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I. INTRODUCTION

The National Reform Programme of the Republic ofigBria (2011-2015) is prepared in line
with the “Europe 2020” Strategy, approved by thedpean Council in June 2010, and with
the new instrument for enhanced economic policydioation in the European Union, the so
called “European Semester”. This document refleth® enhanced procedure for
macroeconomic surveillance and thematic co-ordinmatvithin the European Semester as
well as the Integrated Guidelines (IG). The Progrems closely linked to the Convergence
Programme of the Republic of Bulgaria (2011-2014)d adirectly addresses the
recommendations in the conclusions of the Europ@ammission’s (EC) Annual Growth
Survey. The Programme addresses the key priorstyess while taking into account the
current needs and national specificities of a sropéin economy. Thus, the focus is put on
fostering competitiveness in order to take full askage of the economic recovery. With a
view to the starting position of the country itteo difficult to identify just several priority
areas towards which the efforts of the economiacpahall be directed. Still, the following
could be outlined as such:

—  Better infrastructure — better connection with Eagpsustainable and competitive
regions (with accessible services) and better atoer among them (including the
less developed territories); preserving and achgvecognition for the Bulgarian
cultural and historic heritage and natural landraark

—  Competitive youth — reducing the share of earlystHeavers, increasing the
number of young people with higher education, ermging young scientists,
realisation of the potential of young people indaria;

—  Better business environment in the EU — lowestdianden for the business and the
households in the EU, higher employment, more imests (including in R&D
and innovations), fiscal stability;

—  Greater confidence in the state institutions —caffit judicial system and ensuring
the supremacy of law, protection of the interestsitizens and the business, social
justice and security.

The Bulgarian government reconfirms the nationeydes, defined in the draft NRRs of
November 2010. Given the uncertainties in extegralironment and the expectations for
recovery from the current crisis, we envisage aiomderm review of the progress towards
meeting the national targets and sub-targets.

In line with the conclusions of the European ColumtiJune 2010, the economic policy

measures presented in this NRP are orientated dgwacilitating the operation of the main

factors to growth, and reaching the national targetder the “Europe 2020” Strategy in

accordance with the recommendations in the Intedr&uidelines and the priorities set under
the seven flagship initiatives for intelligent, &isable and inclusive growth.

The financial sector is not a bottleneck to growdb¢ording to the Bulgarian government.
The financial sector is dominated by the bankirgfesy which is stable, well functioning and

! Submitted to the EC on 12 November 2010
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capitalised, and which ensures effective finangrdgermediation as a precondition for
sustainable economic development and faster coeneeg

The Bulgarian government regards the priority dheftastructure with a view to improving

the access to the Single Market” as a key factagcmnomic growth. Its development will
contribute to taking full advantage of the benefiitean the Single Market through improving
the physical infrastructure, which in turn will l@nductive to improving the business
environment.

The Programme identifies priority measures for tiaading the main factors to growth and
for achieving the national targets, which measw#isbe implemented in the short term and
will support the faster recovery of the Bulgariaoeomy.
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Figure 1. Relations between factors to growth, @e8 and national targets
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The Action Plan annexed to the Programme presentetailed list of measures for
overcoming the identified bottlenecks to growthnaain factors to growth and for achieving
the national targets, including a time-schedule fbeir implementation, responsible
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institutions, (budgetary) costs for the implemeaptatof measures, expected results and
indicators for measuring the progress of the imgletation.

The policies and measures presented in the Progearhke those in the Convergence
Programme of the Republic of Bulgaria (2011-20&45¢ address the goals of the so called
“Euro Plus Pact”, mainly with regard to fosteringngpetitiveness and employment, as well as
for further increasing the sustainability of pulfiltances.

Figure 2. Relations between the NRP policies aedghiro Plus Pact
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The expected synergies as a result of the suct¢esgilementation of the planned reforms
will contribute to the realisation of the sevendgdhip Initiatives of the European Union under
the “Europe 2020” Strategy, thus increasing thentigis growth potential, the resilience of
the economy to external developments, and transfigrihinto a Member State attractive to
work, live and invest in.

As a result of the successful implementation ofs¢heeforms we expect to increase the
standard of living to up to 60% of the Europeanddmverage by 2020.

11
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. PROSPECTS FOR THE DEVELOPMENT OF THE
BULGARIAN ECONOMY

I1.1. Macroeconomic Scenario until 2015

The National Reform Programme is based on the reaormmic framework for the period
2010-2015 and the estimates for the potential drawtil 2020 under key assumptions for
the external environment provided by the EC, therimational Monetary Fund (IMF) and the
Ministry of Finance of the Republic of Bulgaria, asMarch 2011. The projected values of
the indicators contained in the National Reform glammme and in the Convergence
Programme of the Republic of Bulgaria (2011-2014 ealculated on the basis of the
medium term macroeconomic model and a model oMiméstry of Finance for assessing the
potential growth using the Hodrick—Prescott filtestimates of the National Statistics Institute
(NSI) and of the National Health Insurance Fund [NHwere also used (Table 1). The
effects from the implementation of the reforms preed in the Programme have not been
taken into account in the baseline macroeconon@nas.

Table 1: Assumptions on Main Macroeconomic Indicato

2010 | 2011 2012 2013 2014 2015

USD/EUR exchange rate (annual average) 1.33 1.32 1|1.3 1.30 1.29 1.28
GDP (in real terms, % change) — World Economy 4.96 4.43 4.48 4.59 4.64 4.6[7
GDP (in real terms, % change) — EU 1.82 1{73 2.04 152 2.18 2.12
Crude oil price (USD/barrel, % change) 2702 3559 .79( -2.31 -0.95 0.44§
Six-month LIBOR on USD-denominated deposits 0}52 g.63 0.88 1.38 2.38 3.38
Three-month LIBOR on EUR-denominated deposits g.81 391. 2.11 2.71 3.18 3.56
International prices (%, on an annual basis) 26.225.06 -4.31 -6.79 -6.30 -3.82
Food 11.43| 24.09 -4.72 -6.42 -5.40 -3.83
Beverages 14.12 23.88 -3.52 -10.9y7 -11.32 -10.74
Agricultural raw materials 33.24 2478 -11.53 -7/34 -3.31 -3.22
Metals 48.12 26.50 -0.75 -6.3Y -7.78 -3.15

Source: EC, IMF, MF.

A moderate but sustainable economic growth ranfjiom 3.6% to 4.4% is expected for the
period 2011-2015. After 2011 the domestic demarasure on imports will increase. The
growth rate of the consumption and the investmanlisincrease in the medium term, but
their share in GDP will remain lower as compareth®pre-crisis levels.

In the period up to 2020 the Bulgarian economyxigeeted to grow at an average rate of
3.9%. In the medium term, up to 2015, the Bulgagaonomy is expected to increase by
slightly over 4% in real terms, but the output galphough declining, will remain negative
until 2013. In the baseline scenario, based onodyation function, the potential growth of
Bulgaria for the period 2011-2014 will be approxieta 2.8% on average, and in the period

12
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by 2020 it is expected to be 3.4%. The potentiaPGJpowth will accelerate until 2016, after
which a moderate slowdown is expected as a restitieonegative labour contribution due to
the population ageing and the declining employnnaiet.

The considerable increase of the unemploymentisateated to the raise in its natural rate.
In the medium term the natural unemployment is etquk to continue increasing and to
remain high as a result of the restructuring ofébenomy and the slower absorption of the
released during the crisis workforce. Thereforeirduthe next three years the contribution of
labour is expected to be negative, regardless @fettpected gradual rise of employment.
After 2014 the higher growth rates of labour pradduiky, total factor productivity and capital
will determine the positive contribution of laboup potential growth, despite the
manifestation of the negative demographic charesties. The latter will have the highest
importance for the negative labour contributioreaf2018.

During the entire period from 2011 until 2020 thesiptive contribution of the total factor
productivity is expected to increase. It will beetbriving force for the potential economic
growth. The expenditures on R&D will increase theantribution insignificantly, but this is
based on a scenario where the effects from aclyewvie national target for investments in
R&D of 1.5% of GDP in 2020, have not been takeo imtcount. As far as investments are
concerned, after 2014 the contribution of publipitz is expected to decline at expense of
higher contribution of the private sector.

Figure 3. Contributions to potential GDP growth (pentage points)
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Source: MoF estimates

* The R&D capital is differentiated as a separat®duction factor, to difference of the standard gwation
functions. The objective is the R&D contributionlde more properly estimated by taking into accotinat
efficiency of expenditures for R&D, on the one haamt the production elasticity from the accumudaR&.D
capital, on the other.

In the Programme the expectation for 3.6% GDP dnaw®011, as projected in the course of
drafting the 2011 State Budget, remains unchangbd.forecast is based on the quarterly
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growth rates of both consumption and investmeriserved in the third quarter of 2010. We
however expect lower positive contribution of ngperts since a recovery of the imports is
ongoing, reflecting both the recovering domestimded and the high growth rates of exports
of branches with high intermediate consumptionngbarted raw materials and commodities.
The current forecast for economic growth of 4.1%2012 is relatively close to the EC
autumn forecast of 3.8%. The differences couldueetd differences in the assumptions.

After the reported decline in households’ consuomptf 7.5% in 2009 and 1.3% in 2010,
during the current year a growth of 3.1% is expdchs a result of the labour market
stabilisation, the restored economic confidenceitsemts and, respectively, the lower
propensity to precautionary savings of househdsing the period 2011-2015 household
consumption will continue increasing at a modepatee.

Table 2: Main indicators of the 2011-2015 macroawuit scenario.

2010 2011 2012 2013 2014 2015
GDP — current prices EUR million] 36,032.$ 38,640.4 41,330 44216.4 47,0844 50,199.7
Real GDP growth percentage 0.2 3.9 4.1 4.4 4.2 4.3
Contributions to the GDP growth, including
Investments percentage H#.1 14 1.9 1.9 2.4 2.4
Consumption percentagp -p.9 2.2 2.7 3.3 2.6 3.0
Net export percentagg 2 0.3 -04 -0.9 -0.3 -0.9
GDP Deflator percentage 3.p 3.5 2.7 2.5 2.2 2.2
Harmonised inflation — average for the period petage 3.p 3.9 3.3 2.6 2.4 2.4
Current account (GDP) percentage -1.0 -2.2 -3.3 -3.9 -3.9 -4.0
Trade balance percentage 6.7 -7.0 -7.9 -84 -9.4 -9.4
Services, net percentade 5.3 5.3 5.2 5.1 5.3 54
Income, net percentagp -B.9 -4.2 -4.9 -4.2 -3.5 -3.4
Current transfers, net percentape 43 39 3.7 3.6 3.3 3.4
Financial and capital account, including EUR milllo 2,894 2,463 4,938 3,652 4,609 4,074
Foreign direct investments EUR millign 1,638. 2,249 3,264 3,424 3,601 3,781
Overall balance EUR milliop  -383.4 1,631 3,564 1,913 2,80 2,044

Source: Ministry of Finance

The favourable development of exports and the mgowf domestic demand are also
expected to have a positive impact on investmevtigsh will start recovering albeit at slower
pace as compared to the period before 2009. In,28xl 4 result of the stronger demand and
the diversification of both the geographical anddurct structure of exports, a more active
investment activity is expected and, accordinglygal increase in the gross capital formation
of 5.6%. The forecasted investments’ growth in 2i314 result of several factors. On the one
hand, we expect that base effects from the low eglteported after the gross capital
formation decrease in 2009 and 2010, will be matei® These effects have been observed
since the end of 2010 — during the fourth quarfehe previous year investments increased
by 4% on an annual basis. On the other hand, gteneestors’ survey demonstrates positive
expectations of entrepreneurs for 18.1% growthnwestments in 2011. As a whole, the
investments are the most volatile GDP component @nd situation of higher business and
consumer confidence and preserved macroecononbititytan the country, they are expected
to grow at rates higher than the GDP growth. Duthmgwhole forecast period, the share of
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investments in GDP will increase, reaching 28% @12 but the growth rate of the gross
capital formation will remain at levels below 8%.

At the beginning of 2011 the unemployment ratexiseeted to settle around its level at the
end of 2010 and subsequently to start graduallyedsmg. The average unemployment
decline in 2011 is expected to be insignificant (9p), and the employment grotfor this
year is estimated at about 0.2%. The current eapiens for the unemployment development
remain more conservative as compared to the Autbarecast of the EC, which projects a
decline of the unemployment rate to 8% in 2011, levlihe baseline scenario in this
Programme does not envisage that these levels vweuldached in the medium term.

The labour productivity in 2011 will slow down to4%6 but will remain comparable to the
growth rates reported during the pre-crisis yeBusting the period 2012—-2014 the labour
productivity is expected to continue increasingaaslowly accelerating rate. This will be
accompanied by a moderate increase of the empldyamehdecline of the unemployment to
an average rate of about 8.7% in 2015.

The restructuring and the optimisation of the wiankfin the private sector and the still low
labour demand in the Bulgarian economy will contimampering the average wage growth.
Within the programming period the indicator is ecteel to change at rates close to those of
the labour productivity.

During the period 2011-2015 a moderate, graduallyilaving down inflation is expected

In 2011 the average annual inflation is expecteactelerate, since under the influence of the
international prices of energy raw materials, faod metals, the consumer prices of food and
energy goods will grow on an annual basis. The odlation will increase slightly as a result
of the recovering domestic demand and labour maeer the next years no significant
increase of the international prices of raw mateii@ US dollar terms is expected, and under
the assumption of a stable Euro, no increase d¢étioh triggered by external factors is
expected.

In 2012—-2015 the economic recovery on the supply wiill limit the price growth, mainly in
the tradable goods, in line with the expectatioms Higher production and, respectively,
higher labour productivity in the industry as comgghto that in the construction and services
sectors. No significant increases in the pricesraf materials and of crude oil on
international markets are expected. During theoge2011-2015 the contribution of the
administrative prices to the overall inflation Is@expected to be moderate.

The influence of tax policy on inflation in 2011atso expected to be low, since the level of
direct taxes will remain unchanged, while in thdiiact taxes, only the excise duties will

have a low impact on consumer prices. The mairsniskated to the inflation are related to
the international prices development and the ecamgrowth in Bulgaria.

In themedium term the current account deficit will remain below 4% of GDP, supported
by the lower trade deficit as well as the largansfers, mainly from the EU. The expectations
for stable growth of income from tourism and expart transportation services, related to the
sustainable growth of the exports of goods, wilitcbute to maintaining the surplus in the
balance of services at levels slightly higher tb&h of GDP and to their positive influence
over the dynamics of the current account during éhire programming horizon. In the
baseline scenario a higher increase in the cuaerdunt deficit as compared to the Autumn
Forecasts of the EC is expected; this is relatethe¢ohigher national expectations related to
the domestic consumption growth .

2 According to the definition of the System of Naid Accounts (SNA).
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During the period 2011-2015 the real growth of etp@f goods and services will slow
down, stabilising at levels above 7%. This slowdomith result from the decline in the real
growth of exports of goods, while the exports of/gees are expected to increase moderately.

In 2011 the recovered domestic demand is expeotézhtl to an increase of imports of both
goods and services. The slowdown of the real exptetlimits the growth in total imports to
7.8%. As a whole, the trade deficit should remaileeels below 10% of GDP in the medium
term.

The recovery of the investment confidence and iif@ovement of the business environment
in the country are expected to be accompaniedieg@very of the inflow of foreign capital.
Although the foreign direct investments will remainconsiderably lower levels as compared
to the pre-crisis period, they will be sufficienténsure stable coverage of the current account
deficit. A moderate restoring of the external fiogug of companies is also expected. At the
same time, as a result of the high liquidity, whitle banks maintain, no large financial
inflows in the sector will be observed in the mexditerm.

11.2. Effect of the Achievement of the Set 2020 taets on the
Potential Growth®

This section presents the effects on potential gramom the following targets set in the
National Reform Programme:

»  Anincrease in the expenditure on research andaawent to 1.5% of GDP in 2020;

» A combined effect from the agreed pension reform achieving the target for 76%
employment rate of the population aged 20-64;

»  An improvement of the indicators in education —peedively decreasing the share of
early-school leavers to 11% and increasing theesbérthe people aged 30-34 with
higher education to 36% by 2020.

The effects are estimated using a production fanatith a constant return to scale. Labour,
private and public physical capital, as well aaesh and development capital, are included
as production factors.

The estimates show that the largest positive eftectgrowth comes from increasing the
employment rate in combination with the pensioomet The investments in R&D also could
have a significant positive impact on potentialvgito and its sustainability in the long term.

If all the envisaged measures are implementedpdiséive impact of the structural reforms
on growth could be noticed already in 2015 and wdd in the range of 0.8-1.0 pps.

Figure 4. Potential growth in the alternative scena, %

% In the programme only the direct effect of thenpled structural reforms/pension reform on potemfiaivth is
estimated. The secondary effects, related to higeerand, and the synergy effect of the envisageasunes
have not been assessed. Currently the Ministryidriee is developing a model allowing a more thghou
assessment of structural reforms impact, and tbdetnshould be used for the update of the Programra@12.
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As a whole, the deviation from the potential GDRhe cumulative scenario is expected to be
comparable to the deviation in the baseline scenamce in the former scenario the larger
average negative deviation related to the levedchfcation is balanced by the immediately
positive impact of increased employment rate araheqic activity on the labour market in
Bulgaria. The achievement of this important for tleeg-term sustainability of growth
objective will be supported by the implementatidnh@ planned in the Programme structural
reforms, which are aimed at creating new jobs amgroving the quality of already existing
jobs, as well as at improving the effectiveness foudis of the implemented national and
regional measures, programmes and initiatives.

In assessing the potential growth, the labour falsés been limited to the age group 15-64,
which in turn supposes the need to assess thd efféte increased employment rate on this
group. The employment rate in that age group isnas¢éd to reach 69.7% in 2020, which
corresponds to an employment rate of 76% for thpuladion aged 20-64. Under this
scenario, the number of employed persons is exgpeteincrease by 7.1% in 2020 as
compared to 2010, which is by 157 thousand pergaged 15-64) more than under the
baseline scenario. The achievement of this targktbe related to a 2.2% increase in the
labour force during the period 2010-2020, whichregponds to reaching economic activity
rate of 74.2% in 2020. A considerable improvemesrngared to the baseline scenario is
observed for both indicators — 5.2 pps for the eygd persons and 3.5 pps for the economic
activity rate. The increase of the employment aldlo have a favourable effect on the number
of unemployed persons. During the period underrgthe unemployment rate is expected to
decrease to 6.1% in 2020 as compared to 7.5% ibabeline scenario.

Table 3: Labour market developments

Labour force Employed persons
Unemployment rate

(thousand people) (thousand people)

2010 2020 2010 2020 2010 2020
Baseline scenario
Level 3,356 3,312 3,010 3,066 10.3% 7.4%
Change - -1.39 1.8% -2.9 pps
Scenario, including achievement of an employment ta (people aged 15-64) of 69.7% in 2020
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Level
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Source: MF, NSSI.

The achievement of these targets, set in the NatiReform Programme (2011-2015) would
result in different contributions of the individuptoduction factors. The change in labour
would be the most significant, which from a fadwmiding back the economic growth would
become a factor contributing to GDP growth. Thiseasment does not include the effects
from the improvement of the infrastructure in Bulgabut the investments in infrastructure
should improve the living standard and the busimesgronment. The access to high-quality
infrastructure stimulates investment decisionsaoin@mic agents and also encourages higher
mobility and migration of business, capital andolabforce. The long-term investments in
infrastructure will help overcoming the regionalsmlioportions and developing the
settlements in Bulgaria.

The current assessments also do not reflect tleetefiof the implementation of National
Target 3 — increasing trenergy efficiency.The imposition of more stringent environmental
requirements, including pricing, which takes inttc@unt all the environmental and social
costs in order to discourage unsustainable prooluethd consumption models, would rather
have a negative contribution in the medium termesehrequirements would deteriorate the
global competitive position of the Bulgarian comiesn In the long term, however, a positive
effect on the economic growth is expected in viéwamer investments and of the inefficient
productions restructuring. The transition of theremmy to a less energy-intensive model and
increased use of renewable energy sources woulel daonsiderable positive effect on the
sustainability of the economic growth in the loregmi. A decreased dependency of the
Bulgarian economy on the imports of energy produaisld also result in lower vulnerability
of the economy to fluctuations in their internatbrprices, which are often related to
conjuncture, cyclical or political factors.

The effects of Target 5 set in the National Refé?mgramme o decrease the share of
people living in poverty by 260 thousandpersons— are directly related to the achievement
of the education and employment-related targets. ddirelation is expressed in the fact that
the better educational status, as well as thertatteess to the labour market, will increase the
employment opportunities of the most vulnerableugsoof the population — the unemployed,
the minority groups and the people in disadvantampesition.
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l[1l. FACTORS TO SUSTAINABLE EcoNoMIC GROWTH

[11.1. Financial Sector

1.1. Banking Sector and Payment Systems

The Republic of Bulgaria does not consider that financial sector is a bottleneck to
economic growth.

The financial sector is dominated by the bankingteay — the share of the banks' assets is
approximately 80% of the assets in the financiatae while the banking system in Bulgaria
is stable, well functioning and capitalised, anduers an effective financial intermediation,
which is a key precondition for sustainable develept of the economy and accelerating the
convergence process.

The stable economic fundamentals built over thesydagether with the accumulated buffers
in the form of capital and provisions, allowed thenking system to face the negative impact
of the crisis and to retain its good financial piosi and stability. During the global financial
crisis, the credit institutions in Bulgaria havd been granted any form of state aid, including
capital injections or government guarantees. Thekd®alo not have exposures either to
structural instruments or to government debt, idsoye countries with high sovereign risk,
which would have a substantial impact on their ps&file. The main risk is the credit risk
with the cyclical increase in the share of non-peming loans over 90 days (11.9% at the end
of 2010) resulted from the decline of the econoattvity. The worsening quality of the
credit portfolios is accompanied by a high coveragethe non-performing loans with
provisions (75%) and the existence of excess dapiuter the regulatory minimum in the
amount of EUR 1.4 billion, aggregated for the bagléystem (almost 4% of GDP).

The Bulgarian banking system manages assets tgi&lJR 37.7 billion. During the last five
years the degree of development of the financtarmediation, as measured with the ratio of
bank assets to GDP of the country, has been groimirrggconstant and sustainable manner
from 81.5% in 2006 to 109.2% in 2010. The bankiegtar is well diversified, both with
regard to the ownership and to the size of thatutgins, which is a prerequisite for active
and healthy competition. Of the total assets of hlaeking sector, 74% are managed by
affiliated banks of the European banking group$o 1%y domestic credit institutions, 4% -
by branches of EU banks, and 3% - by non-EU instibs. The sector has a low
concentration, with the five largest credit indiitas holding a share of 55% in the total
assets.

The confidence in the banking system is high anchasifested in an increase in the main
attracted funds over the recent years, including0@9 and 2010, which provides sources for
sustainable growth. In 2010 the growth in depamitounted to 4% and at the same time no
pressure for liquidity withdrawal on part of ther@at banks was observed. The Bulgarian
banking system continued performing successfullyate of a key factor for the transmission
mechanism in the economy, with a preserved capaoityatisfy the demand for credits.
Unlike other countries, there was no dramatic ¢redntraction in Bulgaria and in 2010 the
value of the provided credits increased by 2.7%lling claims on the non-financial
enterprises by 2.5%), despite the fact that thditceetivity was strongly influenced by the

* When the indicators for the share of non-perfogmgans are compared by countries, the differests=aming
from the supervisory regulation in each countrylidbetaken into account. In Bulgaria very stringeriteria for
classification of credits are applied.
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decline of the economic growth in the country agsult of the global financial crisis. The
lower credit growth rates reflect not the lack wjuldity in the banking system but low
demand for loans on part of households and companie

The Bulgarian National Bank, in its capacity ofentral bank and supervisor, regulates the
banking system in a proactive and counter-cyclicahner. A key element of the strategies
and measures, undertaken consistently over thes yaaat at present, is the conservative
approach in defining the supervisory frameworks lespecially important that the minimum

capital requirement is set at 12% as compared @08 required under Directives EC

2006/48/EC and 2006/49/EC. The general policy eragms the accumulation of buffers

(capital and liquidity) in the banking system. Fexample, Bulgaria is among the few

countries which have set out the classificationlazins and their provision in a special

ordinance of BNB

At the end of 2010 the banking system reported art¥ease of assets, a 2.7% increase of
the credit portfolio, a 0.84% return on assets @addb% net interest margin. The liquid assets
covered 24% of the attracted funds, and the ovesagtital adequacy ratio was 17.4%, with a
high quality of capital (the share of the Tier-pital was 87% of the capital base) and capital
adequacy of the Tier-1 capital of 15.2%.

