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INTRODUCTION

Government debt management refers to the overaltegss of developing and
implementing a government debt management strabegiyning the approach adopted in
pursuing specified targets in terms of securing aegessary debt financing in cases
admissible under Article 5 of the Government Deldt, Avhile taking into account the
influence and constraining effects of external dachestic macroeconomic environments and
any potential risks. Its scope covers all actioaekted to incurring government debt by
iIssuing government securities on the local andmatgonal capital markets and by means of
government loan agreements, actions related to sketvicing and reporting, and actions
related to carrying out various financial transaasi and operations aiming at reducing risks
associated with the government debt structure ogtichisation of government debt servicing.

This paper is a summary of the main principles guouelines of the government
debt management policy in the mid-term. It desaitbe indicative measures and the toolbox
used to achieve the adopted strategic goals, ewggatilie pursuit of a prudent and consistent
government debt management policy. Its public dmale and wide public access, and the
openness of the processes involved in managingrgment obligations are a key factor in
ensuring transparency in government debt manageamehstrengthening relationships with
creditors, investors and credit rating agencies.

The Government Debt Management Strategy 2012 - B@%been developed by the
Minister of Finance on the basis of Article 16 betGovernment Debt Act, and has been
adopted by the Council of Ministers. The Strategyoi be updated annually and presented to
the Council of Ministers for its approval togethéath the three-year budget forecast.

The GDMS 2012 - 2014 deals with government debth ldmmestic and external,
which constitutes a major portion of the consokdiagjovernment debt reported in accordance
with the methodology of the European System of Aote 95. According to the existing
legislation, the remit of the Minister of Financevers government debt management. The
other two components of the consolidated governrdeht are not dealt with in this strategy
paper. It presents detailed information about gowemt guarantees issued under loan
agreements in view of the need to monitor themetjobecause of their importance for the
sustainability of the government debt and the budge

The first part of the Strategy offers an overview results achieved and the
implementation of goals set in the previous GovemnnDebt Management Strategy for the
period 2009 - 2011 (GDMS 2009 — 2011). It's consedeon the changes in the size, structure
and service cost of government debt resulting ftbm debt policy implemented over the
period, taking into account the degree to whichsitegoals have been met.

The second part describes the macroeconomic situati Bulgaria and abroad
during the past three-year period, and outlinegrédras and the main government and budget
priorities for the next three-year period. The @&gg is based on and complies with the main
assumptions underlying in the 2012 State BudgahefRepublic of Bulgaria Act and the
2013 - 2015 macroeconomic framework developed byMistry of Finance, and ensures a
consistent link with the 2012 — 2015 ConvergenagRimme of the Republic of Bulgaria.

The section dealing with the risk management ifiestthe potential risks related to
government debt and provides information enablivegrtquantification. It describes how the
various risk indicators change with a change inuhéerlying government debt composition.
On the basis of assumptions as to changing exchrabg@nd interest rate levels, a sensitivity
analysis of debt is performed, examining how tredfect debt service cost.
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The fourth part of the paper presents the mairiegiiagoals which the government
sets itself for the upcoming three-year perioghréivides a brief overview of the measures to
be undertaken to achieve the targets set for thedyencluding a description of the main
sources of funding to be used and their components.
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I. Overview of achievements in the implementation ohie Government Debt
Management Strategy (GDMS) for the period 2009 — 24

Implementing a sound debt policy in the contextenguring the availability of the
funds necessary to finance government prioritied @finance the outstanding debt while
keeping government and government guaranteed debteasonable levels and the
achievement of a sustainable financial positiorevtee main priorities in the period 2009 -
2011. The image of the Republic of Bulgaria as antty observing strict budget discipline
and exhibiting stable fiscal indicators and low goment debt rates have contributed to
strengthening confidence in it. Against the backdobthe current insecurity on international
capital markets and continuing downgrading of dreditings of a number of leading
economies, in 2011 Bulgaria was recognised fositscessful fiscal policy, becoming the
first European Union member state since the orfsiiteodebt crisis whose government credit
rating was upgraded.

The actions and measures undertaken to meet thetsaset in the Government Debt
Management Strategy for 2009 — 2011 shaped theorpsmhce of government debt and
government guaranteed debt reported at the eR@1df.

1. Government debt size and service cost

Chart 1: Government debt in the period 2006-2011 (in As of the end of 2011 the nominal
nominal terms, in BGN million) amount of government debt stood at
14000 BGN 11 629.1 million, showing an
o000 110419 11629,1 increase of BGN 2 159.9 million during

10532,1

Ay the three-year period under review, from

the amount reported at the end of 2008.

- B The increase in the size of government

debt is due primarily to the rise in

il domestic government debt, which grew

X in size each of the years under

examination, reaching at the end of 2011

2006 2007 2008 2009 2010 2011 as high as 41 % of the total government

B External debt =1 Domestic debt o= Total debt. The external government debt, with

relative share of 59 % in the government

debt stock, went down by about 8.9 p.p.

Chart 2: Structure of the government debt in the period compared to the end of 2008, despite its

2006-2011 increase in nominal terms of about BGN
400 million.

The main indicator determining the
debt burden, the government debt/gross
domestic product ratio, stood at 15.5 %
at the end of 2011, marking an increase
of 1.8 percentage points from its level of
13.7 % reported as of the end of 2008.
Despite the increase registered, this
indicator remains far below the 25 %
e e level set in the previous GDMS for the

period 2009-2011.
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Chart 3: Government debt/GDP ratio for the period As a direct consequence of the global
2006-2011 economic crisis, the past year marked a
considerable increase in government
debt levels in the European Union. In

Oh
100 1
90

80 T Maastricht Treaty criteria for sovereign debt to these ConditionS) fOf the Second year in a
o O Government debt to GDP row, Bulgaria tops the list of EU member
0L 26 (national mei‘°d°'°gy) states, being second after Estonia, with a
MM CC SRS UL U debf/GDP ratio of 16.3 % at the end of

i§‘|_l,|_l,l_l,l_l,l_l,1 2011.

2006 2007 2008 2009 2010 2011

These data are yet another piece of sound evidehtlee government debt management
policy implemented by the current Government undenstraints far tighter than the

requirements applicable to member states of the Buea, where the average value of the
debt/GDP ratio was 87.2 % at the end of 2011 .Idweevels of this indicator achieved over

the years are significantly below its referenceugateiling of 60 % set in the Maastricht
criteria.

Chart 4: Government debt/GDP ratio in the period 2010-2011 in EU member states, ESA 95
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» Domestic government debt and main trends in the elepment of the domestic
government securities market

The growing importance of government securitiesiggsin the domestic market sets
them apart as a major component in the governmedsit@bmposition and, hence, as a major
debt instrument in financing the borrowing needshef government. By maintaining one of
the lowest debt/GDP ratios in Europe and succdgstuntrolling budget deficits, in an

! The consolidated government debt measured in danoe with the Manual on Government Deficit and tDeb
under the European System of Accounts 95 (ESA’8p)asents the debt of the “General Governmentbsect
which consists of debt in the sub-sectors of “Carovernment”, “Local Government” and “Social Setyu
Funds”, with the exception of such liabilities timatching financial assets of which are held by,Btate
Government” sector.
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extremely high-risk economic and financial enviram Bulgaria has reinforced its status as
one of the most stable debt issuers in the redtsrincreased international prestige further
contributed for the development of an efficientaator base in Bulgaria by attracting new
long-term investors, which is extremely importamt the country.

Table 1: Domestic government debt in the period2&011

Domestic sovereign debt stock as of 31.12. 2009 as of 31.12. 2010 as of 31.12. 2011
BGN min % BGN min % BGN min %
1. Government security issues 2 705,3 89,9% 3652,4 92,8% 4220,5 87,8%
2. Government securities, structural reform 304,1 10,1% 2817 7,2% 252,5 5,3%
3. Domestic loans - 0,0% - 0,0% 335,0 7,0%
Total| 3009,5 100,0%| 3934,2 100,0%| 4 808,0 100,0%

At the end of 2011, the nominal amount of the ddioegovernment debt was
BGN 4 808 million. Over the previous three-yearipar(2009 - 2011), no considerable
changes were observed in its composition. As oktiee of the period, government securities
issued by auction retain their highest relativershaf 87.8 %, followed by government
securities issued for structural reform purposes.3-%. At the end of 2011 the average
duration of bond issues outstanding reached 5 yaais4 months, up from 3 years and 11
months at the end of 2008. During the reportinggoerthe Ministry of Finance pursued a
flexible and market-oriented debt issuance poliplacing on the market government
securities from the entire range of the debt cuiweluding short-term securities and
securities denominated in euros in order to attiteetinterest of a broader range of investors
with diverse preferences and risk profiles. Allg@tes placed were fixed-interest coupon.
The total face value of newly-issued governmenusges was BGN 3 121.2 million, of
which T-bills with a total face value of BGN 2358llion and bonds with a total face value
of BGN 2 885.2 million, distributed in the followgmnmaturity segments by year:

Table 2: New government securities issued in 2081

in BGN min
Face value of government securities issued
Government security issues Currenc Total for the period
denominatig 2009 2010 2011 2009 - 2011
n

Treasury bills 43,24 150,81 41,80 235,85
3-montt BGN 43,24 - 15,00 58,24
6-montt BGN - - 26,80 26,80
1-year BGN - 150,81 - 150,81
Treasury bond 445,50 603,11 800,73 1 849,34
3Ye-year BGN - 30,00 276,51 306,51
5-yea BGN 288,00 130,00 - 418,00
7-yea BGN - 130,00 170,23 300,23
10-yea BGN 157,50 - 31,09 188,59
10 %-yea BGN - 313,11 322,90 636,01
[Totar amount of BGN-denominated 15Sues (1-01
and bonds) 488,74 753,92 842,53 2085,20
Treasury bond -
3-year EUR - -
2 Y- yea EUR 296,36 - 296,36
5 -yea EUR - 281,64 281,64
15 -gea EUR 457,87 - 457,87

- ‘ 457,87 281,64 739,51
Total government securities issued 488.74 1211.79 112417 282470
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As part of the pro-active government debt managémelicy, a number of innovative
instruments were implemented during the past peroruding repurchase agreements and
debt swaps by auction. These operations helpedoiwepthe liquidity of the domestic debt
market and were aimed primarily at smoothing oetrédemption profile of the government
debt, thereby reducing the refinancing risk of go@ernment debt portfolio, in connection to
the pending peak payments on the Global bondsndallue in 2013 and 2015, and at
generating savings on interest expenditures.

As a result of implementing a debt issuance pohibych was flexible and adequate to
the financial situation, the following positive tids in the local market of government debt
were reported for the past three-year period ab@ewy

¢ Building a  highly-liquid
Chart 5: Government securities yield achieved on the primary benchmark debt yield curve;

market The active debt issuance policy
of the Ministry of Finance on the
7.00% 1 primary market both in terms of
6.00% | N diversifying the currency
5.00% - composition and maturity
structure, and in the context of
the established practice of
H reopening bond issues

8.00%

4.00% +
3.00%
2.00% -+

1.00% - outstanding helped satisfy a

broad range of investors with

0.00% -
3M 6M | 12M 2Y 3Y 5Y 7Y 10y | 15Y . .
various investment goals and
[42009|4.16% 3.80%|5.17%|5.63% 7.28% tlme horlzons
i)
02010 2.70%|3.22%|3.69%|4.46%|5.62%|6.08%(6.45%
M 2011/0.85%(1.38% 3.43%|3.96%|4.38%|5.36%

¢ Lower yield in primary market;
The yield curve over the three-year period madeadilel shift” to lower yield levels.
The weighted average yield of government securisged in the period 01.01.2011 -
31.12.2011 was 4.21 %, which marks a consideraiole tlom the 2010 level of 5.06 %,
and from the 2009 level of 5.66 %.;

¢ Stability and development of

Chart 6: Long-term interest rate in the period January 2009 - long-term supply and
March 2012 (Source: ECB) demand;
" The long-term interest rate used
9.00 in assessing the level of

convergence and calculated on
the basis of the vyield of the

benchmark 10-year government
bonds of Bulgaria settled below
the value of this indicator for 11

4.00 - EU member states, six of which
belong to the Euro Area.
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According to this Maastricht convergence critepay country is moving in one frame
with two member states of the Economic and Monetamjon. Over the period under
review (2009-2011), the indicator exhibited a delifalling from 7.33 % as of the end of
2008 to 5.26 % as of the end of 2011. In March 2@4€ current values of the indicator

reached record lows of less than 5%.

