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Highlights

u Debt problems of Europe and inability
of member states to make unite decision and
implement them for combating macroeconomic woe
made investors nervous in May. Fears that huge budg
deficits, growing debt burdens, and debt refinancin
difficulties for some of the euro area countries will lea
the World economy in to a new recession, led to
global sell offs on financial marketsBulgarian stock
market tookthe downside direction as well.

u
by BSE, fell

mood, being hit hardest. The index went below thek
support level of 400 pointand still stays more than 80
percent below its 2007 peak value.

u Minister Traikov announced that the)
listing of 33 percent stateshare of E'ONon BSEwill be
appointed after the audit inspection by the State
Energy and WateAuthority. Listing earlier than the fall
is unlikely, as the optimistic scenario, however this w
happen within this year.

u Markets in Portugal, Germany, Polang
and Belgium havedst between 3 and 4 percent of thei
market capitalization. In these countries share
suffered the least from theglobal sell off. Worst
performers were stocksin Ukraine, Greece and
Romania, which droppedn the range of14 and 27
percent. While the strong depreciation in Ukraine an
Romania isseems to be acorrection to the robust
appreciation since the beginning of 2009, th
movement of the benchmarkin Athens resampk a
severe bear market, mainlydue to macroeconomic
problems of thesoutheastern European country

u In April the banking system managed t
come at aprofit as well which, however, continues to
shrink on anannualbasis For the first four months of
the year, net income reported by commercial banks
stood at 218 million leva, which is 34 percent below
that the corresponding period of 2009alue.

u The ratio between the provision for
impairment and credit continues to growand by the
end of April 2010rose toa new record, at4 percentfor
the last at least 8 years Of course,when economic
situation improves part of these provisions will be
reintegrated, this will turn in additional source of
income for the system.Share of cashassetsin banks
assets slid to 8.5 percent in April, which is not sign for

Major stock market indexes, calculated
between 6 and 8.5 percent in May. Th
benchmark SOFIX suffered the most from the negatiy

Expensive funding and low credit demand et these
interest rate levels on loans makes banks keep less
cash.

u Downward trend in interest rates on
newly deposited funds in banks keeps intact. This
tendency however is poorly transformed in to lower
interest rates on newly lent loans. Quite the opposite,
even some of the loans are getting more expensive.

u Interest rates of euro denominated
corporate deposit declined to 3.5 percent, and euro
denominated households deposits went down below
the 5 percentage point level. Denominated in leva
‘deposit are tradiionally more expensive, but for a
eight straight month interest rates on them are getting
lower.
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u Attracted funds in the banking system
shrank by half a billion leva to 60.6 billioim April. The
drop is due to half a billion leva returned to credit
institutions, mostly motherbanks or related to them
companies Attracted funds by credit institutions
declined to 13.5 billion leva, which is by 1.5 million less
than the beginning of the year. Parent banks are
FSStAYy3 fAljdAR RAFFAOMzZ (GAS:
good opportunities in the country to be finared.

U  FX share in outstanding amounts keep
its upward trend, while FX denominated attracted
fundsshareis reduang

O

liquidity problem of the system, quite the opposite
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Capital markets

Figure 2. BSE indexes
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Debt problems of Europe and inability of memb
states tomake unite decision and implement the
for combating macroeconomic woesmade
investors nervous in May. Fears that huge bud
deficits, growing debt burdens, and de
refinancing difficulties for some of the euro arg
countries will lead the World economy in to a ng
recession, led to a global sell offs on finang
markets.Bulgarian stock market took the downsic
direction as well.

Major stock market indexes, calculated by BSE,
between 6 and 8.5 percent in May. The benchm
SOFIX suffered the most from the negative mo
being hit hardest. The index went below theyk
support level of 400 pointand still stays more than
80 percent below its 2007 peak valuBOFIX ig
among the worst performers in the region ¢
Emerging Europe. Istanbul stock exchange marksg
new record high this year, Romanian stock mar
captureda lot of its lost territory, stocks in Ukraing
Hungary, Russia are another good examples of g
recoveries, while the Greek economic problel

privatization through the stock exchangeof
minority stakes of key state owned compangesd
assets (Nuclear plant Kozlodui, Electricity
distribution companies, thermal power plants,
hydropower plants, at.). The state wl still be the
controlling shareholder for most of the listed
companies (if this type of privatization happens),
but will receive fair price for sold stake and fair
valuation for owned assetsFurthermore, the
statue of a public companwill make them moe
transpaent and effective.

