B Preamble

During the year of 2008, as a consequence of the global financial
crisis, there was an extremely high demand for the insurance products of
the Bulgarian Export Insurance Agency. In 2008 for insurance was accept-
ed also the export to countries to which we did not have insurances before.
Such countries are China, Vietnam, Taiwan, South Korea, Thailand, Egypt,
New Zealand, India. The net insurance capacity of the Agency according to
the Export Insurance Law was completely engaged and some non-market
risks had to be accepted for insurance on its own account. However, the
share of the insured export within the overall number of insurances provid-
ed by BAEZ EAD has decreased due to the enormous interest in the insur-
ance of credits and financing of small and medium-size enterprises.

Being a guarantee for the economic stability of its clients, BAEZ EAD
almost doubled the overall amount of the accepted for insurance credit
limits, as the number of the approved credit limits from the total number of
credit limits applied for reached 99% (acceptance ratio). The total amount
of the insured during the year turnover has increased 3,7 times compared
to 2007, which led to 81% premium income growth. The amount of the
claims paid during the year has increased by 4,76 times compared to the
previous year. Nevertheless, the good reinsurance policy kept up by the
Agency protected BAEZ EAD against financial jolts and crises.

Owing to the good organization of the work, the Agency succeeded,
with its personnel of 19 people, to cope with the multiple increases of the
volume of insurances and on account of the foreseeing financial policy
with regard to the long-term risk, ended the year of 2008 with profit before
taxation amounting to 1 793 thousand BGN. Despite the financial crisis,
because of which almost all banks and insurers account losses, BAEZ EAD
increased the volume of its activity and ended the year with the highest
profit ever achieved.
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W@ Legal form and management

On 18.12.1997, the Council of Ministers of the Republic of Bulgaria
took a decision, reflected in Order No. 101, for the participation of the state
in the constitution of an insurance company for the purpose of executing
the national strategy in the field of the foreign trade exchange, realization
of Bulgarian investments abroad, development of the export potential of the
country and increase of the export compatibility of Bulgarian goods and
services on the international markets.

By the force of Court Order No. 1 from 29.10.1998, of the Sofia City
Court, under company file No. 11 846/1998, BAEZ EAD has been regis-
tered as joint stock company with participation of the state. Despite that
the legal form of the constitution of BAEZ EAD permits the expansion of
the shareholding with still other partners, in 2004 the Agency is transformed
into a sole joint stock company, with sole shareholder - the Republic of
Bulgaria, represented by the Minister of Economy and Energy.

The capital of the company is BGN 10 000 500, distributed into
100 005 registered dematerialized shares with nominal value of BGN
100 each.

Management

BAEZ EAD is a sole joint stock company with one-tier system of
management. Supreme management organ at the Agency is the Sole own-
er of the capital, represented by the Minister of Economy and Energy of
the Republic of Bulgaria — Mr. Petar Dimitrov.

The Board of Directors carries out the operating management of
BAEZ EAD and consists of 5 members, who are elected by the Sole owner
of the capital for a mandate not longer than 3 years. As per 31.12.2008,
members of the Board of Directors of BAEZ EAD are:

- Bistra llkova - Chairman of the Board of Directors;

- Diana Naydenova - Deputy Chairman of the Board of Directors;

- Docho Karadochev - Member of the Board of Directors and Execu-
tive Director;
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- Rosen Natsev - Member of the Board of Directors and Deputy Ex-
ecutive Director;

- Krassimira Djulgerska - Stoykova - Member of the Board of Direc-
tors.

Inter-Ministerial Council on Export Insurance /IMCEI/

To the Council of Ministers of the Republic of Bulgaria has been
established an Inter-Ministerial Council on Export Insurance /IMCEI/ which
implements the state policy in the field of insurance and reinsurance, in ac-
cordance to the Export Insurance Law/State Gazette, issue 36/04.04.2008/,
of export risks related to production and export of Bulgarian goods and
services or with the realization of Bulgarian investments abroad.

By right Chairman of the Inter-Ministerial Council is the Minister of

Economy and Energy and its members are:

- Yavor Kuyumdzhiev - Deputy Minister of Economy and Energy;

- Dimitar Ivanovski - Deputy Minister of Finance;

- Dimitar Peychev — Deputy Minister of Agriculture and Forestry;

- Radoslava Kafedjiiska - Head of Legal Department, Ministry of For-
eign Affairs;

- Stefan Stoilkov - Head of Department Regulation Policy and Analyses
at the Insurance Supervision Directorate to the Financial Supervision Com-
mission.
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The activity of the Agency during the year of 2008 is characterized
with exceptionally high dynamics of development - the overall amount of
the approved credit limits is almost two times higher than in the previous
year, the insured during the year turnover has increased 3,7 times, the pre-
mium income - with 81%, and the claims paid - 4,76 times.

Comparison of the insured by BAEZ EAD turnover in 2007 and in 2008
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The insured export represents 12% of the total volume of insured
credits. The domestic risk, including the new product “credits and financ-
ing of small and medium-size enterprises”, represents 88% of the overall
insured turnover.

In 2008, the volume of the insured domestic risk has been increased
7,5 times compared to 2007. The insured domestic deliveries have been
increased with over 30% in comparison to the previous year and the turn-
over from insurance of credits and financing of small and medium-size
enterprises are 17 times higher. This proves that the new product responds
to the needs of the business and shall continue to be much in demand.

The insured during the year export has increased by 9% in accor-
dance with 2007. The share of the insured export from the overall volume
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of realized by the country export represents 1.07%, and marks an insignifi-
cant decrease of 0.04% compared to the previous year.