Table 4: Main indicators regarding the banking gyst— asset quality ratios, in %

BANKING SYSTEM 2007 2008 2009 2010
Non-performing loans over 90 days (gross value)

/ Total gross loans 2.02 2.54 6.42 11.92
Return on Assets (ROA) 2.37 2.12 1.08 0.84
Net interest margin 5.06 491 4.48 4.47
Tier-1 Capital Ratio 10.83 11.20 14.03 15.16
Capital Adequacy Ratio (CAR) 13.86 14.93 17.0f 17.39
Share of excess capital over the regulatory

minimum in GDP 1.29 2.24 4.03 4.0
Coverage ratio (provisions / non-performing lo NS 60.4 109.0 81.4 74.93
over 90 days)

Source: BNB.

The described key characteristics and the curieanéial situation of the banking system
characterise it as an important factor, which essudmancial stability and stimulates the
economic growth of the country. In the medium teve expect that the banks will continue
relying mainly on domestic resources for finandingir credit activities. Deposits of residents
will increase at rates surpassing those of the nanGDP in 2011, and over the next years
we expect that the materialisation of similar ghowates will contribute to the relative
stabilisation of the degree of monetisation of de®nomy. The parent banks will provide
resources for their affiliates where necessarywmitlo not expect financing of an aggressive
credit expansion and competition for market shandsch was observed in the years before
the beginning of the global financial and econoarisis.

The increase in credits over the next few years lvdl mainly determined by the moderate
rates of economic recovery and the improvemenhefeixpectations of the economic agents.

® Ordinance No. 9 of the BNB on the Evaluation arids€ification of Risk Exposures of Banks and the
Allocation of Specific Provisions for Credit Risk.
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As a result, the demand for bank financing for psang investment projects and consumer
loans and mortgages will gradually increase. Togetith the improvement of the
macroeconomic environment, the banks will ease tiredit standards.

Figure 5. Changes in the credit standards with relg@ enterprises during the current quarter angbestations
for the next quarter for Bulgaria and the Euro Arshort-term and long-term loans
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Note: The expectations are illustrated in the daygrby shifting the data one quarter forward.

Source: BNB

The Bulgarian banking system demonstrated its bléi and efficiency in a period of a

global crisis and decreasing economic activity dwitle by preserving the buffers

accumulated in the form of provisions, capital adexy and overall liquidity of assets. In the
conditions of high liquidity of banks and graduetovery of demand for loans, the claims on
the non-government sector to GDP ratio will remeefatively unchanged in the medium

term. We expect that the interest rate levels fothbdeposits and loans will continue
decreasing at a moderate rate in the medium term.

With a view to the preparation of the country falopting the euro, the achievement of an
earlier convergence with the European payment systnd market, and in accordance with
the BNB strategy in the field of payment system&rdated towards decreasing the systemic
risk and creating conditions for integration wittetpayment infrastructure of the Euro Area,
over the last two years the efforts of the BNB #émel banking community were focused on
the implementation of the most significant for tentry project in the field of payments —
the project for joining the Trans European Autorda®eal-Time Gross Settlement Express
Transfer System TARGET2. Following the successiuplementation of the project
activities, on 1 February 2010 the national comporsystem of TARGET2 (TARGET2-
BNB) was launched. The connection of the natior@adkding community to TARGET?2 is an
important stage in the integration with the paymiafastructure of the Euro Area, which
allows the participating banks to execute transfeeuro in real time

In parallel with the launch of the national compaingystem and the developments in the field
of large value payments, on 1 February 2010 a sy$te processing clients’ payments in

® In the field of the payment systems and infrastmes Bulgaria reported a considerable progresschwhias
been acknowledged by representatives of the Euno@mammission, the European Central Bank and other
European institutions, with which BNB works in tfiisld.
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euro — BISERA7-EUR, was also launched. The systeatgsses payments in euro in
accordance with the SEPA standards.

With the introduction of TARGET2 and BISERA7-EURet banks and their clients were
provided with a reliable and secure infrastructioreprocessing small and large payments in
euro, thereby considerably reducing the transactomts related to payments.

1.2. Non-banking Financial Sector

Over the last 10 years a rapid development of thhebanking financial sector in Bulgaria
was observed. New for the Bulgarian investors prastand diversified financial products
were introduced. This large variety of investmelteraatives considerably reduced the
overall level of risk in the system. At the sammdj the increase in the number of market
participants and public companies (from 468 in 269%98 in 2010) resulted in a higher
competition, improving the services for the investand reducing the prices of these services.
The entire legal regulatory framework on Europeasel has been effectively and consistently
transposed in the Bulgarian legislation while tgkimto account the national characteristics of
the market. The establishment of the joint autlgdfinancial Supervision Commission (FSC)
in 2003, which is responsible for the supervisidrthe investment, insurance and pension
insurance sector, has additionally contributecheodustainable and effective development of
the non-banking financial sector.

The stock exchange market, which was affected th&t tmy the direct negative effects of the

global financial crisis in 2008, has been slowlgawering over the last two years as a result
of the low liquidity of the Bulgarian Stock Exchang Sofia AD, as well as a result of the

low interest on part of foreign investors in thelgarian capital market. The overall market

capitalisation of the stock exchange declined 8¢8on an annual basis and at the end of
2010 reached EUR 5.5 billion. As a result of theangr economic recovery and confidence

revival, the depth of the financial intermediationthe capital market decreased from 17.3%
of GDP in 2009 to about 15.3% of GDP in 2010.

Table 5: Depth of financial intermediation (% of 8P

2007 2008 2009 2010

Market capitalisation of BSE — Sofia AD 48\2 17.9 7.3 15.3

Insurance and health insurance premiums 25 2.6 25 24

Reinsurance premiums 2.0 2.0
Net assets of pension funds 3.9 3.3 4.6 5.7

Total for the non-banking financial sector 54.6 23 26.4 25.3
Source: FSC

The rate of assets decline of the non-banking invesst intermediaries slowed down to 9%
on an annual basis at the end of 2010 and thesassethed EUR 2,096 million. As a result of
the low liquidity of the capital market, 35% of albn-banking investment intermediaries
reported profit in 2010. In 2010 the number of tlen-banking investment intermediaries
decreased from 63 to 55 mainly as a result of r&gu®r voluntary withdrawal of licences.

" This includes the number of investment intermeéea(excluding the banks holding licences for inremnt
intermediation), the public companies, the issues,special purpose vehicles and real estate timess trusts,
the collective investment schemes, the managenmmnpanies, the insurance and health insurance caemgan
the pension insurance companies.
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Nevertheless, no significant risks for the finahatbility are expected since there are no
investment intermediaries found to be in breacthefrequirements for capital adequacy and
liquidity. Albeit below their value in 2007, thess of the collective investment schemes
increased at an accelerating rate and at the eB81df reached EUR 243.4 million. Positive
development was also observed with regard to tleeiapbpurpose vehicles and real estate
investment trusts.

Table 6: Assets of non-banking investment interamex$i, collective investment schemes, special @m&po
vehicles and real estate investment trusts (EURomyl

2007 2008 2009 2010
Non-banking investment intermediaries 3,94p.2 2827 2,300.8 2,098.9
Collective investment schemes 465.8 16[7.7 195.3 4243
Special purpose vehicles and real estate trusts .0701 798.1 807.8 809.4
Source: FSC

During the previous year the number of the apprguedpectuses for initial public offering
increased, although it has not yet reached itscpses levels. A similar trend is also being
observed with regard to the number of tender pralgpsvhich increased to 20 at the end of
2010, but the turnover of the completed offerirgmained much below the 2007 level.

Table 7: Prospectuses and takeover bids reviewed

2007 2008 2009 2010
Approved prospectuses for initial public offering 32 o8 13 17
(number)
Takeover bids (number) 19 3 17 20
Turnover (EUR million) 87.9 15 158 3413
Source: FSC

Regardless of the observed as a whole lagging eofBillgarian capital market behind the

recovery rates of the remaining markets in Ceratral South-Eastern Europe in 2010, since
the beginning of 2011 a positive development treasl been observed, which is expected to
continue over the next years as a result of itsngtrrelation to the movements in these
markets. From the point of view of its developmpalicy, the prospects before the Bulgarian

capital market over the next few years in viewhs globalisation, are the privatisation of the

Bulgarian Stock Exchange, the establishment of emdring on the Bulgarian market of a

specialised clearing institution and/or centralrdegparty, as well as the development of the
derivatives market.

In this dynamic situation the efforts of the FS€ frcused on maintaining the stability of the
markets and the confidence of the investors. Theni@igsion actively participates in the

discussions regarding the changes in the regukat@n international level and in the

establishment of the new supervisory architectéaunit for assessing the systemic risk,

which successfully combines supervision at macrat micro-level, was established. FSC
undertook additional supervisory measures for gtteaning the reporting requirements for
the investment intermediaries with regard to theiteh adequacy. The number and the
absolute value of shares sold and redeemed by @naged contractual funds and investment
companies, as well as the volume of their cashuimeat and deposit accounts has been
monitored.
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In the field of insurance, FSC has obliged the canngs to provide additional information on
the amount of own funds and the solvency limit foshorter period of time, as well as
information about the insurance premiums by typésfimancial insurance (“Credits”,
“Guarantees” and “Other financial losses” insurgnoerder to monitor for early occurrence
of unfavourable developments in these types of ramste. Furthermore, stress tests of
insurance companies were carried out on a quattesdis. Subsequently, preventive measures
were undertaken with regard to the insurance compdmving insufficient amount of own
free funds (capital buffer) to cover possible Iesgechanges in the value of the investments
occur as a result of unfavourable developmentlerrégulated capital markets, i.e. to ensure
against a risk of breaching the solvency requirdgsen

The premium income in the market of insurance aallintary health insurance services
declined by 6.3% in 2009 as a result of the seagnd#ects of the global financial and
economic crisis and mostly as a result of the stomdof the economic activity in Bulgaria.
Nevertheless, the own funds of the companies n#iedf intangible assets have remained at
levels, which are considerably higher than the ety limit. In 2010 a recovery of the sector
was observed — the premium income registered a §ré¥%th in life insurance, 3.7% growth
in reinsurance, 9.8% growth in voluntary healthunasice, while the decline in non-life
insurance slowed down to 5%.

Table 8: Insurance and supplementary health inscean

2007 2008 2009 2010
Gross premium income (EUR million)
Non-life insurance 649.3 784.3 745.0 7071
Life insurance 120.7 138.0 113.% 1258
Reinsurance - 0 691.3 717.3
Voluntary health insurance 12/8 15.3 19.4 2.5
Covering the solvency limit with own funds less irgngible assets (%)
Non-life insurance 187 162 189 194
Life insurance 1,123 766 707 553
Reinsurance - 105 34 115
Voluntary health insurance 4533 508 4770 563

Note: The 2010 data is preliminary, and for volupthealth insurance is an estimate. The data
concerning reinsurance reflects the activitiehefanly company “GP Reinsurance” EAD.

Source: FSC

Already in 2011, with the recovery of the domestgnand, the sector is expected to restore
its positions in the financial intermediation. Tlgeoss premium income from non-life
insurance and reinsurance segments is expectadwoly 7% on the average over the next
5-year period, with the average rate of changehef gross premium income in the life
insurance segment being lower (5%). The growtthéedgremium income of health insurance
companies will most likely remain double-digit wighview to their low nominal value and
the demand for additional health insurance services

On the other hand, the Solvency Il Directive (psitdid in the Official Journal of the
European Union in December 2009), which must bespased by the Member States and
enforced by the end of October 2012, summariseptbeisions of most of the currently
directives in force and, at the same time, intreducompletely new solvency (capital
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adequacy) requirements, corporate management sgstesporting, public disclosure of
information and supervision of insurance and rei@sce activities. The Directive defines a
new regime for defining the insurers’ solvency, efhi compared to the existing regime,
attaches a higher weight to the quality of risk aggment and internal controls, and takes
into account all quantifiable risks to which insisr@are exposed. The Directive introduces a
radically new approach (the so-called principledabapproach) to supervision by removing
the existing formal approach of specific quanttatrequirements and monitoring of their
compliance.

In this regard, in the period up to 2015 both thpesvisory approach by the regulatory
authority and the requirements for the operatidrth@® companies, operating on the insurance
and reinsurance markets, are expected to changécagtly.

After the negative developments in 2008 as a direstlt of the global financial crisis, the
assets of the pension insurance companies (PICj)inobed increasing for a second
consecutive year and in 2010 their value augmehte@dimost 20%. The analysis of the
equity capital and the assets of the companies dsimrate an improvement with regard to
both the coverage of registered capital and thditabdity of the companies’ equity and

assets.

Table 9: Analysis of the equity capital and theets®f PICs (%)

2007 2008 2009 2010
Coverage of the registered capital (ratio) 16[7.7 3.92 131.6 140.6
Profitability of the equity capital (ratio) 23.2 9u 7.3 11.4
Profitability of the assets of PICs (ratio) 18.3 12 4.1 7.1
Assets of PICs (% increase) 5Q.7 -51).0 15.6 19.9
Source: FSC

The capital adequacy of the companies improvesira2810 it reached 218%. The liquidity
ratios of the companies and supplementary penasgrance funds (SPIF) decreased with the
recovery of the confidence in the internationalitzpnarkets, while, at the same time, they
are significantly higher than the legally requicsfficients.

Table 10: Capital adequacy and liquidity of PICZIa®PIFs

2007 2008 2009 2010
Capital adequacy of PICs (%) 193.6 155.2 180.2 @18.
Liquidity of PICs (ratio) 50.9 42.4 324 16(5
Liquidity of UPFs (ratio) 165.9 203.9 207|9 184.4
Liquidity of OPFs (ratio) 118.5 201.8 234\9 197.5
Liquidity of VPFs (ratio) 55.0 154.9 17616 93.6
Liquidity of VPF — OS (ratio) . 11.2 146.8 3256
Source: FSC

The net assets of SPIFs also continued growin@1® 2nd the growth reached 33.5% for the
assets of the universal pension funds (UPF). Theasgets of the voluntary pension funds
(VPF) (the third pillar of the pension system) i&msed by 6.4%. The gross receipts from
social security contributions in the funds increabg 1.4%, dominated by the growth in the
gross receipts of UPFs (3.1%). In 2010 all the sureported higher number of participants
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except for the VPFs due to the limited free finahoesources of households. The funds’ yield

in 2010 was positive after the negative developsdating the previous two years.

Table 11: Net assets and yield of SPIFs

2007 2008 2009 2010
Net assets of SPIFs (EUR million)
Universal 627.9 741.4 1,114.1 1,48618
Occupational 210.1 187.6 229.6 2643
Voluntary 347.2 246.4 268.9 285.8
Voluntary by occupational schemes 1. 1.0 1.5
Yield of SPIFs (%)
Universal 11.3 -4.0 -7.2 6.4
Occupational 12.0 -5.8 -8.9 6.5
Voluntary 11.7 -6.4 -10.0 6.4
Voluntary by occupational schemes 5.2
Note: The yield is calculated on the basis of ar¥hth period.

Source: FSC

During the period 2011-2015 the capital-based pansystem, will continue being at funds’

accumulation stage. The trend for increasing theassets of the supplementary pension
insurance funds will continue and their value ipeonted to almost double, while the net
assets in supplementary mandatory pension insukaitiggrow even faster (2.5 times).

FSC is monitoring regularly and thoroughly each pany and the managed funds in the
event of repeated reporting of yield in the mandatonds below the required minimum vyield
and in the event of jeopardised financial stabilifythe company. In addition, FSC requires
that an annual Programme for financial stabilisatéthe companies and the funds managed
by them is prepared. In accordance with the AcBtan in times of a financial crisis, adopted
by the FSC, the companies are required to submit to the RSi€eta-month up-to-date
information about the amount of their equity capaad liquid funds, a balance sheet and an
income statement of the companies. If problemséndperations of the companies and the
funds have been detected, meetings with the marexgesh some companies have been held
and many recommendations for strengthening theralomind preparing more accurate
estimates in investing the funds have been made.

The activities above as well as the lack of exp@garstructural instruments on part of the
companies, contributed to the sustainability anel ghability of the non-banking financial
sector during the crisis. As a result of the cdesisregulatory policy and the supervision
exercised by the FSC (in particular in the sociakysitive pension sector), which is much
more stringent than the European standards, ndoanking financial institution fell into a
difficult position during the crisis. Regardlesstbé considerable decrease in the asset value,
not a single non-banking financial institution &allto fulfil its obligations. The non-banking
financial sector is stable and does not createhamrances to the growth of the economy.

In the medium term legislative changes are expeotathly in connection with the strict
fulfilment of the obligations of Bulgaria as an BNlember State. In this regard, the efforts

8 Adopted on 23 September 2008 by the Members dfithencial Supervision Commission.
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will be focused on harmonising of the national $afion with the newly adopted EU acquis
in line with the deadlines, specified at the EUelevand on the implementation of the
European policies on which consensus has beenagach

[11.2. Improving the Efficiency of Public Spending and Ensuring a
Reallocation of Public Expenditure towards Growth-ehancing
items

The ongoing reforms aimed at improving the coltattof state receivables, strengthening
control over the implementation of government peB¢ improving the coordination and
harmonisation of financial management, control amigrnal audit in the public sector
organisations, improving control over public entesgs expenditures, as well as the fiscal
decentralisation, will be of key importance for imping the public spending efficiency and
ensuring their reallocation towards activities ertiag the growth potential of the economy.
These reforms are described in greater detailenCbnvergence Programme of the Republic
of Bulgaria (2011-2014).

2.1. Improving the fiscal framework and the budgeygproceduré

Over the last 13 years Bulgaria has achieved pssgeggarding the overall financial stability.
Continuity in fiscal policy, limiting the redistrition role of the state, maintaining low taxes
and compliance with the requirements of the Stigtalind Growth Pact have been pursued.

Despite the global crisis and the following recessi Bulgaria has maintained its
macroeconomic stability by continuing implementatad a prudent fiscal policy. The country
will meet the deadlines for bringing the deficitde the reference value established by the
excessive deficit procedure and will consequerittyat broadly balanced budgetary position.

Since the beginning of 2011 the elaboration of meles has started, which were aimed to
ensure both continuity of fiscal policy, as well lasg term macroeconomic and financial
sustainability. The fiscal policy will be determahby two numerical rules:

> Public sector not exceeding 40% of GDP;
> Consolidated budget deficit ceiling of 2% of GDP;

> Tax policy — any introduction of new types of direacome or profit taxes, or changes
in direct tax rates shall be adopted by a qualifregority of two-thirds of all members
of the National Assembly.

In the already started budgetary procedure for 20&2good practices from the preceding
years concerning the rules of procedures, respiditisd) and top-down decision-making
process have been preserved with the aim of maintnistability and continuity in the
processes and procedures for allocating and magafjirancial resources. The 2012
budgetary procedure has been changed to reflectnthim elements of the so-called
“European Semester”. This allows for better coamton and consistency among key
government fiscal and budgetary documents, on tiee ltand, and the priorities and the
commitments in key strategic national documentsh s the Convergence Programme of the
Republic of Bulgaria (2011-2014) and this NatioRa&form Programme, on the other. The
main change in the 2012 budgetary procedure inoresp to the requirements of the

® For more details please refer to the Convergenogr®nme of the Republic of Bulgaria (2011-2014)tF.
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“European Semester” is frontloading the deadliredated to the adoption of the three-year
budgetary forecast and the expenditure ceiling$b$U, excluding municipalities, for the
period 2012-2014 as key documents for draftin@202 budget.

The 2012 budgetary procedure also reflects atiinlistage some of the proposed legislative
amendments at EU level and, in particular, thetdhiaéctive on the requirements for Member
States’ budgetary frameworks.

2.2. Pension Reform and Social Security System Refd

The reforms in the pension and social securityesgstwill contribute to improving the long-
term sustainability of public finances, which witle conductive to the macroeconomic
stability and the economic growth.

Over the last years the pension system in Bulgadad a number of challenges. In order to
overcome these negative trends, the Bulgarian govent adopted a number of measures
ensuring the long-term financial stability of thal&arian pension system and better adequacy
of pensions. These measures entered into force Jandary 2011, with the amendments to
the Social Security Code (SSC), and are targeted at

»  Financial strengthening of the first pillar of thension system through:

o

Putting an end to the decrease in social secuoityribution for the “Pensions”
Fund and widening the social security base — ag0dfl the social security
contribution was raised by 1.8 percentage points.

Introducing differentiated insurance income levielsself-employed on the basis
of taxable income.

As of 1 January 2012, increasing the length ofiserfor workers in third labour
category - by 4 months in each calendar year @ityears length of service for
women and 40 years length of service for men ishedin 2020.

As of 1 January 2021, increasing the retirementfageen and women — by six
months, until 63 retirement age for women (202&) &b years retirement age for
men (2024) is reached.

Extending until 31 December 2014 the period whatyeatirement of first and

second labour category workers will be covered gy PSS instead of the
professional pension funds. By 31 March 2011 thed$uaccumulated in the
personal accounts of individuals of certain agaigsd will be transferred to the
“Pensions” Fund of the PSS and the contributionsespectively 12% and 7%
will be transferred to the National Social Secuhtstitute (NSSI).

As of 1 January 2015 the early retirement pensafnfrst and second labour
category workers will be covered only by professigrension funds.

19 The pension reform and the social security systeform are described in detail in the Convergence
Programme of the Republic of Bulgaria (2011-2014).
' Men born in 1952 — 1959 and women born in 1959591
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> Increasing the adequacy of social security pensions

0 As of 1 January 2017 the weight of each year leon§tbervice is increased from
1.1% to 1.2% for social security pensiths

0 As of 1 January 2014 the maximum levels of newhaed pensions will be
abolished and the maximum levels of old pensiotisb@igradually increased.

0 As of 1 January 2017 the contribution for univerpainsion funds will be
increased by 2 percentage points to 7%.

0 As of 1 January 2012 the first day of sickness éeamounting to 100% of the
daily gross wage will be covered by the employets|e the second and the third
day will be covered by the “General Disease andeléty” Fund of the PSS.

The pensions’ indexation in accordance with theated “Swiss rule” (Article 100 of the
SSC) will be applied after 2013.

In 2011 the minimum insurance thresholds for the main entn activities and groups of
professions will increase by 5.6% as compared t28nd the average insurance income is
expected to grow by 6.3% as compared to 2010.

The entitlement period for temporary incapacitywork benefit after terminating social
security payment contribution is decreased (fromt&30 days), the entitlement period for
pregnancy and childbirth benefits as well as tlze sif the maternity leave benefit for taking
care of children up to the age of two has remaurethanged.

The ongoing pension reform envisages measuresdiffdrent impact on factors to growth,
namely*

> Increasing consumption;

> Increasing the economic activity rate and the latsogply;
»  Budget savings, which could be used for capitaliandvation investments;
> Increasing potential growth due to both higher latsupply and better re-allocation of

the additional resources available because ofatiags realised.

The implementation of the measures and prioritfedb@® National Demographic Development
Strategy of the Republic of Bulgaria by 2020, whigtho be updated by the end of 2011, will
allow for improving the demographic balance, slayvolown the rate of population decline
and stabilising it in the long term, ensuring higlnality of human capital, equal opportunities
for all and societal cohesion, thus contributingthe long-term sustainability of public

finances.

The labour market structural reforms aimed at iasiregy the economic activity rate and at
decreasing the long-term unemployment (in accomelamith IGs 7 and 8 and the Flagship
Initiative “An agenda for new skills and jobs”) Wwihllow for neutralising the burden of

ageing population in the future without jeopardistihe stability of public finances.

2 This means that a length of service of 37 yealisheiautomatically equal to 44.4, and 40 years el equal
to 48 years. The objective is that in 2025 theinedme replacement ratio from the first and theoedcpillar
reaches 65%.

