amount of investments in real estate under Paragraph 1, Item 1 may not exceed 30 per cent of the difference
between the gross amount of technical reserves and the receivables from reinsurers transformed in accordance with the
procedure established in Article 202, Paragraphs 1 and 2.

(3) The maximum amount under Paragraph 1, Item 4 may be 10 per cent in case an insurer invests not more than 40 per cent
of'the technical reserves' gross amount in securities of issuers, the exposure of the above insurer to which exceeds 5 per cent of
its assets. The maximum amount under Paragraph 1, Item 4 may be 20 per cent in case an insurer invests technical reserves in
debt securities issued by a credit institution having its seat of business in a Member State, subject to special supervision, for the
purpose of protecting the holders of such securities. More specifically, contributions received in return for the issuance of
securities under sentence two shall be mvested, pursuant to the provisions of the law, in assets that throughout the duration of
the securities may cover the receivables from such securities and that in the case of issuer insolvency shall be utilised for the
preferential satisfaction of the receivables for the principal and the mterest accrued. The mvestment in units and shares in
national mvestment funds cannot exceed 15 per cent of the gross amount of technical reserves, also applying Paragraph 1, Item
4 and provided that the requirements referred to in Article 124 have been observed.

(4) The assets under Paragraph 1 may not be pledged, mortgaged or encumbered with any other burdens.



(5) The assets needed to cover the technical reserves shall be diversified and distributed in such a way, as to ensure that no
category of assets, nvestment market or separate mvestment has a significant share.

(6) Investment in categories of assets, with a high degree of risk inherent to their nature or the issuer's characteristics, as well as
the share of low liquidity assets needed to cover technical reserves shall be limited to reasonable levels.

Investment in receivables

Article 202. (1) A receivable from a reinsurer, including the reinsurer’s share in the technical reserves, may be acknowledged
as cover for the technical reserves after deduction of the deposits retained and the liabilities to the relevant reinsurer.

(2) A receivable or a share under Paragraph 1, respectively, shall be acknowledged as cover for technical reserves up to:

1. the value transformed under Paragraph 1 without limitation in case a reinsurer has an nvestment credit rating awarded by at
least one of the rating agencies specified in a resolution of the Commission;

2. 50 per cent of the value transformed under Paragraph 1 in case a reinsurer has a credit rating, other than investment class,
awarded by at least one of the rating agencies under item 1;

3. 20 per cent of the value transformed under Paragraph 1 in case a reinsurer has no credit rating awarded by any of the rating
agencies under item 1.

(3) Insurers shall declare to the Deputy Chairperson the reinsurers with whom they have concluded reinsurance contracts, as
well as mformation about their credit rating, within a 7-day period after the respective contract has been concluded. The
Deputy Chairperson has the right to fix amounts other than the ones set out in paragraph 2 for the acknowledgement of a
receivable from a certain reinsurer or of a share of certain reinsurer in the technical reserve for cover for the technical reserves,
provided circumstances exist that allow a different objective judgement of the stability of the reinsurer to be made. The Deputy
Chairperson may not prohibit conclusion of a reinsurance contract with a reinsurer licensed under this Code or with a reinsurer
from a Member State.

(4) Deposits with assignors and receivables from assignors shall be acknowledged as cover for technical reserves up to the
amount thereof set up in relation to reinsurance contracts concluded with the respective assignor.

(5) Receivables from insured parties, ensuing from insurance contracts, shall be acknowledged as cover for the technical
reserves up to the difference between the gross amount of the unearned premium reserve set up, the mathematical reserve or
the capitalised value of pensions, and the reinsurer's share in these, transformed n accordance with the procedure set out in
compliance with Paragraphs 1 and 2. Receivables from insurance intermediaries, ensuing from insurance contracts, shall be
acknowledged as cover for the technical reserves to a value of up to 20 per cent of the difference between the gross amount of
the unearned premium reserve set up, the mathematical reserve or the capitalised value of pensions, and the reinsurer's share in
these, transformed in accordance with the procedure set out in compliance with Paragraphs 1 and 2.

(6) Receivables from loans granted with regard to life insurance policies shall be acknowledged as cover for the technical
reserves up to the amount of the redemption value of the relevant policies in relation to which such loans have been granted.

(7) Paragraphs 1 — 3 shall furthermore apply to receivables under reinsurance contracts concluded with nsurers as well as to
the share in the technical reserves of such insurers which carry out inward reinsurance.

Receivables from Special Purpose Vehicles

Article 203. (1) A receivable from a special purpose vehicle for alternative insurance risk transfer may be acknowledged as
cover for the technical reserves after deducting the labilities to the respective special purpose vehicle and provided that it is
licensed in the Republic of Bulgaria or in another Member State and meets the requirements of Directive 2009/138/EC.

(2) A receivable shall be acknowledged as cover for the technical reserves up to:

1. eighty per cent of the transformed value under Paragraph 1 if the vehicle has an investment credit rating from at least one of



the rating agencies under Article 202, Paragraph 2, Item 1;

2. forty per cent of the transformed value under Paragraph 1 if the vehicle has a credit rating other than an nvestment grade
from at least one of the rating agencies under Article 202, Paragraph 2, Item 1;

3. two per cent of the transformed value under Paragraph 1 if the vehicle has no credit rating from any of the rating agencies
under Article 202, Paragraph 2, Item 1.

(3) Insurers shall declare to the Deputy Chairperson the special purpose vehicles for alternative insurance risk transfer with
which they have concluded contracts, as well as data about their credit rating, within 7 days from conclusion of the contract.
The Deputy Chairperson shall have the right to determine amounts other than those set out in Paragraph 2 for
acknowledgement of a receivable from a specific special purpose vehicle as cover for the technical reserves if circumstances
exist which allow a different objective assessment of the stability of the vehicle to be made. The Deputy Chairperson may also
acknowledge as cover for the technical reserves receivables from a special purpose vehicle licensed in a third country should
said vehicle meet requirements which are similar to the requirements referred to in Paragraph 1 and an objective assessment of
its stability and solvency can be made.

Deferred acquisition costs

Article 204. Deferred acquisition costs, less the related reinsurance commissions, deferred to a future period, shall be
acknowledged as cover for the gross amount of the technical reserves set up.

Territorial distribution rules

Article 205. (1) The technical reserves shall be covered by assets located on the territory of the Republic of Bulgaria or on the
territory of a member state. By permission of the Deputy Chairperson, issued in each specific case, technical reserves may also
be covered by assets, located within the territory of a third country.

(2) The requirement for territorial distribution of assets under Paragraph 1 shall not apply to cases where the technical reserves
are covered by mvestments in receivables from remsurers in the proportion set under Article 202.

(3) The assets' location shall be:

1. For ownership of real estate - the real estate's location;

2. For securities:

a) the issuing enterprise's seat of business;

b) the bank's seat of business - in case the securities are guaranteed by a bank;
c) the Depository's seat of business - in the case of dematerialised securities;
3. For deposits - the place where the deposit contract has been concluded;

4. For any other receivables - the debtor's seat of business;

5. For shares in nvestment funds - the location of assets included i the fund with a predominant share, fixed pursuant to the
terms and conditions under Items 1 - 4.

Currency conformity rules

Article 206. (1) In case the cover under an insurance contract has been fixed in a particular currency, the insurer's liabilities
shall be reported as payable in the same currency. The assets covering the technical reserves shall be in the same currency as
the liabilities ensuing from contracts under which the technical reserves have been set up.



(2) An insurer may not apply Paragraph 1 in covering the technical reserves, including the mathematical reserve, by assets, if
the application of this principle would lead to maintenance of assets in this currency at the amount of no more than 7 per cent of
the assets in other currencies.

(3) Paragraph 1 shall not apply to the cover for technical reserves in a currency other than BGN or the currency of one of the
Member States, where investments in that currency are regulated, where the currency is subject to transfer restrictions, or the
currency is not adequate to cover the technical reserves for other similar reasons.

(4) Up to 20 per cent of the total amount of technical reserves may be covered by assets in a currency other than the one in
which they have been set up, provided that the total amount of assets for cover of technical reserves in all currencies is at least
equal to the total amount of liabilities i all currencies.

(5) In case the technical reserves have been set up in BGN, EUR or another currency of a Member State, the assets for their
cover may be in EUR.

Special rules for the cover of reserves for the investment fund-related life insurance

Article 207. (1) Articles 201, 202 and 206 shall not apply for the assets for cover of reserves under Life Insurance related to
an investment fund, where Article 124 shall apply.

(2) In cases under an investment fund-related life insurance, part of the insurer's labilities are guaranteed, the technical reserves
for their amount shall be covered by assets in compliance with the general rules.

Chapter Eighteen
OWN FUNDS. SOLVENCY MARGIN. GUARANTEE CAPITAL

Own funds

Article 208. (1) The own funds of an insurer without a right of access to the common market, reduced by the intangible assets,
shall be at any time at least equal to the solvency margin or to the minimum amount of the guarantee capital in case it is higher
than the solvency margin.

(2) The own funds of the person under Paragraph 1 shall consist of its assets, reduced by the foreseeable labilities. The
elements included in the calculation of the amount of own funds shall be determined in an Ordinance.

(3) An msurer without a right of access to the common market, which is a mutual insurance cooperative society, shall be
obligated to maintain own funds to an amount equal to the solvency margin or to the mmimum guarantee capital under Article
210, in the cases where the latter is higher than the former.

Solvency margin

Article 209. (1) The solvency margin shall be the minimum amount of the own funds of an insurer without a right of access to
the common market, reduced by the mtangible assets required to ensure the performance of the person's contractual obligations
in the long run, in accordance with the total volume of its operations.

(2) The mnsurer without a right of access to the common market shall maintain adequate own funds necessary for ensuring
performance of its contractual obligations in the long run in accordance with the total volume of its operations.

(3) The solvency margin and the methods for its calculation shall be specified in the ordinance under Article 208 (2).



Guarantee capital

Article 210. The guarantee capital shall be one third of the solvency margin, but may not be less than:

1. Four million six hundred thousand Bulgarian levs - for an insurer who has obtained a licence for the performance of insurance
operations including the types of insurance under Items 1-9 and Items 16-18, Section II, Letter "A" of Annex No. 1;

2. seven million - for an insurer, which has obtained an insurance licence that encompasses the types of msurance under Section
I of Annex No. 1;

3. the sum total of the amounts under Items 1 and 2 - for the insurers which performs operations under Section I of Annex No.
1 and under Item 1 and/or 2, Section I, Letter "A" of Annex No. 1 simultaneously.

Chapter Nineteen
SUPPLEMENTARY REQUIREMENTS TO THE SOLVENCY OF INSURERS THAT
ARE PART OF A GROUP

Information about the transactions undertaken within an insurance group

Article 211. (1) The transactions of an insurer without a right of access to the common market which is part of a group, with
the following persons shall be subject to supervision:

1. A related company;
2. A company holding interest in it;
3. A company related to a company holding interest in it;

4. A natural person who holds a participating interest in the insurer that is part of a group, or who participates in a company
related to such natural person;

5. A natural person holding interest in a company that holds interest in the insurer that is part of an insurance group;

6. A natural person holding interest in a company related to a company holding interest in the insurer that is part of an insurance
group;

(2) The transactions under Paragraph 1 shall include:

1. Loans and other forms of lending;

2. Guarantees and off-balance sheet operations;

3. Transactions with the use of own funds, which serve to cover the solvency margin;
4. Investments;

5. Reinsurance operations;

6. Distribution of expenditures;

7. Others.

(3) The procedures for risk management, internal control and accounting of an isurer - part of a group - shall ensure
appropriate conditions for monitoring, assessment and control of the transactions under Paragraph 1. The Deputy Chairperson
may prescribe amendments and supplements to the above procedures where they fail to provide an adequate guarantee of the
solvency of the insurer that is part of'a group.



(4) Along with the quarterly information, the nsurer which is part of a group shall submit a report on significant transactions
under Paragraph 1.

(5) If; on the basis of the review of the procedures under Paragraph 3 or on the basis of the mformation submitted under
Paragraph 4, the Commission makes an assessment, on a proposal by the Deputy Chairperson, that the solvency is
jeopardised, it shall apply the following measures:

1. Order production of a plan under Article 215, and/or

2. Impose any of the coercive administrative measures under Article 587.

Adjusted solvency of insurers within a group

Article 212. (1) The adjusted solvency of an insurer, which is a participating undertaking in at least one msurer, shall be
calculated by methods stipulated by an ordinance of the Commission.

(2) In the calculation of'the solvency adjusted in compliance with Paragraph 1, included shall be companies:
1. related to the participating insurer under Paragraph 1;

2. participating in the participating insurer under Paragraph 1; and

3. related to the companies participating in the participating insurer under Paragraph 1.

(3) In case the adjusted solvency calculated in accordance with the procedure established by Paragraph 1 is a negative value,
the Commission shall, on a proposal by the Deputy Chairperson, apply the measures under Article 211 (5) against the
participating insurer under Paragraph 1.

Supplementary supervision over an insurer the parent company of which is a mixed-activity insurance or financial holding

Article 213. (1) A method for supplementary supervision stipulated by an ordinance of the Commission shall be applied in
respect of the msurers the parent company of which is a mixed-activity insurance holding or financial holding.

(2) When applying the method under Paragraph 1, the operations of all companies related to the mixed-activity insurance
holding or financial holding respectively shall be taken into account.

(3) In case as a result from the method applied under Paragraph 1 it has been established that the solvency of the insurer is or
may be at risk, the Commission, on a proposal by the Deputy Chairperson, shall apply against it the measures under Article
211 (5).

TITLE FIVE
RECOVERY MEASURES

Chapter Twenty
FINANCIAL STATUS RECOVERY MEASURES

Establishing and notification of impaired financial status



Article 214. (1) The insurer or the reinsurer respectively shall be obligated to adopt and apply procedures for establishing a
deteriorating financial status and shall be obligated to immediately notify the Commission thereof.

(2) The msurer shall obligatorily notify the Commission when it establishes that:

1. there aren’t sufficient eligible own funds for cover of the solvency margin and of the capital solvency requirement respectively
(non-compliance with the capital solvency requirement) - not later than 3 business days after establishing that fact;

2. there aren’t sufficient eligible core own funds for cover of the guarantee capital or of the minimum capital requirement
(non-compliance with the minimum capital requirement) respectively - not later than 3 business days after establishing that fact;

3. there is a risk of non-compliance under Items 1 or 2 in the following three months - not later than 5 days after establishing
that fact.

Solvency recovery plan and short-term plan

Article 215. (1) Within a 2-month time limit from establishing non-compliance with the capital solvency requirement or with the
solvency margin respectively, the msurer or the reinsurer respectively shall be obligated to prepare and present for approval to
the Commission, on a proposal by the Deputy Chairperson, a realistic plan for attaining solvency, which shall envisage within a
time limit of 6 months from the date of establishing the non-compliance:

1. restoring of the eligible own funds to a level ensuring cover of the capital solvency requirement or of the solvency margn
respectively, and/or

2. limiting the risk profile in such a manner as to guarantee compliance of the capital solvency requirement with the available
eligible own funds.

(2) Within a 1-month time limit from establishing non-compliance with the minimum capital requirement or with the guarantee
capital respectively, the msurer or the remnsurer respectively shall be obligated to prepare and present for approval to the
Commission, on a proposal by the Deputy Chairperson, a realistic short-term plan, which shall envisage within a time limit of
not less than three months from the date of establishing the non-compliance:

1. restoring the eligible core own funds to a level ensuring cover of the minimum capital requirement and of the guarantee
capital, and/or

2. limiting the risk profile in such a manner as to guarantee compliance of the minimum capital requirement with the available
eligible core own funds.

(3) In case the circumstances under Paragraphs 1 or 2 have been established by the Deputy Chairperson, he/she shall
immediately give an order to the insurer or to the reinsurer to prepare the relevant plan and shall fix the time limit for its drafting,
which may not exceed the time limits under Paragraph 1 or Paragraph 2 respectively.

(4) The plans under Paragraphs 1 and 2 shall also include data and evidence for:

1. a forecast valuation of the acquisition, administrative and other managerial expenses, including commission for insurance or
reinsurance intermediaries;

2. a forecast valuation of the revenues and expenses in relation to the direct insurance activity, inward and outward reinsurance;
3. a projected balance sheet;

4. a projected estimate of the financial resources mtended to cover the technical reserves, the capital solvency requirement and
the solvency margin, as well as the minimum capital requirement and the guarantee capital respectively;

5. the overall policy in the field of reinsurance;
6. measures for limiting the risk profile, where such are envisaged, and the way in which they affect the capital requirement;

7. other specific measures for attaining compliance with the requirements of'the Code;



8. sources of the financial resources for implementation of the plan;

9. supplementary requirements stipulated by an act of the European Commission in respect to the insurer applying Title Three
and in respect to the reinsurers.

(5) The Commission, on a proposal by the Deputy Chairperson, shall issue a ruling within 30 days from the plan's submission,
refusing to approve it in case the requirements under Paragraphs 1, 2 or 4 have not been complied with and in case the
measures proposed are not realistic or do not sufficiently guarantee the msurer's solvency, the interests of the msured parties or
the performance of the obligations arising from reinsurance contracts, or in case other prescriptive provisions of the law have
been violated.

Extending the time limits for implementation of the solvency recovery plan

Article 216. (1) The Commission, on a proposal by the Deputy Chairperson, may extend the 6-month time limit under Article
215 (1) by not more than three months, if it makes an assessment that this is necessary for the purposes of restoring the
financial health of the insurer or the reinsurer respectively, provided that this will not jeopardise the interest of the insured
persons or the implementation of the obligations stemming from the reinsurance contracts.

(2) In case of an exceptionally adverse situation established by the European Authority and, where necessary, after
consultations with the European Council for Systemic Risk, in case this situation affects insurers and reinsurers accounting for a
considerable share of the market or of the affected types of operations, the Commission may extend in respect of the affected
persons the time limit under Paragraph 1 by not more than 7 years, while taking into account all relevant factors, including the
average duration of the technical reserves.

(3) An insurer or a reinsurer which takes advantage of an extension of the time limit under Paragraph 2 shall submit a progress
report to the Commission once every quarter. This report shall be submitted not later than 15 days after the end of the
respective quarter to which it pertains and shall contain the measures undertaken and the progress made for restoring the level
of eligible own funds for cover of the capital solvency requirement and for reducing the risk profile for guaranteeing compliance
with the capital solvency requirement.

