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2021 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 main theme of Innovation.bg 2021 is “Building Innovation Recovery and Resil-
ience in Bulgaria”. The report analyses the policy of the Bulgarian government for sup-
porting competitive businesses.

The National Innovation Forum showcases the performance of top Bulgarian innovative
companies. In its 2021 virtual edition, the Forum gathered more than 270 representatives
of the policy, research and business communities to share views on Bulgaria’s capacity
for recovery and resilience through innovation over the second year in a row, marked by
the COVID-19 pandemic.

The Innovative Enterprise of the Year contest acknowledges innovative enterprises,
which have developed new or have significantly improved their existing products,
services or processes over the last three years. All contest finalists receive ARC Fund’s
Excellence in Innovation label.

Innovation and business support

The Enterprise Europe Network at ARC Fund continued its support to Bulgarian SMEs to
become more innovative, sustainable and resilient. Bulgarian companies entered into more
than 260 negotiations on business, innovation and R&D partnerships across 27 B2B events.
Local businesses expanded to new markets in the United Kingdom, Spain, the Philippines,
Germany, Greece and Portugal. EEN advice lead to granting European Intellectual Property
Rights (IPR) to BG clients.

Throughout 2021, ARC Fund delivered a series of capacity building and interregional learning
events to boost the efficiency of national, municipal and European financial instruments
for SMEs and innovations. As a recognizable partner to national and regional authorities,
ARC Fund elaborated measures and recommendations for leveraging the efficiency of the
National Innovation Fund, the Sofia Green Program and Sofia Municipality’s Program for
Sofia 2021-2027.

Tangible impacts in the SME support and policy improvement were achieved in the areas of
green transition, smart technologies, urban farming, and digital transformation.

Science, technology and innovation policy

In 2021, ARC Fund kept promoting the principles of responsible research and innovation
(RRI), contributed to the application of the precautionary principle in public participation
activities, enhanced responsible energy consumption and energy efficiency measures in
households and contributed to increasing the resilience of enterprises in Bulgaria through
fostering workplace innovations.



ARC Fund’s activities were focused on the promotion and uptake of the RRI-AIRR' approach
at the territorial policy level by enabling territorial actors to develop a more citizen-centered,
open, transparent, responsible and inclusive governance. They engaged in a Europe-wide
study to enhance scientific understanding and provide a robust monitoring system for RRI in
research and research-funding organizations.

During the year ARC Fund worked for a more conscious and responsible energy consumption
by households and for encouraging active energy citizenship as a tool for supporting the
clean-energy transition process across Europe.

ARC Fund also assisted Bulgarian SMEs in introducing workplace innovation practices to
improve business results and create a more satisfying and motivating environment for their
employees.

Safer Internet

In 2021, 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 15,000 reports on abuse of children online. The Safer Internet team developed and
implemented a number of educational methodologies for the prevention of cybercrimes and
online abuse of children as well as for ameliorating children’s online literacy.

Adapting to the unprecedented pandemic situation, ARC Fund held numerous webinars on
online safety, engaging teachers, parents and children, as well as several live trainings for
teachers and relevant professionals.

The Safer Internet team developed and implemented a number of educational methodologies
for the prevention of cybercrimes and online abuse of children as well as for ameliorating
children’s online literacy. Aproximately 1,500 children, 200 teachers, 270 parents and 1,160
professionals were involved in various trainings and awareness raising events, both face-
to-face and online. The international Safer Internet Day event attracted over 20,000 viewers.

1 RRI-AIRR - Responsible Research and Innovation — Anticipation, Inclusiveness, Reflexivity and Responsiveness
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Innovation.bg is the flagship initiative of ARC Fund.

The Innovation.bg 2021 zooms in on the dynamics of foreign direct investment flows
in Bulgaria, including those made by innovative companies, and on the investments,
related to the advancement of the ICT sector. The report analyses the policy of the
Bulgarian government for supporting competitive businesses in the context of the
burgeoning global challenges.

The National Innovation Forum is a platform bringing together the government, the
business community and research organizations to discuss ways of enhancing the
performance of Bulgarian companies and boosting the innovation potential of the
economy.

The Innovative Enterprise of the Year contest is open to participants from all sectors
of the industry nationwide. The Innovative Enterprise of the Year award acknowledg-
es innovative enterprises, which have developed new, or have significantly improved

their existing products, services or processes over a period of three years.

Innovation.bg 2021

Innovation.bg is the Applied Research and
Communications Fund’s program for shap-
ing the national innovation policy agenda.
Through its three key components, ARC
Fund provides expertise, policy-oriented
and impact assessment know-how.

InnovoBﬁ

arcfund.net 2021

Since 2004, the Innovation.bg report has
been a comprehensive annual performance
assessment tool, which provides independ-
ent analysis of the national innovation sys-
tem and the innovation performance of the
Bulgarian economy. The report assesses
the degree of business innovation activity,
based on the understanding of the types of
innovation and the degree of novelty of inno-
vation products and processes. Bulgaria’s
innovation potential is evaluated in five ma-
jor fields:

1) Gross Innovation Product, i.e. perfor-
mance of the national innovation system,
main innovation targets and challenges en-
terprises face.

2) Entrepreneurship and innovation net-
works, which reviews 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.

3) Investment and Financing of Innova-
tion, which considers the role of foreign di-
rect investment and the transfer of foreign
R&D products and knowledge as well as the
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available instruments for R&D investment.

4) Human capital for innovation, i. e.
availability of human resources capable of
adopting foreign and/or creating local inno-
vations in the economy.

5) Information and communication tech-
nologies (ICT), i.e. ICT infrastructure as a
R&D catalyst.

Innovation.bg 2021: Building Innovation Re-
covery and Resilience in Bulgaria highlights
the dynamics of foreign direct investment
flows in Bulgaria, including those made
by innovative companies. The number of

companies with direct foreign investment
has been significantly reduced by about
4,300, or more than 23% in five years. On
the other hand, there has been an increase
of 17.4% of the total volume of investments
for the same period, which reached EUR 25
billion in 2019. At the same time, there has
been an increase in FDI companies, en-
gaged in research. However modest their
number (only 38), the growth in investments
in 2014—2019 is significant — over 2.5 times.
Investments in FDI companies, which re-
port to the NSI that they carry out research
and development, rose from 5.5% in 2014 to
13.17% in 2019.

Fig. 1. Share of FDI companies performing R&D (2014 — 2019)
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Foreign investment for the sole purpose of
reducing costs is not sustainable and can
easily leave the country. Thatis why it is nec-
essary for the Invest Bulgaria Agency (IBA),
the Ministry of Economy and local authori-
ties to negotiate and know the conditions
under which already existing foreign invest-
ments can move along the value chain and
engage in research.

After 14 years of EU membership, Bul-

garia enters the programing period
2021-2027 with unenviable positions in
terms of innovation potential, digitalization
of business models and spread of green
technologies, compared to the EU average
and the rest of CEE countries. A number of
challenges in the business environment re-
main unresolved and Bulgaria is still clas-
sified as a country, poor in financial and
human capital.



The latest edition of the European Innova-
tion Scoreboard (EIS) shows that Bulgaria
remains in the group of modest (or emerg-
ing) innovators with an improvement of
6% compared to 2014, along with ten other
Member States, whose innovation index
has grown by less than 10%. In compari-
son, the innovation potential of European
economies has improved by an average of
12.5% over the same period. Bulgaria fails
to meet its national target of moving to the
higher category of moderate innovators and
achieve an R&D spending level of 1.5% of
GDP. Thus, the country's lag behind the Eu-
ropean average continues to widen.

The crisis year of 2020 marked a significant
increase in the patent activity of Bulgar-
ian inventors. The national Patent Office is-
sued the record 216 Bulgarian patents (after
the last one in 2000), which reconfirms the
trend of growing patent activity that started
in 2015. While the introduction of process
innovations by SMEs in Bulgaria has been
almost constant over the last eight years
(between 16% and 19% of the total number
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of SMEs), product innovations are more
closely linked to patent activity.