The highest growth is marked by the insurance activity on the ac-

count of the state with increase of the insured export by 43%. The export
insured under the activity on its own account marks a decrease of 4%

in accordance with 2007, which is principally due to the decrease in the
prices of some of the raw-materials, mainly metals, exported for the coun-
tries of the European Union.

Percentage of the insured by BAEZ EAD export from the total export of Bulgaria

Insured export - BGN

Percentage of the insured export
from the realized export

Short- | Short-term
Short-term term non-mar-
Realized export Short-term non-mar- market- ketable
from the territory marketablerisk | ketable risk able risk risk ac- TOTAL
Year of the Republic of | ©N the account | according to TOTAL on the | cording to
Bulgaria - BGN of BAEZ the Export account | the Export
Insurance Law of BAEZ | Insurance
EAD Law
2006 23 436 003 663 152 826 823 81 990 734 234 817 557 0.65% 0.35% 1.00%
2007 26 351 979 215 210 698 333 82 281 579 292 979 912 0.80% 0.31% 1.11%
2008 29 880 169 134 201 667 672 117 570 704 319 238 375 0.67% 0.39% 1.07%

lows:

The distribution of the insured export as per main directions is as fol-

- Europe - 87.73%. Just for comparison the insured export in 2007
was 90.94%. The biggest share belongs to the countries of the European
Union - 48.74%; in 2007 this share was 63.99%. The countries with the
highest share are:

- Germany - 11.24% (in 2007 - 16.58%);

Italy - 10.56% (in 2007 - 16.74%);
Poland - 5.98% (in 2007 - 5.36%);
Romania - 4.26% (in 2007 - 4.51%);

Great Britain - 3.64% (in 2007 - 3.78%);
Greece - 2.55% (in 2007 - 2.63%);




- Other European countries - 38.99% (in 2007 - 26.96%), including:

- Macedonia - 15.01% (in 2007 - 1.73%);

- Ukraine - 8.6% (in 2007 - 5.23%);

- Serbia - 4.62% (in 2007 - 3.37%);

The growth here is due to the insurance of the investments for those

countries.

- Turkey - 2.40% (in 2007 - 4.54%);

- Russia - 2.27% (in 2007 - 2.09%);

- Asia - 7.02% (in 2007 - 5.27%), including Yemen - 4.57% (in 2007 -
5%);

- America - 3.26% (in 2007 - 3.9%), including:

- Cuba - 1.46% (in 2007 - 1.07%);

- USA - 1.39% (in 2007 - 1.72%);

- Africa - 1.96%, including the Republic of South Africa - 1.6%;

- Australia and New Zealand - 0.03%.

In 2008 in BAEZ EAD on the grounds of submitted applications for
insurance of our clients have been analyzed 6565 debtors in total, of which
5655 related to domestic risk /on the territory of Bulgaria/. For comparison
during the same period in 2007 these figures have been respectively: total
number of debtors — 4422, of which related to domestic risk - 2434. The
increase in the overall number of applications is by 48%, and of those re-
lated to domestic risk — 132%. The approved total number of credit limits in
2008 is 6487 /i.e. 99% acceptance ratio/, of which 5631 related to domes-
tic risk [i.e. nearly 100% acceptance ratio/.

The claims paid up during the year have been increased by 4,76
times in comparison to the previous year and are mainly for outstand-
ing debts of buyers from Europe, where 82.81% of them are debtors from
the European Union member-states (in 2007 - 88.32%) and 17.19% are for
Russia. With the highest share of claims paid because of incorrect pay-
ers are: ltaly - 39.06% (14.75% in 2007), Germany 25.54%, Russia 17.19%,
USA 9.29% and Bulgaria with 7.54% (18.87% in 2007). Austria, Holland and
Great Britain have below 1% of the total number of claims paid.



BAEZ EAD insures on its own account as per the order of the Export
Insurance Law.

The insurance on the account of BAEZ EAD is performed for coun-
tries included in the List of the countries with marketable risk, accepted
with an Ordinance of the Council of Ministers of the Republic of Bulgaria.
It has been updated by Ordinance of the Council of Ministers of the Re-
public of Bulgaria No. 124 from the 1-st of June 2007, according to which
the countries with marketable risk are as follows: Australia, Austria, Bel-
gium, Great Britain, Germany, Greece, Estonia, Iceland, Spain, Ireland, Italy,
Canada, Latvia, Lithuania, Luxembourg, Malta, New Zealand, Norway, Po-
land, Portugal, Romania, Slovakia, Slovenia, USA, Hungary, Finland, France,
Holland, the Czech Republic, Switzerland, Sweden, Japan.

The insurance capacity of BAEZ EAD and the payment of insurance
indemnities are provided for by:
- The company’s capital;
- The insurance reserves and the insurance premiums income;
- Reinsurance programme of BAEZ EAD.