13 pursuant to a Decision of the Council of Ministeoan its regular meeting held on 20.10.2010 comicgy the
Draft 2011 Law on the Budget of the Public Sociat@&ity, which was adopted by the NA on 30.11.2HG,
No. 98/14.12.2010.

14 According to the evaluation of the planned strraitueforms’ impact on economic growth in, Sectd of
the Convergence Programme of the Republic of Bidg2011-2014)
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2.3. Healthcare Reform

The healthcare reform is among the priority meastioe the country with regard both to
human potential and fiscal sustainability. It tasgehigher efficiency of healthcare
expenditures combined with measures for improvinglip health, higher national health
security and stabilising healthcare system infrarstire.

The expected results from these reforms are higlhaésfaction of citizens and medical
specialists from the public healthcare, provisidrhigh-quality and accessible medical care
with clear rules guaranteeing patients' rights allthations, improved quality of the medical
services, effective resources utilisation and faiasustainability of the system.

The approved expenditures in the 2011 budget oMimestry of Health were increased by
20.1% as compared to 2010, to EUR 364.04 millidre Mospital subsidies were increased by
44.4% (EUR 106.9 million) in view of their contimg modernisation. The healthcare
expenditures in the 2011 state budget will amoart1.9% of total budgetary expenditures.
The current impossibility for allocating larger dimcing to this sector in view to the current
need for fiscal consolidation makes it necessagpfaly measures for increasing the financial
independence of the sector, such as:

> Enhancing the financing, reimbursement and experelttontrol mechanisms through:

o Applying, as of 2010, rules and methodologies forriging and reimbursing
medical activities™ for determining reimbursable values of medicalvitas, regulating the
volume and prices of all medical activities covebgchealth insurance.

o Development of e-healthcar® — starting as of 2011, an integrated information
system will be gradually developed, which will aldinking in real time the information
systems of healthcare institutions and contracidns. unified information system, developed
by the Ministry of Health, must connect the alre&ysting systems of several institutions
(NHIF, NSSI, NRA, MH, etc.) with the healthcare \gee providers (hospitals, outpatient
care centres, pharmacies). This will guaranteedaguacy of the healthcare policy, accurate
prioritising, as well as optimal, adequate anddpament financing of the sector, and rapid and
accurate exchange of information among all paricip, which will allow real time system
monitoring and appropriate decision taking. élactronic patient's dossiey which will allow
patient’s data exchange regardless of its locatiolhbe developed and maintained. Besides
convenience and cost-saving, continuity in the guaits follow-up by medical service
providers will be achieved. Work on developinglectronic registers electronic
prescriptions, electronic referrals will continue, and the already existing similar istgrs
will be integrated in an unified information systemd some of them — for example these of
medical institutions, medical products — will bebpaly accessible through web-portals.

o Elaborating rules for hospital financial managementand reporting*’ — in order
to control the financial and information flows, aomitoring and evaluation system of the
providers’ of medical care will be developed, updie medical statistical information
database will be maintained, as well as regulaessssent of the health insurance system
effectiveness will be carried out. The changed angroved requirements for hospital
management will result in higher management effeaess. The activities under this measure
are envisaged to start in 2011.

5 In accordance with DCM 304 of 17.12.2010 on thiegw and methodologies for reimbursing and cost-
determining in 2011, Law on Health Insurance (LHIpended, SG, No. 98 of 2010

16 within the budget under the CFP for “Healthcarefidtion and Operational Programme “Human Resources
Development” — EUR 5 million for 2011.

This measure is reflected in a MH report, adoptitd Winutes No. 44 from a CoM meeting on 08.12.2010
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> Restructuring the hospital sector

o The introduced as of this yehlational Healthcare Map of medical institutions,
subject to public funding and funding from the statdget? will continue being developed
and improved. It will contain information not on#pout the type, number, activities and the
distribution of medical institutions in terms okthkevels of medical services in the region, but
also about the number of beds and the publiclynfied high-tech diagnostic and treatment
centres. In addition, bbong-term policy on restructuring medical institutionslepending on
regional needsmprovingthe National Healthcare Map and medical standandhe basis of
analysis of their effectivenessliminating duplicating structures and planning the needs of
including new hospitals, which want to work withhtiec funds, depending on regional and
sectoral needs, is being implemented.

0 Adopting and implementing in 2011 Rlan and Programme for introducing
diagnostically related groups (DRG) as a hospital reimbursement and control méethod
providing for better expenditure allocation and tcosanagement in hospitals, creating
incentives for restricting expenditures and morécient distribution of funds among
hospitals.

> Improving the access to medical care:

o Ensuring 24-hour access to medical care for healtfinsured individuals®.
Additional financial incentives for shift workingodtors and specialists are introduced. In
addition, new forms of work organisation are introed, which guarantee for health insured
individuals maximum access to medical servicesidetsospitals and the emergency centres.
Within the 2011 NHIF budget, EUR 4.6 million arerearked.

o Improving the prevention, screening and hospital ce?®; introducing as of 2012
indicators for quality assessment with expectedtipesimpact on expenditure levels for
more expensive, specialised outpatient and inpatreatment (effective as of 2013). The
existing prevention programmes and activities w#l developed and improved. Screening
and early diagnostics programmes are also beinglolesd?®*

0 Introducing as of 2011 one-day activities in the lmc package for hospital
care’® to promote the use of modern treatment methodschwiequire minimum hospital
stay. In addition to the positive effects on haapéxpenditures’ levels, the benefits for the
society include reduced temporary work incapacity.

o Improving the reimbursement mechanisms and requirerants to emergency
centres in hospitalé® to improve their effectiveness and the controlrdfaeir activities. Until
2013 a projeét under 2007-2013 Operational Programme “Human RessDevelopment”
aimed at enhancing the quality of emergency caspe@ally to vulnerable groups, by
improving the emergency staff knowledge and sksllbeing implemented. The total value of

18 Adopted with CMD No. 103 of 24 February 2011

19 Adopted with Minutes No. 44 from a CoM meeting@$112.2010

20 CMD 304/17.12.2010 on pricing in Ordinance No.o4®004 on determining the basic package of heatthc
activities guaranteed from the NHIF budget (amen@&] No. 62 of 2010) on the basic activities pgeka

L Ordinance No. 39 on prevention and hospital treatm2011 National Framework Agreement, in accardan
with Article 55 of the Law on Health Insurance.

2|n accordance with the Methodology for subsidisimedical institutions, adopted with Order No. RD ZBef
the Minister of Health as of 19.01.2011. Within 2@11 MH budget and Project BG@81001-6.02.02 PIEC
(Practical Introduction to Emergency Conditionsatneent) undeR007-2013 Operational Programme “Human
Resources Development”.

% BG051P0001-6.02.02 PITEC (Practical Introduction to EmexgeConditions Treatment).
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the project is EUR 3.2 million starting on 10 J@§09 for 29 months until 10 December
2011.

0 Hospitals restructuring based on the National Healicare Map and improving
their effectiveness through new reimbursement polies (2011-2013), including planning
the needs of new equipment depending on the ctesttigeness ratio and the availability of
qualified specialists. A project under OP “Regioraévelopment” under the scheme
BG161P0O001/1.1-08/2010 — “Support for reconstrutiopgrade and equipment of state
medical and healthcare institutions in city aggloaiens” totalling EUR 75.2 million is
being implemented.

»  Strengthening the administrative capacity in thedkhcare” sector through:

o Planning the needs of staff and their specialisatip developing qualification and
post-graduate and continuing training systémhbrough internal rules and procedures of
MH?. The registers of the medical professional orgsitas will be used to plan the needed
staff in the regions and the needed degrees inrdaeoe to the country's needs. Registers at
MH will also be developed (2011-2015).

o Transforming and optimising the existing regional lealthcare centresand
regional inspectorates for public health protectaomd control — establishing 28 regional
health inspectorates with new functions in 2011-22fl replace the existing by the end of
2010 56 regional structures to NfH

>  Optimising the pharmaceutical polf¢y(2011-2013) through:

0 Adopting uniform standards for rational pharmaamaltuse and unified criteria for
the inclusion of publicly reimbursed pharmaceuscal

o Introducing pharmacological and economic analysrsjdistified decision-making
on implementing innovative pharmaceuticals;

o Control and optimisation of hospital spending oanpmaceuticals;

o Shortening the deadlines for evaluating new phaemiacals and simplifying the
administrative procedures.

Given the limited resources of the national budgeist of the measures described above are
financed with European Funds under OP HRD and O&jiththal Development”. The total
amount of financing is EUR 108.7 million.

2.4. Education

The education priorities focus on:

> Improving the quality of education;

»  Linking the curricula to actual needs of the ecogpm

24 Operational Programme “Human Resources DevelopnfEnbject for Accreditation of medical institutien
and continuing medical staff training totalling EURZ million, ending in 2011). A proposal to extethe time
period for emergency staff until 2013 was made.

% Ordinance No. 34 / 29.12.2006 on acquiring degmeé Ordinance No. 15 of 02.07.2008 on acquiring
"General Medicine" degree by general practitioff&Bs).

% CMD No. 1 of 06.01.2011, within the MH budget a@perational Programme “Human Resources
Development” (project for Government Social Resjali/: Innovative quality approach to government
actions and results, G.S.R Model totalling EUR niiltion, until 2012).

" In accordance with the Medicinal Products in LawHumane Medicine.
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> Ensuring equal access to education and openingdiheational system;

»  Creating the preconditions for practical impleménta of the Lifelong Learning
concept;

> Involving young people in the elaboration of seatqolicies, and
»  Transforming Bulgaria into a knowledge and innowatbased economy.

The education expenditures in the 2011 LSBRB ambtufUR 1.3 billion, or 9.6% of all
budgetary expenditures. The need for fiscal codatbn necessitates additional measures to
increase the financial independence of the setolyding through attracting private capital,
which in turn will improve the links between theuedtional system and the labour market.
These new practices in financing the Bulgarian atian and pre-school education will be
defined in detail in thenew Law on Pre-School and School Educationyhich is to be
adopted in 2012. By means of national programnies Ministry of Education, Youth and
Science (MEYS) is able to earmark financing of dpeeneasures and activities aimed to
improve the quality of the Bulgarian education,veall as to encompass and retain more
children in mandatory school-age in schools. Thigonal programmes are approved each
year by the Council of Ministers. The Council of rVters, with a Decision as of 4 April
2011, approved nine such programmes for the cuyemt®

The implementation of these measures will enhamegublic expenditures’ transparency and
effectiveness through financing the educationalesysoutput, will accelerate school network
optimisation and will contribute to broader pupilverage through linking financing and the
number of pupils.

Analysing the financing model and its improvemexst,well as measuring and improving the
quality of education are being planned. Improvihg tducational system and raising the
general educational level will be favourable fdsdar supply and higher tax revenues in the
future.

In order to improve theffectiveness of public expenditutee World Bank will provide
assistance for institutional reforms in educatiothwthe objective to optimise the public
spending output. The assistance will be targeted abimproving theguality of the primary
and secondary educatidghrough strengthening the schools’ reporting sysééd improving
the system of external evaluation of the educagjoality, and at improving thgquality and
significance of higher educatidhrough better management in higher schools tstreontrol
over their accreditation and linking the governmf@mncing to output.

2 “Optimising the school network”; “Qualification™Information and communication technologies (ICT) a
school”; “The school — a territory of pupils”; “Sgsn for national standardised external evaluation”;
“Modernising the professional training system”; f€dor each pupil”; “Creating an accessible ardtiiieal
environment”; “Mother tongue and culture abroad”.
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[1.3. Ensuring Better and More Efficient Utilisati on of the
Economy’s Labour Potential (with regard to growth-supportive
measures)

Ensuring better and more efficient utilisation bé tpotential of the labour force in Bulgaria
will contribute to the achievement of National &trd “Reaching 76% employment among
the population aged 20-64 by 2020". At the samestiiwill contribute to the recovery and
maintaining of a high economic growth, and to iasiag the labour productivity. This
section focuses on the reforms and measures whecpaat of larger-scale initiatives on the
labour market (described in details in an annexh® Programme), but which will be
implemented in the short term (2011-2012) and wkndhhave a tangible and swift impact
on the labour market and the policy’s target groups

The implementation of the reforms and the meastmesmproving the functioning of this
factor to growth, which are described in detailshiea section concerning the achievement of
National target 1, will contribute to achieving heg and balanced growth through:

= Activating and ensuring labour force to be emplogedigh-quality (with higher
requirements to the labour force and creating b hiped value) jobs;

=  Higher labour productivity of the employed indivals as a result of higher level of
knowledge and skills;

—  Flexibility, manifested by a rapid reallocation thfe available labour force and
decreasing the duration of the transitions betwhferent conditions of the labour
market;

—  Forestalled training to provide the required labfmuce in view of the future labour
market needs.

To achieve the targets defined in the NRP, measdiescted mainly at providing
employment for unemployed individuals, both in tphemary labour market and under
employment programmes and measures, will be impieede The proactive actions for
enhancing the quality of the labour force, whicle af great importance for ensuring a
gualified and adaptive labour force for the neefdhe business, will also continue. The more
important measures in the short term (2011-20%) ar

> Improving the quality of the employment servicesvped by the “Labour Offices”
Directorate (LOD) — on the one hand, the work withctive and discouraged people
will be expanded and reducing the passive behawbunemployed individuals at the
labour market will continue, and, on the other, ed sf activities contributing to
increasing the activation share of unemployed balimplemented.

> Improving the effectiveness of the measures andjraromes of the Employment
Agency (EA) for subsidised employment, apprentigesimd practices for unemployed
individuals from disadvantaged labour market groups

> Launching an integrated system for labour marketated and supply, and developing
of a unified national portal for announced vacascla 2011 the modernisation of the
employment services will continue with the devel@minof anintegrated system for
labour demand and supplyand facilitating the access to free information whbihne
existing vacancies. In addition to the employemnirthe administration and the
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municipal enterprises, who are already obligedni@oance in the EA territorial offices
the vacancies for people working under employmemtracts, an access to the
information about the vacancies announced by privatermediaries will be also
provided on the EA website. This wayuaified portal for announced vacancies in
the whole countrywill be created, where job-seekers will be ablelttain information
quickly and free of charge.

> Efficient integration of young people on the labauarket — “new start”. The resources
and the possibilities for supporting tk#icient integration of young people on the
labour market will be enhanced. The focus will be put on faatiihg the transition
from education and training to employment and theour market, as well as on
providing different measures of “second chance’etypr individuals who are not
within the educational and training system, oremployed. In 2011 the number of the
newly-employed individuals under t€areer Start” Programmewill be doubled.
The provision of subsidies from the state budgegprattices of young people aged up
to 29 years with employers, as well as the prowisa§ subsidised employment,
including also to young people with permanent digas, war invalids, as well as
young people from social institutions who have ctatgal their education, continues.
Under OP HRD a new scheme for young people willdoeched, which will provide
professional training combined with training in ke&ills required by the employers. By
implementing the package of measures in this dmecthe share of young people, who
have been offered a “new start”, will increase ®aof the registered unemployed
young people by 2015.

> Improving the flexibility and security on the lalvomarket. In connection with the
implementation of the Bulgarian roadmap for improving the flexibility and
security on the labour market on the basis of the first agreements between the
nationally represented trade unions and employ@gnisations, the introduction and
dissemination ohew flexible forms of employmentvorking from home and distance
work, has been legally defined. Directive 2008/HIzllon temporary agency work will
be transposed in 2011. The efficient bilateral @lodialogue with regard to expanding
the scope of branch collective labour agreementaddition to the already signed four
collective labour agreements, will continue. Ineezd for introducing different flexible
forms of employment, diversification of the providsocial benefits, increasing the
geographic mobility of the labour force, etc. \i# supported.

»  Reducing the share of undeclared work. With a viewreducing the share of
undeclared work, the control over labour will be improved, incladiby appointing
110 people as inspection assistants and trainifigef8ployees from the specialised
administration of General Labour Inspectorate EkeeuAgency (GLIEA). In this
regard, an important support will be also provided the activities of the social
partners, including through the operations of Ntaional Centre for Prevention of the
Informal Economypublic campaigns for changing the attitudes talsantolerance to
all manifestations of the informal economy; promgtithe introduction of corporate
social responsibility practices at company’s / lotatevel; operation of the network of
Information offices “Decent work”, etc. The undéwa measures for strengthening the
public pension system in the long term will alsedna positive impact on the reduction
of the undeclared work. The clear legally definatés provide security to the young
employed people that if they work “in the lighthely will get adequate pensions. At the
same time, preferences to the elderly people tairem the labour market for longer

2 Under schemes in the framework of OP “HRD".
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period of time instead of receiving pensions andkvng after retirement, which often
is not declared, are being provided.

Lifelong learning. Considerable efforts for incre@sthe access tdifelong learning
andenhancing the quality of educationwill be implemented. To this end, a plan for
the period 2012—-2013 will be developed in pursuari¢be National Lifelong Learning
Strategy. The wide implementation of the differenucher schemefor training of
employed and unemployed people continues throughogeration of the schemes “I
can”, “Adaptability” and “Development” and in 20w schemes in this field will be
launched. Under the leadership of the Ministry afu&ation, Youth and Science
(MEYS) a new national approach femsuring the quality of professional education and
training will be defined.Career orientation servicewill also be developed. The social
partners’ activities in this direction, includingrough the functioning of thBational
Reference Network for Assessment of the Labour eF@@ompetenceswill be
supported. Carrying ouhree regional learning fairsissuing areference book on the
offered opportunities for education and training the different regions of Bulgaria,
etc., will contribute to increasing the awarenegshe lifelong learning strategies at
national level.

Forecasting the needs of labour force with certgiralifications. In 2012 the
development of the system ffwrecasting of the needs of labour force with ceria
gualifications in the medium and long term will be completed, ahhiwill help to
overcome the shortage of highly-qualified workersl @mployees in a number of
economic sectors. A forecasting model will be depetl in 2011; it will provide the
basis on which a medium-term forecast of the ndeddabour force with certain
gualitative characteristics in terms of economidivies, professions, education
attainment, both at national level and by planniegions, will be developed. Special
attention will be paid to the skills and trainingeas of the vulnerable groups on the
labour market, including people without educatianqoalifications, young people,
long-term unemployed, elderly people, women, etc.
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l11.4. Addressing the Weaknesses in the Business Enonment
and Enhancing the Administrative Efficiency, includng at
Regional and Local Level

Ensuring transparent, predictable and favourablent@stments business environment in
compliance with the recommendation of IG 6 will trdsute to establishing an appropriate
framework for business development, especially mils and medium sized enterprises
(SMESs). The Better Regulation Programme (2010-2@t8)the functioning of the group for
monitoring of its implementation will continue plag an important role in the improvement
of the business environment, in particular witharelgto enhancing the quality of statutory
instruments, reducing the regulatory and admiristaburden, ensuring compliance of the
legal acts and procedures of the regulatory regiméh the Law on Limiting the
Administrative Regulation and the Administrative Mol on the Economic Activity
(LLARACEA), introducing electronic services and fiepation of the business structures in
the process of planning and reporting of the im@etation of the measures identified in the
Programme. The Commission for Protection of Contipeti (CPC) will also play an
important role for the improvement of the businessironment through its activities related
to adopting opinions on draft statutory instrumeotsheir compliance with the provisions of
the Law on Protection of Competition (LPC), strémggting its interaction with the sectoral
regulators in connection with the LPC enforcemastwell as by strengthening the effective
competition in the relevant markets by increasing humber of ex-officio investigations,
decisions and sanctions imposed in case of edtadligiolations of the LPC. The role of the
Communication Regulatory Commission (CRC) is alsgartant and its tasks related to
identifying risk companies and market segments#sect national and regional level, which
should be subject to regular monitoring, as wellt@aghe statutory definition of specific
obligations in the event of establishing that amemarise has significant influence on the
corresponding markets, will additionally contribtideimproving the business environment.

The improvement of the business environment, irtiqadar the reducing of the existing
administrative burden for the business and emp#pyehnich is related to the process of hiring
and optimising the personnel, will also allow reidigcthe undeclared employment. This in
turn, will not only result in increasing the emptognt of the population (via a purely
statistical effect), but will also contribute topgorting the state budget by ensuring higher
revenues related to the higher employment.

Many of the measures for improving the administetefficiency are implemented under
Operational Programme “Administrative Capacity” @F 2007-2013, which is co-financed
by the European Social Fund (ESF).

In addition, the World Bank is ready to continug ¢éboperation with Bulgaria famproving
the business environmeloy supporting the efficient implementation of tBetter Regulation
Programme and the Action Plan for Reducing the Astriative Burden, with the objective
of improvingthe functioning of the state administratiand increasinghe confidence in the
state institutionsThe World Bank will provide analytical and corsimcy assistance in the
process of joint preparation of analyses and assm#s of the competitiveness of the
Bulgarian economy and the policies supporting tt@emic growth.
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4.1. Optimisation of the Public Administration

During the period March—July 2010, with a view fimising the administrative structures, a
thorough functional analysis was carried out withie Administrative Reform Council
(ARC). As a result, the total number of administtstructures was reduced by 7.8% (to
106), the number of employees in the public adrrai®n — by 10.9%, and the wage bill in
the public administration was reduced by 12.6%aamspared to their 2009 level.

In July 2010 the Council of Ministers adopted thetidn Plan for Optimisation of the State
Administration (2010-2011), developed by ARCThe Action Plan contains 572 measures,
of which 185 are for optimisation of the ministtidanctions, 38 are for enhancing the
efficiency and effectiveness of the administrasteictures and 349 are for streamlining the
public services. The Action Plan identifies thep@ssible institutions and sets deadlines for
implementation (with small exceptions, by the eh@@l1) for each measure. The Council of
Ministers adopted the report on the implementatibthe Action Plan for Optimisation of the
State Administration (2010-2011) for the periody2010 — February 2011. The report states
that:

»  The process of theptimisation of the functions of the ministries was carried out by
making changes in their statutory regulations. li@se measures (185), 79.5%, or 147
measures, were planned and implemented by the £801® and the remaining 38
measures will be implemented by the end of 2011.

»  The measures fagnhancing the efficiency and effectiveness of thaministrative
structures are targeted at improving the internal rules arat@dures on the basis of
thorough analyses of the current situation with iawvto identifying areas for
improvement. Of the 38 defined measures, 73.7%8omeasures, were planned and
implemented by the end of 2010 and the remainingn&@sures will be implemented
by the end of 2011.

> Improving public services Of the 349 proposed measures, 62.2%, or 217 mesgsu
were planned and implemented by the end of 201(;986128 measures) will be
implemented by the end of 2011, and 4 measuresthebgnd of 2012.

The government will continue implementing measufes optimisation of the state
administration during the period 2011-2013. UndeorRy Axis | “Good Governance” of
OPAC a call for tenders has been launched for pi®jef central administrations with a total
value of EUR 2.6 million. The procedure is aimed aitimising the structure and
organisational development of the administrati@mancing the efficiency and effectiveness
of the processes, and avoiding duplicating funstiohthe administrative structures at central
level, as well as of territorial units of the cehtgovernment. The projects under this
procedure will help optimise specific administraspwhich support the executive power.

In 2011-2012 the following more important measuwvaisbe implemented:

»  Amendments to the Law on Administration for thepgmse of reducing the hierarchical
levels in the administration and better distribataf powers between the head of the
administration and the general secretary, deadbnemplementation — end of April
2011,

»  Developing methodology for determining the numbdr prsonnel in regional
administrations with a view to achieving transpaseim this process;

30 with CMD No. 560 of 2010
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> Enhancing the quality of work of organisations amstitutions directly involved in the
improvement of the business environment in BulgaB&l, EAPSME, institutions and
administrations from the national quality infrastuwre. Under Priority Axis 4:
“Strengthening the international market positioristtee Bulgarian economy” of OP
“Development of the Competitiveness of the BulgarEeconomy” (OPC) a call for
tenders for projects supporting the activitieshis field will be launched;

> Implementing the Plan for optimisation of the sttninistration, which will allow for
the modernisation of the organisation of the adstiation and for improving the
access to and the quality of public services arcethiciency of public expenditure;

»  Selecting a model for regionalisation and seconéllef self-governance, which will
allow to strengthen the role of the Regional Gowesnn the local state governance and
will provide an opportunity for establishing a regal level of self-governance;
strengthening the role of the Regional Councils aaghorities implementing the
government policies and providing for regional cboation;

> Developing a methodology for financing the actastiof the regional administrations,
including by introducing standards for the budggiprapriations to regional
administrations, with a view to achieving transpasein determining the budgets of
the regional administrations.