(4) The extension under Paragraph 2 shall be repealed by the Commission, when the progress report shows that there is no
significant progress towards achieving a recovery of the level of eligible own funds for covering the capital solvency requirement
or for reducing the risk profile for guaranteeing compliance with the capital solvency requirement, between the date of
establishing the non-compliance with the capital solvency requirement and the date of submission of the progress report.

(5) The Commission may request from the European Authority to establish the adverse situation under Paragraph 2, when:

1. insurers or reinsurers accounting for a considerable share of the market or of the affected types of operations are not able to
overcome the non-compliance with the capital solvency requirement within the time limit under Article 215, Paragraph 1 or
within the time limit under Paragraph 1 respectively;

2. one or several of the following circumstances exists on the market:

a) unexpected, sharp and severe collapse on the financial markets;

b) prolonged conditions of low interest rates;

¢) calamitous events of considerable impact;

d) another pieces of circumstances stipulated by an act of the European Commission.

(6) After establishing an adverse situation under Paragraph 2, the Commission shall cooperate with the European Authority in
giving a current assessment of whether the premises for establishing an adverse situation persist in their existence and shall notify
the European Authority of the disappearance thereof.

Non-compliance with the capital requirements



Article 217. The Commission may, on a proposal by the Deputy Chairperson, prohibit an insurer or a reinsurer from making
discretionary disposition transactions with its assets, if non-compliance with the following is established:

1. the minimum capital requirement and the guarantee capital;

2. the capital solvency requirement and the solvency margin respectively, and the Deputy Chairperson makes an assessment
that there is a threat that the financial status of the msurer or of the remsurer will deteriorate further.

Supplementary coercive measures

Article 218. (1) When, irrespective of the measures under Article 215, the financial status of an insurer or of a reinsurer
respectively continues to deteriorate, the Deputy Chairperson and the Commission may apply also other coercive
administrative measures for protecting the interest of the insurance service consumers and for guaranteeing the fulfilment of the
obligations under reinsurance contracts.

(2) The measures under Paragraph 1 shall be commensurate with the gravity of the financial difficulties of the nsurer or of the
reinsurer respectively and with their length in time.

TITLE SIX
TRANSFER OF PORTFOLIO. RESTRUCTURING

Chapter Twenty-One
TRANSFER OF AN INSURANCE AND/OR A REINSURANCE PORTFOLIO

Transfer of portfolio

Article 219. (1) An insurer (transferring insurer) may transfer all or part of its insurance portfolio to another insurer
(undertaking insurer) following written authorisation by the Deputy Chairperson.

(2) The transfer of an insurance portfolio shall be allowed, provided that:

1. the undertaking insurer holds a licence for the types of insurance and the risks thereunder included in the msurance portfolio,
which makes the object of transfer;

2. the undertaking insurer has the right to cover the risks under the contracts included in the msurance portfolio, in the countries
in which the said risks are located;

3. after the transfer the undertaking msurer will have the necessary eligible own funds for cover of the capital solvency
requirement and of the solvency margin respectively;

4. the undertaking insurer does not implement measures for recovery of'its financial status;

5. the transfer of an insurance portfolio shall not affect the mterests of the insured persons.

Application form for authorisation of the transfer of an insurance portfolio

Article 220. (1) An application form shall be submitted for issuance of an authorisation for transfer of an insurance portfolio, to



which the following shall be attached:

1. a written contract for transfer of the insurance portfolio, which shall contain a list of the transferred insurance contracts or a
clear indication of the transferred insurance contracts, including the types of insurance and the risks thereunder, and of the
territorial distribution of the covered risks by countries;

2. the details of the undertaking insurer, when these are not evident from the contract for transfer of the portfolio, and, when the
undertaking insurer does not have its seat of business in the Republic of Bulgaria - details of the member states in which it has
the right to cover risks;

3. information on the technical reserves and on the subscribed premiums corresponding to the contracts subject to transferral;

4. the primary input data on the technical reserves corresponding to the contracts subject to transferral; the primary input data
on the technical reserves shall be presented in the form of an electronic document signed by a qualified electronic signature, in a
format and with a content stipulated by an order of the Deputy Chairperson;

5. list of the assets to the transferred and their individualisation, as well as evidence of the ownership title to these assets;

6. data on guarantees provided by the transferring insurer or by a third person in respect to a potential increase of the reserves
and payments under the insurance contracts included in the portfolio to be transferred;

7. an actuarial report and a declaration by the responsible actuary of the transferring company on the sufficiency of the technical
reserves corresponding to the transferred insurance contracts;

8. a forecast of the amount of the capital solvency requirement and of the solvency margin respectively, as well as of the eligible
own funds of the undertaking insurer after the transfer of the portfolio;

9. a forecast of the amount of the capital solvency requirement and of the solvency margin respectively, as well as of the eligible
own funds of the transferring insurer after the transfer of the portfolio;

10. appropriate information on the management and organisational structure of the undertaking insurer, proving its capability to
service the nsurance services consumers under the transferred insurance contracts.

(2) After receiving the documents and the data under Paragraph 1, the Deputy Chairperson may require that other data and
evidence be submitted in order to ascertain the financial stability of the undertaking insurer and its capability to service the
msurance service consumers under the transferred insurance contracts after the transfer takes place.

(3) The Deputy Chairperson shall issue an opinion on the application for transfer of an insurance portfolio within a two-month
period of receipt of the application. Article 34, Paragraphs 2, 4 and 5 shall apply mutatis mutandis and the time limit for
removal of any irregularities or the submission of additional information shall not be shorter than 14 days.

(4) The Deputy Chairperson shall refuse to issue an authorisation in case the requirements set in accordance with the present
Code and the regulations concerning its implementation have not been observed or the interests of the insured persons have not
been protected.

Notification of the parties concerned. Right to contract termination

Article 221. (1) The undertaking insurer shall notify in writing the insured persons of a transfer of the insurance portfolio and of
its terms and conditions within a 14-day time limit after the transfer according to the procedure of Article 222 (1). The
notification shall be deemed to have been made also ifit is published on the nternet page of the transferring and undertaking
mnsurer, as well as in at least two central daily newspapers. In the case of transfer of a portfolio of insurance under Section I of
Annex No. 1, the notification published on the internet page of the transferring and undertaking insurer shall be maintained until
the term of limitation of each of the transferred contracts expires.

(2) The nsured person shall have the right to terminate the contract by notifying in writing the undertaking insurer within a
60-day time limit from receiving the notification or from the date of the last publication in a central daily newspaper under
Paragraph 1, Sentence Two respectively.

(3) Persons insured under Life Insurance shall have the right to obtain the premmum, which corresponds to the insurance



contract as of the day of transfer, and those mnsured under other insurances - the respective amount of premium, which
corresponds to the remaining contract term, with a proviso that no insurance indemnity has been paid or is forthcoming.

Effect of transfer

Article 222. (1) The transfer of an insurance portfolio shall have effect from the entry into force of the authorisation under
Article 219 (1), where, the assets for covering the technical reserves shall also be transferred simultaneously with the transfer of
the insurance contracts.

(2) In case the mnsured person has not taken advantage of his or her right under Article 221 (2), the transfer shall have effect
with regard to all persons with any rights or obligations under that same insurance contract.

(3) After the transfer under Paragraph 1, the transferring insurer shall be exempted from its labilities under the insurance
contracts transferred.

Transfer of an insurance portfolio within the European Union

Article 223. (1) An insurer may transfer all or part of its insurance portfolios of contracts, including those concluded in
accordance with the terms and conditions of the right of establishment or of the freedom to provide services, to an undertaking
msurer, having its seat of business in another Member State, following authorisation by the Deputy Chairperson, where Articles
219 - 222 shall apply accordingly.

(2) The Deputy Chairperson shall issue an authorisation upon receipt of a document, certifying that following transfer, the
undertaking insurer shall have at its disposal the necessary eligible own funds for cover of the capital solvency requirement, if
said document is submitted by the competent authority of the Member State of origin of the undertaking insurer.

(3) In case an insurer transfers insurance contracts concluded through one of its branch offices, the Deputy Chairperson shall
request the opinion of the competent authority in the Member State at the branch office's seat of business.

(4) In the cases under Paragraphs 1 and 3, the Deputy Chairperson shall issue the authorisation after obtaining the consent of
the competent authorities of the member states, where the insurance contracts have been concluded under the conditions of the
right of establishment or of the freedom to provide services.

(5) In the case where the Deputy Chairperson has not received a reply by the competent authorities of the Member States
under Paragraphs 2 - 4 within a 3-month period, it shall be reckoned that a positive opinion or implicit consent respectively has
been given.

(6) In the cases under Paragraphs 1 and 3, the undertaking msurer shall publish a notification of transfer of the nsurance
portfolio in compliance with the legislation of the Member State where the nsurance risk is located.

Transfer of insurance portfolio by a branch office of an insurer from a third country within the European Union

Article 224. (1) A branch office of an insurer from a third country, registered in the Republic of Bulgaria, may transfer all or
part of its insurance portfolios to an undertaking insurer having its seat in the Republic of Bulgaria or in another Member State
following authorisation by the Deputy Chairperson. Articles 219 - 222 shall apply in this case.

(2) Upon transfer of an nsurance portfolio to an undertaking insurer from another Member State, the Deputy Chairperson shall
issue an authorisation following receipt of a document, certifying that after transfer the insurer will have at its disposal the
necessary eligble own funds for cover of the capital solvency requirement, said document being issued by the competent
authority in the Member Sate of origin of the undertaking insurer.

(3) In the case of transfer of an insurance portfolio to an undertaking insurer from a third country through a branch registered in
the Republic of Bulgaria, the Deputy Chairperson shall issue an authorisation, if, following the transfer, the branch has the
necessary eligible own funds for cover of the capital solvency requirement. When the branch of the undertaking nsurer from a



third country is subject to supervision by a competent authority under Article 62 (3) of another member state, the Deputy
Chairperson shall issue an authorisation upon receipt of a document, certifying that, following transfer, the mnsurer shall have at
its disposal the necessary eligible own funds for cover of the capital solvency requirement, if said document is submitted by the
said competent authority. In the cases where the nsurance portfolio is transferred to a branch office of an nsurer from a third
country, whose branch office has been established within the territory of another Member State, the Deputy Chairperson shall
issue an authorisation following receipt of a document issued by the competent authority of the Member State where the branch
office is located, or, if necessary, by the competent authority under Article 62, Paragraph 3, certifying that after transfer the
undertaking insurer shall have at its disposal the necessary eligible own funds for cover of the capital solvency requirement, that
the legislation of the Member State where the branch office is located allows for such transfer, and that the competent authority
consents to such transfer.

(4) In cases under Paragraphs 1 - 3, the Deputy Chairperson shall issue an authorisation upon receipt of a consent by the
competent authority of the Member State where the risk is located, in cases said country is not the Republic of Bulgaria.

(5) In the case where the Deputy Chairperson has not received a reply by the competent authorities under Paragraphs 2 - 4
within a 3-month period of the query, it shall be reckoned that a positive opinion or mmplicit consent respectively has been
given.

(6) In the cases under Paragraphs 1 - 3, the undertaking insurer shall publish a notification of the transfer of the nsurance
portfolio in compliance with the legislation of the Member State where the risk is located.

(7) The transfer of an nsurance portfolio in which there are msurance contracts covering risks located in the Republic of

Bulgaria to a branch of an msurer from a third country with a seat of business in another member state shall be strictly
prohibited.

Granting consent in the case of a transfer of an insurance portfolio within the European Union

Article 225. (1) Upon transfer of an insurance portfolio within the European Union, including insurance contracts to which the
Republic of Bulgaria is the Member State where the risk is located, the Deputy Chairperson shall give consent for the transfer
within a 3-month period of receipt of the request from the authority competent to issue the transfer authorisation, in case the
mterests of the nsured persons are protected.

(2) Upon transfer of an msurance portfolio within the European Union, including insurance contracts to which the Republic of
Bulgaria is the Member State of the seat of business of a branch of a transferring nsurer from another member state, the
Deputy Chairperson shall give consent for the transfer within a 3-month period of receipt of the request from the authority
competent to issue the transfer authorisation, in case the mterests of the insured persons are protected.

(3) In case no opinion has been issued within the timeframe set under Paragraph 1 or under Paragraph 2 respectively, it shall be
reckoned that implicit consent has been given.

(4) The Deputy Chairperson shall refuse to grant consent, when insurance contracts, under which risks located in the Republic
of Bulgaria are covered, are transferred to:

1. a branch of an insurer from a third country with a seat of business in another member state;

2. an insurer from a member state which does not have the right to cover risks on the territory of the Republic of Bulgaria.

Certification of the capital solvency requirement of an insurer with a seat of business in the Republic of Bulgaria upon transfer of
msurance portfolio by an insurer from another Member State

Article 226. (1) Within a 3-month period from receipt of a request from the relevant competent authority of the home Member
State of the transferring insurer, who mntends to transfer an msurance portfolio of contracts concluded under the conditions of
the freedom to provide services or of the right of establishment to an insurer with a seat of business in the Republic of Bulgaria,
the Deputy Chairperson shall issue a document, certifying that upon transfer the undertaking insurer will have at its disposal the
necessary eligible own funds for cover of the capital solvency requirement.



(2) For the purposes of the issuing of the certificate under Paragraph 1, the Deputy Chairperson shall require from the insurer
with a seat of business in the Republic of Bulgaria the documents under Article 220, Paragraph 1, Items 1, 3, 5 - 8 and 10.

(3) The Deputy Chairperson shall refuse to issue the document under Paragraph 1, if the undertaking msurer does not have the
right to cover the risks under the contracts included in the insurance portfolio in any of the countries in which these risks are
located, as well as if, following the transfer, the undertaking insurer shall not have at its disposal the necessary eligible own
funds for cover of the capital solvency requirement, as well as if the undertaking insurer is in the process of implementation of a
recovery plan and therefore the interest of the insurer persons are jeopardised.

Certification of the capital solvency requirement of an msurer with a seat of business in the Republic of Bulgaria upon transfer of
msurance portfolio by an insurer from a third country established in a Member State through a branch

Article 227. (1) Within a 3-month time limit of receipt of a request by the relevant competent authority of the Member State at
the branch office of an insurer from a third country, who intends to transfer an insurance portfolio to an insurer having a seat of
business in the Republic of Bulgaria or to a branch office of an insurer from a third country registered in the Republic of
Bulgaria, as well as in case the Commission is the competent authority under Article 62 (3), the Deputy Chairperson shall issue
a document, certifying that, following the transfer, the undertaking msurer will have at its disposal the necessary eligible own
funds for cover of the capital solvency requirement.

(2) In order to issue the document under Paragraph 1, the Deputy Chairperson shall require from the nsurer or from the branch
ofthe insurer from a third country with a seat in the Republic of Bulgaria the documents under Article 220, Paragraph 1, Items
1,3,5-8and 10.

(3) The Deputy Chairperson shall refuse to issue a document under Paragraph 1, if, following the transfer, the undertaking
msurer or the branch of an insurer from a third country registered in the Republic of Bulgaria respectively will not have at its
disposal the necessary eligible own funds for cover of the capital solvency requirement and therefore the interest of the insured
person are jeopardised.

(4) The Deputy Chairperson shall refuse to issue a document under Paragraph 1, if, as a result of the transfer a branch of an
insurer from a third country with a seat of business in the Republic of Bulgaria will undertake a portfolio of contracts covering
risks located in other member states.

Special rules for transfer of a reinsurance portfolio

Article 228. This Chapter shall apply for transfer of a portfolio of reinsurance contracts between reinsurers, between insurers
or between an insurer and a reinsurer, except for Article 219, Paragraph 2, Item 5, Article 223, Paragraphs 3 - 6, Articles 224
and 225.

Chapter Twenty Two
TRANSFORMATION OF AN INSURER OR A REINSURER

Terms for transformation of an insurer or a reinsurer

Article 229. (1) Transformation of an insurer or of a reinsurer respectively shall be performed following authorisation of the
Commission in accordance with the following conditions:

1. the rights of the nsurance service users and the fulfilment of the obligations under reinsurance contracts shall be guaranteed;

2. after the transformation, the person has at its disposal the necessary eligible own funds for cover of the capital solvency
requirement and of the solvency margin respectively.



(2) Insofar as it is not otherwise provided in accordance with the present Chapter, the procedure set out in the Commerce Act
or the Cooperatives Act shall apply mutatis mutandis. No transformation through an amendment to legal form or a change in the
objectives shall be allowed.

(3) Transformation through merger or take-over shall be performed only between insurers where the requirement set under
Article 24, Paragraph 1 is observed or between reinsurers respectively.

(4) In case of transformation through a spin-off or separation, the newly established companies shall also be msurers or
reinsurers respectively.

Authorisation for transformation of an insurer or a reinsurer

Article 230. (1) For the issuing of an authorisation under Article 229 (1), an application shall be submitted, to which the
following shall be attached:

1. a resolution of the competent body of each of the successor and/or transforming companies for the transformation;
2. a contract or transformation programme;

3. a report by the management body of each of the transforming and succeeding companies under Article 262i of the
Commerce Act, also specifying the reasons necessitating the transformation;

4. an estimate of the amount of the capital solvency requirements and of the solvency margin respectively and the eligible own
funds of each company participating in the transformation, at the time of taking the decision on transformation;

5. a forecast of the amount of the capital solvency requirements and of the solvency margin respectively and the eligible own
funds of each company orignating after the transformation;

6. a balance sheet and an income statement of each company participating in the transformation as of the end of the month
preceding the date of filing the application;

7. an authorisation by the Commission for Protection of Competition — upon transformation through merger or take-over;

8. the annexes under Article 31, Paragraph 1, Items 1, 2 and 5 - 9 for each insurance company or reinsurance company
originating after the transformation, as well as for each receiving insurer or remsurer respectively with reflected changes as a
result of the transformation;

9. the annexes under Article 31, Paragraph 1, Items 5-9 and Paragraph 3, Items 1 and 2 for each mutual msurance cooperative
which originates after the transformation, as well as for each receiving cooperative with reflected changes as a result of the
transformation;

10. other documents relating to establishing the circumstances under Article 229 (1) at the request of the Commission.

