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ADDRESS OF THE CHAIR

Dear Ladies and Gentlemen,

| am pleased to present to you the 2016 Anndaitivity Report of the Financial Supervision
Commission (FSC).

This was a dynamic year in the field of finance that posed a number of challenges to me as a ne
FSC Chair elected by the National Assembly in July 2016.

The shortage of financial resourceancbe pointed as the most serious problem and limitation of
our plans for development of the FSC. The available budget creates insurmountable obstacles for tt
FSC. We are unable to provided the resources necessary to attract highly qualified experedrémui
apply the legislative reform in the ndmanking sector with regard to the newigtroduced requirements
by the European Commission.

As regards the financial instrument markets, the capital suitability of investment intermediaries,
the market manipéi I 0 A 2 y & = sdlfeiky ekcyttie EaNdpdaR rles and regulations place more and
wider responsibilities to FSC which also require more specialised expertise. Due to those financi
limitations however, we are unable to hire the necessary experts.

The FSC experiences serious problems even with the current maintenance and is unable t
respond to the need for increasing the rent for the administrative building. It is absolutely impossible to
dzLJRI GS GKS C{/ Qa LINBYA&Sa Wi ke anpleadart xedlity DRexpsrs A O
working with hopelessly outdated computers and archaic software. The lack of an integrated financia
system for the entire no#banking sector seriously hampers the supervisory activity at the level of groups
and finarOA F £ O2y3Af 2YSNI GS&d ¢KSNBE Aa F+y dzaNBSyid yS
systems in view of the increased requirements and expectations however it is difficult to maintain ever
the current IT infrastructure with the available budget.

Subsantial amounts are also needed for payment of membership fees to European supervisory
authorities and international organizations. Nearly half of the subsidy that we receive from the state
budget is used to pay membership fees to European supervisory atiglso and international
organizations. These costs stem from commitments that Bulgaria has undertaken as a country upc
accession to the European Union.

There is a significant increase in the assets (12%) managed by the supervised entities. The
amounthas reached nearly BGN 22.8 billion or 26% of the GDP. Despite the growth of business, the co
for supervision that the Commission can afford decrease. In the context of these financial constraints, w
have made serious efforts to improve the businesscesses in the Commission, to work well and
efficiently and to deserve the trust of the consumers, the supervised entities and the society.

Despite the difficulties as Chair, together with all FSC members, assisted by the administration,
have investedt8 NXIj dzZA NBR STF2Nla (2 AYyONBlIFasS G§KS STTA
to implement the commitments made to the Bmbers ofParliament. Evidence for this claim can be
found in this report.

Although the number of proceedings has increasedsoderably, we have seriously shortened the
LISNA2R F2NJ LINRPYy2dzyOSYSYy (s 6KAOK A& | Of SIFNJ AC
approached extremely carefully and conservatively the assessment of those who wanted to enter the
Bulgarian méaket in order to provide more reliable protection for investors and service users. Thus we



created the impression that the rules for access to the Bulgarianbamking financial sector can not be
circumvented.

Structurally the presented report consiststefo parts. The first part outlines the activities of the
FSC pursuant to its competencies as regulatory and supervisory body of thenkimg financial sector.

The second part of the report represents a comprehensive market analysis of thieanéimg fnancial
sector in Bulgaria under the conditions of the global and European economic environment in 2016.

We have devoted special attention to the regulatory activity by presenting the bills and
regulations that the FSC has drafted, introducing the Eumopegislation and improving the regulatory
framework for operating in the nebanking financial sector in our country.

The activities of the FSC regarding the protection of the consumers cbaking financial
services and its role in informing the matkparticipants and the society are also discussed. We have
stepped up the work in this direction because raising public confidence in the use of financial product
and services and providing protection to the consumers of such services is one of tlegistaijectives
of the Financial Supervision Commission. An important step in terms of the good communication witl
0KS O2YLIyASa IyR IRRNBaaAy3d GKS LINRofSYa az2y
businesses which has an indirect impact @onsumer protection. | set the beginning of the Business
Meetings initiative where meetings are organized every week in the Commission at which a brancl
F3a20AF0A2Yy 2NJ Iy AYRAGARdAzZ f O2YLI ye OFy &K NJ
and appropriate measures can be taken to improve the functioning of the market .

The Financial Supervision Commission attaches the utmost importance to raising the financic
culture and awareness of Bulgarian citizens about-bank financial servicesTherefore, in 2016 it
continued the implementation of traditional educational initiatives such as-week educational
programme for students and other thematic oway trainings.

The report reflects also our work on the international cooperation and joint ajp@ns with
national authorities as well as the institutional development of the Commission. The Recovery ant
Resolution of Credit Institutions and Investment Firms Act (RRCIIFA) pointed the Financial Supervisi
Commission as the body responsible for tieeolution of investment intermediaries which necessitated
the setting up of a new directorate within the general administration to support the Commission in that
respect.

LG aK2dzZ R 06S GF1Sy AydG2 O2yaixRSNI A aryin thieK | {
context of stabilized economic activity and revival of the financial markets in Bulgaria. The capital marke
development was a major commitment that | made to the Parliament when | was elected FSC Chair ar
my actions as FSC Chair are aimed hieaing this goal. In this regard, we have made the first successful
steps- a Capital Market Development Council was set up bringing together all the players on the capite
market - businesses, associations, BSE, Central Depository and FSC. The Coptedi aadtrategy for
the Development of the Capital Market and the FSC has an active role in its implementation. The firs
measures taken to implement the strategy created an opportunity for new diversified and quality
financial instruments to enter the Bgarian capital market as a result of which Bulgaria has its first
exchange traded fund. The emergence of this new instrument changed significantly the situation on th
capital market by raising the turnover, all market indices ended the year with a sfesiyve growth
and the market capitalization increased significantly. Real hope emerged that the market will come ou
of its stagnation and will develop steadily. We started active work and consultations with the business o
extremely important changes ithe Law on Public Offering of Securities.

In addition to developing the capital market, the EXB&forts aim also at the development of the
other two financial sectors that are within the scope of the supervisory instititiosurance and social
secuity. It is important to note that the most important challenge in the field of regulation and
supervision of the insurance and pension insurance market in 2016 was the organization and conductir



I NBGASg 2F GKS Ay adzNB NAE Getsdof the pgnSién fuinds &rfsl éarailsurance N.
aiNBaa GSaded ¢KS NBOASG 2F LISyarazy FdzyR | aasSiaa
to the end of January 2017, and although the results were released in early 2017, the main activity we
carried out in 2016.

Significant steps were taken in the reporting year to introduce thedorngl A (i S RY lafo &3/«
system for the compulsory insurance Motor Third Party Liability. The FSC approved an Ordinance on t
Registers of the Guarantee Fund which giiresurers direct access to the data of the Ministry of Interior.

The information presented in the report reflects objectively and in detail the activity of thenFSC
2016. It can also be useful for all those who are interested in the state and pro$pedesvelopment of
the nonbanking financial sector in the Republic of Bulgaria.

Karina Karaivanova
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1. Regulatory activities
1.1. Amendments to the regulatory framework
Amendments to the legal regulatory framework
In 2016the Financial Supervision Commission drafted the following bills:

Law on the Application of the Measures against Market Abuse with Financial Instrunients

The Law on the Application of the Measures against Market Abuse with Financial Instrument:
(LAMMAFISY & dzNBa (G KS AYLX SYSy (153961202 yf the Europedrirdziiamént (EB)
and of the Council of 16 April 2014 on Market Abuse (Market Abuse Regulation) and repealing Directi\
2003/6/EC of the European Parliament and of the Council and Cssiumi Directives 2003/124/EC,
2003/125/EC and 2004/72/EC and transposes the provisions of Commission Implementing Directive (E
2015/2392 of 17 December 2015 on Regulation (EU) No 596/2014 of the European Parliament and of tl
Council as regards reportinp competent authorities of actual or potential infringements of that
Regulation into national law. The need for adoption of the new law arises from the repeal of Directive
2003/6/EC of the European Parliament and of the Council of 28 January 2003 der imhsaling and
market manipulation (market abuse) that was transposed into Bulgarian law with the already repealec
Law on Measures against Market Abuse with Financial Instruments (LMMAFI). Regulation (EU) I
596/2014 established a new regulatory framewdde insider dealing, unlawful disclosure of inside
information and manipulation of the market.

The Law on the Application of the Measures against Market Abuse with Financial Instruments als
amended and supplemented the Law on the activities of colledimestment schemes and other
collective investment undertakings transposing in Bulgarian legislation the requirements of Directive
2014/91/EU of the European Parliament and of the Council of 23 July 2014 amending Directiv
2009/65/EC on the coordination folaws, regulations and administrative provisions relating to
undertakings for collective investment in transferable securities (UCITS) as regards depositary functior
remuneration policies and sanctions. The amendment introduces additional requirementhet
depositories of collective investment schemes as well as provisions aimed at clarifying their liability i
case of loss of assets of collective investment schemes held in their custody or in case of improp
performance of their depositary function¥he assumptions and conditions applicable to the delegation
of custodial duties by the depositary to a third party are settled. The amendments introduce
requirements for the remuneration policies that management companies should adopt and apply.
Provisiors are also in put place that refer to the remuneration policy of the top management, the risk
takers and the employees with oversight functions. Amendments are also made to the administrative
criminal provisions of the law in line with the requirementdifective 2014/91/EU.

A draftLaw to Amend and Supplement the Social Insurance Cads prepared in 2016. The
draft law proposes changes in the regulation of supplementary pension insurance, which is further
developed and improved in several main direos:

1 improvement of the requirements for the members of the management and supervisory
bodies;

! Promulgated S@6/ 30.09.2016



1 improvement of the requirements to thgovernancesystems of the pension insurance
companies;

1 development of the functions of custodian banks;

1 improvement of tke regime for investing the funds of the supplementary pension insurance
funds;

1 harmonization of the Bulgarian legislation governing the statutory pension schemes with the
requirements of Council Directive 79/7 / EEC on the progressive implementation pfitiogple of equal
treatment for men and women in matters of social security;

1 introducing a requirement to use a Legal Entity Identifier;

1 updating the conditions for entitlement to a pension from the universal pension funds;

1 raising the requirements to #hsocial insurance intermediaries;

 FLEOAEAGFGAY3T GKS NBIAYS F2N) a6A0O0KAY I LI N
one supplementary pension insurance fund to another;

1 increasing the transparency of supplementary pension insurance and wageaess of
insured persons;

1 improvement of the procedures for issuing licences and approvals;

1 refinement of the requirements for financial statements;

1 changes in the regulation of administrative penal liability and coercive administrative
measures;

1 reguhtion of the keeping of documents related to supplementary pension insurance;

Amendments in the bylaws and regulations

In 2016, the Commission adopted the following regulations which were promulgated in the State
Gazette:

T hw5Lb! byl of 2804.2016 ormwn funds and capital requirements of insurance and
reinsurance undertakings, and groups of insurance and reinsurance undertakings

T hNRAYIFIYOS | YSYRAY3 | YR 33z00L10.®Y®§ oA yidividual NR
applications for participation in a supplementanandatorypension insurance furfg

T hNRAYIYOS F'YSYRAY3 I YR 43 dzR0LI0. YISy thehrgfdrenenidR A |
to the activity of collective investment schemes, cloggd investment companies and management
companie$;

f hNRAYI YOS YSYRAY3 | YR 20fAT0%H 2808 Sn/tiieipsospectasddR A
to be published when securities are offered to the public or adeditto trading on a regulated market
and on disclosure of information by the public companies and the other issuers of seéurities

f hNRAYIYOS S pH 2F HmdOmMnduanmc 2y GKS LINR O
fee collected by pension insurance compes in the management of supplementanandatorypension
insurance fundg

f h NRA Y I 580f23.12.2016 on the requirements to the reporting, valuation of assets and
liabilities and establishment of technical provisions of insurers, reinsurers and tharGea Fund;

2 Promulgated S@8/ 20.05.2016
3 Promulgated S&2/ 09.08.2016
4Promulgated S®3/ 12.08.2016
5 Promulgated S@3/ 12.08.2016
6 Promulgated S@7/ 04.11.2016
" Promulgated S®/ 19.01.2017
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T hNRAYI ®630.8.2016 on the registers of the Guarantee Fund for exchange and
protection of information and for issue and reporting of compulsory insurance under Article 461, points 1
and 2 of the Insurance Cotle

1.2.1.2. New aspects oEU policy

The European Commission (EC) focuses on the implementation of the measures of the Action PI
on Building a Capital Markets Union (CMU) of 30.09.2015, with the publication of: the proposal for «
regulation on securitisations, the proposal foregulation on the prospectus to be published in case of
public offering or admission of securities to trading, a Green Paper on retail financial services and othe
measures listed in the published First Implementation Report on the TMWiew of its copetences,
the FSC patrticipated in the negotiations on the above proposals jointly with atisétutions from
Bulgaria.

