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2020 Highlights

Innovation.bg has been ARC Fund’s flagship initiative since 2004. It encompasses the
Innovation.bg report, the National Innovation Forum and the Innovative Enterprise of the Year

contest.

The Innovation.bg report provides annual assessments of the Bulgarian economy’s inno-
vation performance and of the innovation system’s current status and development pros-
pects. The leading theme of Innovation.bg 2020 is the strategic framework of the European
Commission for the programming period 2021-2027 with its priorities and measures for a
more innovative and green European economy. The report focuses on the policy of the
Bulgarian government for supporting competitive businesses in the context of the grow-
ing challenges on the global stage.

The National Innovation Forum is a platform for exchange of ideas and cooperation
among the government, the business community and research organizations. It
enhances the performance of Bulgarian companies and boosts the innovation potential
of the economy by promoting the introduction of new products and technologies and
by facilitating business contacts with European partners. The National Innovation
Forum in 2020 gathered virtually 180 representatives of the policy, research and business
communities in order to share their views on Bulgaria’s capacity for resilience through
innovation during this challenging year, marked by the COVID-19 pandemic.

The Innovative Enterprise of the Year contest is open to participants from all sectors of
the industry nationwide. The award acknowledges innovative enterprises which have
developed new or have significantly improved their existing products, services or
processes over the last three years. Contest finalists also received ARC Fund’s
Excellence in Innovation label.

Innovation and business support

During the year, ARC Fund has adapted to the COVID-19 outbreak by delivering its ser-
vices to Bulgarian companies through digital channels. The key events on the calendar of
Enterprise Europe Network — Bulgaria were performed online or in a hybrid format. Nearly
70 Bulgarian companies and clusters took part in 12 B2B virtual events. As a result, local
businesses expanded to new markets in Germany, the Netherlands, Turkey, Spain, Greece,
Finland, and the USA. More than 100 Bulgarian companies benefited from the expertise of
EEN'’s team in the areas of access to finance and innovation management, resulting in 20
research partnerships under Horizon 2020, the European Innovation Council and the Euro-
pean Regional and Development Fund.

In 2020, ARC Fund also delivered a series of capacity-building and interregional learning
events on improving the efficiency of national and European financial instruments for SMEs
and innovations, involving the National Innovation Fund, Vision for Sofia, Green Sofia and
the Innovation Fund of Sofia Municipality.

ARC Fund continued working in close collaboration with the Bulgarian public administra-
tion in developing the strategic framework for the next programming period 2021-2027 and
creating a business environment favourable to innovation. A major success in this regard
was the establishment of the State Agency for Research and Innovation, a recommendation
ARC Fund had made in several of its Innvoation.bg reports. ARC Fund also supported the



Agency in developing the new Operational Program Research, Innovation and Digitalization for
Smart Transformation to be launched in 2021. ARC Fund worked together with the Ministry of
Economy on implementing the initiative Efficient and Transparent Smart Specialization Policy
of Bulgaria 2021 — 2027.

Science, technology and innovation policy

During 2020, ARC Fund focused on further promoting the principle of responsible research and
innovation (RRI), contributed to the understanding and the application of the precautionary
principle as well as to enhancing responsible energy consumption and energy efficiency
measures in households.

ARC Fund engaged in integrating RRI-based practices at the local and regional level by
designing a novel approach to the territorial public decision-making process through
facilitating collaborations among territorial R&!l actors. In 2020, ARC Fund also prepared a
comprehensive case study on the relevance of the precautionary principle to the governance
of GMOs, focusing on the evolution of Bulgarian parliamentary debates on the Law on
Genetically Modified Organisms since its adoption in 2005. In the area of sustainable energy
use, ARC Fund continued to encourage efficient and more environmentally conscious energy
consumption among households in Europe by developing and promoting an e-learning
platform, which helps European consumers learn more about the different aspects of
efficient energy consumption.

Safer Internet

In 2020, ARC Fund further expanded its activities for protecting children online. The Internet
Hotline for fighting illegal and harmful content and conduct online received and processed
over 17,000 reports on abuse of children online. In addition to the direct protection and sup-
port of children facing online risks, ARC Fund has developed and has been implementing
various educational methodologies for the prevention of cybercrimes and online abuse of
children as well as for ameliorating children’s online literacy.

Quickly adapting to the unprecedented pandemic situation, ARC Fund held numerous we-
binars on online safety, engaging teachers, parents and children. Guidelines for remote
teaching during the lockdown were specifically developed for teacher use. ARC Fund also
conducted a survey among Bulgarian students to assess their attitudes to online education
during the lockdown.

In 2020, ARC Fund trained 150 teenagers across the country under its most successful pro-
gram Cyberscout. Overall, more than 1,500 children, close to 560 teachers, about 430 par-
ents and more than 410 professionals were involved in various trainings and awareness
raising events, both face-to-face and online.
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Innovation.bg
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Innovation.bg is the flagship initiative of ARC Fund.

The Innovation.bg report provides annual assessments of the Bulgarian economy’s
innovation performance and of the innovation system’s current status and devel-
opment prospects. Innovation.bg 2020 focuses on the strategic framework of the
European Commission for the programming period 2021—-2027 with its priorities and
measures for a more innovative and greener European economy. The report analy-
ses the policy of the Bulgarian government for supporting competitive businesses
in the context of the growing challenges on the global stage.

The National Innovation Forum is a platform for exchange of ideas and cooperation
among the government, the business community and research organizations. It en-
hances the performance of Bulgarian companies and boosts the innovation poten-
tial of the economy by promoting the introduction of new products and technologies
and by facilitating business contacts with European partners.

The Innovative Enterprise of the Year contest is open to participants from all sectors
of the industry nationwide. The award acknowledges innovative enterprises which
have developed new, or have significantly improved their existing products, services

or processes over the last three years.

Innovation.bg 2020

Innovation.bg is the Applied Research and
Communications Fund’s major instrument
for shaping the national innovation policy
agenda. It combines several components
which offer expertise, own policy building
and impact assessment know-how.

Innovation

2020

Innovation Product
Entrepreneurship
Investment and Financing

Human Capital

Information and Communication
Technologies

Since 2004, the Innovation.bg report has
been presenting a comprehensive annual
performance assessment, which provides
independent analysis of the national innova-
tion system and the innovation performance
of the national economy. Innovation.bg ap-
plies its own original methodology to assess
the degree of business innovation by type
and the degree of innovativeness of prod-
ucts and processes. The report evaluates
Bulgaria’s innovation potential in five fields:
1) Gross Innovation Product — reviews
the results of the national innovation sys-
tem, the main innovation targets of the en-
terprises and the problems they face in their
innovation activities.

2) Entrepreneurship and innovation
networks — outlines the characteristics
of two major sources of innovation in the
Bulgarian economy — the setting up of new
enterprises and the participation of Bul-
garian producers in national and interna-
tional value chains for the development of
new products and services.
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3) Investment and Financing of Inno-
vation — considers the role of foreign direct
investment and the import of R&D products
and knowledge as well as the available in-
struments for R&D investment.

4) Human capital for innovation — re-
views the available human resources for the
adoption of foreign and the creation of local
innovation in the economy.

5) Information and communication
technologies (ICT) — analyzes the exist-
ing ICT infrastructure as an R&D catalyst.

The leading theme of Innovation.bg 2020
was the strategic framework of the Euro-
pean Commission for the programming pe-
riod 2021-2027 with its priorities and mea-
sures for a more innovative and greener
European economy. The report focused
on the policy of the Bulgarian government
for supporting competitive businesses in
the context of the rising challenges on the
global stage.

Fig. 1. R&D spending as share of GDP — 2018 and 2020
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In the year marked by COVID-19, a number
of Bulgarian companies managed to gain
from the opportunities a crisis provides.
The need to optimize production, ensure a
safe working environment and create new
products in response to changing demands
led companies to implement new business
models, improve their product portfolio, and
launch innovations in the workplace.

In the past year, about 58% of companies
implemented innovations and over 30% of
those who had refrained from innovating,
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planned to do so in the following year. Ac-
cording to the data from the survey of in-
novation activity of enterprises in Bulgaria
INA-5, which the Applied Research and
Communications Fund has been conduct-
ing since 2004, if all intentions are realized,
70.4% of enterprises will innovate in 2020—
2021, which corresponds with the findings
from the post-crisis period in the years after
2008.

Innovative Bulgarian companies have actu-
ally benefitted from the crisis at the inter-



national level. This finding has important
policy implications. Instead of recognizing
such trends and supporting them in order
to strengthen their positive effect on the
country's economy, though, the Bulgarian
government has started to transform funds
intended to support innovation under the

Fig. 2. COVID-19 crisis impact
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Innovation and Competitiveness Operational
Program into "support for all". In the medium
term, such solutions may hinder the growth
of innovative Bulgarian companies by lim-
iting the number of people they could hire
and the size of payment they could offer to
their staff.
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Source: INA-5, Applied Research and Communications Fund, 2020.

The crisis has affected both the manufac-
turing and the service sector. The education
system in Bulgaria went through a shocking
change with the outbreak of the COVID-19
pandemic in March 2020 and the forced
transition of all educational institutions to
online schooling. This unanticipated devel-
opment drew public attention to the much-
discussed lag in the introduction of teach-
ing and learning methods appropriate for
the digital age. It seems that the education
system now faces the challenge of build-
ing upon and stimulating this change to
achieve a full-fledged digitalization of the
educational process. The latter would re-
quire a profound shift in the type of educa-
tional content.

In 2020, the second programming period of
Bulgaria's full membership in the EU came
to an end. A number of European Innovation
Scoreboard indicators, though, show that
innovation-wise Bulgaria has not made any

progress. The country remains in the group
of modest innovators, despite the goal
it has set to increase R&D spending as a
share of the GDP to the level of 1.5% by 2020
and to move up into the group of moderate
innovators.

Patent activity in Bulgaria reached an-
other ten-year peak in 2019 (181 patents
were awarded to Bulgarian individuals and
entities). The number of foreign patents
amounted to 2,624, the majority of which
(99.63%) were issued by the European Pat-
ent Office (EPO) and are valid in Bulgaria.
With a few exceptions, within the surveyed
period individual-patent holders remain
leaders in the structure of patent activity
in Bulgaria. For 2019, their share was 40%,
and for the last 20 years — 57%. Despite the
growth of patents granted to businesses
and the Bulgarian Academy of Sciences
(BAS) (the leading public sector institution
in this area), individuals continue to play a
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Fig. 3. Performance of European innovation systems
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key role, which has grown once again in the
last four years.

The COVID pandemic has also influenced
entrepreneurial activity. Major changes
have taken place in terms of access to fi-
nance, the structure of the portfolio of finan-
cial instruments and the main guidelines for
their spending. The government's financial
measures were mainly aimed at overcom-
ing the negative effects of the crisis, includ-
ing support to companies from the worst
affected economic sectors and the laid-off
employees, in some cases at the expense
of initiatives for the promotion of innovation
and entrepreneurship.

Currently, the need for social entrepreneur-
ship of all kinds is greater than ever before.
It is a way to quickly respond to the unprec-
edented circumstances, provide support to
the unemployed or families on the poverty
line, and design technological solutions to
emerging problems related to the digitaliza-
tion of business processes and social life.

In 2019, total R&D expenditures amounted
to BGN 1,002 million, or 0.84% of the GDP.
Investments in the Bulgarian research sec-
tor continued to grow steadily both in ab-
solute terms (21% increase on an annual
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basis) and as a share of the GDP (11% in-
crease on an annual basis). After the decline
in 2016 and 2017, all R&D sectors improved,
but Bulgaria is still a long way from its 2020
national target (set in 2014) of 1.5% in terms
of R&D expenditure as a share of the GDP.

The largest R&D spending in 2019, as in
previous years, was in the business sec-
tor (BGN 673 million, or 0.56% of the GDP),
which is a 13% increase from the previous
year and within the normal change for the
sector in recent years. Although the busi-
ness sector made record R&D investments
in 2019, their total volume remained many
times as small as the investments of an av-
erage global company.