In 2008, for insurance activity on its own account BAEZ EAD report-
ed the following:

The insured on the account of BAEZ EAD export against short-term
commercial risk has decreased by 17.10% in comparison to the previous
year, which is due to a decrease in the prices of some goods and raw-
materials, exported to countries of the European Union, mainly metals, with
which is related the activity of some of the biggest clients of BAEZ EAD.
For comparison, the overall amount of the insured limits is nearly 2 times
higher than the one for the previous year, but sales experienced lower
turnover rates than the expected by the clients. The accounted premium
income has increased by 101% compared to 2007 as a result of the ac-
cepted for insurance double higher limits. (Application N? 1)

The volume of the insured domestic sales (the sales on the territory
of the Republic of Bulgaria) in 2008 reached the amount of BGN
190 124 517, which is an increase by 30.29% compared to the previous
year. The premium income from insured deliveries on the home market has
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been increased by 13.2% and reached the amount of BGN 1 115 296 in fi 4=
the year of 2008. (Application N? 2)
In 2008, a significant increase of the credit and financing insurance
was observed with almost 7 times in comparison to the previous year, while
the premium has increased by 167% compared to 2007. (Application N¢ 3)
Since the year of 2008 BAEZ EAD insures also investments on its
own account. The total insurance amount for the year is BGN 26 990 398,
and the collected premium — BGN 147 991. (Application N¢ 4)

BAEZ EAD provides insurance in accordance to the Export Insurance
Law against export risks, listed in Art. 3, para 1, related to the production
and export of Bulgarian goods and services or with the realization of Bul-
garian investments abroad, as well as insurance of credits and financing,
granted to micro, small and medium enterprises in accordance to Art. 3,
para 4 of the Export Insurance Law.

Insurance is provided on the account of the State for the countries
not included in the List of the countries with marketable risk, lastly updated
with Ordinance of the Council of Ministers of the Republic of Bulgaria No.
124/01.06.2007. On the account of the state have been insured also credits
and financing, granted by banks and financial institutions to small and me-
dium enterprises, as well as credits for pre-export financing.

The insured capacity of BAEZ EAD and the payment of the insur-
ance indemnities are ensured by:

- The determined in the State Budget of the Republic of Bulgaria
funds at amounting to 25 million BGN for the year of 2008;

- The accumulated in special accounts funds from insurance premiums
under concluded insurance contracts in accordance to the Export Insur-
ance Law;

- Reinsurance programme of BAEZ EAD.

The net insurance capacity of BAEZ EAD (the net value after ces-
sion of part of the liabilities to the reinsurers), in accordance to the provi-
sions of the Export Insurance Law, is defined by multiplying the allotted in
the state budget funds by a coefficient approved by the Council of Minis-



ters, which for the year of 2008 is defined to be 10, and respectively the
net insurance capacity for the year of 2008 is BGN 250 000 000.

For 2008 under activity of BAEZ EAD on the account of the State
was reported the following:

The insured by BAEZ EAD export on the account of the state against
short-term non-marketable commercial risk has increased by 8.42% in ac-
cordance with 2007. (Application N 5)

It includes the insured by BAEZ EAD investments and credits for pre-
export financing. However, it incorporates the insured by BAEZ EAD letters
of credit, issued by foreign banks in favour of Bulgarian exporters.

In accordance to the Export Insurance Law and on the account of
the state BAEZ EAD insures also bank credits for pre-export financing. With
regard to this insurance product during the past year of 2008 has been
marked a significant growth of 76% in respect of the amount of the insured
bank credits for pre-export financing in comparison to the previous year.
The accounted insurance premiums regarding this type of insurance also
marks growth of 27%. (Application N¢ 6)

During the past year the Agency has insured on the account of the
State Bulgarian investments abroad at the total amount of BGN 41 162 976,
against which has collected premium at the amount of almost BGN 144
thousand. (Application N¢ 4)

The changes in the Export Insurance Law, accepted in May, 2007,
permitted the Agency to insure all credits granted to micro, small and medi-
um-size enterprises on the account of the state and not only on the ac-
count of BAEZ EAD. Here should be mentioned that exactly the insurance
of credits and financing is the product which has marked the most signifi-
cant growth during the year of 2008. It became popular among Bulgarian
banks and part of them offered for insurance a whole portfolio of credits
for micro, small and medium-size enterprises. As a result of this expansion
the access to financing of the micro, small and medium-size enterprises
has been significantly facilitated and it became possible at a lower price
and under better conditions.




The amount of the insured by BAEZ EAD bank credits for micro,
small and medium-size enterprises, in the year of 2008, on the account of
the state totals up to BGN 2 072 158 016, which represents a significant
growth of over 18 times in comparison to the previous year. The accounted
insurance premium for security of the insured credits and financing in 2008
amounts to BGN 1 229 553, which is almost 4 times more than the col-
lected premium for this product in 2007.

BAEZ EAD insures portfolio of credits, granted to micro, small and
medium-size enterprises against annual insurance premium, which varies
within the boundaries from 0,60% to 0,90%. Where on the scale will be
fixed the annual insurance premium for a particular portfolio depends on a
number of factors, most important of which are the financial status of the
borrowers included in the portfolio, on the one side, and on the other - the
quality of the remaining credit portfolio securities.

The single credits are also insured by BAEZ EAD at different levels
of annual insurance premium. The latter varies between 0,80% and 1,60%,
and here as well the factors which count for its formation are the financial
status of the respective borrower, the nature of the credit and the way it is
secured.
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Regarding the activity of BAEZ EAD on its own account - The total
net credit exposition as of 31.12.2008 on its own account amounts to
BGN 173 432 481. The credit expositions by countries are as follows:

Country "imite | insurod tmits | | iimit | credit it | Net credit limi
Australia 1 1 60 000 30 000 30 000
Austria 6 6 1261 510 630 755 630 755
Belgium 4 4 1 858 039 929 019 929 019
Bulgaria 2 609 2 609 136 380 025 57 514 944 78 865 080
Great Britain 16 16 6 768 937 3 384 469 3 384 469
Germany 38 38 28 814 948 10 835 369 17 979 580
Greece 29 29 5 769 881 2 884 941 2 884 941
Denmark 3 3 301 274 150 637 150 637
Estonia 1 1 195 583 97 792 97 792
Israel 1 1 391 166 195 583 195 583
Ireland 3 3 948 578 474 289 474 289
Spain 11 11 5 047 997 2 523 999 2 523 999
Italy 58 58 37 110 430 18 555 215 18 555 215
Canada 1 1 97 792 48 896 48 896
Cyprus 2 2 188 025 94 012 94 012
Kossovo 1 1 200 000 100 000 100 000
Latvia 2 2 215 141 107 571 107 571
Lithuania 5 5 584 793 292 397 292 397
Lichtenstein 1 1 586 749 293 375 293 375
Macedonia 4 4 8 160 614 4 080 307 4 080 307
Norway 1 955 830 977 915 977 915
Poland 30 30 15 702 769 5 974 972 9 727 798
Portugal 7 7 1 510 406 755 203 755 203
Romania 35 35 7 002 606 3 501 303 3 501 303
USA 17 17 4 676 404 2 338 202 2 338 202
The Slovak Republic 4 4 361 829 180 914 180 914
Slovenia 7 7 3 512 923 1 756 462 1 756 462
Serbia 3 3 11 644 154 5 822 077 5 822 077
Ukraine 1 1 11 734 980 5 867 490 5 867 490
Hungary 6 6 1 414 636 707 318 707 318
Finland 6 6 3 344 469 1 672 235 1 672 235
France 16 16 3974 718 1 987 359 1 987 359
Holland 6 6 2 382 010 1 191 005 1 191 005
Czech Republic 11 11 3 016 016 1 508 008 1 508 008
Switzerland 7 7 6 777 575 3 388 787 3 388 787
Sweden 2 2 664 982 332 491 332 491
Total 2 957 2 957 314 617 790 141 185 308 173 432 481
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Regarding activity of BAEZ EAD on the account of the state ac-

cording to the Export Insurance Law - The total net credit exposition as of

31.12.2008 according to the Export Insurance Law amounts to BGN
246 142 662. The credit expositions by countries are as follows:

Country | Number of | inoureg | Totaeodt | Reinewed | Nt e
limits

Albania 3 3 1 605 290 802 645 802 645
Algeria 1 1 130 000 65 000 65 000
Argentina 5 5 630 000 315 000 315 000
Armenia 1 1 10 793 5 396 5 396
Belarus 6 6 1 491 401 745 701 745 701
Bosnia and 5 5 431 829 215 914 215 914
Herzegovina

Bulgaria 1 000 1 000 | 417 447 731 | 208 723 866 | 208 723 866
Venezuela 2 237 392 118 696 118 696
Vietnam 2 2 788 896 394 448 394 448
Georgia 1 1 48 896 24 448 24 448
Egypt 4 4 1 054 223 527 111 527 111
Equador 2 2 167 587 83 793 83 793
Israel 2 2 646 190 323 095 323 095
India 1 1 35 205 17 602 17 602
Indonesia 6 6 606 098 303 049 303 049
Jordan 1 1 100 000 50 000 50 000
Kirghizstan 1 1 68 454 34 227 34 227
China 5 5 2 095 106 1 047 553 1 047 553
Cuba 11 11 6 802 580 3 401 290 3 401 290
Lebanon 3 3 312 000 156 000 156 000
Macedonia 17 17| 29 345907 | 14 672 954 | 14 672 954
Malaysia 2 2 393 375 196 687 196 687
Maroco 3 3 628 516 314 258 314 258
Mexico 1 1 290 000 145 000 145 000
Moldova 3 3 195 583 97 792 97 792
Mongolia 2 2 58 675 29 337 29 337
United Arab 1 1 6 650 3 325 3 325
Emirates

Peru 1 1 140 000 70 000 70 000
Russia 22 22 9 099 878 4 549 939 4 549 939
Saudi Arabia 3 3 1 682 456 841 228 841 228
Singapore 4 1991 715 995 857 995 857
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Siria 2 2 2 938 1 469 1 469
Serbia 13 13| 2383668 1194334 1194334
Taiwan 4 4 819 000 409 500 409 500
Thailand 1 1 113 438 56 719 56 719
Tuniss 1 1 18 900 9 450 9 450
Turkey 23 23| 3482507| 1741254| 1741254
Uganda 1 1 391 166 195 583 195 583
Ukraine 4 4| 1798973 899 487 899 487
Croatia 5 5| 1024003 512 002 512 002
Republic of 3 3 304 076 152 038 152 038
Chile

South Afri- 2 2| 3120328| 1564664| 1564664
canRepublic

South Korea 1 1 269 905 134 952 134 952
Total 1181 1 181 492 285 324 | 246 142 662 | 246 142 662

In 2008 still further were developed the successful business relations
with the Swiss Reinsurance Company and BAEZ EAD, which was confirmed
by the resigning of the Quota Share Treaty for the sixth-successive year.
The treaty covers the activity of BAEZ EAD on its own account. The Treaty
credit limit was preserved on EUR 2 000 000 for every single risk and it is
the highest level ever fixed up to now. It is due to the extremely fast and
flexible expansion of the Agency’s activity. The cession of liabilities under
the Treaty remains 50%.

BAEZ EAD has secured its reinsurance coverage for the entire world
concerning the activity on the account of the State, by signing a quota
share reinsurance contract with the Belgium state-owned insurance and
reinsurance company ONDD, with 50% cession. The credit limit kept its
initial amount of EUR 10 000 000. The coverage of this contract includes
insurance against short-term non-marketable commercial and political risks,
insurance of bank guarantees, credits and financing, investments, letters of
credit and credit lines for pre-export financing.