Directives and Regulations of the European Union

Directive (EU) 2016/1034 of the European Parliament and of the Council of 23 2016
amending Directive 2014/65/EU on markets in financial instruments

In the middle of the year, the European Parliament and the Council decided to postpone the
transposition date of the new Markets in Financial Instruments Directive (MiFID) 2 unty 301d and
to set a new, later date for the start of the implementatier8 January 2018 . The postponement is
necessary in view of the volume and complexity of the data to be collected and processed in order fc
the new legal framework to be applied, inagicular for transaction reporting, calculation of
transparency indicators and reporting of positions in commodity derivatives.

Regulation (EU) 2016/1033 of the European Parliament and of the Council of 23 June 2016
amending Regulation (EU) No 600/2014 anarkets in financial instruments, Regulation (EU) No
596/2014 on market abuse and Regulation (EU) No 909/2014 on improving securities settlement in the
European Union and on central securities depositories

The regulation postpones the implementation datncluding all delegated acts and implementing
acts adopted pursuant to it, until 3 January 2018. The postponement is in line with the amendment tc
Directive 2014/65 as well as the fact that the lack of the necessary data collection infrastructures woulc
affect the full scope of the new legal framework. The process of implementing data collection
infrastructures consists of five stepsrequirements for the respective companies, specifications,
development, testing and enforcement. ESMA believes thatelsteps will be implemented by January
2018 provided that there is legal certainty by June 2016 regarding the final requirements in the relevan
regulatory technical standards.

The regulation introduces also some substantive amendments. New definitiqueckfge order
and package transaction are added. The specific circumstances in whiefnaghee transparency
requirements would not apply to orders relating to such package transactions, nor to any individua
component of such orders are determined. Considg the fact that securities financing transactions as
defined in Regulation (EU) 2015/2365 do not contribute to the price discovery process Title 1l and Title |
of Regulation (EU) No 600/2014 will not apply to those transactions.

8 Promulgated S@/ 20.01.2017
9 Brussels, 25.4.2016, SWD(2016) 147 final, Capital Markets Union: First Status Report
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Directive (EU) 201@®7 of the European Parliament and of the Council of 20 January 2016 on
insurance distribution

The main objective and subject matter of the directive is to harmonize national provisions on the
distribution of insurance and reinsurance products. The levetafsumer protection compared to
Directive 2002/92/EC has been enhanced in order to reduce the need for diverging national measure:
Account is taken of the specific nature of insurance contracts as compared to investment product:
regulated by Directive 21/65 / EC (Markets in Financial Instruments Directive). The minimum standards
have been raised with regard to distribution rules and a level playing field has been created for al
insurancebased investment products.

The directive aims to achieve minimfelrmonization and shouldherefore, not prevent Member
States from maintaining or introducing more stringent consumer protection provisions. It promotes
equality and a level playing field between intermediaries, regardless of whether they are tied to an
insurance undertaking.

All sales of insurance products are included in the scope. The insurance undertakings which st
insurance products directly are included in the scope of this directive similarly to insurance agents an
brokers. It includes not onlynsurance undertakings or intermediaries, but also the other market
participants selling insurance products as an ancillary activity, such as travel agencies and car ren
companies, unless they qualify for exemption.

The Directive contains provisions dretmandatory registers for insurance intermediaries and the
criteria for determining the country in which they will register, and EIOPA establishes, publishes an
updates a single electronic register of data on insurance and reinsurance intermediangantgsand
reinsurance intermediaries andncillary insurancantermediaries may benefit from the freedom of
establishment and the freedom to provide services provided for in the Treaty on the Functioning of the
EU (TFEU).

Member States should:

1 establisha single information point which gives access to their registers for insurance,
reinsurance and ancillary insurance intermediaries;

1 ensure that in good time before the conclusion of an insurance contract, an insurance
intermediary provides the customer with at least information on the nature of the remuneration
received in relation to the insurance contract;

1 ensure that the competenauthorities publish any administrative sanction or other measure
that has been imposed for breaches of the national provisions implementing this directive and agains
which no appeal was lodged in time, without undue delay, including information on tleeagd nature
of the breach and the identity of persons responsible for it.

The secalledfloors of the maximum sanctions to be imposed for breaches of the directive are
introduced.

Member States bring into force the laws, regulations and administrativeigions necessary to
comply with this directive by 23 February 2018.

Directive (EU) 2016/2341 of the European Parliament and of the Council of 14 December 2016
on the activities and supervision of institutions for occupational retirement provision (IORPs

The Directive introduces new rules on institutions for occupational retirement provision (IORPS) ir
order to contribute to more longi SNY Ay @SadyYSyido ¢KS y2NXIGASBS
stimulate new and different ways to release letggm funding. The main objectives of the proposal are
three: to ensure that members of a pension scheme are adequately protected against risks; removal ¢
obstacles to crosborder provision of services so that occupational pension funds can take full ageant
of the benefits of the single market; to strengthen the ability of occupational pension funds to invest in
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financial assets with a loAgrm economic profile and thus to support the financing of growth in the real
economy. The directive strengthens thearmonization of the internal market for occupational
retirement provision by reviewing the regulatory framework under the previous Directive 2003/41/EC
with a view to introducing a modern risk based IORP management system. It facilitates thbanatess
activity of IORPs and the cressrder transfer of pension schemes by providing for appropriate
procedures and eliminating unnecessary barriers, regardless of the Member State in which they operats
by centralizing the management of pension services.

The Directive provides minimum of harmonization that allows Member States to maintain or
introduce additional provisions to protect members and beneficiaries of occupational retirement
provision schemes provided that these provisions are in line with MemberiS§ 4 Q 206t A 3 {
Union law. The deadline for transposition of the directive is 13 January 2019. Directive 2003/41/EC, ¢
amended by the directives listed in Annex |, Part A, is repealed with effect from 13 January 2019.

Regulation (EU) 2016/1011 dhe European Parliament and of the Council of 8 June 2016 on
indices used as benchmarks in financial instruments and financial contracts or to measure the
performance of investment funds and amending Directives 2008/48/EC and 2014/17/EU and
Regulation (EYNo 596/2014

The pricing of many financial instruments and financial contracts depends on the accuracy an
reliability of the benchmarks and the practice shows that benchmarks can be subject to manipulatior
and conflicts of interest. This regulation airts create a regulation to overcome any weaknesses or
doubts in the accuracy and reliability of indices used as benchmarks that could undermine marke
confidence, cause losses to consumers and investors and distort the functioning of the real economy. Ti
regulation guarantees the accuracy, stability and reliability of the benchmarks and the process for thei
determination.

In particular, the regulation contributes to the accuracy and integrity of benchmarks as follows:
the activity of benchmark administrators will be subject to prior authorization (license) and permanent
supervision, depending on the type of benchmark; ioying governance and transparency requirements
for benchmarking; appropriate oversight of critical benchmarks such as Euribor/Libor, which can pose
risk to many market participants and affect the functioning of markets and financial stability.

The FS@ill have the obligation to notify ESMA of any decision to issue a license or to register ar
applicant within five working days of the date of adoption of that decision. ESMA will maintain a public
register containing the identification data of the adminédors licensed or registered under the
competent authorities responsible for overseeing them as well as other elements specified in the
regulation (Article 36). The Regulation also provides for the possibility for a competent authority to
delegate the &sks in this regulation to the competent authority of another Member State with its prior
written consent.

By 1 January 2018 FSC is to notify the European Commission and ESMA of the sanctions in
national legislation regarding the application of theyudation. Article 42 of the regulation lays down the
requirements for penalties, setting, as in the previous regulations, the minimum levels that the maximum
penalty (ceiling of the maximum) may reach. For individuals, this minimum ceiling of the maximurn
penalty is EUB0O0,000, and for legal entitieghe larger amount is between EU1R000 000 or 10% of the
total annual turnover. For the competent authorities there is an obligation that the decisions on
alyOuAazya o0S Lzt AaKSR sfould submit todEsM~2 dhaid anRual basis 6
summary information on all administrative sanctions and other administrative measures imposed in
accordance with Article 42. This obligation does not apply to measures for the purpose of investigation:
ESMA pubdihes that information in an annual report.
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This Regulation enters into force on the day following that of its publication in the Official Journal
of the European Union and applies from 1 January 2018.

Regulation (EU) 2016/2340 of the European Parliamentl af the Council of 14 December 2016
amending Regulation (EU) No 1286/2014 on key information documents for packaged retail and
insurancebased investment products (PRIBIP) as regards the date of its applicatias published at
the end of the year.

The egulation amends the date of application of the main PRIBIP Regulation, which is postpone
to 1 January 2018. The postponement was necessitated because of the objection of the Europee
t I NI AFYSyYQ 3 AYyad 0KS RSt S (S R286RB1A dah lthé keéyy
information document (KID) that defines the presentation and content of KID and its standardized
format, the methodology underlying the presentation of risk and return and the calculation of costs, the
conditions and the minimum frequey of review of the information contained in the KID and the
conditions for implementation of the requirement to provide KID to retail investbr® postponement
will also enable the persons concerned to prepare for the new requirements.

Delegatedregulations

In 2016, the regulatory activity of the two European bodies, ESMA and EIOPA, was focused mair
on the preparation of the necessary technical standards for the implementation of EU legislation. Unde
their regulations, the two bodies issudraft technical standards subject to approval by the European
Commission. The technical standards are issued in accordance with the provisions for delegated ac
under Articles 290 and 291 of the Treaty on the Functioning of the European Union, thedoaptedain
the form of regulations, published in the Official Journal of the EU and as regulations they are binding i
their entirety and directly applicable in all Member States. The delegated regulations are issued on th:
implementation of the firstevel legislative acts (directives and regulations) providing for such
delegation. For 2016, over 60 delegated regulations were adopted mainly on the application of the
capital requirements regulatory framework, Solvency Il (Directive 2009/138/EC and RegRGit#iB5),
market abuse, recovery and m@stion of investment intermediaries, benchmarking, markets in financial
instruments, etc.

It was also expected that the technical standard on the key information document (KID) for
packaged retail and insurardxased investment products (PRIBHPRegulation (EU) No 1286/2014
would be approved. In the course of the procedure, the European Parliament exercised its right tc
objection and was supported by a number of EU Member States, including Bulgaria andadulgrattie
FSC. The objection to the adoption of the technical standard was in view of the short deadlines that th
persons obliged under the regulation would have in order to be acquainted with the obligations arising
from the regulatory framework regardinpackaged retail and insuranbased investment products as
well as the necessary actions to bring their activities in line with the new regulatory requirements. Some
problematic areas were also noted: the elimination of credit risk from the calculaiforisk for
insurance products; muldption products were not clarified; gaps in the methodology for determination
of future activity scenarios, thus not fulfilling the requirements of the basic regulatory act, etc. As a
result, the technical standard wasturned to the EC for revision.