The number of scientific publications
with the participation of scientists from Bul-
garia continued to grow in 2020. The Bul-
garian presence in the Scopus database
increased with 7,021 new documents, which
is a growth of 177% compared to the previ-
ous year, ranking the country 55th among
a total of 240. Within Eastern Europe, Bul-
garia ranks 11th (23 countries in total) both
in terms of the number of documents re-
ferred to in the database and the H-index,
which assesses both the productivity and
relevance of publications.

The impact of the COVID-19 crisis on the
SME sector seems significant. The decline
in number of SMEs and number of people,
employed by SMEs, is -4% and -4.4%, re-
spectively, against the average European
levels of -1.3% and -1.7%. An even greater
annual drop of -6.2% was registered in
terms of value added, generated by SMEs
(-7.6% for the EU-27).

Fig. 2. Patent activity of Bulgarian patent holders in foreign patent offices,
main technological areas, 2000 — 2019, number
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In 2020, R&D spending marked a timid in-
crease of 2% on an annual basis (against
the background of a minimal decline in
GDP), which is almost entirely the result of
private sector efforts. Thus, R&D spending
as a share of GDP in 2020 amounted to only
0.85% - significantly below the 1.5% set in

the strategic and program framework of the
country for the seven-year period. Bulgaria
has a long way to go to catch up over the
next seven years, particularly against the
background of the new and even more am-
bitious plans of the EU's innovation leaders.

Fig. 3. R&D spending in Bulgaria, 2000 — 2020

1200

1000

.7%

800
/\/ ] 0.6%
600 1 os%

~— 0 —

200 =

AL

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

= R&D spending, BGN min

Source: NSI, 2021.

In terms of the human resources, Bulgaria
will face an increasing shortage and wid-
ening discrepancies between skills supply
and demand over the next programing pe-
riod. Deteriorating talent development indi-
cators will hamper both the practical imple-
mentation of measures and the effective use
of EU financial resources. The digital skills
of the population in Bulgaria continue to be
among the lowest in Europe, which further
delays e-government and the adoption of In-
dustry 4.0 technologies by enterprises.

One of the indicators that gives early sig-
nals for rapid improvement is the share
of enterprises that use technologies with
built-in artificial intelligence. Bulgaria ranks
8th according to this indicator with just
over 31% (compared to an average of 25%
for the European Union) of non-financial

R&D spending, % of GDP

companies with more than 10 employees
on average per year using at least 2 tech-
nologies with Al. Similarly, Bulgarian com-
panies, which are currently integrated into
international value chains, have no choice,
but to optimize and automate their business
processes not just concurrently, but in ad-
vance of their partners. According to these
indicators, Bulgaria exceeds the average
European levels, which is partly due to re-
location of some European production to
the country — automotive electronics and
other related auto parts, railway carriages,
lifting machines, domestic appliances. The
automation of business processes with
built-in artificial intelligence is used al-
most twice as much in Bulgaria (20%) as
averagely in Europe (12%).
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Fig. 4. EU’s digital economy and society index, human capital, 2021
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ARC Fund strove to expand the scope of presentation of the final results of the Inno-
Innovation.bg by developing a methodol-  vation.bg report, the Innovative Enterprise of
ogy for evaluating the innovation potential of  the Year contest, and the National Innova-
Bulgarian regions according to the S3 priori-  tion Forum (e-Innovation.bg platform).

ties, and fully digitalizing the build-up and

Fig. 5. Growth in exports of telecommunications, computer and
information services 2010 — 2021, EUR million
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Seventeenth National Innovation Forum

Held for a seventeenth year in a row, the
National Innovation Forum gathered more
than 270 representatives of the policy, re-
search and business communities to share
their views on Bulgaria’s capacity for recov-
ery and resilience through innovation over
the past challenging year. The event was
held in a 3D virtual setting, which was cus-
tom-designed and animated by MP Studio,
the award winner for Innovation in the Crea-
tive Industries in 2017. The Forum was sup-
ported by the Enterprise Europe Network
- Bulgaria, tthe Executive Agency for SMEs
at DG GROW of the European Commission
and Konrad Adenauer Foundation’s Sofia
Office.

During the Forum, Dr. Ognian Shentov,
Chairman of ARC Fund, noted that the EU
reconfirmed its priorities for digital trans-
formation as a basis for a more ecologi-
cally- and socially-oriented approach for
solving global challenges. He emphasized
that to position itself convincingly on the
international technological leaders’ invest-
ment map, Bulgaria needs a significantly

different approach, followed by a series of
breakthroughs. He pointed out that no few
Bulgarian innovative companies have the
potential to turn into the future “unicorns”.

The Director of Konrad Adenauer Foun-
dation’s Sofia Office Thorsten Geissler
underlined the key role of innovations in
generating economic growth and prosper-
ity and pointed out that innovations need
to be sustainable, accounting for Earth’s
limited resources. He accentuated on the
significance of educational innovations as
a condition for future success.

The President of Bulgaria Rumen Radev re-
minded that in 2021 Bulgaria performed best
in the Global Innovation Index (ranking 35th
out of 132 countries) since 2013. The coun-
try also ranks first in Europe by number of
women, employed in science and technolo-
gies. He noted that the country needs to mo-
bilize the scientific potential of the leading
universities, research institutes and centers
of excellence and competence.

17th National Innovation Forum, Sofia, 7 December 2021


https://innovation.bg/
http://www.arcfund.net/arcartShow.php?id=18103
https://enterprise-europe-network.bg/
https://enterprise-europe-network.bg/

Innovative Enterprise of the Year 2021

Since 2004, Innovative Enterprise of the Year
awards have been given to Bulgarian com-
panies, successfully integrating innovations
or scientific achievements in their practice
and improving their long-term performance.

2021 Annual Report

Companies are assessed by area of impact
of the innovation by an expert group and an
external jury. In its 2021 edition, Sofia Tech
Park joined as a co-organizer of the contest.

Digital award ceremony of the Innovative Enterprise of the Year 2021

EXCELLENCE IN
INNOVATION

Twenty-one out of 90+ applicant compa-
nies from various sectors of the economy
reached the final stage of the competition.
Awards were given in eight innovation areas.
The winners were selected by a 21-member
jury, composed of representatives of pub-
lic authorities, funding organizations, the
business, academia and the media. The
companies’ cutting-edge innovations were
assessed, based on a set of indicators

such as high quality and novelty of the in-
novation, impact on national and world mar-
kets, environment and society, efficiency of
the business model. Apart from the awards
in a number of categories, all finalists are
granted the Excellence in Innovation® label
of the Applied Research and Communica-
tions Fund.

Award winners in the 2021 edition of the con-
test:

Cupffee Ltd. — for its edible biodegradeable
wafer cups for hot and cold beverages

Orenda Group Ltd. — for its 100% natural
mineral sunscreen lotion with invisible zinc

Omnio Ltd. — for its Al-based platform op-
erating a fraud and anti-money laundering
alert system

Atlas Agro Science Ltd. — for its 100% or-
ganic liquid plant stimulant, based on waste
water sediments


https://innovation.bg/
http://www.arcfund.net/index.php?id=2055
https://cupffee.me/
http://www.woodenspoon.eu/
https://omniotech.net/
http://www.atlasagro.eu/
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CMYK Ingredients JSC — for its liquid fer-
mented herbs and spices

ZenHold JSC — for its interactive VR for train-
ings, based on videos of real locations, or-
dered by clients

Spark Vision Ltd. — for its smart glasses for
blind people, helping them to read and rec-
ognize objects

Iris Solutions Ltd. — for its application, ena-
bling receipt of direct transfers in merchants’
digital channels

A Data Pro Ltd. — for its analysis of the inter-
est of news readers and social network us-
ers to various topics


http://cmykingredients.com/
https://zenartvr.com/
http://sparkvision.tech/
http://www.irisbgsf.com/
http://adata.pro/
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Innovation and Business Support Program

In 2021, 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 mar-
kets. To respond to its clients’ need to face the challenges of the ongoing pandem-
ic, ARC Consulting, as Enterprise Europe Network (EEN) — Bulgaria’s coordinator,
digitalized most of its services, holding its key events online or in a hybrid format, but
still managing to support Bulgarian companies in their negotiations on business,
innovation and R&D partnerships and expansion to new markets abroad.