In 2008 BAEZ EAD continued its work in the direction of improve-
ment of the scheme for financing of the activities of the export-companies
through the commercial banks. This financing represents mainly short-term
financing of Bulgarian exporters trading under the conditions of the com-
modity credit. This financing has been secured by insurance policy issued
by BAEZ EAD (assigned in favour of the financing bank) most often for the
insurance of payments against short-term commercial and/or political risk.
This opportunity is made use of not only by exporters but also by compa-
nies which sell on the home market using the deferred payment scheme,
again to the financing bank a collateral under the form of an insurance
policy issued by BAEZ EAD for the insurance of payments against short-
term commercial risk which may arise on the home market. This way of
financing is often used in the Western countries for it is extremely conve-
nient and profitable both for the insured and for the bank.

The banks which actively apply the current financing of export and
sales schemes through acceptance as collateral the issued by BAEZ EAD
insurance policies are: UniCredit Bulbank AD, the Central Cooperative Bank
AD, the Corporate Commercial Bank AD, Societe Generale Expressbank
AD, Pireos Bank AD, Unionbank AD, United Bulgarian Bank EAD, Interna-
tional Asset Bank AD and others.

All policies, issued by BAEZ EAD on the account of the State, on
which a bank or another financial institution have been specified as Insured
or as third person beneficiary authorize the financial institutions to take
advantage of the relieves provided by Regulation No. 9 of the Bulgarian
National Bank.

BAEZ EAD shall go on developing in future all the above mentioned
schemes for cooperation with financial institutions taking into account the
specificity of their activity and also the requirements of the Bulgarian com-
panies and the performed by them activity.




Activity of BAEZ EAD related to the settled claims on its own
account

Given the growth rate of the concluded insurance policies during
2008, there was also an increase of 52.6%, in the filed before BAEZ EAD
claims for payment of insurance indemnification under policies concluded
on BAEZ EAD own account, compared to the previous insurance year of
2007.

The claims under policies for insurance of receivables against short-
term commercial risk are 57.9% of the filed during the year claims under
policies, concluded on the account of BAEZ EAD. The share of those
against commercial risk arising on the territory of the Republic of Bulgaria
[domestic risk/ is 42.1%.

In 2008 the Agency paid insurance indemnities for the total amount
of BGN 1 486 950 066, of which BNG 1 231 414 056 or 82.8% are under
insurance coverage on BAEZ EAD own account. That represents growth
rate of 76.98% with regard to the paid insurance indemnities on the ac-
count of BAEZ EAD compared to the previous year 2007.

From the paid during the year 2008 claims on BAEZ EAD own ac-
count those with occurred insurance event “default” comprise 81.25%, and
18.75% are the paid insurance indemnities with the insurance event “insol-
vency of the debtor” as per the meaning of the General Conditions.

All insurance policies on the account of BAEZ EAD under which
insurance indemnities have been paid in 2008 have been reinsured by the
reinsurance company Swiss Re /Switzerland/.

Activity of BAEZ EAD related to the settled claims on the ac-
count of the State in accordance to the Export Insurance Law

The growth rate of the claims under policies, concluded in accor-
dance to the Export Insurance Law during the insurance year of 2008, is
33%, compared to 2007.




The total amount of the paid by the Agency insurance indemnities in
2008 under insurance contracts concluded on the account of the State, is
BGN 255 536 010, which is 17.2% of the overall amount of the paid claims
during the year. The growth in the amount of the paid insurance indemni-
ties on the account of the State compared to the previous insurance year
2007 is 56.85%.

All insurance contracts by the force of which insurance indemnity
has been paid in 2008 on the account of the State have been reinsured by
the reinsurance company ONDD /Belgium/.

The above mentioned insurance indemnities are paid from the pre-
mium income on the account of the State for the year of 2008 /the funds
on the account provided by Art. 14, para 2 from the Export Insurance Law/,
and thus the Agency did not use funds from the budget of the Republic of
Bulgaria.

Loss ratio for the year 2008
Loss ratio on the account of BAEZ EAD:
- Gross-ratio without taking into account the expenses and reinsurance
costs — 39.95%;
- Net-ratio taking into account the expenses except for reinsurance -
48.15%;
- Lossratio, net from reinsurance, without taking into account the oper-
ating costs - 29.94%;
- Loss ratio, net from reinsurance and operating costs - 33.09%.

Loss ratio on the account of the State:

- Gross-ratio without taking into account the expenses and reinsurance
costs — 13.04%;

- Net-ratio taking into account the expenses except for reinsurance -
16.30%;

- Lossratio, net from reinsurance, without taking into account the oper-
ating costs - 10.41%;

- Loss ratio, net from reinsurance and operating costs - 12.10%.




Loss ratio in total for the activity:

- Gross-ratio without taking into account the expenses and reinsurance
costs - 29.49%;

- Net-ratio taking into account the expenses except for reinsurance -
36.05%;

- Lossratio, net from reinsurance, without taking into account the oper-
ating costs - 22.13%;

- Loss ratio, net from reinsurance and operating costs - 24.95%.

As a result of the taken by BAEZ EAD steps to exercise the as-
sumed rights after payment of the insurance indemnities, during the year
have been collected BGN 33 783 078 from debtors with registered offices
and activity on the territory of the Republic of Bulgaria.

In relation to the recoveries form debtors that are foreign compa-
nies, in 2008 BAEZ EAD continued the cooperation with the debt collecting
companies: CEF International, CONTROL RISK MANAGEMENT, INC. /USA/,
COFACE BULGARIA Credit Management Services EOOD, EOS Matrix Ltd.
/Bulgaria/. For the first time cooperation has been established with the debt
collecting companies: IGK /Latvia/ and Working Capital Management Bul-
garia EAD.