EC proposals for regulations and directives
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At the beginning of the year, th&uropean Commission published a Green Paper on Retall
CAYlFYOAIf {SNBAOSa GAGE SR a&a. SiGdGSNJ LINPoRsurteismad Y 7
odzaAySaasSaéo

The Green Paper aims to create a real European retail financial services market that will benefit E
consumers regardless of their location. There is currently no such harmonized market and only a sm:
part of the retail finan@l service purchases are made across borders. The Green Paper will initiate :
discussion on how the European retail financial services market, namely insurance, loans, payment
current and savings accounts and other retail investment products, can beeosre more open and
provide better results for consumers and businesses, while ensuring adequate protection for consumer
and investors.

The aim is to make it easier for companies based in one EU Member State to offer retail financi
services in other EU &iber Statesfor consumers to be able to buy retail financial services offered in
other EU Member Statesind for citizens to take their financial service products with them if they move
from one Member State to another, whether to study, work or retireoO | f f SR bLJ}2 NI I 6 A

A Proposal for a Regulation of the European Parliament and of the Council amending Regulation
345/2013 on European Venture Capital Funds (EuUVECA) and Regulation 346/2013 on European Fun
for Social Entrepreneurship (EuSEF)swaublished on 14 July 2016 on the official website of the
European Commission (EC).

The proposal aims to stimulate investment in both types of funBsVECA and EuSEktending
for that purpose their scope to all fund managers regardless of their (zelarge managers who
manage assets over EBBO million are also included) and extending the scope of the companies in
which investments can be made such as as small and mesizad enterprises listed in emerging
markets. The charges when these furadle offered across borders are explicitly prohibited.

¢CKS 9dzNRBLISIY /2YYAaarzyQa LINRLRalt F2N I 5.
Council amendingDirective (EU) 2015/8490n the prevention of the use of the financial system for the
purposes ofmoney laundering or terrorist financing, amending Directive 2006/70/EC.

Although the fourth antimoney laundering directive was adopted on 20 May 2015, the EC
I Oly26f SRAISR GKS ySSR FT2NJ ySég ' YSYRYSyida (8 NF
GKS FTAIKAG F3IFAyald GSNNBNRaG FAYyFYyOAy3IE | R2LIGISR
in relation to taxes and the fight against tax abuses. The proposal reinforces the measures introduced |
Directive (EU) 2015/849,making in partauthe following changes:

1 Full public access to the registers of the beneficial ownekéember States will publicly
disclose some of the information contained in the registers of the beneficial owners of companies anc
trusts involving business activitiehformation on all other persons will be contained in the national
registers and access to it will be available to any person that can demonstrate a legitimate interest. Th
registers will include the beneficial owners holding 10% in some companieshioh where is risk of
being used for money laundering and tax evasion. For all other companies this threshold will remain ¢
25%;

1 Interconnection of registers the registries are to be directly interconnected in order to
facilitate cooperation between Meber States;

1 Expanding the information available to the bodiesxisting and new accounts should be
subject to comprehensive screening procedures. Thus accounts that could be used for illegal activitie
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will not remain undetected. Passive companies anats, such as those listed in the so called
Gt FyFYFYyAly R20dzySyiGae oAttt faz &S adweSod G2

Proposal for a Regulation of the European Parliament and of the Council on a framework for the
recovery and resolution otentral counterparties and amending Regulations (EU) No 1095/2010, (EU)
No 648/2012, and (EU) 2015/2365

The European institutions report that, although EU central counterparties (CCPs) adhere to hig
standards in view of their significant role in the ecampand the additional risks undertaken by them,
there are no harmonized rules in the cases where CCPs would face serious difficulties or would not [
able to perform their duties at all. It is considered appropriate and necessary to provide for recodery an
resolution measures for them just like Directive 2014/59/EC envisaged for major investment
intermediaries and banks. As such, these measures are intended to protect, without being at the expens
of taxpayers, key and vital functions in order to presetive ability of the financial system to finance
economic growth and to avoid soegzonomic costs in case of a financial collapse. Given their central
and growing role in financial markets, all CCPs in the EU are considered to be systertherahare,
the measures will be applicable to all of them. The efficient regulation and strict supervision of CCPs a
SaaSyidAalf o0SOFdzaS | aA3ayAFTAOLYd LI NI 2F GKS FA
CCPs that handle this risk on behaltlgilaring members and their cliefts

2. Licensing activity, licensing regimes, notifications and certification
2.1.Licensing activity and licensing regimes
Investment intermediaries, Central Depository and regulated markets

The total number of investmenihtermediaries at the end of 2016 is 65, including 41 investment
intermediaries (1) holding a license issued by FSC, and 24 banks. In 2016, one license of investm
intermediary BG Prolnvest AD was withdrawn based on a decision taken by the compafyséthe
license. In addition, an application for voluntary refusal of a license was considered, which wa
withdrawn after a change of the persons holding interest in the investment intermediary. Four refusals ta
issue a licence for activity as an investrtnetermediary were issued (Kim Capital Group AD, InterGlobe
Direct OOD, Neo Fin Capital EAD and Trade 7 EOOD). New licenses for investment intermediaries w
not issued in 2016.

At the end of the year, the total number of investment intermediaries (Isaakd norbanking
institutions) holding a full license (with right to carry out transactions and services in relation to financial
instruments on own account) was 43 and the total number of investment intermediaries with a partial
license was 22 (20 of the have an option to hold client assets and 2 do not have this right).

0 Eyropean Commissiot NSaa NBt SasS a/2YYAa
F g2 ARFYOS YR Y2y S8 fl dyRSENRYIES
11 Brussels, 28.11.2016 COM(2016) 856 final 2016/0365 (COD).
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Tablel. Licensing activity in respect of investment intermediaries, regulated market and CCP

Numberas at Licences Licences Numberas at
31.12.2015 issued withdrawn 31.12.2016

Investment 67 0 2 65
intermediaries including
Banks 25 0 1* 24**
Non-banking 42 0 1 41
institutions***
Regulated market 1 0 0 1
Multilateral trading 1 0 0 1
facility
Central Depository 1 0 0 1

Notes: *The number of banksffering investment services decreases in view of the merger of Alfa Baulgaria Branch with
Eurobank Bulgaria AD in 2016.**The number of investment intermediary banks includes those that operate on the territory of
the country through a branch. *** Téninvestment intermediaries operating in Bulgaria through a branch under the conditions
of freedom of establishment are not included in the total number of fvamking investment intermediaries.

In 2016, a total of 109 proceedings related to the actiafyinvestment intermediaries were
finished: 6 are related to the issue, refusal and revocation of a licence, 10 are related to notifications fo
acquisition and transfer of qualified holdings in the capital or the votes in the general meeting of an
investrrent intermediary, 28 are related to applications for approval of members elected in a
management or a supervisory body of an investment intermediary, 12 are related to notification
procedures of Bulgarian investment intermediaries and 53 are related tificaitons of changes in the
general conditions of investment intermediaries.

In 2016, nine assessments were made of the acquisition of a qualifying holding in an investmer
intermediary. In connection with a change in the applicable regulations mainbtecelto the
liberalisation of the regime on how to conclude contracts with clients, almost all investment
intermediaries (53 out of 65) adopted changes in the general conditions applicable to the conclusion c
contracts with clients.

One of the requestedpprovals in 2016 of a member of a management and supervisory body of
an investment intermediary ended with a refusal, and the othensth a positive decision. Some of the
proceedings under Article 11 of the Markets in Financial Instruments Act aredgliggked to the
approval of members of a supervisory body of significant investment intermediaries within the meaning
2T I NIAOEtS mob50dF19.06[M05 ¢l tifleOcapitab adequacy, liquidity of investment
intermediaries and supervision of theirmopliance.

During the reporting year replies were sent to multiple inquiries from foreign entities regarding
the requirements applicable to the issue of licences for activity as an investment intermediary in the
Republic of Bulgaria. Applications for invasnt intermediary licences were filed at the end of 2016 and
are due to be reviewed in 2017.

In 2016 a proceeding for approving amendments to the Rules and Regulations of Bulgarian Sto
Exchange Sofia AD was heard. No proceedings related to Central £¥%pp AD have been heard.

After the first multilateral trading facility was launched in the Republic of Bulgaria in 2016,
amendments were made to its Rules and Regulations creating new segments of existing markets.
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Table2. Admiistrative procedures in respect of investment intermediaries, regulated market and CCP

Not concluded as, New in 2016 Concluded in | Not concluded as
at 31.12.2015 2016 at 31.12.2016

Investment 7 106 109 4
intermediaries
Regulated 0 1 1 0
market
Central 0 0 0 0
Depository
Other 0 59 56 3
proceedings

Notes: *Replies to inquiries and requested opinions in relation to the activity of investment intermediaries, the regulated
market and the Central Depository.

Collective investment schemes and managemeaimpanies

Three applications for a licence to operate as a management company were received in 201¢
One refusal was made and one management company licence was issued (Deltastock Asset Managem
EAD). A refusal was issued to the third application inrdely 2017. In 2016 FSC did not withdraw
licences of management companies.

During the reporting year, nine authorizations for the organization and management of a
contractual fund were issued. Seven authorizations were issued in connection with the masregaim
the classical contractual funds (to Management Company (MC) UBB Asset Management EAD
contractual funds UBB Global Children Fund, UBB Global Dividend and UBB Global Growth, to I
Capman Asset Management AD for contractual funeBOSIDS and -MIX, to MC ELANA Fund
Management AD for contractual fund Elana Bulgaria, to MC DSK Asset Management AD for contractt
fund DSK Global Companies).

The first authorization for the organization and management of excharigeded fund Expat
Bulgaria SOFIX UCITBHEwas issued in the Republic of Bulgaria to MC Expat Asset Management EAD
during the reporting yearThe fund follows the performance of the SOFIX index, which consists of the 15
most liquid companies traded on the Bulgarian Stock Exchaigéa AD. Exgi Bulgaria SOFIX UCITS ETF
adheres to the method of full physical replication of the followed index.

In 2016, one authorisation was issued for organizing and managing a feeder collective investmer
scheme to management company Raiffeisen Asset Manageltigarigaria) EAD for contractual fund
Raiffeisen (Bulgaria) Global Mix. The same decision contained also approval under Article 69, para. 1, fi
sentence, in connection with Article 12 of the Law on the activities of collective investment schemes an
other collective investment undertakings (LACISOCIU), regarding the investment of contractual fun
Raiffeisen (Bulgaria) Global Mix in a chief collective investment scheroatractual fund Raiffeisen
Security organized and managed by Raiffeisenbank Kapaga@lesellschaft MBH Austria. With the
issued authorization, the feeder schemes in the Republic of Bulgaria became three, all of them manage
by management company Raiffeisen Asset Management (Bulgaria) EAD.

During the year an application for organizatiand management of contractual fund Compass
Plus was submitted by management company Compass Invest AD and the authorisation for i
organization was issued in January 2017.

In 2016, two authorisations were issued for the transformation of a contractuad f(to
management company Alaric Capital AD for transformation of contractual fund Aurora Capital Balance
through acquisition by contractual fund Alari€&lobal Raw Materials and to management company DV
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Asset Management EAD for transformation of contual fund DV Comfort through acquisition by DV
Harmony).

During the reporting year, an application was submitted by management company Elana Fun
Management AD for the issuance of an authorisation for the transformation of investment company
ElanaHighYield Fund into contractual fund Elana Hi\gleld Fund. The authorisation for transformation
was issued in January 2017 and after the transformation procedure ends the lasteopenvestment
company in the Republic of Bulgaria will be terminatedragpsforming it into a contractual fund.

Table3. Licensing activity in respect of MC, CF and IC

Numberas at| Licences/authorisationy Licences/authorisationy Numberas at
31.12.2015 issued withdrawn 31.12.2016
Management 30 1 0 31
companies
Contractual funds 110 9 2% 117
Investment 1 0 0 1
companies

Notes: *The decreasing number of contractual funds is due to the transformations in 2016 through the acquisition of two
funds.