Consulting SMEs. ARC Fund continued to consult SMEs in the top areas of
interest: Access2Finance focusing on the Horizon Europe and EIC calls as well as
access to new markets and international partnerships. In 2021, over 140 Bulgarian
companies benefited from the EEN team’s services and expertise, which resulted in
concluding 9 international collaboration agreements and research partnerships.

Efficiency of policy and financial instruments for SMEs and innovation. In
2021, ARC Fund continued its series of online capacity building and interregional
learning events to foster the efficiency of national, municipal and European financial
instruments for SMEs and innovations. The key policy areas were: urban farming,
constructive capital in Bulgaria, and support to SMEs for innovation and resilience.
ARC Fund stared elaborating measures and recommendations to leverage the ef-
ficiency of the National Innovation Fund, the Sofia Green Program and the Program

for Sofia 2021—2027.

Assisting SMEs with International Partnerships and Entering New Markets

Access2Finance

In 2021, nine SMEs, start-up companies,
clusters and associations benefited from the
in-depth consultation on Access2Finance by
the Enterprise Europe Network team as an
advisory source to EU and EEA funding pro-
grams, including Horizon Europe, EIC Accel-
erator, InvestEU, Women TechEU, ERDF and
EEA Norway grants.

New Markets

While the COVID-19 pandemic continued
to pose unprecedented problems to busi-
nesses, it also opened up new opportuni-
ties for them. As brokerage events were held
mainly online, it became much easier to set

up international partnerships across the en-
tire business community. As a result, over 70
Bulgarian SME and cluster representatives
took part in 27 specialized brokerage events
and business missions in the EU, Norway,
Ukraine, Turkey, and Qatar. Among the top
European and global events, co-organized
by the EEN team, were: Smart Agrifood
Summit, Med2Meet, Digital Enterprise Show
2021, Tech4Smart Cities, Smart Manufac-
turing Matchmaking 2021. As a follow-up,
Bulgarian SMEs entered into over 260 nego-
tiations on business and innovation partner-
ships in key domains, such as healthcare,
green and blue growth, creative industries,
Al, mechatronics and Industry 4.0.
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In 2021, over 140 companies received exten-
sive advisory services by EEN. Nine research
partnerships under Horizon Europe, the Eu-
ropean Innovation Council and ERDF were
enabled or granted a contract. EEN clients
expanded their markets across the EU and
gained new markets in the United Kingdom
and the Philippines.

ARC Fund's Excellence in Innovation label,
introduced 5 years ago and granted to the
finalists of the Innovative Enterprise of the
Year contest, is widely used by more than

100 Bulgarian innovative companies as a
valuable promotional tool while entering new
markets and business partnerships.

Regular updates on how to access new
markets were published in EEN’s monthly
e-newsletter Vesti with over 800 subscrib-
ers. Among the most popular posts in 2021
were the presentation of the Access2Market
EU portal, webinars and guides by the EU
SME Center and EU-Japan Center, market
analysis and calls to join foreign accelerator
programs.

Success stories on air at the National
Radio

For the fifth 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 shared their challenges and
achievements during the continuing COV-
ID-19 pandemic. Among them were the 2020
contest finalist Press Start and the start-up
Gamifinno, which received the Innovative
Enterprise of 2020 award.

Among the 2021 success stories were:

ADMA TranS4MErs, which builds on the
work of ADMA, the European Advanced
Manufacturing Support Center. The initia-
tive supports ambitious SMEs on their digi-
tal transformation journey by delivering as-
sistance with digital competencies (hinged
to core technologies such as high-perfor-
mance computing, artificial intelligence,
and cybersecurity) and training in advanced
skills in digital technologies.



AgroHub.BG is the Bulgarian Digital Inno-
vation Hub for agriculture. Within it, ARC
Fund is partnering with representatives of
the agribusiness, research organizations,
ICT companies and other stakeholders,
aiming to provide combined expertise in
inventorying the business needs, strengths
and weaknesses, and to match them with
technological solutions and financial op-
portunities. The hub plays a strategic role
in building skills and finding innovative solu-
tions for Bulgarian farmers and representa-
tives of the agrarian sector by covering all
stages of the product life cycle.

EEN New Horizon

Following an election process, the EEN-
Bulgaria Coordinator continued its 5-year
mandate in the Steering and Advisory Group
(SAG) Bureau — a body commissioned to li-
ase with DG Grow and EASME/EISMEA on
behalf ot the SAG.

The September 2021 EEN Annual confer-
ence, which gathered nearly 1,000 partici-
pants, was devoted to the transition of the
Network to a thoroughly new client-focused
paradigm. The high-level policy panel “Re-
inforcing the Network’s role in the regional
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Intellectual property

In 2021, ARC Fund continued to act as an
EU IP Helpdesk Ambassador for Bulgaria.
An example in this regard is the advisory
service provided to Bulbera, a software de-
velopment company, striving to develop an
IP strategy from the perspective of interna-
tionalization and optimal protection of its
economic interests abroad. With EEN’s sup-
port, the company successfully filed an ap-
plication and was granted an EU trademark
registration in April 2021.

innovation ecosystems in view of the new
Cohesion Policy“ brought together DG
Grow, DG Regio, EISMEA, SAG Bureau
and Germany and Sweden’s Network rep-
resentatives. The discussion highlighted the
need for synergizing the policy instruments
between DG Grow and DG Regio. ARC Con-
sulting’s representative highlighted how an
integrated client-centered approach and an
excellent integraton into the regional innova-
tion ecosystem can leverage its impact well
beyond the EEN’s core services.

2021 Enterprise Europe Network Annual Conference, Connecting competences with the regions:
reinforced role for the Network
Ulla Engelmann, Acting Director, Networks and Governance, DG GROW, European Commission;
Anke Wiegand, Head, Innovation | Funding | Financing Unit, Berlin Partner for Business and Technology GmbH;
Daniela Tchonkova, Program Manager, ARC Consulting.
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Deploying in synergy SME support policy in-
struments, EEN’s services and stakeholder
involvement was pointed out as key to suc-
cess for client SMEs, policy-makers and the
Network.

Promoting Constructive Capital in Bulgaria

On 28 September 2021, at a policy forum
with the participation of the Bulgarian Presi-
dent, ENN - Bulgaria, CSD and ARC Fund
presented their Action Agenda for Promoting
Constructive Capital in Bulgaria. The forum
was part of the Bulgarian presidency of the
Three Seas Initiative and was supported by
the Center for International Private Enter-
prise (CIPE) in Washington D.C.

The Action Agenda provides a comprehen-
sive analysis of the EU and national strate-
gic documents and consultations with lo-
cal authorities and business stakeholders

In late 2021, the European Commission re-
confirmed ARC Consulting’s expertise in
the field of innovation, technology transfer,
SME support and sustainable development
by extending the period in which it will lead
the Enterprise Europe Network in Bulgaria
until 2025.

across Bulgaria’s six planning regions. It
highlights the importance of addressing rule
of law gaps to unlock constructive capital
investments for economic growth and tech-
nological transformation. It also pays spe-
cial attention to recommendations and po-
tentials in the fields of digitalization, green
technologies, innovation and entrepreneur-
ship. As Bulgaria remains last in the EU in
terms of eco-innovation activities, digitaliza-
tion of its economy would directly contribute
to achieving sustainability and resource ef-
ficiency.

—
‘Prom

OUPT

Ruslan Stefanov, Manager, ARC Consulting, Rumen Radev, President of Bulgaria,
Kim R. Holmes, Vice Chairman, CIPE, Jeffrey Lightfoot, Program Director, Europe,
CIPE, Dr. Ognian Shentov, Chairman, ARC Fund, Sofia, 28 September 2021

20)


https://csd.bg/events/event/promoting-constructive-capital-in-bulgaria/
https://csd.bg/publications/publication/promoting-constructive-capital-in-bulgaria/
https://csd.bg/publications/publication/promoting-constructive-capital-in-bulgaria/

2021 Annual Report

Resource Efficiency and Urban Farming as a Business Model

In 2021, ARC Fund continued to promote
urban farming (UF) at both the institution-
al and the social level through the CityZen
initiative, which explores the benefits of
urban agriculture for better sustainability,
resource efficiency and prosperity of cities
and regions. A series of digital and hybrid
events was held to exchange experience
and good practices between European and
local partners. The scenario exploration

system and design thinking tools proved
to be particularly useful for gathering new
ideas. Land scarcity, lack of UF regulations
and potentials for new policies and busi-
ness models were among the topics where
practical solutions were sought by devising
policy measures. CityZen success cases on
educational UF activities, civil initiatives and
specific business models were showcased
to stakeholders in a Good Practices Week.