In 2019, Bulgaria was among the fastest
growing business hubs in Europe, particu-
larly in high-tech employment where the
country ranked higher than the average
for the continent. The index Geography of
Europe's Brain Business Jobs 2020 of the
European Centre for Entrepreneurship
and Policy Reform compares 31 European
countries by concentration of high-tech
jobs. Compared to the base year 2014, Bul-
garia ranked 8th with a 28.6% increase in
the number of jobs in knowledge-intensive
businesses per 1,000 people of the working
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Fig. 4. R&D spending, enterprises and public sector, 2000 — 2019
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age population. Of the 39,400 new jobs cre-
ated, 73% were in ICT, 12% in the creative
industries, 8% in the technology sector, and
7% in services.

The ICT sector is growing every year by all
indicators — number of companies, number
of employees, share of exports, share of
the GDP. In 2020, of the top 100 employer
companies, 21 were in ICT, providing 21%
of the jobs in the largest companies. The
boundaries between ICT and other sectors

The Sixteenth National Innovation Forum

For a sixteenth year in a row, the National
Innovation Forum gathered more than 180
representatives of the policy, research and
business communities to share their views
on Bulgaria’s capacity for resilience through
innovation during the past challenging year.

The event was held in an innovative 3D virtu-
al setting, which was custom-designed and
animated by MP Studio, the award winner
for Innovation in the Creative Industries in
2017.

[ Public sector

Public sector as % of GDP

such as finance, insurance, retail, security,
entertainment, and education have been
rapidly blurring. The digital transformation
of the various sectors has led to a signifi-
cant change in the source of added value
and this is increasingly related to the intro-
duction of new digital technologies. Health-
care in Bulgaria, however, continues to lag
behind global trends in e-health, which is
expected to produce a long-term negative
impact.

The Forum was supported by the Enterprise
Europe Network - Bulgaria, the Executive
Agency for SMEs at DG GROW of the Eu-
ropean Commission, and Konrad Adenauer
Foundation’s Sofia Office.

Dr. Ognian Shentov, Chairman of ARC Fund,
made a brief review of 2020, noting that the
crisis served as a catalyst for incorporating
innovation in our daily lives. The two major
global trends in this respect were the com-
mitment of national governments to new
technologies and innovations, and the rapid
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Dr. Ognian Shentov at the 16th National Innovation Forum,
18 December 2020

penetration of new technologies in econom-
ic and social life. Bulgaria remains a mod-
est investor in R&D, despite the growth of
public funding in this area, with Bulgarian
companies investing the most in innovative

projects. Nevertheless, the source of added
value is increasingly shifting towards digital
solutions both in the manufacturing indus-
try and the social domain, e.g. education
and healthcare.

Thorsten Geissler, Director of Konrad Adenauer Foundation’s Sofia Office,
at the 16th National Innovation Forum

Thorsten Geissler, Director of Konrad
Adenauer Foundation’s Sofia Office, under-
lined that the COVID-19 crisis has greatly af-
fected the job market and a number of peo-
ple are still at risk of unemployment. 2020
has demonstrated that the world is in dire
need of economic resilience. Innovations,

therefore, are one of the major factors for
long-term growth and improving quality of
life through better work processes, working
conditions and supply chains. The key les-
son learnt from the crisis is that the human
factor is essential.
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Rumen Radev, President of the Republic of Bulgaria,
at the 16th National Innovation Forum

The President of Bulgaria Rumen Radev
stated that innovations are a stepping stone
towards Bulgaria’s full-fledged integration,
as they drive forward both the economy and
the nation’s progress as a whole. In 2020,
creativity and the drive to innovate led to in-
roads into new business niches, moving the
country forward in the EU in terms of tech-

nology export as well as know-how in de-
veloping digital infrastructure. Nevertheless,
the trend for low public investment in R&D
in the country was kept, as Bulgaria had al-
located 0.5% of the GDP in such operations,
way below the 3% of developed economies.
Foreign investments remain the main driver
of innovation in the country.

16th National Innovation Forum, Sofia, 18 December 2020
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The 2020 Innovative Enterprise of the Year National Contest

Since 2004, Innovative Enterprise of the Year
awards have been given to Bulgarian com-
panies successfully integrating innovations
or scientific achievements in their practice,
thus streamlining their activities and improv-

ing their long-term performance. Following
a specific methodology, companies are as-
sessed by area of impact of the innovation
by an expert group and an external jury.

SO ;
SO | |///////////

1117772477
l’l 1/1/1/17 725l

AN
Rinigw AN

Digital award ceremony of the Innovative Enterprise of the Year 2020

Sixteen out of 60+ candidate companies from
various sectors of the economy reached
the final stage of the competition. President
Radev granted awards in eight areas of in-
novation. The winners were selected by a
23-member jury composed of representa-
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tives of public authorities, funding organi-
zations, the business, academia and the
media. All finalists were also granted the
Excellence in Innovation© label of the Ap-
plied Research and Communications Fund.

Mr. Igor Levin, Elektrosfera Ltd.


https://pro.evalato.com/768-InnoAwards-2019
http://www.arcfund.net/index.php?id=2055

With its outstanding innovation manage-
ment practices in the overall company
performance, including in digital innova-
tion, Elektrosfera Ltd received the prize in
the Innovation Management category. The
company has developed a technology for
analogue to digital signal transformation
and vice versa, which allows for real time

2020 Annual Report

processing and modelling of effects in the
music industry. The device is the only one
in the world with 64 channels combined in a
single tool. With a minimalist interface, it has
a multifunctional touchscreen which can be
used without necessarily being connected
to a computer.

Mr. Hristo Unrumov, Stamh Ltd.

Two special awards were given to the win-
ners in the Market Leadership and Innova-
tive Start-Up categories.

Stamh Ltd, the award winner for Market
Leadership, has developed an automated
storage system, applicable in the food, fur-
nishing, chemical, automobile and other
industries. It places various equipment sets

e —

(racks, pallets, cranes and conveyors) on
the storage land and then “closes” them up
with walls all around. The warehouse pro-
cesses are served by the innovate software
of Stamh Ltd without any human interaction.
Each project is custom-designed to account
for the specifics of each client and each
particular site. The company has more than
4,500 clients in over 20 countries.

—
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Ondo Solutions, the Innovative Start-Up of
2020, has developed a system for smart
automated management of agriculture, al-
lowing precision in irrigation, fertilization,
climate control, and monitoring of the crops.
The smart solution is equally applicable to
small, medium-size and big farms. It con-

sists of hardware installed in the farm, and
an integrated specialized software with re-
mote control and easy-to-work-with inter-
face. The company has its systems installed
and operational with clients in Bulgaria and
North Macedonia and has recently opened
an office in South Africa.

Broadening the scene for the Innovative Enterprise of the Year contest participants

National and specialized media made a
wide promotion campaign of the 16th edi-
tion of the Innovative Enterprise of the Year
contest. Media partnerships with the Bulgar-
ian National Radio, the Economy magazine,
Economic.bg portal, Computer World Bul-

Excellence in Innovation Award Ceremony

EXCELLENCE IN
INNOVATION

The Innovative Enterprise of the Year 2019
contest finalists were awarded the Excel-
lence in Innovation label at a dedicated cer-
emony hosted by the President of Bulgaria
on 30 January 2020. The companies’ cutting-
edge innovations were assessed by an in-
dependent jury based on a set of indicators
such as high quality and forefront novelty of
the innovation, impact on national and world
markets, environment and society, efficien-
cy of the business model.

garia, Kaldata.bg, Nauka.bg magazine, Us-
pelite.bg, and the Industrylnfo.bg portal led
to more than 70 media publications about
the challenges and achievements of leading
Bulgarian entrepreneurs and innovators.

The ceremony was attended by diplomats
from countries that are European and world
leaders in the field of innovations such as
Germany, Austria, South Korea, Japan, the
UK, Israel, and Poland, as well as entrepre-
neurs, government officials, representatives
of business support organizations, and the
academic community. The Excellence in In-
novation label is designed to enhance the
international visibility of contest finalists and
catalyze their entry into new markets through
the recognition of the high-standard of their
innovations.

Rumen Radev, President of Bulgaria (middle),
with the awardees and participants in the
Excellence in Innovation ceremony.
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Innovation and Business Support Program

In 2020, ARC Fund’s work in the area of innovation and business support was focused in
the following fields:

Supporting SMEs to establish international partnerships and enter new markets.
2020 was marked by the COVID-19 outbreak and the new modus operandi for insti-
tutions, businesses and societies all over Europe. To cope with the situation, ARC
Consulting, as Coordinator of Enterprise Europe Network (EEN) — Bulgaria, offered
its portfolio of services through digital channels. The key events on the Network’s
calendar were performed online or in a hybrid format. 70 Bulgarian companies and
clusters took part in 12 B2B virtual events. As a result of the integrated support, local
businesses expanded to new markets in Germany, the Netherlands, Turkey, Spain,
Greece, Finland, and the USA.

Consulting SMEs. Traditionally, there are three main areas of interest among busi-
nesses: Access2Finance, focusing on the Horizon 2020 and ERDF calls; access to
new markets; and innovation management. More than 100 Bulgarian companies
benefited from the services and expertise of EEN’s team in these areas. As a result,
20 research partnerships under H2020, the European Innovation Council and ERDF
were enabled or granted a contract or Seal of Excellence. ARC Consulting experts
are among the few in Bulgaria licensed by the IMP3rove International Innovation
Management Academy. A number of SMEs from Industry 4.0, the green and blue
economy, the creative industries and digitalization, benefited from in-depth analysis
and consultations, optimizing the management of their innovation processes.

Efficiency of policy and financial instruments for SMEs and innovation. In 2020, ARC
Fund delivered a series of capacity building and interregional learning events on
improving the efficiency of national and European financial instruments for SMEs
and innovations, involving the National Innovation Fund, Vision for Sofia, Green So-
fia and the Innovation Fund of Sofia Municipality. Measures and recommendations
were drawn up in Action Plans, based on internationally recognized good practices
and knowledge exchange among regions from Austria, Spain, Portugal, Italy, Po-
land, France, Germany, Greece and Estonia.
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Assisting SMEs with International Partnerships and Entering New Markets

Access2Finance

In 2020, approximately 30 SMEs, start-up
companies and clusters benefited from the
in-depth consultation on Access2Finance
(A2F), whose core gateway for SMEs, ac-
cording to the European Commission, is the
Enterprise Europe Network. Taking advan-
tage of EEN'’s extensive expertise in EU fund-
ing programs, including COSME, H2020 and
ERDF, clients approached the team via digi-
tal channels to be directed to the most ap-
propriate funding instrument. For instance,
the start-up Ondo Solutions with its innova-
tive farming technology was introduced to a
project consortium for the H2020 Green Deal
Call. Another company, Spesima OOD, a
long-term EEN client, was selected through
a competitive procedure to receive financial,
mentoring and IPR support from the Euro-
pean Digital Innovation Hub.

New Markets

While the COVID-19 pandemic created un-
precedented problems to businesses, it
also opened up new opportunities for them.
As brokerage events were held online, it be-
came much easier to set up international
partnerships across the entire business
community. As a result, over 70 Bulgarian
SME and cluster representatives took part in
12 specialized brokerage events and busi-
ness missions in France, Germany, Greece,
Ireland, Italy and Portugal. Among the top
European or global events co-organized by
the EEN team were DMEA Digital business
meetings 2020, Virtual MariMatch 2020, B2B
Health Innovation Market 2020, Smart Manu-
facturing Matchmaking 2020, and H2020
Virtual Brokerage Event on the European
Green Deal Call.

As a follow-up, Bulgarian SMEs entered into
over 270 negotiations on business and in-
novation or tech-transfer partnerships in key
domains of the European economy such as
healthcare, the maritime industry, green and
blue growth, the creative industries, smart

manufacturing, mechatronics and Industry
4.0. One such example is EEN’s long-stand-
ing client and Innovative Enterprise of the
Year finalist, the Bulgarian software com-
pany Imagga, which set up a research part-
nership to develop innovative approaches in
the diagnosing and monitoring of COVID-19
together with organizations from Austria,
Greece, Ireland, Israel, Italy, the Netherlands,
Slovenia and Spain.