In 2016, 5 administrative procedures wepsnducted for approval of a new member of a
YIEYlF3aSYSyd O2YLIyeQa YIylF3aSyYSyd o62Reé gAGK2dzi A
assessment of persons acquiring a qualifying holding in a management company.

Most of the administrative procedusefor contractual funds during the year involved approvals of
amended rules. In 2016 the procedures for issue of 45 approvals of contractual fund rules under Articl
13, para. 2 of LACISOCIU were finished, 16 approvals for changes of portfolio valukssomna
determination of the net asset value, 9 approvals for changes of risk assessment and management rule
6 approvals for changes in the contracts for depositary services and for replacement of a depository ¢
contractual funds.

It should be noted thta Commission Regulation (EC) 2016/438 of 17 December 2015
supplementing Directive 2009/65/EC of the European Parliament and of the Council with regard tc
obligations of depositories (Regulation (EC) 2016/438) entered into force on 13.10.2016. The latte
governs the content of contracts with depositories and has direct effect. With regard to the new
regulation, the FSC explicitly requested in letters to all management companies to take action to chang
the contracts for depository services of the collectiverestment schemes managed by them in
accordance with Regulation (EC) 2016/438 and the latest amendments to the LACISOCIU concerning
depository services.

In view of the above, 61 applications were submitted at the end of 2016 for approval of contracts
for depository services, some of which ended in early 2017 with approval. Moreover, in view of the
amendments to the applicable legislation,101 proceedings were initiated at the end of 2016 to approve
changes in the rules under Article 13, para. 2 of LACIB, the risk management rules and the portfolio
valuation rules and the determination of the net value of the assets of contractual funds, some of whick
ended in January and February 2017.

Insofar as there is just one op&md investment company in 201@ere are no proceedings
related to an investment company apart from the initiated procedure for transformation of the
investment company into a contractual fund.
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Table4. Administrative procedures in respect of MC, CF and IC

Not concluded as| New in 2016 | Concluded in| Not concluded as a
at 31.12.2015 2016 31.12.2016

Management 1 9 9 1
companies
Contractual 8 249 87 170
funds
Investment 0 1 0 1
companies
Other 2 20* 19 3
proceedings

Notes: *Replies to inquiries ardquested opinions on the activities of management companies and collective investment
schemes.

National investment funds and alternative investment fund managers

With the amendments to the Law on the activities of collective investment schemes and other
collective investment undertakings (LACISOGIid)effect from 20.12.2013 G A Gt S ™M 2F t |
dzy RSNI F {1 Ay3a F2N 02t t S O lehddvestingh@cdrapanies was kepedds Andiza |
regulation of the national investment funds wa®ated by adding a new title 1 of Part 11l of LACISOCIU
GbldA2ylf Ly@SaildYSyid CdzyR&a¢ ® t dzudE davegtitent c@npaniésli A
should comply with the requirements of Part Ill, Title 1 of the law. In connection with the rep&@@dh
and 2015, the two closednd investment companies brought their activities in line with the new
regulatory framework with their transformation into clos@md national investment companiewhich
are one of the four forms of a national investment finin 2016 finished also the examination of the
application submitted by Concord Asset Management AD for an authorisation for the organization anc
management of a closeend national investment fund, namely Concord FufdSouth East Europe. The
proceedirg ended with the issuance of the required authorisation with which the national investment
funds in the Republic of Bulgaria became thredl of which closegnd national investment funds. What
is specific of this type of national investment funds istttheey are subject to a considerable amount of
the provisions regulating the status of public companies in the Law on Public Offering of Securitie
(LPOS). In addition to that, the national investment funds are Bulgarian alternative investment funds.

In coy ySOGA2Y G6AGK GKS |YSYRYSyida FFR2LIGSR Ay
requirements for the activity of the collective investment schemes, the management companies, the
national investment funds and the managers of the alternative investment fundshvdstablished the
regulatory framework for the activity of national investment funds, the operation of existing national
investment funds will be further aligned with the changes in the applicable legislation. The first change
were initiated in Decembe2016.
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Tableb. Licensing activity in respect of NIF and AIFM

Numberas at | Licences/authorisation{ Licences/authorisation{ Numberas
31.12.2015 | issued withdrawn at
Registrations Deregistrations 31.12.2016
National 2 1 0 3
investment
funds
Alternative 2 1 0 3
investment
fund
managers

Until the end of 2016 no license was issued to an alternative investment fund manager. In
connection with the finished proceeding for issuing an authorisation for organizing and managing
ConcordFund- 7 South- East Europe on the grounds of Article 214 of the Law on the activities of
collective investment schemes and other collective investment undertakings, management compan
Concord Asset Management AD was is registered as an alternativemevegund manager.

In 2016 a proceeding for approving amendments to the statutes of national investment company
Nadezhda AD was conducted. In addition, an application was submitted in December 2016 for approv
of changes to the contracts for depositomrgices of the company.

Table6. Administrative procedures in respect of NIF and AIFM

Not concluded as| New in 2016 | Concluded in| Not concluded ag
at 31.12.2015 2016 at 31.12.2016

National 0 3 2 1
investment funds
Alternative 0 1 1 0
investment fund
managers
Other 0 11* 10 1
proceedings

Notes: *Replies to inquiries and requested opinions on alternative investment fund notifications and the persons who manage
them.

Public companies, special investmeptirposecompanies andther issuers of securities

CKS R2gy 4l NR GNBYR 2F GKS Ay@Sada2NRa Ayd SN
purposecompanies continued also in 2016 (securitisation of real estate and securitisation of receivables
The prolonged stagnation in the real estate market impacts the activities of the special investment
purpose companies securitizing real estate, and the pase of slow assets and receivables at
preferential prices is hampered by the low interest rates offered by commercial banks. These
circumstances have a direct impact both on the number of applications for issuing a licence to operate ¢
a speciainvestment purposecompanyand on the ability of some licensed companies to operate under
the licence issued to them.
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In 2016 there were no applications for issuing a licence for operation as a spe@stment
purposecompanywhile at the same time the licence$ 3 companies were withdrawn: One licence was
due to declared voluntary termination at the initiative of the company (Real Est&esorieSPC) and
the withdrawal of two licences was enforced (Properties Capital If§eStand Solid Inves8PC).

At the end of 2016, the number of companies operatingS®3s was 60, of which 52 were for
securitisation of real estate and-8or securitisation of receivables.

Table7. Licensing activityith respect to SPCs

Not concluded asi New in | Concluded in Not concluded
at 31.12.2015 2016 2016 as at 31.12.201¢

SPCsincluding: 62 - 2 60
SPCsfor securitisation of 8 - - 8
receivables

SPCsfor securitisation of real 54* - 2 52

estate including:

SPCs(agricultural land) 7 - - 7

Note: *The number oBPCsfor securitisation of real estate at the end of 2015 does not include companies for which the Commission issued
a decision to revoke the licence.

Irrespective of the public status of special investmpatposecompanies, givenhie exceptional
nature of their object of activity aiming to maintain their nature of a securitisation instrument, the
special investmenpurpose companies are subject to stricter regulatory requirements requiring prior
approval by FSC for changes in thatstes and in the other statutory documents of the special
investment purpose companies as well as in case of replacement of the depository bank and the
servicing company.

In relation to the activity of special investmergurpose companies and the regulaty
requirements for that activity, during the reporting year the FSC reviewed and issued decisions on:

1 16 applications for approval of amendments to the statutes of special investrpergose
companies; approval of the proposed amendments to the statutes of the special invespugmise
company was refused under one of them;

1 2 applications for approval of the replacement of a servicing company under which the FSC he
approved the planned reptement.

During the reporting period the FSC did not receive any applications for approval of replacemen
of a depositary bank of a special investmeatposecompany.

The other public companies (excluding special investnpmpose companies) and issugrof
securities are not subject to licensing but to registration, respectively deregistration, from the special
register of public companies and other issuers of securities kept by the FSC. 3 public companies anc
iIssuers of securities were entered in thegister in 2016. A total of 23 companies were removed in 2016
from the register of public companies and other issuers of securities kept by the FSC; 16 of them al
public companies and 7 are issuers of securities. One public company was refused dei@yistom
the register of public companies and other issuers of securities kept by the FSC.

The total number of public companies (excluding special investmentosecompanies) and the
other issuers of securities registered at the end of 2016 in thesteigkept by the FSC is 335.
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Table8. Public companies and other issuers of securities

Number as at Licences Licences Number as at
31.12.2015 issued withdrawn 31.12.2016
Public companies and other 353 5 23 335
issuers*

Notes:*The number of public companies and other issuers does not include collective investment schemes.

Regarding the activity of public companies and issuers of securities, apart from the proceeding
for registration (6) and deregistration (23) of public canjes and issuers from the register kept by the
FSC, 2016 witnessed a significant increase in the number of applications for approval of prospectus
compared to previous years. The applications for approval of prospectuses for initial public offering o
securities, respectively for admission of securities to trading on a regulated market, are 35, which i
about 46% more than in 2015, of which 4 applications for approval of prospectuses were in a process
review at the end of 2016. The number of prospesas approved in 2016 is 23 or a 53% increase
compared to the previous year.

The structure of the prospectuses approved in 2016 is as follows:

1 12 of the approved prospectuses are for initial public offering of issues of shares for increase c
the capital d the companies;

1 8 of the approved prospectuses are for admission to trading of issues of bonds issued under th
terms of the primary private offering within the meaning of the Commercial Law;

1 2 of the approved prospectuses are for admission of issueshafes to trading on a regulated
market;

1 1 prospectus is for initial public offering of warrants.

During the reporting year, 4 refusals for approval of prospectuses were issued (two for initial
public offering ofshares, one for admission ghares ¢ trading on a regulated market and one for
admission of bonds to trading), and four proceedings for approval of prospectuses were termatated
the request of the applicantAt the end of 2016, four proceedings for approval were under review.

During thereporting period 1 supplement to a prospectus for initial public offering of shares was
approved.

A total of 23 issues of securities were entered in the FSC register in 2016 as a result of th
approved prospectuses for initial public offering of secusit{eespectively after successful subscription
and registration of the capital increase in the commercial register) or for admission to trading on &
regulated market of securities. The structure of securities entered in the register is as follows:

1 14 issuesof shares were registered, 4 of which were made by new companies admitted to
trading on a regulated market for the first time and the other 10 issues were issued as a result of :
subsequent increase in the capital of public companies;

1 8 issues of bonds ave registered as a result of the approval of a prospectus for admission to
trading on a regulated market of the bonds issued under the terms of primary private offering within the
meaning of the Commercial Law;

1 One issue of warrants was entered as a restisuccessful initial public offering of the securities.

During the reporting period, 24 issues of securities were deleted from the register kept by FSC,
which 15 issues of shares, 7 issues of bonds and 2 issues of warrants. One refusal to agetessian of
securities from the register kept by the FSC was made because the public company issuing the securit
refused the deregistration.
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Severproceedings on registered tender offers for purchase of the shares of other shareholders of
public compares were heard and closed in 2016, two of which concerned tender offers registered in
2015 and were not concluded at the end of the year. FSC took the following decisions regarding th
reviewed tender offers:

1 Regarding six of the tender offers the FSCadsaitemporary ban on their publication and after
the necessary corrections were made the FSC decided not to issue a final ban on their publication;

1 In one proceeding the FSC issued a temporary ban on the publication of the tender offer and
subsequentlysince the disclosed deficiencies were not removed, decided to impose a final ban on its
publication.

1 Onetender offer was registered during the reporting period, which was withdrawn in the course
of consideration by the offeror as a result of which thegeeding initiated on the basis of the registered
offer was terminated by a decision of the FSC.

1 Three further tender offers were registered at the end of the reporting period but the tender
review procedures were not completed by the end of the reporiiegr.