Participants in the 2nd CityZen Accelerator and 1st Action Camp event, Thessaloniki, 4-5 November 2021

A Bulgarian CityZen pilot was additionally
awarded a contract to design Do-it-Yorself
(DIY) kits for vertical urban gardens to be
placed in 6 demo locations in public, busi-
ness and residential buildings. The Kkits
were created in a living lab process by a
wide selection of experts and citizens. The
positive feedback by the early adopters
showed clear added value of UF activities
to working and living ambience. It motivated
ARC Fund, the Sofia Development Associa-
tion (SDA) and Sofia Green at the Sofia Mu-
nicipality to foster future UF support meas-

ures by raising awareness and regulatory
changes.

ARC Fund's team provided UF recommen-
dations to the Plan of Sofia 2021-2027, de-
veloped by Sofiaplan — a municipal enter-
prise for spatial and strategic planning. As
a result, UF was included among the eligible
activities for socializing neigborhoods and
bringing new functions to green areas. UF is
also presented in the Sofia Chooses Green
call for 2022.


http://www.arcfund.net/index.php?id=2305
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Installation of demo vertical gardens at Sofia Green, Sofia Lab at SDA, Sofia Tech Park, COOP supermarket,
a Sofia Library branch and a residential building, Sofia, October 2021.

Policy Advice

In 2021, ARC Fund continued to work with
national and regional authorities (notably,
the Ministry of Economy, the Ministry of
Education and Science, the Bulgarian SME
Promotion Agency, and the Science and Ed-
ucation for Smart Growth Operational Pro-
gram) to develop, implement and monitor
the national and regional innovation policy
framework and financial instruments. Repre-
sentatives of ARC Fund became members
of the Consultative Board at the newly es-
tablished State Agency for Research and In-
novation (SARI).

Under the Effective Financial Instruments in
Support of SMEs initiative, ARC Fund hosted

an international peer review of the National
Innovation Fund (NIF), organized by Adam
Mickiewicz University Foundation, Poznan
Science and Technology Park, Poland; the
Municipality of Gabrovo, Bulgaria; Science
Park Foundation, Tartu, Estonia; and Weser-
bergland RDC, Hameln-Pyrmont, Germany.
Each peer review session covered: 1) pan-
demic challenges as well as practices and
tools, dedicated to identifying the needs of
SMEs; 2) selection of target groups (affect-
ed by COVID) and analysis of their needs.
The policy recommendations, based on this
effort, will lie at the core of an Action Plan for
upgrading the National Innovation Fund.

Exploiting Miro canvas for gathering ideas during the peer-review workshop, 3 November 2021
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Smart specialization continued to be a
key topic. After successfully developing the
Smart Specialization Strategy for the next
programing period 2021-2027 jointly with the
Ministry of Economy, ARC Fund, through
ARC Consulting, was given mandate by the
Growth and Innovation Directorate of the Eu-
ropean Commission's Joint Research Cent-
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er to support two Ukrainian regions for
finalization of their S3 strategies, namely
the Khmelnytsky and Kharkiv regions. The
main task of the team was to develop robust
analyses of the regional assets and local
sources of competitive advantages in order
to identify smart specialization priorities and
to develop a strategy for their exploitation.
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Science, Technology and Innovation

Policy Program

The Science, Technology and Innovation Policy (STIP) Program facilitates public, mul-
ti-actor deliberative processes on societal challenges, stemming from research and

innovation. In 2021 the activities focused on:

Responsible Research and Innovation (RRI) and Anticipation, Inclusiveness,
Reflexivity and Responsiveness (AIRR). ARC Fund integrated RRI principles at
the organizational level through experimental implementation of an ethical govern-
ance system. The uptake of RRI-AIRR approach was promoted at the territorial
policy level to enable a more citizen-centered, open, transparent, responsible and
inclusive governance. Efforts were made to enhance the scientific understanding
and provide a robust monitoring system for RRI in research and research funding
across the EU.

Conscious and responsible energy consumption. ARC Fund worked to ad-
vance the household energy use shift and encourage active energy citizenship as
a tool for supporting the clean-energy transition process across Europe.

Strengthening the precautionary principle. Support was provided for active and
productive citizen participation in public deliberation and use of the precautionary
principle.

Resillience through workplace innovations. ARC Fund helped Bulgarian SMEs
improve business results and achieve a more satisfying and motivating environ-

ment for employees through introducing workplace innovations.

Leadership in Responsible Research and Innovation

Over the past decade, Responsible Re-
search and Innovation (RRI) was established
as a practical concept for anticipating and
assessing the potential implications of re-
search and innovation. A major premise of
the RRI approach is that researchers, policy-
makers, civil society organizations, individual
citizens, businesses, etc. work together to at-
tain better alignment of both processes and
their outcomes with the values, needs and
expectations of society. The concept and its
areas of application continue to evolve.

Since 2019, ARC Fund has worked actively
to integrate the principles and practices of
RRI in territorial governance of research and
innovation. The initiative Leveraging Leader-

ship for Responsible Research and Innova-
tion in Territories supports the design of poli-
cies that are anticipatory, inclusive, reflexive
and responsive. ARC Fund coordinated five
research organizations and four organiza-
tions, representing and/or supporting terri-
torial authorities (municipalities of Sofia and
Thalwil, city of Sabadell and the region of
Western Macedonia) in conducting a thor-
ough assessment of RRI relevance to territo-
rial governance in different policy areas (sup-
port for innovation; digital transition and new
skills; youth employment and entrepreneur-
ship; sustainable urban development; transi-
tion towards a low-carbon economy; smart
specialization in the circular economy, active
aging and intelligent design in industry).

o
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In collaboration with Sofia Development As-
sociation (SDA), ARC Fund produced a re-
port, containing detailed stakeholder pro-
files and good practice examples, based on
in-depth interviews and a focus group. The
report provides a summary of stakeholder
needs, interests, power and influence from
an RRI perspective and analyzed the relation-
ships and interdependencies between them.

An analysis of 10 national and 5 municipal
strategic documents and a participatory
workshop were conducted to assess the
relevance of the RRI-AIRR approach for se-
lected policy areas in Sofia municipality (sup-
port for innovation; digital transition and new
skills; youth employment and entrepreneur-
ship; sustainable urban development) and
territorial policies at large.

The findings and conclusions drawn from
the analytical work and data collection were
used for conducting the RRI audit for Sofia
Municipality. The audit report assesses the
state-of-the-art regarding the application of
RRI-AIRR principles by the municipal govern-
ment in the four policy areas and proposes
strategic priorities for improving territorial
governance through a streamlined integra-
tion of the RRI-AIRR approach in the overall
policy-making process. RRI-AIRR principles
are relatively well embedded in policy docu-
ments and plans in the chosen areas. Some
RRI keys (public engagement, open access,
gender equality) are better known and more
adequately reflected in the policy areas in
comparison to other keys (science educa-
tion, research ethics). Public bodies, respon-
sible for policy implementation (in particular
in the areas of digital transition and sustain-

RRI participatory workshop in Sofia, 15 July 2021

able urban development) pursue and rely on
broad public engagement, inclusiveness,
foresight scenarios, and transparent and ac-
countable governance.