In 2008, BAEZ EAD also initiated four legal proceedings against three
debtors - companies, with registered offices in Bulgaria. After payment of
insurance indemnification under Insurance Policies for insurance of receiv-
ables against short-term commercial risk BAEZ EAD has taken legal ac-
tions for debt collection against two debtors, with registered offices respec-
tively in Germany and USA.



Application Ne 1

Statistics on the insured export against short-term marketable commercial risk
for the period 2001 — 2008

Percentage in-

Vear |Insured exportvol- | Accounted nsur- | oCRCE S
premium compared to the

previous year
2001 6 411 733 68 000 n.a.
2002 15 391 964 166 499 140%
2003 19 474 853 142 738 27%
2004 31 793 651 220 852 63%
2005 59 707 894 429 272 88%
2006 152 826 823 1 047 752 -5%
2007 210 698 333 639 843 38%
2008 174 677 273 1 284 833 A7%

* The short-term commercial risk on the territory of the Republic of Bulgaria is
excluded from the statistics.

Application Ne 2

Statistics on the insured export against short-term marketable commercial risk
on the territory of the Republic of Bulgaria for the period 2003 — 2008)|

Percentage in-
Year l-l\:::ltrl:; Zfaltehse A:ﬁg: n;f:n:?us;r' insﬁ:zils:a?:st r0:1:‘<e)m-
(in BGN) pared to the previ-
ous year
2003 1 213 145 14 045 -
2004 60 570 972 432 655 4893 %
2005 134 108 451 1 512 263 121%
2006 117 195 109 604 018 -54%
2007 158 962 892 985 206 36%
2008 190 124 517 1115 296 30%

* BAEZ EAD concluded the first insurance policies against domestic commercial

risk in June, 2003.
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Statistics on the insured credits and financing for the period 2007 — 2008

Amount of the in-

Accounted insur-

Increase in the
amount of the in-

Year sured credit turn- ance premium sured credit turn-
over over compared to
the previous year
On the account of BAEZ EAD
2007 13 955 120 200 292 -
2008 110 760 058 534 424 6.94
On the account of the State
2007 107 136 144 253 581 -
2008 2 072 158 016 1 229 553 18.34
Total on both activities
2007 121 091 264 453 873 -
2008 2 182 918 074 1 763 977 17.03

* The insurance of credits and financing starts in 2007.

Application Ne 4

Statistics on the insured investments for the period 2005 — 2008

Amount of the in-

Accounted insur-

Increase in the
amount of the in-

Year sured.investments ance premium sured investments
(in BGN) compgred to the
previous year

Insured investments on the account of the State

2005 6 631 600 27 848 -

2006 0 0 -

2007 13 299 644 69 628 1.24

2008 41 162 976 143 768 2.10
Insured investments on the account of BAEZ EAD

2008 26 990 398 147 991 -

Total on both activities
2008 68 153 374 291 759 4.12

* Since 2005 the insurance is concluded on the account of the State, and
since 2008 - also on the account of BAEZ EAD.
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Statistics on the insured export against short-term non-marketable commercial
and political risk for the period 2001-2008

Percentage in-
Insured export . crease of the
Accounted insur- .
Year volume ance premium insured export
(in BGN)* P compared to the
previous year
2001 n.a. n.a. n.a.
2002 1 460 469 37 778 n.a.
2003 6 085 742 97 011 27%
2004 35 585 202 435 243 485%
2005 97 968 988 799 433 158%
2006 81 849 532 626 649 -6%
2007 66 596 730 628 258 19%
2008 72 202 693 570 957 8%

* The above given statistics is without the insurances of bank credit lines for
pre-export financing and the investment insurances.

** In the volume of the insured export are included insurances of letters of credit

issued by foreign banks in favour of Bulgarian exporters.

Application Ne 6

Statistics on the insured bank credit lines for pre-export financing
or the period 2001-2008

_ Increase in the

Year 2:::: nct:r::Ii:hl?n:ens A(a:cr:‘g:n;?:;?us:‘r- insatlTec:ju Z:e?jfitﬂlii?\es

(in BGN) compgred to the

previous year

2001 300 000 3 000 -
2002 400 000 4 000 33%
2003 1 000 000 8 314 150%
2004 1 643 375 15 002 64%
2005 6 118 537 54 525 272%
2006 141 202 3 553 182%
2007 2 385 205 12 185 1589%
2008 4 205 035 15 451 76%




B Financial results of BAEZ EAD

BAEZ EAD reports for the financial year of 2008 premium income at
the amount of BGN 5 042 thousand. Compared to 2007, there is an in-
crease with BGN 2 253 thousand. The technical result from the insurance
activity of the Agency for the year of 2008 is positive and is in the sum of
BGN 1 425 thousand.

For the year of 2008, the administrative and acquisition expenses
amount to BGN 922 thousand.

The conceded to the reinsurers part from the received by the Agen-
cy premiums marks an increase with BGN 436 thousand, which is due to
the extensive insurance portfolio volume. In 2008, the amount of the re-
ceived premiums totals up to BGN 1 567 thousand, while the received by
the reinsurers commissions amount to BGN 526 thousand, which is with
BGN 172 thousand more than those received in 2007.

The paid up indemnities during the year are at the amount of
BGN 1 487 thousand. In 2008 have been claimed and recovered by the re-
insurers indemnities amounting to BGN 717 thousand. Also regress receiv-
ables have been collected at the amount of BGN 34 thousand or in total
the reinsurers’ indemnities and regresses amount to BGN 751 thousand.