4.2. Human Resources Development in the State Adstration

Enhancing the efficiency and strengthening the capaf the administration at central and
local level will contribute to improving the buss®e environment and to establishing a
favourable investment climate. Measures for humesources development in the state
administration are envisaged within the framewofkPdority Axis Il “Human Resources
Development” of OPAC.

In 2011-2012 the following more important measuwvaisbe implemented:

»  Developing the systems for recruitment and selacttd human resources in the
administration;

> Introducing a new remuneration in the state adrtratisn.

The new remuneration model for the officials in gtate administration will comprise two
parts — permanent, which depends only on the hearked, and a variable, not guaranteed
one, which is related to the achieved results sgpexific features of the work processes and
organisation. The ratio between the permanent #&edvariable parts of the wages is
envisaged to be fixed at the level of the wage hilk also envisaged to use a metric scale for
determining the basic monthly wages in terms ofitmos — the metric scale will contain
definite brackets of the basic monthly salariesdach position, and for each bracket there
will be a minimum and a maximum amount of the basanthly wage. The metric scale will
be developed on the basis of an evaluation of thmetions and responsibilities of the
positions, defined in the Uniform Classifier of 3oln the Administration. The new
remuneration system envisages that the additioaginpnt for length of service will be
abolished and, at the same time, that a new typeldifional permanent remuneration will be
offered, the so-called “retaining supplement”.

»  Training for strengthening the administrative catya@nd familiarising with the
statutory instruments, which regulate the introgurctof the electronic government —
Law on Electronic Governance (LEG), Law on ElecitoDocument and Electronic
Signature (LEDES), LLARACEA, Administrative ProceduCode (APC);
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»  Training on conducting impact assessments;

» By 2013 training for strengthening the administraticapacity of the public-private
partnership (PPP) units, and development of metlbgdml documents for facilitating
the procedures for awarding public-private parthigrsontracts is envisaged.

In the medium term a system for planning the needs of human resourcdbe state
administration will be developed, which will imprevts effectiveness and adaptability. The
system will be developed under an OPAC project am@nted by the administration of the
CoM.

4.3. Introducing Mandatory Impact Assessment

In Bulgaria the impact assessment of statutoryrunsents is partially introduced in the
LLARACEA. In order to avoid the limited scope in plementing the LLARACEA, the
implementation of this concept will be regulatedhe Law on Statutory Instruments (LSI).

According to the progress report on the implemémain 2010 of the Better Regulation
Programme 2008-2010, 509 civil servants have uwdergiraining courses in impact
assessment of statutory instruments and 10 offitial’e been trained as trainers in this field.
Out of the prepared 15 impact assessments of @tatimstruments, 14 were carried out via
awarding contracts under the Law on Public Procerar(LPP).

Measures to be implemented in the short term (2020%2):

> Institutionalising the process of regulatory impassessment — assignment functions
related to the preparation of impact assessmerggbftory instruments to units in the
central administration;

»  Establishing a network of experts trained in impadsessment in the state
administration.

In the medium term, by 2015,a number of measures will be implemented (desdrine
detail in Annex 1), such as:

»  Carrying out impact assessments, including ex-pgogtact assessments of statutory
instruments with substantial influence on the bess environment, as well as
assessment of the compliance of statutory instrteneith the LSI;

> Identifying enterprises with significant influenoa the markets at national and regional
level, which shall be subject to regular monitoringthe CRC;

> Introducing a mandatory demographic impact assassofi@ll statutory instruments.

4.4. Reducing the Administrative Burden

With a view to achieving the objective of the Rejubof Bulgaria for reducing the
administrative burden, resulting from the inforroatiobligations stemming from the national
legislation, which does not transpose the Europeguirements, by 20% by the end of 2012,
adopted with a CoM Decision as of 12 March 2009la8& and secondary legislations are to
be amended. These laws will be revised in accomlawith the five-component model for
reducing the administrative burden, namely: subimmssef information, collecting data from
other state authorities instead of from the businesmoving the information obligations,
simplification of the terminology, reducing the cplexity of the regulations. The expected
benefits for the business will be the reduced ¢astspectively a reduced administrative
burden, in the amount of approximately EUR 13.3lianl The work on assessing the
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administrative burdens imposed by further 20 laas $tarted; it will additionally increase the
benefits to the business. According to the progregsrt on the implementation of the Action
Plan, it is expected that administrative burderucgidn by 17% will be achieved already by
the end of 2011.

In order to stop the continuing practice of thealoauthorities to administer regulatory
regimes, which have not been stipulated in a |l&e,Better Regulation Programme (2010-
2013) envisages the following measures:

»  Drafting of a Law on the amendment of the Law orcdldSelf-governance and Local
Administration (LLSGLA), which will specify the posvs of the municipalities to
introduce regulatory regimes. The current law is ®eneral with regard to the
framework of the powers of municipalities to defihe requirements for the economic
activity of natural persons and legal entitiesha territory of the municipality;

> Improving the control mechanisms of the Regionat&nors by an amendment to the
Law on Administration or the LLSGLS;

> Identifying and proposing the abolition of illegadgulatory regimes, applied by the
municipal authorities, by involving in this actiyithe regional administrations.

Measures to be implemented in the short term (2020%2):

> Identifying the problems related to the self-regjaz authorities, which administer
regulatory regimes and the control over their immatation — preparing an analysis
and a project for influencing the process;

> Developing a concept paper about a new Law on #es,Fwhich is to replace the
currently in force Law on State Fees - adopted9il1land not well harmonised with
the current national and European legislation. attevity will be implemented by the
Administration of the CoM under an OPAC project;

> Implementation of the Action Plan for achieving thational goal of reducing the
administrative burden by 20% by the end of 2012irsypant to CoMD No. 235 as of
23.04.2010, every quarter tiMEET summarises and presents to the CoM a report on
the implementation of the measures included inAitteon Plan;

> Statutory introduction of tacit consent in regaodhe registration regimes, which will
allow reducing the time for launching businessiatites’™;

> Developing a draft Law on Public-Private Parthgysdmd a Law on the amendment of
the Law on Concessions.

In the medium term, by 2015,a number of measures will be implemented (in ataoce
with Annex 1), some of which are:

> Limiting the scope and abolishing the inexpedieedutatory regimes which do not
stem from the European acquis;

»  Strengthening the capacity of branch and/or prajess organisations for
administering and/or controlling regulatory regim@s/ introducing standards for
monitoring and influence on part of the state), reltbe need to do so has been proved,;

»  Active dialogue with the stakeholders for the pweaf reducing the burden in
regulatory regimes;

31 With CMD No. 113 of 25.02.2011 amendments werepéetbin the form of Law on the Amendment of the
LLARACEA, which is currently being discussed by tiational Assembly.
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> Reducing the regulatory burden stemming from thaigpplanning and the investment
process. A project under OPAC has been elaboratedhé implementation of this
measure.

4.5. Simplifying the Administrative Procedures, [Eleonic Governance and Electronic
Services of the Administration

Introducing the information and communication tembgies (ICT) creates real conditions for
improving the administrative services. The use @T Iprovides the opportunity for higher
transparency in the relationships between the adtration and the client, for eliminating the
preconditions for corruption practices, for redgcthe time necessary for receiving services
and for expanding the access to them.

In order to successfully establish and developeleetronic governance, it is necessary to
both carry out organisational changes in the adstrations and enhance the administrative
capacity to work with ICT. Together with introdugithe principle for providing services and
information by electronic means, an adequate conmwation shall be ensured among the
administrations, as well as between the administrat on the one hand, and the citizens and
the business, on the other.

Under Priority Axis Il “Quality Administrative Seice Delivery and E-governance

Development” of OPAC, activities related to the noyement of the administrative services
delivered to citizens and the business, includihg tevelopment of e-services and e-
governance, are being financed.

The Electronic Governance Council will work for imping the interdepartmental
coordination of the electronic governance policyl dne related projects and initiatives by
providing the necessary support to the institutibmsthe practical implementation of the
electronic governance.

A Roadmap on the implementation of the adoptedtilec Governance Strategy of the
Republic of Bulgaria (2011-2015) has been elabdtat&@he Roadmap will be submitted to
the CoM for adoption in April 2011. The Roadmap edfbthe conclusions from the regdrt
of the Minister of Transport, Information Technakeg and Communications on the current
state of play and the readiness of the adminietratio actively participate in the electronic
governance.

Measures to be implemented in the short term (2020%2):

»  Launching the Administrative registry with a view achieving openness, accessibility
and coordination in the work of the state admiatsbn.

The implementation of an OPAC project, which wilmaat providing electronic services
administratively and at exchanging electronic doents between administrations in applying
the administrative regimes, as well as at providaognplex administrative services and
optimising the administrative procedures/processes their provision through the

development of clear procedures, is expected tb sta

32 With Decision No. 958 of the Council of Ministetated 29.12.2010

3 According to the report, 74% of the administrasiatefine the services they provide as servicesigifelst
public effect; 12% do not provide services to thigzens and the business under the Law on the @ubli
Administration; 4% declare that the specific natofgéhe services they provide does not allow thes®ices to
be electronic; and 2% state that the provisiortheif services by electronic means would not resulhaterial
economies.
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Expanding the e-governance infrastructure — theisityn of Transport, Information

Technologies and Communications (MTITC) implemearis18-month OPAC project.

The project will ensure the implementation of pitiorelectronic administrative

services, improvements in the portal, and furthevetbpment of the e-government
system. Another OPAC financed project of MTITC aiatgmproving the information

and communication environment for better deliveryadministrative services through
upgrading the central systems of the electroniceguwent (identities register;
enhancing the Integrated Environment for ElectrddD@cument Exchange (IEEDE);
establishing centralised system for monitoring anadnagement of the information
security and interoperability, etc.).

Possibilities for using an Improved Electronic Zigme (IES) — the technical
maintenance of the different IES formats shall beueed by all EU Member States by
1 August 2011. This will contribute to improvingetltross-border interoperability of
electronic procedures.

In 2011 “Licensing and Registers” information syst& the CRC will be introducéd
This way, a new approach of communication withzeris and business, which is in
line with the EU requirements, will be establislaed the access of external individuals
and entities to the complex administrative servaned public databases of the regulator
will be considerably facilitated.

Updating the National Strategy for Broadband IntérAccess and elaborating a
National Operational Plan for the implementatiorhef strategic objectives in this field
until 2020, in connection with achieving the prims$ of Flagship Initiative “A Digital
Agenda for Europe” under the Europe 2020 Stratkgy.expected to be adopted by the
CoM at the end of July 2011.

Enhancing the Unified Information System for Cowatéing Crime (UISCC) and
raising the quality of the services provided tozeihs and the business by enhancing
and developing the system and of the centraliseglpaf the e-justice. This measure is
implemented under Sub-priority “Improving the seevidelivery provided by the
judiciary through developing the information teclogies” under OPAC Priority Axis

[l “Quality administrative service delivery and Gavernance development”, co-
financed by the ESF;

In the medium term, by 2015,a number of measures will be implemented (in ataoce
with Annex 1), some of which are:

>

>

Developing a secure and protected administratieetlnic communication network
for the state administration and the electronicegoance;

Implementation of the Roadmap to the adopted ElaatrGovernance Strategy of the
Republic of Bulgaria (2011-2015);

Establishing an integrated system for managementthaf processes in the
administration (central and municipal);

Upgrading software applications for the developnuérithe e-governance.

34 Entirely with the financial support from the EU chanisms under OPAC and financed from the European
Social Fund.
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4.6. Implementing the Services Directive

The Directive 2006/123/EC on services in the IraeMarket was transposed in the national
legislation in the Law on the Activities Relatedttee Provision of Services (promulgated, in
SG Issue No. 15 of 23.02.2010, effective as of 22@10).

Amendments were made to the Law on Tourism, LawhenSpatial Development, the Law
on the Bulgarian Construction Chamber, the LawhenG@hamber of Architects and Chamber
of Engineers in Investment Design, the Law on Eyné&ifficiency, the Law on Crafts, and the
Law on Consumer Protection. These amendments waetated towards simplification of
the administrative procedures and eliminating thetacles to the activities related to the
provision of services. They are aimed at ensurlmgrécognition of certifying documents
issued by other Member States on part of the Bidgacompetent authoritiesvhich are
considered as equivalents of the Bulgarian docusneas well as theecognition of
commercial registratiomunder other Member States legislatimnposing the principle of tacit
consentetc.

In regard to the necessity to especially focustenfull transposition of and harmonisation
with the Services Directive, and in regard with tiesults from the 2010 assessment of its
transposition, carried out jointly by the Membeat8s, in the short term Bulgaria will:

»  Align the draft laws in the legislative programnfettee government, which concern the
provision of services, with the Law on the Actiedi Related to the Provision of
Services, which transposes the Directive provisiortee national legislation.

> Identify and propose amendments to the specifisli#gpn in the field of services in
order to eliminate the remaining regulatory basierhich unjustifiably impede the
freedom of services provision.

Single Contact Point for Services’ Providers

The task of a Single Contact Point (SCP), purstatiie Law on the Activities Related to the

Provision of Services, is performed by the Integuldlational Portal for Access to Electronic

Administrative Services. At present the administesservices which need to be accessible
through the SCP are provided at informational legal their electronic realisation shall be
implemented by the competent authorities, whichvigl® them. The maintenance and the
improvement of the SCP is synchronised with thecgadh the field of e-governance and is

thus related to the Roadmap on the implementatidgheoadopted E-Government Strategy of
the Republic of Bulgaria (2011-2015).

In the medium term, by 2015,full operationalisation and a gradual electromalisation of
the administrative services, provided through thgl® Contact Point (SCP) of the services’
providers is envisaged, in accordance with Direc2006/123/EC on services in the Internal
Market.

4.7. Access of Bulgarian Enterprises to Financing

The increased recently requirements towards thenpiat users of bank credits made it
necessary to introduce, in cooperation with the oRean partners, new, innovative
instruments for financing the Bulgarian enterprisés this regard, within OPC the

implementation of activities under Priority Axig fFinancial Resources for the Development
of the Enterprises” has started. The successfuleimgntation of these activities will not only
create access to the financing needed by the eisesout will also result in a more rapid
development of the financial sector in Bulgariaaasain factor to economic growth.
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In 2010 four calls for expressions of interest wenenounced under procedures for
instruments of financial engineering:

>

Risk Financing Fund(s) — total capital of EUR 30lliom, 70% of which will be
provided by the JEREMIE Holding Fund. The deadlfighe call for expression of
interest by financial intermediaries under thignmsient was 2 November 2010 and 12
declarations of interest were received within teadline.

First Loss Portfolio Guarantees Financial Instrumeriotal budget EUR 74 million.
This instrument will improve the access of entesgsito financing and will also reduce
the interest rates and the collateral requiregfoviding loans. The deadline of the call
for expression of interest by financial intermegiarunder this instrument was 17
January 2011 and 11 declarations of interest wasreived within the deadline.

Growth Capital Fund(s) — total capital of EUR 60lliom, 50% of which will be
provided by the JEREMIE Holding Fund. The objectbfethis financial instrument is
to provide growth capital for financing the groveththe expansion of companies which
are profitable or close to being profitable. Theitad can be used for financing
production expansion, market expansion or produeteldpment, or any other
investment aimed at the company’s expansion. Tlaellohee of the call for expression
of interest by financial intermediaries under timstrument was 17 January 2011 and 8
declarations of interest were received within teadline.

Mezzanine Fund(s) — total capital of EUR 60 milli&@®% of which will be provided
by the JEREMIE Holding Fund. The Fund will provilfezzanine financing — hybrid
financial instrument combining debt and equity fioimg. The deadline of the call for
expression of interest by financial intermedianesler this instrument was 17 January
2011 and three declarations of interest were redenithin the deadline.
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l1I.5. Improving the Quality and Efficiency of Education and
Training Systems

The reform in the education and training systemt aentribute to increasing the of labour
force, competences, qualification of low-skilled rkers, and to better reflecting the
development of modern society and addressing tiautamarket needs in line with IG 9. The
successful implementation of formulated measuresediat improving the framework of
education and training systems is closely relateth¢ achievement of national target 4 and
will also allow the achievement of national targe®nd 4 in line with IGs 7, 8 and 10.

The reform in this sector will be complemented gy &xpertise of the World Bank. The latter
will provide analytical and advisory assistance iimproving the quality of primary and
secondary educatiohy strengthening reporting requirements for sch@vdenhancing the
quality and importance of higher educatidny their better governance, strengthening the
control over the accreditation and ensuring peréorce-based budgetary funding of higher
schools. The concrete measures in the primary awbnslary education will include
improving the system for external assessment of gbality of education, as well as
establishing school-based mechanisms for strengifpethe role and the commitments of
parents and municipalities in management schoakides. The World Bank will also assist
the government in the implementation of the pregpaeéorm of school education.

5.1. School Education

The currently in force Law on National EducatiorN) was adopted in 1991 and since then
was amended 21 times. Major public relations aue tegulated by the secondary legislation,
which creates parallel and frequently contradictimigh the LNE regulatory framework.
Stronger harmonisation is also necessary in viethefimplementation of the EU priorities
and targets within the Strategic Framework for pean Cooperation “Education and
Training 2020”, which aim at achieving the target§ the Europe 2020 Strategy.
Comprehensive and systematic policies, providedvith the human, financial and physical
resources and enjoying wide public confidence anppsrt, need to be designed and
implemented in order to efficiently achieve the embives of equal access and high-quality
education.

Measures to be implemented in the short term (2020%2):
> Establishing a network of career development centre

To enhance the quality and effectiveness of seggrathication and to ensure transition from
education to the labour market, the project “Essalnhg a system for career development in
schools” will be launched. Within the framework dfis project 28 regional career
development centreswill be established with the objective to provideformation,
consultancy and advisory services to pupils atstdiges of secondary education. The
information search system,which is planned to be established, will contaiructured
information about the national network of secondaryd higher schools, the profiles,
professions and specialities, as well as diagnasticuments.

»  Elaborating Law on School and Pre-school Educatind the respective secondary
legislation to outline the new educational envireminfocused on the child and the

pupil.
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>

Implementing the nine national programmes for tlewetbpment of the secondary
education, approved with a Council of Ministers B&m as of 4 April 2011.

In the medium term, by 2015,a number of measures will be implemented (in ataoce
with Annex 1)for modernising the educational systemSome of these are:

>

Introducing a new educational structureto ensure equal access to education. This
will support the process of overcoming the main rgfwomings of the existing
educational structure, namely the existing inedqudletween pupils in different types
of schools following the different general educaiibminimums; the restrained intra-
system mobility and the lack of provisions for isgua diploma (only a certificate of
completed stage of education is being issued)ffiognt conditions for developing the
potential of each child while taking into accoustinterests, needs and abilities.

Providing afull-day schoolfor the first grade pupils in state and municipadaols.

Optimising the school networkin line with the demographic trends to ensuredpett
efficiency in the use of resources. Enhancing ty&esn for school and education
inspection.

Developing the system for evaluation and quality eurol of education at different
levels as a fundamental opportunity for developargl implementing policies for
prevention of school dropping out (also contribgtto the achievement of the national
target 4) and for attaining higher educational lev&he system encourages the
participation and assuming responsibility, which dsectly related to the social
inclusion and the reduction of social isolationfursuance of national target 5).

Developing an efficient system for qualification ad career development of
teachers and lecturers which will contribute to improving the quality clecondary
education. The new Law on School and Pre-schoolc&ithn will place the
gualification of pedagogic staff as a main prioriiythe field of secondary education.
For the first time, in view of the specificity ohd profession and the need for
continuous improvement of teachers’ knowledge akiliss the qualification will
become compulsory and will aim at satisfying therading needs of children and
pupils. The qualification of pedagogic staffwill be oriented towards attaining specific
approaches and methods for work with children wsfhecial educational needs,
children with different ethnic origin, talented kthien and children and pupils exposed
to the risk of dropping out of school. To enharfee quality of education and improve
the correspondence between the educational seatbthe labour market needs, the
following activities will be developed:

0 Planning, improving and evaluating the inherentcpsses in the kindergarten
and school in order to guarantee the best perfazenaih each child and of the
school community as a whole in line with the iditiadefined targets and
objectives. This will allow to improve the quality teaching methods in the pre-
school and school education;

0 Developing a network of career centres;

0 Developing mechanisms for vocational training opipiand students in real
working environment;

0 Improving the quality of professional education;
0 Introducing a management system for professionatatbn;
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0 Introducing training and qualification programmes experts in the field of
energy and new technologies, and energy management;

0 Improving the quality of general education;

0 Providing opportunities for consultations and addil activities for supporting
pupils in primary and lower secondary stage of atdan experiencing learning
difficulties (in the form of additional activitie small groups and individually
tailored programmes).

Quality enhancing measures in the field of genaral professional education as well as
measures providing opportunities for consultatiansl additional activities for supporting
pupils in primary and lower secondary stage of atlan experiencing learning difficulties
will be implemented in order to improve the edumadl performance.

5.2. Higher Education

The reforms in the field of higher education ainpadviding an adequate connection between
higher education and the labour market in line W&k 9 and 8.

The achievement of the objectives of the refornml b supported by the introduction of a
rating system for higher schoolswhich will provide an objective tool for compasis The
system will be based oevaluation indicators of the actual quality of edeation in the
network of higher schools These measures will increase the competitiveokessidents on
the national and European labour markets and wisuge transparency regarding
performance/attainment and quality of higher edaooat Providing opportunities for
vocational training of students in real working environment will also contribute to
improving the quality of higher education and th&eraction between education and business.
A motivation promotion system providing for better paformance in education in the
form of additional scholarships and awards will in'oduced to ensure equal access to
education, which will in turn lead to a higher nvation and involvement of students in the
educational process.

The implementation of th8tudents Loan Programmeuwill create conditions for increasing
the inflow of public and private resources to higeéucation. The implementation of the Law
on Providing Credits to Graduate, Post-graduateRird Students is expected to enable the
sharing of educational costs between the statestmidnts as well as to promote competition
among higher schools to improve the quality of edioo and to ensure equal access to higher
education, regardless of the social status of #melidates. The successful implementation of
this programme will help addressing factor to gto®f related to improving the efficiency of
public spending and ensuring a reallocation of jpuipenditure towards growth-enhancing
activities, as well as to achieving national tadyet

In the medium term, by 2015,a number of measures will be implemented (in tetai
Annex 1), including:

»  Updating the legal framework in the system of higéducation and science;

> Developing mechanisms for maintenance and developofeactual rating system for
higher schools in the Republic of Bulgaria, whicaswpublished in 2010;

> Developing mechanisms for vocational training ofudeints in real working
environment;

> Providing student scholarships and grants for equeéss to education and for higher
motivation for better performance;
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> Developing a system for qualification and careerettspment of academic staff.

The successful implementation of the latter willntbute to improving the quality of
educational services provided by Bulgarian higharosls. This is related to increasing the
competencies in key areas such as language sgiiés for using the information and
communication technologies (ICT) in the educatiqmalcess as well as to the attainment of
specific professional knowledge and competenciglseli to the contemporary educational
methods. With a view to improving the quality ofuedtional serviceqroject mechanisms
for monitoring, evaluation, forecasting and plannirg of training events for increasing
the qualification of lecturers in higher schoolswill be developed.

5.3. Development and Introduction of a Quality Magament System of Education at
Different Stages

The development and introduction ofgaality management systemat different stages of
education will provide an opportunity for the dey@inent and the implementation of policies
for preventing the school drop-out and for achigvimigher levels of education, which will
thus contribute to the achievement of nationaldtrd and 5.

Improving the system for control and inspectiorediication isa short-term measure (to be
implemented in 2011-2012which aimsto achieve higher efficiency of the educational
services and to improve the quality of education.
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l11.6. Infrastructure to Improve the Access to the Single Market

Improving the infrastructure is key preconditiorr fattracting more and of high quality
foreign investments.

The Structural Funds and the Cohesion Fund (SCBuigaria will have a crucial role in
financing transport and environmental infrastruatyorojects.

6.1. Transport Infrastructuré®

Indisputable success in this area is the ongoingcessful implementation of projects
financed under OP “Transport”. Under 2007-2013 QrRarisport” (OPT) as of the middle of
September 2010, 54 projects have been approvedthemd contracted value amounts to
EUR 1.070 billion, thus accounting for more tha®/®8f the funds under the programme.