ARC Fund’s team supported the Municipal-
ity of Gabrovo in the application of a novel
approach to territorial decision-making, fo-
cusing on cross-actor collaborations among
local research and innovation (R&l) actors.
A Public and Stakeholder Engagement Plan
was developed, supporting the implementa-
tion of the Smart Specialization Strategy of
Gabrovo for the period 2022—-2027. Several
online mutual-learning workshops were held
to discuss the application of RRI keys into
territorial decision-making, the challenges re-
lated to this process, and potential strategies
for integrating the RRI framework into policy-
making at the local and regional level.
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In 2021, ARC Fund continued to enhance its
own RRI capacity and to champion it as a
guiding principle of Bulgarian R&l organiza-
tions. Along with universities and research in-
stitutes from Austria, Bulgaria, Denmark, Es-
tonia, Germany, Portugal, Spain and Norway,
ARC Fund acts as one of the six Living Labs
implementing and testing an original ethics
governance system for grounding good RRI
practices in higher education institutions, re-
search and innovation funding bodies, and
research-conducting organizations. The part-
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RRI Office(r)
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nership has set up an ETHNA Office to de-
velop a Code of Ethics and Good Practices,
a Gender Equality and Non-Discrimination
Policy, an Open Access Policy, Guidelines
on Public Engagement and establishment of
a Research Ethics Board. In July 2021, ARC
Fund experts participated in a workshop on
public engagement and governance and
a workshop, entitled “Leveraging a gender
equality agenda in research and innovation
performing organizations” and organized a
workshop on ethics.

Buiilding Bricks

_ Research Integrity
_ Gender Perspective
B Fublic Engagement
R oocr access

Indicatiors to Manitar

Structure of the ETHNA System

ARC Fund also acted as Bulgarian country
correspondent for the Scientific Understand-
ing and Provision of an Enhanced and Ro-
bust Monitoring System for RRI. Contributing
to the Europe-wide study of research funding
organizations, ARC Fund performed a de-
tailed analysis of the National Science Fund
and the Ministry of Education and Science. A
number of strategies and other policy docu-
ments were reviewed from the perspective
of RRI, including the National Strategy for
Development of Scientific Research in the
Republic of Bulgaria 2017-2030, the National
Plan for Development of the Open Science
Initiative in the Republic of Bulgaria, the In-
novation Strategy for Smart Specialization
2014-2020, the National Roadmap for Re-
search Infrastructure 2017-2023, the Strategy

for Development of Higher Education in the
Republic of Bulgaria for 2014-2020, the Law
on Scientific Research Promotion, the Rules
of the National Science Fund, and the Regu-
lations for monitoring and evaluation of re-
search activities, carried out by universities
and research organizations.

ARC Fund also examined four research per-
forming organizations: the University of Plov-
div, the National Academy of Art in Sofia, the
University of Ruse, and the International Busi-
ness School in Botevgrad. The analysis fo-
cused on the overall strategic priorities of the
institutions; the place of RRI in their strategic
documents; structures, policies and practic-
es, support to the uptake of RRI; and inspira-
tional or innovative good practice examples.
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Encouraging Energy Ctizenship and Modifying Energy Consumption Patterns

ARC Fund remains committed to the goal of
motivating a more conscious and respon-
sible energy consumption of households
in Europe. Through the Act4Eco platform
households receive information on the
measures they could implement to save en-
ergy and reduce their carbon footprint. The
platform is actively promoting such new
patterns and has reached an audience of

ACT4 Actinrs Nowr

Produce your own energy
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almost 900 consumers from Bulgaria and
more than 13,000 consumers globally. Its
Facebook group has 260 Bulgarian mem-
bers, forming a community with a sustained
interest in energy efficiency, who discuss
their energy consumption habits through
online polls and learn about practices and
advice on how to reduce their energy con-
sumption at home.
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The Act4Eco platform

In June 2021, an online policy seminar on
the efficiency of the national/local-level
energy policy interventions aimed at shift-
ing consumer behavior towards increased
energy efficiency was held, which was at-
tended by 25 Bulgarian energy experts.
They deliberated on the available policy
instruments, identified policy options for
promoting consumer behavior change, and
proposed measures to increase the impact
of such energy policy interventions. The
event was part of a series of national-level
seminars organized in Belgium, Denmark,
Greece, Finland, Ireland, Italy, Lithuania,
and Portugal.

As follow-up, a list of challenges and pol-
icy recommendations was formulated and
presented in July and August 2021 at two

EU-level policy seminars, co-hosted by
ARC Fund. The events provided a forum to
around 50 energy stakeholders to elaborate
on and validate the identified challenges
and to further discuss policy solutions to
tackle these challenges. Focus was placed
on the ways to encourage consumers to
take action for increasing the energy effi-
ciency of their homes and reducing energy
consumption. ARC Fund coordinated the
development of nine policy briefs, summing
up the policy seminar findings and conclu-
sions.

ARC Fund is part of the European initiative
Proactive Strategies and Policies for Energy
Citizenship Transformation, which deals
with the various aspects of energy citizen-
ship across Europe. Partners from Belgium,
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Bulgaria, France, Germany, Hungary, Ire-
land, Latvia, Spain and The Netherlands
work with communities, businesses and
decision-makers to explore ways of involv-
ing citizens in the clean energy transition.
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Apart from energy citizenship cases from
Bulgaria, ARC Fund also collects examples
from other Southeast European countries:
Slovenia, Croatia, Bosnia and Herzegovina,
Montenegro, Serbia, and North Macedonia.

Applying the Precautionary Principle Through Public Participation

In 2021 ARC Fund continued its participa-
tion in a co-creative process to identify
stakeholder needs and ideas in terms of
guidelines and tools to support the appli-
cation of the precautionary principle. The
aim of this process is to develop a guid-
ance document, targeted at policy-makers
and public authorities in the field of risk
and innovation governance at the EU level.

Along with partner organizations from the
EU, ARC Fund participated in a series
of stakeholder-need identification work-
shops. The findings were used to develop
guidelines on the application of the pre-
cautionary principle, based on three broad
themes: participation; organization and
production of expertise; and extent of ap-
plication. ARC Fund contributed by devel-
oping the chapter on participation, build-
ing upon its solid track record in promoting
public participation.

ARC Fund worked on defining the condi-
tions that cultivate active and productive
citizen participation in public deliberation,
together with 12 organizations, involved in
the Inclusive Science and European De-
mocracies (ISEED) initiative. Through a
combination of theoretical analysis, empiri-
cal research, and small-scale experiments,
the initiative studies how current practices
of citizen participation in science could
help European societies overcome the
obstacles to democratic participation and
decision-making. It introduces the concept
of “deliberative participation,” designed
to enhance both the quality and the legiti-
macy of political decision-making, and to
establish new forms of knowledge-based
democratic governance, complementary
to political representation.

Enterprise Resilience Through Workplace Innovation

In 2021, ARC Fund conducted a study on the
role of workplace innovation in small and
medium-sized enterprises in Bulgaria. Work-
place innovation practices aim to more ac-
tively engage employees in decision-making
processes, encourage the autonomy and
flexibility of staff members in performing
their operational activities, foster the devel-
opment of employees’ potential through for-
mal and informal trainings and/or increase
collaboration among departments and
teams within organizations. These improve
business results, create a more satisfying
and motivating work environment, and in-
crease the resilience of enterprises in times
of crisis. The COVID-19 pandemic demon-

strated the vital role of workplace innova-
tion for both individual enterprises and the
economy at large.

Most EU countries have policy mechanisms
that foster this type of innovation. In Bulgaria,
though, such mechanisms are few and are
coupled with widespread lack of awareness
among stakeholders. ARC Fund identified
national public support measures to encour-
age workplace innovation in SMEs, which
are particularly vulnerable in times of crisis
due to limited resources and limited access
to knowledge. The policy recommendations
were summarized in a report presented at
a series of webinars, engaging a number of
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stakeholders: six universities, five employer
and industry organizations, five ministries
and government agencies, non-governmen-
tal organizations, media representatives and

over 100 SMEs. Participants agreed on the
benefits of workplace innovations and un-
derlined the need for closer collaboration
among all stakeholders.
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Safer Internet Program

f t b ARC Fund has been the coordinator of the
SQ ene ° g Bulgarian Safer Internet Center (SIC) for 17

years. The organization operates a Hotline for
reporting online content that is illegal and harmful to children and supervizes a Hel-
pline, operated by its partner Parents Association. The Center is a member of the
International Association of Internet Hotlines (INHOPE) and of the European Network
of Safer Internet Centers (Insafe), now integrated as the Better Internet for Kids net-
work, 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). A member of the Safer Inter-
net Center’s Youth Panel represents Bulgaria in the Childen’s Council of the Eurochild
network. The Bulgarian SIC was granted a Quality Certificate by the International As-
sociation of Internet Hotlines INHOPE in 2018 and is Trusted Partner of Facebook and
Trusted Flagger of Google.