Moreover, having Poland pension fundsin mind,
Bulgarianpension funds should be obliged to invest
more money in Bulgarian shares. Must not be
forgotten that the secalled Silverfund (sovereign
fund) funds are put in deposiisbut should be
allocated in marketable instruments if future
compounding effect is demandedlow liquidity is a
rfund managersserious excuse to refrain from

investingon the Bulgarian capital market. Imore
g‘serious examination oportfolios of pensionudnds,
ha very low liquidity companiespop up even
,;companies not include in benchmarkscal money
ymanagersshould not try to copy investment gurus
ilike Warren Buffet andhould not concentrateonly
¢in companies with high liquidity rating, traded on
devebped capital markets,because they may
encounter stocks and bonds from the next Enron ,
fLehmanBrothers, Merrill Lynch or any other "top"
Hhwestern companythat isalready absent from the
Hcorporate world map, and investors remember it
only "thanks" to thedsses incurred.

There is o developed economy in the world
hwithout a well functioning capital marketwhich
L Serves asan alternative and complemertb bank
L lending. Banks operate exclusivelyarpro-cyclical
,» manner, amplifying ascending and descending
V:periods of the economic cycle. Over 5 billimva,
r-or close t010 percent of loans to companies and

and awful stocks performance seems to weigh fhhouseholds are problematicwith the desire of

most on BSE.

commercial banks to grant new loans at reasonable
interest rates is very limited.

Low stock prices of Bulgarian public compa
freeze the trading activity, which leads to |
liquidity, which in turnsis pointed as a majo

ies

shortcoming for institutional investor to chann llnearly May the state change the board of directors

more of their funds available in local financia
instruments. This vicious circle can be broken by Beach ADs the Ministry of Economy

institutional  intervention, for example

of Sunny Beach ADA majority owner of Sunny
Energy and
Tourism, which owns 75 percent of the shares of



the company. Traly 3 | OGA QA G @
stock is frozen beause of uncertainty about thg
future development of the company an
traditionally poor results.Sunny Beach ADBlack
management is a goo@éxample how infective a
state owned company can be.

Minister Traikov announced that the listing of 3
percent state share of E'ONon BSEwill be
appointed after the audit inspection by the Sta
Energy and WateAuthority. Listing earlier than the
fall is unlikely, as the optimistic scenario, howe\
this will happen within this year.

In May, started the capital increae of Expat Beta
REIT. The compaitsg/willing toraise 43 milliorleva,
of course if the capital increase passat 100
percent subscription levelThe Fund will invest thg
money raised in undervaluedeal estates mostly
office buildings with key locatios. Managing
partner in the fund areNikolay Vassilev (former
Minister of governments "Gotha" and "Stanishe\
and Nikola Yankov. Trading rights will be held u
June 28, 2010An auction ér unsubscribedightsis
appointed at July 7, whilesubscription of new
shares will continue until July 21. It is expected tl
secondary trading of new shares on the BSE E
Beta to start in late August. Managing partaeof
the companyare willing Expat tobecome a stock
exchange company with a large free float vaitt
prominent majority owner. The capital increase

Expat will test the ability of markets to channel

funds.

Financial Supervision Commission approved
tender offer made by Aroma AD to the
shareholders of Astera CosmetikB. The proposed
price per share is 6.80leva per share. I
shareholders accept the tender offer theroma
will become one of the largest cosmetic compan
onthe localmarket.

Medica AD reported a three percent revenue
growth during the first four months of the yeg
compared b the same period last yeaet income
rose byhefty 90 percent over the same period t
554thousandleva. Shares of Medica are in a stal
upward trend.