Chart 7: Coverage ratios, average for the 2009-2011 period
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¢

Government securities
coverage ratios broke the
record for the Bulgarian
market, resulting into a
growing demand for
government securities and
increased investor interest;

Throughout  the  review
period, demand for
government securities

exceeded supply more than
two times on the average,
with a record-setting
coverage rate on an average
basis of 3.31 for 2010;

¢ Building a highly-liquid and efficient secondary maket of government securities
The secondary market of government securities kstial itself as the most liquid,
efficient and effective financial market in BulgariEspecially in times of crisis, the
secondary market of government securities is aangéisé complement to the interbank
market in providing deposits and facilitating mdrkarticipants in the management of
their liquidity; as it is in a direct relationshigth financial market stability.

Table 3:Number and volume of transactions with governmeetsrities on the secondary market

Total 8 99¢ 14 95, 15 017 40 293.] 76 115.] 77 5574
1. Repo 4 391 7 73% 8 85¢ 25 407.} 46 061.- 54 865.:
2. Final sales and purcha 28¢ 771 804 752.1 1 560.¢ 2 189.(
3. Transactions with and for the acco 1 90¢ 1 861 2 013 3 705.] 3092.] 3678.!
4. Government securiti¢ 2415 4 59¢ 3 33¢ 10 428.] 25 401.; 16 825.:

Source: BNB

Notes:

1. The transaction volume is shown at nominal value includes government securities issued purgaadtdinance No. 5 of tr

MoF and BNB and for structural reform purposes, DOfFFOP on payment accounts with the BNB.

2. The number and volume of repo agreements inalenkerse repo agreements and those concluded dhergurrent day .
3. The BGN countervalue of transactions in govemtrsecurities denominated in foreign currency ssateed in BGN at the BNB
exchange rate of the respective currency on theotilpnsaction.

¢ Bulgaria’s credit rating upgrade;

The independent assessment of long-term debt isgdimls reinforced Bulgaria’s status as

one of the lowest-risk issuers in the region.
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Table 4: Dynamics of the sovereign credit ratingtine period 01.01.2009-31.12.2011

Credit rating agendy Date Foreign currency credit ratin Local currency creditng

Short-tern Long-term Outlook Short-tern Long-term Outlook
Moody's 20.3.200 Baa3 Stable Baa3
Moody's 31.8.201¢ Baa3 Positive Baa3
Moody's 22.7.2011 Baa2 Stable Baa:
S&P 1.12.2009 A-3 BBB Stable A-3 BBB Stable
S&P 17.12.2010 A-3 BBB Stable A-3 BBB Stable
S&P 21.12.2011 A-3 BBB Stable A-3 BBB Stable

Taking into account the dynamics in the developneémtebt markets and the need to
use a wide range of instruments in order to imprtwe efficiency of government debt
management, the Ministry of Finance continued ltse& coordination and active and full
cooperation with the Bulgarian National Bank (BNBgting as fiscal agent for government
debt. In this connection and in response to suggestmade by participants in the
government securities market adressed to the MynidtFinance, BNB launched a project to
add the Government Securities Registration andleBsnht System (BNBGSSS) as an
auxiliary system in TARGET 2-BNB. The two institoitis have been working together to
change the regulatory basis of trading in goverrinsgcurities and, in particular, on the
ensuing amendments to Ordinance No. 5 of 2007 t€has and procedure for acquisition,
registration, redemption of and trade in governmsadurities”. The main changes aim to
provide a more detailed regulation of the varioypes of transactions in government
securities on the secondary market with regardegregating transactions depending on
whether they involve a movement in the cash sesétgraccounts (DVP) or not (FOP), which
will help ensure transparency and efficient contnegr transactions in government securities
in the secondary market. The constant exchangefafmnation between the two institutions
and maintaining an active dialogue with particigaintthe government debt market provides
for a high level of trust and predictability in thenportant segment of the domestic financial
market.

> External government debt and external borrowing

External government debt as of the end of 2011 ateouto BGN 6 821.2 million,
which represents an increase of BGN 425.2 milliompared to the end of 2008. The external
debt to GDP ratio for 2011 was 9.1 %.

Table 5: External government debt over the peric@0® — 2011

Amount of external sovereign debt as of 31.12. 2009 as of 31.12. 2010 as of 31.12. 2011
in BGN min % in BGN min % in BGN min %

1. Bonds 3082.7 47.9% 3200.7 48.5% 32429 47.5%

2. Government loans, including 3351.6 52.1% 3397.3 51.5% 3578.3 52.5%

Government investment loans 1509.7 23.5% 1595.3 24.2% 17349 25.4%

Total] 6434.2 100.0%| 6598.0 100.0%| 6821.2 100.0%

Compared to the previous strategy period (2006-REI®9 saw the first minor rise in
external government debt of 0.6 %, followed by 26and 3.5 % in 2010 and 2011,
respectively.

In the composition of external government debt enmis of creditors and debt
instruments at the end of 2011, the main sharenel to government loans — 52.5 %,

10
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including government investment loans with 25.4féipwed by global bonds- 47.5 %, the
holders of over 50 % of which were residents ashef end of 2011. In terms of foreign
currency composition of external debt, the pred@mirshare was that of euro-denominated
debt - 70.9 %. The dollar-denominated debt accaufde 24.8 %, and debt denominated in
Japanese yens and Kuwaiti dinars was 4.3 %. Instefnnterest rate composition, the fixed
rate obligations prevailed (73.7 %), and floatiaterloans accounted for 26.3 %. Due to the
all-times low interest rates at the end of the @hyear period, the average interest rate on
external debt reached 5.14 %, which is a reduafanore than 1 p.p. compared to the end of
2008. The redemption profile is well balanced, vilie exception of the upcoming maturity
dates of global bonds in 2013 and 2015. The avenregjdual maturity of external debt as of
the end of 2011 showed a reduction of about 6 nsoodmpared to the end of 2008 and was
down to 7.9 years.

The analysis of external debt above reveals thas iexposed only to the risk
associated with the concentration of payments obhajlbonds due in 2013 and 2015.

The external financing raised over the period undgrew is intended primarily for
supporting the implementation of specific programnaad investment projects in strategic
sectors of the economy.

During the period, two development policy loansREIPL Il and SIR DPL Ill) were
disbursed. These are part of a series of governloans for policy development in the social
sectors (education, healthcare and social assestdimanced by the International Bank for
Reconstruction and Development (IBRD) in the amairBGN 490.9 million. Disbursement
began also under the Credit Agreement for a stractprogramme loan (Bulgaria, co-
financing from EU Funds 2007-2013) between the Rbpwf Bulgaria and the European
Investment Bank (EIB). The total amount of finamcimade available under the Credit
Agreement as of the end of 2011 was BGN 263.6 onilli

Under government investment loans, the amount wukethg the period is about
BGN 555 million, of which about BGN 424 million fno EIB under 7 loans, BGN 125
million from IBRD under 6 loans, and BGN 6 millidrom other creditors (JBIC and KfW).

The EIB loan funds are used to implement 5 investnpojects: ,Waste water
treatment in the Maritsa River basin”, ,Construntiof a new cross-border multi-modular
(road and railway) bridge on the River Dunav betwé#g towns of Vidin (Bulgaria) and
Calafat (Romania)” (financed by two loans), “Religdtion and upgrading of the railway
section Plovdiv — Svilengrad — Turkish border —&kréorder” (also financed by two loans),
.1ransit roads VvV’ and ,Regional and municipal wagrpply”, to be used mainly to co-
finance the Integrated Water Project for the cit$ofia.

The implementation of the project ,Waste watertireent in the Maritsa River basin”
was completed at the end of 2011. Three new waatervireatment plants with secondary
biological treatment and tertiary treatment in &tZagora, Haskovo and Dimitrovgrad have
been built, and the sewerage system on the lek bathe Maritsa River in the Dimitrovgrad
area has been rehabilitated and extended.

During the period 2009 — 2011, under the projeatn§iruction of new cross-border
multi-modular (road and railway) bridge on the RiRunav between the towns of Vidin
(Bulgaria) and Calafat (Romania)”, 72 % of the ¢amgion works on the bridge and 89 % of
the works on the associated infrastructure on tbkyd@ian side have been completed. In
2012, the railway tracks, road lanes, electric ather systems on the bridge will be built.

2 |ssued in 2002 to replace Brady bonds.
11
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Under the project ,Rehabilitation and upgradingtié railway section Plovdiv —
Svilengrad”, construction works have been compldteth the village of Kroumovo to the
entry into Dimitrovgrad, with about 50 km one-wasf railway track and 18 km two-way
fast rail road, 9 railway bridges, 3 railway undespes, 4 new traction power substations
built, and 58 km of electricity contact grid moutht@ he activities to be implemented in 2012
include the section between the entry into the tawfnDimitrovgrad and the town of
Svilengrad, and the correction of certain shogfalhich were identified.

In 2010 — 2011, construction and assembly workewempleted on five lots of the
project , Transit roads V”, with a total length a3 3 km. This included the following Class 1
national road network sections: Shipka pass —gellaf Shipka, Kalofer - Kazanlak, Shipka
pass — Sheinovo — Dunavtsi and Maglizh — Gourkama Class 2 national road network
sections: the village of Banya — Trakia motorwapuBse — Silistra and Silistra — Dobrich.
Another 247.09 km of the national road networkexpected to be completed in 2012.

Under the project ,Regional and municipal water@ygintegrated Water Project for
the city of Sofia)”, the following have been conmteld and commissioned into operation: the
waste water treatment plants in Koubratovo, Malard& and Passarel, the sewage pump
station in Novi Iskar, water and sewerage grid hef tity of Sofia (trunk sewer Bankya -
Kakach, the Rila water pipeline and the Vladay&defe lateral sewer, Perlovska right-side
lateral sewer, Slatina right-side lateral sewegddlya right-side lateral sewer and the water
pipeline along Blvd. Cherni Vruh in Sofia).

In terms of IBRD financing during the period, (lya government investment loans
were taken out: for implementing a social inclusiproject in support of early child
development, where the target group is disadvadtalggdren and children from low-income
families; and for implementing a project in munalipnfrastructure development aimed at
improving planning in the water and sewage gridaeand investments in water dams. (2)
The implementation of a project to rehabilitatedraafrastructure continued, and a second
project was launched, to facilitate trade and faris (3) A cadastre and property registration
project was completed in mid-2009, and a project docial investments and promoting
employment was completed in mid-2010.

The road infrastructure rehabilitation project hiae following goals: rehabilitation of
about 307 km of road sections, Class |, Il andifhiprovement of the institutional capacity of
the Road Infrastructure Agency, the Ministry of Regl Development and Public Works and
the Ministry of Transport, Information TechnologgdaCommunications; and development
and implementation of a package of measures toawneproad safetyT'he main purpose of
the project is to reduce road transport costs yraving the condition and the quality of the
road network in Bulgaria in the first years followiits accession to the European Union.

The second project, to facilitate trade and trartspiinances improvements in
infrastructure and processes along the externaldosrof the Republic of Bulgaria as an EU
member state. The main investments focus on theedglof equipment for a number of
border checkpoints, including Kalotina, Kapitan Aeelvo, the ports of Varna and Bourgas,
the rehabilitation and upgrading of border checkp#iapitan Andreevo and several smaller
checkpoints and the construction of an approachoseof the Maritsa motorway leading to
border checkpoint Kapitan Andreevo, and its respecdhfrastructure.

The completed projects on the cadastre and propextystration, and social
investments and promoting employment, are aimdtieaestablishment of a single national
system of cadastre and property title registraggstem and, respectively, the creation of
social capital in small and poor communities andnitipalities by providing grants for
micro-projects for infrastructure improvement antad investments.
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In 2010, a government loan agreement was signetdebatthe Republic of Bulgaria
and Kreditanstalt fur Wiederaufbau (KfW), Frankfamtn Main, Germany, to finance the
project “Technical infrastructure 2010-2013“. Theah is aimed at strengthening
embankments and road infrastructure against ladessland floods in the areas of Rousse,
Silistra and Pomorie. To date, a consultant has lsected for Pomorie and Silistra.
Consultation and approval procedures are underwdly the municipalities of Rousse,
Silistra and Pomorie, and the development and oactgin documents required under the
Spatial Planning Act are being prepared.

» Government debt service costs

During the period, interest paid out in servicingvgrnment debt averaged about
BGN 500 million per annum, with the largest portimininterest payments (51.2% per annum
on average) associated with bonds issued on intenaé capital markets, followed by
payments on government securities issued on theestionmarket (30.1% per annum on
average) and the interest payments on governmans I18.7% per annum on average).