Two decisions for approval of documents related to transformation with the participation of
public companies were issued in reporting year 2016 as well as one decision to include an auditor in tt
list of independent auditors approved by the Dep@hair of the FS changeof Investment Activity
Supervision DivisionOne procedure for approval of the documents for transformation with the
participation of public companies initiated in 2015 was terminated at the initiative of the applicant.

Table9. Administrative proceduresvith respectto SPCs PG and other issuers

Not concluded as| New in 2016 | Concluded in| Not concluded
at 31.12.2015 2016 as at 31.12.201¢
SPCs 1 20 21 -
PG and issuers 14 61 69 6
Other 4 37 41 -
proceedings*

Notes: The replies to inquiries, opinions on complaints and other issues related to the activities of public companies and
issuers were reported as other proceedings in 2016.

Insurance and reinsurance

During the reporting period the number of licensed insurance companies performing insurance
activity on the territory of the Republic of Bulgaria was 53. Of these, the insurers licensed to perforn
AyadzNI yOS | OGAGAGASEA dzy R$ Jthé Bihiardce Gadle decredsgtRwithL2L
companies and their number at the end of the year was 42016, 11 insurance companies with
headquarters in an EU Member State carried out insurance activity through the right of establishment /e
branch/ in the teritory of the Republic of Bulgaria.

Three licences were issued in 2016 to expand the scope of the licence of insurers with a group «
Ayada2NF yOS Of | 4 A8 the InlyfdR& ICbde IOY. SE S

In April 2016, a licence was issued to extend the scoptheoficence of Insurance Joiftock
Company European Health Insurance Fund with a group of insurance classes under Section Il, letter
2F | yy1SEtheSC as follows: ltem 1 “"Accident (including industrial injury and occupational
diseases); ltemHD22Ra&a AYy UGUNIyaaAld O6AyOfdzZRAY3I YSNOKFYRA
and natural forces"; Item 9 "Other damage to property"”; Item 16 "Miscellaneous financial loss" and Itemr
18 "Travel Assistance (assistance)".
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Algo in 2016 licences weresued to extend the scope of the licence of Insurance Company
b RST KRF !'5 gAGK | 3INRBdzZL) 2F Of I 4aSa 2 7Tof gl dsNI )
F2f{f264Y LGSY Mo GaDSYSNIt fAFOoOAfAGEeNt LEBNISYWIAS

of Insurance Joisf 1201 / 2YLIlye a5Fft.233 [AFS FyR | S|t
dzy RSNJ { SOGA2Y LL3>m {57 0BEMNS bl /b 12 3Fhirdk BARwiSEHEyeEsurance S Y
related to the possessionanduseY 2 1 2 NJ GSKA Ot Sa¢T LGSY wmn &/ NBRA

During the reporting period, the FSC issued decisions for the voluntary termination of 2 insurance
companies with which the licences for insurance operations of Generali Life Insurance AD wer
withdrawn on the basis of the application submitted by the company and Mutual Insurance Cooperative
DobrudzhaM Life so the company was terminated voluntarily.The FSC also approved the transfer of the
insurance portfolio of Mutual Insurance Cooperative DolzhaM Life, consisting of 1 387 contracts, to
Life Insurance Company Saglasie EAD.

Tablel0. Licensing activity in relation to insurance and reinsurance

Number as at Licences Licences Number as at
31.12.2015 issued withdrawn 31.12.2016

Insurers including: 44 - - 42*

Nonrtlife insurance 29 0 - 29

Life insurance 13 - 1* 12

Mutual insuranceooperatives 2 - 1* 1
Branch of a foreign insurance 11 - - 11
company
General reinsurance companies 1 - - 1
Insurance brokers 398 12 16 394

Notes: *During the reporting period Generali Life Insurance AD and Mutual Insurance Cooperative Dobudifézare
terminated voluntarily by decisions of the FSC.

12 decisions were issued by the Deputy Chair of the FSC in charge n$uin@nte Supervision
Division in 2016 which allowed the entry of 12 brokers in the register kept by the FSC on the grounds
Article 30, para. 1, item 12 of the FSCA.During the reporting period the Deputy Chair of the FSC in chal
of the Insurance Supeision Division issued 16 decisions to delete 16 brokers from the register; 7 of
them were issued at the request of the insurance broker on the grounds of Article 312, paragraph 1, iten
11 of the IC as follows: Insurance Brokerage Company Sofia Auto B&DBtaker OOD, Inter Brokers
EOOD, Kayen 69 OOD, Georgi@90 OOD, Elevan AD and EuroGroup Insurance Broker EOOD.O
31.12.2016 the total number of companies registered in the register of insurance brokers is 394.

In 2016, on the initiative of the Depuhair of the Financial Supervision Commission in charge of
the Insurance Supervision Divisjéhdecisions for deletion of insurance brokers from the register kept by
the FSC were issued on the basis of Article 312, para. 1, item 8 of the IC, becausatibaed brokers
did not fulfil their obligation to pay their financial obligations in connection with their activity as
insurance brokers: Insurance Broker Ros Ins EOOD, Bieks Auditing EOOD, Arsi Brokers EOQOD, !/
Borker EOOD, Deva Consult 2008 EOOB, @®Bup AD, MG Broker OOD, TN Group and TSN Broker
EOOD.

The trend of decreasing number of insurance agents, which was 19 249 at the end of the yea
continued also in 2016. The decline was highest for individuals {4it48), the legal entities decrezs
by 1 612, and the sole traders decreased by 709.
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Tablell. Registration in the register of insurance agents

Numberas at31.12.2015 Numberas at31.12.2016
Insurance agents including: 25718 19 249
Legal entities 9 059 7447
Sole traders 2521 1812
Naturalpersons 14 138 9990

A total of 179 decisions were issued under licensing, authorization, registration and approva
regimes in 2016 in connection with the administrative procedures initiated under the InsuGote and
the regulations for its implementation:

1 3 decisions for additional licences issued by the Financial Supervision Commission to Insuran
Joint Stock Company European Health Insurance Fund, Insurance Company Nadezhda AD and DallB
Life and Healt AD to extend the scope of the insurance licence with a group of classes of insuranct
dzy RSNJ { SOGA2Yy LLItoth&IGISNI h!'h 2F ' YyySE S

1 4 decisions for termination of administrative proceedings;

1 6 decisions of the Financial Supervision Commission tlmoame a change in the status of the
insurer under Article 37 of the Insurance Code so that Life Insurance Company Saglasie AD, Insural
Joint Stock Company European Health Insurance Fund, FiHealth Insurance AD, Tokuda Health Insure
AD, Insurance Comapy Medike21 AD and OZF Doverie Insurance Joint Stock Company AD will conduc
their activity without right of access to the single market. In view of this, these insurers are to operate in
accordance with the requirements of Part I, Title IV, Article-188icle 213 of the Insurance Code. They
FNB Ffaz2 &adzozaSod G2 (G§KS NBB§fdzowBai@y i2F 20K S/ KU/
establishment of an effective systenf governancen order to ensure reliable and prudent management
of the activity.

The other insurance companies with a right of access to the single market continue to operate i
accordance with the provisions of Part Il, Title Ill, Article 1LBRicle 197 of the Insurance Code and in
compliance with the requirements of Chapter Sevefi & aciGoYernanceé 2 F (G KS Ly & dzNJ

7 1 decision of the Financial Supervision Commission for refusal to issue authorisation fo
voluntary termination of Mutual Insurance Cooperative Dobrudkhaife;

1 1 decision for approval of a direct intragroapquisition- Decision N&04- OZ of 31 March 2016
of the Financial Supervision Commission approves the change applied for by Clentegyides
Limited, Republic o€yprus, in the shareholding of Health Insurance Compapkaneta EAD direct
intragroup acquisition by Clenmey Enterprises Limited, Republic of CyprusP@O@O0 (five million)
ordinary, registered, dematerialized voting shares, each with nominal value of BGN 1 (one), representir
100% of the shares in the capital of Health Insurancegamy+ Planeta EAD;

1 1 decision of the FSC to amend the liquidation plan of-Bfékalth Insurance ABin liquidation,
city of Sofia;

1 76 decisions of the Deputy Chair of the FSC in charge of the Insurance Supervision Division
approval of executive ditors, procurators, members of management and control bodies;

1 30 decisions of the Deputy Chair of the FSC in charge of the Insurance Supervision Division
approval of a compliancinctiona holderof an insurer or a reinsurer;
approval of a internal audit functionholder of an insurer orof a person in charge of the unit that
performs such function;

1 1 decision of the FSC for recognition of the capacity eSpansible actuary;

1 12 decisions of the FSC Deputy Chair in charge of the Insurance Supervision Divesitny fair
12 insurance brokers froitine register kept by the Commission;
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1 16 decisions of the FSC Deputy Chair in charge of the Insurance Supd@wgmn for deletion
of 16 insurance brokers in the register kept by the Commission;

Tablel2. Administrative procedures in respect of insurance and reinsurance

Not concluded as| New in 2016 | Concluded in| Notconcluded as
at 31.12.2015 2016 at 31.12.2016
. 5 169 156 18
Insurance companies
Insurance brokers 1 29 29 1
Other proceedings 0 1 1 0
Total 6 198 185 19

Note: Number of administrative procedures under the IC that ended with issue of an individual administrativettaet of
competent authority.

Supplementary pension insurance

During reporting year 2016 there were no applications for issue of licences and for transformation
of pension insurance companies and/or supplementary pension insurance funds, for voluntary winding
up of existing companies, and the FSC hasestablished ground® withdraw issued pension licences.

As a result of an initiated procedure for liquidation of a pension insurance company whose pensior
licence was withdrawn in 2015 as it did not stareogting in the period provided for by lawy 2016the
pension insurance company was deregistered ftbsmCommercial Register at the Registry Agency.

In view of the above, the number of licensed pension insurance companies at the end of 2016 is
and thenumber of supplementary pension insurance furd pension funds, including 9 universal, 9
professional, 9 voluntary and two voluntary pension fundgh occupational schemes, ands at
31.12.2016 one of them is not active.

Table13. Licensing activity in relation to supplementary pension insurance

Numberas at Licences Licences | Numberas at
31.12.2015 issued withdrawn 31.12.2016
Pension insurance companies 9 - - 9
Supplementary pension insuranc 29 - - 29
fund (SPIF)
ThelLl2 6 SNAR 2F (GKS C{/ Q& 5SLizié /KIFANJIAY OKLI NBS

exercising preliminary supervisionboth with regard to particular actions and with regard to the approval
or affirmation of different documents of major importaa for the operation of the pension insurance
companies and the pension funds managed by them. Some of the proceedings related to the
authorization and approval regimes within the competence of this administrative authority are initiated
at the request ofthe persons obliged to do that by the regulations, while other proceedings are carried
out ex officio by the supervisory authority.

A certain percentage of the administrative proceedings falling within the category of authorization
and approval regimes coprn the approval of various documents that the pension insurance companies
adopt for implementation of their statutory obligations in relation to the management of the pension
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funds. These include the adoption of amendments to the regulations on the @ajéon and operation
of the pension funds, which, pursuant to the requirement of the law, come into force after approval by
the supervisory authority.

Due to changes in the legal framework in the field of supplementary pension insurance a total of 4¢
proceedings were initiated at the FSC to review the amendments to the rules for the organization anc
operation of the pension funds managed by the pension insurance companies. Until the end of 2016 th
Deputy Chair of FSC in charge of the Social Insurancev&ime Division decided to approve the
requested changes in 47 of them and one of the administrative proceedings is to conclude in 2017. Or
of the pension insurance companies amended the rules for the organization and operation of the
supplementary mandary pension insurance funds managed by it also due to changes in other internal
documents of the same company. The amendments to the rules were submitted for approval at the enc
of 2016 and their review continued in January 2017.

Also during the reportingoeriod, the Deputy Chair of FSC in charge of the Social Insurance
Supervision Division issued 3 decisions for approval of the submitted biometric tables used in th
actuarial estimates of two universal pension funds and one voluntary pension fund artdl atcix
decisions for the approval of the technical interest rate applicable for the determination of the amount
of pensions under Article 169 and Article 246, para. 1 andiRedb|G.