(2) The Commission shall decide on the application for transformation within a 4-month period of submission of the above
application. In the case where irregularities are established or should additional imformation be needed, Article 34, Paragraphs
2,4 and 5 shall apply mutatis mutandis, and the time period for the removal of the irregularities or the submission of additional
information shall not be shorter than 15 days. The application under Paragraphs 1 shall be considered after payment of the
documents consideration fee.

(3) The Commission shall issue the authorisation for transformation simultaneously with the issuance of a licence for insurance
or reinsurance operations to the newly-established companies.

(4) The Commission shall refuse to issue an authorisation, if the requirements of this Code have not been complied with, if the
interest of the insured persons are not protected and if the fulfilment of the obligations under reinsurance contracts is not
guaranteed.

(5) Insurers participating in the transformation shall be obligated to notify the insured persons of the transformation effected in
strict compliance with Article 221 and Articles 223 - 228 respectively.



TITLE SEVEN
INSURERS AND REINSURERS THAT ARE PART OF A GROUP AND SUPERVISION
THEREOF

Chapter Twenty Three
GENERAL RULES

General provisions

Article 231. This title shall regulate:

1. the supervision over insurers and reinsurers that are part of a group;

2. the powers of the Commission and of the Deputy Chairperson in connection with the supervision of groups.

Supervision over a group

Article 232. (1) The insurers or the reinsurers respectively which are part of'a group shall be subject to supervision at the
group level in accordance with this title.

(2) An insurer or a reinsurer with a seat of business in the Republic of Bulgaria, which is part of a group, shall separately
continue to be faced with all the obligations and shall be subject to supervision under this Code, unless otherwise provided in
this title.

(3) The insurers with a seat of business in the Republic of Bulgaria, which are part of a group and which apply Title Four, shall
be subject to supervision at the group level according to the Title Four.

(4) When the Commission is a supervision authority in respect of a group, the powers for supervision of the group shall be
exercised by the Deputy Chairperson, unless otherwise provided in this Code.

(5) The Commission shall adopt an ordinance for the implementation of this title for the purpose of applying the guidelines of the
European Authority.

Group

Article 233. (1) A "group" is a group of undertakings, which consists of a participating undertaking and its subsidiary
undertakings. The following shall be included in the group: the undertakings in which the participating undertaking or its
subsidiary undertakings have participating interests, the undertakings which are managed jointly by virtue of a contract or by
virtue of their articles of incorporation or statutes, undertaking in which more than half of the members of the management or
control bodies are the same persons during the respective financial year and until the date preparation of the consolidated
financial statements.

(2) A "group" shall also be a group of undertakings which is based on the creation, by contract or otherwise, of strong and
sustainable financial links between the said undertakings and which may include mutual insurance cooperative societies or
associations of the mutual insurance type, provided that:

1. one ofthese undertakings actually exerts by coordination on a central level a dominant influence on the decisions, including



financial ones, ofthe other undertakings which are part of the group, and

2. the establishment or termination of such links for the purposes of the group supervision are subject to preliminary approval
by the supervision authority of the group.

(3) The undertaking under Paragraph 2, exercising coordination on a central level, shall be considered to be the parent
undertaking and the other undertakings under Paragraph 2 shall be considered to be the subsidiaries.

(4) A participating undertaking shall be:
1. a parent undertaking;

2. an undertaking which, directly or indirectly, owns 20 or more than 20 percent of the capital or of the voting rights of another
undertaking;

3. an undertaking related to another undertaking by virtue of common management, by virtue of a contract or by virtue of their
articles of incorporation or statutes;

4. an undertaking where more than half of the members of its management or control bodies also are more than half of the
members of the management or control bodies of another undertaking during the respective financial year until the date of
preparation of consolidated financial statements.

(5) A "related undertaking" shall be a subsidiary undertaking, a undertaking in which a participating interest within the meaning
of Paragraph 4, Item 2 is held or an undertaking related to another undertaking under the terms of Paragraph 4, Items 3 and 4.

(6) For the purposes of supervision over a group, as well as for the purposes of identification of a group, the Commission, the
Deputy Chairperson or another authority of the member state which exercises supervision over the group shall consider as:

1. parent undertaking - each undertaking for which they make an assessment that it actually exerts dommnant influence over
another undertaking;

2. a subsidiary undertaking - each undertaking for which they make an assessment that it is under the dommant influence of any
parent undertaking;

3. a participating interest - the possession, directly or indirectly, of voting rights or capital in an undertaking which they make an
assessment is actually under considerable influence exercised.

(7) "Undertakings" shall be the proprietors, the legal entities which are not proprietors and the non-personified formations
performing operations in the Republic of Bulgaria or outside the Republic of Bulgaria.

(8) An "insurance holding" shall be a parent undertaking other than a mixed financial holding company whose primary activity
mvolves acquisition and holding of participating interests exclusively and mainly in subsidiary undertakings which are insurers or
reinsurers, including insurers or reinsurers from a Member State or from a third country, where at least one of these subsidiary
undertakings is an nsurer or a reinsurer with a seat of business in the Republic of Bulgaria or in another member state.

(9) A "mixed msurance holding" shall mean a parent undertaking other than an msurance undertaking, insurance undertaking
from a third country, reinsurance undertaking, reinsurance undertaking from a third country, mixed nsurance holding company
or mixed financial holding company, where at least one of its subsidiary undertakings is an insurance undertaking or a
reinsurance undertaking with a seat of business in the Republic of Bulgaria or in another member state.

(10) "Mixed financial holding company" shall mean a financial holding company within the meaning of § 1, Item 14 of the
supplementary provisions of the Supplementary Supervision of Financial Conglomerates Act.

Applying supervision over a group

Article 234. (1) The supervision at the group level shall be applied in respect of:

1. an insurer or a reinsurer respectively which is a participating undertaking in at least one insurer or one reinsurer, an insurer or
a reinsurer from a third country, where the supervision over the group shall be implemented according to the procedure of



Chapters Twenty Four and Twenty Five;

2. an insurer or a reinsurer, the parent undertaking of which is an mixed insurance holding or financial holding with a seat of
business in a member state, where the supervision over the group shall be implemented according to the procedure of Chapters
Twenty Four and Twenty Five;

3. an insurer or a reinsurer, the parent undertaking of which is an insurance holding or a mixed financial holding with a seat of
business in a third country or an insurer or remnsurer from a third country, where the supervision over the group shall be
implemented according to the procedure of Chapter Twenty Six, Section One;

4. an insurer or a reinsurer, the parent undertaking of which is an mixed insurance holding, where the supervision over the group
shall be implemented according to the procedure of Chapter Twenty Six, Section Two.

(2) In the cases under Paragraph 1, Items 1 or 2, when the participating insurer or remsurer, or an mixed msurance holding or
financial holding with a seat of business in a member state is a related undertaking of the person subject to supervision or is a
person subject to supervision or a mixed financial holding itself, which is subject to supplementary supervision pursuant to the
Supplementary Supervision of Financial Conglomerates Act, the Deputy Chairperson may, after coordination with the other
supervision authorities concerned, decide not to perform at the level of this participating insurer or reinsurer, or mixed insurance
holding or financial holding supervision over the concentration of risk pursuant to Article 263, supervision over the intra-group
transactions pursuant to Article 264 or both of the above two types of supervision.

(3) When in respect of a mixed financial holding, equivalent provisions are in effect under this Code or under the
Supplementary Supervision of Financial Conglomerates Act in the field of supervision based on the risk, and when the
Commission is a supervision authority of a group, the Deputy Chairperson, after coordination with the other supervision
authorities concerned, may apply only the respective provisions of the Supplementary Supervision of Financial Conglomerates
Act.

(4) When m respect of a mixed financial holding, equivalent provision are n effect under this Code and under the Credit
Institutions Act in the field of supervision based on the risk, and when the Commission is a supervision authority of a group, the
Deputy Chairperson, after coordination with the consolidating supervision authority in the banking and investment sector, may
apply only the respective provisions which are applied to the most significant sector within the meaning of Article 3, Paragraphs
1 - 4 of the Supplementary Supervision of Financial Conglomerates Act.

(5) When the Commission is a supervision authority of a group, the Deputy Chairperson shall notify the European Authority,
the European Banking Authority and the European Securities and Markets Authority of the decisions under Paragraphs 3 and
4.

(6) The cases under Paragraph 1 are not mutually excluding each other and the Deputy Chairperson may apply more than one
approach of supervision under Paragraph 1 in respect of one and the same group.

Scope of the supervision of a group

Article 235. (1) The exercising of supervision over a group in accordance with Article 234 shall not include an obligation for
the supervision authority to have a supervision role on an individual level in respect of the nsurer or the reinsurer from a third
country, the insurance holding, the mixed financial holding and the mixed insurance holding separately, with the exception of the
powers under Article 82 in respect of a mixed insurance holding and financial holding,

(2) When the Commission is a supervision authority over a group, the Commission may, on a proposal by the Deputy
Chairperson decide separately for each specific case not to include in the supervision of a group under Article 234 any of the
undertakings that is part of the group, when:

1. the undertaking is in a third country, in which there are legal obstacles to providing the necessary information, where the rules
for calculation of the own funds under Article 250 shall be applied i this case;

2. the undertaking, which must be included, is of insignificant interest for the purposes of the supervision ofa group;

3. the inclusion of the undertaking would be mappropriate or misleading for the purposes of the supervision of a group.



(3) When several undertakings from the same group, taken separately, may be excluded according to the procedure under
Paragraph 2, Item 2, they shall be included, if, taken together, they are not of insignificant interest for the purposes of the
supervision of the group.

(4) Prior to making a decision under Paragraph 2, Items 2 or 3, the Deputy Chairperson shall consult the opinion of the other
supervision authorities concerned.

(5) Paragraphs 2 - 4 shall also apply when the Commission is a supervision authority of the group, headed by an insurer,
reinsurer, mixed insurance holding or financial holding with a seat of business in another member state.

(6) If; on the grounds under Paragraph 2, Items 2 or 3, a supervision authority of a group, other than the Commission, does not
include a local insurer or reinsurer in the scope of the supervision of the group, the Deputy Chairperson may request from the
person heading the group any information necessary for the supervision over the insurer or the remnsurer. If, according to the
procedure under Paragraph 2, Items 2 and 3, the Commission does not include an insurer or reinsurer in the supervision of the
group, the supervision authority of the member state, in which the seat of business of the nsurer or remsurer is located, may
request from the person heading the group in the Republic of Bulgaria any information necessary for the supervision over the
insurer or reinsurer.

Ultimate parent undertaking with a seat of business in the European Union

Article 236. (1) When the participating insurer or reinsurer or the mixed insurance holding or financial holding under Article
234, Paragraph 1, Items 1 or 2 is a subsidiary undertaking of another insurer, remsurer, mixed insurance holding or financial
holding with a seat of business in a member state, Chapters Twenty Four and Twenty Five shall be applied only at level of the
ultimate parent undertaking - an insurer, a reinsurer, a mixed insurance holding or financial holding with a seat of business in a
member state.

(2) When the ultimate parent undertaking, which is an insurer or reinsurer, or a mixed mnsurance holding or financial holding with
a seat of business in a member state under Paragraph 1, is a subsidiary undertaking of an undertaking which is subject to
supplementary supervision pursuant to Article 5, Paragraph 2 of Directive 2002/87/EC of the European Parliament and of the
Council of 16 December 2002 concerning the supplementary supervision over the credit institutions, the insurance undertakings
and the investment intermediaries belonging the a single financial conglomerate and for amendment of directives 73/239/EEC,
79/267/EEC, 92/49/EEC, 92/96/EEC, 93/6/EEC and 93/22/EEC of the Council and Directives 98/78/EC and 2000/12/EC of
the European Parliament and of the Council, the Deputy Chairperson, may, after consulting the other supervision authorities
concerned, decide not to implement at the level of this ultimate parent undertaking or holding supervision over the risk
concentration pursuant to Article 263, supervision over the intra-group transactions pursuant to Article 264 or both of the
above two types of supervision.

Ultimate parent undertaking at the national level

Article 237. (1) The Commission may, on a proposal by the Deputy Chairperson, apply group supervision over a local
msurer, reinsurer, mixed insurance holding or financial holding, heading a group within the meaning of Article 234, Paragraph 1,
Items 1 or 2, when the ultimate parent undertaking has its seat of business in another member state, after coordination with the
supervision authority of the group and with the ultimate parent undertaking in the other member state. The decision shall be
justified before the supervision authority of the group and before the ultimate participating undertaking in another member state.
When the Commission is a supervision authority of the group and has received a decision within the meaning of Sentence Two
from another supervision authority, the Commission shall notify thereof the remaining members of the supervision collegium.

(2) Paragraph 1 shall not be applied, when the ultimate parent undertaking at the national level is a subsidiary undertaking of a
parent undertaking from another member state, which has received authorisation to apply Chapter Twenty Four, Section I,
Subsection VI to this subsidiary undertaking,

(3) The Commission may, on a proposal by the Deputy Chairperson, limit the group supervision at the level of the parent
undertaking in the Republic of Bulgaria to one or several sections under Chapter Twenty Four.

(4) When the Commission, on a proposal by the Deputy Chairperson, decides to apply Chapter Twenty Four, Section I at the



level of the ultimate parent undertaking at a national level, the Commission shall recognise as final and shall apply the method for
calculation of the solvency of a group chosen by the group supervision authority in respect of the parent undertaking from
another member state.

(5) When the Commission, on a proposal by the Deputy Chairperson, decides to apply Chapter Twenty Four, Section I at the
level of the ultimate parent undertaking at a national level, the Commission shall recognise as final and shall apply the decision
for approval of an internal model approved at the level of the ultimate parent undertaking for calculation of the capital solvency
requirement of the group and of the capital solvency requirement of the insurers and remsurers which are part of the group.

(6) When, in the case under Paragraph 5, the Commission, on a proposal by the Deputy Chairperson, makes an assessment
that the risk profile of the ultimate parent undertaking at a national level significantly deviates from the internal model approved
at the group level, and if this parent undertaking does not fulfil the orders of the Commission, the Commission may:

1. impose an obligation to add capital to the capital solvency requirement of a group, calculated by the nternal model, or

2. in extraordinary cases, where the addition of capital under Item 1 would not be appropriate, the Commission may order the
parent undertaking to calculate the capital solvency requirement of a group according to the standard formula.

(7) The decision of the Commission under Paragraph 6 shall be justified before the supervision authority of the group and
before the ultimate participating undertaking in the other member state. When the Commission is a group supervision authority
and has received a decision within the meaning of Sentence One from another supervision authority in respect of a group, the
ultimate participating undertaking of which is located in the Republic of Bulgaria, the Commission shall notify thereof the
remaining members of the supervision collegium.

(8) When the Commission, on a proposal by the Deputy Chairperson, decides to apply Chapter Twenty Four, Section I at the
level of the ultimate parent undertaking at a national level, this undertaking may submit a request for application of Chapter
Twenty Four, Section I, Subsection VI in respect of a subsidiary undertakings of its.

(9) Chapters Twenty Four and Twenty Five shall be applied to the supervision of a group headed by an ultimate parent
undertaking at a national level, unless otherwise provided in Paragraphs 2 - 8.

Parent undertaking encompassing several member states

Article 238. (1) The Commission may conclude an agreement with a supervision authority of another member state, where
another related ultimate parent undertaking exists, for the purpose of implementing group supervision at the level of the
subgroup encompassing several member states.

(2) When the Commission has concluded an agreement within the meaning of Paragraph 1, no group supervision at the level of
the ultimate parent undertaking within the meaning of Article 237 may be applied in respect of a ultimate parent undertaking in a
member state, other than the member state, where the subgroup under Paragraph 1 is located.

(3) The arguments for conclusion of the agreement under Paragraph 1 shall be submitted to the supervision authority of the
group. When the Commission is a supervision authority of a group and has received arguments for an agreement from other
supervision authorities, the Deputy Chairperson shall notify thereof the remaining members of the supervision collegium.

(4) Article 237, Paragraphs 2 - 9 shall apply accordingly.

(5) The conditions for making a decision for conclusion of an agreement under Paragraph 1 shall be stipulated by an act of the
European Commission.

Chapter Twenty Four
FINANCIAL STATUS



Section I
Solvency of a group

Subsection I
General provisions

Supervision over the solvency ofa group

Article 239. (1) When implementing the supervision over the solvency of a group, Paragraphs 2 and 3, Article 265 and
Chapter Twenty Five shall be applied.

(2) In the cases under Article 234, Paragraph 1, Item 1, the participating undertaking which is an insurer or a remsurer shall
guarantee that the available eligible own funds n the group are at all times at least equal to the capital solvency requirement of
the group calculated in accordance with Subsection II, IIT and IV.

(3) In the cases under Article 234, Paragraph 1, Item 2, the insurers or a reinsurers in the group shall guarantee that the
available eligible own funds in the group are at all times at least equal to the capital solvency requirement of the group calculated
i accordance with Subsection V.

(4) When the Commission is a supervision authority of a group, the Deputy Chairperson shall implement supervisory review as
to the compliance with the requirements within the meaning of Paragraphs 2 and 3 in accordance with Chapter Twenty Five.
Article 214, Paragraph 1, Paragraph 2, Items 1 and 3, Article 215, Paragraphs 1 and 3 - 5 and Article 216 shall be applied
accordingly for this case.

(5) When the Commission is a supervision authority of a group, the Deputy Chairperson shall immediately notify the other
authorities that are members of the supervision collegium, when the undertaking heading the group, regardless of whether it is
local or not, has notified the Commission of non-compliance with the capital solvency requirement of the group or of a risk of
such non-compliance in the next three months. The supervision collegium shall analyse the situation in the group.

Frequency of calculation of the capital solvency requirement of a group

Article 240. (1) At least once a year, the local insurer or reinsurer, which is a participating undertaking, shall calculate the
capital solvency requirement of the group and shall report the result and the respective data on making the calculation before
the supervision authority of the group.