Table 6: Interest expenditures over the period 2602011

; ; 2009 2010 2011
ke in BGN min % in BGN min % in BGN min %

External debt interest payments 358,38 71,8% 325,60 B 335,83 66,39

on honds issued on international capital markets JB9 49,99 249,56 54,96 247 §3 48 B%

on external government loans 109,17 21,9% 76,04 1B,7% 4088 17,49
Domestic debt interest payments 140,98 28,206 129137 2% 170,85 33,79

on government securities issued by auction 148,16  7%b, 1254 27,6%0 168,14 33,3%

on government securities for structural reform pegs 12,88 2,6Y6 3,87 0,9% 2|11 0J4%
Total interest paid on sovereign debt 499,31 10000 43 100% 506,6 100%

The interest expenditure to GDP ratio and the @steexpenditure to tax revenue ratio are
widely used indicators enabling an assessment tf the debt burden and the ability of the
country to meet its upcoming interest payments. thé end of 2011, the interest

expenditures/GDP ratio reached about 0.7 %, ignifssantly below the 1.5 % assumption

made in the previous GDMS 2009 - 2011. The intezgpenditures /tax revenue indicator for
2009 — 2011 ranges between 2.6 % and 2.7%, aneshtexpenditures/budget expenditures
ratio ranges between 1.9% and 2.1%.

Chart 8: Interest expenditures to GDP; interest expenditures to budget Despite the registered
expenditures and interest expenditures to tax revenue ratios, 2006-2011  jncrease of government debt

the values of the indicators in

4.5% T 3.92% X At

4.0% + question fluctuate within a
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25% + 2.85% . * —e — expenditure came from the
2.0% | 231% A " A conservative policy

15% - % 104w osa 20 g 20 implemented in new borrowing
10% | w/ and the sustainable debt
0.5% | structure achieved, the
0.0% R T e O B B registered all-time lows of
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levels reached for government
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domestic market.

A Interest expenditure to budget expenditure

=== |nterest expenditure to GDP
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2. Debt portfolio structure and risk exposure

During the reporting period, the government debhaggment policy was focused on
the strategic goals set in GDMS 2009-2011 and tesuih a well-balanced government debt
composition as of the end of 2011, including bytrimment type, currency, interest rates and
maturity.

The values of risk indicators used reveal thatdbbt portfolio is exposed only to
refinancing risk, in view of the concentration @ypments pending on the global bonds in the
short-term in 2013 and 2015.

» Government debt by type of debt instruments

As a result of active market-oriented borrowingi@oimplemented during the period,
the government debt structure by type of instrunstrmiwed some significant changes as of
the end of 2011 compared to the end of 2008. Thdgminant part of the total amount of
debt as of the end of 2011 was the governmentisesu- 66.3 %, of which debt issued on
the domestic market — 38 % (BGN 4 473 million), aebt issued on the international
markets — 28 % (BGN 3 242.9 million). From 2002€@11, the relative share of bonds issued
on the international markets decreased. In 201028d4d, the government debt structure was
dominated by government securities issued on theedtic market.

Chart 9: Government debt by type of debt instrument 2006-2011 The change was primarily due to
Lo0% shiftin_g the det_)t policy focus to
0 ensuring a reliable, timely and

80% efficient financing of the budget

Government loans, including

60% by issuing government securities
“on 36% 30% g28% on the domestic market.
32% 32%

20% | P 32% 37% 38% domestic and external, represent
0% 34 % of the total government
2006 2007 2008 2009 2010 2011 debt. An important part of the

B Government investment loans eXternal government |OanS are
e loans for financing investment
Government securities, domestic market projects’ and these am0unted to

BGN 1 734.8 million, or 15 % of
the total government debt.

» Currency composition of government debt

The currency composition of government debt (Ch@jtshows continuation of the establish
trend towards increasing the BGN- and euro-denat®ihdebt (81.9 % as of the end of 2011,
including 28.6% in BGN and 53.3% in euro). Thisinsline with the priority set in the
previous strategy paper of maintaining the predamtimole of government debt denominated
in BGN and in euro — over 75 %. For comparisanthe end of 2008, this component
accounted for 75.5 % (including 24.6% in BGN and930 in euro). The share of USD-
denominated debt exhibited a decrease, falling f2dn3 % at the end of 2008 to 15.6 % at
the end of 2011. The positive changes in the cayretructure of government debt are the
result of a consistent policy in new borrowing feed primarily on the issuance of
government securities on the local market excligive BGN and in euro, negotiating
external loans in euro, and also the result of ngkegular debt redemption payments.
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Chart 10: Currency structure of government debt The currency exposure of

government debt and the existing
currency board arrangement,
hence the pegging of the lev to
the euro, limit debt vulnerability

and the exposure of debt
servicing to exchange rate
fluctuations, thus improving its

risk profile.
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» Interest rate structure of government debt

Throughout the three-year period, the interest cat@mposition of government debt
remained relatively unchanged and correspondsetgalals set in the previous strategy paper:
to restrict government debt service cost by inargpthe fixed rate portion of government
debt to over 70 %. At the end of the three-yeaiopleffixed rate debt accounts for about 82 %
of the total government obligations, against 18d¥flbating rate debt. The major portion of
floating rate debt is tied to the six-month LIBOEb(idon Interbank Offered Rate) of the euro
(15.4 % as of the end of 2011), which, paired \lid fact that over the period under review,
that market indicator reached all-time lows, faatkd the implementation of an efficient cost
policy.

Chart 11:Interest rate structure of government debt The achieved changes in the
interest rate composition of
government debt suggest law
vulnerability of the debt profile
in terms of interest rate risk,
while providing for a better
predictability with regard to the
cost of servicing government
obligations.
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» Redemption and maturity profile of government debt

As of the end of 2011, government debt was relbtiwesll rescheduled in time, with
the exception of the pending peak payments onltimbbonds falling due in 2013 and 2015.
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Chart 12: Redemption profile, in BGN million

25000 T
2000,0
1500,0 1
1000,0 +

500,0 +

0,0 -
2006 2007 2008 2009 2010 2011 2012F 2013F 2014F 2015F 2016F 2017F 2018F 2019F 2020F
BN External debt 1 Domesticdebt === Total

Chart 13: Maturity structure The original maturity of
government debt was retained
throughout the three-year period at
about 13 years, and as of the end
of 2011 it was slightly above 12
years and 10 months.
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The residual term to
maturity of government debt
went down from 7 years and 2
months to 6 years and 7 months.
The main reasons behind the

2006 2007 2008 2009 2010 2011 registered drop are the natural

M Debt with residual maturity of over 10 years amortisation Of government
Debt with residual maturity of 5 to 10 i

e i sl ety of o 10 v liabilities, and the placement of

M Debt with residual maturity of up to 1 year shorter-term government securities

on the local market.

The average time to maturifATM) indicator, which shows the weighted average
time required to renegotiate the debt portfolid, fflem its level in the previous period - 10.9
years at the end of 2008 to 9.3 years as of theoérZD11. The decreased ATM value
suggests a portfolio exposed to a degree to refingrshocks compared to the end of 2008.

The portion of short-term government debt as ofehd of 2011 reached 8.29 % of
the total amount of government debt. This is amease of about 3 p.p. compared to its level
at the end of 2008. The relatively low level ofstimdicator practically does not point to any
significant influence on the risk profile of govenant debt.

3. Government guarantees

As of the end of 2011, government guaranteed débGLD) amounted to
BGN 1.2 billion, which consists largely by extermgvernment guaranteed debt. Compared
to the end of 2008, government guaranteed debt deembh by BGN 43.8 million in nominal
terms. The government guaranteed debt/GDP ratiof &se end of the period was 1.6 %,

16



GOVERNMENT DEBT MANAGEMENT STRATEGY FOR THE PERIOD 2012 - 2014

which is a reduction by 0.2 % compared to the valsi®f 2008 yearend. The relatively low

values of GGD to total stock of government debt gadernment guaranteed debt (9.3 % as
of the end of 2011) and GGD to GDP (1.6% as ofeheé of 2011) are preconditions for a

lower vulnerability of the debt portfolio to shockswused by an activation of contingent

liabilities.

As of the end of 2011, a total of 15 governmentrgoieed loans were being serviced,
distributed primarily between the transport (24.¢ &hd energy (64.8 %) sectors. The
composition of government guaranteed debt in teahgreditors does not exhibit any
significant changes. The largest share remainghigroup “Other” (international financial
institutions, including EURATOM, CEB, JBIC and otkg followed by the World Bank and
EBRD.

Table 7: Government guaranteed debt by creditarBGN million

2006 2007 2008 2009 2010 2011
Government guaranteed debt 1078.01069.8 1240.6 1197.2 1246.1] 1197.2
I. Domestic government guaranteed debt - - - - 2.8 11.8
1. External government guaranteed dept 107810069.8 1240.6 1197.20 1243.3 1185.3
1. World Bank 179.1 161.0, 145.4/ 119.2] 101.7 87.0
2.EIB 13.7 11.6 9.5 7.4 5.7 4.5
3. EBRD 95.8 82.9 81.0 62.6 46.5 36.8
4. Other 789.4 814.3] 1004.7 1008.0 1089.4 1057.0

In terms of the currency composition of governmegniranteed debt, liabilities
denominated in Japanese yens had a predominam sha6.2 %, and a comparison to the
same type of liabilities as of the end of 2008 e¢vean increase of 14 %. The shares of
liabilities denominated in U.S. dollars and in euravent down to 3 % and 39.8 %,
respectively, as of the end of 2011. Comparedecetid of 2008, the interest rate composition
of government guaranteed debt demonstrated a risengd for fixed rate debt throughout the
reporting period (2009-2011), reaching 63.2 %. &herage residual maturity of government
guaranteed debt as of the end of 2011 was 10.3.year

Over the period under reviemo new government guaranteedave been issued
under external credit agreements. At the end of02@Gfhe student loan scherhevas
successfully launched, and by the end of 2011a tdtabout BGN 12 million was granted
in loans.

During the period from 2009 to 2011, the governmgudirantees issued under the
credit agreements of BDZ EAD and the Internatiof&nk for Reconstruction and
Development (IBRD) and the European Bank for Retangon and Development (EBRD),
and the guarantee under the agreement betweenfikafd@ Pernik and IBRD were partially
activated. The state budget has been fully reindaufer the guarantee for Toplofikatsia
Pernik paid in 2009, and the amount paid out utkderBDZ EAD government guaranteed
loans has been repaid partially.

For the first time since the launch of the studeah scheme, the facility was activated
and a loan of about BGN 5,000 was repaid at thermsg of the state budget. The Student and

% The scheme is regulated by the legal frameworkefStudent and Doctoral-Candidate Loans Act, whiicts @t providing
conditions to improve the quality of education arthance access to higher education in Bulgaria.rm&ie goal of the
programme is to provide conditions for a free depelent of higher education, for access to higheicatibn by sharing
financial responsibilities between users and theegunent in accordance with the Higher Education Ac
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Doctoral-Candidate Loans Acstipulates that the government will pay the ouidiag part of

the total liability amount (principal and inter@shounts) under the loan agreement in case of:
the borrower’s death; lasting incapacitation ab7@ver 70 per cent for a period longer than 3
years as of the date of disability; and in casehef birth or full adoption of a second or
subsequent child within 5 years of the expiry @& tinace period.

All other government guaranteed loans have beevicser in accordance with the
agreed terms and repayment schedules.

Table 8: Key indicators of government guaranteedtian the period 2006 — 2011

2006 2007 2008 2009 2010 2011

Government guaranteed debt in BGN

million 1078.0 1069.8 1240.60 1197.2 1246.1] 1197.2
GGD as a percentage of total debt 819% 9.6%| 11.6% 11.3% 10.6% 9.3%
GGD to GDP, % 21% 1.8% 1.8% 1.8% 1.8% 1.6%
BGN-denominated GGD, % 0 0 0 0 0.2% 1.0%
USD-denominated GGD, % 25.9% 20.3%| 10.0% 6.5% 4.3% 3.0%
EUR-denominated GGD, % 55.9% 56.1%| 47.8% 46.8% 41.8% 39.8%,
GGD in other currencies, % 18.2% 23.6%| 42.2% 46.7% 53.7% 56.2%
Fixed rate GGD, % 33.7% 37.9%| 49.5% 54.1% 60.6% 63.2%
Floating rate GGD, % 66.3% 62.1%| 50.5% 45.9% 39.4% 36.8%
Average interest rate on GGD 4.1% 4.6% 3.9% 2.2% 2.2% 2.5%
Residual term to maturity of GGD, in

years 11.7 11.1 11.1 11.0 10.7 10.1

Il. Macroeconomic overview

1. International economic situation

The financial and economic crisis which broke au2008 acquired a new dimension
in the period 2010 — 2011. The substantial amooifscal stimuli for the real sector and the
rescue plans of financial institutions led to andatic increase of indebtedness in the public
sector in a number of European Union countries.bleeeconomic recovery paired with
considerable amounts of debt in need of refinant@dgo a debt crisis in the periphery of the
Euro Area. The crisis manifests itself in restici@ccess to markets for financing public
deficits which remain high.