As a result of investment of the cash portfolio of the Agency has
been achieved profitability of 3.00%. The reported net financial income is
at the amount of BGN 445 thousand. The Agency’s investments, includ-
ing the investments for securing the insurance reserves and the free own
funds investments, are distributed in the following way: bank deposits -
54.96%, securities - 31.82% and funds management - 8%. The money
stock in bank current accounts and at the company’s cash-desk amount to
5.22%.

As final financial result for the year 2008 BAEZ EAD reports profit
before taxation at the amount of BGN 1 793 thousand.
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BALANCE SHEET
for the year ended on 31.12.2008

(amounts in thousands of BGN)

ASSETS current previous
year year
l. Long-term intangible assets
1. Intangible assets 1 28
2, Expenses for acquisition of intangible assets 0
Total 1 28
Il Investments
1. Investments in securities 11766 11338
Total 11766 11338
lll.  Financial assets on behalf of insurance reserves 2540 1715
IV.  Reinsurers’ share in insurance reserves 504 542
V. Receivables
1. Insurance receivables 1116 599
2, Other receivables 394 596
Total 1510 1195
VI. Cash and cash equivalents 880 410
Vil. Long term tangible assets
1. Land and building 1069 1123
Equipment 26 14
3. Other 25
Total 1095 1162
VIIl. Prepaid expenses 2 4
TOTAL ASSETS 18298 16394
SHAREHOLDERS’ EQUITY AND LIABILITIES
l. Shareholders Equity
1. Share capital 10000 10000
2. Reserves according to the Trade Law 3085 2221
3. Current year profit 1722 1379
Total 14807 13600
Il. Insurance reserves
1. Equalization reserve 477 a77
2, Loss reserve 860 965
3. Unearned premium reserve 1726 766
4,  Other 151 105
Total 3214 2313
lll. Current liabilities
1. Reinsurance liabilities 192 345
2.  Other liabilities 85 136
Total 277 481
IV.  Deferred income
TOTAL SHAREHOLDERS’ EQUITY AND LIABILITIES 18298 16394
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INCOME ACCOUNT

for the year ended on 31.12.2008

(amounts in thousands of BGN)

current  previous
TECHNICAL ACCOUNT - GENERAL INSURANCE year year
1. Premiums earned 5042 2789
2. Premiums ceded (1567) (1131)
3. Investment income 76 56
4. Claims incurred (1492) (258)
5. Recovered insurance claims 751 152
6. Change in insurance reserves (902) (256)
7. Change in reinsurers’ share in the insurance (36) (5)
reserves
8. Operating expenses (922) (814)
9. Other expenses (123) (214)
10. Other income 598 440
TECHNICAL ACCOUNT BALANCE 1425 759
NON-TECHNICAL ACCOUNT
1. Technical account balance 1425 759
2. Investment income 1174 1153
3. Income from reinvesting insurance reserves (76) (56)
4. Investment expenses (699) (351)
5. Other income 60 40
6. Other expenses (91) (46)
PROFIT BEFORE TAXATION 1793 1499
Tax expenses (71) (120)
PROFIT (LOSS) FOR THE PERIOD 1722 1379
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CASH FLOW STATEMENT

for the year ended on 31.12.2008

(amounts in thousands of BGN)

l. CASH FLOWS FROM OPERATING ACTIVITIES cur;gg: previ‘%uasr
1. Premiums received 4468 2803
a. Direct insurance 4468 2803
b. Reinsurance premium received

2. Reinsurance premiums paid -512 -940
3. Claims paid -990 -394
a. Direct insurance -990 -394
b.  Active reinsurance

4. Reinsurance recoveries

5. Payments to suppliers and employees -357 -525
6. Acquisition costs paid -435 -408
7. Levies and charges paid -58
8. Dividends received

9. Interests received

10. Rentals received

11. Premium and income tax paid 477 108
12. Other cash flows from operating activities -146 -366
13. Net cash provided by operating activities (l.) 1851 -4
Il. CASH FLOWS FROM INVESTING ACTIVITIES

1. Proceeds from sale of shares

2. Proceeds from government securities 0 36
3. Proceeds from other fixed income securities 57620 31305
4. Purchase of shares

5. Purchase of government securities 0 193
6. Purchase of other fixed income securities -58185 -32911
7. Other cash flows from investing activities -327 1747
8. Net cash from investing activities (ll.) -892 -16
lll. CASH FLOWS FROM FINANCING ACTIVITIES

1. Dividends paid -489

2. Interest paid

3. Proceeds from issued securities

4. Payments for bought back securities

5. Cash flows related with borrowings

6. Cash flows related with lends

7. Other cash flows from financing activities

8. Net cash from financing activities (lll.) -489 0
IV. NET CHANGE IN CASH HELD DURING THE PERIOD 470 20
V.  CASH AT THE BEGINNING OF THE PERIOD 410 430
V. CASH AT THE END OF THE PERIOD 880 410
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4 Structure and professional qualification of the
personnel

During the past 2008, the Board of Directors of BAEZ EAD approved
new job table, which introduced organizational change in the company, and
namely: the existing “Legal Services and Liquidation of Damages” Depart-
ment split into two different departments — “Legal Services” and “Liquida-
tion of Damages”, which led to diversification and subject differentiation of
both activities.

The personnel dynamics as of 31.12.2008 reports the following pa-
rameters:
From the 20 people staff working under employment contracts with
BAEZ EAD as of 31.12.2008 have been observed the following changes:
- Newly employed - 3 people;
- Termination of employment relations due to reduction of the staff — 1
person;
- Reappointment — none;
- Leaving by mutual consent — 4 people;
- Without change of the job position — 18 people.