ENRICH

% EUROPEAN NETWORK OF

: RESEARCH AND INNOWATION
*9 CENTRES AND HUBS, USA

Another success story is the pitch deck sup-
port to the Bulgarian SME InteriorProtect Ltd
at the ENRICH in the USA Ecosystem Show-
case digital event. Promoted by the Euro-
pean Commission through Horizon 2020,
ENRICH in the USA acts as a focal point for
EU research and innovation actors seeking
to grow and reinforce collaboration across
the Atlantic. InteriorProtect Ltd and Vedamo
Ltd, both EEN clients, were selected among
the top 15 European companies to present
showcases to the Tech4Good industries and
ENRICH Centers in Boston, San Francisco
and Washington, D.C. This virtual half-day
industry-focused event consisted of reverse
pitches followed by individual meetings with
the ecosystems. As a result, Vedamo Ltd
has extended its client base in the USA and
attracted new investments by the BrightCap
Ventures.

Overall, in 2020 more than 100 companies
received extensive EEN advisory services in
the framework of a sustainable client jour-
ney process. 20 research partnerships un-
der H2020, the European Innovation Coun-
cil, and ERDF were enabled or granted a
contract or Seal of Excellence. EEN clients
expanded their markets across the EU, and
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gained new markets in the US and Turkey.

Success stories on air at the National
Radio

For a fourth year in a row, the EEN team
produced a program dedicated to innova-
tion aired by the Bulgarian National radio.
In a series of broadcasts, innovators and
entrepreneurs spotlighted their challenges
and achievements during the COVID-19 cri-
sis. Naicoms, a telemedicine-company, pre-
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sented their innovative products, which have
become a lifeline in the days of pandemics.
Another company featured their newly de-
veloped fully automated disinfection cabin
that ensures safe entry into hospitals, pub-
lic buildings and industrial manufacturing
sites with high hygiene requirements such
as food processing companies. These two
examples demonstrated how manufacturing
could quickly re-organize to respond to the
pressing challenges of the COVID crisis.

Consultancy in the Field of Intellectual Property

Entrusted by the EC to act as EU IP Help-
desk Ambassador for Bulgaria, the ARC
Fund delivered capacity-building events and
promoted intellectual property as an enabler
of international commerce, together with
trademarks and geographical indications
as key tools for business internationaliza-
tion. An event targeted at the local business
community was held on 10 September, and
another one was organized on 24-25 Sep-
tember 2020 within the BalkanMed Macrore-
gional Strategy. The thematic charts on In-

Enterprise Europe Network

ternational Design and Community Design
were customized to the specifics of local
business by ARC Fund as IP Ambassador
and were made available on the helpdesk
website. The charts present the subject to
IP protection as industrial design, the re-
quirements and approaches of protection
to be followed, along with the respective
costs and the scope of rights on industrial
designs, highlighting the specifics of Inter-
national or Community Design protection.

Expert at ARC Consulting presents the specifics of intellectual property as a tool of
internationalization to an audience of business and science representatives at an
online training, 10 September 2020
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Improving SMEs Innovation Management Competences

In 2020, the ARC Fund consolidated its posi-
tion in Bulgaria as the main expertise pool
with license for providing companies with
innovation management assessments
and Digital Innovation Quotient under
the methodologies of ATKerney IMP*rove
Academy of Innovation Management. Fur-
ther to that, ARC Fund also offers Innovation
Health Check assessments.

The portfolio of companies provided with an
innovation management assessment and
Digital Innovation Quotient is quite diverse,
coming from different, both high-tech and
traditional, economic sectors, and of vari-

IMP*ROVE

ous age groups and sizes. Most of their re-
sults evince their strong market positions at
the national and the European level as well
as their leading roles in their respective mar-
ket niches.

Together with advising companies, the ARC
Fund took part in the testing of the pilot ver-
sion of the Stages-of-Excellence model of
the IMP3® Academy EWIV, which is fully com-
pliant with the new ISO 56002:2019 stand-
ard on the innovation management system.
The new instrument will further enrich the
portfolio of tools used by ARC Fund as an
IMP3ROVE consultant.

Innovation Results

Enabling Factors

W Your Organization
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nnovation Life Cycle
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Resource Efficiency and Urban Farming as a Business Model

The COVID-19 pandemic has changed the
world and the way we live in multiple ways.
One positive outcome triggered by this cri-
sis is the growing relevance of regional ag-
riculture and local markets and the rise of
innovative business models connected with
urban farming. The partial collapse of glob-
al supply chains and the restrictions to stay
at home raised the desire for self-sufficien-
cy and healthy food even among the people

who were previously less inclined to prac-
tice environmentally conscious behavior.
The ARC Fund launched and coordinates
the CityZen initiative, which aims at enhanc-
ing scalable innovations and new business
models, based on urban farming.

Urban farming can take a large variety of
forms depending on the local needs as
well as available opportunities and spaces.
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What various urban gardens (community
gardens, gardens in private houses, on
balconies, rooftop or vertical gardens, etc.)
have in common is that they are usually
private initiatives, receiving little or no sup-
port from local governments. Urban farming
has only recently attracted the attention of
policy-makers, due to its potential to be-
come a viable component of the transition
towards a resource-efficient future. Still, lo-
cal authorities and policy-makers need to
do much more to support urban farmers
throughout the entire process by providing
access to appropriate spaces, and setting
up the necessary financial and legislative
frameworks for urban farming.

Interrég Europe..

To this end, the ARC Fund uses CityZen as
an opportunity for active engagement of
stakeholders in order to promote the ad-
vantages of urban farming and its potential
as an innovative business model among
policy-makers, businesses and civil society
organizations.

Meetings with regional stakeholders high-
lighted one of the main problems that urban
farming practitioners face in most cities,
namely access to appropriate land for de-
velopment of community gardens, because
many municipalities still prioritize construc-
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tion and infrastructure development. To
tackle this issue, CityZen identified and
proposed innovative ways to transcend this
competitive relationship and elicit collabo-
rative possibilities for partnership between
construction companies and urban farmers.
On-site outdoor and indoor gardens, green
roofs and green walls not only improve the
quality of life, but are a promising business
niche that can benefit all parties involved.

As part of its endeavors to promote the de-
velopment of urban farming as a successful
business model in Sofia, ARC Fund contrib-
uted to the writing of an Urban Agriculture
Handbook for Practitioners, municipalities
and companies, and to the evaluation and
mapping of areas in Sofia that could be
suitable for urban farming. These activi-
ties contributed to the formation of a criti-
cal mass of citizens involved or interested
in urban farming and helped placing this
topic on the agenda of municipal authori-
ties. The ARC Fund popularized the busi-
ness aspects of urban farming during the
international e-conference Urban Agriculture
as a Strategy for Improving the Quality of Life
of Urban Communities and the round table
Perspectives for Urban Farming in Sofia.

InnoBridge - the Interplay of Institutions and Actors for Robust Entrepreneurial Ecosystems

in European regions

After 4 years of active exchange, insight-
ful and collaborative design of new policy
measures, 2020 marked the last mile of the
InnoBridge initiative dedicated to the imple-
mentation and monitoring of the measures
devised in the 8 partner regions. Increasing

SMEs’ competitiveness was at the core of
the InnoBridge activities by improving the
Innovation Bridge and related policy instru-
ments for SMEs. ARC Fund was entrusted
to act as InnoBridge process driver and
methodology consultant on the Action Plans
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design for the entire partnership. In the local
context it contributed to the new concepts
of the Sofia Innovation Fund for mid- and
long-term measures to leverage the sup-
port on R&D initiatives in creative, digital
and cultural industries into market success.
Additional outcome was the broadened the-
matic scope of the Fund and the integration
of digitalization, digital skills and social inno-
vations in the context of the COVID-19 new

Policy consultancy

In 2020, ARC Fund continued working in
close collaboration with the Bulgarian pub-
lic administration in developing the strategic
framework for the next programming period
2021-2027 and creating a business environ-
ment favorable to innovation.

The main objective of the Innovation.bg re-
port is to provide recommendations to public
authorities on how to elaborate a transpar-
ent and evidence-based policy framework
and measures which better address market
and system failures. With a decision of the
government of the Republic of Bulgaria, a
new State Agency for Research and In-
novation was established, thus putting into
practice one of ARC Fund’s recommenda-
tions. The new actor within the national in-
novation system will play a significant role
in coordinating the implementation of the
science, technology and innovation policy,
and will enhance the linkages between re-
search organizations and universities, on
the one hand, and businesses, on the other,
in transferring new technologies into innova-
tion products and processes.

ARC Fund’s team supported the Council
of Ministers in developing the administra-
tive capacity of the new Agency. A series
of analyses were conducted to better un-
derstand the needs of different stakeholder
groups as a basis for defining the mission
and main objectives of the Agency in the
field of research, innovation, and technol-
ogy transfer. In addition, ARC Fund sup-

realities. The key new measures to support
innovations featured: a specialized guaran-
tee scheme of Sofia Municipal Guarantee
Fund for SMEs, Start-up Accelerator Sofia,
working with schools and teachers on en-
trepreneurial and digital skills and the new
stabilization and recovery financial scheme
entitled “The Crisis as an Opportunity” that
was actively promoted by ARC Fund to its
contact network of SMEs

ported the Agency in developing the new
Operational Programme for Research, Innova-
tion and Digitalization for Smart Transforma-
tion to be launched in 2021 and to support
research organizations and businesses in
their collaborative projects and internation-
alization during the next programming pe-
riod. ARC Fund was engaged in developing
the main objectives and rationale of the new
OP, setting up the priorities, activities and
measures, and defining the outputs and out-
comes, as well as the OP’s long-term impact
on the national economy and the innovation
system.

In implementing the initiative Efficient and
Transparent Smart Specialization Policy of
Bulgaria 2021 — 2027 ARC Fund worked in
collaboration with the Ministry of Economy.
In 2020, ARC Fund organized six online focus
groups with representatives of the six plan-
ning regions of the country — public authori-
ties, research organizations, universities,
businesses, NGOs, researchers. The aim
was to identify existing attitudes regarding
the technological and economic profiling of
the country and the results of the smart spe-
cialization policy to date. Participants in the
focus groups shared ideas and made sug-
gestions for the smart specialization policy
design for the next programming period.
The following topics were discussed:

the extent to which the priority areas
for smart specialization are clearly
defined; the development of any
new priority areas which have been



identified during the last years; the
existing business and research po-
tential in these priority areas; obser-
vations on whether there are any in-
teractions between businesses and
science in these areas; examples of
national good practices;

existing interactions in the field of re-
search and innovation; examples of
partnerships and benefits achieved;
success factors and barriers; meas-
ures to promote synergies between
science and businesses in terms
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of R&D and innovation; science—
business relations and the process
of commercialization of publicly
funded research results; business
investments in R&D and innovation;

the effect of the COVID-19 pan-
demic on the work of participants’
organizations and the ways the
pandemic affected innovative and
non-innovative enterprises, as well
as examples of implemented work-
place innovations in this regard.

Fig. 5. Regional Innovation Scoreboard, South-West Planning Region
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The results from the focus groups were
complemented with a nationally representa-
tive survey of the innovation activity of the
Bulgarian businesses. It was the seventh
survey of innovation activity (INA-5) con-
ducted by ARC Fund among companies
from different economic sectors and sizes.

The results of both stakeholders’ consulta-
tions (focus groups and survey) were pro-
vided to the Ministry of Economy and other
institutions in order to support their work

on developing the Innovation Strategy for
Smart Specialization and the related policy
documents for the 2021-2027 programming
period.