The scope of OP “Transport” was expantedith additional projects in all priority axes
aiming at better absorption of the funds underpttogramme.

In addition to realization projects funded by ORMm,overall road sector development strategy
until 2020 will be elaborated.

Table 12: Progress in the financial implementat@rOP Transport by priority axes and priority projs as of
15.03.2011

Total value of the
contracted
financial
assistance under]
Total indicative | Number the axes / Paid contracted
Priority axis / Project under the budget for axis of contracted
. . 4 X : grants (EUR
corresponding axis project (EUR |approved financial million)
million) projects assistance
contracted and
project financing
under OPT (EUR
million)
1. Development of the railway infrastructurg 580.0 5 498.4 11.4
2. Development of the road infrastructure 989.6 3 360.2 30.4
3. Impr_ovmg the mtermodallty for passengégrs 211 1 9 185 4 85.4
and freight transportation
4. Ir_npr(_)vmg maritime and inland-waterway 1564 o a 0
navigation
5. Technical assistance 6/6.0 44 26.d 7.1
TOTAL: 2,003.! 54 1,070.] 136.9

% This section reflects the priorities of the Stggtdor Transport System Development of the Repubfic
Bulgaria by 2020, adopted by the CoM on 04.04.2010

% pursuant to a decision of the eight meeting ofMiamitoring Committee of OP “Transport”, held orafid 8
June 2010.
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Source: MTITC

Box 1. The priority projects under OPT, for whicinedt award procedures for grants have been open
are:

Priority Axis “Development of railway infrastructur e along the Trans-European and major national
transport axes”:

> “Electrification and reconstruction of Svilengradwkish Border railway line” — financing in th
amount of EUR 29.8 million;

> Sofia Metro Extension Project:

> Stage I, Lot 1 “Obelya — Nadezhda” and Lot 2 “Mbatl | — Tzarigradsko Chaussee” — financing
the amount of EUR 250 million;

> “Rehabilitation of the railway infrastructure inctions of the Plovdiv — Burgas railway line” |—

financing in the amount EUR 218.6 million.

Priority Axis “Development of road infrastructure along the Trans-European and major national
transport axes™:

D

ed,

in

> Finishing the construction of Trakia Motorway, Lds3 and 4 — financing in the amount of EUR

357.7 million;

> Development of a technical design for: Struma Maty, Lot 2, section Dupnitsa — Blagoevgrad

from km 322+000 to km 356+000 — financing in theoammt of EUR 1.5 million.

Priority Axis “Improvement of intermodality for pas sengers and freight”:

> Sofia Metro Extension Project, Stage | — “Road fiowt Nadezhda — Central Railway Station — Sv.

Nedelya sqg. — Cherny vrah blvd.” — financing in #mount of EUR 185 million.

Projects, which implementation is planned not laterthan the next programming period 2014-2020 ¢t
construction of the Vidin — Sofia railway line; 8tna Motorway - Lot 3 (Kresna gorge), Kalotina Highyn~
Sofia ring road, Black Sea Motorway, Hemus Motorvaa other projects in accordance with the priesit
for building the road infrastructure in Bulgaria B920, as well as constructing the third metro-aiten of

the Sofia Metro.

The successful implementation of Operational Progna “Transport” will improve the road
infrastructure management and quality. The sectanaistries are negotiating with the World
Bank the provision of knowledge and consulting m&w in the fields of roads and railways,
to be financed by the Operational Programmes. Tieewtly specified directions of
assistance on roads, are: review and update oP@B® Road Strategy, including sectoral
Operational Programmes; operational assistance MBRDPW, MTITC and the Road
Infrastructure Agency (RIA) for the projects’ imptentation, and a review of the functional
management structure to improve the results ofrtlael infrastructure modernisation and
management. The services will be provided upon losian of an agreement between the
government, the EC and the international finanastitutions on such financing.

>

Under the “Rehabilitation of the road infrastruefuproject, financed with a WB loan

in the amount of EUR 90 million, rehabilitation thie road network of the country (I, Il

and 1l class roads) is currently being carried; oilte institutional development

component and the implementation of an integratedkgge of measures for improving
road safety are being financed. The project is deastructured towards reducing the
volume of physical road rehabilitation to 307 kmdaextending the scope of the
institutional development component with a spe@ialus on technical assistance for
full and timely absorption of EU Funds for the rosector in Bulgaria during the

current and the next programming period.
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> Under the “Second Trade and Transport FacilitaBooject”, financed with a World
Bank loan in the amount of EUR 40.9 million, cutigrare undertaken activities for
strengthening the capacity, efficiency and quadifythe services of selected border
points along the external borders of the EU in Bty with a special focus on the
Trans-European Transport Network. The main investmeare for equipment,
reconstruction and modernisation of the main Bordentrol Check Points and the
construction of an approach section of about 3.4, kvhich links Maritsa Motorway
and the border with Turkey.

> Negotiations with the World Bank for the provisioh financing amounting to EUR
240 million for reforming and restructuring the Iwaay sector in order to ensure
sustainable system development and new investrtiaotsgh more efficient absorption
of the SCF, are under way. The modernisation of&u&n railways will start through
structural financing under three Development Poliogns. The assistance will consist
of three loans of EUR 80 million each. The firsustured loan is planned for 2011 and
will support the financial stabilisation and resturing of the Bulgarian railways, the
improvement of the management and the results eftwlo public companies — the
National Company “Railway Infrastructure” (NCRI) darfHolding Bulgarian State
Railways” EAD.

> Under the “Rehabilitation of the railway infrasttue” project additional EUR 70
million are earmarked for purchasing equipmentnfi@intenance of railway tracks and
the contact network, managed by the NCRI in oraenniprove the quality and
efficiency of the railway infrastructure servicesBulgaria. The investment loan will be
used for investments related to the implementatfdhe railway infrastructure reform.

6.2. Investments in Environment Infrastructure

The investments ienvironment infrastructure are an important factor not only for ensuring
cleaner and healthier environment and “green” egbaaevelopment, but also for increasing
the employment and the social inclusion.

Operational Programme “Environment” (OPE) for theripd 2007-2013 and the Pre-
accession Programme ISPA are the main instrumentbé development of infrastructure for
reducing the water basins contamination by untdeateunicipal waste waters and for
improving the quality of drinking water, as well fas developing regional waste management
systems in the country. Under OPE funding more tB&IR 1.5 billion are envisaged. They
are designed to be allocated to the constructiomadér supply and sewerage infrastructure in
the biggest cities and of municipal waste manageémsgsiems in 23 regions servicing over 5
million people. OPE is targeted at:

»  Construction of a centralised sewerage network emgliring biological treatment of
waste waters for all agglomerations with over 2 8QQivalent citizens by 31.12.2014.

»  Preparation for reuse and recycling of waste materincluding paper and cardboard,
metal, plastic and glass from households up t@adt|50% of their total weight, not
later than 2020.

> Preparation for reuse, recycling and other utilisabf materials, including in filling
operations, through replacing other materials witiste, non-hazardous waste from
construction and demolition, except for materials inatural state, up to at least 70% of
their total volume, not later than 2020.
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> Reducing the gquantity of biodegradable municipasteato 50% by 2013; to 35% by

2020.

Table 13: Progress with the financial implementataf Operational Programme “Environment” for the rjoed

2007 — 2013 by priority axes as at 28.02.2011

Total Total value of the
L contracted Paid
indicative | Number X .
S : financial contracted
Priority Axis |budget for the of .
. assistance undel| grants (EUR
axis (EUR |contracts L
. the axes (EUR million)
million) o
million)
Priority Axis 1: Improvement and
development of water and wastewater
mfra_tstructurg_m settlemgnts with over 2 00p 1,284.2 190 468.9 1216
equivalent citizens and in settlements bellgw
2 000 equivalent citizens within urban
agglomeration areas
Priority Axis 2: Improvement and. 366.7 36 18.4 4.7
development of waste treatment infrastrucfure
P_rlor_|ty A_><|s 3: Preservation and restoratio 103.3 31 286 4.7
biodiversity
Priority Axis 4: Technical Assistance: 46.5 58 11.8 2.1
TOTAL: 1,800.8 315 527.7 133.0

Source: Unified Management Information System (UMf$he EU structural instruments in Bulgaria

As a result of the overall reform of OPE requiretseprocedures and priorities with a

view

to ensuring efficient and transparent spendingyfdbe end of February 2011 the contracted
funds amounted to EUR 527.7 million as compare&tiR 399.3 million as of the end of

July 2009, and the paid contracted grants amount&tJR 133 million as compared to
23.5 million as of the end of July 2009.

EUR

Box 2. OPE Implementation — “Water” Sector and “i&sSector

In the “Water” sector the EC has approved two large infrastructuralgmig under OPE with a total vall
of EUR 132.9 million. The first successfully comglé and operational project in the “Water” Sectasthe
Sewerage and Sewage Pump Stations in the town iofoRko. Five more projects have been put
operation. Under Priority Axis | “Water” of OPE, @alls for proposals were launched for 124 prio
agglomerations for investment in construction ocorestruction of town waste water treatment plg
(TWWTP). The signature of contracts under thesequtares with a total value of EUR 741.4 million
expected. Under the procedure for technical assistand construction a total of 19 proposals haen
submitted.

In the “Waste” sector the project proposals submitted under OPE Priéutg 2 “Waste” for the regions a
Vidin, Burgas and Pernik are currently evaluated are expected to be launched in 2011. The constfy
new facilities under this axis will service a pagtidn of over 1.88 million people. In 2011 at le2Stproject
proposals for municipal regional waste managemgsiems, to be developed in stages by 2014, in

value of EUR 113 million, are expected to be sutedit These systems will cover a population of de

million people. As of 2011 OPE will also financeetipurchase of waste containers for separate w
collection and vehicles for their transportatiomisT will support the development of operationalioegl

systems and will provide the municipalities witle thpportunity to apply the so-called “soft measufes.,

to introduce a flexible “waste fee”). In the “Wadteector contracts with a total value of at leabiRE357.9
million, and in the “Waste” sector contracts withiagal value of over EUR 58.8 million are expectede
concluded by the end of 2011.

e
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6.3. Sustainable and Integrated Urban Development

Improving the urban competitiveness and, in palicupromoting the successful and
sustainable interlinked urban areas, which provadeach other and to adjacent rural areas
opportunities, is an important prerequisite for impng the competitiveness of the Bulgarian
regions and achieving Europe 2020 Strategy targets.

The development of cities will contribute to thgimnal development through the integration
of surrounding territories and the less urbanigedsand accelerating their economic, social,
territorial and environmental potential. The impmation of financial engineering
instruments in support of the sustainable and mteg urban development is an important
incentive for attracting investments and promofpglic-private partnership in cities.

Measures to be implemented in the short term (2612012):

»  Projects under OPRD: Support for critical, protdcteecure and reliable public ICT
infrastructure:

0 Projects under OPRD: “Support for integrated urbansport” schemes in the
Sofia Municipality, in the 5 big cities and in tMunicipality of Burgas;

0 Projects under OPRD: “Support for the reconstru¢trmdernisation and
equipping the municipal medical institutions in tlheban agglomerations”
scheme;

0 Projects under OPRD: “Support for rehabilitatiord arconstruction of second-
and third-class roads” scheme.

> Implementation of the Joint European Support fast&nable Investment in City Areas
JESSICA".

> Projects under OPRD: “Support for appropriate dfecve state social infrastructure,
contributing to the development of sustainable nrw@as” scheme;

> Developing and implementing of Integrated Plans fdrban Recovery and
Development.

In the medium term, by 2015,broadband internet access to remote and lessiseobareas
will be developed in order to overcome the diggaparation and to boost the economy of
target region®. Projects under OPRD will be financed for “Devetamt of Integrated Plans
for Urban Recovery and Development” in 36 munidiped in agglomeration areas. Regional
Development Strategies and Municipal Developmeah®for the period 2014-2020 will be
elaborated by the end of 2013. Regional Developnhetggrated Information System at

37 0On 19.10.2020 the Financing Agreement betweengthernment of the Republic of Bulgaria and the
European Investment Bank (EIB) on the establishroéat Holding Fund under the Joint European Supfoort
Sustainable Investment in City Areas (JESSICA) renténto force. The total value of the Financingr@ement
is EUR 33 million, provided from OP “Regional Degpment” 2007—2013 (of which EUR 28 million from the
European Regional Development Fund) and the agmteimeoncluded for a period of three years. Thénma
task of the EIB, in its capacity of a JESSICA HalgliFund, is to set up City Development Funds fer big
cities in Bulgaria — Sofia, Plovdiv, Stara ZagdBargas, Varna, Ruse and Pleven. The City Developmends,

in turn, will finance city development projectstire form of public-private partnerships and othdram projects
by providing loans, bank guarantees and sharecpzation.

#National Strategy for Broadband Internet AccesBliitgaria (2010-2013), adopted by the Council of istiers
on 25.11.2009, which sets out the short-term andiumeterm objectives to neutralise the uneven heeand
electronic services distribution and to achieveaherage indicators of the EU Member States. it itne with
the trends underlying the programming documentshef European Union effective at that time — thel®0
Initiative.
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regional level will be introduced; it will servidevel 2 regions, the regional and municipal
administrations (it will contribute to better busgs environment).
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V. THEMATIC CO-ORDINATION

IV.1. National target 1 “Reaching 76% employment ofthe
population aged 20-64 by 2020”

Defined sub-targets:

—  Reducing the level of unemployment among young [ge@yed 15-29) to 7% in
2020;

—  Achieving a level of employment among elderly peofdged 55-64) of 53% in
2020.

In order to achieve the national target for emplegbof 76% by 2020, the employment rate
should grow by 0.67 percentage points per year on average, which hiewable after
emerging from the crisis and returning to growtl2@11-2012 (and maintaining stable albeit
not very high growth, afterwards). During the pdri2000-2010 the average growth in the
employment rate for the people aged 20-64 was db8yiercentage points per year.

In order to overcome the identified challenges amdtirances for the development of the
labour market and to achieve the national targdtsam-targets in the field of employment, a
set of structural reforms will be implemented, feed not only on launching new initiatives
for job creation (including through initiatives apdlicies of the sectoral ministries) and on
improving the quality of the already existing onbésit also such aimed at improving the
efficiency and the efficacy of the national andioegl measures, programmes and initiatives
which has been already in process of implementafitle main reforms and actions in the
medium term will be orientated towards increasihg tevels of economic activity and
employment, improving the matching of skills to ttour market needs, and efficient
investments in human capital development.

The measures aimed at achieving the target foRa étployment rate by 2020 overlap with
the measures for improving the functioning of fadtomgrowth 3 — more efficient utilisation
of the labour potential - and will contribute natly to increasing the levels of economic
activity and employment but also to preventing tila@sformation of the high unemployment
into structural one, in accordance with the recomutagions of IG 7. In the long term these
measures will contribute to reaching some of thestmimportant priorities defined in the
country’s demographic policy, related to the immment of the qualitative characteristics of
the human capital, overcoming the negative impédhe ageing population and creating
equal opportunities for all.

Measures to be implemented in the short term (2011)

In implementing the 2011 National Action Plan on toyment (NAPE) and the operative
schemes under Operational Programme “Human Resolreeelopment” a set of measures
for social integration of the unemployed people dad training the employed and the
unemployed people, are being implemented, including

> National Programme “Assistants to People with Digas”, under which the
“Personal Assistant” activity is being implemente@ihe programme provides

3% The calculations are made based on the assumpigbrby 2020 the trends for demographic developrirent
Bulgaria will remain the same as during the lasyéérs.
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employment to 3,000 unemployed people who permaman¢ for people with
permanent disabilities on a constant basis in #pacity of personal assistants (budget
— EUR 5 million).

»  National Programme for Employment and Professionadining of People with
Permanent Disabilities, under which financing ofEEB.3 million is provided for the
employment of 1,979 unemployed people.

> National Programme “New Chance for Employment” (eayment to 1,575 people and
training for 1,000 people for EUR 1.9 million). Beé being orientated to an employer
for inclusion in subsidised employment, the peapkeincluded in motivation training,
training for professional qualification and traiginin key competencies. The
programme also includes a module for the peopleemmadundanas a result of failure
to satisfy environmental standards, which leadbéaclosure of enterprises.

> Programme “Career Start” — provides an opportuisityoung unemployed people with
higher education to gain length of service (emplegtnfor 1,851 young people,
provided EUR 1.9 million).

> Implementation of encouragement measures for sigbgidthe employment of 11,180
people (EUR 7.5 million) in the private sector fotegration on the labour market of
young people, long-term unemployed, mothers wiildodn aged up to 5 years, etc.

> Implementation of 153 regional programmes propasgdhe regional employment
commissions, which will be implemented in all reggoof Bulgaria. Under them 2,092
jobs will be created in areas like road networkarend maintenance, planting,
archaeological activities, social services, etce Tands allocated for this purpose
amount to EUR 1.9 million.

»  “Development” Scheme under OP HRD provides trairang subsequent employment
of unemployed people and has an indicative budigetU®k 25.2 million for 2011.

» "l can” and “I can more” schemes under OP HRD fairting through vouchers of
employed and self-employed people, with a totaicaiive budget of EUR 15.5 million
for 2011.

> Providing services like “Social assistant” and ‘feral assistant” under OP HRD
schemes, with a total indicative value of EUR Imillion for 2011.

In the medium term, by the 2015,measures (described in details in Annex 1) will be
implemented in the following priority directions:

Priority 1: Increasing the participation of young gople in the labour market and
shortening the periods of their unemployment. Prdinig a “new start” to 27% of the
unemployed young people by 2015.

The high unemployment and the low economic actigityoung people are among the main
challenges for the labour market in Bulgaria, idfead by the EC as problematic areas, which
might hinder the achievement of the national andofean employment targets and the
realisation of high and sustainable economic growdkes. In order to increase the
employability of young people and improve their egx to the labour market, a set of
measures will be implemented with the objectivertbance their knowledge and skills in line
with the labour market needs, initiatives facilitgt the transition from education to

employment (practices, apprenticeship, first emplegt, opportunities for combining

education and employment), as well as to createnyopties for starting their own business.
The implementation of théCreating employment for young people through pdiovg
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opportunities for work experience” schemader which paid internships for a period of six
months will be organised for young unemployed peagded up to 29 with secondary or
higher education, continues. The priority will lseeinsure a smooth transition from education
to employment and to increase the share of theg/people within the framework of a “new
start” in the form of training and employment with# months of their registration as
unemployed.

The implementation of the identified measures algb directly contribute to the achievement
of the objectives of Flagship Initiative “Youth ¢time move”.

Priority 2: Improving the flexibility and securityof the labour market including through
active actions of the social partners

The facilitation of the labour market transitioribgir attractiveness, and the provision of
opportunities for reconciling personal and profesal life and career development will be of
key importance for reducing the segmentation oflabeur market in Bulgaria. Amendments
to the statutory regulations will be adopted anglementedas a priority with the objectivio
improve the flexibility and security of the labomarket. Measures will be also implemented
in order to facilitate the reconciliation of persbrand professional life, as well as of
education and employment.

The implementation of the identified measures algb directly contribute to the achievement
of the objectives of Flagship Initiative “An agenida new skills and jobs”.

Priority 3: Activating the long-term unemployed anithe inactive people, and integrating
the vulnerable groups on the labour market, includj increasing the employment of
elderly people, providing a “new start” to 35% dfé¢ unemployed people by 2015

The population ageing renders it necessary to tekkmeasures for activating all labour
resources and implement initiatives and opportesiéncouraging people to join, remain in or
re-join the labour market. To encourage an actiebaliour on the labour market among
long-term unemployed and discouraged people, thepl&ment Agency will offer
specialised services, such as individual consahlati organisation of labour exchanges,
implementation of specialised measures and progesnmincluding jointly with
municipalities, non-governmental organisationsyge labour intermediaries and the social
partners. Furthermore, the share of the unemplpgegle included in “new start” in the form
of training and employment within 12 months of thesgistration as unemployed will be
increased as a precondition for limiting the unesypient growth. With a view to the
efficient integration of the vulnerable groups amdhe unemployed people on the labour
market through well targeted active labour markeigpammes and measures, they will be
provided with opportunities for learning to readdamrite, training, and subsequent inclusion
in subsidised employment, including for “green jobs

The achievement of the national target for 76% eymkent by 2020 will also be supported
by theintegrated promotion of investments and jobs creat with the help of a set of
measures including financial ones, in implementing the Law Investment Promotion (LIP)
and the Regulation on its implementaffbr\s of 2011 a set of measures, including financial
ones, for promoting priority investment projectsiethcreate new jobs (at least 200, or 100 in
high-tech branches or municipalities with unemplewmnrate above the country’s average)
will start to be implemented. These measures (de=strin details in Section IV.2) aim at
mobilising the growth drivers through integratedorpotion of capital and labour, for
increasing the competitiveness of the Bulgariamenty and creating new jobs. During the

405G, No. 62 of 2010
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forecast period by 2015 the objective is to reatise/ investment projects worth about EUR
800 million per year and creating and maintainin0 new jobs in new or existing
enterprises. To achieve the employment target anactivate the unemployed people, the
“Back to work” scheme, under which unemployed people are hirembtoafter children aged

1 up to 3 years, will also be applied.

Priority 4: Providing efficient employment serviceso ensure quick transition of
unemployed people to work

The need for improving the efficiency of employmesarvices was identified by the EC
among the macro-structural challenges which Budgéates. This is also confirmed by the
net impact assessment of the public employmenticesf. With a view to the quick
establishment at work of the unemployed peoplestergd in the labour offices, “one-stop
shops” will be introduced in all labour offices. &limtroduced in all labour offices in 2010
general information system, which provides for éastnd higher-quality services to the job-
seekers, will have an important contribution to ¢fugcker establishment at work of the job-
seekers. In the medium term efforts for expandihg to-operation with the private
employment agencies on the labour market with imeoh enhancing the scope and quality of
the provided employment services among others,bgilbursued.

Priority 5: Improving matching between labour demdrand supply

A national system providing a regular and systetnasearch, analysing and forecasting the
needs of employers of labour force with certain petances and skills will be established in
the medium term in order to achieve a better matcthabour demand and supply. The
information and the forecasts will be used whempilag and defining the number of students
in certain subjects in the secondary and higheroadsh which will influence the
characteristics of the labour force entering theola market, and also on the process of
adults’ training (employed and unemployed) forradly meeting of labour market demand.
The effects from the development of this systenh valfurther enhanced and strengthened by
the development of mechanisms for school and staderactices, the initiative “Let's convert
knowledge into skills”, the establishment of a earerientation system within the school
education, etc.

Priority 6: Increasing the labour force knowledgend skills through life-long learning
activities

The high levels of education and qualification bé tlabour force influences directly the
productivity and the economic growth. The futureelepment of the economy will be based
on knowledge and innovations, which in turn makeseicessary for the labour force to be
prepared for the required knowledge, skills andifications. In this connection, the voucher
mechanism for training of the employed and the yleyed people, which significantly
facilitates the access to training, will continoebe implemented.

Raising the knowledge and skills level will be @adrout by providing a set of high-quality
services related to information and consultationfgssional orientation, motivation, training
for acquiring professional qualification, trainimg key competencies, training for literacy,
practices, and apprenticeships. At the same tiotmres for encouraging the participation and
access of the population to all forms of trainimgparticular through ensuring accessibility of

“1 This assessment was carried out within the framiewb project "Impact assessment of public employme
services as an instrument for the successful iategr of the vulnerable groups on the labour madrket
implemented by the Ministry of Labour and Sociali®o(MLSP) with the financial support of the Euregn
Commission in the framework of the Progress Prognam
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infrastructures and networks which facilitate kneglde dissemination, qualification services
and employment promotion, will be implemented. Thplementation of the “Development”,
“Adaptability” and “I can” schemes under OperatibrRrogramme “Human Resources
Development”, which are directly targeted at insreg the level of knowledge and skills of
the workforce, will continue in the medium term.

Priorities 5 and 6 have an immediate impact ofsineply of labour force with the necessary
knowledge and skills in line with the labour marketeds and on encouraging of lifelong
learning in pursuance of the recommendations i8.1G
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IV.2. National target 2 “Investments in R&D in the anount of
1.5% of the GDP”

According to a number of surveys of the Europeam@éssion on innovatiofl§ Bulgaria is
identified as a “moderate innovator”, but stillig one of the most rapidly catching up
Member States in the innovation activities.