In 2021, 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 15,000 reports on abuse of children online.

The Safer Internet team developed and implemented a number of educational
methodologies for the prevention of cybercrimes and online abuse of children as
well as for ameliorating children’s online literacy. Aproximately 1,500 children, 200
teachers, 270 parents and 1,160 professionals were involved in various trainings
and awareness raising events, both face-to-face and online. The international Safer

Internet Day event attracted over 20,000 viewers.

In 2021, the Safer Internet Center performed
a wide range of activities in the field of pro-
tection of children online despite the un-
precedented pandemic situation. The pro-
gram’s team provided a number of trainings
and awareness raising events online and,
when it was possible, some face-to-face
events and trainings in strict compliance
with all anti-pandemic prevention measures
and requirements. SIC’s Hotline reported
about online sexual exploitation of children
and verifies and transferes cases for further
legal action to the national Cybercrime Unit
at the General Directorate for Combating
Organized Crime. Via the Helpline, trained
psychologists consult children, parents and
teachers about problems and incidents with

children on the Internet.

In 2021, the Hotline received and took ac-
tion on 15,694 reports, 15,276 of them being
reports, related to child sexual abuse mate-
rials, 8 — on erotic or nude content, involv-
ing children, and 24 — on child grooming.
2,540 of the reports were directed to the
law enforcement authorities (the mentioned
Cybercrime Unit), 13,046 were referred to
other INHOPE member Hotlines, 3 were di-
rected to other Bulgarian institutions, and in
2 cases the Center asked for the removal
of the online content. During the year, the
Helpline provided 256 consultations on
various issues ranging from cyberbullying
through security settings to the use of the



Part one: Program areas

Internet and digital devices by minors. Of
those consultations, 11 concerned online
content potentially harmful to children, 5
concerned privacy settings, 9 were related
to data privacy, 5 — to online reputation is-
sues, 25 — to various aspects of digital and
media literacy, 28 reported cases of cyber
bulling, 2 concerned sexual harassment,
1 was on sexting, 7 — on sextortion, and 9
were on e-crimes.

In addition to the direct protection and sup-
port of children facing online risks, as well
as the involvement in research, concerning
online safety and victimization of children
and young people, ARC Fund has devel-
oped and has been implementing various
educational methodologies for the pre-
vention of cybercrimes and online abuse of
children. Being recognized as a center of
excellence in the field of child protection on
the Internet, ARC Fund participates in vari-
ous national and international activities and
working groups for developing strategies
and proposals for legislative measures,
social service procedures and practices.
It conducts regular trainings of children,
teachers, parents, care-givers and social
workers and is involved in various aware-
ness raising activities.

ARC Fund’s experts participate in an in-
ternational 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.

ARC Fund regularly participates in working
and training meetings of the Radicalization
Awareness Network, presenting its exper-
tise and sharing knowledge and practices
with other organizations. ARC Fund also be-
came a Trusted Partner of Facebook and a
Trusted Flagger of Google. Intervention and
support in cases of incidents and risks for
children online are important priorities, but
the Safer Internet Center also places a ma-
jor focus on prevention.

In 2021, ARC Fund published a methodolo-
gy guide for training young people for peer
trainers on topics, related to the prevention
of sexual exploitation of children online. The
methodology was presented to stakehold-
ers at an online conference, organized by
the Know-How Center of the New Bulgarian
University, as well as to the members of the
Learning Action Partnership for Prevention
of Child Sexual Exploitation Coalition during
its summer meeting. ARC Fund also par-
ticipated in the development of three tools,
which address media and information lit-
eracy (MIL) competences, described in the
UNESCO global framework for assessment
of MIL — an online game for young people,
a peer-to-peer methodology and a storytell-
ing guide. The tools help young people to
develop their critical thinking and express
their opinion and ideas for solving social
problems.

A teaching methodology guide on the de-
velopment of critical thinking and foster-
ing tolerance through the improvement
of digital and media skills in high schools
was also published in 2021. The methodol-
ogy incorporates the perspective of profes-
sional teachers, including feedback from
an online meeting with teachers who had
piloted lessons from the draft guidebook at
their schools. It consists of 10 lessons on
the various types of digital and media skills
(communication skills, information assess-
ment skills, etc.) related to emotional intel-
ligence and critical thinking as prevention
mechanisms to far-right messages online
and far-right radicalization among youth.
In 2021, ARC Fund’s experts also upgrad-
ed and completed three methodological
guidebooks for countering anti-Roma ma-
nipulation and disinformation:

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

Aproximately 1,500 children, 200 teachers,
270 parents and 1,160 professionals (edu-
cational experts, teachers and school psy-
chologists, social workers, health mediators,
Roma and pro-Roma activists, among oth-
ers) were involved in trainings and aware-
ness raising events, both in person and on-
line.

Between May and July 2021, strictly adhering
to the anti-pandemic measures, ARC Fund’s
experts provided five face-to-face trainings
on how to detect and tackle fake news, dis-
information and manipulation, addressing in
particular anti-Roma manipulation, for Roma
leaders, activists, mediators, Roma and pro-
Roma NGO'’s. Two trainings were provided
(in Varshets) for a group of trainees from
Northern Bulgaria and another two (in Hisar-
ya and Bansko) for another group of trainees
from Southern Bulgaria. Another practical
training on how to cooperate with each other
on raising awareness about fake news and
misinformation for both groups took place in
Bansko as well.

In 2021, ARC Fund also provided two train-
ings for teachers from all over the country on
how to detect and tackle fake news, disin-
formation and manipulation and how to help
students develop information assessment
skills — the first one was provided online and
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the second three-day training was delivered
live in October in Bankya.

A model for improving the digital and me-
dia literacy of students of all age groups
through the existing curriculum through a
holistic approach focused on competences,
developed by SIC’s team, had been applied
at High School No 90 in Sofia. The model
included modules on systematic work with
parents and on the creation of a school com-
munity. Teachers from the school attended
a series of trainings on the updated holistic
model and developed their own teaching
plans. ARC Fund’s experts supervised the
lessons, the majority of which were conduct-
ed online because of the lockdown, and pro-
vided feedback. In 2021, a guide for teachers
on how to develop digital and media literacy
in students through the holistic model was
published. In November 2021, a face-to-face
training for more than 60 teachers on the
holistic model for development of the digital
and media literacy of students was provided.

Since 2010, the Bulgarian Safer Internet
Center has been working actively on youth
participation through maintaining its Youth
Panel — a team of young volunteers, aged
14—18. The Youth Panel planned and hosted
the main event for the Safer Internet Day in
Bulgaria on 9 February 2021, which was ded-
icated to the topics of fake news, disinfor-
mation and misinformation. The event took
place online and was livestreamed for the
general public, reaching more than 20,000
viewers. The online event engaged children
and professionals who provided recommen-
dations on the ways to recognize fake news,
disinformation and misinformation online.

An ARC Fund expert was invited as a pan-
elist at the Voice It 2021 Youth Forum, organ-
ized by the National Network for Children
and the Megaphone Youth Network in No-
vember. The forum included live discussion
with a small number of participants, which
were livestreamed to broaden the outreach.
In 2021, the Voice It Forum was dedicated to
fake news, misinformation and ecology.
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The main online event of the Safer Internet Day in Bulgaria reached more than 20,000 people,
9 February 2021

In 2021, two members of the Bulgarian SIC’s
Youth Panel, who are also part of the Mega-
phone Youth Network, maintained by the
National Network for Children, as well as the
Network’s Reporters Initiative, completed
the two-year Megaphone program success-
fully and were certified by the NNC. One of
them also represents Bulgaria in the Euro-
child Children’s Council as she has been
elected with the majority of the votes of the
young people, involved in the Reporters Ini-
tiative. In 2021, the elected girl participated in
a number of international online forums.

In 2021, ARC Fund had a representative on

the team, created by the Coalition for Media
Literacy at School (of which it is a found-
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ing member) to compile a guide for teach-
ers, developing media literacy in students
through online teaching. ARC Fund experts
participated in two online teacher trainings
on the topic and two other relevant confer-
ences, organized by the Coalition.