The phenomenon of “hidden innovation” —
one that cannot be captured by traditional
indicators — has always been in the focus
of ARC Fund’s research. In 2020, ARC Fund
was actively engaged in investigating the
reasons for non-reporting data on research
and innovation activities by SMEs.
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Fig. 6. Regional Innovation Scoreboard, South-West Planning Region
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The data from the European Innovation
Scoreboard 2020 shows that Bulgaria re-
mains in the group of modest innovators, lag-
ging significantly behind the European aver-
age in terms of innovation activity of small
and medium-sized enterprises (13.8%), in-
cluding small and medium enterprises with
product/process and marketing/organiza-
tional innovations (surpassing only Poland
and Romania). Against this background, the
problem of non-reporting the research activ-
ity of enterprises remains unresolved. This
information is generated by Eurostat at the
European level and is the basis for the nega-
tive comparative results for Bulgaria.

The findings of the desk research of the
European and national legislation, the sur-
vey among companies, and the analysis
of good practices were summarized in a
report which also delivered recommenda-
tions on statistical, accounting and tax prac-
tices. They were provided to the Council of
Ministers, the National Statistical Institute,
the Ministry of Economy, the Ministry of Fi-
nance, the National Revenue Agency, the In-
stitute of Certified Public Accountants, and
the Institute of Professional Accountants in

Performance of EU Member States' innovation systems
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Bulgaria. The recommendations provide a
good basis for further public consultations
on creating a better business environment
with significant tax relief, financial and non-
financial measures for motivating business-
es to provide timely and accurate data on
their research and innovation activity.

In 2020, after a number of consultancy pro-
jects implemented in Romania, Croatia, Ko-
sovo and Serbia, ARC Fund/ARC Consult-
ing, in collaboration with the Joint Research
Centre (JRC) of the European Commission,
started a new initiative to support two re-
gions in Ukraine — Kharkiv and Khmelnytsk
— in their efforts to develop smart speciali-
zation strategies and to lay the foundations
of Entrepreneurial Discovery Process. The
two regions will benefit from expert consul-
tations and recommendations based on the
region's advancement in developing smart
specialization priorities. The general pur-
pose of the expert support is to improve the
quality of the smart specialization compo-
nent to be embedded in regional develop-
ment programs aligning it with JRC’s Smart
Specialization Framework for Enlargement
and Neighbourhood Countries.
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Science, Technology and Innovation
Policy Program

ARC Fund’s work in the area of Science, Technology and Innovation Policy (STIP)
facilitates public, multi-actor deliberative processes on societal challenges stemming
from research and innovation. It mobilizes actors from civil society, business, university
and research organizations, as well as policy and decision-makers, towards a shared
understanding of forthcoming transformations and challenges in technological devel-
opments and innovations, and steers them towards a shared vision for the integration
of responsible research and innovation principles into science and policy-making. De-
spite significant disruptions due to COVID-19, in 2020 the ARC Fund managed to:

conduct an exploratory analysis of how the precautionary principle has influenced
the development of the regulatory framework of GMOs in Bulgaria, with a particu-
lar focus on the Parliamentary debates on the Law on Genetically Modified Organ-
isms.

further integrate principles of Responsible Research and Innovation (RRI) on an
organizational level, as well as on territorial policy level, by enabling territorial ac-
tors to develop decision systems based on responsibility, anticipation and inclu-
sivity.

contribute to the development of a Code of Ethics with a repository of good prac-
tices in Research and Innovation.

enhance significantly its participation in the Horizon 2020 Program, strengthening
its national standing as the most productive non-profit research organization in
the EU’s largest R&I funding program, and expand its network of partnerships
across Europe.
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Leadership in Responsible Research and Innovation

ARC Fund has been working actively to pro-
mote and integrate Responsible Research
and Innovation (RRI) and establish it as a
guiding principle of Bulgarian R&l and fund-
ing organizations.

Striving to become an RRI champion in Bul-
garia and the EU, in 2020 ARC Fund joined
the ETHNA System — an international initia-
tive involving universities and research insti-
tutes from eight European countries (Aus-
tria, Bulgaria, Denmark, Estonia, Germany,
Portugal, Spain and Norway). Its main aim
is to develop and implement an ethics gov-
ernance system for grounding good RRI
practices in higher education institutions, re-
search and innovation funding bodies, and
research centers. A special organizational
structure named ETHNA Office will be set
up and tested by the ARC Fund. The four
main instruments of the ETHNA Office are
the Code of Ethics with a repository of good
practices in research and innovation, the

Ethics Committee of Research and Innova-
tion, the Ethical Hotline, and indicators for
monitoring the progress in the RRI institu-
tionalization. These instruments will support
the RRI uptake by providing guidelines and
offering tools for management of RRI poli-
cies and actions in the organization.

Throughout 2020, ARC Fund also contrib-
uted to promoting RRI-based practices on
a local and regional level. It continued part-
nering with the Municipality of Gabrovo in
the design of a novel approach to territo-
rial public decision-making process by fa-
cilitating cross-actor collaborations among
territorial R&l actors. It provided methodo-
logical support in the design and prepara-
tion of a guided process of reiterative con-
sultation of local actors, including citizens,
thus strengthening the exchanges among
citizens, researchers, local businesses and
policy-makers.

The precautionary principle — reconciling science, public concerns and policy-making
through stakeholder consultation and mobilization

The precautionary principle allows regulatory
oversight over scientific and technological
developments, whose practical applications
are frequently the source of public concern
or are believed to cause harm to human
health or the environment. Decision-makers
invoke this principle with respect to identi-
fied hazards without a certain proven cause
coupled with high stakes.

Throughout 2020, ARC Fund worked on a
comprehensive case study on the relevance
of the precautionary principle to the govern-
ance of GMOs. The research focused on
the evolution in the Bulgarian parliamentary
debates on the Law on Genetically Modified

Organisms since its initial adoption in 2005,
reviewing a range of opinions and motives
expressed by MPs, government officials
and experts in plenary, as well as in relevant
Committee meetings. The case followed the
debates during major amendments to the
law and provided an example of how strong
precautionary thinking (i.e. assuming the
highest threat and damage probability) can
shape regulatory oversight. It further high-
lighted the complexities in creating and en-
forcing any regulation marked by scientific
uncertainty, technological complexity and
public distrust, as well as the challenges in
the dialogue between scientists, policy-mak-
ers and the general public.

Transforming Energy Consumption Patterns in Households

In 2020, ARC Fund continued to encour-
age efficient and more environmentally

conscious energy consumption among
households in Europe. Built as an open ac-
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cess e-learning platform, ACT4ECO helps
European consumers learn more about the
different aspects of efficient energy con-
sumption. Specific themes include how to
produce one’s own energy, how to better
manage one’s energy consumption, how
to improve the energy efficiency of one’s
home, how to be a smart energy consumer
and how to sustain efficient energy use in
the long-term. The platform was pilot-tested
in mid-2020 and was made fully operational
in October 2020.

ARC Fund became part of three interna-
tional initiatives, contributing to increasing
its visibility as an advocate in the field of
responsible energy consumption and en-
ergy efficiency. Together with eight other
partner organizations that participated in
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the development of the ACT4ECO platform,
ARC Fund marked the EU Sustainable En-
ergy Week (June 2020), the World Ozone
Day (September 2020) and the EU Regions
Week/Green Europe (October 2020). Two of
the events — EU Sustainable Energy Week
and EU Regions Week/Green Europe were
used as an opportunity to raise households’
awareness about the importance of sustain-
able energy consumption by promoting the
diverse actions and measures accessible
on the platform. To honor World Ozone Day,
ARC Fund and its partner organizations held
a webinar to discuss with a representative
of the United Nations Environment Program
(UNEP) the relation between the ozone lay-
er and climate change, as well as the im-
portance of user awareness and action for
ozone layer restoration.

see

The Act4Eco platform presented during the World Ozone Day,
16 September 2020

To contribute to building an informed com-
munity of users with a sustained interest in
the topic of energy efficiency, ARC Fund
created and has been managing a dedi-
cated group on Facebook, where articles on
the topic of sustainable energy consump-
tion are posted regularly, engaging users in
open dialogues and shared learning. ARC

Fund organized a number of successful
promotional campaigns, such as ACT4ECO
Ambassadors and #|SaveEnergyBecause,
aiming to inspire group members to actively
support the transitioning to more sustain-
able energy consumption patterns in Euro-
pean households.
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Safer Internet Program

f t b ARC Fund has been working in this area for 16
SQ ene 9 years as coordinator of the national Safer Inter-
net Centre (SIC).

The organization operates a Hotline for reporting online content that is illegal and harm-
ful to children and supervizes a Helpline operated by its partner Parents Association.

The Centre is a member of the International Association of Internet Hotlines (INHOPE)
and of the European Network of Safer Internet Centres (Insafe), now integrated as the
Better Internet for Kids network and is Bulgaria’s representative in the EU Kids Online
and Global Kids Online research networks.

SIC is also a member of the European Crime Prevention Network (ECPN) and the
Radicalisation Awareness Network (RAN). Since late 2018, a member of the the Safer
Internet Center’s Youth Panel has represented Bulgaria in the Childen’s Council of the
Eurochild international network.

The Bulgarian SIC was granted a Quality Certificate by the International Association
of Internet Hotlines INHOPE in 2018 and is Trusted Partner of Facebook and Trusted
Flagger of Google.
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In 2020, the Safer Internet Centre performed
a wide range of activities in the field of pro-
tection of children online despite the unprec-
edented situation. The COVID-19 pandemic
and the package of prevention measures in-
troduced by the Ministry of Health led to two
nationwide lockdowns — in March through
May and in December 2020. The organiza-
tion operates a Hotline for reporting online
content that is illegal and harmful to chil-
dren in cooperation with the other INHOPE
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member hotlines, the national Law Enforce-
ment Authorities (LEA) and Interpol, and su-
pervises a Helpline operated by its partner
Parents Association. The Hotline reports
regarding online sexual exploitation of chil-
dren are verified and transferred for further
legal action to the national Cybercrime Unit.
Via the Helpline, trained psychologists con-
sult children, parents and teachers about
problems and incidents with children on the
Internet.

Any internet user can file a report — anonymously or not — about online content
which is illegal or harmful to children via the website of the Safer Internet Centre

In 2020, the Hotline received and took ac-
tion on 17,855 reports, 17,081 of them being
reports on child sexual abuse materials,
16 — on erotic or nude content involving
children, and 19 — on child grooming. 680
of the reports were directed to the Law En-
forcement Authorities (the Cybercrime Unit
of the General Directorate for Combating
Organized Crime), 17,026 were sent to other
Hotlines (members of INHOPE), 3 were di-
rected to other Bulgarian institutions, and in
2 cases the Centre asked for the removal of
the online content.

During the year, the Helpline provided 459
consultations on various issues ranging
from cyberbullying through security settings
to the use of the Internet and digital devices

by minors. Of those consultations, 19 con-
cerned online content potentially harmful to
children, 45 concerned privacy settings, 11
were related to personal data, 18 — to online
reputation issues, 26 — to various aspects
of digital and media literacy, 25 reported
cases of cyber bulling, 16 concerned sexual
harassment, 4 were on sexting, 11 — on sex-
tortion, 3 — on sexual grooming and 2 were
on e-crimes.

In addition to the direct protection and sup-
port of children facing online risks as well
as the involvement in a number of research
projects in the field of online safety and vic-
timization of children and young people, the
ARC Fund has developed and has been im-
plementing various educational methodolo-
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gies for the prevention of cybercrimes and
online abuse of children. ARC Fund coor-
dinates a working group of primary school
teachers, university professors and repre-
sentatives of the Ministry of Education and
Science, which has been set up within the
Safer Internet Program.

Being recognized as a center of excellence
in the field of child protection on the internet,
the ARC Fund participates in various nation-
al and international activities and working
groups for developing strategies and pro-
posals for necessary legislative measures,
social service procedures and practices. It
conducts regular trainings of children, teach-
ers, parents, care givers, and social workers
and is involved in various awareness raising
activities. ARC Fund experts were included
in an international working group formed by
the European Crime Prevention Network to
prepare a more structured and evidence-
based strategy for the prevention of crimes
against children. The ARC Fund regularly
participates in working and training meet-
ings of the Radicalization Awareness Net-
work, presenting its expertise and sharing
knowledge and practices with other organi-
zations. ARC Fund also became a Trusted
Partner of Facebook and Trusted Flagger of
Google. Intervention and support in cases of
incidents and risks for children online are im-
portant priorities, but the Safer Internet Cen-
tre places a major focus on prevention, too.