The expenditures on R&D in Bulgaria amounted t8%5f GDP in 2009, of which 0.37%
GDP were public and 0.16% of GDP — private (as cegb to only about 0.1% of GDP in
2005). In 2010 0.7% of all budgetary expendituresesallocated to science (of which 2.6%
for capital expenditures, including research irthagure). In 2011 0.8% of the planned total
budgetary expenditures will be allocated to scienee which 2.8% will be capital
expenditures.

Figure 6. Public and Private Financing of R&D

Expenditures on R&D, % of GDP

1.50%

1.00% -

0.50%

0.00% -
2009 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020

B Enxpenditure on R&D, total
@ Private expenditure on R&D of enterpreises and firmancial organisations
Public expenditure on R&D and OPC

Over the last 6-7 years a considerable increas¢hen private sector investments in
innovations has been observed. The private sest@siments in innovations significantly
surpass the forecasts of the ®@vhich on the basis of a linear extrapolation katimated
that the expenditure on R&D and innovations in Bulg would reach only 0.55% of GDP in
2020. We consider that the linear extrapolationsdua take into account the opportunities of
Bulgaria to use additional funds for research andovations under the European
programmes.

At the same time, we expect that the EU Fund’s gihem for R&D and innovations will
increase by 2020, thus contributing to the increafsthe overall public investments in this
area. The loss of competitiveness in the lower dd@due sectors as well as the expectation
for reorientation and restructuring of the econaimyards innovation-intensive sectors will
press the private sector to increase the fundsstadein R&D relatively fast. In this regard,
the forthcoming draft Law on Innovations, which lvciteate favourable business environment
for investments in research and innovations, Wal/key role.

2 Community Innovation Survey European Innovation Scoreboard (2007, 2008, 22090)
3 Eurostat.
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The successful implementation of promotion measur@snovations and investments areas,
as well as in science, will contribute to incregsamd utilising the innovation potential of the
country, and to achieving the national target fguenditures on R&D and innovations in the
amount of 1.5% of GDP by 2020. Contributing to thger will also have the cooperation
with IFIs, which are prone to supporting the nagiloauthorities in the process of formulating
and implementing national programmes for R&D andowations development. The IFls
expertise will be also focused on improving theitasons’ efficiency in order to provide for
high quality R&D.

Box 3. Projected indicators for R&D and innovatdior the period 2011-2020

Method of assessment. The projected value of thestments in R&D in the amount of 1.5% of GDP |by
2020 was calculated under the following assumptions

1. Using at least 15% of the Structural Funds desigor Bulgaria during the next programming period
financing research and innovations. In comparisoa,average share of the expenditures on innowation
the total amount of the Structural Funds in theigbver 30%.

2. Nominal growth in the national co-financing lB&D of 5% per year, which is close to the expected
inflation.

3. Pace of increase of the enterprises’ investmar®&D and innovations of 15% per year as compaoed
over 20% per year during the period 2005-2009.

Starting position:

> Gross national expenditures on R&D in the amour.68% of GDP in 2009Bulgaria is on the 2%
place among 26 countries for which data are avdéalas compared to an expected average of 2.01%
for the EU27

> Exports of high-tech products as a share in the tports(in 2006 Bulgaria is on the 26 place among
the 27 current EU Member States with a share o4%.3s compared to a 16.645% share for the 27 EU
MS)

» Business sector expenditure on R&D in the amoutt b8% of GDP based on preliminary data for 2009
(Bulgaria is on the 25 place among the 26 countf@swhich data are available) as compared to the
average of 1.25% of GDP for the EU27.

Indicator ExpendituresPrivate expendi';uresn_ R&D of_ent_erprise P_e(_)|_ole _employe_d in R&D
on R&D and non-financial organisations activities in the private sector
Year % of GDP % of all expenditures on R&D Numbfall-time equivalent
2011 0.6% 30.58% 3,580
2012 0.87% 29.47% 3,800
2013 0.99% 39.89% 4,100
2014 1.06% 41.21% 4,500
2015 1.12% 42.91% 5,000
2020 1.50% 53.68% 7,000

Source: MEET]

* The increase in the private expenditures on R&R20D12 results from the expected positive effefthe
entry into force of the Law on Innovations and biedter reporting of the actual costs on part oéemises to
NSI. The increase in the public expenditures on R&R012 results from the expected improvementef
absorption of EU Funds for R&D under OP “Compettiess of the Bulgarian Economy” and the
resumption of the activities of the National Inntiwa Fund as an element of the new Law on Innowatio

—
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2.1. Support for scientific research and infrastrture (in line with IG 4 and Flagship
Initiative “Innovation Union”)

Preserving, developing and ensuring the competiéss of the Bulgarian research area will
be realised in accordance with the national trad#j experience, competence, and the
European and international challenges.

The policy orientated towards improving the quadityd the efficiency of the educational and
the training systems with a view to enhancing thality of the human capital (in support to
factor to growth 5 and in accordance with the rec@mdations of IGs 8 and 9) will also have
a key role for increasing the investments in R&MeTstatutory instruments in the field of
science and higher education need to be improvexntdar to promote scientific research in
higher schools.

»  “National Strategy for the Development of Sciestitesearch 2020”

The adoption and the implementation of a Nationedt8gy for the Development of Scientific
Research by 2020 will contribute to an acceleratsae of the R&D results, modernisation
of the scientific process and the introduction fitent European models and practices. The
strategy takes into account the EU priorities fetablishing a European Research and
Innovations Area and, in particular, the need fonaentrating the public funds in priority
scientific areas. The necessity to support theareseinfrastructure, including through SCF,
to activate the role of the industry in the R&D andovation processes, to encourage the free
movement of people, knowledge and technologiesamm@ng the key priorities.

The National Scientific Research Strategy will defihe priority areas for development of
R&D and innovations; it also envisages a regulasessment of the progress towards
achieving the objectives. The strategy will alsoten specific financial instruments for the
implementation of its tasks, thus ensuring contusuenonitoring and feedback on the
implementation of the specific measures.

»  “Science — Business” Project

Under the “Science — Business” Proj&ttyo very important activities with regard to the
scientific potential, will be implemented — qualdition of young scientists for work with
high-tech complexes, and support for publishingdtientists’ work in magazines with high
influence. The project is targeted at the estabiest of efficient instruments for creating
favourable environment for active interaction bedwescience and the business. The most
important components of the “Science — Businesseése are as follows:

0 Developing an interactive Internet-based systenuramg active communication
between academia and the business;

0 Publishing national bulletin for monitoring, anaf/sand assessment of the
relationships between business and science (Natsmusieboard);

0 Providing specialised services to scientists anetigpsts in order to develop
administrative capacity for private-public partrieps

0 Establishing long-term partnerships among secondagh schools, scientific
organisations and the business.

In the medium term, by 2015,a number of measures will be implemented (desdribe
detail in Annex 1), such as:

“+ 1t will be implemented under Operational Prograniideman Resources Development” over a period of 18
months; a budget of EUR 2.6 million is earmarked.
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> Introducing a system for assessment of scientifi@oisations and scientific activity.

With a view to increasing the efficiency of scidiatiactivity and to ensuring opportunity for
participation in high-class scientific researctsyatem for regular internal assessment of high
schools and scientific organisations as well asamfindependent system for international
assessment of scientific organisations, programames projects, will be introduced. The
system will contribute to increasing the efficienafythe scientific activities, introducing a
differentiated approach for state subsidies to lsigfools, and consolidation of the scientific
fields. The system will be introduced in 2013 irrquance of the Law on the Amendment of
the Law on Scientific Research Promotion, adopteldavember 2010.

»  Financing research and development projects thrthegNational Science Fund (NSF)

NSF" plays a key role in establishing good practiceshia scientific community for using
project financing as one of the major approachesfiicient allocation of the public funds,
earmarked for science. The policy of the Fund lier isage of international assessments and
for the introduction of thematic priorities resulte higher share of interdisciplinary research,
the establishment of multinational science netwoddsd created conditions for benefiting
from the EU RTD framework programmes. The benedfiegaare state and private higher
schools, scientific organisations and company 8ires. In 2008 the total number of
submitted project proposals was 1,038, and in 2009D50. Following the fiscal restrictions,
no new competitions were launched in 2010.

»  Participation in the European initiative COST

COST* provides financial support for partner initiativet scientific groups within Europe
and for the coordination of these research netwdrke funds cover the cost of the network
activities — meetings, conferences, seminars, 4bort scientific exchange and dissemination
activities. To this end, the Ministry of Educatioviputh and Science (MEYS) provides
national co-financing for the implementation of thigligations of the Bulgarian partners in
the projects. It is provided on a project—-competitprinciple on the basis of the work
programme and after clear work and financial plas heen presented.

> Internationalisation of the Bulgarian science amsl integration in the European
Research Area:

This activity aims at improving and supporting fheaticipation of Bulgarian teams in the 7th
Framework Programme of the EU for research, tedwuicdl development and

demonstrations through targeted schemes, suppdh@agreparation and participation of the
national scientific community in the programme asttier scientific initiatives; access to
European and international organisations and &nsiéic infrastructure. MEYS organises the
wide involvement of all interested organisationsl atructures in the discussion of the

> NSF finances the implementation of scientific exsl on a project — competitive principle on thsidaf
model programmes, such as research in a speatfimatic scientific fields; supporting and promotingversity
scientific research, as well as joint projects mifzarsities and Bulgarian Academy of Science; supfoo young
and established Bulgarian scientists; bilateradrgdic cooperation; development of the scientififrastructure;
development of centres of excellence; increasiegrthovations in small and medium-sized enterprises

6 COST - European cooperation in Science and Teebwot is one of the European instruments with the
longest history, supporting the cooperation amangpgists and researchers across Europe. Estadlisiid71,
COST is an intergovernmental framework for Europ&moperation in Science and Technology, which
providing for coordinating the research financedwy individual states at European level. COST &haover
the main and pre-market research, as well as colityragtivities.

COST contributes to reducing the fragmentationneestments in research and development in Eurogecan
the opening of the European Research Area for catipe without geographical boundaries. COST daats n
finance the research itself.
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structure and priorities of the next-generation lHdmework Programmes. A priority in this
regard is also the improvement of the coordinatddnBulgaria’s participation in R&D
initiatives at all levels — national, regional akdropean; implementation of new regional
initiatives within the Danube Strategy and the Regl Cooperation Council for South-
eastern Europe; expanding the scientific and teaheboperation with third countries.

»  Establishing centres of excellence in the field@é&nce and innovations

This measure aims at strengthening and developm@xisting scientific centres in Bulgaria
through developing their scientific potential (hum@esources and physical infrastructure),
widening the opportunities for dissemination ofith&cientific results to the industry and
establishing national networks, which bring togesmence and business. The contribution of
the centres which will be tangible, especiallyhe tong term, will be manifested mainly in:

0 Recognising leading scientific units in prioritybgect areas for the Bulgarian
economy on the basis of a long-term scientific amaovation programme,
expanding and upgrading the existing equipment,establishing lasting internal
and inter-institutional cooperation;

0 Conducting interdisciplinary research, expanding stope of the scientific
activities of the organisation and connections witter regionainstitutions;

0 Providing opportunities for access to the scientiiquipment for using /
servicing on part of other universities, scientibeganisations and company
structures;

0 Creating opportunities for development and intraduncof intellectual property
products (patents, useful models, integrated dsctrademarks, licences, etc.);

0 Creating conditions for young scientists to pap@ate (ncluding PhD students
and undergraduate student}in the team.

> Implementing the National Roadmap for Scientififrastructure’’ It covers scientific
complexes and/or facilities of national importansiéyated at the territory of Bulgaria,
which have potential for development at nationadgjonal or European scale

The National Roadmap is synchronised with Couneifjiation (EC) No. 723/2009 as of 25
June 2009 on the Community legal framework foEwropean Research Infrastructure
Consortium (ERIC). The legal framework makes it possible for thedpean structures to
acquire status of “international organisations”, ickh facilitates the regulation of the
membership of all the Member States; the definibbthe financial contribution and relieves
for infrastructure in terms of taxes, customs dytistate aid and public procurement. The
implementation of the Roadmap ensures:

0 Focusing the efforts of the participants in theesce and innovation system on
priority areas with tangible strategic impact, pdivg competitive results;

0 Establishing infrastructures of national, regiormald European importance;
applying different approach to each of these categp

0 Promoting internationalisation of research and uations through linking some
of the scientific infrastructures to regional orr&pean infrastructural complexes
or networks;

47 Adopted with CoM Decision No. 692 as of 21 Septenf010
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0 Identifying “Allocated infrastructures”, which prales for access to different
groups of scientists and for an adequate concemiraif researchers and
equipment;

0 Supporting the establishment of groups of scientighd industrial users,
providing cooperation and co-financing of projeatsnutual interest;

0 Creating conditions for faster commercialisation sientific products and
services, which will increase the economic develepnadynamics;

0 Developing and maintaining electronic infrastruesyrwhich comply with the
requirement for stability and security of infornaatj

0 Creating conditions for new training methods inesrtb attract and retain young
people.

2.2. Support for promoting R&D and innovation actties of enterprises (in accordance
with IG 4 and Flagship Initiative “Innovation Uniorf)

Innovations are an important factor for increasing competitiveness of the economy, for
promoting economic growth and jobs. An integrateppraach in formulating and
implementing a policy for promotion of investmemisl be applied to the benefit of citizens,
enterprises and researchers.

With a view to achieving the national target fovestments in R&D, and the implementation
of the European Flagship Initiatives “An industrjablicy for the globalisation era” and
“Innovation Union”, the government policy will bedused both on promoting the R&D and
innovation activities of enterprises and on creatihe necessary prerequisites for the
business, and especially the SMEs, to innovateeldpvand/or implement in practice the
results of their own or other people's scientifiorkv This is a prerequisite for increasing the
labour productivity with a view to enhancing the I@arian economy in the context of
globalisation and growing competition from the depéng countries. It is necessary to ensure
and guarantee the efficiency and effectivenesaibfipinvestments in R&D and innovation;
the latter shall keep their role of “leverage” fmomoting without crowding out the private
investments in this area.

Measures to be implemented in the short term (2020%2):
»  Elaborating a Law on Innovations.

The draft Law on Innovations, which is expectetbécadopted by the end of September 2011,
will regulate the public relationships regarding flormulation and the implementation of the
innovation policy in order to introduce modern argation and management of the
innovation processes by all stakeholders in thevation system. This will be done with a
view to increasing the competitiveness of the eoonand transforming it into knowledge-
based growing and sustainable economy, capablacoig the challenges of the globalised
world. The draft law eliminates the existing digpodions in the way of financing of
enterprises’ research and innovations by definieqyy financing mechanisms as well as new
areas for state influence on innovation activiteésentrepreneurs, while encouraging the
companies to invest in the development of their twsiness.

The law institutionalises the existing National &wations Fund, which from a grant scheme
will be transformed into a financial instrument forplementing the government policy in the
field of innovations.
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The law introduces tax credits in order to encoertge private sector to invest in R&D, in
new, globally competitive products, and in modemodpiction management and control
systems.

»  Draft “National Strategy for Creative Industries”.

The Strategy aims at encouraging the developmeanteattive industries as a source of high
added value for the economy, mostly in the seabysublishing, architecture, film industry,
television and radio, music industry, etc. The oty is to encourage the training in the field
of intellectual rights protection, the copyrightdathe related rights, to guarantee that these
regulations are being observed, to stimulate theeldpment of clusters in the sector of
creative industries, and to increase the competiggs of these enterprises.

> Financing of research and development proféasd technical feasibility projeés
with funds from the National Innovations Fulld NIF started its operations in 2005
and till present 378 contracts under projects foegnfrom it have been signed. The
main objectives of the NIF financing are to:

0 Increase competitiveness, to attract private chfotathe financing of scientific
research and development of new products and sstvic

0 Encourage the cooperation between enterprisesegednch organisations;
0 Encourage enterprises to invest in their own depraknt.

»  “Support for research and development activities Bafigarian enterprises” (the
procedure under OPC will be launched during thers@guarter of 2011). Under it the
enterprises can receive grants for the developrokmnovative products, processes
and services, for protection of intellectual prapeights, testing trial models, etc.

»  Participation in Enterprise Europe Network

The Enterprise Europe Network will provide assis&ato small and medium-sized enterprises
(SMEs) to develop their full potential and innowati capacity by offering high-quality
services for increasing the competitiveness ofelegerprises. For the first time the network
integrates two dimensions: regions and innovatidhg. financing provided by the EC covers
50% of the network expenditures for the newly-agugdountries, while the remaining funds
are provided from the national budgets. Since #giriming of 2011 MEET is a member of a
consortium implementing the project.

»  Project “Establishing and developing centres fampotion of entrepreneurship in high
schools”

The objective of the project is to prepare the siitsl in the technical universities to start their
own business, to support them in assessing thebddes for the realisation of technological
ideas and in studying market demand for their pcgdio provide financial resources and to
support start-ups established by graduating stedérgnsures the implementation of measure
10 of the National Innovation Strategy and contiéisuto strengthening the capacity of higher
educational institutions for training in entreprarghip and for providing incentives to

8 The maximum amount of the subsidy is EUR 0.26iamillwith an implementation period of 3 years. The
expenditures on industrial scientific research sresidised up to 50%, and the expenditures on empetal
development — up to 25%.

9 The maximum amount of the subsidy is EUR 0.028ianilfor projects with an implementation period bf
year.

** The rules on the management of the NIF funds atiéied, in accordance with Regulation EC 800/2008e
Law on Innovations will allow for transforming NIffom a grant scheme into a financial instrument tfor
implementation of the government policy in thedief innovations.
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students’ entrepreneurial activity The planned measures included in the approvatesic
and financial plans will be implemented during gegiod 2009-2012.

In the medium term, by 2015,a number of measures will be implemented (desdribe
detail in Annex 1), such as:

> Innovation Promotion Fund

The objective of the Fund, which will be establidgheith the adoption of the draft Law on
Innovation, is to provide a financial instrument tbhe implementation of national, bilateral
and international programmes and projects for eraging innovations and creating an
appropriate environment for innovative enterpriSdsge Fund will support enterprises in the
introduction of modern technologies, which will ars their competitiveness on the
international markets; it will support programmesl grojects for development of the human
potential both at medium-technical level and aiaemanagement level in order to provide
the needed human resources.

»  Active participation in the European initiative EBRA

The EUREKA initiative is an organisational and mgemaent framework, system of

mechanisms, which offers services for finding parsn dissemination of information and

other services for industrial enterprises, scientiésearch organisations and universities for
cooperation in the field of applied technologicakearch. Awarding a status “EUREKA

project” is a trademark for quality in Europe, aatantee for the research and security for
market realisation, and attracts venture capitaleixperimenting new technologies in real
production and market environment.

»  Joint Programme EUROSTARS

The objective of this programme is to support th®8Es, which intensively use knowledge
and for which the activity is based on technologe®vations. The target group of the
programme are enterprises with explicit focus aent$, endeavouring to achieve strong
international position through the implementationnaarket-orientated projects with high
added value. The programme supports those SMEshwhill conduct joint research or
innovation projects in partnerships with one or e@m&MES, a large enterprise, or research
organisations (minimum two participants from atsleawo member countries of the
programme). The projects to be financed must betiefienterprises, and the final product of
the project must be two years away from its mamkgbduction. EUROSTARS encourages
joint international and innovation projects by faating the access of enterprises to financing
for development of new products, technologies ardises. The budget of the programme
amounts to EUR 400 million, of which EUR 100 mitias granted by the EC and the
remaining funds are from the national budget fopesiod of 6 years. These funds will
mobilise further financing of EUR 400 million frothe private sector. The participation in
the programme is financed by NIF (CMD 306/2010).

The following measures are envisaged under OP “Dpugent of the Competitiveness of the
Bulgarian Economy”, co-financed by the Europeani®sg Development Fund:

»  “Meeting internationally recognised standards ardbducing management systems in
enterprises” — under the procedure the enterpgsesobtain grants for introducing
guality management systems, good production pegitiesource management systems
and product compliance systems.

*1 On 09.11.2009 contracts were signed with four emsities for a period of 36 months — University of
Forestry — Sofia; Technical University — Sofia, fowh Plovdiv; Technical University — Gabrovo, and
International College “Albena” — Dobrich.
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»  “Technological upgrade in small and medium-sizetegamises” — the objective is to
provide the Bulgarian enterprises with the oppatyuto renew their production base
and, thus, to increase their competitiveness.

»  “Support for cluster development in Bulgaria” — thieterprises can receive grants for
establishing an administrative body of the cludi@rimplementing projects with quick
results and investment activities, in accordandh thie cluster development strategy.

2.3. Innovative infrastructure and infrastructuredr SMEs development

Enhancing the innovative infrastructure is of caliégmportance for the improvement of the
links between science and business. With a viewerioouraging the activity and the

innovative nature of the Bulgarian companies, ORVE&opment of the Competitiveness of
the Bulgarian Economy” will be also employed. Theceessful implementation of the

procedures listed below will also significantly iroge the conditions for business operations
in the country. Currently, the following procedurase open for submission of project
proposals:

> “Establishing new and strengthening the existircdhm®logical centres” — support for
the establishment or expansion of technologicalresrin a field that would benefit the
development of a certain branch, relevant to aripyionnovative area such as
ecological innovations, ICT, healthcare.

»  “Support for the establishment of technologicalkgar under this procedure research
organisations can participate in a consortium witkerprises fopreparing the project
documentation (investment projefby construction of a technological park in adiel
that would benefit the development of a certaimbha

> “Establishing new and strengthening the existiniice$ for technological transfer” —
under this procedure the enterprises can parteipan their own or in consortia,
including with research organisations, for the leisthment or the expansion of offices
for technological transfer in a field that wouldnleéit the development of the specific
enterprises or the branch.

In 2011 under OPC the following procedures, whioh @so related to the improvement of
the business environment, are planned to be ladnche

»  “Developing applied research in research orgamsatiin Bulgaria”’, aimed at
modernising the applied research infrastructure esudpment of Bulgarian research
organisations, thus improving the environment f@ating innovations.

> “Innovation network BG”, aimed at improving the mess environment through
optimising the relationships between the participaim the Bulgarian innovation
system.

»  “Construction of technological parks” — the entésgs can participate in consortia with
research organisation for the physical constructbma technological part in an area
which would benefit the development of the branthe measure is targeted at the
physical construction of and at equipping the tebdbgical parks.

»  “Establishing regional business incubators” — pdowj conditions for start-up
enterprises to start and develop their businesmgluhe riskiest initial stage of their
existence.
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IVV.3. National target 3 under the “Climate — Energy package —
“Achieving a 16% share of renewable energy sourcas the gross
final consumption of energy and increasing the engy efficiency
by 25% by 2020”

The prosperity of Bulgarian society in the longmedepends on the introduction of

sustainable production and consumption models, whanform to the capacity abilities of

the ecosystems to recover, in accordance with éeernmendations of IG 5. This means
achieving “green” economic growth through develgpia cleaner, low-carbon, energy
efficient and, in the wider sense, a resource iefiiceconomy which does not contaminate or
damage the environment and does not lead to is#lerdepletion of natural resources.
Achieving this target will also contribute to ackieg the European Flagship Initiative

“Resource efficient Europe”.

The transition to “green” economy requires the d@idopof strategies for more sustainable
production and consumption, including pricing whigtkes into account all environmental
and social costs in order to discourage unsustmabdels of production and consumption
models. This way, the energy and natural resourseswill be reduced while improving the
quality of life and welfare of people.

On the basis of the current trends of renewableécesuRS) energy production in Bulgaria
and the available information on projects for camnsding new RS power facilities at different
stages of their realisation, it is expected thedR&rgy production in Bulgaria to increase to
1,955 ktoe per year as of 2020.