(2) At least once a year, the local mixed insurance holding or the local mixed financial holding shall calculate the capital
solvency requirement of the group and shall report the result and the respective data on making the calculation before the
supervision authority of the group. The supervision authority of the group may, after coordnation with the other supervision
authorities concerned, as well as with the group itself, designate an insurer or a reinsurer from the group who shall report the
mformation under Sentence One.

(3) The local insurer or reinsurer respectively, which is a participating undertaking, or the local mixed insurance holding or the
local mixed financial holding respectively shall monitor on a constant basis the capital solvency requirement of the group. If the
risk profile of the group deviates considerably from the assumptions underlying the last reported capital solvency requirement,
the person under Sentence One shall re-calculate immediately the capital solvency requirement of the group and shall report it
to the supervision authority of the group. The supervision authority of the group may request re-calculation of the capital
solvency requirement of the group, if its risk profile has changed significantly after the date of the last reporting of its capital
solvency requirement.

(4) When the Commission is a supervision authority of a group, the Deputy Chairperson shall have:



1. the power under Paragraph 2, Sentence Two even when the seat of business of the mixed insurance holding or of the mixed
financial holding heading the group is not in the Republic of Bulgaria;

2. the power under Paragraph 3, Sentence Three even when the seat of the isurer or remsurer, or of the mixed insurance
holding or mixed financial holding heading the group is not in the Republic of Bulgaria.

Subsection II
Methods for calculation of the capital solvency requirement of a group and main principles

Choice of calculation method

Article 241. (1) The calculation of the solvency at the level of a group of nsurers and/or reinsurers under Article 234,
Paragraph 1, Item 1 shall be made in accordance with the technical principles and according to one of the following methods:

1. Method based on accounting consolidation - Method 1 (main method);
2. Method of deduction and aggregation - Method 2 (alternative method).

(2) A local nsurer or rensurer, which is a participating undertaking under Article 234, Paragraph 1, Iteml, shall calculate the
solvency of the group according to Method 1. When the Commission is a supervision authority of the group, the Deputy
Chairperson shall require that Sentence One be applied even when the insurer or reinsurer, which is a participating undertaking
under Article 234, Paragraph 1, Item 1, is from another member state.

(3) A local msurer or reinsurer, which is a participating undertaking, by an authorisation by the supervision authority of the
group, may calculate the solvency of the group by Method 2 or by a combination of Method 1 and Method 2, where the
application of Method 1 only would be mappropriate. When the Commission is a supervision authority of a group, the Deputy
Chairperson shall adopt a decision on Sentence One after coordination with the concerned supervision authorities from the
other member states and after coordination with the group. Sentence Two shall be apply also when the Commission is a
supervision authority of a group headed by an insurer or by a reinsurer from another member state.

Inclusion of a proportionate share

Article 242. (1) When calculating the solvency of a group, the proportionate share held by the participating undertaking in the
undertakings related to it shall be taken into consideration.

(2) For the purposes of Paragraph 1, the proportionate share shall encompass one of the following two:
1. the percentages used for preparing the consolidated financial statements, when Method 1 is used;

2. the proportionate share of the subscribed capital held directly or indirectly by the participating undertaking, when Method 2
is used.

(3) Regardless of the method used, when the related undertaking is a subsidiary undertaking and does not have at its disposal
sufficient eligible own funds to cover the capital solvency requirement, the total shortage of funds in the subsidiary undertaking
shall be taken into account.

(4) When, at the discretion of the supervision authorities, the liability of the parent undertaking holding a share of the capital is
strictly limited to this share in the capital, the Deputy Chairperson, when implementing the functions of a supervision authority of
a group, or the supervision authority of another member state respectively, which is implementing this function, may,
nevertheless, permit that the shortage of funds in the subsidiary undertaking be taken into account on a proportionate basis.

(5) The Deputy Chairperson, when implementing the functions of a supervision authority of a group, or a supervision authority
of another member state, which is implementing this function, after coordination with other concerned supervision authorities



and with the group, shall determine the proportionate share which is taken into account in the following cases:
1. there are no capital links between any of the undertakings in the group;

2. a supervision authority has determined that voting rights or capital of an undertaking, held directly or indirectly, may be
classified as a participating interest, since, in the opiion of the supervision authority, considerable influence is actually exerted
over the undertaking concerned;

3. a supervision authority has determined that one undertaking is a parent undertaking of another undertaking, since, in the
opinion of the supervision authority, the former actually exerts dominant nfluence over the latter.

Exclusion of the double use of eligible own funds

Article 243. (1) The double use of own funds eligible for cover of the capital solvency requirements between different insurers
or reinsurers which participate in the calculation shall be strictly prohibited.

(2) For that purpose, when calculating the solvency of the group, the following amounts shall be excluded, even though the
methods described in Subsection IV do not envisage doing so:

1. the value of each asset of a participating undertaking which is an insurer or a reinsurer, where the said asset constitutes a
source of financing of own funds eligible for cover of the capital solvency requirement of any of its related undertakings, which
IS an insurer or a reinsurer;

2. the value of each asset of a related undertaking which is an insurer or a reinsurer of a participating undertaking which is an
msurer or a reinsurer, where the said asset constitutes a source of financing of own funds eligible for cover of the capital
solvency requirement of such participating undertaking, which is an insurer or a reinsurer;

3. the value of each asset of a related undertaking which is an insurer or a reinsurer of a participating undertaking which is an
msurer or a reinsurer, where the said asset constitutes a source of financing of own funds eligible for cover of the capital
solvency requirement of any other related undertaking, which is an insurer or a reinsurer of such participating undertaking,
which is an msurer or a remsurer.

(3) Regardless of the provision of Paragraphs 1 and 2, the following elements may be included in the calculation, to the extent
that they are eligible for cover of the capital solvency requirement of the respective related undertaking:

1. funds at the expense of the positive result arising in a related undertaking, which is a life insurer or a life insurance reinsurer of
the participating msurance or remsurance undertaking, for which solvency of'a group is calculated;

2. subscribed but unpaid capital of a related undertaking, which is an insurer or a reinsurer of the participating insurance or
reinsurance undertaking, for which solvency of'a group is calculated.

(4) Regardless of Paragraph 3, the following shall be excluded from the calculation in any case:
1. subscribed but unpaid capital, which constitutes a potential liability of the participating undertaking;

2. subscribed but unpaid capital of a related insurance or reinsurance undertaking, which constitutes a potential liability of a
related insurance or reinsurance undertaking;.

3. subscribed but unpaid capital of a related insurance or remnsurance undertaking, which constitutes a potential liability of
another related nsurance or reinsurance undertaking of the same participating insurance or reinsurance undertaking,

(5) When the Deputy Chairperson or a supervision authority of another member state makes an assessment that some of the
own fund eligible for cover of the capital solvency requirement of a related insurance or reinsurance undertaking, other than
those specified in Paragraphs 3 and 4, may actually not be available to cover the capital solvency requirement of a participating
msurance or reinsurance undertaking, whose group solvency is calculated, such own funds may be included in the calculation to
the extent that they are eligible for cover of the capital solvency requirement of the related undertaking.

(6) The amount of the own funds specified in Paragraphs 3, 4 and 5 may not exceed the capital solvency requirement of the
related insurance or reinsurance undertaking.



(7) The eligible supplementary own funds of a related insurance or reinsurance undertaking of a participating insurance or
reinsurance undertaking, for which group solvency is calculated, where these eligible supplementary own funds are subject to
preliminary approval by a supervision authority, may be included in the calculation, if they are duly approved by the supervision
authority competent for the supervision of the related undertaking.

Exclusion of intra-group generation of capital

Article 244. (1) When calculating the solvency of a group, the own funds eligible for cover of the capital solvency requirement
which arise from reciprocal financing between the participating msurance or remsurance undertaking and any of the following
undertaking shall not be taken into account:

1. related undertaking;
2. participating undertaking;
3. other undertaking related to any of its participating undertakings.

(2) When calculating the solvency of'a group, the own funds eligible for cover of the capital solvency requirement of a related
msurance or reinsurance undertaking of a participating insurance or reinsurance undertaking, for which the solvency of a group
is calculated, where the respective own funds arise from reciprocal financing with any other related undertaking of this
participating msurance or reinsurance undertaking, shall not be taken into account.

(3) It shall be deemed that there exists reciprocal financing at least in the following case: when an insurer or a reinsurer, or any
of its related undertakings owns stocks or shares or extends loans to another undertaking, which directly or indirectly owns
own funds eligible for cover of the capital solvency requirement of the former undertaking.

Valuation

Article 245. The valuation of the assets and labilities shall be made in accordance with Article 152.

Subsection III
Application of calculation methods

Related nsurance or reinsurance undertakings

Article 246. (1) When an insurer or a reinsurer has more than one related insurance or reinsurance undertakings, the solvency
of'a group shall be calculated by excluding each related nsurance or reinsurance undertaking.

(2) When the seat of business of a related insurance or reinsurance undertaking of the insurer or remsurer, for which the
solvency of a group is calculated, is in a member state, other than the Republic of Bulgaria, the calculation shall take into
account, as regards the related undertaking, the capital solvency requirement and the own funds eligible for cover of this
requirement, as provided for in the other member state.

Intermediate msurance holdings

Article 247. (1) When calculating the solvency of a group of an insurer or a reinsurer, which, through a mixed insurance
holding or through a mixed financial holding, owns a participating interest in a related undertaking which is insurer, reinsurer,
msurer from a third country or remnsurer from a third country, the condition of this intermediate mixed nsurance holding or
mixed financial holding shall be taken into account.



(2) Solely for the purpose of this calculation, the intermediate mixed insurance holding or mixed financial holding shall be treated
as an msurer or a reinsurer, in respect of which the rules under Chapter Thirteen are applied as regards the capital solvency
requirement and under Chapter Twelve as regards the own funds eligible for cover of the capital solvency requirement.

(3) In case the intermediate mixed insurance holding or mixed financial holding owns subordinated debt or other eligible own
funds, which are subject to limitations, they shall be recognised as eligible own funds up to the amount calculated when applying
the limitations pursuant to the ordinance under Article 168 to the total amount of the eligible own funds at the group level in
respect of the capital solvency requirement at the group level.

(4) The eligble supplementary own funds of the intermediate mixed insurance holding or mixed financial holding, for which a
prelimmary approval by the supervision authority under Article 167 would be required, where these eligible supplementary own
funds are owned by an insurer or a reinsurer, may be included in the calculation of solvency of a group only if they have been
approved by the supervision authority of the group. For the purposes of Sentence One, subscribed but unpaid capital of the
mtermediate mixed insurance holding or mixed financial holding may be recognised as supplementary own funds.

Insurers from third countries and equivalence of the framework in connection with insurers from third countries

Article 248. (1) When calculating the solvency of a group of an insurer or of a reinsurer, which is a participating undertaking in
an msurer or in a reinsurer from a third country in accordance with Article 255, the insurer from the third country shall be
treated as a related local insurance or reinsurance undertaking solely for the purposes of the said calculation.

(2) When, in the third country of the seat of business of the msurer or of the reinsurer under Paragraph 1, it is required that it
should be subject to licensing and be subject to solvency requirements, which are at least equivalent to the requirements under
Title Four, when calculating the solvency of a group as regards this insurer or reinsurer, the capital solvency requirement and
the own funds eligible for compliance with this requirement shall be taken into account, as stipulated in the respective third
country.

(3) In the cases when the European Commission has adopted an act for equivalence or temporary equivalence of the
supervision requirements in a third country under Article 227, Paragraph 4 or 5 of Directive 2009/138/EC, it shall be assumed
that the requirements in the respective third country are equivalent to the requirements under Title Four.

(4) When no act for equivalence under Paragraph 3 has been adopted and when the Commission is a supervision authority of a
group, the assessment of equivalence shall be made by the Commission in cooperation with the European Authority and after
coordination with the other concerned supervision authorities of the member states. When, in respect of that same third
country, a decision regarding the equivalence of the supervision framework was adopted earlier by a supervision authority in
another member state, the Commission may not adopt a different decision, unless significant changes arising in the framework
under Title Four or in the supervision framework of the third country have to be taken into account.

(5) The assessment of the equivalence of the supervision framework in the third country shall be made according to criteria
adopted by an act of the European Commission.

(6) When the Commission is not a supervision authority of a group and in the case of dissent with a decision regarding the
equivalence of the supervision framework in a third country adopted by another supervision authority of a group, the
Commission may, within a 3-month time limit from notification of the adopted decision, refer the matter for consideration by the
European Authority in accordance with Article 19 of Regulation (EU) No. 1094/2010.

Credit institutions, investment intermediaries and financial institutions

Article 249. (1) When calculating the solvency of a group of an insurer or of a reinsurer, which is a participating undertaking in
a credit institution, an investment intermediary or a financial institution, the participating local insurance or reinsurance
undertaking may apply Method 1 or Method 2 respectively for calculation of supplementary capital adequacy under the Annex
to Article 6 and 7 of the Supplementary Supervision of Financial Conglomerates Act. Method 1 may be applied only when the
supervision authority of a group has made an assessment that the level of the integrated management and the internal control in
respect of the companies included in the scope of the consolidation is satisfactory. The method chosen shall be applied
consistently over time.



(2) When the Commission is a supervision authority of a group, the Deputy Chairperson may, ex officio or at the request of the
participating undertaking, deduct any participation under Paragraph 1 from the own funds eligible for cover of the solvency of
the group of the participating undertaking.

Absence of the necessary information

Article 250. (1) When information necessary for calculation of the solvency of the group is lacking, in connection with a related
undertaking in a member state or in a third country, the accounting value of such undertaking shall be deducted from the eligible
own funds for cover of the solvency of the group.

(2) In this case, the unrealised profits, which are associated with the participation in this undertaking, shall not be recognised as
eligible own funds for cover of'the solvency of the group.

Subsection IV
Calculation methods

Method based on accounting consolidation - Method 1 (main method)

Article 251. (1) According to the Method of Accounting Consolidation, the local insurer or reinsurer heading the group shall
calculate the solvency of the group on the basis of the consolidated financial statements.

(2) The solvency of the group of the local insurer or remnsurer heading a group shall be equal to the difference between the
eligible own funds for cover of the capital solvency requirement, calculated on the basis of the consolidated data, and the
capital solvency requirement at the group level, calculated on the basis of the consolidated data.

(3) The eligible own funds and the capital solvency requirement shall be calculated according to Chapter Twelve and Chapter
Thirteen at the group level on the basis of the consolidated data.

(4) The capital solvency requirement on the basis of consolidated data (consolidated capital solvency requirement of a group)
shall be calculated either in accordance with the standard formula subject to compliance with the principles under Chapter
Thirteen, Sections One and Two, or in accordance with an approved internal model subject to compliance with the principles
under Chapter Thirteen, Sections One and Two.

(5) The consolidated capital solvency requirement of a group may not be less than the sum total of the minimum capital
solvency requirement of the insurer or of the reinsurer heading the group and the proportionate share of the mmimum capital
requirement of the related nsurers and resurers.

(6) The minimum amount of the consolidated capital solvency requirement of the group shall be covered by eligible core own
funds determined according to the ordmance under Article 168. The principles under Subsection III shall be applied
accordingly in order to determine whether these eligible funds may be used for the cover of the minimum consolidated capital
requirement of a group. Article 214, Paragraph 2, Items 2 and 3 and Article 215, Paragraphs 2 - 5 shall also be applied
accordingly.

Internal model of a group

Article 252. (1) A local insurer or reinsurer, which is participating undertaking, together with its related insurers and reinsurers,
as well as the related insurers of a local mixed insurance holding or of a local mixed financial holding, may submit an application
to the competent supervision authority of the group for authorisation to calculated the consolidated capital requirement of the
group, as well as the capital solvency requirement of the insurers and of the reinsurers in the group, by means of an internal
model. When an insurer or a reinsurer with a seat of business in the Republic of Bulgaria is a related undertaking within a group,



it shall have the right to participate in the application under Sentence One on the mitiative of the participating insurer or
reinsurer, or on the mitiative of another insurer or reinsurer, which is a related undertaking with an mixed insurance holding or
with a mixed financial holding.

(2) When the Commission is a supervision authority of a group and receives an application under Paragraph 1, the Commission
shall inform the supervision authorities which participate n the supervision collegium and shall send them immediately the
application, together with all the documents attached thereto.

(3) In the case of an application under Paragraphs 1 or 2, the Commission, in its capacity of a supervision authority of the
group or of a member of the supervision collegium, shall cooperated with the other members of the supervision collegium for
adopting, within 6 months of receiving the application with all the documents by the supervision authority of the group, a mutual
decision to issue or to refuse to issue authorisation for using an internal model, as well as on the possible conditions given which
the authorisation would be issued.

(4) When a mutual decision is achieve on the application for approval of a group’s internal model, the Commission or the other
supervision authority respectively, in the capacity of group’s supervision authority, shall hand the mutual decision over to the
applicant, together with the comprehensive arguments thereof.

(5) When no mutual decision is achieved within the time limit under Paragraph 3, the Commission shall, in the capacity of a
group’s supervision authority, adopt its own decision on the application for approval of a group’s internal model, after
discussing the remarks and objections made by the other supervision authorities within the 6-month time limit. The independent
decision of the Commission shall be justified by arguments and shall be handed over to the other members of the supervision
collegium and to the applicant. The decision shall be considered final and shall be subject to implementation. Sentence One,
Town and Three shall be applied accordingly when the Commission is not a supervision authority of the group.

(6) When no mutual decision has been achieved and the time limit under Paragraph 3 has not expired, the Commission may
notify the European Authority according to the procedure of Article 19 of Regulation (EU) No. 1094/2010. When the
Commission is a group’s supervision authority and the European Authority has been notified according to the procedure of
Article 19 of Regulation (EU) No. 1094/2010, the Commission shall postpone the taking of an independent decision pending
the pronouncement of opmion by the European Authority and shall take a decision in accordance with such pronounced
opmion. The decision of the Commission or of another group’s supervision authority respectively, that pertains to an application
for approval of a group’s mternal model and that was adopted in accordance with the opinion pronounced by the European
Authority according to the procedure of Article 19, Paragraph 3 of Regulation (EU) No. 1094/2010, shall be considered final
and shall be subject to implementation.