In 2020, ARC Fund’s experts developed a
methodology for training young people for
peer trainers on topics related to the preven-
tion of sexual exploitation of children online.
At the end of the year, 20 young people from
the Bulgarian SIC’s Youth Panel and three
schools in Sofia where trained online in peer
training their peers next year. Teachers from
the three schools were also trained to sup-
port the young peer trainers and to use the
methodology for training other children in the
future.

ARC Fund has also participated in the devel-
opment of three tools which address Media
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and Information Literacy (MIL) competences
described in the UNESCO Global framework
for assessment of MIL — an online game for
young people, peer-to-peer methodology
and storytelling guide. The tools will help
young people develop their critical thinking
and express their opinion and ideas for solv-
ing social problems.

Ateaching methodology on the development
of critical thinking and fostering tolerance
through the improvement of digital and me-
dia skills in high schools was drafted in 2020
by ARC Fund experts incorporating the feed-
back of professional teachers. It consists of
10 lessons on the various types of digital and
media skills (communication skills, informa-
tion assessment skills, etc.) also related to
emotional intelligence and critical thinking as
prevention mechanisms to far-right messag-
es online and far-right radicalization among
youth.

In late 2020, ARC Fund experts developed
three additional methodological guide-
books for countering anti-Roma manipula-
tion and disinformation:

a basic methodology guidebook on
how to detect and tackle fake news,
disinformation and manipulation,
addressing general societal issues
and in particular anti-Roma manipu-
lation;

a practical guidebook for capacity
building of Roma leaders, activists,
mediators, Roma and pro-Roma,
which will equip the target Roma
multipliers with the needed specific
methods and tools to detect, moni-
tor and counteract fake news and
anti-Roma disinformation that ac-
celerate anti-gypsyism;

a practical guidebook for school
teachers on the ways young people
can identify and counter hostile nar-
ratives, disinformation, manipulation
and fake news generating racists
stereotypes and inciting hostility
against Roma people.
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Part one: Program areas

In 2020, SIC’s holistic model for improving
the digital and media literacy of students of
all age groups through the existing curricu-
lum was applied at 90th High School in So-
fia. The model included modules on system-
atic work with parents as well as the creation
of a school community. Teachers from the
school attended a series of trainings on the
updated holistic model and developed their
own teaching plans. ARC Fund experts su-
pervised the lessons, the majority of which
were conducted online because of the lock-
down, and provided feedback.

More than 1,500 children, close to 560 teach-
ers, about 430 parents and more than 410
professionals (educational experts, teachers
and school psychologists, social workers,
members of local commissions for com-
bating trafficking of human beings, among
others) were involved in trainings and aware-
ness raising events, both in person and on-
line.

In the last 6 years, ARC Fund has been run-
ning the Cyberscout training program, which
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was ranked 9th in the 2017 competition for the
annual European Crime Prevention Award.
The Cyberscout program for children aged
11-12 has become highly popular in schools.
The results of the training are acknowledged
by teachers and pupils alike. In 2020, before
the first and the second nationwide lock-
downs, ARC Fund and its partners managed
to train 150 teenagers from 8 schools in 5
cities and towns across the country. ARC
Fund continued to communicate online with
the trained students, who have been receiv-
ing various Cyberscout missions for raising
awareness about online safety among their
peers. These trained children were also in-
vited to participate in a national Cyberscout
competition involving various activities and
initiatives for transferring the newly acquired
knowledge and skills to their peers. The
Cyberscouts, supported by teachers, have
managed to reach out to nearly 500 other
children. In August 2020, ARC Fund also
conducted a training, during which 20 pro-
fessionals from various non-profit organiza-
tions acquired Cyberscout trainer skills and
knowledge.
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The Centre produced 20 awareness videos on the main Internet risks for
teens, teachers and parents

Since 2010, the Bulgarian Safer Internet
Centre has been working actively on youth
participation through maintaining its Youth

Panel — a voluntary structure of young peo-
ple aged 14—18. The Youth Panel planned
and hosted the main event for the Safer In-



ternet Day in Bulgaria in February 2020. The
event engaged children and professionals
who participated in order to provide recom-
mendations on online safety for parents. The
members of the Youth Panel also planned
and hosted numerous other events of the
Bulgarian SIC and its partners, such as the
Voice It Youth Forum, which, in 2020, was
dedicated to countering discrimination. The
forum was organized by the National Net-
work for Children and the role of the Youth
Panel was to create a special video for the
event. Two of the panel members were in-
volved in the planning and hosted an event
with a small number of participants which
was livestreamed to reach a wider audience
in the pandemic situation.

Since 2019, two members of the Youth Panel
are also part of the Megaphone Youth Net-
work maintained by the National Network for
Children, as well as the network’s Reporters
initiative. One of them was also elected with
the majority of the votes of the young peo-
ple involved in this initiative to represent Bul-
garia in the Eurochild Children’s Council. The
elected girl participated in a number of inter-
national online forums. She was also given
a key speaker role at the annual event of the
European Parliament on the Universal Chil-
dren’s Day which was an opportunity to dis-
cuss important topics concerning children
with high-level European politicians. In 2020,
the girl was also selected by The Washington
Post as one of 12 global kids whose activities
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have made their communities and the world
a better place. Her international recognition
was widely covered in Bulgarian media.

In February 2020, the Coalition for Media
Literacy at School founded by ARC Fund,
among others, which already has 17 member
organizations, conducted the third Media Lit-
eracy Days campaign on the Safer Internet
Day. During the campaign, SIC distributed
a package of school aids containing lesson
plans for various age groups of students,
guidelines for teachers, plans for meetings
with parents, etc.

Quickly adapting to the unprecedented
pandemic situation, the ARC Fund held nu-
merous webinars on online safety issues
engaging audiences of teachers, parents
and children. ARC Fund experts developed
online safety quizzes for the popular Kahoot
game and guidelines for safe Internet use,
which were disseminated through the chan-
nels of the Bulgarian Red Cross during the
first lockdown. A number of educational vide-
os on online safety topics were also created,
some which have proven useful in teacher
practice. Guidelines for remote teaching dur-
ing the lockdown were also specifically de-
veloped for teacher use. Along with its part-
ners from the Coalition for Media Literacy at
School, ARC Fund also conducted a survey
among Bulgarian students to assess their
attitudes to online education during the lock-
down.
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Institutional Development 2020

ARC Fund is a not-for-profit organization
acting for the public benefit. Up to 2017, ARC
Fund was registered at the Sofia City Court
and the Central Register of Not-for-Profit Le-
gal Entities at the Bulgarian Ministry of Jus-
tice. In 2018, following amendments to the
national legislation, ARC Fund was re-reg-
istered in the public Commercial Register
and Register of Not-for-Profit Legal Entities
at the Registry Agency under the Minister of
Justice.

Not-for-profit legal entities acting for the
public benefit are obliged by the Bulgarian
law to conform to a number of additional
rules, inter alia, to draw up and submit an-
nually an activity report and financial state-
ments for entry in the public Register.

In 2006, ARC Fund established ARC Con-
sulting EOOD - a wholly-owned company
designed to better leverage the organiza-
tion’s expertise. The company provides con-
sultancy services in the field of innovation
and ICT. It also develops and implements
national and international projects under
the EU Framework Programs for research,
technology development and demonstration
projects, as well as under the Cohesion and
Structural Funds. ARC Fund and ARC Con-
sulting form the ARC Fund Group.

In 2020, the ARC Fund Group employed
full-time staff of twenty-three and a number
of part-time consultants and advisors. The
ARC Fund Group team is a blend of young,
well-educated and highly motivated people
and experienced experts renowned for their
professionalism and high quality work.

In 2020, the ARC Fund Group worked on the
implementation of 22 projects and 6 service

contracts supported by the Executive Agen-
cy for Small and Medium-sized Enterprises
(EASME) of the European Commission, the
National Innovation Fund, DG Justice and
Consumers of the European Commission,
the Research Executive Agency of the Eu-
ropean Commission, the Interreg Europe
program, the Norway National Agency (ER-
ASMUS +), EEA and Norwegian Financial
Mechanisms for 2014-2021, OAK Founda-
tion, the Innovation and Networks Executive
Agency of the European Commission, Tel-
enor Bulgaria EAD, DG Migration and Home
Affairs of the European Commission, the
National Operational Programme for Good
Governance, the Active Citizens Fund, the
Konrad Adenauer Foundation, JRC of the
European Commission, the Council of Min-
isters of Bulgaria, the Ministry of Regional
Development and Public Works, and the
Belgian research company Applica.

ARC Fund is managed in accordance with
the principles of good governance, account-
ability and transparency. These principles
are applied through:

execution of annual audits since 1992;
individual project audits;

publication of Annual Reports in Bul-
garian and in English;

regular updates of the organization’s
website to inform the public about on-
going projects and events;

child-protection policy, which con-
tains an ethical code, principles and
rules for working with children;

publications in the media to enhance
the impact of policy recommenda-
tions and increase public awareness
of supported causes.
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Independent Auditors’ Report

To the Board of Trustees of
the APPLIED RESEARCH AND COMMUNICATIONS FUND

Report on the Consolidated Financial Statements

We have audited the consolidated financial statements of the Applied Research and
Communications Fund and its consulting arm ARC Consulting EOOD (together referred to as
"the Group"). These comprise the consolidated statement of the Group’s financial position as
of 31 December 2020 and the consolidated statements of comprehensive income, changes in
equity and cash flows for the year then ended, as well as a summary of significant accounting
policies and other explanatory notes.

Opinion

In our opinion, the accompanying consolidated financial statements present fairly, in all
material respects, the financial position of the Group as of 31 December 2020, its financial
performance and its cash flows for the year then ended in accordance with the International
Financial Reporting Standards (IFRS) as adopted by the European Union (EU).

Basis for expression of opinion

We have performed our audit in accordance with the International Standards on Auditing
(ISA). Our responsibilities as per these standards are further described in the Auditor’s
Responsibility section of our report. We are independent from the Group in accordance
with the Code of Ethics for Professional Accountants of the International Ethics Standards
Board for Accountants (the IESBA Code) along with the ethical requirements of the Law
on the Independent Financial Audit (LIFA), applicable to our audit of consolidated financial
statements in Bulgaria. We have also complied with our other ethical responsibilities as per
the requirements of LIFA and the IESBA Code. We believe that the audit evidence we have
obtained is sufficient and appropriate to provide a basis for our audit opinion.

Other information, different from the consolidated financial statements and the
auditor’s report

The Group’s management is responsible for other information. Other information comprises
the report on the activity prepared by the management in accordance with Chapter Seven of
the Law on Accountancy of the Republic of Bulgaria, but excludes the consolidated financial
statements and our auditor’s report.

Our opinion regarding the consolidated financial statements does not comprise this other
information and we do not express any form of conclusion about its reliability, unless it is
explicitly stated in our report and to the extent to which it is stated.

In auditing consolidated financial statements, our responsibility is to read the other
information and thus to assess whether this other information is substantially inconsistent



with the consolidated financial statements or with our knowledge obtained during the audit,
or in another way appears to contain material misstatement. If, based on the work we have
performed, we conclude there is material misstatement in this other information, we are
required to report this fact.

We have nothing to report in this respect.

Supplementary reporting requirements laid down in the Law on Accountancy of the
Republic of Bulgaria

In addition to our responsibilities and reporting in compliance with ISA, in reference to the
report on the activity we have followed the procedures supplementing ISA requirements
as per the Instructions of the professional organisation of certified public accountants and
registered auditors in Bulgaria - Institute of Certified Public Accountants (ICPA) - issued on
29 November 2016 and endorsed by its Managing Board on 29 November 2016. These are
procedures on verification whether such other information is present and on examination
of its form and content, designed to assist us in forming an opinion on whether this other
information contains the disclosures and reports laid down in Chapter Seven of the Law on
Accountancy.