Table 14: Expected RS energy production in Bulgdtieng the period 2010-2020 by sectors, ktoe

Energy sector / Year 2010 2012 2014 2016 2018 2020
Heating and cooling 741 799 900 983 1,029 1,103
Electricity 333 374 487 581 609 648
Biofuels (transport) 26 68 133 182 155 206
Total 1,100 1,241 1,520 1,746 1,793 1,955

Source: Bulgaria, Forecast Document in compliané whe requirements of Directive 2009/28/EC, 2009

The main priorities of the energy policy for thexh&en years are to raise the share of RS in
gross final energy consumption and to increase ethergy efficiency. Consequently, a
National Action Plan for RS Enertfywas submitted to the European Commission, where th
specific actions and mechanisms to meet the ndtiargets are outlined:

=  a 16% share of the energy from RS in the gros$ énargy consumption by 2020;
—  Atleast 10% share of the RS energy in the finargy consumption of transport.

The implementation of the policy in the field oihexvable energy and energy efficiency is
ensured by the Law on Energy (LE), the Law on Rexd@and Alternative Energy Sources
and Biofuels (LRAESB) and the Law on Energy Effiag (LEE).

%2 pursuant to the requirements of Directive 200828/
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Box 4. Analysis of the forecasts for reducing treeghouse gas emissions

Bulgaria has not set a target to reduce the gresehgas emissions by 2020. The achievement oftfaikat

EU level is guaranteed by uniform emission ceilfiog the EU as a whole, which declines by a linear

coefficient of 1.74%. This will ensure the achievahof the EU commitment to reduce its emissiorthiwi
the scope of the EU Emission Trading System (EU EGY21% by 2020 as compared to the 2005 ley
The quantity of tradable quotas increases — at [8@% of the quotas will be auctioned as of 2013
compared to 3% during the period 2008-2012. Thils wtrease the environmental efficiency and
economic activity of the system.

> For the period 2013-2020 free allocation of quataisstallations participating in the EU ETS wilt b

implemented on the basis of 52 EU product indicator promote greenhouse emissions redug

els.
as
he

tion

and energy efficient technologies. The indicatoesdetermined on the basis of a sample containing
the 10% most efficient greenhouse gas emissioaliagbns from a given sector or sub-sector in the

EU and represent threshold for free quotas whichiven installation can obtain for a unit pf

production.

When determining free quotas of the installatidhs,following will be taken into account:

> Installations in sectors or sub-sectors with cogrsitlle risk of “carbon leakage” are allocated free

guotas amounting to 100% of the quantity or qudttermined by the indicators.

> Sectors, which are not endangered by “carbon legkagy2013 obtain 80% of the quotas determined

by indicators, and by 2020 this percentage is liggaduced to 30%.

> As of 2013 no free allocation for electricity pration is allowed, unless that the country bene
from derogation for transitional free allocation.

> By 30.09.2011 Bulgaria shall define National Impétation Measures, which to contain dr
allocation of free quotas for each installatioreld ETS on the territory of the country.

If the total amount of free quotas, defined in Meional Implementation Measures of all Member &ta
exceeds the total ceiling of the EU emissions, raection factor reducing the free quotas for eathEH'S
installation will be calculated.

Any difference between the total emissions ceiltngl the free quotas will be allocated among Men
States for auctioning. Bulgaria will sell its quetan a European platform. Pursuant to a Decisioth®f
European Council as of 11 and 12 December 200$heriCGlimate — Energy” package, 50% of the fur
from sales of quotas can be considered budget uevarhe remaining 50% must be spent on environrhe
projects to reduce greenhouse emissions.

Emissions from sectors not covered by the EU Emisdirading System (EU ETS), such as transpg
agriculture, waste management, etc., are coveredthey Effort-Sharing Decision (Decision N
406/2009/EC). It introduces binding national tasgetr each Member State by 202dhe Bulgarian target
is to increase emissions of sectors outside the BBTS by less than 20% by 2020 as compared to th
2005 levels.

According to transport sector data in the latesh#al Greenhouse Gas Inventory for 2008 (publisime
2010), Bulgaria is among the first countries in & registering emission reduction. The reductibthe
greenhouse gas emissions in transport results ynorh the increasing number of gas and dieselolesi
Meeting the EU biofuel target by 2020 will resudtadditional reduction of greenhouse gas emissiotiss
sector.

Second important gas emission source in Bulgaftar(¢the “Energy” Sector) is the “Waste” Sector twi
14% share in the national greenhouse gas emissibms. results mainly from the big delay in t
implementation of waste management good practities.National Strategic Plan for Phased-in Reduc
of the Quantities of Biodegradable Waste Sent fandfilling, approved in July 2010, aims at a phaise
reduction of biodegradable waste subject to lalmtfilby 2020. The reduction is envisaged in threges,
up to 35% of the total quantity of biodegradableninipal waste, generated in 1995, will be landéilley
2020.

The electricity production from waste landfills rhabe is subject to specific measures. Accordirthed_aw
on Energy, the distribution network operator isigdd to preferentially buy RES electricity. Sindeet

fits

aft

ber

ds
bnta

ort,
0.
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tion
d

landfill methane is considered RES, the energyssale guaranteed.
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The listed measures will result in a significarduetion of the greenhouse gas emissions from #utos

The emissions from agriculture amount to approxaiyafZ.61% of the total emissions. In this sector a
reduction is also observed as compared to 2005.uMais the largest source of methane in agriculture
Implementing modern management practices, suchgiseering of standardised structural components fo

landfills construction, cleaning and transportatigith bulldozers of dry manure in containers, etil)
result in additional reduction of greenhouse gassions from this sector.

The additional reductions in greenhouse gas enmissiothe sectors outside the EC ETS can be traithih
the EC — through auctions, by using market intetiarégbs, acting as representatives, or through dyiédi
agreements.

Measures to be implemented in the short term (2020%2):

>

Energy sector restructuring — separation of transmssion operatorsto accelerate the
establishment of an integrated and fully operafialmanestic energy market ensuring
uninterrupted gas and electricity supply, equaleascdo energy networks, as well as
beneficial development of network infrastructure.

Organising an energy exchangén order to guarantee transparent pricing, fléxibi
maximal utilisation of inter-system transmissiopa&eity and simultaneous distribution
of energy and capacity.

Establishing a uniform coordinating administrative authority in the field of RE —
Agency for Sustainable Energy Development (ASEDjo eliminate the existing
administrative barriers and to ensure the impleatent of activities and measures for
achieving the national objectives in the Nationattién Plan for Energy from
Renewable Sources (NAPERS).

Accelerated implementation of a National Public Inbrmation System for RES—
providing available up-to-date information on thepacity of national electricity
networks to connect new producers, and on tereonvith limited capacity for
connection of new RES facilities, due to environtaklegislation.

Mechanisms for the integration of RES electricity poducers into electricity
networks by regulatory incentives for investments in netwarfrastructure and for
appropriate development of networks, including“drmeart networks” concept.

Extending the activity of the “Energy Efficiency” Fund on financing RES projects

— identification, elaboration and financing feasibprojects to improve energy
efficiency and promote RES technologies, resultingreduced greenhouse gas
emissions.

Elaboration and adoption of a National Energy Effigency Strategy of the Republic
of Bulgaria — improving competitiveness by reducing energenstty; increasing
energy security, decreasing the need for additigaakrating capacities and improving
the health of the nation, creating new jobs, insirea the energy comfort of low-
income households.

Financial incentives for energy efficiency measurethrough “Energy Efficiency”
Fund schemes, specialised credit facilities, Eumogeunds and programmes for setting
up additional schemes and instruments.

Elaborating and adopting a Programme for an Acceleated Gasification of the
Republic of Bulgaria to accelerate gasification of Bulgarian househdigis2020,
which will contribute to the substantial improverhei the energy efficiency resulting
from switching to gas for heating.
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>

Elaborating a National Action Plan on Climate Chang for the period 2013-2020
comprising policies for limiting greenhouse gas ssins, promoting low-carbon
economy and the efficient use of raw materials emergy.

Elaborating a National Action Plan for Encouraging“Green” Public Procurement

- to promote the most rational use of commoditias, materials and energy, as well as
to reduce the quantity of generated waste whilen¢aknto account the products’
overall life cycle, to promote environmental teclogies, environmental innovations
and the production of environmental products aactof for business development and
to achieve “green” and sustainable economic growth.

Introducing charges for 1 ton of waste disposedowed by those disposing waste in
regional and municipal landfills for harmless anért waste to promote waste reuse
and recycling. Increasing investments in the seetnd applying the “producer
responsibility” and the “polluter pays” principlesintegrated waste management.

Improving the existing legislation on regulating ativities related to recycling and
reuse of widespread and specific waste streams more rational utilisation and
storage of natural resources, as well as limitirgntiul impact of waste on the
environment and the public health.

Introducing clear and justified criteria and requir ements regarding the
construction waste management —developing an integrated framework for
construction waste management to reduce its ingathe environment; improving the
efficiency of using resources; increasing the respmlities of polluters; promoting
investments in construction waste treatment faedlit

Developing legislation on biological waste managemiein Bulgaria — increasing the
guantities of recycled and utilised biological veaki preserve the natural resources and
the environment.

Introducing economic incentives to discourage the amsumption of primary
natural resources in construction and using “substute” resources with a view to
enhancing the efficiency of natural resourcesaailon.

Introducing high fees for the use of polyethylene &gswith a view to improving the
effective use of natural resources.

Introducing economic incentives to promote ecologa briquettes from waste
biomass production and market— reducing the emissions of nitrogen oxides, sulphu
dioxide and other air pollutants, as well as of gheenhouse gas emission from using
fossil solid fuels. Utilisation of waste biomass.

Projects under OPRD scheme “Support energy efficimy in multifamily
residential buildings”.

Construction of Bulgaria — Serbia inter-system gasconnection with a view to
diversify energy sources and supplies and improeggy independence.

In the medium term, by 2015,a number of measures will be implemented (desdribe
detail in Annex 1), such as:

>

>

Incentive Programme for implementing EE measuresdyseholds and purchasing
energy efficient appliances and equipment;

Introducing training and qualification programme &xperts for the energy and new
technologies and energy management;
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> Introducing incentives to promote the developmentduction and marketing of
reusable products;

> Incentives for economic agents to use recycled maéden production.

»  Updating and implementation the National Housingh&®®tion Programme on the
Republic of Bulgaria with the accompanying Actidar

In 2011 under OPC procedures, which contribute é®ting the national targets under the
“Climate — Energy” package, are planned:

»  “Introducing energy saving technologies in entegsi’ — by the end June 2011 a
memorandum of understanding joint implementatiothefscheme is to be signed with
the EBRD;

»  ‘“Introducing renewable energy sources in enterptise by the end of June 2011 a
memorandum for joint implementation of the sches®ibe signed with the EBRD.
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IV.4. National target 4 “11% share of the early scbol leavers
by 2020, and a 36% share of the people aged 30-34thwhigher
education by 2020”

The educational institutions shall apply practieesl methods that identify and meet the
different needs of pupils by providing each of themth an opportunity to develop their
potential through lifelong learning, regardlesshadir social and economic status.

As a result of targeted actions for reducing thenber of early school leavers and for
increasing the educational level of the Bulgariampwation, Bulgaria has reported a
significant progress since 2001. This progressaislyprelated to the results of the study on
the subject “Factors for dropping out of schooBulgaria” carried out under a joint project
of MEYS and UNICEF “Prevention of the school drag-of pupils”. Under the project pilot
measures for the prevention of the school drophawe been realised at municipal level. The
measures were targeted at developing school andécipainpolicies for reducing the number
of early school leavers among school-aged childéather project within the framework of
the Operational Programme “Human Resources Devedofinwas implemented — it was
under a procedure for direct provision of grantdarmthe scheme “Educational services for
talented children and for pupils who are laggindpibeé in educational programme” — the
value of the project was EUR 1.48 million, of whiElUR 1.28 million from the ESF. The
implementation of the project provided additiomalriing to over 7,000 children and pupils in
primary stage of education and in pre-school ageedsas methodological training to 1,344
teachers in pre-school and primary education forkiuag with children with learning
difficulties and children whose mother tongue i Bolgarian.

The National Programme “Care for every pupil” extethe project for providing additional
education to children in mandatory pre-school @asand pupils in primary school with
learning difficulties.

The planned measures for achieving national tatdgmte specified in the following priority
areas:

4.1. Increasing the Number of Children Included iDifferent Forms of Pre-school
Education

A short-term measure (to be implemented in 2011042) will be the gradual widening of
the scope of the mandatory pre-school education.

In the medium term, by 2015,a number of measures will be implemenfi@dimproving the
educational achievements (presented in detail ime&Xrl), which are targeted at:

> Providing opportunities for consultations and addil activities supporting the pupils
in primary and lower secondary stage of educatith arning difficulties;

> Raising teachers’ qualification.

4.2. Preventing and Limiting the Early School Leag

The reasons for dropping out of school and for mglete inclusion of children and youth in
mandatory school age in the educational systent@mgplex. A favourable change in these
phenomena requires the implementation of comprélensneasures and adequate
coordination among the institutions operating ivesal different sectors at each level of
governance — national, regional and local.
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The Ministry of Education, Youth and Science (MEYt8kes main responsibility for the

implementation of the national policy with regaocdmiandatory education. MEYS shall be the
national coordination centre for inter-sectoraliatés targeted at reducing the number of
pupils in mandatory school age which are excludetiave dropped out of the educational
system.

»  Providing opportunities for consultations and addil activities supporting the pupils
in primary and lower secondary stage of educatith kearning difficulties (additional
activities in small groups and individually-tailorerogrammes) — by 2011.

> Providing opportunities for full-day school for tiven in primary stage of education —
by 2013.

4.3. Creating Incentives for Achieving Higher Edutian Levels

Increasing the share of young people with highercation is targeted by the project for the
development of aystem promoting the motivation for better performance in education.
The system will be based on the provision of adddl scholarships and grants ensuring
equal access to education, which will lead to &é&ignotivation and involvement of students
in the educational process. This measure diredillyesses the need for improving the overall
framework of educational and training systems (fatt growth 4).

In addition, the implementation of the Student Loans Programmewill increase the
attractiveness of higher education by ensuring legeaess to higher education to all
candidates, regardless of their social status.iffiplementation of this programme will also
contribute to improving the overall framework ofuedtional and training systems (factor to
growth 4) and to address factor to growth 1 relédelcigher efficiency of public spending and
better reallocation of public expenditure towardswgh-enhancing activities.

The successful implementation of treform of the statutory instruments in the field of
higher education and scienceintroducing and developing the rating system lagher
schools and creating opportunities for studentstational training in real working
environment, as well as enhancing the quality afhlr education (addressing factor to
growth 4) will contribute to the additional incream the attractiveness of education and the
achievement of national target 4. These measuréslao allow addressing factor to growth
1 and achieving national target 1.
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I\VV.5. National target 5 “Reducing the number of pegle living in
poverty by 260 thousand”

Bulgaria is among the EU Member States where 8ieaf poverty of the population is above

the EU average level. In 2008 the poverty leveBulgaria was 21.4%, or about 1.63 million

people were poor. In terms of age groups, theaigboverty is highest for children up to the

age of 18 years (26%) and for the population alzamiwe age (34%). For the population aged
between 18 and 64 the risk of poverty is 17%. tm#eof economic status, the risk of poverty
is highest for the unemployed (55%), the pensior{829) and the other economically

inactive people (24%). Working poor people represe2% of the employed people, which

inevitably has an impact on the level of povertyoag children. About 27% are the poor

people above active age, 20% are children belovadfecof 18, and 53% are people in active
age.

In view of the above, four sub-targets to the meldarget for reducing the number of people
living in poverty by 260 thousand, or 16% of theoppeople in 2008, have been defined,
namely:

—  Reducing the number of children aged 0-18, livingpoverty, by 78 thousand
(30% of the national target and 25% of the numlbgoor children in 2008)

—  Reducing the number of people aged 65 and moregliin poverty, by 52
thousand (20% of the national target and 10% ohtimaber of poor elderly people
in 2008)

—  Reducing the number of unemployed people aged 18idg in poverty, by 78
thousand (30% of the national target and 25% ofnilmaber of poor unemployed
people aged 18-64 in 2008)

—  Reducing the number of employed people aged 18i8Ag in poverty, by 52
thousand (20% of the national target and 22% ofrilmaber of poor employed
people aged 18-64 in 2008)

By defining these specific sub-targets a link wiltle national target 1 to reach a level of
employment among the people aged 20-64 of 76% B 20d the respective defined sub-
targets is made. The employment promotion will dbote to the reduction of the level of
poverty both among the unemployed and the emplpgegle in active age, as well as among
the children and the elderly people as membersaif families. Achieving the target in the
field of education will also contribute to the retion of the poverty in the country. The
successful reduction of the poverty in the courdrgtrongly dependent both on the achieving
of the objectives of the above specified policiesaccordance with 1Gs 7, 8, 9 and 10), on
the implementation of successful initiatives atioval level under the European Flagship
Initiatives “European platform against poverty aswtial exclusion”, “An agenda for new
skills and jobs” and “Youth on the move”, as wel an the economic growth and
development of the country.

The forecast of Bulgaria’s contribution to achiayithe European target to promote social
inclusion, in particular through poverty reductiois assessed at 2.5%. This figure
corresponds to a reduction of the total number atenially deprived peoplé by 504

thousand (13%), but under the assumption of anamaal growth in GDP per capita by

3 The number of people deprived of at least 4 aftal bf 9 important goods and services.
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1.25% during the period 2010-2020. The forecast edsresponds to the share of poor and
socially excluded people in Bulgaria in the totalmber of the poor and socially excluded
people in the EU — 2.4%.

In its fight against poverty the Bulgarian goverminvill be also supported by the World
Bank. An important focus of the cooperation witle ¥World Bank is the financing of the
“Social Inclusion” project which aims at ensurirfgetsocial inclusion among children from
risk groups — children from low-income families,ildnen with disabilities, children from
vulnerable ethnic groups. A key instrument is theriovement of the readiness for school and
the expansion of the network for services for aleidaged 0—7. In order to integrate the
Roma population in Bulgaria, in May 2011 the WBr@do organise a seminar in May 2011,
thus bringing together all stakeholders, in ordedefine the national challenges and activities
for Roma population inclusion. This seminar will tiea preparatory character in view of the
forthcoming high-level forum on Roma populationJume 2011.

Measures to be implemented in the short term (2612012):
> Drafting of a new Law on Child;

»  Bringing together of the legal norms in the fiell smcial economy into a single
statutory law;

»  Developing of a National concept paper for actifeedf elderly people;

> Development and introduction of a mechanism foreeining the minimum wage,
which takes into account its economic and sociatfions;

> Support for providing modern social housing for@omodating vulnerable, minority
and socially disadvantaged groups and other disddgad groups.

In the medium term, by 2015,a number of measures will be implemented (accgrdn
Annex 1), such as:

> Impact assessment of the policies and legislatielated to material support for
vulnerable groups;

> Investments in integrated services for early ctiddelopment (for children ages 0-7);

»  Deinstitutionalisation of childcare (network of scservices in the community,
programmes for children leaving specialised instts, foster care, etc.);

»  Support for families with children;

> Providing material support, appropriate forms of poyment, qualification and
retraining, and accessible environment for peoptk disabilities;

> Establishing a new and supporting the existing rentees in the field of social
economy;

> Increasing the adequacy of pensions;
»  Creating a network of long-term care services;

> Construction of social housing, including for thestvulnerable representatives of the
Roma community;

> Establishing integrated social, healthcare and &thutal services for homeless people;

»  Survey of homelessness, development of a statistidabase on homelessness and its
dimensions, and development of an overall strategfight against homelessness.
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The measures envisaged for achieving targets 14anas well as for overcoming the
challenges to factor to growth 4, will contribuieedtly to the achieving the target for poverty
reduction.
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V. HORIZONTALAND METHODOLOGICAL |SSUES

The development and implementation of the Natidteform Programme of the Republic of
Bulgaria is being done within the framework of aedplly established and functioning
Working Group “Europe 2020” to the Council for Epean Affairs, in which representatives
of the government administration and all interegtedies participate.

V.1. Political Participation (Parliament, Regional and Local
Authorities) and Participation of the Social Partnes

The Deputy Prime Minister and Minister of Finan@s libeen appointed national co-ordinator
for the “Europe 2020” Stratedfy In this capacity he oversees the co-ordinatiothefational
economic and financial policies with the Europeann®mic and financial framework.

Targeted actions for more active involvement ofgbeial partners and the non-governmental
sector in the drafting of this National Reform Raogme 2011-2015 have been undertaken.
To this end, the Working Group responsible for twafting the NRP, included not only
representatives of the central government andat& kdministration, but representatives of
the social partners, the non-governmental sectbti@academia as well..

On 20 September 2010 a public discussion on thempnary version of the draft NRP was
carried out, where stakeholders actively took pasta result, their direct contribution in the
form of remarks, criticism, and constructive progdesvas included in the Programme.

On 28 September 2010 the main priorities and astion achieving the national targets,

included in the draft National Reform Programmeha Republic of Bulgaria (2010-2013),

were presented and discussed at a meeting of thiecTéor Public Consultations. During the

discussions the four priority areas, where thereffof the economic policy shall be directed,
were defined, namely better infrastructure, contipetiyouth, better business environment in
the EU, and higher confidence in state institutiditsese priority areas were also kept in this
Programme.

The Economic and Social Council (ESC) prepared @edented an assessment of the draft
National Reform Programme, which was discussed ®iMarch 2011 at a special meeting

with representatives of the government and the tedumich prepared the Programme. The

main ESC remarks and comments have been reflectbe NRP.

Since the beginning of February 2011 a public dismn of the NRP was launched (through
the web site of the Ministry of Finance).

On 28 March 2011 the National Reform ProgrammdefRepublic of Bulgaria (2011-2015)
was presented and discussed at a public debateheitparticipation of representatives of the
state administration, social partners, non-govemale organisations, academia and
municipalities.

On 29 March the Programme was presented at a rgeefinthe Council for Public
Consultations in the context of the new framewodde £nhanced economic policies
coordination, the so-called “European Semester”.

4 By the amendment of the Statutes of the MinisfrFinance, adopted by the Council of Ministers odude
2010.
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Most of the proposals and comments, made in theseof these discussions, were reflected
in the Programme.

On 30 March 2011 the National Reform Programme alss presented at a joint meeting of
the Commission on European Affairs and Coordinatérihe European Funds and of the
Budgetary and Finance Commission at the NationaeAbly.

V.2. Coordination of Sectoral Policies at Regionand Local Level

The strategic documents for regional and local bgveent after 2013, which will be
developed in the period 2011-2013 - National Regliodevelopment Strategy of the
Republic of Bulgaria (2012-2022), Regional Develepin Plans (2014-2020), District
Development Strategies (2014—2020), Municipal Depedent Plans (2014—-2020), National
Strategy for Demographic Development of the Repuloli Bulgaria (2006—2020), can
become a key mechanism for achieving the prioribésthe Europe 2020 Strategy by
mobilising and developing the regional and localteptial for achieving intelligent,
sustainable and inclusive growth. This way the ciibjes at European and national level will
be to maximum extent given territorial dimensiomdaspecific commitments for their
implementation will be undertaken. This will fatalie the identification of the contribution of
regions and municipalities to the implementationtioé Europe 2020 Strategy and the
mobilising of the resources, including the pariadipn of all stakeholders and the
development of partnerships at regional and loeatll The package of documents for the
strategic planning of the regional developmentamg elaborated while taking into account
the strategies for the development of individuakt@es, which are in process of
implementation, with a view to achieving betterenatction and complementarity of the
planned activities. The process of elaborating tegional development plans, district
development strategies and municipal developmeanspis supported with financing under
Operational Programme “Administrative Capacity”.

The preparation of a national document with a lerga vision on the spatial development of
the country and the regions, in line with the nadiolegislation requirements, will also
contribute to achieving improved policy coordinatio

At the same time, an important new moment with réga the sectoral policies is the

requirement for strengthening their territorial aredjional context so that they can better
reflect the needs of the individual regions for gfie actions and initiatives. Taking into

account the specific problems of the level 2 plagniegions within the sectoral policies
framework will have a favourable impact on the #&&@dion of the cohesion process both at
European and regional level.

A mechanism for coordination between the regionalicg and the sectoral policies is

implemented not only on the level of strategic doeats but also within the implementation
of the functions of the regional development colsnenembers of which are all stakeholders,
who participate in the formulation and the impletagion of the regional policy and the key
sectoral policies. The operation of the regionalettldoment councils provides for information

and publicity with regard to the regional developieolicy and the initiatives and the

activities of the sectoral policies in the regions.