(7) I, n accordance with Article 41, Paragraphs 2 and 3 and with Article 44, Paragraphs 1 and 3 of Regulation (EU) No.
1094/2010, the decision proposed by the work group is rejected, the decision on the application for approval of a group’s
mternal model shall be made by the Commission or by the other supervision authority of the group. This decision shall be
considered final and shall be subject to implementation. The 6-month time period shall be considered a reconciliation period
within the meaning of Article 19, Paragraph 2 of Regulation (EU) No. 1094/2010.

(8) The unified conditions for the mutual decision making process shall be stipulated by an act of the European Commission.

Deviations from the assumptions underlying a group’s internal model at the level of a specific insurer or reinsurer

Article 253. (1) When the Commission, on a proposal by the Deputy Chairperson, makes an assessment that the risk profile
ofa local insurer or reinsurer significantly deviates from the internal model approved at the group level under Article 252, and if
such person does not fulfil the orders of the Commission, the Commission may:

1. impose an obligation to add capital to its capital solvency requirement calculated by the internal model, or

2. in extraordinary cases, where the addition of capital under Item 1 is not appropriate, the Commission may order such person
to calculate the capital solvency requirement according to the standard formula.

(2) In the case under Paragraph 1, Item 2, the Commission may, on a proposal by the Deputy Chairperson, order that capital
also be added according to the procedure of Article 584, Paragraph 1, Items 1 or 3 to the capital solvency requirement of this
person calculated by application of the standard formula.



(3) The decision for application of measures under Paragraphs 1 or 2 shall be justified by arguments and shall be submitted to
the insurer or to the reinsurer respectively, as well as to the other members of the supervision collegium.

Adding capital of a group

Article 254. (1) When the Commission is a supervision authority of a group, the Deputy Chairperson shall monitor on an
ongoing basis whether the consolidated capital solvency requirement in an appropriate manner reflects the risk profile of the
group and, in particular, shall monitor for the occurrence of any of the premises under Article 584 (1), especially in the cases
when:

1. a specific risk existing at the group level is not encompassed adequately by the standard formula or by the mternal model
used, because it is difficult to assess quantitatively, or

2. respective supervision authorities have ordered that capital be added to the capital solvency requirement of one or more
related msurers or reinsurers.

(2) When in the cases under Paragraph 1, it is established that the risk profile of the group is not adequately reflected, the
Commission may, on a proposal by the Deputy Chairperson, order that capital be added to the consolidated capital solvency
requirement of the group in compliance with Article 584 accordingly.

Method of deduction and aggregation - Method 2 (alternative method)

Article 255. (1) According to the Method of Deduction and Aggregation, the local insurer or reinsurer respectively, which is a
participating undertaking, shall calculate its solvency as the difference between:

1. the aggregated eligible own funds ofthe group under Paragraph 2, and

2. the value of the related insurers and reinsurers belonging to the local insurer or reinsurer which is a participating undertaking,
and the aggregate capital solvency requirement of the group under Paragraph 3.

(2) The aggregated eligible own funds of the group shall be the sum total of:

1. the eligible own funds for cover of the capital solvency requirement of the local insurer or remnsurer, which is participating
undertaking;

2. the proportionate share of the local insurer or reinsurer, which is a participating undertaking, in the eligible own funds for
cover of the capital solvency requirement of the related nsurers and reinsurers.

(3) The aggregated capital solvency requirement of the group shall be the sum total of:
1. the capital solvency requirement of the local insurer or reinsurer, which is a participating undertaking;
2. the proportionate share of the capital solvency requirement of the related insurers and reinsurers.

(4) If the participation in the related msurers or remsurers is fully or partially indirect, their value in the local insurer or remsurer,
which is a participating undertaking, shall include the value of this indirect participation, while taking mto account the sequential
order of the respective participation, whereas the element under:

1. Paragraph 2, Item 2 shall include the corresponding proportionate shares of the own funds eligible for cover of the capital
solvency requirement of the related insurers and reinsurers,

2. Paragraph 3, Item 2 shall include the corresponding proportionate shares of the capital solvency requirement of the related
msurers and reinsurers.

(5) In the case of an application for authorisation to calculate the capital solvency requirement of the insurers or of the
reinsurers within the group by means of an internal model, submitted by an insurer or by a reinsurer, which is participating
undertaking, together with its related insurers and/or reinsurers or jointly by the related msurers of a local mixed nsurance



holding or of a local mixed financial holding, Articles 252 and 253 shall be applied accordingly.

(6) When the Commission is a supervision authority of a group, the Commission shall, on a proposal by the Deputy
Chairperson, make an assessment of whether the aggregated capital solvency requirement in an appropriate manner reflects the
risk profile of the group and, in particular, shall make an assessment of the presence of specific risks, existing at the group level,
which have not been adequately encompassed, because they are difficult to assess quantitatively.

(7) When the Commission establishes that the risk profile of the group significantly deviates from the assumptions underlying the
aggregated capital solvency requirement of the group, the Commission may, on a proposal by the Deputy Chairperson, order
that capital be added to the aggregated capital solvency requirement of the group in compliance with Article 584 respectively.

Subsection V
Supervision over the solvency of a group for insurers and reinsurers, which are subsidiary
undertakings of a mixed insurance holding or of a mixed financial holding

Solvency of a group of a mixed mnsurance holding or of a mixed financial holding

Article 256. (1) When insurers or reinsurers are subsidiary undertakings of a mixed mnsurance holding or of a mixed financial
holding, the calculation of the solvency of the group shall be made at the level of the mixed insurance holding or of the mixed
financial holding, while applying Article 241, Paragraph 2 and 3 and Articles 242 - 255.

(2) For the purposes of this calculation, the parent undertaking shall be treated as an insurer or reinsurer, which has an
obligation to calculate a capital solvency requirement under Chapter Thirteen. The eligible own funds for cover of the capital
solvency requirement of the parent undertaking shall be determined according to Chapter Twelve.

Subsection VI
Supervision over the solvency of a group relative to groups with centralised risk
manage ment

Group with centralised risk management

Article 257. (1) A "group with a centralised risk management" shall be a group consisting of an insurer, reinsurer, mixed
msurance holding or mixed financial holding and their respective subsidiary insurers and reinsurers, for each of which an
authorisation under Article 258 has been issued. For groups with centralised risk management, headed by a mixed msurance
holding or by a mixed financial holding, this Subsection shall be applied accordingly.

(2) A local insurer or reinsurer, which is a subsidiary undertaking of another insurer or reinsurer, may be included in the scope
of'the group with centralised risk management, if all the conditions have been complied with, as follows:

1. the subsidiary undertaking is included in the scope of the group supervision performed by the supervision authority of the
group at the level of the parent undertaking in accordance with this Title and such supervision authority has not adopted a
decision under Article 235 (2) in respect of such subsidiary undertaking,

2. the risk management processes and the internal control mechanisms of the parent undertaking are conformant with the
requirements of the respective supervision authorities in respect of the prudent management of the subsidiary undertaking;

3. the parent undertaking has obtained authorisation under Article 265 (7) from the competent supervision authority of a group;

4. the parent undertaking has obtained authorisation under Article 276 (2) from the competent supervision authority of a group;



5. the parent undertaking has submitted an application for authorisation for the subsidiary undertaking to be subject to the
requirement of this subsection and the authorisation has been issued according to the procedure of Article 258.

Decision on the application

Article 258. (1) An application under Article 257, Paragraph 2, Item 5 in respect of a local insurer or a reinsurer shall be
submitted before the Commission. The Commission shall immediately notify the other members of the supervision collegium and
shall present to them the application, together with all the attachments thereto.

(2) The decision on the application shall be adopted jointly with the consent of all the participants in the supervision collegum
or by the supervision authority of the group - when no consensus has been reached. The Commission shall cooperate with the
other members of the supervision collegium for adopting, within 3 months of the date of receiving the application with all the
attachments by all the members of the collegium, a mutual decision to issue or to refuse to issue the authorisation applied for, as
well as for agreeing on the possible conditions subject to which the authorisation will be issued.

(3) When a mutual decision on the application is reached, it shall be handed over to the applicant, together with the arguments
pertaining thereto. The decision shall be considered final in the relations between the supervision authorities and shall be subject
to implementation.

(4) When no mutual decision is achieved within the time limit under Paragraph 2, the group’s supervision authority shall adopt
its own decision on the application, after discussing the remarks and objections made by the other supervision authorities within
the 3-month time limit. The decision shall contain comprehensive arguments and an explanation, when the remarks and
objections of the other supervision authorities have not been accepted. The decision, together with the arguments pertaining
thereto, shall be handed over to the other members of the supervision collegium and to the applicant. The decision shall be
considered final in the relations between the supervision authorities and shall be subject to implementation. Sentences One,
Two, Three and Four shall also be applied when the Commission is a supervision authority of a group and it shall pronounce a
decision independently on an application under Article 257, Paragraph 2, Item 5.

(5) When no mutual decision has been achieved and the time limit under Paragraph 2 has not expired, the Commission may
notify the European Authority according to the procedure of Article 19 of Regulation (EU) No. 1094/2010. When the
Commission is a group’s supervision authority and the European Authority has been notified according to the procedure of
Article 19 of Regulation (EU) No. 1094/2010, the Commission shall postpone the taking of an independent decision pending
the pronouncement of opmion by the European Authority and shall take a decision in accordance with such pronounced
opmion. The decision of the Commission or of another authority respectively, in the capacity of a group’s supervision authority,
as adopted in accordance with the opmion pronounced by the European Authority according to the procedure of Article 19,
Paragraph 3 of Regulation (EU) No. 1094/2010, shall be considered final in the relations between the supervision authorities
and shall be subject to implementation.

(6) I, in accordance with Article 41, Paragraphs 2 and 3 and with Article 44, Paragraphs 1 and 3 of Regulation (EU) No.
1094/2010, the decision proposed by the work group is rejected, the decision on the application under Article 257, Paragraph
2, Item 5 shall be made by the Commission (on a proposal by the Deputy Chairperson and when the Commission is a group’s
supervision authority) or by another supervision authority of the group. The decision shall be considered final in the relations
between the supervision authorities and shall be subject to implementation. The 3-month time period shall be considered a
reconciliation period within the meaning of Article 19, Paragraph 2 of that same Regulation.

(7) The unified conditions for the mutual decision making process shall be stipulated by an act of the European Commission.

(8) Paragraphs 4 - 7 shall be applied in all cases, where the Commission is a group’s supervision authority and it is competent
to pronounce an opinion on an application in relation to an nsurer with does not have its seat of business in the Republic of
Bulgaria.

Determining the capital solvency requirement of the subsidiary undertakings of a group with centralised risk management

Article 259. (1) For the sake of calculation of the capital solvency requirement of an insurer or of a reinsurer, which is a
subsidiary undertaking in a group with centralised risk management, Paragraphs 2-9 shall be applied, regardless of the



provisions of Article 252 and 253.

(2) When the capital solvency requirement of a local msurer or reinsurer under Paragraph 1 is determined according to an
mternal model approved at the group level under Article 252 and when the Commission, on a proposal by the Deputy
Chairperson, makes an assessment that the risk profile significantly deviates from such nternal model, and if such person does
not fulfil the orders of the Commission, the Commission may propose:

1. that capital be added to its capital solvency requirement calculated by the internal model, or

2. in extraordinary cases, where the addition of capital under Item 1 is not appropriate, the Commission may order such person
to calculate the capital solvency requirement according to the standard formula.

(3) When the capital solvency requirement of a local insurer or reinsurer under Paragraph 1 is calculated by the standard
formula and when the Commission, on a proposal by the Deputy Chairperson, makes an assessment that its risk profile
significantly deviates from assumptions underlying the standard formula, and if such person does not fulfil the orders of the
Commission, the Commission may, in extraordnary cases, propose:

1. that the person replace part of the parameters used in the standard formula calculation with parameters specific to it for
calculation of the modules of'the life insurance underwriting risk, the general insurance underwriting risk or the health insurance
underwriting risk under Article 174, or

2. that capital be added to its capital solvency requirement in the case under Article 584.

(4) The Commission shall discuss the proposal under Paragraph 2 or Paragraph 3 respectively at the supervision collegium,
while disclosing its considerations before the collegium and before the insurer or the reinsurer.

(5) The Commission shall undertake actions for reaching a coordinated decision within the supervision collegium on the
proposed measures or other possible measures. Sentence One shall also be applied when the Commission is a member of a
supervision collegium and when another supervision authority has proposed measures within the meaning of Paragraphs 2 or 3
in respect of an insurer or a reinsurer licensed by it. The coordinated decision reached shall be considered final in the relations
between the supervision authorities and shall be subject to implementation. In case that no coordinated decision has been
reached within 1 month of the date of the proposal under Paragraphs 2 or 3, the Commission or the other supervision authority
respectively that proposed the measures may adopt an independent decision.

(6) When the Commission or the group’s supervision authority do not achieve consensus, as well as when no coordmnated
decision has been reached and the time limit under Paragraph 5 has not expired, the Commission may request assistance from
the European Authority according to the procedure of Article 19 of Regulation (EU) No. 1094/2010. When the European
Authority has been notified according to the procedure of Article 19 of Regulation (EU) No. 1094/2010, the Commission shall
postpone taking an independent decision pending the pronouncement of opinion by the European Authority and shall take a
decision in accordance with such pronounced opinion. The decision of the Commission adopted in accordance with the opinion
pronounced by the European Authority according to the procedure of Article 19, Paragraph 3 of Regulation (EU) No.
1094/2010, shall be considered final in the relations between the supervision authorities and shall be subject to implementation.
The 1-month time period under Paragraph 5, Sentence Four shall be considered a reconciliation period within the meaning of
Article 19, Paragraph 2 of that same Regulation.

(7) The independent decision under Paragraph 5 or under Paragraph 6 respectively shall be justified by arguments and shall be
provided to the insurer or reinsurer and to the supervision collegium.

(8) Paragraph 6 shall also be applied for resolving the differences of opinion on application of Paragraphs 2 or 3 between the
Commission, when it is a group’s supervision authority, and another supervision authority within the supervision collegium.

(9) The pronouncement of opinion by the European Authority in the cases under Paragraph 8 should not supersede the right of
judgement of the supervision authorities, when it is in accordance with the law of the European Union. The European Authority
must resolve the differences of opinion by intermediating between the supervision authorities.

Non-compliance with the capital solvency requirement or with the minimum capital requirement by subsidiary undertakings in a
group with centralised risk management



Article 260. (1) When a local insurer or reinsurer, which is a subsidiary undertaking in a group with centralised risk
management, fails to comply with the capital solvency requirement regardless of the requirements of Article 214, Paragraph 2,
Items 1 and 3, Article 215, Paragraphs 1 and 3 - 5 and Article 216, the Commission shall, on a proposal by the Deputy
Chairperson, send immediately to the supervision collegium the solvency recovery plan, submitted by the insurer or by the
reinsurer, for achieving, within a 6-month time limit from establishing the non-compliance with the capital solvency requirement,
recovery of the compliance therewith.

(2) The Commission shall undertake actions for achieving a coordinated decision within the supervision collegium for approval
of the submitted plan within a time limit of not later than 4 months from the date of establishing the non-compliance with the
capital solvency requirement. Sentence One shall also be applied when another supervision authority has proposed that the
solvency recovery plan be approved as regards an msurer or a reinsurer licensed by such supervision authority.

(3) When no consensus is reached under Paragraph 2, the Commission shall take an independent decision on the approval of
the solvency recovery plan, while discussing the remarks and objections of the other participants in the supervision collegium.

(4) When the Commiission establishes deterioration of the financial status under Article 214 (1) of a local nsurer or reinsurer,
which is a subsidiary undertaking in a group with centralised risk management, the Commission shall immediately notify the
supervision collegium of the measures that it proposes to be taken. With the exception of extraordinary situations, the measures
shall be discussed within the supervision collegium.

(5) The Commiission shall undertake actions for reaching a coordinated decision within the supervision collegium in connection
with the proposed measures within a time limit of not more than one month from the notification. Sentence One shall also be
applied when the Commission is a member of a supervision collegium and when another supervision authority has proposed
measures in respect of an insurer or a reinsurer licensed by tit.

(6) When no consensus is reached under Paragraph 5, the Commission shall take an mdependent decision on the application of
measures in respect of the insurer or reinsurer, while discussing the remarks and objections of the other participants in the
supervision collegium.

(7) When a local mnsurer or remsurer, which is a subsidiary undertaking of a group with centralised risk management, fails to
comply with the minimum capital requirement and regardless of the requirements under Article 214, Paragraph 2, Items 2 and
3, Article 215, Paragraphs 2 - 5, the Commission shall immediately send to the supervision collegium the short-term plan
submitted by the mnsurer or by the reinsurer so that the objectives of the short-term plan can be achieved within three months of
establishing the non-compliance with the minimum capital requirement. The Commission shall notify the supervision collegium of
the measures applied to the insurer or to the reinsurer for ensuring compliance with the plan.

(8) If the Commission and the group’s supervision authority fail to reach consensus regarding the approval of the solvency
recovery plan within the 4-month time limit under Paragraph 2 or regarding the approval of the proposed measures within the
1-month time limit under Paragraph 5, as well as if a coordinated decision has not been reached and the specified time limits
have not expired, as well as if no extraordinary situation is present under Paragraph 4, the Commission may request the
assistance of the European Authority according to the procedure of Article 19 of Regulation (EU) No. 1094/2010. When the
European Authority has been notified according to the procedure of Article 19 of Regulation (EU) No. 1094/2010, the
Commission shall postpone taking an independent decision pending the pronouncement of opinion by the European Authority
and shall take the decision in accordance with such pronounced opinion. The decision of the Commission, taken in accordance
with the pronounced opinion of the European Authority according to the procedure of Article 19, Paragraph 3 of Regulation
(EU) No. 1094/2010, shall be considered final in the relations between the supervision authorities and shall be subject to
implementation. The 1-month time period under Paragraph 5 shall be considered a reconciliation period within the meaning of
Article 19, Paragraph 2 of that same Regulation. The reasoned decision of the Commission shall be handed over to the msurer
or reinsurer respectively and to the members of the supervision collegium.

(9) Paragraph 8 shall also be applied for resolving the differences of opinion on application of Paragraphs 1 - 6 between the
Commission, when it is a group’s supervision authority, and another supervision authority within the supervision collegum.