In response to these serious economic problemsside@ctions were undertaken at
the EU level and by the European Central Bank (E@Bhree major areas:

» In order to overcome the failing investor confideno debt securities issued by some
strongly indebted governments in the Euro Area pravide financial institutions with
affordable financing, discussions were launchedh &itview of setting up supra-national
institutions with the capacity to lend at rates ethwould be more favourable that those
on financial markets. These include the Europeararigial Stabilisation Mechanism
(EFSM), and the permanent European Stability Meishan(ESM), incorporating the
existing European Financial Stability Facility (BEBHSwhich were set up in 2010.

4 Promulgated, SG No. 69/5.08.2008, amended, SG 13.02.2009, effective 1.01.2010 - amended, SG No
32/28.04.2009, SG No. 74/15.09.2009, effective 42009, amended and supplemented, SG No. 99/1802.2ffective
1.01.2010
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» At the common economic policy level, a policy ofestgthening budget discipline was
adopted as a means to resolve the heavy legacydgfeb deficits and debt burden. One
step towards the introduction of stricter fiscaleeuwas the adoption of a Treaty on
Stability, Coordination and Governance in the Eeniwoand Monetary Union by 25 EU
member counties. Bulgaria adopted Chapter 3 of Tiheaty, which refers to fiscal
discipline on the part all member states expresseestrictions concerning structural
balance, mid-term budget targets, public spendimtgovernment debt levels. In addition,
a package of six Regulations was adopted, to stienghe Stability and Growth Pact and
ensure strict compliance.

» The serious threats faced by the financial systertheé Euro Area triggered an active
intervention on the part of ECB. First, weak ecomogrowth calmed concerns about high
inflation rates in the Euro Area and enabled twoseeutive decreases of the base interest
rate on refinancing. At the end of the year, itostat 1.0 %. The expected gradual
recovery of economic activity will keep inflatioas measured by the Harmonized Index
of Consumer Prices (HICP), as low as 2.0 %, engysiice stability in the Euro Area in
2012.

In December 2011 and February 2012, ECB moved botst liquidity by means of
the so-called “Long-Term Refinancing Operations RA)” Programme in the form of three-
year loans to a number of European banks. Thevenéon had a positive effect on banking
system liquidity and resulted in shrinking spreadsthe bonds of certain countries such as
Italy and Spain.

The measures implemented by ECB and the EU, inuoatipn with the successful
restructuring of the debt of the Greece Republigtivate creditors through a long-term
strategy to reduce debt and deficit and a fundaaheestructuring of its fiscal sector to
prevent the generation of new debt in the futuejsed financial markets to calm down
considerably since mid-March 2012. In united Eurape focus of attention shifted away
from problems with the debt burden to economic ghorgcovery.

2. Bulgaria’s macroeconomic indicators

Since the Bulgarian economy is small and open ¢oirtfuence of global processes,
developments in Europe affect developments in @éEroeconomic indicators. Problems in
Europe from the second half of 2011 had a pronadiimogact on our country.

2.1. GDP growth

Against the backdrop of such economic instabiltylgaria’s GDP in 2010 and 2011
went on to register a real growth of 0.4 % and%,respectively, on an annual basis. With
regard to components of final consumption, the ncaintributor in GDP growth in 2011 was
exports of goods and services, although with a nmoodest growth (12.8%) than in 2010.
The high rates of increase in exports in early 20&lped retain its contribution to GDP
growth, although the wearing off of the base effemin 2010 and the worsening situation of
the external macro environment in mid-2011 indicatglowdown in the growth of exports.
This development can be observed in the Decemlmavtiyrof the export of goods, which
slowed down to 13 % on an annual basis in nomgrahs. Exports in the course of the year
determined also the faster growth of imports, whigdiched 8.5 % in 2011. At the same time,
final consumption in Bulgaria shrunk by 0.3 %. Istreents continued to exert a negative,
even less influence on GDP growth, registeringse?d decline.

® With GDP in 2011 of BGN 75,265.3 million, prelinairy data provided by the National Statistics Insitas of
6 March 2012.
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Since consumption accounts for about 76.2 % of G, its weak growth will
continue to act as a restraining factor on GDP gnowhe reasons for this will be the
persisting expectations of high unemployment amdctbntinuing consolidation in the public
sector. With investments still low in volume andlawdown in exports due to the expected
slight recession in the Euro Area, Bulgaria’s GDBwgh in 2012 is not expected to exceed
1.4 %.

2.2. Inflation expectations.

Inflation at the end of the calendar year (in HitéAns) slowed down to 2 %, from
4.4 % at the end of 201Mational price dynamics in 2011 was largely a redkction of
fluctuations in international prices of food and errgy goods. According to the latest
forecasts of the Ministry of Finance, the period26- 2014 is expected to see low inflation
rates of around 2.5 %, at the end of each yearnTdia risks related to inflation forecasts lie
in the dynamics of international prices and the raft economic growth in Bulgaria. Low
inflation expected in the coming years is a fadtwora more sustainable development of the
national economy.

These two macroeconomic factors (the change in @& and the inflation rate),
together with the fiscal factor (the need to endur@ncing for the budget), are key drivers in
the change of government debt in real terms. Aiptesslowdown in the growth of global
economy may result in poorer performance of Buljariexports, which would have a
negative effect on overall growth and tax revenlibe financial crisis experienced by
international markets may have an adverse effedbuaiget revenues not only in terms of
shrinking external demand but also of domestic demaince a higher insecurity in the
national economy could curb the decline in investi®@nd consumption.

2.3. Banking systen?

The financial sector remained stable in 2011, despghocks in the external
environment, worsening economic development ouidakthe Euro Area and the negative
expectations of international institutions as teittteffects on the Bulgarian economy. The
spreading risk aversion among international invesglowed down the inflow of foreign
investments.

The banking system, which dominates the local firElnsector, operated in an
environment of slow recovery of economic growtheTynamics on the labour market and in
income levels failed to provide sufficient suppfant domestic demand so as to raise solvent
demand for loan resources or restrict the shabadfloans which continues to increase.

As a preventive measure and in response to theurnsesconomic environment,
economic agents continue to show a preference €oidibg up their savings, almost
exclusively in the form of bank deposits. Depositthe banking system grew by 4.3% on an
annual basis at the end of December 2011, readBig 65.7 billion. In early 2012, these
trends persisted and as of the end of March depgmtv by 5.2 % on a year-to-year basis. In
2011, lending exhibited a relatively weak growth4of% as of the end of December, when
gross loans (not including loans to credit insting) reached BGN 56 billion. As of the end
of March 2012, the pace of credit growth slowed d@wmewhat, to 3.7 %, which is normal,
in view of the more subdued economic activity & bleginning of the year.

® Source of banking system data: BNB.
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The strong volatility in financial markets and tiedatively weak level of development
of any other financial intermediation channels ¢asiderably lower share of balance-sheet
assets of financial non-banking institutions in GB#ms) do not help provide a viable
alternative to bank deposits yet. Hence, in Decen#iidl, deposits of individuals and
households grew by 13.8 % on an annual basis aodraed to BGN 31.9 billion (42.4 % of
GDP), while in institutions other than credit itgtions, the annual rate of increase was
11.3 %, up to BGN 21.6 billion (28.5 % of GDP). #te end of March, deposits of
households and non-credit institutions increased gear-to-year basis by 14.3 % and 7.3 %,
respectively. It is important to note the trend &ogls an increasing role of deposit resources
from domestic sources.

The considerable amount of savings attracted bksprovided them with significant
financial resources and further strengthened tiepirdity positions. Due to the impossibility
to use these resources to finance the privatersiectioe form of loans in the current situation,
banks took the opportunity to repay considerablewts of their external liabilities. The
availability of stable sources on the domestic readnd profit capitalisation, together with
the BNB policy of maintaining and strengthening ttapital and liquidity buffers serve as
factors generating stability in the national bagk&ystem.

Despite the adverse effects of a number of facemeguate balance sheet and cash
flow management makes the Bulgarian banking sysiem of the best capitalised in the
European Union, well-positioned with regard to ldity and profitability. The inflow of
deposits at a low cost and weak lending activigdleo higher liquidity levels in the banking
system. The liquid assets to total liabilities satias 25.53 % as of the end of 2011 and it is
continuing to improve during the current year, reag 25.75 % at the end of March. The
total capital adequacy ratio reached 17.52 % ateth@ of March 2012, and the capital
adequacy ratio of Tier 1 capital reached 15.84%g#&ia’s banking system continues to
generate a positive net income, which stood at BIG# million as of December 2011. In the
first quarter of 2012, Bulgarian banks reportede& fimancial result of BGN 175.7 million.
Return on assets (ROA) improved from 0.63 % atethé of 2011 to 0.91 % at the end of
March 2012.

2.4. Balance of payments

The above trends of limited consumption and inérgasleposits in the banking
system translated also in some significant chairgiee dynamics of the balance of payments
and its main components — the current, capital farahcial accounts. The current account
and capital account balarida the period January-December 2011 were positalees and
amounted to 2.2 % of GDP, against a registerectitiefi 0.2 % of GDP in 2010. The current
account also remained positive throughout 2011.@t% of GDP, recording a substantial
improvement in comparison to the same period ir020hen it registered a deficit of 1 % of
GDP. A major factor in this development was thedowade deficit (BGN 3 862.1 million).
The balance of trade in 2011 was a negative 5.1 &DJ#°, against a negative 7.7 % of GDP
in 2010. This reduction was due to the faster gnowoftexports compared to the growth of
imports. Another factor behind the positive dynasmt the current account was the balance
of trade under services (BGN 4 473.4 million) amd imcome from current transfers (4.4 %
of GDP). The only item which limited the currentcaant surplus was “income”, with a
negative balance in the amount of BGN 3 215.4 amillor 4.3 % of GDP. The Ministry of
Finance expectations are that in the period 2012034 the current account will move

" BNB data: balance of payments, January — Dece@ilikt, 15 March 2012.
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smoothly from a positive balance (1.5 % of GDP @12) to a negative balance (-0.8 % of
GDP in 2014).

The negative balance in the financial account eaxglriod January — December 2011
amounted to BGN 2 335.8 million, against a defioft BGN 1 366.2 million in 2010.
Although foreign direct investments in Bulgaria me@mat levels considerably below those in
the pre-crisis period, an increase on an annuak baas reported in 2011, up to BGN
2 623.2 million, or 3.5 % of GDP, from BGN 2 363million or 3.4 % in 2010. The
prevailing low risk appetite among investors insgronally, together with the redemption of
liabilities by resident subsidiaries to their pareampanies limited the net inflow of foreign
investments in Bulgaria.

The dynamics of the financial account has condéibalso by the financial outflows
related to:

- An increase in “Other investments, assets” by BIG)6.6 million;

- A reduction in “Portfolio investments, liabilig& by BGN 612.9 million in 2011,
against a reduction of BGN 168.8 million in 2010.

- A reduction by BGN 2 319 million in liabilitiesot non-residents under “Other
investments, liabilities”.

2.5. Gross external debt

The trends in the economic development of the ecgurds observable from the
situation in the banking system and the dynamicghef balance of payments, led to a
significant change in the size and trend of grogeraal debt in the Bulgarian economy.
According to BNB data, as of the end of 2011, exdeindebtedness amounted to 92 % of
GDP, registering a drop of 10.8 p.p. from 102.8 P&®P in 2010. The largest contributor
for this drop was the “Banks” sector, where exterhabilities decreased by EUR
1 224.2 million (BGN 2 394.3 million) compared thetend of 2010, or by 4.3 p.p.: from
19 % of GDP to 14.6 % of GDP for the entire 201he Bame direction, but significantly
lower in size, was observed in the change of debtQther sectors” and the ,General
government sector” (reductions of BGN 440 milliomdaBGN 176 million, respectively). In
GDP terms, the external liabilities of these sextamounted to 7.2 % and 31.6 %,
respectively, from 8 % and 34.4 % as of the en®@f0. Intercompany lending, which
reflects the liabilities of Bulgarian subsidiaris their non-resident parent companies, also
showed a decrease of BGN 249.6 million or from 44.4f GDP in 2010 to 38.4 % of GDP
in 2011.