Ensuring synergies between the individual sectpotities and their integrated management
through the policy for a sustainable urban develepwill increase the macroeconomic
effects from their implementation. Such synergias be achieved within the framework of
Integrated Plans for Urban Recovery and Developmehich represents a set of time- and
space related projects, activities and investmetantions, implemented in specified urban
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impact zones. The Integrated Plan for Urban Regoaad Development combines policies
and brings together different participants for simultaneous implementation of the policies
by contributing to the realisation of the urbanelepment vision and strategy, respectively of
the specific development priorities defined in thenicipal development plan, the general
development plan and other strategic documents.

The introduction and utilisation of information andmmunication technologies and systems
in the field of planning, monitoring and assessnwrthe progress of implementation of the
strategic documents as well as the policies’ im@amsessment will also be the basis for
strengthening the coordination and the consistetlye policies.

V.3. Instruments for Monitoring

Bulgaria has an established and well functioningmaeism for monitoring the progress in
achieving the targets and implementing the reformshe National Reform Programme,
which can be identified as a good practice in flekl. The reporting on the progress of
implementation of reforms in the NRP is carried oat a quarterly basis and is defined
pursuant to the Council of Ministers Decision Na64s of 18 June 20871t is coordinated
within Working Group 31 “Europe 2020 to the Codrfor European Affairs. On the basis of
the contribution of each of the participants in greup the Ministry of Finance (Economic
and Financial Policy Directorate) prepares quartegports on behalf of the national co-
ordinator for the Europe 2020 Strategy, the Depriyne Minister and Minister of Finance
Mr Simeon Djankov, which are submitted for consadien and approval by the Council of
Ministers.

The National Statistical Institute (NSI) of Bulgarwill include in the National Statistical
Programme the regular provision of official statigtinformation on the indicators measuring
the progress in achieving the targets and impleimgrihe reforms defined in the National
Reform Programme. The information will be publishwdthe NSI website and will be the
basis for the preparation of the quarterly and ahneports of the National Coordinator for
the Europe 2020 Strategy. NSI, through its reprasers in Working Group 31 “Europe
2020” to the Council for European Affairs, will alscontinue providing methodological
assistance for the development, the productiontladissemination of statistical information
to the institutions involved in the progress monitg mechanism in line with the principles
of the European Statistics Code of Practice.

V.4. External Evaluations of the National Reform Pogramme

At the beginning of February 2011, through the \itebsf the Ministry of Finance, a public
consultation of the draft NRP (2010-2013) has Haanched. An opinion from the Institute
for Market Economics (IME) has been received. A #ame time, the Economic and Social
Council (ESC) sent its official position on the lildRP to the Ministry of Finance. The two
analyses discuss the implemented and the plann#ételyovernment for policies and specific
measures for achieving the respective targets.

The EC recommendations, as well as most of IME BB8&€ recommendations, have been
taken into account and on 21 March 2011 a revisgsian of the NRP was published on the

% Decision No. 416 of the Council of Ministers dat&lJune 2007 for defining the mechanism of repgrtin
the implementation of the measures and actionsugeh the National Reform Programme (2007 — 2G0%) in
the Summary of Challenges, Policies and Governandgational Reform Programme of the Republic of
Bulgaria (2007 — 2009 ) (CoM Decision No. 416 0020 Its updating is forthcoming.
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website of the Ministry of Finance as a basis fo public discussions held on 28 March
2011.

V.5. Commitments of Bulgaria in the Implementationof the Euro
Plus Pact

At the European Council on 24 March Bulgaria joinda “Euro Plus Pact — stronger
economic policy coordination for competitivenessd aoonvergence”. Pursuant to the
European Council conclusions, each Member Stateshwbined the Pact, should present in
its Stability or Convergence Programme and NatioRdform Programme specific
commitments for achieving the goals of the Paaneis to:

> Foster competitiveness

With a view to achieving this objective, the Buligar government commits to implement
economic policy measures for increasing produgtithtough:

0 improving the quality of education, the functioniramnd efficiency of the
education and training systems, including theitdsetonnection to the labour
marketfor labour force with specific qualification (Sectidh3);

0 promoting R&D and innovations (Section 1V.2);

0 providing for a favourable business environmenpeeglly for SMEs, with
regard to the development of their business (Sedtiat);

0 reducing the number of early-school leavers andvigimog incentives for
attaining higher education (Section 1V.4).

In Bulgaria, except for the minimum thresholds whare being updated each year, the level
of wages is determined in respecting the marketcypies.

»  Foster employment

Bulgaria considers that the reforms for employnm@oimotion, as pointed out in the Annual
Growth Survey, are of key importance for improvihg living standards of the citizens and
for ensuring fiscal stability in the medium and tbeg term. The policy in this field will also
create prerequisites for social inclusion and redyof poverty.

For the purpose of achieving this goal, the Bubyargovernment commits to implement
measures, described in detail in Sections 111.3 Bhd, which are aimed at increasing the
employment rate to 76% in 2020 and at reducing gipve

At the same time, the implementation of policies fbe achievement of this objective,
together with the implementation of policies fooproting R&D and innovations, as well as
the implementation of an integrated industrial glis directly related to the return to growth
and the preservation of a high pace of economiavigroand for increasing the labour
productivity.

> Contribute further to the sustainability of pulfiicances

The government of the Republic of Bulgaria will tane implementing conservative and
prudent fiscal policy (in accordance with the pities in the Convergence Programme of the
Republic of Bulgaria (2011-2014).

A three-pillar pension system is fully operatiomalBulgaria and the country is among the
pioneers in this respect. With a view to the coasflle budgetary pressurdBulgaria
undertook measures for consolidating the pensi@tegsy and increasing the adequacy of
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pensions as already in 2014th a view to the long-term stabilisation of thgsem and in
accordance with the expectations about the dembigraevelopment of the country.

The Bulgarian government also undertakes substah@mges with regard to the introduction
of concrete fiscal ruledn February the Ministry of Finance put forwaad tliscussion the so-
called Financial Stability Pact, which consistsha following fiscal rules:

0 The redistribution role of the state shall not edtd0% of GDP
o0 The budget deficit cannot be higher than 2% of GDP.
»  Reinforce financial stability

The financial sector in Bulgaria, despite the gldbeaancial crisis, is stable, well functioning
and capitalised, and ensures efficient financitgrmediation. In this regard, Bulgaria fully
achieves the financial stability goal, but will ¢mue undertaking measures for harmonising
the national legislation with the European acqguithis field.
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VI. CONTRIBUTION OF THE STRUCTURAL FUNDS AND
THE COHESION FUND TO THE | MPLEMENTATION OF
THE NRP UNTIL 2015(N+2)

VI.1. Measures for Improving the Absorption of the Structural
Funds and the Cohesion Fund

The instruments of the European Union CohesionciPare an instrument complementing
the national budget, thus providing significantowges for the achievement of the national
targets included in the National Reform Programiinghe Republic of Bulgaria (2011-2015)

in the implementation of the Europe 2020 Strategy.

1.1. Measures in process of implementation

In the context of the continuous monitoring andefattion with representatives of the
European Commission, including missions and pedews, a number of bottlenecks have
been identified and the corresponding correctiviloas have been undertaken in order to
optimise the management and control systems (MGShhe® Structural Funds and the
Cohesion Fund (SCF) and their operation.

In 2010 institutional changes related to the coordination of the EU funds’ ngeraent,
were carried out.

With CMD No. 70 as of April 2010, amending CMD Nz29 as of 23.09.2009, the Minister
for the management of the European Union Fundsappsinted the responsible person for
the overall organisation and management of theesydbr coordination of the European
Union Funds management. His activity is supported Central Coordination Unit (CCU) at
the Council of Ministers (CoM). With the same CMDCauncil for Coordination of the
Management of the European Union Funds to the CGRIMEUF) was established as a
collective body for coordinating the measures foe implementation of the government
policy for economic, social and territorial devetognt of the country, financed with EU
funds. The Chairperson of the Council is the Mamsesponsible for the management of the
European Union Funds, and members of the Couneilttee Ministers of Foreign Affairs;
Economy, Energy and Tourism; Regional DevelopmadtRublic Works; Labour and Social
Policy; Transport, Information Technology and Conmications; Environment and Water;
Agriculture and Food, as well as the Deputy MimisteInterior appointed by the Minister of
Interior. The CCU is also the Secretariat of theMEUF.

Within the CCU operates an administrative unitpogsible for the preparation of a National
Development Programme (NDP): “Bulgaria 2020”, whieli cover the investment priorities
of the country, including all sources of financir@CU is also responsible for coordinating
the implementation and the assessment of the NSR#Ré¢ period 2007-2013, as well as for
the development of a National Strategic ProgrammDarument for the EU financial
perspective for the EU funds (2014-2020). This way establishing a single coordination
centre, the coordination between the objectivethefEU Cohesion Policy and the national
investment policies is ensured.

The horizontal and specific (by Operational Progrees) measures for improving the
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absorption of the EU funds are orientated to:
> Improving the financial management and control

Under the methodological guidance of the CCU arith Wie assistance of interdepartmental
working groups, established by the CCU, the follmyvimethodological guidelines and
general instructions in connection with the manag@nof the European Union Funds were
developed and introduced in the practice of the &darg Authorities and the Intermediate
Bodies:

o0 General guidelines for avoiding conflicts of interen the meaning of Article 52
of Regulation 1605/2002 and for following the piple of impartiality and
independence in the management of the operatioagtgammes under SCF.

0 Methodology for determining the amount of the ficiah corrections under the
Operational Programmes.

As a precondition for the efficient and effectiveCH®, a Unified Monitoring Information
System (UMIS) for SCF was introduced and is openai. UMIS provides support in the
management at all levels of the administration @inthe beneficiaries by ensuring tractability
and carrying out the key processes electronicallthe following directions: registration of
projects and beneficiaries; evaluation of projesippsals, project management, financial
management and payments; on-the-spot checks aglliarities management; monitoring,
public information.

> Changes in the legislative base for SCF management

With a CMD the mechanism for expenditure verifioatiand payments of grants under the
Operational Programmes, co-financed from the Ewopdgnion SCF, was defined; it sets
deadlines for expenditure verification and carrymg activities for the beneficiaries on part
of the administrative structures, which manageptogrammes. Amendments were made to
the CMD, which defines the terms and proceduresi&ermining grants under OPs, which
aim at optimising the rules and procedures, inclgdy introducing an appeals procedure at
the stage of evaluation of the project proposals.

> Accelerating the actual and financial implementatd projects

With a CoM Decision the increase of the maximum amoof advance payments under
contracts for grants to beneficiaries of projectslar Operational Programmes Regional
Development, Transport and Environment, in whigh1tiain share of the investment in base
infrastructure is focused, was ensured.

At present a Fund for Local Authorities and Goveents — FLAG operates, which with state
participation and capital from the EBRD, municifeaé and municipal companies

implementing projects, approved by the MA of OPdramme for Development of Rural

Areas”, loans and services, related to the grantinigan finance and preparation of project
proposals, provides the beneficiaries, under gedanditions and on the basis of preliminary
criteria, with services, among which loans anddbe financing”.

A mechanism for using the funds from the Loan Agreet with the EIB for a structured
programme loanBulgaria — co-financing under the EU funds 2007-2(38, between the
Republic of Bulgaria and the European Investment Bak in the amount of up to EUR 700
million has been established. This mechanism allimwvthe funds to be provided for national
co-financing and for covering financial shortaget tbhe public beneficiaries under
infrastructural projects.

> Strengthening the administrative capacity
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Training events for regional and local authoritiessfinanced under a CCU project approved
under Operational Programme “Technical Assistarare”being organised. A Decree of the
Council of Ministers has been approved and curyesdiditional experts, as assistants under
the Labour Code, are appointed in the correspondimts for management and control of
European programmes for the purpose of performipgcific tasks in support of the
administration. The CoM holds regular meetings withe National Association of
Municipalities in the Republic of Bulgaria, the ngavernmental sector and the Sofia
Municipality to discuss current issues. The CoMalsganises weekly meetings with sectoral
Deputy Ministers, responsible for the OperationadgPammes. On a monthly basis “Open
Doors Days” are being organised, where potential actual beneficiaries meet
representatives of the administration and exchamigemation and guidance on a number of
issues related to grant management.

The opportunities for provision of expert and cdtawy support by the IFIs, such as EIB,
EBRD and the World Bank, for improving the processstrategic planning and project
management are actively used.

1.2. Planned measures
> Activities related to the development of UMIS

By the end of September 2011 the elaboration amdnthoduction of “Electronic services for
beneficiaries” is envisaged. The process of intaggathe EC system for monitoring and
reporting of payments — LOTHAR, in UMIS continuds 2011 an interface will be
developed between UMIS and the Information Systenttind Management of the European
Community — SFC2007. An interface between the Cbasder Cooperation Programmes and
UMIS will also be developed. The process has staated the discussions on agreeing the
type and the format of the data to be exchangedrader way.

> Activities related to the legislative framework

A concept paper for amendments to the Law on Puiozurement has been adopted. The
objective is to elaborate all the procurement pdoces in a single statutory instrument. In

addition, the Law introduces the requirements ofe€live 2009/81/EC of the European

Parliament and of the Council as of 13 July 2009hen coordination of procedures for the

award of certain works contracts, supply contraatsl service contracts by contracting

authorities or entities in the fields of defenced asecurity, and amending Directives

2004/17/EC and 2004/18/EC. The statutory regulatidreing supplemented and the practical
cases, which were not previously regulated, anegoembodied.

> Activities related to the implementation of the grammes

The capacity for ex-ante control over the spendhdunds from the EU budget will be

strengthened; this control will be performed in antcalised manner by the Public
Procurement Agency. With technical assistance @) standard document templates for
public procurement, comprising the contract dossball be developed and introduced in
practice.

In the context of active usage of the joint instems of the EC and the IFIs, further
expansion of the assistance under JASPERS andsthklishment of special mobile expert
groups for ad-hoc, short-term assistance to mualitips under projects under OP
“Environment” and OP “Regional Development”, areisaged.

87



NATIONAL REFORM PROGRAMME (2011-2015)

VI.2. Contribution of the Structural and the Coheson Funds to
the financing of the NRP measures at present

Although Bulgaria is not obliged to set in its 26@013programme documents any specific
amounts fro the EU Structural Instruments for ficlag measures related to the achievement
of higher growth and more jotSs over 60% of the financial resources under ther@jmal
Programmes — EUR 4.08 billion are being allocateactty for such areas. These resources
are allocated among five of the Operational Prognasi— “Transport”, “Development of the
Competitiveness of the Bulgarian Economy”, “Humaes8urces Development”, “Regional
Development” and “Administrative Capacity”.

According to data from the Unified Management Information System for the EU
Structural Funds and the Cohesion Fund as of 01/02011.:

> Under OP “Human Resources Development” 43 procadbexe been launched on
priority subject areas, contributing to the achreeat of the objectives of the Lisbon
Strategy. Under these procedures up to now 1,78framis have been signed with a
total value of the European funding of EUR 426. 7llion.

> Under OP “Development of the Competitiveness ofBoarian Economy” until now
24 procedures have been launched on priority sulgeeas, contributing to the
achievement of the objectives of the Lisbon Stiategth a total value of EUR 713.37
million. Under these procedures 759 contracts lheesn concluded.

> Under OP “Regional Development” 13 procedures Hsen launched, contributing to
the achievement of the Lisbon Strategy. Under thm@seedures 293 contracts have
been concluded with a total value of the Europeawihg of EUR 978.99 million.

»  Under OP “Transport” 9 contracts have been condudeler procedures, contributing
to the achievement of the objectives of the Lisl8irategy. The total value of the
European financing amounts to EUR 312.37 million.

> Under OP “Administrative Capacity” until now oneopedure has been launched with a
subject area, contributing to the Lisbon objectiv@ader this procedure 34 contracts
have been concluded with a total value of the Eemodunding of EUR 9.08 million.

By priority subject areas this allocation is asdafs:

Table 15: Financing of measures related to the eediment of the objectives of the Lisbon StrateijlS ata
as at 1 February 2011, MEUR

Amount of the

Code of the concluded contracts in
priority subject Priority subject area T
area EUR million

(European financing)

R&TD infrastructure(including physical plant,
instrumentation and high-speed computer networksrlg
research centrgand centres of competence in a specific
technology

0.5

%% |t should be emphasised that the allocation of SE¥ here is in accordance with the special catifio,
made by the EC, by priority areas under the OpmratiProgrammes, which contribute to the implenterieof
the Lisbon Strategy. Until now the EC has not pided information about the transition from the Lisbo
Strategy to the “Europe 2020" Strategy under theresponding priority subject areas by Operational
Programmes, which might result in overstated/uridtad values.
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Amount of the

Code of the concluded contracts ifn
prlorlgg‘:bject Priority subject area EUR million
(European financing)
4 Assistance to R&TD, particularly in SMEs (includiagcess 36
to R&TD services in research centres) '
5 Advanced support services for firms and groups of 01

firms

Investment in firms directly linked to research @amaovation
7 (innovative technologies, establishment of new $iroy 88.1
universities, existing R&TD centres and firms, gtc.

8 Other investments in firms 37.7

Other measures to stimulate research and innovation
and entrepreneurship in SMEs

10 Telephone infrastructures (including bandwidth rarks) 2.0

Information and communication technologies (access,
11 security, interoperability, risk prevention, resggr 0.05
innovations, e-content, etc.)

Services and applications for the citizen (e-heath

13 : . . 4.6
government, e-learning, e-inclusion, etc.)
16 Railways 0.01
17 Railways (TEN-T) 12.3
21 Motorways (TEN-T) 156.5
26 Multimodal transport 0.1
28 Intelligent transport systems 0.01
40 Renewable energy: solar 1.3
43 Energy efficiency, cogeneration, energy management 24.3
Development of life-long learning systems and sggs in
62 firms; training and services for employees to stppheir 548
adaptability to change; promoting entrepreneurahigph '
innovation
Modernisation and strengthening of labour market
65 AT 3.3
institutions
Implementing active and preventive measures on the
66 81.1
labour market
67 Measures encouraging active ageing and prolongor§ing 6.1
lives '
68 Support for self-employment and business start-up 414
Measures to improve access to employment and iserea
sustainable participation and progress of women in
69 employment to reduce gender-based segregatiomin th 11
labour market and to reconcile work and private, lfuch as '
facilitating access to childcare and care for depeh
persons
Specific action to increase participation of midsain
70 employment and thereby strengthen their social 0.02

integration
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Amount of the
concluded contracts in
EUR million
(European financing)

Code of the
priority subject Priority subject area
area

Pathways to integration and re-entry into employtmen
for disadvantaged people; combating discriminaition

. S 32.0
accessing and progressing in the labour market and
promoting acceptance of diversity at the workplace

71

Design, introduction and implementation of refolims
education and training systems in order to develop
employability, improving the labour market relevaraf 135
initial and vocational education and training, ujta ’
skills of training personnel with a view to innoiat and
a knowledge based economy

72

Measures to increase participation in education and
training throughout the life-cycle, including thigiu
action to achieve a reduction in early school legyi 17.4
gender-based segregation of subjects and increaseds '
to and quality of initial vocational and tertiarghecation
and training

73

Developing human potential in the field of research
and innovation, in particular through post-graduate
74 studies and training of researchers, and networking 4.4
activities between universities, research centnels a
businesses

TOTAL: 550.4

Source: MMIS

The contracts concluded up to date under the sudjeas contributing to the achievement of
higher growth and employment have a total valuEdR 1,076.4 million, which is 26.78%
of the total amount of the planned funds and 43.@8%he total amount of the European
financing for all contracts concluded up to datdemthe operational programmes.

VI1.3. Projections for funds’ absorption under subject areas
contributing to the achievement of the NRP targetdy 2015

Under Operational Programmes “Development of the Competiveness of the Bulgarian
Economy”, “Regional Development” and “Administrative Capacity” during the period
2007 — 2013unds (in EUR million) are expected to be absortwedubject areas contributing
to the achievement of the NRP goals by 2015, davist

Table 16: Expected Absorption of Funds under OP$Sblyject Areas Contributing to the Achievementef t
NRP Objectives by 2015

Operational Programme 2007-2013| Amount

Code Priority subject areas (EUR
OPC OPAC OPRD million)

R&TD infrastructure (including physical
plant, instrumentation and high-speed
02 computer networks linking research 54.4 - - 54.4
centre¥ and centres of competence in a
specific technology

04 Assistance to R&TD, particularly in 80.8 - - 80.8
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Operational Programme 2007-2013| Amount
Code Priority subject areas (EUR
OPC OPAC OPRD million)
SMEs (including access to R&TD
services in research centres)
05 Advanced support services for firms andl 1615 i i 1615
groups of firms
Investment in firms directly linked to
research and innovation (innovative
07 technologies, establishment of new firms 43.8 - - 43.8
by universities, existing R&TD centres
and firms, etc.)
08 Other investments in firms 139 - 139.6
09 cher measures to stimulate re_se_arch a_nd 112.0 i 112.0
innovation and entrepreneurship in SMEs
Telephone infrastructures (including
10 broadband networks) i ) 13.6 13.6
Information and communication
11 f[echnolog|e_s. (aC(_:ess, security, i ) 3.4 3.4
interoperability, risk-prevention, research,
innovation, e-content, etc.)
Services and applications for the citizen
13 (e-health, e-government, e-learning, e- - 6.0 - 6.0
inclusion, etc.)
22 National roads (second and third class) - 17. 217.8
25 Urban transport 53.6 53}6
28 Intelligent transport systems 35.7 35.7
36 Natural gas (TEN-E) 51.0 51{0
40 Renewable energy: solar 21. - 2.8
43 Energy efficiency, cogeneration, energy 119.4 i 60.2 179.7
management
52 Promotion of clean urban transport 8D.3 89.3
56 Pro_tect|0n and development of the natufal i ) 64.9 64.9
heritage
58 Pre_servatlon and protection of the cultural i ) 64.9 64.9
heritage
61 Integrateo! projects for urban and rural i ) 150.7 150.7
regeneration
Development of specific services for
employment, training and support in
connection with restructuring of sectors
64 and firms, and development of systems 34.9 - - 34.9
for anticipating economic changes and
future requirements in terms of jobs and
skills
75 Educational infrastructure 100.0 100.0
76 Healthcare infrastructure 107.3 107.3
77 Childcare infrastructure 400 4Q0.0
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Operational Programme 2007-2013| Amount

Code Priority subject areas (EUR
OPC OPAC OPRD million)

78 Housing infrastructure - - 32)3 3213

79 Other social infrastructures - - 21.9 21.9

Mechanisms for improving good policy
and programme design, monitoring and
evaluation at national, regional and local 7 i

level, and the strengthening of the 36.8 36.8
capacity for implementation of policies
and programmes

81

TOTAL: 774.2 42.8 1,106.6 1,923/4

Source: OP MA

VI1.4. Planned financing for the measures submittedby the
Managing Authorities of the Operational Programmes under
factors to growth and national targets

Under Operational Programme “Development of the pefitiveness of the Bulgarian
Economy” 2007-2013 by 2015 funds are envisagedetalisorbed under the measures,
growth factors and national goals to achieve tileieng amounts:

1. Financial sector (financing for small and medisied enterprises) — EUR 170 million

2. Addressing the weaknesses in the business enwaot and improving administrative
efficiency, including at regional and local leveEYJR 73.96 million

3. National target 2 “Investments in R&D in the ambof 1.5% of the GDP” — total — EUR
539.2 million

4. National target 3 under the “Climate — Energgtlage — “Achieving a 16% share of
renewable energy sources in the gross end consumptienergy and increasing the energy
efficiency by 25% as at 2020” — EUR 175.1 million

Under Operational Programme “Administrative Capdc007—-2013 funds are envisaged to
be absorbed under growth factor 4 — Addressingvbeknesses in the business environment
and improving administrative efficiency, includiagregional and local level — in the amount
of EUR 42.75 million.

> The amount is an estimate by 2013. In the ActitanRvith the measures, included in the NRP, theee a
measures for which it is envisaged to discuss @imgnunder OPAC. At present the cost of these nmreashas
not been determined and financing for them can lbmcaed after the corresponding grant procedure is
undertaken.
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VIlI. ANNEXES

Annex 1: Action Plan with the measures, includedhim National Reform Programme of the
Republic of Bulgaria (2011-2015)
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