(10) The pronouncement of opinion by the European Authority under Paragraph 8 shall not supersede the right of judgement of
the Commission, when it is in accordance with the law of the European Union. In the cases of differences of opinion between
the supervision authorities, the European Authority shall facilitate their resolution.

Exclusion of a subsidiary insurance or reinsurance undertaking from the scope of'a group with centralised risk management



Article 261. (1) A subsidiary insurance or reinsurance undertaking shall be excluded from the scope of a group with
centralised risk management and shall not be subject to supervision under the rules of this Subsection, when:

1. the condition under Article 257, Paragraph 2, Item 1 is no longer present;

2. the condition under Article 257, Paragraph 2, Item 2 is no longer complied with and the group does not restore compliance
therewith in the appropriate time limit;

3. the conditions under Article 257, Paragraph 2, Items 3 and 4 are no longer present.

(2) When the Commission is a group’s supervision authority and takes a decision to exclude an undertaking under Paragraph 1,
Item 1 from the scope of the group’s supervision, it shall immediately notify the respective supervision authority and the parent
undertaking. The Commission shall take a decision under Sentence One after coordination in the supervision collegum.

(3) The parent undertaking of a group with centralised risk management shall be responsible for the continuous compliance with
the conditions under Article 257, Paragraph 2, Items 2 - 4. In case that any of these conditions ceases to be met, the
respective parent undertaking shall notify immediately the Commission and the respective supervision authority of the subsidiary
undertaking thereof, and shall submit a plan for restoring the compliance with such condition within an appropriate time limit.

(4) When the Commission is a supervision authority of a group with centralised risk management, it shall check ex officio and at
least once a year whether the conditions under Article 257, Paragraph 2, Items 2 - 4 are being complied with. The Commission
shall, on a proposal by the Deputy Chairperson, perform a check under Sentence One. The Commission shall perform such a
check at the request of the concerned authority from the supervision collegium as well. When the Commission is a member of a
supervision collegium and a local insurer or reinsurer is included within the scope of a group with centralised risk management,
it may forward an application to the respective group’s supervision authority that the presence of the conditions under Article
257, Paragraph 2, Items 2 - 4 in respect of the local msurer or reinsurer be duly checked.

(5) When, in the cases of a check under Paragraph 4, weaknesses are established, the Commission shall order the respective
parent undertaking to submit a plan for restoring compliance with the violated conditions within an appropriate time Limit.

(6) When the Commission is a group’s supervision authority under Paragraph 4, Sentence One, it shall make an assessment
whether the plan under Paragraph 3 or under Paragraph 5 is sufficient and whether it is being properly implemented after
coordination with the supervision collegum. When it is found that the plan is msufficient or that it is not being properly
implemented or that the conditions under Article 257, Paragraph 2, Items 2 - 4 are not present, the Commission shall
immediately notify thereof the concerned supervision authority.

(7) The excluded insurer or reinsurer respectively may again be included within the scope of the group with centralised risk
management according to the procedure of Article 258.

Regulations for implementation

Article 262. The criteria for assessing whether the conditions under Article 257 (2) are present and the criteria for assessing
the presence of an extraordinary situation under Article 260 (4), as well as the procedures for exchange of nformation between
the supervision authorities and for the sake of exercising their powers and meeting their obligations under this Subsection, shall
be pursuant to an act of the European Commission.

Section II
Risk concentration, intra-group transactions, risk management and internal control

Supervision over risk concentration



Article 263. (1) "Risk concentration" within the group shall mean the sum total of all exposures which may cause a loss, which
the undertakings in the group are exposed to and which are sufficient big to jeopardise the solvency or the overall financial
status of the insurers and/or reinsurers in the group.

(2) The Deputy Chairperson shall make a supervisory review of the risk concentrations in the groups, in respect of which the
Commission is a group supervision authority, regardless of whether the seat of business of the parent undertaking is in the
Republic of Bulgaria or not. The supervisory review of the risk concentration in a group, the parent undertaking of which is a
local insurer, reinsurer, mixed insurance holding or mixed financial holding, shall be made by the group’s supervision authority.
In the review of the risk concentration, the Deputy Chairperson shall trace also the possible risk of risk propagation within the
group, the risk of conflict of interests, as well as the level or volume of'the risks.

(3) A local insurer, reinsurer, mixed insurance holding or mixed financial holding, which is a parent undertaking of a group, shall
report to the group’s supervision authority at least once a year each significant risk concentration at the group level. When the
parent undertaking of a group is a local mixed mnsurance holding or a local mixed financial holding, the group’s supervision
authority may, after coordination with the supervision collegium and with the group, designate an insurer or a reinsurer, which
shall submit the information under Sentence One. The Deputy Chairperson shall require information within the meaning of
Sentence One and shall have the power under Sentence Two, also when the Commission is a supervision authority of a group,
the parent undertaking of which is an undertaking which does not have its seat of business in the Republic of Bulgaria.

(4) In the cases under Paragraph 3, the exposures, as well as all types of risk subject to reporting in all cases, shall be
determined by the group’s supervision authority after coordination with the Deputy Chairperson and the other concerned
supervision authorities and with the group. When the Commission is a group’s supervision authority, the Deputy Chairperson
shall have the right to determine the risks subject to reporting under Sentence One, after coordination with the other concerned
supervision authorities and with the group, also when the parent undertaking of a group does not have its seat of business in the
Republic of Bulgaria. When determining the risks subject to reporting under Sentence Two and in the case of participation in
the coordination under Sentence One, the Deputy Chairperson shall take into account the specific structure of the group and its
risk management.

(5) For identifying significant risk concentrations, when the Commission is a group’s supervision authority, the Deputy
Chairperson shall, after coordination with the concerned supervision authorities and with the group, determine appropriate
thresholds on the basis of the solvency requirement, the technical reserves or both.

(6) Article 265 and Chapter Twenty Five shall be applied to the supervision of risk concentrations.

(7) The concept of "significant risk concentration", the method of identification of significant risk concentrations and of
calculation of appropriate thresholds for the purposes of Paragraph 5 shall be pursuant to an act of the European Commission.

Supervision of the intra-group transactions

Article 264. (1) An "mtra-group transaction" shall be each and every transaction, in the case of which an msurer or a reinsurer
depends directly or indirectly on other undertakings from the same group or on any natural person or legal entity which is in
close relations with the undertakings from such group, for the implementation of a contractual or extra-contractual obligations,
in exchange for remuneration or not.

(2) The Deputy Chairperson shall make a supervisory review of the transactions within a group, in respect of which the
Commission is a group supervision authority, regardless of whether the seat of business of the parent undertaking is in the
Republic of Bulgaria or not. The supervisory review of the transactions within a group, the parent undertaking of which is a
local insurer, reinsurer, mixed insurance holding or mixed financial holding, shall be made by the group’s supervision authority.

(3) A local insurer, reinsurer, mixed insurance holding or mixed financial holding, which is a parent undertaking of a group, shall
report to the group’s supervision authority at least once a year all significant transactions within the group, including those
concluded with a natural person who is in close relations with an undertaking in the group. The especially significant transactions
shall be reported immediately, where possible. When the parent undertaking of a group is a local mixed insurance holding or a
local mixed financial holding, the group’s supervision authority may, after coordmnation with the supervision collegium and with
the group, designate an insurer or a reinsurer, which shall submit the information under Sentence One. The Deputy Chairperson
shall require mformation under Sentence One and shall have the power under Sentence Two, also when the Commission is a
supervision authority of a group, the parent undertaking of which is an undertaking which does not have its seat of business in



the Republic of Bulgaria.

(4) The transactions within a group under Paragraph 3, Sentence One, which are subject to reporting in all cases, shall be
determined by the group’s supervision authority after coordination with the Deputy Chairperson and the other concerned
supervision authorities and with the group. When the Commission is a group’s supervision authority, the Deputy Chairperson
shall have the power to determine the intra-group transactions subject to reporting under Sentence One, after coordination with
the other concerned supervision authorities and with the group, also when the parent undertaking of a group does not have its
seat of business in the Republic of Bulgaria. When determining the transactions subject to reporting under Sentence Two and in
the case of participation in their coordination under Sentence One, the Deputy Chairperson shall take nto account the specific
structure of the group and its risk management.

(5) For identifying significant intra-group transactions, when the Commission is a group’s supervision authority, the Deputy
Chairperson shall, after coordination with the concerned supervision authorities and with the group, determine appropriate
thresholds on the basis of the solvency requirement, the technical reserves or both.

(6) Article 265 and Chapter Twenty Five shall be applied to the supervision of intra-group transactions.

(7) The concept "significant intra-group transaction" shall be pursuant to an act of the European Commission.

Supervision of the management system

Article 265. (1) The requirements under Articles 76 - 79 and Articles 86 - 100 shall be applied accordingly at the group level

(2) Regardless of the requirements under Paragraph 1, the local nsurer or reinsurer respectively, or the local mixed insurance
holding or local mixed financial holding respectively, which is a parent undertaking of a group, shall be obligated to guarantee
that the risk management systems, the internal control systems and the reporting procedures are applied consistently in all
undertakings included within the scope of supervision of the group, so that these systems and procedures can be controlled at
the group level

(3) Regardless of the requirements under Paragraph s 1 and 2, the mternal control mechanisms of the group shall include at
least:

1. appropriate mechanisms in respect of the group’s solvency for the purpose of identifying and measuring all significant risks
assumed and for the purpose of ensuring an appropriate ratio between the eligible own funds and the risks;

2. reliable reporting and accountancy procedures for monitoring and managing the intra-group transactions and the risk
concentration.

(4) The Deputy Chairperson shall make a supervisory review according to the procedure of Chapter Twenty Five of the
systems and procedures under Paragraphs 1-3 in the groups, in respect of which the Commission is a group supervision
authority, regardless of whether the seat of business of the parent undertaking is in the Republic of Bulgaria or not. The
supervisory review of the systems and procedures under Paragraphs 1 - 3 in a group, the parent undertaking of which is a local
msurer, reinsurer, mixed insurance holding or mixed financial holding, shall be made by the group’s supervision authority.

(5) The local nsurer, reinsurer, mixed msurance holding or mixed financial holding, which is a parent undertaking of a group,
shall perform its own assessment of the risk and solvency at the group level. This assessment shall be the subject of the
supervisory review by the group’s supervision authority. When the Commission is a group’s supervision authority, the Deputy
Chairperson shall make the supervisory review of his/her own assessment of the risk and solvency according to the procedure
of Chapter Twenty Five.

(6) When the calculation of the solvency at the group level takes place on the basis of the method based on accounting
consolidation, the local insurer, reinsurer, mixed insurance holding or mixed financial holding, which is parent undertaking of the
group, shall explain to the group’s supervision authority the difference between the sum total of the capital solvency
requirements of the related msurers and remnsurers in the group and the group’s consolidated capital solvency requirement.
When the Commission is a group’s supervision authority, the Deputy Chairperson shall require explanations in the cases under
Sentence One also when the parent undertaking of the group does not have its seat of business in the Republic of Bulgaria.



(7) The local msurer, reinsurer, mixed nsurance holding or mixed financial holding, which is parent undertaking of the group,
may, with the authorisation of the group’s supervision authority, undertake its own assessment of the risk and solvency
simultaneously at the level of the group and at the level of one, several or all insurers or reinsurers in the group and may prepare
a unified document encompassing all the assessments. When the Commission is a group’s supervision authority, the Deputy
Chairperson shall grant such authorisation after coordination with the members of the supervision collegum and after duly
discussing their remarks and objections.

(8) When the group takes advantage of the opportunity under Paragraph 7, it shall submit the unified document to all concerned
supervision authorities simultaneously. Taking advantage of the opportunity under Paragraph 7 does not relieve a local insurer
or reinsurer, which is a subsidiary undertaking of a group, from the obligation to comply fully with the requirements under
Article 90 within the simultaneous assessment. Sentence Two shall also be applied to a local insurer or reinsurer, which is a
subsidiary undertaking of a group, the parent company of which is not a local person.

Chapter Twenty-Five

GROUP’S SUPERVISION AUTHORITY. SUPERVISION COLLEGIUM.
COOPERATION BETWEEN THE SUPERVISION AUTHORITIES AND OTHER
MEASURES FOR ASSISTING THE SUPERVISION OF A GROUP

Group’s supervision authority

Article 266. (1) For each group within the meaning of Article 234, Paragraph 1, Items 1 or 2, a single supervision authority
shall be designated from amongst the authorities of the member states, in which the group is located, where such designated
supervision authority shall be responsible for the coordination and implementation of the supervision over the group (group’s
supervision authority).

(2) The group’s supervision authority shall be designated according to Paragraphs 3 - 10.

(3) A group’s supervision authority shall be the Commission or the Deputy Chairperson, when they carry on supervisory
functions in respect of all insurers and reinsurers in the group separately.

(4) Other than in the cases under Paragraph 3, the Commission or the Deputy Chairperson shall be a group’s supervision
authority if:

1. a local insurer or reinsurer is a parent undertaking of the group;

2. a mixed insurance holding or a mixed financial holding is a parent undertaking of the group, including a local insurer or
reinsurer, and the group has no insurers or reinsurers in another member state;

3. a local mixed nsurance holding or a local mixed financial holding is a parent undertaking of a local insurer or reinsurer, where
the group has at least one subsidiary insurance or reinsurance undertaking in another member state;

4. the msurer or the reinsurer belonging to the group with the biggest balance sheet number has its seat of business in the
Republic of Bulgaria in all other cases.

(5) Paragraph 4 shall be applied accordingly for designation of the group’s supervision authority of the groups under Article
234, Paragraphs 1 or 2, when the Commission is not a group’s supervision authority, as well as when a local nsurer or
reinsurer is part of a group headed by an insurer, reinsurer, mixed insurance holding or mixed financial holding from another
member state.

(6) The concerned supervision authorities may, at the request of any one of them, take a mutual decision to deviate from the
rules under Paragraph 3 - 5 and to elect another group’s supervision authority, where the application of the said rules would be
mappropriate, taking into consideration the structure of the group and the relative importance of the operations of the insurers
and of the remsurers in the various countries.



(7) For the purpose of designation of a different group’s supervision authority, the Deputy Chairperson may request the
commencement of a discussion within the collegium as to whether the criteria under Paragraphs 3 - 5 are appropriate. No new
discussion may be conducted at a frequency greater that once a year. The Deputy Chairperson shall assist in reaching a mutual
decision within a 3-month time limit from the submission of a request for conducting a discussion. Before taking a decision, the
concerned supervision authorities shall consult the opmion of the group. The authority elected to be the group’s supervision
authority under Paragraph 6 shall hand over the mutual decision, together with detailed argument pertaining thereto, to the
groups that it pertains to.

(8) Within the 3-month time limit under Paragraph 7, the Commission or another concerned authority may notify the European
Authority according to the procedure of Article 19 of Regulation (EU) No. 1094/2010. In such a case the taking of a mutual
decision shall be postponed pending the pronouncement of opinion by the European Authority and the mutual decision shall
take into account such pronounced opmion. The mutual decision shall be recognised as final and shall be applied by the
respective supervision authorities. The 3-month time period shall be considered a reconciliation period within the meaning of
Article 19, Paragraph 2 of that same Regulation. No notification of the European Authority shall be permitted, if a mutual
decision has been reached, as well as if the 3-month time limit under Paragraph 7 has expired. Sentence Five of Paragraph 7
shall also apply after reaching a mutual decision.

(9) If no mutual decision is reached, the group’s supervision authority shall be designated pursuant to Paragraphs 3 - 5.

Powers of the group’s supervision authority

Article 267. (1) The Deputy Chairperson shall have the following powers in connection with the supervision of the group:

1. he/she shall coordinate the collection and dissemination of useful or significant information in the case of normal evolution of
the operations, as well as in extraordinary situation, including the dissemination of information, which is of significance for the
supervision task of'a supervision authority;

2. he/she shall perform supervisory review and assessment of the financial status of the group;

3. he/she shall make an assessment of to whether the group complies with the rules for solvency, risk concentration and
mtra-group transactions under Chapter Twenty Four;

4. he/she shall make an assessment of the group’ management system pursuant to Article 265 and an assessment of whether
the members of the management or supervisory body of the participating undertakings heading a group meet the requirements
for qualification and good reputation under Articles 79, 80 and 82;

5. he/she shall plan and coordinate the supervisory activities by means of regular (at least once a year) meetings or by means of
other appropriate measures both in the normal course of business and in extraordinary situations in cooperation with the
concerned supervision authorities and while accounting for the nature, scale and complexity of the risks associated with the
operations of all undertakings which are part of the group;

6. he/she shall perform tasks, undertake measures and adopt decision related to the group supervision under this Code in
connection with:

a) approval of an internal model at the group level;

b) application of the set of requirements for supervision of groups with centralised risk management;

c) other tasks.

(2) In connection with the group supervision, the Commission shall approve an internal model at the group level.

(3) When another authority has been designated as group’s supervision authority, the Commission or the Deputy Chairperson
respectively shall cooperate with it for the purpose of implementation of its powers.

Supervision collegium



Article 268. (1) For the purpose of cooperating in the implementation of Article 267, a supervision collegium shall be created
for each group under Article 266, Paragraphs 4 or 5 under the chairmanship of the group’s supervision authority.

(2) The supervision collegium shall be a permanent and flexible structure for collaboration, cooperation and assistance when
taking decision in connection with the supervision of a group. The supervision collegium shall guarantee that the process of
collaboration, exchange of information and consulting between the supervision authorities, which are members thereof, are
implemented effectively in accordance with the provisions of this Title so as to encourage the reconciliation of their respective
decisions and activitics. When a group’s supervision authority fails to implement the powers under Article 267 or when a
member of a supervision collegium fails to cooperate to the necessary extent according to the requirements of Sentence Two,
the Commission may notify thereof the European Authority in accordance with Article 19 of Regulation (EU) No. 1094/2010.

(3) The members of the supervision collegium shall be the group’s supervision authority, the supervision authorities of all the
member states, in which the seats of business of all subsidiary undertakings from the group are located, and the European
Authority in accordance with Article 21 of Regulation (EU) No. 1094/2010. The supervision authorities of major branches and
related undertakings may also participate in the supervision collegum. They shall participate solely for the purpose of effective
exchange of information. For the purpose of ensuring effectiveness of the work of the supervision collegium, certain actions may
be performed with reduced participation of the participating authorities.