The drop in external liabilities is a reflection tfe weak investment activity of
companies in the real sector and the availabilitgisposable financial resources, which are
then used to extinguish external liabilities. Thdications for a gradual recovery of economic
activity in Bulgaria in the next couple of yearsate conditions for redirecting financial
flows towards investments in the domestic marketcdse investment opportunities emerge,
maintaining liquid financial resources will be afkimportance for the overall support of the
economy.

3. Budget

Over the entire three-year period, the focus wak emthe mid-term continues to be,
on implementing a prudent fiscal policy, maintagimacroeconomic stability and improving
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the sustainability of the Bulgarian economy, to l#eathe maximum extent of the
neutralisation of any domestic and external imbagdan

In 2011, the fiscal and budget policy targets sahe State Budget of the Republic of
Bulgaria Act (SBRBA) were aimed at keeping the ciefunder the Consolidated Fiscal
Programme below 3% of GDP, in line with the requieats of the Stability and Growth Pact,
and achieving sustainable public finance and angalh budget in the mid-term.

The legal basis for implementing a sustainableafigmlicy leading to a balanced
fiscal position was set out in mid-2011, in therf&mncial Stability Pact“. The Pact brought
about certain amendments in the Structure of theeRudget Act (SSBA), effective as of 1
January 2012. National fiscal rules were adoptedhed at providing long-term fiscal
sustainability and implementing the framework of tRact. The changes envisage capping
expenditures under the Consolidated Fiscal Progeu(@rP) at 40 % of projected GDP, and
limiting the deficit of the consolidated budget B % of GDP, thus restricting the
redistribution role of the government and enablrggtter allocation of expenditure items and
facilitating the implementation of reforms to impeotheir efficiency and effectiveness. The
purpose of the approved fiscal rules is to ensargiguity of fiscal policy and guarantees for
compliance with Article 126 of the Treaty on thenEtioning of the European Union, with
regard to the reference values for budget defi&co(of GDP) and government debt (60 % of
GDP).

As a result of the consistent and purposeful fiscaisolidation, 2011 ended with a
significantly improved budget position, both onltdssis and when measured using the ESA
95 methods. The deficit in the “General governmesgttor in 2011 amounted to 2.1 % of
GDP, against 3.1 % in 2016%. In 2011, Bulgaria achieved an additional fiscébre
amounting to 0.4 p.p. of GDP compared to the anraajet set in the 2011-2014
Convergence Programme of the Republic of Bulgaria.

The 2012 State Budget of the Republic of Bulgar@ set a CFP deficit target of
1.4% of GDP for 2012 on cash basis (1.6 % on atbasis) and a minimum requirement for
the amount of fiscal reserves of BGN 4.5 billionciighe end of the budget year. According
to the 2012-2015 Convergence Programme of the RiemftBulgaria, planned deficit under
the CFP for 2013 is set at 1.3 % of GDP, 0.5 %2fat4, until a balanced budget is achieved
in 2015.

The updated macroeconomic forecast for the nexdetljear period imposed strict
discipline and a conservative fiscal policy in depéng the three-year budget forecast for the
period 2013-2015, which was manifested in retaitimggassumptions underlying the previous
forecasts when developing the main horizontal pegdi@nd in continuing to implement the
earlier measures for reducing the national budggtit

lll. Risk analysis

The implementation of a successful government deianagement policy is
underpinned to a large extent by an in-depth ama@uestive analysis of risks which may affect
both the sustainability of debt in a situation of @onomic and debt crisis, and the debt
burden. The choice of appropriate debt instrumantstheir characteristic features, including
maturity, currency and interest rates, makes isipdes to mitigate their adverse effect on
budget expenditures.

8 According to ESA 95.
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Risk monitoring and control are vital in order tonimise risk. Risk assessment for
the period 2012 — 2014 was carried out under deln€ing projections corresponding to
estimates from the three-year budget forecasthfemperiod 2013 — 2015 and the 2012 State
Budget of the Republic of Bulgaria Act. Plans im#uissuance of government securities on
the domestic market and on the international markat well as external borrowing in the
form of disbursements under government loans amdrgment investment loans.

The description of the risk exposure is backed Isemsitivity analysis of the debt
portfolio and government debt service cost to flatibns in exchange rates and market
interest rates. Using the relevant risk indicattns, analysis determines the degree in which
the debt portfolio is exposed to the various typessk.

The risk analysis is organised in two parts. Thst fpart examines risks stemming
from the external environment, and the secondlpaks at risks associated with the structure
of the debt portfolio.

1. Risks generated by the external environment

Currently, the external environment analysis revéaio major factors the dynamics
of which is in the focus of attention of invest@sd policy-makers. On the one hand, the
slowdown of economic development and fears of arothcession in the world’s leading
economic powers, mostly in the European Union aphd, and the slowdown in the growth
of fast-growing economies like China, India and Zlra According to a European
Commission publication from April 2022expectations are for a slight dip in GDP in the
Euro Area (0.3%), while GDP at the EU level wiltai its current value. On the other hand,
the factor of inflation caused by rising pricesenfergy goods and, for the EU, also by the
increase in indirect taxation.

1.1.Risk of economic slowdown as a result of the unfalgl government debt crisis in
the Euro Area

In 2011, the debt crisis in the Euro Area reachetwwa stage, affecting its banking
institutions and the single European currency, gpre¢ading its negative influence over the
expectations of economic operators for economiovexy in the rest of the world.

On the one hand, the fiscal policy of austerityadieg to high unemployment rates
and restricted consumption, poses the questiontaheuability of a number of European
governments to return to faster economic growtresehnegative outlooks and the persisting
high budget deficits led to the downgrading of thedit ratings of a number of countries,
primarily from the periphery of the Euro Area, byetleading credit rating agencies. The
inability to ensure moderate economic growth anthatsame time reduce fiscal deficits led
investors to refrain from investing in securitissued by highly indebted countries from the
Euro Area. This pushed up yields when raising nearicial resources.

Despite the positive economic environment and itme political commitment of EU
governments to deal successfully with budget chghs, the debt crisis, especially at the end
of 2011, had the following negative effects on mgkon government debt:

¢ Higher yield on the issuance of fixed-income secties
In the context of the current economic instabilttye interest of investors switches to
low-risk instruments on the money market and thbt dearkets of government securities
issued by countries such as the U.S., Japan anddagr This trend is observed both in the

° European Economic Forecast, Spring 2012, Eurofeanmission, Directorate General for Economic and
Financial Affairs.
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case of economic turbulence and in the case ofigailinstability in certain sensitive places

around the world. To attract investor interesthieigrisk issuers have to offer higher yields.
Which of these trends will prevail is a questionb® answered depending on the investor
sentiment as to the current situation of debt ntaréad outlooks for the global economy.

¢ High and intense competition to attract financial esources on the part of

government debt issuersand financing on international capital markets

Deterioration in the economic situation would lg¢ada failure to implement the set
targets for planned budget deficits, and hence t@wenintensive borrowing of financial
resources on the international capital marketsrdermto finance budget deficits. Although
certain countries from the Euro Area have beensezfuaccess to market-oriented financing,
the functioning of stabilisation mechanisms (EFI#SF and the expected introduction of
the new ESM facility in 2012), competition for fimaal resources will remain brisk. The
presence of high competition is an additional fadiehind the higher cost of financing
charged to issuers which are considered a higkler-ri

¢ Issuing debt on markets other than the European cafal market
Speculations about the stability of public finaméeountries from the Euro Area and
of the European banking sector could cause thepearo debt market practically to close
down — a situation which occurred after the anneoment of the financial problems
experienced by Greece in 2010. This would makenpassible for issuers to obtain the
financial resources they need and would force theenter other capital markets, borrowing
in currencies other than their preferred ones, Winould mean taking on additional risk.

¢ Depreciation of the euro
The appreciation of the U.S. dollar and the Japagen, in their capacity of havens in
case of market stress, would lead to an increasigeirtost of servicing debt denominated in
these two currencies. Since the U.S. financial etasthe most sophisticated one and has the
broadest investor base, it naturally is an altéradb the European bond market.

The economic slowdown as a consequence of the a@wgl crisis with government
debts in the Euro Area, with its various manifestad, generates significant currency and
refinancing risks. For that reason, EU countriethwredit ratings similar to that of Bulgaria,
which up until mid-2011 managed to borrow on in&tonal capital markets in euro, had to
raise financing at higher yields during the secbalt of the year, at non-European markets
and in currencies other than their preferred ones.

1.2.Inflationary risk

In 2010 and 2011, the inflation rate measured leyHhrmonized Index of Consumer
Prices (HICP) calculated on an annual average basi$ up due to the rise in the prices of
raw materials and the replenishment of stocks.

Under the hypothesis of a rising inflation withiretGDMS period, borrowers would
be affected negatively in the case of loans negpatiat floating interest rates which use as a
basis the EURIBOR (Euro Interbank Offered Rate).lBOR (London Interbank Offered
Rate). Currently, such expectations are relativgllkely, in view of the forecasts of slower
economic growth, yet their existence cannot beaddsd, particularly with regard to the
influence of the prices of energy resources.

Expected inflation in the Euro Area and the EU @12 and 2013, according to the
latest forecasts of the European Commission froml 2012, will plateau at its current levels
of about 2.0 %.
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2. Risks generated by the debt structure
2.1. Refinancing risk

Refinancing risk is an indicator of the threat thatould be impossible to refinance
the maturing debt, or would be refinanced at sultistily unfavourable conditions. It is
important to examine that risk separately from ititerest rate risk, although it is focused
exclusively on interest rate fluctuations at timeetiof refinancing the debt.

The redemption profile of the outstanding governimdebt is one of the main
indicators used to measure the exposure of governdebt to refinancing risk. Because the
level of risk is a function of the time distributicand the size of payments towards the
principal amounts in the debt portfolio, the upcogihigh concentration of maturity dates in
the short-term has a significant effect on indicafor measuring that risk and strengthens its
importance in the period 2012 - 2014. Other indicaised, which also influence refinancing
risk, are: the share of short-term government detite total amount of government debt, and
the average time to maturitATM), which is a measure of the average time necegsary
renegotiate the debt portfolio.

To reduce the impact of that risk, a number of messwere undertaken throughout
the previous three-year period, implemented priipdry means of active debt operations on
the domestic market of government securities, oholy by a careful distribution of the
maturities of newly-issued government securitiethsd the concentration of maturity dates in
the peak years 2013 and 2015 would not be addilyomareased. A key factor in restricting
the vulnerability of debt to that risk is the negbbn of long-term government loans. The
adopted approach helped also reduce budget expesglih years of peak repayments.

According to the calculation®\TM values continue to go down after 2011 as well,
and for the period under review (2012 - 2014) theywe within the range between 7.9 years
and 6.5 years. The decrease in that indicator imdination of the need to renegotiate debt
more frequently, i.e. it generates a higher vulbiditg of the debt portfolio to refinancing risk.
Calculations of the indicator are based solely ebtdinancing envisaged for the upcoming
three-year period and do not take into accountteends in its fluctuations which will occur
as a result of the new debt financing in the p@st42period.

Chart 14: Average time to maturity, in years Chart 15: Share of short-term government debt
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The portion of short-term debt in the overall amoohgovernment debt in 2012 —
2014 rose from 12.0 % in 2012 to 13.3 % at the eh@014. The main reasons for the
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indicated peaks have to do with the upcoming migtaiates on the global bonds falling due
in 2013 and 2015, which fall within the scope obitterm debt as of the end of year
preceding the respective maturity dates. Genersitigrt-term debt is considered higher-risk
than long-term debt but if kept at moderate levieldpes not carry any significant exposure to
refinancing risk.

The results presented above demonstrate that ingkiethree-year period managing
refinancing risk will be of primary importance, whi means to undertak@easures to
extend the maturity of government debt, smooth outhe redemption profile, plan an
even schedule for future payments and avoid any coantration of payments in the
future. A key policy component of any strategy for redgcrefinancing risk in the mid-term
is thedevelopment of the domestic market of government serities, and the execution of
repurchasing agreements and debt swap operations.