Opinion in reference to Art. 37, Para. 6 of the Law on Accountancy of the Republic of
Bulgaria

On the grounds of the procedures implemented, our opinion is that:

— the information included in the report on the activity for the financial year for which
consolidated financial statements were prepared corresponds to the consolidated
financial statements;

— the report on the activity was prepared in compliance with the requirements of Chapter
Seven of the Law on Accountancy;

— the report on payment to governments for the financial year for which consolidated
financial statements were prepared, was presented and prepared in compliance with
the requirements of Chapter Seven of the Law on Accountancy.

Management’s responsibility for the Consolidated Financial Statements

The management is responsible for the preparation and fair presentation of these
consolidated financial statements in accordance with IFRS as adopted by the EU, and for
such internal control as the management determines is necessary to enable the preparation
of consolidated financial statements that are free from material misstatement, whether due
to fraud or error.

During the preparation of consolidated financial statements, the management is responsible
for evaluating the ability of the Group to continue its operation as a going concern, disclosing,
when applicable, issues related to the assumption about a going concern and using the
accounting basis on the grounds of the assumption about a going concern, unless the
management has the intention to liquidate the Group or to suspend its activity, or has no
other alternative but to take such action.

Auditor’s responsibility

We aim to obtain reasonable assurance that the consolidated financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report containing our auditor’s opinion. Reasonable assurance is a high degree of
assurance, but is not a guarantee that an audit performed in accordance with ISA shall in all
cases reveal material misstatement if such misstatement is present. Misstatements may arise



as a result of fraud or error and are considered material if it would be reasonable to expect
that, independently or in aggregate, they could impact the economic decisions of consumers
taken on the basis of these financial statements.

As part of the audit complying with IAS, we use professional judgment and keep professional
skepticism throughout the audit. We also:

identify and assess the risks of material misstatement in the consolidated financial
statements, whether due to fraud or error; we design and perform audit procedures in
response to these risks, and we obtain sufficient and appropriate audit evidence, so as
to provide basis for our opinion. The risk of not revealing material misstatement which
is due to fraud, is higher than the risk of not revealing material misstatement which is
due to error, as fraud could vary from secret arrangement, through forgery, intentional
omissions, and statements aiming to deceive the auditor, to internal control neglect or
circumvention;

consider internal control relevant to the audit in order to design audit procedures that
are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the Group’s internal control;

evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and the related statements made by management;

make a conclusion about the appropriateness of the accounting basis used by the
management on the grounds of the assumption for a going concern and the audit
evidence obtained about whether material uncertainty is present concerning events
or circumstances which could cause significant doubts about the ability of the
Group to continue operation as a going concern. In case of finding such material
uncertainty, we are obliged to draw attention in our auditor’s report to the disclosures
in the consolidated financial statements relevant to that uncertainty, or, in case these
disclosures are inadequate, to modify our opinion. Our conclusions are based on the
audit evidence obtained up to the date of our auditor’s report. However, due to future
events or circumstances the Group could suspend its operation as a going concern;

evaluate the overall presentation, structure and content of the consolidated financial
statements, including disclosures, and whether the consolidated financial statements
present the fundamental transactions and events in a reliable manner.
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(all amounts in BGN thousand)

Assets

Property, plant and equipment
Intangible assets

Investment property

Total non-current assets

Trade and other receivables
Cash and cash equivalents
Total current assets

Total assets

Equity

Liabilities

Payables to partners and suppliers

Deferred financing
Total current liabilities
Total liabilities

Total equity and liabilties

Note

[o)]

10
11

Applied Research and Communications Fund (the Group)
Consolidated Statement of Financial Position, 31 December 2020

For the year ending:

31 December 2020

31 December 2019

34 14

19 2

37 38

90 54
350 572
5,138 1,858
5,488 2,430
5,578 2,484
1,938 2,013
2,760 50
880 421
3,640 471
3,640 471
5,578 2,484

These consolidated financial statements were approved by the Board of Trustees on 26 July 2021.
oard of Trustees by:
7

They were signed on behalf of the B

Nikolay Badinski
Executive Director
26 July 2021
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Applied Research and Communications Fund (the Group)
Consolidated Statement of Comprehensive Income, 31 December 2020

(all amounts in BGN thousand) Note For the year ending:

31 December 2020 31 December 2019
Revenues from grants financing 12 1,034 1,300
Cost of sales 15 (946) 1,173
Gross profit 88 127
Other operating income 354 706
Administrative expenses 15 (493) (752)
Impairment losses (20) -
Revenue from operating (71) 81
activities
Financial income 2 3
Financial expenses (4) (7)
Net financing costs 13 (2) (4)
Profit before income tax 73 77
Income tax expense 14 (1) @)
Net profit for the period 74 70

Other comprehensive income - -

Total comprehensive income 74 70

These consolidated financial statements were approved by the Board of Trustees on 26 July 2021.
They were signed on behalf of the Board of Trustees by:
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Nikolay Badinski
Executive Director
26 July 2021
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Applied Research and Communications Fund (the Group)
Consolidated Statement of Changes in Equity, 31 December 2020

(all amounts in BGN thousand) Note Retained earnings
Balance as of 1 January 2019 1,945
Net profit for the year 70
Other changes 2
Balance as of 31 December 2019 2,013
Balance as of 1 January 2020 2,013
Net profit for the year (74)
Other changes (1)
Balance as of 31 December 2020 1,938

These consolidated financial statements were approved by the Board of Trustees on 26 July 2021.
They were signed on behalf of the Board of Trustees by:
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Nikolay Badinski
Executive Director
26 July 2021
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(all amounts in BGN thousand)

Cash generated from operations
Profit before income tax

Adjustments for:

Depreciation

Changes in working capital:
(Increase)/decrease of trade and other
receivables

(Increase)/decrease of trade and other
payables

(Increase)/decrease of deferred financing
Net cash from operating activities
Income tax paid

Net cash generated from operating activities

Cash flows from investing activities
Payments for acquisition of property, plant and
equipment

Cash flows from financing activities

Interest and commissions paid

Net cash used in financing activities

Net increase/(decrease) in cash and cash
equivalents

Cash and cash equivalents at the beginning of
the year

Cash and cash equivalents at the end

of the year

Applied Research and Communications Fund (the Group)
Consolidated Cash Flow Statement, 31 December 2020

Note For the year ending:

31 December 2020 31 December 2019

73 77

7 7

282 329
2,754 (856)
242 20
3,212 (423)
3,212 (423)
(25) (6)
93 (7)

93 (7)
3,280 (436)
1,858 2,294
9 5,138 1,858

These consolidated financial statements were approved by the Board of Trustees on 26 July 2021.
They were signed on behalf of the Board of Trustees by:

Nikolay Badinski
Executive Director
26 July 2021

Initialled for identification purpos?s in reference to the audit report:
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Applied Research and Communications Fund (the Group)
Notes to the Consolidated Annual Financial Statements, 31 December 2020
(all amounts in BGN thousand, unless otherwise stated)

1. Background and activities

The Applied Research and Communications Fund (ARC Fund), is a European think-and-action
tank in the area of innovation, business support and technology transfer, established in 1991. ARC
Fund provides:

e advice and advocacy on science- and evidence-based national, regional and local level
innovation policies and strategies;

e research and analyses of development trends and policy options for supporting
entrepreneurship and innovation for smart specialisation and industrial transformation;

e innovative educational methodologies for building digital and media literacy in young
people and for creating a safer internet environment;

e public-private partnership and foresight know-how for addressing specific issues of
innovation-based competitiveness, digitalisation and green transformation.

The consolidated financial statements of ARC Fund for the year ended 31 December 2020
comprise the ARC Fund and its consulting arm ARC Consulting EOOD (together referred to as
“the Group®).

ARC Fund owns 100% of the share capital of its consulting arm ARC Consulting EOOD. The
company offers consulting services in the fields of innovation and information and communication
technologies, as well as advisory services in the design and implementation of international
projects. ARC Consulting EOOD is a limited liability company established in the Republic of
Bulgaria and registered by Sofia City Court under file No 9428/2006 on 28 August 2006.

As of 31 December 2020 the Group has 28 employees.

These consolidated financial statements were approved by the ARC Fund‘s Board of Trustees on
26 July 2021.

2. Accounting policies

The principal accounting policies applied in the preparation of these consolidated financial
statements are set out below. These policies have been consistently applied to all the years
presented, unless otherwise stated.

2.1. Basis of preparation

These consolidated financial statements have been prepared in accordance with the International
Financial Reporting Standards (IFRS), as adopted by the European Union (EU). The financial
statements have been prepared under the historical cost convention.

The consolidated financial statements comprise the financial statements of the ARC Fund and its
consulting arm as of 31 December each year. The financial statements of the consulting arm are
prepared for the same reporting period as those of the parent Group, using consistent accounting
policies. For consolidation purposes, the financial information of the Group has been combined
on a line-by-line basis by adding together like items of assets, liabilities, income and expenses.

All intra-group balances, income and expenses and unrealised gains resulting from intra-group
transactions are eliminated in full. Unrealised losses are also eliminated, but considered an
impairment indicator of the asset transferred. The consulting armis fully consolidated from the date
of acquisition, being the date on which the Group obtains control, and continue to be consolidated
until the date that such control ceases. The accounting policies of the consulting arm have been
changed where necessary to ensure consistency with the policies adopted by the Group.

Consulting arms are all entities (including special purpose entities) over which the Group has the



Applied Research and Communications Fund (the Group)
Notes to the Consolidated Annual Financial Statements, 31 December 2020
(all amounts in BGN thousand, unless otherwise stated)

power to govern the financial and operating policies generally accompanying a shareholding of
more than one half of the voting rights. The existence and effect of potential voting rights that are
currently exercisable or convertible are considered when assessing whether the Group controls
another entity.

The purchase method of accounting is used to account for the acquisition of entities by the Group.
The cost of an acquisition is measured as the fair value of the assets given, equity instruments
issued and liabilities incurred or assumed at the date of exchange.

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business
combination are measured initially at their fair values at the acquisition date, irrespective of the
extent of any non-controlling interest. The excess of the cost of acquisition over the fair value
of the Group's share of the identifiable net assets acquired is recorded as goodwill. If the cost
of acquisition is less than the fair value of the net assets of the entity acquired, the difference is
recognised directly in the income statement.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses.
For the purpose of impairment testing, goodwill acquired in a business combination is, from the
acquisition date, allocated to each of the Group’s cash-generating units that are expected to
benefit from the synergies of the combination, irrespective of whether other assets or liabilities of
the acquiree are assigned to those units.

Where goodwill forms part of a cash-generating unit and part of the operation within that unit is
disposed of, the goodwill associated with the operation disposed of is included in the carrying
amount of the operation when determining the gain or loss on disposal of the operation. Goodwill
disposed of in this circumstance is measured based on the relative values of the operation
disposed of and the portion of the cash-generating unit retained.

Transactions with non-controlling interests

Non-controlling interests represent the portion of profit or loss and net assets not held by the
Group and are presented separately in the income statement and within equity in the consolidated
balance sheet, separately from parent shareholders' equity. Disposals of non-controlling interests
result in gains and losses for the Group that are recognised in the income statement. Acquisitions
of non-controlling interests are accounted for whereby the difference between the consideration
and the book value of the share of the net assets acquired is recognised in goodwill.

The preparation of the financial statements in accordance with IFRS requires the management to
make estimates and assumptions. The management relied on their own judgment when applying
the accounting policy of the Group. The elements of the financial statements whose presentation
includes higher degree of judgment or subjectivity and for which the assumptions and judgments
have higher influence are separately disclosed in Note 4.

New and amended standards - adopted by the Group:

New and amended standards and interpretations mandatory for the first time for the financial
year beginning 1 January 2020 are not early adopted by the Group because the management
of the Group believes that they are not currently relevant to the Group, although they may affect
accounting for future transactions and events.