In view of the statutory mandate of the Deputy Chair of the FS¢hange of the Social Insurance
Supervision Divisiorhe following decisionsvere issuedn 2016

1 8 decisions to determine the minimunate of returnfrom the management of the assets of
the supplementarymandatorypension insurance funds;

1 1 decision approving changes in the template of the annual statements from the individual
accounts of the insured persons in professionapension fund;

1 1 decision forapprovingof the technical interest rate and the biometric mortality tables to be
usedfor the calculation of the pension reservas at31.12.2016by the pension insurance companies
managing a universal pension fund and/or a supplementary voluntary pension insurance fund

Tablel4. Administrative procedures regaiidg supplementary pension insurance

Object of the Not concluded as New in 2016 Concludedn Not concluded as|
procedure at31.12.2015 2016 at31.12.2016
Rules - 50 a7 3
Biometric tables anc
technical interest - 9 9 Bl
rate
Proceedings - 10 10 -

initiated exofficio

Total for pension
insurance
companies

An ongoing review of other documents submitted by the companies and the custodian banks wa:
carried out in 2016 as well, which, although not subject to approval, were checked in terms of theil
compliance with the lawin case discrepancies are found initrentent their elimination is required
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2.2.Notifications

In 2016, 187 notifications were received from investment intermediaries from EU Member
Stateshaving the intention to operate on the territory of the Republic of Bulgaria under the freedom to
provide services and 1 notification from an investment intermediary from a Member State (Cyprus)
intending to operate on the territory of the Republic of Galia by establishing a branch. In 2016, 1
branch of an investment intermediary from a Member State (Estonia) ceased its operations in the
territory of the Republic of Bulgaria. At the same tir68 investment intermediaries ceased their
passportisationandthus the total number of investment intermediaries from Member States having the
intention to operate in Bulgaria in 2016 was11.

During the reporting yearl9 notifications were received from management companigem EU
Member States regarding theintention to offer shares in 71 classes of securities from 34 funds/sub
funds of 3 collective investment schemes from Member States the territory of the Republic of
Bulgaria.3 notifications of termination of the offer of a total of 50 classes of setti@s of 32 subfunds
of 3 collective investment schemes from Member Statesre received over the same period, and thus
the total number of offered classes of collective investment schemes from Member States that intend to
operate in Bulgaria 1§18 clases of securities of 246 funds/sufunds of 29 collective investment
schemes from Member States

Two notifications from management companies from a Member State intending to operate on
the territory of the Republic of Bulgaria under the terms of free pronf services were received in
2016 and thus theotal number of management companieBom Member States intending to operate
in Bulgaria at the end of 2018&, 16

13 notifications were received in 2016rom AIFMs from EU Member Statethat intend to
operate on the territory of the Republic of Bulgaria. At the same titheAlIFMs ceased their
passportisationduring the period and thus thtotal number of AIFMsfrom Member States having the
intention to operate in Bulgaria in 2016 46

9 notificationswere received in 20161 connection with the offer of 46 alternative investment
funds (AlIF)from EU Member States on the territory of the Republic of Bulgaria. At the same 2fine,
alternative investment funds ceased their passportisati@nd thus the toal number of Member State
AlFs offered in Bulgaria at the end of 204&s 88

In 2016,1 notification was received in connection with the offer of 1 European venture capital
fund (EuVECAJom an EU Member State on the territory of the Republic of BulgAtithe same timel
fund ceased its passportisatiomnd thus thetotal number of EUVECA fundsom Member States
offered in Bulgaria at the end of 20Wés 11

FSC received in 20H6total of 24 notificationsunder Article 18 of the Prospectus Directi\@&of
which are notifications ofnew prospectuses and 15 notificationsconcerned additionsto base
prospectuses.

In 2016 the Commissioreceived 54 notificationsforinsurers from EU Member Stateabout
their intention to operate on the territory of the Reblic of Bulgaria under the freedom to provide
services. Thirteen of these insurers have ceased their operations in Bulgaria. Giverettosal number
of insurers from EU Member Statesuthorized to operate on the territory of the Republic of Bulgamia
2016 ish64.

200 insurance intermediaries from EU Member Statgated their intention in the reporting year
to carry out insurance mediation on the territory of the Republic of Bulgaria under the right of
establishment and under the freedom to providervices.The intermediaries who ceased doing
business in Bulgarian that periodwere 47, andtheir net numberat the end of the year wa3 217,
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Tablel5. Notifications of foreign companies intending to operate on the territoof the Republic of

Bulgaria

Numberas at| New in 2016 | Terminated | Numberas at
31.12.2015 in 2016 31.12.2016

Investment intermediaries 1592 188 69 1711
Management companies 14 2 0 16
Collective investment schemes
(classes) 697 71 50 718
Alternativeinvestment scheme 35 13 2 46
managers
Alternative investment funds 68 46 26 88
European Venture Capital Funds 11 1 1 11
(EuVECA)
Prospectuses 82 24 0 106
Insurance companies 523 54 13 564
Insurance brokers 2,064 200 47 2,217
Institutions foroccupational
retirement provision - - - -

In 2016 notifications were received from 4 investment intermediaries licensed by the FSC
(Investment Intermediary BenchMark Finance AD, Investment Intermediary Beta Corp AD, Investmet
Intermediary Matador Prime OOD and Investment Intermediary Varchev Finance EOOD) regarding tt
intention of the companies to carry out activities undéire freedom to provide services without
opening a branch in the territory of other Member StatdSpain, the United Kingdom, Austria, Ireland,
Portugal and Italy). No notifications from Bulgarian investment intermediaries to establish a branch ir
the territory of another Member State were received in 2016.

During the reporting year, the only notification received from a management company concerns
the intention of MC Expat Asset Management EAD for public offering of shares of contractual fund EXP/
Bulgaria SOFIMCITS ETF on the territory of the United Kingdom of Great Britain and Northern Ireland
The proceeding finished in January 2017.

During the reporting period the FSC did not receive applications for notification of prospectuses
for securities issued in theepublic of Bulgaria for admission to trading on foreign markets.

In 2016,2 insurance companies based in the Republic of Bulgadified the Commission of
their intention to operate in the territory of another EU Member State. At its meeting the FSCatoo
decision under Minutes N6 of 08.02.2016 to send notification to the competent authority of the
Italian Republic regarding the intention of Insurance Company Allianz Bulgaria to carry out insurance
activity under the conditions of the freedom to pnade services The types of insurances that the
insurer intends to make are:

1 Fire and natural forces all damage to or loss of property other than the property included in
classes 3, 4,5, 6 and 7,

1 Insurance General Liabilityany liability for damagesther than those listed in classes 10, 11 and
12;

1 Insurance Miscellaneous Financial Loss.

At its meeting, the FSC took a decision under Minutes No. 34 of 15.06.20m6tifp the
competent authority of the Italian Republic of the intention of Generali Insunce AD to carry on
insurance business under the conditions of freedom to provide servicHse types of insurances that
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the insurer intends to make are: Accident (including industrial injury and occupational diseases)
Sickness; Land vehicles (other thailway rolling stock): all damage to or loss of: land motor vehicles
and land vehicles other than motor vehicles; Railway rolling stock; Aircraft; Ships; Goods in trans
(including merchandise, baggage, and all other goods); Fire and natural forces; datmage to
property; Third Partyliability related to the possessiorand use of aircraftThird Party liability relate to

the possessiormnd use of ships; General liability; Credit; Suretyship; Miscellaneous financial loss; Leg:
expenses; Travéssistance (assistance).

During the reporting periogho insurance company based in the Republic of Bulgaria has ceased
its activitiesin the territory of another EU Member StatAt the end of 2016, the number of insurance
companiesoperating in the terriory of the Member States 4.

In 2016 the FSC sent a notification to the competent authority supervising the insurance
companies in the Republic of Portugalncerning the termination of the right of Insurance Company
Lev Ins AD and Armeec Insurance I8@erform insurance activity under the freedom to provide
services undeiThird PartyLiability insurancerelated to the possessiorand use of motor vehicles.

During the reporting periodinsurance JoinStock Company DallBogg: Life and Health AD
notified the FSC of its intention to expand its insurance activities under conditions of freedom to
provide servicesn the territory of the following Member States: the Republic of Romania, the Kingdom
of Belgium and the French Republic, the Kingdom of Spain (tithhsurance Travel Assistance
(Assistance)), the Federal Republic of Germany, the United Kingdom of Great Britain and Northel
Ireland, the Republic of Austria and the Kingdom of the Netherlands. In view of this, the Commission hg
duly notified those EWlember States.

In connection with thentention of the Insurance Company Nadezhda AD to extend its activities
G2 GKS GSNNAG2NER 2F UGUKS wSLHzfAO 2F LOFft@& gAd
G { dzNXB (iat #sKmiektlhg, FSC took &SdDA aA 2y dzy RSN aAydziSa S H®
competent authority of the EU Member State.

With respect to Bulgarian insurance brokerthe Commission ser@ notificationsfor insurance
intermediation on the territory of EU Member States in thepogting year. The total number of
insurance intermediaries operating in the territory of Member States amountetbiat the end of 2016.

Tablel6. Notifications of Bulgarian companies intending to operate on the territory of ethMember
States

Number on New in 2016 | Terminated| Number on

31.12.2015 in 2016 31.12.2016
Investment intermediaries 165 8 0 173
Management companies 3 0 0 3
Prospectuses 4 0 0 4
Insurance companies 12 2 0 14
Insurance brokers 39 8 1 46
Institutionsfor occupational
retirement provision - - - -

No notifications by institutions fooccupational retirement provisiofrom EU Member States
intending to operate on the territory of the Republic of Bulgaria as well as no notifications of local
pensioninsurance companies intending to operate in the territory of the EU were received in 2016.
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2.3. Certification

In 2016 examinations for acquiring rights to operate as securities broker and as investmen

consultant were held on 19.01.2016 and 20.01.2016. 11 candidates were admitted to the examinatiot
for acquiring a right to operate as a securities broker and 22lidates- for an investment consultants.
The exams were successfully passed by 11 persons (6 for brokers and 5 for investment consultants)
whom certificates were issued. In addition, 9 certificates were issued as a result of a recognized leg
capacityto operate as an investment consultant. The right of one person to act as a broker of securitie:
was withdrawn in 2016.

During the reporting period, there were no examinations for the acquisition of a right to operate
as an insurance brokeOne application was reviewed and the capacity of a responsible actuary was
recognized by the Financial Supervision Commission to a person who successfully passed an examina
before a professional organization of actuaries (Bulgarian Actuarial Society).

Tale 17. Dynamics of certified persons

2012 2013 2014 2015 2016
Investment consultant 12 (6) | 28 (20) 6 19(11) | 14 (5)
Securities brokers (11) (13) 0 6 (7) 5 (6)
Insurance brokers - 1 14 (6) 8 (13) -
Actuaries - - 11 (5) 1 1

Note: The table shows the total number of persons who acquired the right in the respective year to carry out the activity
determined by law (the persons who have obtained the relevant qualification after passing an examination before the FSC a
shown in wackets) The change in the number of the persons holding the respective qualification includes both the issued an
the withdrawn authorizations for the activity during the reporting period.

3. Supervisory activity
3.1. Off-site supervision
Investmentintermediaries, Central Depository and regulated markets

Off-site supervisioraims to constantly monitor and periodically evaluate the financial position of
the investment intermediaries and the legality of their business activity. The collected information allows
the supervisor to respond in a timely manner to emerging problemd eatonsistencies with the
regulatory requirements. 3 types of inspections are performed within the framework ofoffisite
supervision current inspections, which are carried out on a regular basis, when current information is
received from the supervesl persons required according to the statutory requirements; thematic
inspections- aimed to make a completimspectionof one or more functions and/or regrements to the
activity, inspectios of complaints, inquiries and signals against supervised pgrand/or companies
without a licence to operate as investment intermediaries.