2.2. Market risk

Market risk refers to the risk resulting from chaagn market prices; in particular, in
terms of government debt management, the mosffisigni influence comes from changes in
interest and exchange rates. These changes infudabt service cost and may cause
deviations from the amount of government debt senaxpenditures planned in the state
budget. Therefore, it is necessary to undertakepcelnensive measures and actions in order
to minimise the negative effect of these changesnesof these actions are monitoring,
assessment and analysis of the status and develbgmespects of capital and money
markets both internationally and domestically, nilng the interest and currency
composition of government debt so as to preventstong exposure of the debt portfolio to
the negative influence of changes in the said mardcators (exchange rates and interest
rates). Such form of “protection” implies maintaigiand increasing both the share of fixed
interest coupons, and of debt denominated in carenwhich are risk-neutral for the
Bulgarian government such as the lev and eurohigéend, the debt issuance policy of the
government over the past three-year period wasdashéorrowing funds primarily in BGN
and in euros, and with fixed interest coupons. Assalt of the prudent policy of government
debt management, the fixed rate debt amounted td BG80.0 million at the end of 2011,
which accounts for 82.4 % of the entire debt pdidfeand the portion of BGN- and euro-
denominated debt reached BGN 9 524.7 million, o#8@f the total government debt. Such a
profile helps ensure a relatively good predictépitf the cost of servicing the government
debt.

Chart 16: Interest rate structure Interest rate fluctuations
(i.e. interest rate risk) influence
both expenditures associated with
servicing current government debt,
and the price of newly incurred
government liabilities. The
influence of such changes in
interest rates and exchange rates
on the size of payments during the
next three-year period was
subjected to a sensitivity analysis
@ Fixed rate debt O Floating rate debt the reSUItS Of Wh'Ch are Shown
below.
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Projected payments on external government detndatlue in 2012 amount to about
BGN 838.8 million, including principal payments about BGN 350.1 million and interest
payments in the range of BGN 488.7 million. Payragsianned for 2012 on domestic debt
amount to about BGN 951.7 million, including pripal payments of about BGN 735.1
million and interest payments of about BGN 216.@iom. The maturity dates of the global
bonds falling due in 2013 and 2015 are of particutgportance for the government debt
payments in the next three years. The projecteduatad government debt payments in 2013
is about BGN 3.0 billion, with about BGN 2.0 bilicand BGN 3.3 billion in 2014 and 2015,
respectively.

In certain cases, when relatively large intereghpents combine with strong interest
rate volatility, the interest rate risk may turntana primary destabilising factor for the
government budget, due to considerable unplannesk ra interest payments due on
government debt. Within the interest rate expostfidebt as of 31.12.2011, the largest share
belongs to expenditures associated with liabilibased on the 6-month EUR LIBOR interest
rate — 15.4 % (or BGN 1789.8 million), making tHeange in that market indicator the most
substantial factor in determining the size of datgrest payments. In case of increasing by 2
p.p. over the next years, the interest paymentgomernment debt would rise by an average
of about 4.8 % per annum.

Risk related to interest rates fluctuations has aremsubstantial influence on
government debt portfolio that any other market gevered in this analysis. Currency risk,
which is related to fluctuations in exchange ratesyld be ranked as the second most
important risk. In case the national currency stodépreciate against a certain foreign
currency, any liabilities denominated in that camgwill increase in BGN terms.

Chart 17: Currency structure The strongest influence
on expenditures associated with
servicing the government debt
of the Republic of Bulgaria
might come from an
®--..9-7 appreciation of the U.S. dollar
(USD), since as of 31.12.2011,
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of the government debt was
dependent on changes in the
EUR/USD rate, hence on the
BGN/USD rate. A 20 %
increase in the USD /EUR rate
would increase interest
expenditures by 3.5 % on the
average per annum, and
payments towards the principal
amounts will grow by 0.3 %,
which is negligible with respect
to total debt payments.

Considering the fact that a small portion of theeegament debt of the Republic of

Bulgaria is exposed to the influence of currensk rand interest rate risk, data from the
analysis indicate a relatively weak effect of ches@n the value of the exchange rate of the
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U.S. dollar and of the six-month euro LIBOR ratetbe cost of servicing the government
debt. An increase in the other floating interesésgthe six-month U.S. dollar LIBOR., the
six-month EURIBOR), and in the exchange rates ofericies other than the U.S. dollar to
the lev would have an negligible effect. Nevertes)evhen defining the specific terms for
new debt issues, these rates will continue to dsety monitored and analysed.

Any significant appreciation of foreign currencieswhich the government debt is
denominated and the impossibility to offset thatlnespective increase in tax revenue (or by
cutting spending) could have an adverse effecherstate budget.

2.3. Liquidity risk

Liquidity risk reflects the probability of liquiditproblems for the budget in the event
of overlapping short-term liabilities of the goverent. In its essence, it is a variety of
refinancing risk and is directly related to marksk.

Managing liquidity risk requires careful monitoriagd control of the size of debt and
the amount of expenditures required to servicerafidance debt, since the emergence of any
liquidity problems has a significant effect on thational budget and on the balance of
payments, and the liquidity in the banking systerd & the money market. The policy of
managing that risk is extremely important for maining the country’s macroeconomic
stability and confidence in the currency board regeament.

For the period 2012 — 2014, risks related to thenemic slowdown leading to a
decrease in budget revenue will be very importanttie public budget. The main focus in
the government debt management policy is relatédeaetirement of the government bonds
maturing in January 2013 and in January 2015 ieroi@ prevent risks related to the liquidity
of public finance. In this connection, efforts stlibiocus on an in-depth and careful review
and the implementation of the various options fmamce the maturing government debt and
finance the consolidated government budget.

Under the existing currency board arrangement bedarrent global economic crisis,
a responsible management of government liabilitieglies the need to ensure access to
financing and strengthen the confidence of thelland international capital markets.

In the context of these limitations, the debt ismgapolicy has a direct relation to, and
supports, and when necessary, even facilitatesdligun the financial system. Bulgaria’s
investment class rating and its macroeconomic fonahdals ensure its capacity to obtain
freely market-oriented financing both on the lozerket and on international capital markets.

Acting in a way that is timely and adequate to tharket situation in view of the
upcoming peak payments on the global bond issliésyfalue in January 2013 and 2015 will
ensure a stable liquidity position of public financ

2.4. Risk related to the size of the debt

In most general terms, this type of risk is asdediawith the amount of the
government debt, which under certain circumstantag generate considerable threats to the
financial stability of the country. It is not by ahce that the EU debt crisis in recent years
which was caused by the difficulties experiencectéstain member states in servicing their
large debt exposures has had an adverse effebeayeneral economic and financial situation
in the Union, and in the rest of the world, respety.

An important indicator in assessing the vulnerapitf the government’s financial
position is the “government debt/gross domestidped (GDP)” ratio. The ratio between the
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consolidated government déband GDP may not exceed the reference value of 60 %
identified in the Maastricht convergence criteriaiata our country has to comply with as an
EU member state. Bulgaria retains its second plpoegeded by Estonia, with the lowest
relative share of consolidated government debt@® G16.3 %) among EU member states as
of the end of 2011, despite the registered incredgs debt in nominal terms and relative to
its debt level reported at the end of 2008.

This reported increase is due primarily to the @ase in government debt, which is
the subject of analysis in the present strategepamd within the remit of the Minister of
Finance in terms of control and management respibitisis. As of the end of 2011, the share
of government debt is about 93 % of the overak sizthe consolidated government debt and
hence is the component with the highest relativeghiein its structure. The trend of
increasing government debt registered in the pe2(@@b-2011 is the result of the policy of
taking on new government debt, which is aimed at phovision of reliable, timely and
efficient financing for the budget and debt refioag, while maintaining the stability of key
indicators of fiscal trends.

Forecast estimates for the government debt to GID® in the next three-year period
point to an increase in its value in 2012, to biéoveed by a gradual decrease in 2013 and
2014.

Chart 18: Government debt to GDP ratio, 2006-2015
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As a preventive measure for minimising the riskated to debt size, the annual State
Budget Act sets limits on: (1) the maximum amouinthe government debt as of the end of
the budget year and (2) on the new governmentwbiath may be taken on in the course of
the year. Another approach to act, in the everda danger of breaking the 60-per cent rule
concerning the consolidated government debt/GDi® ratthe possibility provided by the
legislation for the Council of Ministers to propasstrictions in the State Budget Act for the
respective year concerning the issuance of debtunyicipalities and social security funds.

Sound risk management of the risk associated Wwelsize of government debt in the
mid-term is crucial and will focus on achievingew¢l and a rate of increase in government
debt within sustainable limits, while implementing-going monitoring of the debt amount
and debt profile in order to prevent the negatiiluence of uncontrollable debt increase on
the fiscal and macroeconomic stability of the copmb the future. It will be subject to a
number of factors, more importantly: government tdsoucture and redemption profile,

1% The structure of consolidated government debtiites debt in the following sub-sectors: centralegnment
(government debt), social security funds and mpaidies.
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exchange rate fluctuations, choice and on-goingtatian of the most appropriate borrowing
strategy to be aligned with financing requirememi®nned budget deficits and growth
expectations. According to the European Commissaecasts of April 2012, the GDP
growth for Bulgaria in 2012 is a positive value.kig into consideration the size of
government debt, its foreign currency compositiod dorecasts of the macroeconomic
situation in the country in the upcoming three-yeariod, it can be concluded that the
expectations concerning the level and rate of am@eof government indebtedness could not
pose a threat to the country’s financial stability.

2.5. Contingent liability risk

Government guarantees have a significant impadhersustainability of government
debt and are associated with the risk of guarariiesy called at a certain point in time; it is
therefore important to consider the potential ogkheir activation. Risk related to contingent
liabilities can be minimised primarily by strengtieg oversight and regulating contingent
liabilities; it is mitigated by undertaking timednd adequate measures.

For this type of risk, prevention is achieved aballethrough a careful selection of
projects to be financed by loans guaranteed bygtdwernment , and annual provisioning in
the State Budget of the Republic of Bulgaria Aat tfte respective year to cover the risk of
government guarantees being called. In selectiogegts for which a government guarantee
would be issued, it is important to carry out aebalrand comprehensive analysis of their
expected profitability which has to ensure and bdhk future repayment of loan
commitments, together with an assessment of thactgpof the budget to cope with a
possible repayment of those liabilities, and thesprave the projects with the most
appropriate economic parameters.

To minimise the risk, it will be particularly imp@nt to provide constant monitoring
of the movement of government-guaranteed loansthedmplementation of the projects
concerned, as well as to monitor the financial @oowof borrowers at all times.

31



GOVERNMENT DEBT MANAGEMENT STRATEGY FOR THE PERIOD 2012 - 2014

IV. Main goal and objectives of government debt manageent policy in the period 2012
- 2014

The main goal of the government debt management gol for the period 2012 —

2014 will be to ensure the resources necessary inpance the state budget and refinance
the outstanding debt at the best possible price amikk level.

The achievement of this goal is linked to the sasfid realisation of the following
objectives:

1. Maintain the debt size at reasonable levels andferce the position of the Republic of
Bulgaria as a stable debt issuer in the region amdhe European Union.

The government debt management policy will focusstrengthening the ability of
debt to withstand domestic and external shocksaaidtain debt amount at reasonable levels
in order to ensure the country’s macroeconomicil#iabAs a result of the constantly
changing market conditions and in order to meetntieds for financing in the coming years,
the amount of the government debt in nominal tesrexpected to increase, which is due to
the need to provide resources to refinance thé¢amdsg debt and maintain the level of fiscal
reserves within the statutory level set by the ah®iate Budget of the Republic of Bulgaria
Acts.

To reinforce the positions of the Republic of Buigaas a stable debt issuer in the
region and the EU and to keep the investor confidea number of measures will be put in
place in the next three-year period, aimed at raaiitg the level of the government debt
within reasonable low-risk limits, at low levelsrfédelow the debt ceiling set by the
convergence criterion.

The first measureis aimed at maintaining the sustainability of gowveent debt and
adjusting its possible increase, and at limiting plossibility for putting an unplanned burden
on the state budget by adding service costs, thraedting the annual debt limitsn the
State Budget of the Republic of Bulgaria Act.

The ceiling on the maximum amount of new governnaiitt which can be taken on
during the year covers all possible sources of diebincing for the budget, including the
gross amount of government securities to be issuethe domestic and the international
market, and estimates of newly negotiated loan SuAshother constraint is the limit on the
maximum size of government debt as of the end ebtidget year which sets the level up to
which government debt could grow in the respecyirar. That limit shows the net change in
government debt on the basis of funds raised byemgmwwent bond issues, disbursements
under government loans and the associated repagmanthe outstanding debt. Contingent
liabilities incurred in the form of government-gaateed debt are an important factor from
the viewpoint of the risk they generate with regerdudget indicators. Therefore, a limit is
set for each budget year for the maximum amouneaf government guarantees that may be
issued in that year.

The second measurés based on implementing a prudent policy witharegto new
borrowing in strict observance of the relevant lggacedures, making it possible to adapt the
assumption of debt to the financing needs and thdeh environment by applying a range of
different instruments.