Therefore, a conclusion can be drawn that there is stability and rela-
tive preservation of the personnel status quo at the Agency, which indi-
cates serious and accountable attitude on behalf of the Management of
BAEZ EAD towards its personnel.

Internal Rules and Organization of the Work

In compliance to the requirements of the Law for Healthy and Safe
Labour Conditions, the subdelegated legislation in relation to its application
and the internal regulations of BAEZ EAD, at the Agency are performed
initial and periodic briefings on safety and hygiene of labour and anti-fire
security.

In 2008, as well, was prepared a report on the risk assessment by
the authorized Labour Medicine Service.
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Professional Development

During the past year as well the Agency took care to invest in its
personnel through the organization of different type of trainings, participa-
tions in seminars, exchange of experience during the visits abroad and
others.

During the year have been conducted the following educational and qualifi-
cation raising programmes for the personnel:

- Participation in the Half-year Spring Meeting at the Berne Union
Prague Club, in May 2008, Amman, Jordan, with host the Jordan Export
Insurance Agency;

- Participation in the 30-th Annual Seminar on credits and guarantees,
organized by Atradius Reinsurance Ltd., in May 2008;

- Attendance at the Annual meeting of Credit Alliance in Paris, France,
in July 2008;

- Taking part in sessions of the EU Council Working Group on Ex-
port Insurance, 8 - 9 May 2008, Ljubliana, Slovenia and 22 - 25 October
2008, Toulouse, France;

- Participation in the Half-year Autumn Meeting at the Berne Union
Prague Club, Bratislava, Slovakia, November 2008.

All these events led to raising of the professionalism and the optimi-
zation of current activity of BAEZ EAD, as well as to improvement of the
communication between its employees and raising the efficiency of their
work.
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4 Auditors report

By the Registered Auditors and Chartered Certified Accountants Mr.
Stoyan Ivanov Durin and Mr. Dimitar Zeliazkov Zeliazkov in compli-
ance to ISA 700 “The Independent Auditor’s Report on a Complete Set
of General Purpose Financial Statements”

We audited the attached financial statements of the Bulgarian Ex-
port Insurance Agency (BAEZ) EAD, which includes accounting balance
sheet as of 31 December 2008, income statement, statement of changes
in shareholder’s equity, annual cash flow statement as of the end of the
respective year and notes on the applied accounting policy and other ex-
planatory appendices.

Responsibility of the management for the financial statements:

The responsibility for the preparation and accurate representation of
this financial statements in accordance with the International Accounting
Standards and the International Financial Reporting Standards, is borne by
the management of the company.

This responsibility includes: development, implementation and main-
tenance of system for internal control, related to the preparation and accu-
rate representation of the financial statements in order for the said not to
contain material inaccuracies, deviations and inconsistencies, irrespective
of whether they are due to fraud or error; selection and application of ap-
propriate accounting policy; and preparation of accounting estimates, which
to be reasonable in the specific circumstances.

Responsibility of the auditors:

Our responsibility is to express audit opinion on these financial
statements, based on the audit carried out by us. Our audit was performed
in compliance with the professional requirements of the International Stan-
dards on Auditing.

These standards mandate the observance of the ethical require-
ments and that the audit should be planned and carried out in such a way
that we should be convinced to a reasonable degree of certainty as to
what extent the financial statements are free of material misstatement.
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The audit includes the performance of procedures aiming to obtain ?fr’
audit evidence with regard to the amounts and disclosures presented in
the financial statements. The procedures selected depend on the judgment
of the auditor, including the assessment of risk for material inaccuracies,
deviations and inconsistencies in the financial statements, irrespective of
whether they are due to fraud or error. When performing such risk assess-
ments, the auditor takes into account the system for internal control related
to the preparation and accurate representation of the financial statements
on the part of the company in order to develop auditing procedures which
are adequate to the given circumstances but not in order to express opin-
ion with regard to the efficiency of the system for internal control of the
company.

The audit also includes assessment of the appropriateness of the
applied accounting policies and the reasonability of the accounting esti-
mates provided by the management as well as assessment of the overall
representation of the financial statements.

We do reckon that the audit carried out by us provides sufficient and
reasonable grounds for the audit opinion expressed by us.

Audit opinion:

On the grounds of the aforementioned, we hereby certify that the
financial statements represent truthfully and in all material aspects the fi-
nancial standing of BAEZ EAD, Sofia, as of 31 December 2008, as well as
the financial results from its activity and the cash flows for the year, ending
as of the specified date, and are in compliance with the International Ac-
counting Standards and the International Financial Reporting Standards.

Report on other legal and regulatory requirements:

We hereby certify that the Activity report for 2008, presented to us
by the management of the company and drawn up in compliance to the
requirements of Art. 33 of the Accountancy Act, is consistent with the at-
tached to the present Auditors Report annual financial statements as of 31
December 2008.
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Certified without qualification:

DSc Stoyan Durin Dimitar Zeliazkov
Sofia Sofia

23 March, 2009
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B Conclusion

Despite the financial crisis, for which almost all banks and insurers
reported losses, in 2008 BAEZ EAD expanded the volume of its activity
and ended the year with the highest reported up to the moment profit. The
personnel’s high professionalism and the good organization of the work
made it possible to provide the clients with the same high level of services,
regardless of the multiple increase of the volume of work. During the past
year, the Agency proved once more to be a trustworthy partner and a guar-
antee for the financial stability of its clients.
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