Adapting to the unprecedented pandemic
situation, ARC Fund held numerous webi-
nars on online safety issues, engaging au-
diences of teachers, parents and children.
The Safer Internet team also created a se-
ries of five educational animation videos for
children on online safety topics, which have
more than 2,100 viewers on the Bulgarian
SIC’s You Tube channel.
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The Safer Internet Program's team created a series of animation educational videos
for children on online safety topics
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https://www.youtube.com/channel/UCP0HE1CNa_-eX8vSZerey0Q
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Institutional Development

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, tech-
nology development and demonstration, as
well as under the Cohesion and Structural
Funds. ARC Fund and ARC Consulting form
the ARC Fund Group.

In 2021, the ARC Fund Group employed a
staff of twenty-one permanent employees
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 2021, the ARC Fund Group worked on the
implementation of 23 projects and 4 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 Euro-
pean Commission, the Interreg Europe pro-
gram, the European Regional Development
Fund, 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, DG
Migration and Home Affairs of the European
Commission, the National Operational Pro-
gram for Good Governance, the Active Citi-
zens Fund, the Konrad Adenauer Founda-
tion, the Ministry of Regional Development
and Public Works, the United Nation's Chil-
dren's Fund (UNICEF), Leibniz Institute for
Media Research 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 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 the causes the ARC Fund supports.
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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 2021 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 2021, 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 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 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:

a) 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.

b) The report on the activity was prepared in compliance with the requirements of Chapter
Seven of the Law on Accountancy.

Management’s responsibility for the Consolidated Financial Statements

The managementis responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with International Financial Reporting Standards as
adopted by the European Union, 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
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 consolidated financial statements
present the fundamental transactions and events in a reliable manner.

Stoyan Dohex_
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Applied Research and Communications Fund (the Group)
Consolidated Statement of Financial Position, 31 December 2021

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

31 December 2021 31 December 2020
Assets
Property, plant and equipment 5 13 34
Intangible assets 6 19 19
Investment property 7 36 37
Total non-current assets 68 90
Trade and other receivables 8 333 350
Cash and cash equivalents 9 2 5,138
Deferred expenses 37 -
Total current assets 3,037 5,488
Total assets 3,105 5,578
Equity 1,900 1,938
Liabilities
Payables to partners and suppliers 10 88 2,760
Deferred financing 11 1,117 880
Total current liabilities 1,204 3,640
Total liabilities 1,204 3,640
Total equity and liabilties 3,105 5,578

These consolidated financial statements were approved by the Board of Trustees on 26 July 2022.

They were signed on behalf of the Board of Trustees by:

Nickolay Baainski /
Executive Dir r

26 July 2022

Initialled for identification purpc%%q’n reference to the audit report:

P n

Crorn
Stoyan Do U50| 9 Rowes
Registered Auditor CorETPHpan omMIop
27 July 2022



(all amounts in BGN thousand)

Revenues from grants financing
Cost of sales

Gross profit

Other operating income
Administrative expenses
Impairment losses
Revenue from operating
activities

Financial income
Financial expenses

Net financing costs

Profit before income tax
Income tax expense

Net profit for the period
Other comprehensive income

Total comprehensive income

Applied Research and Communications Fund (the Group)
Consolidated Statement of Comprehensive Income, 31 December 2021

Note For the year ending:
31 December 2021 31 December 2020
12 1,057 1,034
15 (962) (946)
95 88
389 354
15 (518) (493)
- (20)
(34) (71)
1 2
(4) (4)
13 (3) (2)
(37) (73)
14 (1) (1)
(38) (74)
(38) (74)

These consolidated financial statements were approved by the Board of Trustees on 26 July 2022.

They were signed on

Executive Director
26 July 2022

behalf of the Board of Trustees by:

Initialled for identification purposes[itq t['e,‘ference to the audit report:

Vo Yl B

Stoyan Donev
Registered Auditor
27 July 2022




(all amounts in BGN thousand)

Cash generated from operations

Profit before income tax

Depreciation

(Increase)/decrease of trade and other
receivables

(Increase)/decrease of trade and other
payables

(Increase)/decrease of deferred financing
(Increase)/decrease of deferred expenses
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

Net cash used in investing activities
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 2021

Note For the year ending:

31 December 2021 31 December 2020

(37) 73
31 7

17 282

(2,556) 2,755

124 242

(37) -

(2,458) 3,213

(1) (1)

(2,459) 3,212

©) (25)

(9) (25)

(3) 93

(3) 93

(2,471) 3,280

5,138 1,858

9 2,667 5,138

These consolidated financial statements were approved by the Board of Trustees on 26 July 2022.

They were signed on behalf of

e Board of Trustees by:

Nickolay Badinski _/
Executive Director
26 July 2022

Initialled for identification purpose%s in reference to the audit report:

A LA
\

M

Stoyan Done\M
Registered Audi —— NP8

27 July 2022




(all amounts in BGN thousand)

Balance as of 1 January 2020
Net profit for the year

Other changes

Balance as of 31 December 2020

Balance as of 1 January 2021
Net profit for the year

Other changes

Balance as of 31 December 2021

Applied Research and Communications Fund (the Group)
Consolidated Statement of Changes in Equity, 31 December 2021

Note Retained earnings

2,013
(74)
(1)
1,938

1,938
(38)

1,900

These consolidated financial statements were approved by the Board of Trustees on 26 July 2022.
They were signed on behalf of the Board of Trustees by:

Nickolay Badinsw
Executive Directo

26 July 2022

Initialled for identification purposef?

EElrﬂeference to the audit report:
A

Stoyan Donev
Registered Auditor
27 July 2022
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Applied Research and Communications Fund (the Group)
Notes to the Consolidated Annual Financial Statements, 31 December 2021
(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 2021
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 2021 the Group has 29 employees.

These consolidated financial statements were approved by the ARC Fund‘s Board of Trustees on
26 July 2022.

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 IFRS,
as adopted by the 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 arm is 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 2021
(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 2021 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 2021 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 2021
(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

AAIll 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:

Group Accounting rates Tax rates
Buildings 25 years 25 years
Machinery and equipment 5years 5years
Facilities 25 years 25 years
Computers 2 years 2 years
Vehicles 4 years 4 years
Fixtures and fittings 6.67 years 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 beneflts 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.



Applied Research and Communications Fund (the Group)
Notes to the Consolidated Annual Financial Statements, 31 December 2021
(all amounts in BGN thousand, unless otherwise stated)

2.5. Financial assets

The Group classifies its financial assets in the following categories: at fair value through profit
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 2021.

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
recourses 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



Applied Research and Communications Fund (the Group)
Notes to the Consolidated Annual Financial Statements, 31 December 2021
(all amounts in BGN thousand, unless otherwise stated)

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.

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.

Costincludes 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.



Applied Research and Communications Fund (the Group)
Notes to the Consolidated Annual Financial Statements, 31 December 2021
(all amounts in BGN thousand, unless otherwise stated)

2.12. Employee benefits on retirement

In accordance with article 222, para. 3 of the Bulgarian Labour Code, in the event of termination of
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

linterestincome is recognised on a time-proportion basis using the effective interest method. When
areceivable 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 and 2021, 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 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. As a result of its efforts, unemployment went down (to 4.5% in the last quarter
of 2021) and the GDP level rose after a drop in the previous year (from -4.4% in 2020 to 4.2% in
2021). The development of the COVID crisis is expected to dominate global economic activity
as the major factor for the next couple of years. The war in Ukraine, the gas and energy crisis in
Europe and the ongoing de-globalisation trends will be the main instability factors in 2022-2023
in Bulgaria and Europe.

Risks for the Group are also heightened 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 even higher EUR 95.5 billion. This fact is likely to have a positive effect
on the Group’s activities.

Due to rising gas and other energy source prices, in late 2021 inflation in Bulgaria reached nearly
8%, marking a peak after the global financial crisis in 2007-2008. This complicates the expense
planning process for all entities in the Group, and therefore raises uncertainty. The Federal
Reserve and the European Central Bank have clearly stated that high inflation will most likely have
to be tackled by seriously raising key interest rates. The Federal Reserve is expected to introduce
these measures before all, which would increase the value of the dollar against the euro.