New standards, amendments and interpretations issued, but not effective for the financial year
beginning 1 January 2020 are not early adopted by the Group. They are not relevant to the Group,
although they may affect accounting for future transactions and events.



Applied Research and Communications Fund (the Group)
Notes to the Consolidated Annual Financial Statements, 31 December 2020
(all amounts in BGN thousand, unless otherwise stated)

2.2. Foreign currency transactions
2.2.1. Functional and presentation currency

Items included in the financial statements of the Group are measured using the currency of the
primary economic environment in which the entity operates (‘the functional currency®). The functional
and presentation currency in these consolidated financial statements is “Bulgarian lev® or “BGN".

2.2.2. Transactions and balances

Foreign currency transactions are translated into the functional currency using the exchange
rates prevailing at the dates of the transactions. Foreign exchange gains and losses resulting
from the settlement of such transactions and from the translation at year-end exchange rates of
monetary assets and liabilities denominated in foreign currencies are recognised in the statement
of comprehensive income.

2.3. Property, plant and equipment

All property, plant and equipment are stated at historical cost less depreciation, less impairment
losses, if any. Historical cost includes all expenditure that is directly attributable to the acquisition
of the items.

Subsequent costs are included in the assets carrying amount or recognised as a separate asset,
only when it is probable that future economic benefits associated with the item will flow to the
Group and the cost of the item can be measured reliably.

Depreciation commences from the date the asset is available for use. Land is not depreciated, as
it is deemed to have an indefinite life. Assets under construction are not depreciated as not yet
available for use.

The Group uses straight-line depreciation method. Depreciation rates are based on the useful life
of the different types of property, plant and equipment as follows:

Buildings 25 years
Computers and equipment 2 years
Vehicles 4 years
Fixtures and fittings 2 -6.67 years

Property, plant and equipment is depreciated from the day following the acquisition date and for
internally generated assets - from the day following the date of entering into use.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount.

2.4 Intangible assets

Intangible assets acquired by the Group are presented at cost, less accumulated amortisation
and impairment.

Subsequent expenditures

Subsequent expenditure on capitalised intangible assets is capitalised only when it increases the
future economic benefits embodied in the specific asset to which it relates. All other expenditure
is expensed as incurred.

Amortisation is charged to the income statement on a straight-line basis over the estimated useful
lives of intangible assets usually for 4-5 years.

2.5. Financial assets

The Group classifies its financial assets in the following categories: at fair value through profit
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or loss, loans and receivables, held-to-maturity investments, and available-for-sale financial
assets. The classification depends on the purpose for which the investments were acquired. The
management determines the classification of its investments at initial recognition and re-evaluates
this designation at every reporting date.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss are financial assets held for trading. A financial
asset is classified in this category if acquired principally for the purpose of selling in the short term.
Assets in this category are classified as current assets.

For the purposes of these financial statements short term means a period within 12 months. During
the year, the Group did not hold any investments in this category. The Group does not possess
such financial assets as of 31 December 2020.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They are included in current assets, except for maturities
greater than 12 months after the balance sheet date. These are classified as non-current assets.
The Group’s loans and receivables comprise “trade and other receivables” and “cash and cash
equivalents” in the balance sheet. Loans and receivables are carried at amortised cost using the
effective interest rate.

Held to maturity

Held-to-maturity investments are fixed-maturity investments that the Group’s management has
the positive intention and ability to hold to maturity. These securities are included as non-current
assets except for securities, reaching maturity within 12 months from the balance sheet date and
which are recognised as current during the reporting period. During the year, the Group did not
hold any investments in this category.

Available for sale financial assets

Available-for-sale financial assets are non-derivatives that are investments acquired with the
purpose to be owned for a non-fixed period of time and which can be sold when the Group needs
resourses or at change of interest rates. They are included in non-current assets, unless the
management intends to dispose of the investment within 12 months of the balance sheet date or to
use them as a source of working capital. In this case the investments are classified within current
assets. During the year, the Group did not hold any investments in this category.

The Group assesses at each balance sheet date whether there is objective evidence that a
financial asset or a group of financial assets is impaired. Impairment testing of trade and other
receivables is described in Note 2.7.

2.6. Inventory

Inventories are stated at the lower of cost and net realisable value. Inventories are expensed using
the weighted average method. Net realisable value is the estimated selling price in the ordinary
course of business, less the estimated costs of completion and selling expenses.

2.7. Trade and other receivables

Trade receivables are recognised initially at fair value and subsequently measured at amortised
cost (using effective interest method) less provision for impairment. A provision for impairment of
trade receivables is established when there is objective evidence that the Group will not be able
to collect all amounts due according to the original terms of receivables.
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Significant financial difficulties of the debtor, probability that the debtor will enter bankruptcy or
financial reorganisation, and default or delinquency in payments (more than 30 days overdue)
are considered indicators that the trade receivable is impaired. The amount of the provision is
the difference between the asset’s carrying amount and the present value of estimated future
cash flows, discounted at the original effective interest rate. The carrying amount of the asset is
reduced through the use of an allowance account, and the amount of the loss is recognised in the
income statement within “selling and marketing costs®. When a trade receivable is uncollectible,
it is written off against the allowance account for trade receivables. Subsequent recoveries of
amounts previously written off are credited against “selling and marketing costs® in the income
statement.

2.8. Cash and cash equivalents

Cash and cash equivalents includes cash in hand, deposits held at call with banks, and other
short-term highly liquid investments with original maturities of three months or less as well as
bank overdrafts. Bank overdrafts are shown within current borrowings in current liabilities on the
balance sheet.

2.9. Investment property

Investment property is property held either to earn rental income, or for capital appreciation or for
both, but not for sale in the ordinary course of business, use in the production or supply of goods
or services, or for administrative purposes. Investment property is measured at cost on initial
recognition and subsequently at fair value with any change therein recognised in profit or loss.

Cost includes expenditure that is directly attributable to the acquisition of the investment property.
The cost of self-constructed investment property includes the cost of materials and direct labour,
any other costs directly attributable to bringing the investment property to a working condition for
its intended use and capitalised borrowing costs.

When the use of a property changes such that it is reclassified as property, plant and equipment,
its fair value at the date of reclassification becomes its cost for subsequent accounting.

2.10. Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost; any difference between the proceeds (net of transaction
costs) and the redemption value is recognised in the income statement over the period of the
borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer
settlement of the liability for at least 12 months after the balance sheet date.

Borrowing costs are recognised as an expense in the period in which they are incurred.
2.11. Deferred tax

Deferred income tax is provided in full, using the liability method, on all temporary differences
arising between the tax bases of assets and liabilities and their carrying amounts in the financial
statements. Deferred income tax is determined using tax rates that have been enacted or
substantially enacted by the balance sheet date and are expected to apply when the related
deferred income tax asset is realised or the deferred income tax liability is settled.

Deferred income tax assets are recognised to the extent that it is probable that future taxable profit
will be available against which the temporary differences can be utilised.

2.12. Employee benefits on retirement

In accordance with article 222, para. 3 of the Bulgarian Labour Code, in the event of termination of
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a labour contract after the employee has reached the lawfully required retirement age, regardless
of the reason for the termination, the employee is entitled to a compensation as follows: 2 gross
monthly salaries in all cases and 6 gross monthly salaries if the employee has been engaged with
the Group for at least 10 years.

As of 31 December the Group has not accounted for those potential obligations.
2.13. Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the sale of goods
and services in the ordinary course of the Group’s activities. Revenue is shown net of value-added
tax, returns, rebates and discounts and after eliminating sales within the Group.

The Group recognises revenue when the amount of revenue can be reliably measured, when it is
probable that future economic benefits will flow to the entity and when specific criteria have been
met for each of the Group’s activities as described below. The amount of revenue is not considered
to be reliably measurable until all contingencies relating to the sale have been resolved. The
Group bases its estimates on historical results, taking into consideration the type of customer, the
type of transaction and the specifics of each arrangement.

Sales of services

Revenue from time and material contracts, typically from delivering certain services, is recognised
under the percentage-of-completion method. Revenue is generally recognised at the contractual
rates. For time contracts, the stage of completion is measured on the basis of labour hours
delivered as a percentage of total hours to be delivered.

Revenue from fixed-price contracts for delivering certain services is also recognised under the
percentage-of-completion method. Revenue is generally recognised based on the services
performed to date as a percentage of the total services to be performed.

If circumstances arise that may change the original estimates of revenues, costs or extent of
progress toward completion, estimates are revised. These revisions may result in increases or
decreases in estimated revenues or costs and are reflected in income in the period in which the
circumstances that give rise to the revision become known by the management.

Revenue from grants and contributions

Grants from financing bodies are recognised initially as deferred income when there is reasonable
assurance that they will be received and that the Group will comply with the conditions associated
with the grant. Grants that compensate the Group for expenses incurred are recognised in profit
or loss on a systematic basis in the same periods in which the expenses are recognised. Grants
that compensate the Group for the cost of an asset are recognised in profit or loss on a systematic
basis over the useful life of the asset.

Interest income

Interest income is recognised on a time-proportion basis using the effective interest method. When
a receivable is impaired, the Group reduces the carrying amount to its recoverable amount, being
the estimated future cash flow discounted at the original effective interest rate of the instrument,
and continues unwinding the discount as interest income. Interest income on impaired loans is
recognised using the original effective interest rate.

2.14. Dividend distribution
The Group does not distribute dividends.
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3. Financial risk management
3.1. Impact of the general economic environment
Impact of the ongoing global crisis

In 2020, the global economy was severely hit by the COVID-19 pandemic. As a result of constraints
on the free movement of people and goods and the rise of unemployment, all EU member states,
including Bulgaria, went into a deep recession. The shock of anti-epidemic measures was
mitigated by a considerable slackening of cash and budgetary restriction both globally and in the
EU. The Bulgarian government was no exception, although the measures it took were narrower in
scope. The COVID crisis is expected to dominate global economic activity as the major factor for
the next couple of years. Bulgaria’s economic growth prospects, both short and mid-term, remain
uncertain. They are exacerbated by the political crisis in the country caused by failed attempts to
form a regular government.

In May 2020, the EU proposed a Recovery and Resilience Plan to tackle the economic and social
damages incurred by the COVID-19 pandemic. The plan was partially covered by re-allocations
in the European Commission’s budget. Thus, some of the EU funds to which the Group was
beneficiary have also been restructured and resources redirected to overcoming the health crisis
and the consequences of the pandemic. This could reduce the Group’s opportunities to apply for
funding of the topics at the core of its analytical work. This type of risk will also be heightened for
the period 2021 - 2022 by the EU’s transition to a new programming period and the ensuing delay
of announcing new funding opportunities. On the other hand, the Group is implementing over 10
actions under the Horizon 2020 program (whose total budged equals EUR 80 billion), while the
budget of its successor in the next 7-year programming period - Horizon Europe - amounts to the
record EUR 95.5 billion. This fact is likely to have a positive effect on the Group’s activities.

The future economic direction of Bulgaria is largely dependent upon the effectiveness of economic,
financial and monetary measures undertaken by the Government of Bulgaria, together with tax,
legal, regulatory and political developments. Internal political instability stayed high in 2020.
Bulgaria has continued with its Eurozone and Schengen bid, and these processes are expected
to continue facing difficulties and deviations from plan.

In 2020, as a next step to adopting the Euro, Bulgaria joined ERM Il - the EU’s exchange rate
mechanism - in order to advance its economy’s accession to the Eurozone. The Euro is currently
the second ranking global reserve currency after the US dollar. The country will most likely
adopt the Euro in 2024, which is expected to enhance foreign investments and possibly affect
organisations such as the Group in a positive way. Over 50% of the funds of the Group are in
its Euro bank accounts. Since 1 October 2020, the European Central Bank has been exercising
direct supervision over the key credit institution in Bulgaria. The Group’s bank accounts are in
institutions present on this supervision list, which is an additional source of security.