During the reporting perio® 757 ongoing inspectionsere carried out, including 856 inspections
on the financial status of the companies, 756 inspections on of clients asddtard 7851 inspections of
the transactions with financial instruments admitted to trading on a regulated market. In the course of
off-site supervisioninstructions for entering the circumstances in the public register kept by the FSC are

32



drafted, with 510 circumstances enteredh respect of IP, the regulated market, investment consultants
and brokers for 2016.

During the reporting year260 inspections of complaintssignals and inquiries from physical
persons, legal entities and state bodies wererieat out. Documents and information from both
investment intermediaries and third parties were required in the course of these inspections. The review
of the received information analysed the degree of regulatory compliance of the supervised entities. Thi
type of inspections ended with the issue of an opinion on a submitted inquiry or a complaint or a direct
response to the entity. As a result of this type ajf-site supervision7 signals were also sent to the
02RASa 2F (KS t NP i BNBdedtakh@aktiohby domge®ce. { ! b{ | yR

Collective investment schemes and management companies

The scope of theff-site supervisiorregarding the collective investment schemes (CIS) and the
management companies (MC) covers the annual andyelfly financial statements submitted to the
FSC as well as the monthly balance sheet for the CIS and an annual financial report and quarterly repa
for the MC. During the reporting period documentary inspection of 51 annual and hatyearly
financial statemets, quarterly reports of the MC and monthly balances of the CIS managed by the
management companies (MC) was made. During the yi28,documentary inspections were carried
out on the information provided by the MC through the-Register systenregarding he obligation to
submit to the Commission and publish prospectuses of the CIS and documents with key investc
information.

Under the statutory requirements, MCs provide on a regular basis information on the issue value
and the redemption price of the shes of the CIS in every instance of their determination (no less than
twice a week). In addition to this information, the MC providesriointhly summary information at
regular intervals about the estimated issue values and the redemption price of the shiates CIS.
Inspections and approvals of 24 716 forms for the issue value and redemption price of contractual
funds were performed during the yeaR 736 summaries of aggregate information were received and
verified at the FSC regarding the specified issue values and the redemption price of the shares of the CI

62 inspections were made of the lists of persons with direct or indirect qualifying holdings (10 per
cent or more than 10 per cent of the voting rights hetgeneral meeting of the shareholders of the MC)
submitted twice a year by the MC, as well as of information about their votes in the general meeting o
the shareholders of the company.

89 inspections were carried out during the reporting period on thsib of notifications received
by the Commission for breaches of investment restrictions due to reasons beyond the control of the M(
and CISn connection with the supervision of the compliance with the investment restrictions by the
MC in the CF managed/tthem.

437 entries of circumstancesere made with an order of the Deputy Chair of the FSC in charge of
the Investment Activity Supervision Division in the public register kept by the FSC regarding the MC ar
the CIS as a result of documentary inspediontside those mentioned above.

Public companies, special investmeptirposecompanies and other issuers of securities

The oftsite supervisiorof public companies, special investmgnirpose companies and other
issuers of securities include an examioatof the annual and quarterly notifications of the financial
position/financial reports of the activity provided to the Commission as well as of consolidated financia
statements submitted by issuers that are required to prepare consolidated finanatnsénts. In
addition, the issuers of bonds present a report on the fulfilment of their obligations under the terms of
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the bond issue to the FSC (to the trustee of the bondholders and to the regulated market where the
bonds are traded), and on the otheryidR (G KS 02y RK2f RSNBRQ GNHzAGSS
quarterly report . A documentary examination of 852 annual and quarterly(individual and
consolidated) financial statements as well as reports on the fulfilment of the obligations of the issuers o
bonds and the submitted reports of the trustees of bondholders was carried out.

In connection with the convening and holding ofjeneral meetings of the
shareholders/bondholders in 2016, 1048 documentary inspectiomsre made of the content and time
of the invitations and the attached materials provided to the FSC (announcement in the Commercia
Register) as well as the decisions taken by the general meeting and noted in the minutes submitted t
the Commission.

1 052 entries of circumstancesere made withan order of the Deputy Chair of the FSC in charge
of the Investment Activity Supervision Division in the public register kept by thee§&@ing the public
companies,SPCsand the other issuers of securities

Regarding the disclosure of interest in thequity of a public company, another issuer of
securities and aSPC 52 inspections were carried outluring the year of the information received
regularly from the Central Depository AD and the submitted notifications.

LY OAE GKS SYGNE Ayl 2596R21NEf $he RPutopeanPartiaimentiahd?of thed 9
Council of 16 April 2014 on market abuse (the Market Abuse Regulation in force since 3 July 2016) a
the Law on the Application of the Measures against Markéus® with Financial Instruments
(Promulgated in State Gazette 76 of 30.09.2016, in effect since 30.09.2016) repealing the then Law
Measures against Market Abuse with Financial Instruments as part of the regulated information, the
liable persons disclesl to the Commission and to the public inside information that is specific, that is not
publicly disclosed, relates directly or indirectly to one or more issuers of financial instruments or to one
or more financial instruments if its public disclosure cobhhve a material effect on the price of those
financial instruments or the price of related derivative financial instruments. The formal verification of
this information, part of which is also disclosed in the financial statements of public companiethand
issuers of securities, determines whether it meets the legal definition of inside information, whether the
order and the manner of its disclosure have been respected, including whether it has been appropriatel
disclosed both to the FSC and the pahli648 disclosures were made by the supervised entiti@gh
electronic forms for disclosure of inside information in 2@&t were analysed in the course afff-site
supervisionduring the reporting period. During the review of the disclosed infornraia assessment is
made of the need to check the compliance with the other special requirements of the law, for example:
compliance with the regime of large value transactions, market manipulations and misuse of inside
information, etc.

33 inspections wee carried outduring the reporting periodelated to the ongoing supervision
exercised by the FSC for compliance with the imperative provisions of the L&@3ts implementing
acts. The inspections include mainly review of the data in the submitted rtegulaformation, cross
checks to establish any administrative violations as well as lawful convening and holding of gener
meetings of the shareholders. ABIPCs and MCs were also checkesharding the compliance with the
conditions under which they werissued a licence. The presence of ftmmpliances serves as grounds
for revocation of the licence.

196 proceedings were opened during the reporting period for enforcement of administrative
measuresas a result of theff-site reviewof the annual and quaerly financial statements/notifications
of the financial status (individual and consolidated) of the public companies, other issuers of securitie
and SPCs submitted to the FSC and published by the media, the reports on the fulfilment of the
obligationsof the issuers related to bond issues and the reports given to the trustees of bondholders as
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well as related to the compliance with the legal provisions for convening and conducting GMS. In view ¢
the nonfulfilment of the enforcement of administrativeeasures and due to the absence of grounds for
terminating the proceedingsl09 decisions were issued obliging the supervised persons to bring their
activity in compliance with the lawby fulfilling the prescribed actions.

In connection with the processf compulsory collection of overdue fees for general financial
supervision,74 acts of the established public debts to the State (AEPDS) under the obligations for fees
for general financial supervision due for the previous years 2012 and 2013 were prepaneldsent in
2016 for compulsory collection to the NRA

After the LPOS was amended and supplemented (promulgated in SG 42/2016, in force as
03.06.2016) pursuant to Article 1e of the Supplementary Provisions of the LPOS, the provisions of
chaptersixd I ¢ 2y AYTFT2NXI A2y RAAO0f2adzNBE INB |faz2 | L
the Energy Act and the Water Supply and Sewerage Services Regulation Act by the Energy and Wate
Regulatory Commissiqgrthe state enterprises under Article 62,rpa3 of the Commercial Law and the
commercial companies with more than 50 per cent state or municipal participation in the equity which
do not meet at least two of the following criteria: average number of employees for the-ygato 10
people; carryig amount of the assets at 31 Decembarp to BGN/00 000; net sales revenue for the
year- up to BGNBO0O0OO. In this regard, the addressees of Article 1e of the Additional Provisions of the
LPOS are obliged to submit annual financial statementansith financial statements and quarterly
financial notifications/reports for their activities for the 1st, 3rd and 4th quarter of the y€&€ received
3011 such reports/notificationsn reporting year 2016.

Insurance

A new Insurance Code (IC) enteredo force on 01.01.2016 which implements Directive
2009/138/EC of the EP (the Solvency Il Directive) and introduces new rules both for insurers ar
reinsurers as well as for supervisors.

A riskbased approach is introduced for determination of the capigjuirements of insurers and
reinsurers. The solvency margin, which was applied as the main regulatory instrument for the solvency
insurers and reinsurers until 31.12.2015, is replaced by theafled

G{2ft @Syoe /[ FLAGIE wSl| ¢\ Saber& yCapitab RequitednenDig 16 Qekd Jato 2
account any quantifiable risks to which the insurer or reinsurer is exposed and to determine a sufficien
amount of capital required to meet all commitments undertaken under concluded insurance contracts.

Transition is made to principkased supervision with regard to the supervisory process. The
primary role of the supervisory institution is to evaluate, approve and eventually adjust these company
policies and to monitor their performance by insurers anchserers.

In the beginning of 2016, out of 44 insurers and 1 reinsurer on the Bulgarian insurance r@frket,
of them apply the Solvency Il regimend have a right of access to the European Union and the European
Economic Area market. These insurers ang' @idzZNENE O2Y L)X & GA0GK (KS 9dz
implementation of Solvency Il. Letters were sent to these insurers with guidelines regarding the dat:
they should provide to the supervisory authority and the reporting period for the first year dicagipn
of Directive 2009/138/EC and the subsequent periodic quarterly reports.

The other 6 insurance companies were issued decisions by the FSC for change in the statu:
under Article 37 of the Insurance Code, namely from an insurer operating under then@o rules for
access to the single market to amsurer operating under the rules for insurers without the right to
access the single market
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The off-site supervisionin 2016 is based on annual and periodic reports by insurers and
reinsurers, insurance gups and the Guarantee Fund, as well as on the required additional information
for certain areas of their activitie§.12 off-site document inspectionsof insurers, reinsurers, insurance
groups and Guarantee Fund were performed during the year. The redgievi@mation includes annual
and periodic reports and statements from insurers and insurance groups based in the Republic c
Bulgaria and submitted to the FSC in accordance with the obligations to report the supervisory body &
required by Implementing Rpilation (EC 2015/2450) arig9, para. 3 of the Transitional arféinal
Provisions of the IC.

To this endjn 2016, the data submitted by the insurance companies and insurance groups to
the FSC in respect of the first year of application of Directive 20@3/EC were provided to the
European Insurance and Occupational Pensions Authority (EIOPAg. implementation of the legal
provisions of the IC regarding the Minimum Capital Requirement and the Solvency Capital Requireme
was checked in 2016 in the coursé the ongoingoff-site supervision of the periodic reports and
statements submitted by the insurers applying the Solvency Il regime.

A review of the assets to cover the technical provisions of insurers ahtheir compliance with
the statutory requirements in respect of the types of assets and their structure waesrformedin 2016
in relation to insurance companies without right of access to the single marlket well as whether the
amount of the assets to cover the technical provisions corresponds @oathount of the technical
provisions set up to the last quarter.

Inspection was made of the sufficiency of the own fund$ companies without access to the
single market for coverage of the solvency margin/guarantee capital and for compliance with the
solvency requirements at the end of each quarter.

The off-site supervisionincludes averification of the sufficiency of the establishetechnical
provisions In connection with thedetermination of the amount provisionsfor incurred butreported
claimsunder Third Party Liabilitynsurance fomotorists, information on the amount and number of the
claims made and paid under the insurance, the value ofdéeelopmentfactors, the market share of
each company in the number of insured motor vehicles arel tttal market size of the provision for
incurred but reportedclaims isaggregatedand provided to the insurers at the end of each quartgy.
the end of each quarter of 2016 a check was made to ensure that there is compliance with the lege
requirementsto the method used to deterine the amount of the provisiordor incurred butnot
reported claims undefhird Party Liability insurance forotorists

In 2016, the reports on the results of the assessment of the aggregate solvency needs presente
by insures and reinsurers were also examined.