While Bulgaria has continued with its Eurozone and Schengen bid, 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 economic
convergence with the Eurozone. The latter, however, can only be limited due to the compounded
economic conditions and domestic political instability that set in as early as in mid-2020. Bulgaria
does not comply with the price stability criterion, as its inflation rate is considerably higher than
the limit. Nevertheless, the country’s leadership is still aiming to adopt the Euro in 2024, which
is expected to enhance foreign investors’ interest and possibly affect organisations such as
the Group in a positive way. Over 50% of Group’s funds are in Euro. 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 stability.

The short and mid-term prospects for Bulgaria’s economic growth remain uncertain. This
uncertainty is exacerbated by the political crisis in the country and the failure to from a stable
regular government. Political turbulence continued to dominate the country in 2021 as well,
leading to protests, a series of elections and two caretaker governments. The management is
unable to predict all developments which could have an impact on the sector and 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.
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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
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.
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As of 31 December 2020 Up to 1 year Between 1 Between 2 Over 5 years
and 2 years and 5 years

Trade and other payables 2,760 - - -

As of 31 December 2020 Up to 1 year Between 1 Between 2 Over 5 years
and 2 years and 5 years

Trade and other payables 88 - - -

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 2020 Additions Disposals As of 31 December 2021
Computers 109 9 18 100
Vehicles 144 - - 144
Fixtures & fittings 18 - 1 17
Other assets 3 - - 3
Total 274 9 19 264

Depreciation

As of 31 December 2020 Additions Disposals As of 31 December 2021

Computers 75 30 18 87
Vehicles 144 - - 144
Fixtures & fittings 18 - 1 17
Other assets 3 - - 3
Total 240 30 19 251
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Carrying amount As of 31 December 2020 Additions Disposals As of 31 December 2021

Computers 34 - - 13
Vehicles - - - -
Fixtures & fittings - - - -
Other assets - - - -
Total 34 - - 13

6. Intangible assets

Cost As of 1 December 2020 Additions Disposals As of 31 December 2021
Software 18 - - 18
Intellectual property 2 - - 2
Total 20 - - 20

Depreciation As of 1 December 2020 Additions Disposals As of 31 December 2021

Software - - - _
Intellectual property 1 - - 1
Total 1 - - 1

Carrying amount As of 1 December 2020 Additions Disposals As of 31 December 2021

Software 18 - - 18
Intellectual property 1 - - 1
Total 19 - - 19

7. Investment property

For the year ending:

31 December 2021 31 December 2020
As of 1 January
Carrying amount at the beginning of the 37 38
period
Depreciation charge 1) 1)
Carrying amount at the end of the period 36 37
As of 31 December
Cost 54 54
Accumulated depreciation (18) (17)
Carrying amount 36 37

Investment properties are carried at cost, less accumulated depreciation and impairment.
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For the year ending:
31 December 2021 31 December 2020

Trade receivables 455 450
Less: impairment provision of trade payables (131) (111)
Trade receivables, net 324 339
VAT refund - 2
Other 9 9
Total 333 350

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
Corporate tax payables

Other

Total

For the year ending:
31 December 2021 31 December 2020

11 12
2,656 5,126
2,667 5,138

For the year ending:
31 December 2021 31 December 2020

8 5

- 1
80 2,754
88 2,760
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11. Deferred financing

Deferred financing related to projects: For the year ending:

31 December 31 December

2021 2020

European Commission (EC) - REconciling sCience, Innova-
tion and Precaution through the Engagement of Stakeholders 14 2
(RECIPES)
EC - Inclusive Science and European Democracies (ISEED) 50 _
EC - Territorial Responsible Research and Innovation Through _ 12
the Involvement of Local R&l Actors (TeRRitoria)
EC - PROactive Strategies and Policies for Energy Citizenship 420 _
Transformation (EnergyPROSPECTS)
EC - Media Information Literacy “Village* to Empower Young 6 13
People for Active Participation (MILagers)
EC - Resilient Youth against Far-Right Extremist Messaging _ 11
Online (YouthRightOn)
EC - Ethics Governance System for RRI in Higher Education, 100 144
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 349 568
Innovation in Territories (RRI- Leaders)
EC - Advanced Manufacturing Assistance and Training for 159 110
SME Transformation (ADMA TranS4MErs)
Other - 4
Total deferred financing related to projects 1,100 876
Deferred financing for acquisition of fixed assets 17 4
Total deferred financing 1,117 880
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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

2021 2020
OAK Foundation - Men Care Campaign in Bulgaria (Phase II) - 15
EC - Energy Conscious Consumers (ECO2) 44 169
EC - Protecting and Educating Children for Safer Digital Technology Use 185 -
(Safer Internet 8)
EEA - Supporting workplace innovation among SMEs in Bulgaria: analy- 19 -
sis and recommendations (Workplace Innovation)
EC/Ministry of Regional Development and Public Works - Bridging the In- - 12
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- 14 -
port Services Portfolio for SMEs (ESSPO)
EC - Responsible Research and Innovation in Practice (RRI Practice) - 1
EC - Leveraging Leadership for Responsible Research and Innovation 209 -
in Territories (RRI- Leaders)
EC/Ministry of Regional Development and Public Works - Facilitat- 5 -
ing Macro-Regional Scope and Link up to Socio-Economic Actors of
Research Infrastructure in the Danube Region (ReslInfra)
EC - Inclusive Science and European Democracies (ISEED) 10 -
EC - Child Protection and Education for Safety and Success in the - 189
Digital Age (Safer Internet 7)
OAK Foundation - Holistic Model for Safer School and Community by 53 100
Building Digital Era Competences (OAK - 2020 - 3)
EC - Territorial Responsible Research and Innovation Through the 60 97
involvement of local R&l Actors (TeRRitoria)
EC - REconciling sCience, Innovation and Precaution through the 5 57
Engagement of Stakeholders (RECIPES)
EC - PROactive Strategies and Policies for Energy Citizenship Trans- 20 -
formation (EnergyPROSPECTS)
EC/Ministry of Regional Development and Public Works - Enhanc- 192 145
ing Scalable Innovations and New Business Models Based on Urban
Farming Ecosystem Values (CityZen)
EC - Resilient Youth against Far-Right Extremist Messaging Online 12 23
(YouthRightOn)
EC - Media Information Literacy “Village“ to Empower Young People 7 12
for Active Participation (MILagers)
EC - Ethics Governance System for RRI in Higher Education, Funding 67 28
and Research Centres (ETHNA System)
EC - Challenging Anti-Gypsyism by Roma Empowerment for Counter- 22 12
ing Disinformation and Fake News in Bulgaria (Care for Truth)
Other projects 133 172
Total revenues from grants financing 1,057 1,032
Revenues from unconditional donations - -
Other - 2
Total revenues 1,057 1,034
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13. Finance costs, net

For the year ending:

Finance costs, net
31 December 2021 31 December 2020

Interest income 1 2
Interest, net 1 2
Foreign exchange expense @) 3)
Foreign exchange, net (2) 3)
Other financial expenses 2 (1)
Other financial, net (2 (1)
Finance costs, net (3) (2)

14. Income tax expense

The major components of income tax expense for the year ended 31 December 2021 and the
period ended 31 December 2020 are:

2021 2020
Current tax (1) (1)
Deferred tax - -
Income tax expense (1) (1)

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 2021 31 December 2020
Cost of sales for projects 962 946
Administrative expenses 518 493
Total expenses 1,480 1,439
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Cost of sales, administrative and other For the year ending:

expenses include: 31 December 2021 31 December 2020
Expenses for materials 3 1
Hired services 594 564
Depreciation and amortisation 31 7
Salaries and wages 719 735
Social securities 94 107
Other expenses 39 25
Total expenses 1,480 1,439

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

2021 2020 2021 2020 2021 2020
Transactions  Receivables Payables

31 December 31 December

Project 1 EOOD Rental agreement (117)  (100) - - - -
Vitosha Research EOOD Consulting services 6 - - - - -
Center for the Study of ~ Consulting services 16 - - - - -
Democracy

(95) (100) - - - -

Transactions with directors and other members of the management

The total amount of the remunerations and social contributions included in the expenses for
external services is as follows:

2021 2020
Board of Trustees and Directors 178 154

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.