The management is unable to predict all developments which could have an impact on the sector
and the wider economy, and consequently what effect, if any, they could have on the future
financial position of the Group. However, the management’s analysis shows that for the short to
mid-term the risks are balanced and the general environment is likely to remain largely favourable
for the development of the Group. The management will continue to monitor these risks on a
regular basis and take all necessary measures to support the sustainability and development of
the Group’s business in the current circumstances.

Impact on customers/borrowers

The debtors or borrowers of the Group may also be affected by the lower liquidity situation,
which could, in turn, impact their ability to repay the amounts owed. The operating conditions for
customers may also have an impact on the management's cash flow forecasts and assessment
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of the impairment of financial and non-financial assets. To the extent that information is available,
the management has properly reflected revised estimates of expected future cash flows in its
impairment assessments.

3.2. Financial risk factors

The risk exposures of the Group could be determined as follows: market risk (including currency
risk, price risk and risk of future cash flow changes as a result of changes in market interest rate),
credit risk and liquidity risk. The Group’s management focuses on the financial risk and seeks to
minimise potential adverse effects on the Group’s financial performance.

3.2.1. Market risk
Currency risk

The Group is not exposed to foreign exchange risk, as most of its foreign transactions are
denominated in EUR. The exchange rate of the BGN is currently pegged to the EUR.

The Group’s management does not believe that the peg will change within the next 12 months and
therefore no sensitivity analysis has been performed.

Price risk

The Group’s management considers the price risk in the context of the future revenues that are
expected to be generated in the operating activity of the Group.

3.2.2. Interest rate risk

As the Group has no significant interest-bearing assets, the Group’s income and operating cash
flows are substantially independent of changes in market interest rates.

The Group analyses its interest rate exposure on a regular basis and addresses the underlying
risk.

3.2.3. Credit risk
Creditrisk arises from cash and cash equivalents and deposits with banks and financial institutions.

The Group has established and implemented a policy which ensures that the sales of services
and revenues from financing are provided to/by clients and organisations with appropriate credit
history.

3.2.4. Liquidity risk

In the context of its underlying business, the Group is able to maintain flexibility in funding and to
use credit lines, overdrafts and other credit facilities, if necessary.

The table below analyses the Group’s financial liabilities into relevant maturity groupings based on
the remaining period at the balance sheet to the contractual maturity date. The amounts disclosed
in the table are the contractual undiscounted cash flows. Balances due within 12 months equal
their carrying balances as the impact of discounting is not significant.

As of 31 December 2019 Upto 1 Between 1 Between 2 Over 5
year and2years and 5 years years
Trade and other payables 50 - - -
As of 31 December 2020 Upto 1 Between 1 Between 2 Over 5
year and2years and5 years years
Trade and other payables 2,760 - - -
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4. Critical accounting estimates and judgements

Estimates and judgements are continually evaluated and are based on historical experience and
other factors, including expectations of future events that are believed to be reasonable under the
circumstances. The authenticity of accounting estimates and judgments is monitored regularly.

The Group makes estimates and assumptions concerning the future. The resulting accounting
estimates will, by definition, seldom equal the related actual results. The estimates and assumptions
that have a significant risk of causing a material adjustment to the carrying amounts of assets and
liabilities within the next financial year are addressed below:

Useful life of property, plant and equipment

The presentation and valuation of property, plant and equipment requires the management to
estimate their useful life and remaining value. The management assesses at the end of each
accounting period the determined useful life of the property, plant and equipment.

Impairment of loans and receivables

Impairment of receivables is determined based on the management’s expectations for the
collectability of the loans and receivables. As at the date of preparation of the financial statements,
the management reviews and assesses the existing receivables’ balances for collectability.

5. Property, plant and equipment

Cost As of 31 December 2019 Additions Disposals As of 31 December 2020
Computers 84 25 - 109
Vehicles 144 - - 144
Fixtures & fittings 18 - - 18
Other assets 3 - - 3
Total 249 25 14 274

Depreciation  As of 31 December 2019 Additions Disposals As of 31 December 2020

Computers 70 6 1 75
Vehicles 144 - - 144
Fixtures & fittings 19 - - 18
Other assets 3 - - 3
Total 235 6 1 240

Carrying amount As of 31 December 2019 Additions Disposals As of 31 December 2020

Computers 14 19 (1) 34
Vehicles - - - -
Fixtures & fittings - - - -
Other assets - - - -
Total 9 19 1) 34
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6. Intangible assets

(all amounts in BGN thousand, unless otherwise stated)

Cost As of 1 December 2019 Additions Disposals As of 31 December 2020
Software - 18 - 18
Intellectual property 2 - - 2
Total 2 18 - 20

Depreciation

As of 1 December 2019 Additions

Disposals As of 31 December 2020

Software -

Intellectual property -

1 - 1

Total _

1 - 1

Carrying amount

As of 1 December 2019 Additions Disposals As of 31 December 2020

Software - 18 - 18
Intellectual property 2 (1) - 1
Total 2 17 - 19

7. Investment property

As of 1 January

Carrying amount at the beginning of the
period

Depreciation charge

Carrying amount at the end of the period
As of 31 December

Cost

Accumulated depreciation

Carrying amount

For the year ending:
31 December 2020 31 December 2019

38 39
(1) (1)
37 38
54 54
(17) (16)
37 38

Investment properties are carried at cost, less accumulated depreciation and impairment.
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For the year ending:
31 December 2020 31 December 2019

Trade receivables 470 576
Less: impairment provision of trade payables (111) 91)
Trade receivables, net 339 485
VAT refund 2 -
Other 9 87
Total 350 572

The carrying amount of the trade and other receivables approximates their fair value.

9. Cash and cash equivalents

Cash at hand
Cash in bank accounts
Total

10. Trade and other payables

Short-term liabilities

Salaries and social securities payables
Tax

Corporate tax payables

Payables to partners

Letter of credit

Other

Total

For the year ending:
31 December 2020 31 December 2019

12 9
5,126 1,849
5,138 1,858

For the year ending:
31 December 2020 31 December 2019

22 22
- 1

1 2
2,365 .
389 -

- 25
2,760 50
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11. Deferred financing

Deferred financing related to projects: For the year ending:

31 December 31 December

2020 2019

European Commission (EC) - Energy Conscious Consumers _ 122
(ECO2)
EC - REconciling sCience, Innovation and Precaution through 5 59
the Engagement of Stakeholders (RECIPES)
EC - Child Protection and Education for Safety and Success in _ 59
the Digital Age (Safer Internet 7)
EC - Territorial Responsible Research and Innovation Through 12 69
the Involvement of local R&l Actors (TeRRitoria)
OAK Foundation - Holistic Model for Safer School and Commu- _ 35
nity by Building Digital Era Competences (OAK - 2020 - 3)
EC - Media Information Literacy “Village* to Empower Young 13 o5
People for Active Participation (MILagers)
EC - Resilient Youth against Far-Right Extremist Messaging 11 48
Online (YouthRightOn)
EC - Ethics Governance System for RRI in Higher Education, 144 B
Funding and Research Centres (ETHNA System)
EC - Challenging Anti-Gypsyism by Roma Empowerment for
Countering Disinformation and Fake News in Bulgaria (Care for 12 -
Truth)
EC - Leveraging Leadership for Responsible Research and 568 B
Innovation in Territories (RRI - Leaders)
Other 4 _
Total deferred financing related to projects 766 417
Deferred financing for acquisition of fixed assets 114 4
Total deferred financing 880 421
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12. Revenues

For the year ending:
Revenues from grants financing and other project for respec-

tive periods are as follows: 31 December 31 December

2020 2019
OAK Foundation — Men Care Campaign in Bulgaria (Phase II) 15 12
EC - Energy Conscious Consumers (ECO2) 169 71
EC - Creating a Better Internet for Kids by Protection, Aweraness Raising - 30
and Education (Safer Internet 6)
EC/Ministry of Regional Development and Public Works - Bridging the In- 12 34
novation Gap through Converting R&D Results into Commercial Success
in a More Effective and Efficient way (InnoBridge)
EC/Ministry of Regional Development and Public Works - Efficient Sup- - 47
port Services Portfolio for SMEs (ESSPO)
EC - Responsible Research and Innovation in Practice (RRI Practice) 1 157
EC - European Network for Research, Good practice and Innovation - 72
for sustainable Energy (Energise)
EC/Ministry of Regional Development and Public Works - Facilitat- - 60
ing Macro-Regional Scope and Link up to Socio-Economic Actors of
Research Infrastructure in the Danube Region (Reslinfra)
EC/Ministry of Regional Development and Public Works - Excellence - 144
in Research, Social and Technological Innovation Project Management
(ReSti)
EC - Child Protection and Education for Safety and Success in the 189 206
Digital Age (Safer Internet 7)
OAK Foundation - Holistic Model for Safer School and Community by 100 15
Building Digital Era Competences (OAK - 2019 - 3)
EC - Territorial Responsible Research and Innovation Through the 97 92
involvement of local R&l Actors (TeRRitoria)
EC - REconciling sCience, Innovation and Precaution through the 57 47
Engagement of Stakeholders (RECIPES)
Google - Trusted Flagger Operational Grant - 34
EC/Ministry of Regional Development and Public Works - Enhanc- 145 82
ing Scalable Innovations and New Business Models Based on Urban
Farming Ecosystem Values (CityZen)
EC - Resilient Youth against Far-Right Extremist Messaging Online 23 13
(YouthRightOn)
EC - Media Information Literacy “Village“ to Empower Young People 12 5
for Active Participation (MILagers)
EC - Ethics Governance System for RRI in Higher Education, Funding 28 -
and Research Centres (ETHNA System)
EC - Challenging Anti-Gypsyism by Roma Empowerment for Counter- 12 -
ing Disinformation and Fake News in Bulgaria (Care for Truth)
Other projects 172 170
Total revenues from grants financing 1,032 1,293
Revenues from unconditional donations - 2
Other 2 5
Total revenues 1,034 1,300
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13. Finance costs, net

Finance costs, net For the year ending:

31 December 2020 31 December 2019
Interest income 2 2
Interest, net 2 2
Foreign exchange income - 1
Foreign exchange expense (3) 4)
Foreign exchange, net (3) (3)
Other financial expenses (1) (3)
Other financial, net (1) (3)
Finance costs, net (2) (4)

14. Income tax expense

The major components of income tax expense for the year ended 31 December 2019 and the
period ended 31 December 2020 are:

2020 2019
Current tax (1) (7)
Deferred tax - -
Income tax expense (1) (7)

The tax authorities may at any time inspect the books and records within 5 years subsequent
to the reported tax year, and may impose additional taxes and penalties. The Group’s
management is not aware of any circumstances which may give rise to a potential material
liability in this respect.

There are no tax checks performed in the recent years.

15. Expenses

Cost of sales for the Group includes: For the year ending:
31 December 2020 31 December 2019

Cost of sales for projects 946 1,173
Administrative expenses 493 752
Total expenses 1,439 1,925
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Cost of sales, administrative and other For the year ending:

expenses include: 31 December 2020 31 December 2019
Expenses for materials 1 4
Hired services 564 738
Depreciation and amortisation 7 7
Salaries and wages 735 867
Social securities 107 98
Other expenses 25 210
Total expenses 1,439 1,925

16. Related parties

The Group is related to the Center for the Study of Democracy, and thus is also related with
its consulting arms.

During the period the following transactions and balances have occurred:

Related party Transactions January -
during the year December

2020 2019 2020 2019 2020 2019
Transactions  Receivables Payables

31 December 31 December

Project 1 EOOD Rental agreement (100)  (78) - - - -
Vitosha Research EOOD Consulting services - 7 - - - -
(100) (71) - - - -

Transactions with directors and other members of the management

The Group is a related party with its Executive Directors and Board of Trustees. The total
amount of the paid remunerations, honoraria and social securities, included in salaries and
benefits and expenses for hired services is as follows:

2020 2019

Board of Trustees and Executive Directors 154 265

17. Events after the balance sheet date

There are no events after the balance sheet date of the Group that would require additional
disclosures in the financial statements.