Sales of Stara Planina Hotise by 41.20 percent &
of the end of Aprilcompared tothe same period

results have M + S Hydraulic and Ehakra. Stara
> planina released its May expected results, which
g are indicating growth thanks t&lhim Iskra

Realized in Aprihet revenuesof Monbat climbed to

12 million leva, which is with 79 percent above

2009 same month result$:or the first four months
Zof 2010,salesof Monbat jumped by an impressive

78 percentyoy to 57.6 millionlewa Profit for the
[eperiod amounted to more than 7 milliokeva as

increased by 44percent compared to the same
eperiod in 2009.
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Unlike April, wha we witnesseda mighty green

Table 1. World stock indexes performance

wave flooding global markets situation in May
radically transformedin the opposite direction
Quotesin most of themonth were colored in red

Marketsin Portugal, Germany, Poland and Belgil
have bst between 3 and 4 percent of thamarket
capitalization. In these countries shares suffern
the least from theglobal sell off Worst performers
were stockan Ukraire, Greece and Romania, whig
droppedin the range ofl4 and 27 percent. Whilg
the strong depreciation in Ukraine and Romanig
seems to be @orrectionto the robustappreciation
since the beginning of 2009, the movement of t
benchmark in Athens resampé a severe bea
market, mainlydue to macroeconomic problems
the southeastern European country

Bulgarian marketuplicatesdownward movements
of international marketsvery well but when it
comes to appreciatioit doesnot respond. SOFIX
near in the middle of the table on monthly
performance in May, but remains on the bottom ¢
YTD percent change.

US stocks were among the hardest hit in May
erasingan average 8 percent dfeginning of the
month value.

On May 5, Dow Jones Industrial receddts largest
daily loss in history, having fallen by almost 10
points before capturing backsome of the lost
territory by the end of the session. U.S. stg
marketswatchdogreacted immediately and starte
investigation. Speculations are that electror
trading systems have introduced massive {
orders, and that large traders have ceased to trg
for nearly half an hour sa liquidity gap on the bid
appeared

Index 305.2010 M-0-M retun YTD return
PSI-Portugal 2509.4 -2.7% -13.5%
DAX-Germany 5964.3 -2.8% 0.1%
WSE WIG Index-Poland 41 530.1 -4.1% 3.9%
BEL 20 -Belgium 2453.4 -4.2% -2.3%
NSEL 30 Ns -Lithuania 243.4 -4.5% 16.1%
SMI-Switzerland 6312.6 -4.6% -3.6%
Copenhagen 20-Denmark 388.7 -5.5% 15.4%
' OMX Riga-Latvia 338.2 -5.7% 21.2%
FTSE100-England 5188.4 -6.6% -4.1%
Bovespa-Brasil 63 046.5 -6.6% -8.1%
Stockholm 30-Sweden 980.6 -7.0% 3.0%
Micex-Russia 1332.6 -7.2% -2.7%
OMX Helsinki -Finland 6490.4 -7.2% 0.5%
AEX-Holland 320.7 -7.3% -4.4%
ISE100-Turkey 54 384.9 -7.8% 3.0%
PX index i Czech Rep 1176.8 -7.8% 5.3%
Dow Jones Ind-USA 10 136.6 -7.9% -2.8%
CROBEX -Croatia 1986.4 -8.1% -0.9%
CAC40-France 3507.6 -8.1% -10.9%
S&P500-USA 1089.4 -8.2% -2.3%
SOFIX-Bulgaria 381.7 -8.5% -10.7%
SSE index-Slovenia 3575.6 -8.5% -12.3%
ATX-Austria 2422.6 -8.6% -2.9%
FTSE MIB30-lItaly 19 544.0 -9.4% -15.9%
OBX Index-Norway 313.2 -10.0% -7.7%
BELEXIline-Serbia 1271.7 -10.4% -3.1%
OMX Tallinn-Estonia 546.0 -10.4% 34.9%
BUX-Hungary 221034 -10.7% 4.1%
IBEX35-Spain 9359.4 -10.8% -21.6%
RTS-Russia 1979.8 -12.3% -6.0%
SAX-Slovakia 208.7 -12.4% -21.8%
ISEQ Overall -Ireland 2947.7 -13.2% -0.9%
BET-Romania 4935.1 -13.8% 5.2%
ASE-Greece 1550.8 -17.1% -29.4%
PFTS-Ukraine 739.15 -27.0% 29.0%

SourceBloomberg, BSE
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on anannualbasis For the first four months athe
year, net income reported by commercial banks
stood at218 millionleva which is 34 percent below
that the corresponding period of 200%alue

The Banking System

Figure 3. Bank system assets

Net interest income and nahcomefrom fees and
commissions remain near 2009 levels, lndn loss
134% | costs keep trending up.