! According to Article 8 of the Government Debt Agtpmulgated in the State Gazette No. 93 of 1 Gatob
2002, last amended SG No. 99 of 16 December 2011.
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On the one hand, new debt financing serves to ¢maie budget, securing the
required liquidity buffer and refinancing the oatstling debt, while on the other hand it is
used to make investments. To achieve the set olgethe following is planned for the next
three-year period:

= The approval of new financing for investment prtgeasing government loans and/or
government guarantees will be based first and fostron the appropriateness and the
capacity of projects to generate economic and kdmeaefits, and on the level of
preparation for project implementation.

= Borrowing on the domestic market will be based nrniradepth analysis of the needs for
financing and its effect, and on the country’s betdgnd macroeconomic indicators, the
indicative parameters of the government debt, amdhe impact on the local financial
market. The volume of government securities issu#isbe limited to the amount of
financing necessary to achieve the main goal of fieancing (including funds required
to finance the budget and refinance debt).

» Financing through bonds issued on internationaitabmarkets will be used primarily in
order to refinance identical maturing debt, in c$trobservance of the relevant legal
procedures, in compliance with the requirementshef Constitution of the Republic of
Bulgaria and the Government Debt Act. Relativelgéavolume bond issues triggered by
the amount of refinancing needed, and becauseeofy&merally accepted market rules,
will cause one-off increases in the size of thet @sbof the end of each year preceding the
maturity dates, but following the respective bonaktumity dates, such hikes will be offset
and debt levels will stabilise.

The third measure is to ensure transparent and open proceduresedeltd
government debt management policy-making and im@ieation. During the next strategy
period, the same approach will continue to be applithe debt issuance policy of the
government will be announced in advance, with iative quarterly calendars and monthly
debt issuance calendars of upcoming government dabtions to be published, thus
maintaining a market of government securities thagtable, transparent and predictable for
investors. Timely information will be provided altaindertaking and finalisation of various
other debt management operations aimed at optigise size and structure of the
government debt: early redemption, repurchasingeagents, reverse repo transactions and
other financial transactions. The information (withrious scope and content characteristics)
concerning the government debt, the consolidatedergonent debt and government
guarantees, to be published in monthly and annelal dverviews, news briefs on the latest
developments in the area of government debt, wilidle a basis for adequate assessments of
the government’s debt policy by rating agencies amalysts, and for informed decisions by
market participants concerning investments in govent debt.

2. Optimisation of debt service costs

The debt portfolio management policy requires ditieht spending policy to be
implemented in 2012 - 2014, enabling the countrycawer the planned cost of servicing
government debt. The amount of contingent expereiituwhich depends on the level of
government indebtedness, should be assessed aisadlie standpoint of their effect on the
state budget. Expectations about future expendittelated to government debt in the mid-
term are based on assumptions about the main $astoch affect their amount, including the
size of financing, the cost of expected new finagcidebt redemption profile, interest rate
and the exchange rate fluctuations. Estimates amglithat within the mid-term period in
question, the amount of government debt will inseea each year preceding a year with a
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high concentration of debt payments, which will éaan effect on the size of interest
payments due as well. In 2012 — 2014, these arectaq to range between BGN 580 million
and BGN 880 million, and as a percentage of GDRyédxen 0.9 % and 1.1 %.

Chart 19: Interest expenditure to GDP ratio; interest expenditure to budget expenditures ratio, and
interest expenditure to tax revenue ratio in the period 2008-2015
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To implement the set objective, a well-balancedcsture of the government debt will
be maintained during the upcoming three-year periodrder to minimise any future
vulnerability of the budget towards drastic and wameincreases in expenditures related to
servicing debt. It is envisaged to focus the gonemnt debt management policy on the use of
various instruments to finance debt. Their charattes will be determined taking into
account the current structure and redemption grafflthe bond issues outstanding and the
task to smooth it out gradually. The approach astbgh that regard enables efficient
modelling and the maintenance of a stable and bathmovernment debt structure, for
improved predictability with regard to budget exgigmres and mitigation of related risks.

A key component of the policy of taking on new gaweent debt (through the market
or by negotiating government loans from officiaéditors) aimed at the optimisation of debt
service expenditures will be to retain the domirsdrdre of BGN- and euro-denominated debt
and fixed rate debt.

On the other hand, active debt management thrcwghgplication of instruments that
are innovative for the domestic financial marketrsas repurchasing agreements and debt
swap operations will lead to an optimisation of tiebt structure, and hence of expenditures
related to servicing debt. By diversifying the ficzal instruments and planning the issuance
of government securities with innovative and loaggm maturities (falling due in periods
other than the peak years 2013 and 2015), the ityatrve of the debt portfolio will be
extended and there will be no concentration ofdgrgyments, which is of key importance in
minimising government debt risk exposure and welphreduce its refinancing risk. Ensuring
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an even time distribution of the pending interesd @arincipal amortisation payments on the
debt will provide for a government debt serviceestilie that ensures stable budget indicators.

3. Securing sources of funding in the period 2012 -120

To secure the necessary resources, a maximum ificegren of financing sources is
envisaged. The main debt instruments to be used tbeenext three-year period to cover
future budget deficits, meet payments due on thecipal of global bonds and, last but not
least, maintain an adequate level of fiscal researe instruments which have proved their
efficiency in the past years. In taking decision ttee use of specific features of the various
instruments, in-depth analyses and comprehenssasasients will be carried out, taking into
account their specifics and impact. The followingimsources have been identified as some
of the possible options for obtaining financinghe next three years:

1.1. Issuance of government securities
> Issuance of government securities on the domestarket

The government debt management policy implementedthe past several years was
fully tied to the need to ensure stable sourcdamading for the budget and for refinancing the
government debt. In its part, that required a ne$otg of the debt policy towards securing
reliable, timely and efficient financing for the dget through the active participation of the
government as the issuer of government securifies.main goal of domestic debt financing
in recent years was aimed at creating a suffigfesgture and favourable environment for the
issuance of securities on the local market, inclgdhe use of the entire range of possible
tools to promote the development of the domestikataof government securities. The long-
established positive trends in the market envirartmmcluding the high liquidity of the
domestic market, increased interest in the offgdernment securities issues on the part of a
broad range of investors with diverse preferencesresk profiles, decrease in the borrowing
costs and elimination of external risks, the reedrdrop in yields on the primary market and
the coverage ratios breaking record values foBihlgarian market of government securities,
all pointed to the issuance of government secsrii® being one of the main instruments to
finance the borrowing needs of the government.

Over the next three-year period, the Ministry afidfice will continue to implement a
debt issuance policy which is active and balaneed,at the same time flexible and adequate
to the market environment, following and takingoirthe highest consideration the market
trends and investor interest, in order to encouthgalevelopment of the local debt market in
the broadest terms. In the coming years, the Minist Finance will maintain it behaviour
pattern as a predictable issuer, and will do itst le with implement a transparent debt
issuance policy in order to support the developrmétiie market and the establishment of the
benchmark government securities as an investmarnative with an optimal yield to risk
ratio. In selecting any specific type of financiaktrument, the goal will be to extend the
government securities market by including instrutaemith the optimal risk characteristics.
On the other hand, the choice will take into ac¢dhe preferences of participants on the
domestic financial market of government securitidgch are interested in debt instruments
falling into various maturity segments. It is eraged to offer securities with a fixed interest
coupon, maturities covering a wide range of thet dabve, denominated in euro and in BGN,
without ignoring other, wider options, if the markenvironment is favourable. Over the
period, 10-month and 6-month securities will conéro be offered so that the issue can meet
the residual maturity requirements for a harmonisgdrest rate in the respective year of
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issue. The approach applied so far, which was fmine from circulating bond issues
maturing in 2013 and 2015, when the global bondthefRepublic of Bulgaria mature, will
be applied in the future as well. This will makedssible to plan for more even planning of
expenditures related to servicing the governmeht.dehe gross annual amount of the bond
issues is planned at about BGN 1.2 billion in trearg (2012 and 2014) preceding the
repayment dates on the global bonds, and at al®it BO billion in 2013.

> Issues on the external capital markets

Another source of funding for the budget and rafoiag the outstanding debt is the
issuance of bonds on international capital markete presence of a high concentration of
maturing debt and the refinancing risk in the niaxee-year period (2012 - 2014) makes it
necessary to plan for this source of borrowing adl.wwWithin the current year, it is
provisioned in the State Budget of the RepublicBafgaria Act for 2012, with a cap of
BGN 2 billion, or its countervalue in another cuncg.

The good fiscal indicators of the Republic of Bulgaand the increased investor
interest in Bulgarian government securities in neggears, as well as the favourable market
environment achieved following the provision of Migjquidity to the European banking
system by the ECB, are prerequisites for undertpkictions to go back to external markets,
following a ten-year absence, with a euro-denomeh&iond issue.

The choice of currency for the issue is determirfstly, by the existing currency
board arrangement and the pegging of the lev toethie, which provides for a practically
risk-free issue in terms of the risk of exchange ructuations; secondly, by the lower
transaction costs, as it is not necessary to uakkerany additional hedging actions; and last
but not least, by the fact that the global bondgiwmature in 2013 are denominated in euros.

Taking up this opportunity will provide stability ipublic finance and will ensure an
optimal size of the fiscal reserves at the en@@#2*? which would enable the country to
meet seamlessly the considerable debt paymentsndesrly 2013. Apart from securing the
necessary financial resources, the issuance ofiseswenominated in euros in an amount
close to the maximum allowed under the 2012 StatggBt of the Republic of Bulgaria Act
will produce a benchmark bond which could be usedmeasure government risk in
international markets. Since euro- denominated damd highly-liquid financial assets which
are acceptable as collateral with the Europeanr@ledank in liquidity-providing operations,
the range of interested investors could expandchvprovides for better terms of the issue
and lower service costs, respectively.

Usually, in the annual State Budget of the RepudiBulgaria Acts, bond issues on
external markets are used as a tool enabling tbeigion of financing necessary to fund
government activities. In this connection and idesrto undertake flexible actions towards
achieving the budget targets in the coming yearswel it is envisaged to keep these
statutory options in subsequent annual budget ddts. sizes of bond issues placed on
international capital markets will be determinedime with the specific economic and market
environment.

1.2. Loans from official creditors, i.e. Internatimal Financial Institutions (IFIs)
» Characteristics of IFI loans

Loans from official creditors are an instrument digerimarily for obtaining long-term
financing; they enable the borrower to choose gretify the various parameters of credit
financing such as maturity, grace period, interese and loan currency. A typical

12 The minimum size of fiscal reserves accordingtm8&the Transitional and Final Provisions of tifd2 State
Budget of the Republic of Bulgaria Act is BGN 4 ilibn.
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characteristic of such loans is that funds diskiiraee intended for the achievement of
concrete targets and projects in various priongaa of government policy. When analysing
this source, one should also take into accounttitBtional benefits it generates, stemming
from the opportunity to tap into the expertise lo¢ respective credit institution in project
preparation, implementation and ex-post control.

In view of the specific features of these instrutsem the next three-year period, financing
from IFIs will be complementary and designed layge assist the government in the
implementation of reforms and policies in key sextof the economy, and in the
implementation of important investment projects aadcrete programmes in priority areas.

> Prospects for further cooperation with Internatiohdinancial Institutions
in the period 2012 - 2014

IFIs play a significant role in the country’s ecomo development, providing adequate
financial and technical assistance. In the comiagry, the useful cooperation with IFls is
planned to continue, largely in the field of finarg private sector projects and assisting
Bulgaria in the efficient uptake of EU funds. ltesvisaged to use loan financing from IFIs to
the extent necessary for the implementation of @ngyprojects and programmes, and for the
implementation of new structural reform projects.

In terms of the relationship with the Internatiohddnetary Fund (IMF), the existing
dialogue is maintained. The Republic of Bulgaria take advantage of the IMF’s technical
expertise, where necessary. In the future, intenaetwill continue in the meaning of the
institution’s general cooperation with countriesttwiwhich it currently has no on-going
programmes. The Bulgarian government does not f@anter into an agreement with this
international institution, which is backed by therent prudent fiscal policy and the stable
macroeconomic environment maintained.

As a shareholder in four of the organisations witthie World Bank Group, Bulgaria
takes part in the governing bodies of the Inteomati Bank for Reconstruction and
Development, the International Financial Corpomatithhe Multilateral Investment Guarantee
Agency and the International Centre for Settlenwninvestment Disputes: boards/councils
of governors, administrative councils and boarddiggctors, which discuss issues related to
the policies implemented by those institutions.