(4) Unless otherwise provided for in an act for implementation of Directive 2009/138/EC, the creation and functioning of the
supervision collegium shall be stipulated by a coordinated agreement between the group’s supervision authority and the other
concerned supervision authorities. When the Commission is a group’s supervision authority, it shall take the initiative for
conclusion of a coordinated agreement, as well as for its amendment and supplementation, where necessary.

(5) Subject to strict compliance with the regulations for application of Directive 2009/138/EC, the coordmated agreement shall
stipulate the procedures regarding:

1. the process of taking a mutual decision by the supervision authorities for:
a) designating the group’s supervision authority;

b) approval of an internal model of a group;

c¢) adding capital of a group

2. consultations:

a) for adopting amendments in the coordinated agreement;

b) in the cases when there is non-compliance with the capital solvency requirement of the group or when there is a risk of such
non-compliance.

(6) Regardless of the powers granted to the group’s supervision authority and to the other supervision authorities, the
coordinated agreement may assign supplementary tasks to the group’s supervision authority, to the other supervision authorities
and to the European Authority, when this would result in more efficient supervision of the group and would not impede the
supervision actions of the members of the collegium stemming from their powers.

(7) The coordinated agreement may envisage procedures for consultations between the supervision authorities in connection
with other aspects of the supervision of the group, as well as for collaboration with other supervision authorities.

(8) In the case of a dispute in connection with the coordinated agreement, the Commission may notify the European Authority
and may request from it assistance in accordance with Article 19 of Regulation (EU) No. 1094/2010. When the Commission is
a group’s supervision authority and the European Authority has been notified of a dispute in connection with the coordinated
agreement, the Commission shall take its final decision in consistence with the decision of the European Authority and shall send
the decision of the European Authority to the other concerned supervision authorities.

(9) When the Commission is a group’s supervision authority, the Deputy Chairperson shall submit to the European Authority
information on the functioning of the supervision collegiums that he/she presides over, as well as information on difficulties
encountered.



(10) The supplementary requirements in connection with the coordination of the supervision of a group shall be stipulated by an
act of the European Commission.

Cooperation and exchange of information between the supervision authorities

Article 269. (1) The Deputy Chairperson shall cooperate with the other supervision authorities competent for the supervision
of the separate isurers or reinsurers within the group, especially in those cases when an nsurer or a reinsurer from such a
group is confronted by financial difficulties.

(2) For the purpose of guaranteeing that all supervision authorities under Paragraph 1, including the group’s supervision
authority, when different from the Commission, have identical mformation, the Deputy Chairperson shall exchange with the
other supervision authorities information necessary for implementation and facilitation of their supervisory powers. For that
purpose, the Deputy Chairperson shall submit to and receive from the other supervision authorities information on the group’s
operations, supervisory actions undertaken in respect of an undertaking from the group, information submitted by the group, as
well as other relevant information. The information shall be submitted immediately after the Deputy Chairperson gains access
thereto, as well as upon request by another supervision authority but not later than two weeks from the date of the request.
When the Commission is the group’s supervision authority, the Deputy Chairperson shall submit to the other concerned
supervision authorities and to the European Authority information on the persons who have close relations with the group, on
the contents of the report on solvency and financial status, as well the information received directly from subsidiary undertakings
of the group and in specific in connection with the legal structure, management structure and organisation of the group. If a
supervision authority failed to disclose significant mformation or a request for cooperation and for exchange of significant
mnformation has been denied or no actions have been undertaken within two weeks, the Commission may notify thereof the
European Authority.

(3) The Deputy Chairperson shall send an invitation for a meeting to all supervision authorities participating in the supervision of
the group, on the day after becoming aware of any of the following circumstances:

1. significant non-compliance with the capital solvency requirement or non-compliance with the minimum capital requirement by
a local insurer or reinsurer;

2. significant non-compliance with the capital solvency requirement at the group level calculated on the basis of consolidated
data or of the aggregate capital solvency requirement depending on the calculation method chosen;

3. occurrence of other extraordinary circumstance.
(4) The following shall be stipulated by an act of the European Commission:

1. the data that the group’s supervision authority must regularly collect and submit to the other concerned supervision
authorities or that the other concerned supervision authorities must disclose to the group’s supervision authority;

2. the significant or relevant data on the supervision on the group level for the purpose of strengthening the consistence in the
field of supervisory reporting;

3. the procedures and forms for providing information to the group’s supervision authority, as well as the procedures for
cooperation and exchange of mformation between the supervision authorities.

Coordination between the supervision authorities

Article 270. (1) The Deputy Chairperson shall ensure coordination within the supervision collegium, before the Commission or
the Deputy Chairperson takes a decision, which is of importance to the supervisory powers of other supervision authorities in
the following cases:

1. changes in the shareholder structure, organisational structure and management structure of the msurance and reinsurance
undertakings in a given group, where these changes require approval or authorisation under this Code;

2. a decision for extending the time limits for implementation of the solvency recovery plan under Article 216;



3. imposing of grave sanctions or application of extraordinary measures, including of a requirement for adding capital to the
capital solvency requirement and imposing a restriction on the use of an internal model for calculation of the capital solvency
requirement.

(2) In the cases under Paragraph 1, Items 2 and 3, the Deputy Chairperson shall take into account also the opinion of the
group’s supervision authority, when the Commission itself is not such an authority.

(3) Before taking a decision, based on information received from another supervision authority, the Deputy Chairperson shall
consult the opinion of such supervision authority.

(4) Regardless of the requirements under Article 267 and 268, the Commission or the Deputy Chairperson respectively may
decide not to coordinate with the other supervision authorities in emergency cases or when such a coordination could
jeopardise the effectiveness of the decision. In such a case, the Commission or the Deputy Chairperson respectively shall notify
immediately the other concerned supervision authorities.

Request for collection of information by a group’s supervision authority

Article 271. (1) When the Commission is a supervision authority of a group, the parent undertaking of which has its seat of
business in another member state, the Deputy Chairperson may request from the competent authority of such other member
state to collect from the parent undertaking any information necessary for implementation of the powers of the group’s
supervision authority and to submit such information to the Deputy Chairperson. When a group’s supervision authority, the
parent undertaking of which has its seat of business in the Republic of Bulgaria, request from the Commission to collect
mformation, the Deputy Chairperson shall undertake the necessary actions and shall provide the requested information.

(2) When the Commission, in its capacity of a group’s supervision authority, needs information under Article 274, which has
already been provided to another supervision authority, the Deputy Chairperson shall request the nformation from such
authority. Upon request, the Commission or the Deputy Chairperson respectively shall provide information under Article 274 to
another group’s information authority, when the said information is available thereto.

Cooperation with the supervision authorities of credit institutions and mvestment intermediaries

Article 272. (1) When a local insurer or reinsurer, credit institution or investment intermediary are directly or indirectly related
or have a common participating undertaking, the Commission and/or the Deputy Chairperson shall cooperated closely with the
supervision authority of the respective credit institution or nvestment intermediary.

(2) The Commission and/or the Deputy Chairperson shall have the right to receive information from the authority which
exercises supervision over the credit mstitution or over the mvestment intermediary under Paragraph 1, in connection with
implementation of its supervisory powers and shall be obligated to provide to such authority information necessary for
implementation of its supervisory powers in respect of the credit institution or investment intermediary.

Professional secrecy

Article 273. (1) The exchange of information under Article 269 - 272 between the supervision authorities may not be
restricted by rules for safeguarding professional secrecy.

(2) The rules under Article 24 and 25 ofthe Financial Supervision Commission Act shall be applied to the information received
by the Commission in connection with the supervision exercised over a group according to the procedure of this Title.

Access to information

Article 274. (1) The natural and legal persons included in the scope of supervision of a group and having its place of residence



or seat of business in the Republic of Bulgaria and their related undertakings and participating undertakings shall exchange any
mformation necessary for the purpose of supervision of a group, where such exchange of information shall also take place with
the persons from the group having their place of residence or seat of business in other member states, without limitation.

(2) The persons under Paragraph 1 shall provide to the Commission or to another supervision authority of a member state,
responsible for the supervision of a group, any information necessary for the purpose of supervision of the group. The
Commission, in its capacity of a group’s supervision authority, or the Deputy Chairperson may request and receive any
mnformation necessary for the purposes of supervision of the group, from any person with a place of residence or seat of
business in another country, which is part of the group. Articles 114 (3) and Article 127 shall be applied accordingly.

(3) When the Commission is a group’s supervision authority, the Deputy Chairperson may relieve the group of the obligation to
provide regular reporting information, when the period of providing such information is shorter than one year, in case that relief
within the meaning of Article 193 is applied in respect of each nsurer and remsurer from the group and while taking into
account the nature, scale and complexity of the risks associated with the group’s operations.

(4) When the Commission is a group’s supervision authority, the Deputy Chairperson may relieve the group of the obligation to
provide detailed mformation (element by element), in case relief within the meaning of Article 194 is applied in respect of each
msurer or reinsurer from the group and while taking into account the nature, scale and complexity of the risks associated with
the group’s operations, as well as while taking into account whether such relief would not be in contradiction to the objective
under Article 2 (2).

(5) The Deputy Chairperson may request information necessary for the supervision of a group, directly from another
undertaking within the group, only when such information was requested from the insurer or from the reinsurer subject to group
supervision and was not provided by it within a reasonable time period.

Check of mformation

Article 275. (1) The Deputy Chairperson may order that a check of the information under Article 274 be performed on the
spot in the premises on the territory of the Republic of Bulgaria of:

1. an insurer or a reinsurer respectively subject to group supervision,

2. a related undertaking of a person under Item 1;

3. a parent undertaking of a person under Item 1;

4. a related undertaking of a parent undertaking of a person under Item 1.

(2) When the Commission or the Deputy Chairperson intend to check information in relation to a person, regardless of whether
such person is subject to supervision or not, where the said person is part of a group and is located in another member state,
they shall forward a request to the respective supervision authority in the member state to perform a check.

(3) When the Commission or the Deputy Chairperson respectively have received a request under Paragraph 2 from the
respective supervision authority in the member state, they shall, within their powers and not later than one week from receiving
the request, undertake the necessary actions. The check shall be performed by employees of the Commission or by an external
auditor or expert or, when a possibility to do so is afforded to the requesting authority, by the employees of the requesting
authority. The Commission or the Deputy Chairperson respectively shall notify the group’s supervision authority of the actions
undertaken.

(4) The Commission may perform the check under Paragraph 2 by its own employees or may dispatch a representative for
participation in a check organised by the supervision authority of the respective member state. When the authority, which
forwarded the request under Paragraph 3, does not perform the check independently, it may dispatch representative for
participation in the check. When the check under Sentence One or Two is joint, the European Authority may also participate in
it.

(5) The Commission may notify the European Authority when:

1. at a request made by another supervision authority for performing the check under Paragraph 2, no actions have been



undertaken within a time limit of two weeks;

2. employees of the Commission were prevented from exercising their right to participate in the check under Paragraph 4.

Report on solvency and financial status

Article 276. (1) A local insurer or reinsurer or a local mixed insurance holding or local mixed financial holding respectively,
which is a parent undertaking of a group shall make public on an annual basis a report on the solvency and financial status at the
group level. Articles 129 - 133 shall be applied accordingly.

(2) A local insurer or remnsurer or a local mixed insurance holding or local mixed financial holding respectively may, with the
authorisation of the group’s supervision authority, submit a unified report on its solvency and financial status which shall mclude:

1. information at the group level subject to disclosure under Paragraph 1;

2. mformation on each of the subsidiary undertakings within the group, where such information must be individualised and
disclosed in accordance with Article 129 - 133.

(3) When the Commission is a group’s supervision authority, the Deputy Chairperson, before considering an application for
authorisation under Paragraph 2, shall coordinate its actions with the members of the supervision collegium and shall take into
account their remarks and objections.

(4) When the unified report under Paragraph 2, disclosed by a parent undertaking of an insurer or reinsurer, does not disclose
about it the information which is subject to disclosure for comparable persons on the market n the Republic of Bulgaria and
when the omission is significant, the Deputy Chairperson shall order the respective local nsurer or reinsurer to disclose the
necessary additional information.

Structure of the group

Article 277. A local insurer or reinsurer or a local mixed insurance holding or local mixed financial holding respectively, which
is a parent undertaking of a group, shall make public on an annual basis by the 3 1st of January:

1. the legal, management and organisational structure of the group, including an up-to-date graphic diagram of the group;

2. a description of all subsidiary undertakings, significant related undertakings and major branches belonging to the group,
regardless of whether they are subject to supervision under this Code or not.

Coercive measures

Article 278. (1) When an insurer or a reinsurer part of a group does not comply with the requirements of this Title or when
these requirements have been complied with but regardless of this there is a threat to the solvency or when the intra-group
transactions or the risk concentration jeopardise the financial status of the insurer or reinsurer, the necessary measures for
remedying the situation as soon as possible shall be adopted by:

1. the group’s supervision authority - in respect of a mixed insurance holding or a mixed financial holding;
2. by the national supervision authority - in respect of the insurer or reinsurer respectively.

(2) If in the case under Paragraph 1, Item 1, the Commission is not a supervision authority in the member state by the seat of
business of the mixed insurance holding or of the mixed financial holding, it shall notify the respective supervision authorities of
its conclusions so that they can undertake the necessary measures. When the Commission was notified by a supervision
authority, which is a supervision authority of a group headed by a mixed insurance holding or by a mixed financial holding with a
seat of business in the Republic of Bulgaria, of circumstances under Paragraph 1, Item 1, the Commission or the Deputy
Chairperson shall apply the respective measures or sanctions in accordance with its powers.



(3) If in the case under Paragraph 1, Item 2, the Commission, in its capacity of a group’s supervision authority, is not a
supervision authority in the member state by the seat of business of the msurer or reinsurer, it shall notify the respective
supervision authorities of its conclusions so that they can undertake the necessary measures. When the Commission was
notified by a supervision authority, which is a supervision authority of a group, of circumstances under Paragraph 1, Item 2, the
Commission or the Deputy Chairperson shall apply the respective measures or sanctions in accordance with its powers.

(4) In the cases under Paragraphs 2 or 3, the Commission or the Deputy Chairperson respectively shall apply the measures
under Article 587 in accordance with its competence. The measures under Sentence One shall also be applied in respect of the
mixed nsurance holding or the mixed financial holdng. The Commission or the Deputy Chairperson respectively shall
coordinate at its discretion its actions with the other supervision authorities within the supervision collegium.

Chapter Twenty Six
GROUP SUPERVISION IN RESPECT OF GROUPS FROM THIRD COUNTRIES AND
IN RESPECT OF GROUPS HEADED BY A MIXED INSURANCE HOLDING

Section I
Groups headed by an insurer, reinsurer, mixed insurance holding or mixed financial holding
with a seat of business in a third country

Groups from third countries with equivalent regulatory framework

Article 279. (1) When a local insurer or reinsurer is part of a group from a third country under Article 234, Paragraph 1, Item
3, the regulatory framework of which is equivalent to the regulatory framework in the European Union, the Commission shall
recognise the group supervision implemented by the authorities of such country.

(2) Chapter Twenty Five shall be applied accordingly to the cooperation with the supervision authorities of the third country.

Groups from third countries in which the regulatory framework is not equivalent

Article 280. (1) When a local insurer or reinsurer is part of a group from a third country under Article 234, Paragraph 1, Item
3, the regulatory framework of which is not equivalent, as well as when in a situation of temporary equivalence Article 279 is
not applied on the grounds of Article 281 (5), the Commission shall apply, where appropriate, one of the following measures:

1. shall apply the regulatory framework under Article 239 - 256 and Article 263 - 277 accordingly;

2. shall impose an obligation on the group to establish a mixed insurance holding or a mixed financial holding in a member state,
at the level of which supervision is to be applied according to the procedure of Chapters Twenty Four and Twenty Five.

(2) The general principles and methods under Chapters Twenty Four and Twenty Five shall be applied at the level of an
msurance holding, mixed financial holding, insurer from a third country or reinsurer from a third country.

(3) For the purposes of the calculation of a group’s solvency only, the parent undertaking shall be considered an msurer or
reinsurer, which is subject to the requirements of this Code in connection with determining the eligible own funds for cover of
the capital solvency requirement, whereas its capital solvency requirement shall be determined by applying:

1. Article 247, when this undertaking is a mixed insurance holding or a mixed financial holding;

2. Article 248, when this undertaking is an insurer or a reinsurer from a third country.



Establishing equivalence

Article 281. (1) The equivalence of the regulatory framework for supervision of groups in third countries with the regulatory
framework in the European Union shall be established:

1. by an act of the European Commission under Article 260, Paragraph 3 of Directive 2009/138/EC;

2. by an act of the European Commission for temporary equivalence under Article 260, Paragraph 5 in connection with
Paragraph 6 of Directive 2009/138/EC;

3. by the Commission and the other concerned supervision authorities of the group according to the procedure of Paragraphs 2
- 5.

(2) When there is no act under Paragraph 1, Items 1 or 2, the assessment for establishing equivalence of the regulatory
framework shall be made by the Commission or by a concerned supervision authority, which would be the group’s supervision
authority according to the criteria under Article 266 Paragraphs 3-5 (holding the position of a group’s supervision authority) at
its discretion or when this is requested by the parent undertaking of an insurer or a remsurer from the group. The European
Authority shall provide assistance to the authority holding the position of a group’s supervision authority in accordance with
Article 33, Paragraph 2 of Regulation (EU) No. 1094/2010.

(3) The Commission, in the capacity of an authority holding the position of a group’s supervision authority and with the
assistance of the European Authority, shall coordinate its actions with the other concerned supervision authorities. The decision
shall be taken on the basis of criteria adopted by an act of the European Commission and may not contradict other decisions
adopted earlier in respect of that same third country, with the exception of the cases when it is necessary to take into
consideration a significant change in the regulatory framework under this Title or in the respective third country.

(4) When the Commission does not consent to a decision under Paragraph 3 by another supervision authority in its capacity of
an authority holding the position of a group’s supervision authority, it may notify the European Authority.