- 13.6%

13.2% . . : :
Administrative  costs, including personnel

130% | remunerationremain at last yearlevels suggesting
1289 | that banks will hardlyower any further these costs
126% | The ratio betwen the provision for impairmerdand
credit continues to growand by the end of April
2010rose toa newrecord, at4 percentfor the last
122% | at least 8years Of coursewheneconomic situation

. improves part of these provisions will be
»% reintegrated this will turn in additional source of
income for the system.Share of cashlassetsin
banks assets slid to 8.5 percent in April, which is not
sign for a ligudity problem of the system, quite the
After a recordasset size iMarch, the assets of thg OPposite. Expensive funding and low credit demand
banking system decreased ifpril by over 600| €t these interest rate levels on loans makes banks
million levato 70.7 billion leva. This decreateads | keep less cash.

to an increasein the ratio between equity and
assd¢s, which rose to 13.4 percent

12.4%

mmm Assets minleva(LHS)

= Equity to assets ratip% (RHS)Source: BNB

In April the banking system managed dome at a
profit as wel] which, however, continues to shrink

Table 2. Key indicators

@00 leva 30.4.2010 31.3.2010 31.12.2009 30.4.2009
Assets 70 747 519 71 380 696 70 867 899 69 489 026
Equity 9 509 221 9 519 896 9 456 575 8 561 014}
Net income 217 625 169 554 780 192 328 746
Net banking income 1240 461 936 293 3792 150 1228 319
Net interestincome 938 281 707 310 2 847 031 921 745
Net commission and fee income 235994 175 190 734 870 235 992
Impairment 384 297 285 297 1040 44 255 575
Administrative expenses 538 155 399 767 1 683 282 550 610
Salaries 232 292 173 504 698 980 234 019
Equity/Assets 13.4% 13.3% 13.3% 12.3%
Cash/Assets 8.5% 9.1% 9.0% 8.0%
Total deposits/ Total loans 100.8%6 101.3% 101.6% 103.8%
Deposits/Loans(firms and households) 87.8% 87.5% 84.7% 84.3%
Loanlossprovisions % 4.0% 3.9% 3.5% 2.4%

Source: BNB




Figure 4. Volume of new business on deposits,
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Volume ofnew businesses on depos#g#id in April,
with corporate deposits in euros being th
exception of the which fora second consecutivé
month increase. Falling interest rates explain t

decline involume ofnew business odeposits.

Figure 5. Interest rates of new business on
deposits, %
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in interest rates on new
in banks keeps intact. T

Downward trend
deposited funds

tendency however is poorly transformed in to lowe

opposite,even some of the loans are getting more
expensive.

Interest rates of euro denominated corporate
deposit declined to 3.5 percent, and euro
denominated households deposits went down
below the 5 percentage point level. Denominated in
leva deposit are tradibnally more expensive, but

for a eight straight month interest rates on them
are getting lower.

Commercial banks prefer borrowing in local
currency and lending in euro, minimizing currency
risk and matching currency structure of assets with
that of the labilities.

Deposits, key indicators

Attracted funds in the banking systeshrank by
half a billion leva to 60.6 billiom April The drop is
due to half a billion leva returned to credit
institutions, mostly mothetbanks or related to
them companies Attracted funds by credit
Cinstitutions declined to 13.5 billion leva, which is by
* 1.5 million less than the beginning of the year.
h9arent banks are feeling liquid difficulties, or they
2dzad R2y Qi FTAYR Sy2dzAaK
country to be finaned.

The returned fund lowered currency share of
attracted funds to 63.6 percent, vs. 63.3 percent a
month earlier.

Firm and households deposits (outstanding
amounts) ascend was not enough to compensate
funds returned to parent banks.

However households deposits keep breaking
records, reaching a new record value in April. As at
the end of the month households deposits rose to
25.8 billion leva. Decreasing interest rates on
deposits made firms and households more unwilling
to save in banks. For sure, lowiaterest rates may
help the economy in exiting recession.
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interest rates on newly lent loans. Quite th