In May 2011, the Board of Executive Directors o€ tWorld Bank approved the
Country Partnership Strategy for 2011-2013 of titerhational Bank for Reconstruction and
Development (IBRD) and the International Finan€lafporation for the Republic of Bulgaria
for the period 2011 — 2013. The main areas of ptssiooperation are education, public
finance and competitiveness, public administratioegulatory business environment,
innovation, social inclusion, green growth and\atiéis in the area of climate, transport and
water sector. The Strategy envisages a shift oérdcm the relationship with IBRD from
financing to benefiting from the expertise and ghebal experience and knowledge of that
international financial institution, mostly alonghet lines of the Memorandum of
Understanding signed in January 2012 between thei@ment of the Republic of Bulgaria
and the World Bank for partnership and technicappsut in connection with the
implementation of the EU Structural instrumentsthia Bank’s indicative plan for extending
loan financing includes operations only in the way sector through a series of three
development policy loans (DPLs) in the amount ofREGD million each, and one investment
loan guaranteed by the Government- in supporaibi/ay infrastructure maintenance, in the
amount of EUR 70 million. Implementation of progetnder earlier government investment
loans with IBRD in the area of infrastructure ahd social area will continue.
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As a shareholder in EIB, Bulgaria takes an actole in the functioning of the Bank’s
governing bodies (the Council of Governors andBbard of Directors) which supervise the
implementation of the Bank’s policies and goalsrr€utly, the European Investment Bank
(EIB) is an important partner of Bulgaria in prowid project financing and assistance in the
absorption of resources from the EU Structural @otesion Funds. Cooperation includes the
extension of both structural programme loans awtinieal assistance on the basis of the
Memorandum of Understanding signed in January 20dt¥veen the Government of the
Republic of Bulgaria and the EIB for the provisiohsupport in project implementation. In
the next strategy period, the analysis will focls® @n the new EIB financing facilities which
combine resources from EU Funds and loans fronBtgk to address the priority goals of
the strategy “Europe 2020". If necessary, stepsldvdxe undertaken to negotiate a new
structural loan.

The key priorities in the operation of the Europdadank for Reconstruction and
Development (EBRD) in Bulgaria are outlined in EBRBulgaria Country Strategy for the
next three-year period 2012-2015 (approved by thard of Directors on 8 November 2011).
It envisages support for restructuring the energgta, energy efficiency, improving the
export capacity and competitiveness of Bulgariandpcers, and can provide support for
projects in the area of infrastructure and therfora sector by setting up credit lines for
energy efficiency, small and medium-sized enteesrend leasing services.

The operations of the Council of Europe DevelopmBanhk (CEB) are aimed
primarily at providing financing for social projecto enhance social cohesion in Europe. The
main fields of cooperation with that institutioreanealthcare, environmental protection, job
creation and retention, support for underdevelomggons and social inclusion. As part of
this cooperation, the CEB makes financial resour@esilable to commercial banks for
financing projects related to the creation andntawe of jobs in small and medium-sized
enterprises in the Republic of Bulgaria.

The Strategy of the Black Sea Trade and Developiank (BSTDB) for the period
2011-2014 envisages the provision of between EUR#bn and EUR 50 million a year for
financing the private sector in the Republic of daria. Expectations are that the bank’s
country portfolio will double by 2014. BSTDB will ake financing available in the following
priority sectors: energy (with a special focus anjgcts for improving energy efficiency),
road infrastructure, waste management, developwfesinall and medium-sized enterprises,
and development of cultural tourism. In the ndxeeé-year period, BSTDB will focus its
operations on providing support for the implemeaotabf the government’s programme and
priorities and will expand its financial programnfes small and medium-sized enterprises.

The relationship with the Japan Bank for IntermaioCooperation (JBIC) in the
upcoming three-year period will develop on the &asi existing loan agreements and the
implementation of on-going projects, primarily heetsectors of transport and energy.

4. Maintaining a well-functioning government securitemarket and investor base
diversification

4.1. Institutional structure and development of trading infrastructure

In terms of investor base, the government secsritiearket can be provisionally
segmented into two target markets: on the one hbadks and non-banking financial
institutions, and on the other, non-financial ingtons, i.e. other legal entities, and
individuals. The Ministry of Finance will continu® explore opportunities to expand the
investor base. A starting point for its efforts vaé the extremely positive result achieved so
far which indicates that in addition to the tramitally strong presence of commercial banks,
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there is a growing trend of participation by ingdibnal investors, i.e. pension funds,

insurance companies, investment intermediariesnamaial funds. The main factors behind
the increased participation of large institutiomatestors on the government debt market
include the increase in pension fund assets anddyimamic development of Bulgaria’s

insurance sector.

In terms of the levels of structuring the governteecurities market, it should be
noted that trading in government securities takasepthrough the intermediation of primary
dealers. The introduction of a primary dealershiptam in Bulgaria on the basis of the
professional expertise of banks and financial fastns in the area of government debt, and
in particular, in government debt distribution, ants dynamic development and
modernisation in recent years, places Bulgaria paravith the systems of primary dealership
of the countries which are home to the world’s maxbtanced financial markets. Bulgaria’s
primary dealership system is a leader in the deweémt of the domestic market of
government securities. The selection of primaryetsaof Bulgarian government securities is
based on objective quantitative and qualitativeedd, which ensures easy market access for
all investors.

In line with best international practices, the Miny of Finance will continue its
policy of further improvement of both the curreminpary dealership system, and of the
supporting market infrastructure of the domestickaiof government debt. Along with the
development of the primary market of governmentustes, the MoF as an issuer of
government securities will focus its efforts on noyang trading infrastructure systems which
support trading in government securities.

One of the strategic priorities of the debt issiaerthe period 2012 - 2014 will be to
attract a broader range of investors to the Buldgadebt market. This objective will be
achieved, on the one hand, by diversifying the migtand currency features of government
securities, and on the other hand, by exploringsmayprovide foreign investors with easy
and fast access to the trading infrastructure quliai$ which service the government securities
market, while observing the highest standards oftegting the ownership rights of the
various classes of investors in government seesrdind the relevant international standards
in the area of securities settlement systems.

In its capacity of an issuer on and a participarthie financial market, the Ministry of
Finance will ensure the provision of all conditiomscessary for maintaining a competitive
market environment stimulating the activity of fintgdal market participants and facilitating
even higher market efficiency and transparencyptoviding a wide range of investment
opportunities for market participants, and base lindicators for the main benchmark
maturities to measure changes in the yield of éisé of the financial market instruments.

In accordance of the issuer's form commitments tmaaket-oriented debt issuance
policy and maximum transparency with regard todéeision-making process concerning the
development of the government securities market,MoF will continue to maintain both
formal and informal communications on a regularibagth participants in the government
securities market. Primary dealers of governmeatirsges are qualified participants in the
primary debt market and important counterpartietieas to the MoF in the process of
efficient distribution of domestic government delnd its subsequent management. A
significant challenge for both the MoF and for ralarket participants will be to identify the
best option to achieve the convergence of the Bialganarket of government securities to
the intensifying integration processes of constilaand enlargement of trading and post-
trading infrastructures on the sophisticated Eunopmapital markets.

The stable and successful single European markeamigs compliance not only with
the common EU legislation in the area but alsonigkinto account the other institutional and
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purely market trends. The development of the Budgatrading infrastructure which services
the government securities trade should be focusetkchnical and operational integration
into an international/European structure of depos$, as a preparatory integration step
towards the pan-European payment and settlemetfbnpies for cash and securities.

In the period covered by the Strategy, to achieigher degree of harmonisation in
post-trading, the MoF will continue its effortsgaiher with BNB in its capacity of operator
of the settlement system, in implementing busin@sxesses, where operations in euro-
denominated government securities with paymentuno ®n the primary and the secondary
market are carried out according to the principledelivery versus payment, with cash
settlement taking place in TARGET 2 accounts heyd the participants with BNB's
Government Securities Settlement System (BNBGS3Kg. activities underway will also
ensure full compliance with the Recommendations $mcurities Settlement Systems
developed by the Committee on Payment and Settle8ystems (CPSS) and the Technical
Committee of the International Organisation of Sgi®s Commissions (I0OSCO), the
recommendations of the Committee of European SezsifRegulators/the European System
of Central Banks (CESR/ESCB), and the StandardshimtUse of EU Securities Settlement
Systems in ESCB Credit Operations. Along with tehhical implementation of the project,
action will be taken to amend accordingly the lefyjammework regulating the government
securities market.

With a view of integrating foreign investors intioet Bulgarian depository structure
servicing the trade in government securities, @igpécus will be placed on activities related
to facilitating government securities registratiand trade, in the context of transborder
relationships between sub-depositories of govermnssturities and non-resident legal
entities which hold government securities in thewwvn name but for another’s account,
including in their capacity of custodians. A keynsideration behind that is the fact that the
government securities market is the main channeérdfy for portfolio investments in
Bulgaria. The stability of the banking sector, whigill play the role of an intermediary and
custodian for foreign investors, is a key preregiis achieving this objective.

4.2. Implementing a market-oriented debt issuanceqgicy through diversification
of the maturity and currency features of newly-issed government securities

In present day conditions, government debt managengemands a finer
differentiation of approach to prospective investdrased on their diverse interest and risk
profiles in terms of government securities, théarsn to maturity, degree of liquidity risk and
inflationary risk, and default risk. The developrher the government securities market is
particularly important in the context of strengtlmenthe status of government securities as
one of the main sources of funding for the coustrgbrrowing needs. In this situation,
building up a highly-liquid benchmark curve by dis#ying the debt instruments on offer and
through the diversification of their characteristio order to target investors with different
portfolio management strategies is crucial for flssuer. The diversification of debt
instruments is in line with the objective to encamge the development of an efficient
secondary market, which in its turn requires largieimes of highly standardised government
securities. Another leading feature on which theués will focus is to maintain their
competitiveness vis-a-vis other investment dirextjanamely: high security, optimal yield to
risk ratio and high liquidity. Efficient responseihvestor needs through the realisation of the
competitive advantages of government securitiethesmost rational path to achieving the
goals of debt management, in the context of todfyyacial markets.
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Legislative Acts and Other Relevant Documents

» The Government Debt Act;

» The State Budget of the Republic of Bulgaria Acttfee respective year,

e The Structure of the State Budget Act;

* The Municipal Debt Act;

» The Bulgarian National Bank Act;

* The Law on Settlement of Non-Performing Loans Niegetl Prior to 31 December 1990;
» The Credit Institutions Act;

e The Public Offering of Securities Act;

* The Markets in Financial Instruments Act;

» The Law on Financial Management and Control inRhblic Sector;

» Legislative acts regulating the possibility to issgovernment guarantees to cover third-
party financial obligations such as: the Bulgaridevelopment Bank Act, the Bank
Deposit Guarantee Act, the Insurance Code, the iEkpEUrance Act, the Student Lending
Act;

» The European Union regulations in the area of firedrservices and markets;

» The European Union regulations in the area of gowent financial statistics;

« Decree of the Council of Ministers on the implena¢gion of the state budget of the
Republic of Bulgaria for the respective year,

e Ordinance No. 5 of 2007 on the terms and procedareacquisition, registration,
redemption of and trade in government securities;

e Ordinance No. 15 of 2007 concerning Control oveamBactions in Government Securities;

* Ordinance No. 31 of 2007 concerning the Settlero€@overnment Securities;

e Ordinance on the procedures for using governmetg-term bonds issued under the Law
on Settlement of Non-Performing Loans NegotiateidrRo 31 December 1990 Act, for
redeeming obligations to the government ensuinig filee said Act, adopted under Decree
No. 22 of the Council of Ministers from 1995;

* Ordinance on the Requirements for Investment Pi®jEmanced by Government Loans
and Projects Applying for Financing by a Governm@narantee and on the Procedure of
their Consideration, adopted under Decree No. 2BeCouncil of Ministers from 2003;

* Ordinance No. 9 of 2003 on the Terms and ProcefdurBrovision of Information on the
Status and Movement of the Debt of Municipalitiad &ocial Security Funds;

* Ordinance No. N-19 of 2006 on defining the scopafadrmation which all municipalities
are required to keep record of, store and provadde Ministry of Finance concerning the
debt undertaken by them in compliance with the irequents of the European Union and
Bulgarian legislation concerning reporting, statstand budgeting in the public sector,
and on the terms and procedure for such reportidgpeesentation;

* Guidelines on the implementation of the 2012 dbaidget

» Decision No. 298 of 2012 of the Council of Minigeoncerning the approval of the main
assumptions and budget forecast for the period-2015 and the adoption of expenditure
ceilings by first-level spending units, excludingimicipalities, for the period 2013-2015

» The 2012-2015 Convergence Programme of the RepoibBalgaria.
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