(5) In the case of an act under Paragraph 1 Item 2, Article 279 shall be applied, with the exception of the cases when there is a
subsidiary undertaking of the group from a third country in a member state, and the said subsidiary undertaking has a balance
sheet value bigger than that of the parent undertaking with a seat of business in the third country. In such a case, the authority
holding the position of a group’s supervision authority must be the group’s supervision authority.

Level of establishing a situation of equivalence

Article 282. (1) When the parent undertaking from a third country heading the group is a subsidiary undertaking of an
insurance holding, mixed financial holding, insurer or reinsurer from a third country, the establishing of equivalence under Article
281 shall be made at the level of the ultimate parent undertaking.

(2) When there is no equivalence at the level under Paragraph 1, the Commission, in the capacity of an authority holding the
position of a group’s supervision authority, may establish equivalence at a lower level, where there is a parent undertaking
which is an msurance holding, mixed financial holding, insurer or reinsurer from a third country. The arguments in support of
such a decision shall be sent to the group.

(3) Article 280 shall be applied accordingly.

Cooperation with supervision authorities from third countries

Article 283. In connection with the supervision of insurance groups from third countries, the Commission and the Deputy
Chairperson shall cooperate with supervision authorities from third countries on the basis of bi-lateral agreements or on the
basis of agreements concluded at the level of the European Union.



Section II
Group headed by a mixed insurance holding

Intra-group transactions

Article 284. (1) When the parent undertaking of one or several local insurers or reinsurers is a mixed insurance holding, the
Deputy Chairperson shall exercise supervision over the transactions between the respective insurers or reinsurers, as well as
between them and the mixed insurance holding and its other related undertakings.

(2) Articles 264 and 269 - 275 shall be applied accordingly.

Cooperation with supervision authorities from third countries

Article 285. In connection with the supervision of groups headed by a mixed insurance holding, the Commission and/or the
Deputy Chairperson shall cooperate with supervision authorities from third countries on the basis of bi-lateral agreements, as
well as on the basis of agreements concluded at the level of the European Union.

PART THREE
DISTRIBUTION OF INSURANCE AND REINSURANCE PRODUCTS

TITLE ONE
GENERAL DISPOSITIONS

Chapter Twenty Seven
GENERAL DISPOSITIONS

Distribution of insurance and reinsurance products

Article 286. (1) The distribution of insurance products shall be the activity for presenting, providing advice, offering or other
preparatory work for conclusion of insurance contracts or the activity for conclusion of such contracts, as well as the activity
for assistance in exercising the rights and fulfilling the obligations under such contract, in particular upon the occurrence of the
msured event.

(2) The providing of information about one or several msurance contracts on the basis of criteria chosen by a user, through an
internet page, which summarise data or compare prices, as well as the providing of ranking of insurance products or of
discounts from the contractual price, shall also be considered distribution of insurance products, when this activity is paid for
directly or indirectly by a user or is offered free-of-charge by a distributor of insurance products.

(3) Distribution of reinsurance products shall be the activity described in Paragraph 1, when it pertains to conclusion and
implementation of a reinsurance contract.

(4) The following does not constitute distribution of msurance products:



1. incidental provision of information when performing another professional activity, whose subject is not assisting insurance
service consumers when elaborating, signing and implementing insurance or reinsurance contracts;

2. professional performance of claims settlement activities;
3. performance of activities in connection with the preparation of expert appraisals;
4. performance of activities by the persons under Article 294 (3).

(5) An insurance or a reinsurance product respectively shall be a set of conditions comprising the contents of an insurance or a
reinsurance contract and intended for the market.

Distributors of insurance products

Article 287. Distributors of msurance products shall be the insurers, reinsurers and insurance intermediaries.

General principles for the distribution of insurance products. Prohibition to place signs, marks or other indications

Article 288. (1) When distributing insurance products, the insurers and the insurance intermediaries shall be obligated to act
correctly, honestly and professionally in accordance with the best interest of the insurance service consumers.

(2) When distributing nsurance products, the msurer must identify itself as an msurer and the insurance intermediary must
identify itself as an insurance intermediary of the respective type. The obligation under Sentence One shall also be applied in
respect of company or advertising boards, inscriptions and materials.

(3) Any information from a distributor of insurance products targeted at insurance service consumers, including the marketing
announcements, must be true, clear and non-misleading. The marketing announcement must be clearly denoted as such. A
marketing announcement shall be each message targeted at a specified or a non-specified circle of people, regardless of the
form or means of communication, which is aimed at presenting an insurance contract or at concluding an insurance contract.

(4) It shall be prohibited to place signs, marks or other indications on the motor vehicle or in a visible position inside the vehicle
or other property that directly or indirectly signify the existence of an insurance contract executed for the same vehicle or

property.

(5) An insurer or reinsurer may not require, in any form, the placement of signs, marks or other indications under Paragraph 4
as a condition precedent to execute and/or cause the entry into force of the insurance contract in respect of the relevant motor
vehicle or other property and/or to cover one or more risks under the msurance contract. Furthermore, no insurer or remsurer
may contract or include in the general conditions of such insurance the placement of signs, marks or other indications under
Paragraph 4 , as an obligation of the insured person, the insuring person or the third beneficiary person. The lack of such signs,
marks or other indications may not be grounds to exclude one or more insurance risks form the coverage or to modify or
terminate the insurance contract, nor may it be linked to any negative legal effects whatsoever concerning the insured person,
the insuring person or the third beneficiary person.

(6) The prohibition under Paragraph 4 shall not concern the placement of signs, marks or other indications that is explicitly
regulated by a statutory act or signs, marks or other indications which advertise a natural or legal person or such person’s
business sign or trade mark, product, goods, service, brand or other similar elements and they shall not be linked to the
execution of the insurance contract when:

1. the person concerned owns or has taken the motor vehicle under rent, lease or another legal grounds for which the person
has a contract, or

2. the placement implements a (written) advertising contract entered into with a natural or legal person who is the owner, user,
renter or lessee of the motor vehicle or other property on which the relevant signs, marks or other indications are placed.

Publishing of the rules established in protection of the public interest



Article 289. (1) The Commission shall publish on its internet page information on the provisions of the Bulgarian legislation
established in protection of the public interest, in compliance with which the distribution of the insurance products and the
implementation of the obligations under the insurance contracts must take place in the Republic of Bulgaria.

(2) The conclusion of insurance contracts may not be restricted, when the prescriptive provisions of the Bulgarian legislation
established in protection of the public interest have been complied with.

Complaints of consumers and consumer organisations

Article 290. (1) The Commission shall create and maintain organisation for considering complaints of insurance service
consumers, consumer organisations and other stakeholders filed against distributors of insurance services and products. Each
complaint received shall be considered and shall be replied to within a time limit of one month from the date of receiving the
complaint.

(2) Each insurer and insurance broker shall create and maintain organisation for considering the complaints of insurance service
consumers. The insurer or the insurance broker respectively shall be obligated to register, consider and reply to the complaint
within a time limit of one month from the date of receipt thereof. The insurer or the insurance broker respectively shall be
obligated to analyse the incoming complaints and to undertake measures for remedying the weaknesses in its operations found
on the basis of the complants.

(3) When an msurance agent has received a complaint from an insurance service consumer, the insurance agent shall be
obligated to send it to the nsurer, on behalf of which he/she is carrying out insurance intermediation, within a 3-day time limit of
the receipt thereof.

Chapter Twenty Eight
REQUIREMENTS IN CONNECTION WITH THE DIRECT OFFERING AND
CONCLUSION OF INSURANCE POLICIES BY AN INSURER

Requirements for management and supervision of the insurance products

Article 291. (1) When developing insurance products, the insurer shall be obligated to maintain, apply and regularly
re-examine the process for approval of each insurance product and for making significant changes in existing products prior to
their offering and distribution among the insurance service consumers.

(2) The insurer shall be obligated to understand and regularly re-examine the insurance products that it offers or distributes,
while taking into account every event which may significantly impact the potential risk in the specific market segment.

Requirements for qualification and goods reputation of employees offering insurance products

Article 292. (1) Each insurer shall be obligated to guarantee that its employees distributing insurance products have
appropriate knowledge and competence.

(2) Each insurer shall be obligated to conduct on a regular basis training of its employees who offer insurance products.

(3) Each employee of an insurer, who distributes insurance products, must meet the requirements under Article 303 (1).

Management and control of the requirements for qualification and good reputation of employees who offer insurance products



Article 293. Each insurer shall be obligated to adopt and apply rules for qualification and good reputation of its employees
who offer insurance products.

TITLE TWO
INSURANCE INTERMEDIARIES

Chapter Twenty Nine
GENERAL RULES AND EXCEPTIONS

General dispositions

Article 294. (1) Insurance and reinsurance intermediaries shall be insurance brokers and insurance agents who carry out
insurance and/or reinsurance intermediation for payment.

(2) Insurance and reinsurance intermediaries may also perform different business operations insofar as the present Code or
another law does not provide for otherwise.

(3) The persons providing intermediation services in relation to insurance contracts shall not be isurance and reinsurance
mtermediaries provided the following circumstances are simultaneously present:

1. the nsurance contract requires only knowledge of the insurance cover provided;

2. the insurance contract does not cover Life Insurance risks;

3. the msurance contract does not cover the risks under Items 10 - 13, Section II, Letter "A" of Annex No. 1;
4. msurance intermediation is not the main business operation of the person;

5. the insurance is a supplement to a product or service provided and covers:

a) the risk of goods provided perishing, being lost or damaged, or

b) the damage or loss of luggage and other risks related to travel, also including cases of an insurance covering the risks under
Items 2 or 3, provided the aforesaid cover is ancillary in relation to the main cover connected to such travel;

6. the amount of annual premium does not exceed BGN 1,000, and the total term in accordance with the msurance contract,
upon renewal inclusive, does not exceed five (5) years.

(4) When an insurance intermediary concludes an insurance contract on behalf of an insurer and receives from the insurance
service consumer an insurance premium or instalment, it shall be deemed that such premium or instalment was received by the
msurer. When an insurance intermediary receives from an insurer payment under an insurance contract intended to be
transferred to an msurance service consumer, such payment shall not be deemed to have been paid to the insurance service
consumer until the point in time when such consumer actually receives it.

Exceptions

Article 295. The provisions of the present Title shall not apply with respect to msurance and reinsurance intermediation carried
out in relation to risks located in third countries.



Registration

Article 296. (1) The insurance and reinsurance intermediaries with a seat of business or permanent residence in the Republic of
Bulgaria shall be subject to registration by the Deputy Chairperson.

(2) The msurance agents shall be registered by the msurers, for which they carry out insurance mtermediation, with the
exception of the cases under Article 319, Paragraph 2, Sentence Two.

(3) In respect of insurance intermediaries which are legal entities, all the members of their management bodies shall be entered
into the register under Article 30, Paragraph 1, Item 11 of the Financial Supervision Commission Act. An insurance
mtermediary, which is a proprietorship, shall maintain an up-to-date list of all its employees who are directly mvolved in the
distribution of insurance products, together with evidence of compliance with the requirements for qualification and good
reputation. The said insurance ntermediary shall submit these lists and evidences to the Deputy Chairperson upon request.

(4) Performance of insurance intermediation without registration under Paragraph 1 shall be prohibited, with the exception of
the cases under Article 294 (3), as well as with the exception of the cases of performing operations under the conditions of the
right of establishment and of the freedom to provide services.

Conditions for registration

Article 297. (1) An insurance or a reinsurance intermediary shall be registered, if the requirements for registration under
Chapter Thirty and under Chapter Thirty One have been complied with.

(2) The requirements for registration of the insurance intermediary must be complied with at all times.

Company name

Article 298. A person who has not been entered into the register under Article 30, Paragraph 1, Item 11 of the Financial
Supervision Commission Act (FSCA) may not use in its name, advertising or other operations words in the Bulgarian language
or in a foreign language meaning or related to performance of insurance or reinsurance intermediation.

Avoidance of conflict of nterest and safeguarding the insurance secrecy
Article 299. The insurance ntermediaries shall apply Article 146, Paragraphs 5 - 8, Articles 149 - 151.
Ongoing supervision

Article 300. The Deputy Chairperson shall immplement ongoing supervision over the operations of the insurance and reinsurance
ntermediaries.

Chapter Thirty
INSURANCE BROKERS

Section I
General provisions



Definition

Article 301. (1) An insurance broker shall be a commercial company or a sole proprietor that has been entered into the
register under Article 30, Paragraph 1, Item 11 of the Financial Supervision Commission Act (FSCA) who, in return for
payment, performs insurance intermediation following assignment by a consumer of insurance services and, reinsurance
mtermediation following assignment by an insurer or a remnsurer.

(2) The relations between a consumer of insurance services, an insurer or a reinsurer, respectively, and an mnsurance broker
shall be specified in a written contract, except for intermediation in relation to the compulsory insurances under Article 461,
Items 1 and 2.

(3) In case of insurance intermediation, the remuneration of the insurance broker shall be included in the insurance premium and
shall be payable by the insurer, unless otherwise provided for in the contract under Paragraph 2. When this is agreed upon in
the relations between the insurer and the insurance broker, the broker may deduct the amount of the remuneration owed to it
prior to transferring the insurance premium to the insurer.

(4) In the performance of its operations, an insurance broker shall perform a full analysis of the insurance risks, of the proposals
for msurance or remnsurance cover, shall provide consultation services, on behalf of and on assignment by a consumer of
msurance services, shall negotiate the terms and conditions or conclude the insurance or reinsurance contract, shall supervise
the periods for renewal of contracts and assist the consumer of insurance services with regard to the settlement of claims upon
occurrence of an insured event.

(5) The nsurance broker shall not have the right to accept documents under an insurance claim on behalf of the insurer, unless
the msurance broker is explicitly authorised to do so. When the insurance broker is authorised by an insurance service
consumer to register an insurance claim and to present documents thereunder on his/her behalf, the claim and the documents
shall be considered to have been received by the insurer from the date on which they are registered in the book-keeping system
of the insurer.

Restrictions on operations

Article 302. (1) An insurance broker may not perform operations as an insurance agent.

(2) The restriction under Paragraph 1 shall also apply to members of the management and control bodies of an insurance
broker, to all other persons authorised to manage and represent an insurance broker, as well as to its employees directly
mnvolved in carrying out insurance or reinsurance intermediation.

(3) An insurance broker may not be a shareholder, a partner or a member of a management or control body of an insurance
agent.

Section II
Conditions for the performance of operations as insurance broker

Requirements set to the nsurance broker

Article 303. (1) Each member of a management body of an insurance broker and any other person authorised to manage and
represent an insurance broker, as well as the insurance broker which is a sole proprietor, must meet the following requirements:

1. must have not been sentenced to imprisonment due a premeditated criminal offence of general nature unless he/she has been



rehabilitated;
2. must have not been deprived of the right to hold an office accountable of assets;

3. must have not been within the last three years, preceding the mitial date of the insolvency set by the court, a member of a
management or a control body or a general partner in a company, with regard to which bankruptcy proceedings have been
mitiated or which has been dissolved due to bankruptcy, in case unsatisfied creditors have remained;

4. must have not been declared bankrupt , if unsatisfied creditors have remained, and is not undergoing bankruptcy
proceedings;

(2) Each person under Paragraph 1, who is responsible for and manages the operations of insurance intermediation, must also
meet the following requirements:

1. Have higher education;

2. Have professional experience in the field of insurance or have successfully passed a professional qualification examination
organised by the Commission.

(3) In case a member of a management or control body of an mnsurance broker is a legal person, the requirements under
Paragraphs 1 and 2 shall relate to the natural persons who represent it in such bodies;

(4) Professional experience under Paragraph 2, Item 2 shall consist of at least two years in a management position or a position
directly related to the conclusion and implementation of insurance contracts with an insurer, a reinsurer, an insurance broker or
an insurance agent, as well as experience under Article 83.

(5) Employees of an insurance broker who directly carry out insurance or reinsurance intermediation shall have at least high
school education, shall meet the requirements under Paragraph 1, and shall have the necessary qualification for implementation
of'their obligations.

(6) Insurance brokers shall be obligated to provide training to their employees under Paragraph 5.

(7) The conditions and procedure for conducting an examination of the presence of professional qualifications under Paragraph
2, Item 2, as well as for recognising qualification acquired in a member state, shall be specified in an ordinance of the
Commission. The examination shall be conducted by a commission, in which a representative of the msurers’ industry
organisations and a representative of the insurance brokers’ industry organisations shall be included.

Raising the professional qualification and competence

Article 304. (1) Each insurance broker shall be obligated to guarantee that its employees who distribute insurance products
have appropriate knowledge and competence.

(2) Each msurance broker shall be obligated to conduct on a regular basis training of its employees who offer nsurance
products.

Maintenance of compulsory professional liability insurance

Article 305. (1) Insurance brokers shall be hereby obligated to maintain a compulsory professional liability insurance on a
permanent basis, valid within the whole territory of the European Union and the European Economic Area, which covers
liability for damages, incurred on the territory of a Member State in the performance of operations for insurance and/or
reinsurance intermediation as a result of their guilty action or omission to act. The minimum insurance amount shall be BGN
2,240,400 for each msured event, and BGN 3,360,600 for all msured events within one year.

(2) The insurance under Paragraph 1 shall cover the lability for damages inflicted by an action or an omission to act by any
person authorised to manage or represent the insurance broker, a member of its management or control body or an employee
of its in the process of or in connection with the performance of msurance or reinsurance intermediation, including hability for



non-payment to the insurer of the received insurance premium or for non-payment to the insurance service consumer of
msurance indemnities or amounts paid by the insurer.

Guarantees for the operations of the insurance broker

Article 306. (1) An insurance broker shall be hereby obligated to guarantee the discharge of his/her obligations to transfer an
msurance premium having been paid to him’her and ntended for the insurer, or to transfer to the insurance service consumer an
insurance indemnity or a sum of money paid by the insurer, in one of the following ways:

1. Maintain equity capital on a permanent basis amounting to 4 per cent of the total amount of insurance premiums under the
msurance and/or reinsurance contracts concluded through its intermediation in the preceding financial year, but not less than
BGN 40,000;

2. Set up one or more special client accounts, into which insurance premiums intended for the insurer and insurance indemnities
or sums of money intended for the insurance service consumer shall be transferred.

(2) The moneys i the client account under Paragraph 1, Item 2 shall not constitute part of the