Participation was taken during the year in the meetings of the supervisory colleges of all the
insurance companies based in the Republic of Bulgaria and having their parent company in a Memb
State. Participation waalso taken in various quantitative market studies and questionnaires of European
supervisory authoritiesA quantitative and qualitative questionnaire was completed in connection with
I NIAOES T1717F -erwSdekabige meaBures any fheasurem equiy riské 2 F 5 A NE
2009/138/EC and sent to EIOP#s a result of the collection and aggregation of information from
insurers, reinsurers and insurance groups applying the Solvency Il regime.

In 2016,EIOPA conducted a stress test of the insurance seatothe EU involving 4 Bulgarian
life insurance companiesThe stress test is based on the Solvency Il standardsrgmatting. The
assessment of all data was atl January 2016. The aim was to assess the sustainability of the Europear
insurance sector i scenario of longi SNl f2¢ @AStR FyR | aR2dzmfS K
risk-free interest rate and the higher risk premium.
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3.1.1. FOCUS TOPIC: Review of balance sheets and stress test of insurers in Bulgaria

In order to guarantee the effective functioning of the financial system and due to the ne

ed to

ensure greater transparency of the transactions on the local financial market as well as in line with th

National Reform Programme (NRP) in implementation ¥EUJS HnAaun { GNIF GS3Ie

by F

the Transitional andrinalProvisions of the Recovery and Resolution of Credit Institutions and Investment

Firms Act (RRCIIFA ) the Financial Supervision Commission orgameiziesvaf the balance sheets of

insurers with the participation of independent external individuals and institutions with high professional

reputation.

The Stress Test exercisesvaverseen by a Steering Committee that includes representatives of
the FSC, the Ministry of Finance (Obseyvahe Bulgarian National Bank (Observer) and from
international institutions- the European Commission (Observer) and the European Insurance and
Occupational Pensions Authority (EIOPA; member of the Steering Committee). The FSC chose

consultant Regioal Consortium Ernst & Young (Ernst & Young) as Project Manager responsi

ble fo

drafting the methodology for balance sheet revietlvat was approved by the Steering Committee, and

for ensuring, in close cooperation with the Steering Committee, the harmomigptication of the review
methodology by the independent external experts performing teeiew and the similar treatment o
the companies subject to the review by the relevant independent extemaéwers.

Thereview of the balance sheets was carried out with the assistance of 7 independent ex
reviewers(IER), selected according to the criteria of tmeview terma of referenceas follows: Deloitte

f

ternal

Audit OOD, Bulgaria, DZZD GD Consortium Grand Thornton Bul@aeece, KPMG Audit SRL, Romania,

Mazars SA, France, Milliman SP. Z.0.0., Poland, PRICEWATERHOUSECOOPERS Audit OOD,
Towers Watson, The Netherlands.
Thereviews2 T G KS Ay a dzZNBN&r€cormlicted fyoid 35 JaK D BBiuntil the e
January 2017 and involved 49 insurance companies, including insurance groups and subgroups.
The main purpose of the balance sheetiewwas:

Bulga

nd

() Analysis of the insurance portfolio of each insurance company in order to establish the

liabilities under theinsurance contracts, to assess the adequacy of the technical provisions
Solvency Il and to make a reasonable estimate of the economic value of the relevant technical proj

() To make an assessment in line with the Solvency Il framework of fhe@iateness of
the principles of recognition and measurement applied to all assets and liabilities with part
emphasis on the assessment of the impact of the operations and transactions with natural pers
legal entities with close links to thesurer;

w ¢2 aasSaa GKS SFFSOUAQPSySaasz Ay fAYyS ¢
third parties arising from (re)insurance contracts concluded by insurers, including finite reinsu
contracts;

w To recalculate the prudential dicators in line with Solvency II (minimum cap
requirement (MCR) and solvency capital requirem&€R);

W ¢t2 NBOASG AyadZNENEQ NA&ala FyR LINRPOARS

weaknesses in the insurance sector, including passibhtamination of the rest of the financial sector

and the real economy.

under
vision

icular
ons C
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IranCe

tal

Ay
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The regulatory framework of Solvency I, in force since 1 January 2016, introduced higher
requirements for the insurance industry, as well as a different regulatory framefeorkeporting and

capit:

assessig risks. The full scope of the revigv¥ (G KS . dzf 3 NA LY Ay adz2NBENREQ

since the introduction of the Solvency Il regime provides a competitive advantage for the Bu
industry. The review enhancekd credibility of the industry and allows the companies and the FS
better target their efforts towards weaknesses.

The regime of Solvency Il and the International Financial Reporting Standards (IFRS) are s

gariat
Cto

tanda

based on principles and include theeusf judgement. In this regard, the Project Manager assessed the
situations in which the economic reality of similar transactions and events was not assessed in a

equivalent manner. This conformity assessment has been taken into account in the impleimemit

the follow-up measures.

t NA2NJ G2 GKS O2YLIX Al yOS LINErOERszOWed ah agyisdatedi y

Solvency Capital Requirement (SCR) of%%hd an aggregated Minimum Capital Requirement (MC
308% for the companies ablo level. After the compliance checks carried out by the project mana
the aggregate SCR is 157% and the aggregate MCR is 313% for compsuieleat!, the SCR for th

non-life insurance sector 147% and MCR333%, for the life insurance sector the SE€ER35% and the

MCR- 238%. The SCR for groups/subgroups is 107% and MCZ%, and all of these values are abc
the prudential requirements.

As a result of the balance sheet review carried out in 2016, the FSC has obliged 44 insu
groups to repot the results and findings of independent external experts in the Solvency Il quanti
reporting templatesby 30.06.2016 (under Commission Implementing Regulation gBW%/2450 of 2
December 2015). The Deputy Chair of FSC in charge of the Inser&ugervision Divisionssued 43
CAMs ordering the insurers to fulfil by 31.12.2017 the recommendations with regard to the sybt

governance in the report based on the revigvF (G KS O2Y LIl yeéQa ol y(C

external expert.

ThereviewoftK S Ay adzNENBEQ o6l fFyOS aKSSGa ¥F2dzyR
of the eligible own funds covering SCR and/or M&R30 June 2016. Of those companies w
established deficits on 30.06.2016. 7 insurers have taken the necessary stepsetisetheir own funds
to the required level in accordance with the results of the balance sheet review. These are A
Insurance JSC, Bulgaria Insurance JSC, Euroins Health Insurance EAD, Insurance Company £
Insurance Company BUL INS AD, brste JoiniStock Company DallBogg:Life and Health AD
Insurance Company CCB LIFE EAD. These actions include raising capital, attracting subordinated
selling financial instruments.

Another part of the other companies have also taken actiong teve led to strengthening @
their capital base, although this is not yet sufficient. As a result, the FSC took supervisory m
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following an assessment of the follewp actions to restore the solvency of Trade Union Mutual

Insurance Caperative - TUMICQ Insurance Company Euroins Life EAD, IC Nadezhda AD ari
Insurance Company Saglasie AD obliging them to implement a coercive administrative measuré
one month from the date of receipt of the decision in order to prepare and submit to tkleeFShor
term schemefor restoration of the eligible own funds to a level providing coverage of the Minin

nd Lif
5 with
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Capital Requirement, respectively of the guarantee capital. The Minimum Capital Requirement sh
covered within three months fromthe date @2 YLJ SG A2y 2F GKS Ay adzNBN

Every insurer is required to submit to FSC progress reports setting out the measures tak
the progress made to meet the Solvency Capital Requirement by the end of 2017, taking advan
the transiion period to comply with the Solvency Il regime.

The FSC organiza stress test of the insurers arlde reinsurers on the basis &0, para. 4 of
the Transitional andrinalProvisions of the Recovery and Resolution of Credit Institutions and Invesi
Firms Act. The stress test was conducted by Ernst & Young on the basis of input data and infg
received from the participating (re)insurance companies. The stress test was conducted for 42 s
(re)insurance companies in addition to 7 groupsrejifisurers operating on the Bulgarian market.

The basis for the stress test were the adjusted balance sheets (i.e. the final adjusted &
sheets after the review and prepared in compliance with the requirements of Solvency Il) ar
quantitativeNBS LI2Z NI Ay 3 GSYLX FGSa ovweov o6 aSR 2y (GKS
sheet. Ernst & Young assessed the resilience of the (re) insurance entities under the stress test g
specified by the Stress Test Methodology provided by the EBnst & Young assessed the compliang
0KS ONBUOUAYAdzZNI yOS O2YLI yASaQ 2¢y TFdzyRa F2f f 1
(SCR) for each of the scenarios.

The purpose of the stress test was to assess the sustainability of tharBualgnsurance sector b
means of market shock scenarios (simultaneous shocks abugavariables) and insurance sho
scenarios (three predefined scenarios for Ada insurance enterprises including one factor and ¢
predefined scenario for life insance enterprises).

The scenario presents an extreme situation caused by two events, in particular a rapid incr
the yield of all government bonds in the EU countries coupled with a fall in th&eisknterest rate.

The insurance stress test wasnclucted separately from the stress test on the market in orde
assess the adverse outcomes in several independent scenarios. Three scenarios involving one f
defined for nonlife and reinsurance companies:

() Earthquake;

W Flooding;

() Stress tesof lack of reserves portfolio Motor Third Partyand Other NorLife Insurance
Business Lines.

One scenario is set for life insurance companies and reinsurance compéan@gevity Stress.

The results of the stress test show that for the majority ofjifreurance companies there is
coveragéexcess of the assets over the liabilities under the baseline scenario. The aggregate
coefficient for the insurance market is 145%, while the aggregated MCR ratio is 295%.
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Theoff-site supervisiorof supplementary pension insurance is carried out in two main directions

daily and periodic supervision. Monitoring is also carried out on the PIC websites.

The daily supervision is effected on the basis of daily reports received tihe PIC and the
custodian banks on the activities of the SPIF. 7,056 daily inspections were carried out in 2016. TI
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inspections monitor the legality of the transactions concluded with the assets of the pension funds, the
compliance with the legal restions and prohibitions on the investment of the assets of the funds, the
ratio of the investments in individual types of financial instruments to the assets of the pension funds,
the investments held in one issuer, the method of assessment of the assthair proper reporting by
GKS tL/& YR Ay (KS Odzzali2RALY o6Fy14a4Q NBIAAGSNE
of the investment fee and the fee from each contribution to the supplementagndatory pension
insurance funds, the chge in the value of the net assets, the correct determination of the number of
shares corresponding to the amounts received and withdrawn and the correct calculation of the value o
one share.

Periodic supervision is carried out on the basis of monthlyrtgdy and annual financial reports
and statements on the activities of the PIC and the SPIF managed by Ahtatal of 486 inspections
were carried out in 2016including 122 inspections of the submitted financial statements and reports on
the activitiesof the PIC and 364 inspections of the submitted financial statements and reports on the
activities of the SPIF. The statutory and general financial indicators for the activity of the PIC and the SF
are calculated and analyzed on the basis of the infdiomain the financial statements and reports. The
statutory indicators are used to monitor the lawful implementation of PIC activities on a monthly basis.
The statutory indicators are capital adequacy of PIC, liquidity of PIC and SPIF, deducted invieetment
for PIC from VPF and VREh occupational schemes, management fee from the insurance contributions
of VPF and VPWFith occupational schemes, a reserve to guarantee the minimum yieldMd#?IS The
growth of assets and insured persons in the SPIFjmhestments and the profitability of the pension
funds are analysed on a monthly basis. The general financial indicators are calculated and analysed on
annual basis. These indicators are related both to the activities of the &iQity, assets, incomand
expenses of the PIC, as well as to the activities of the-@B#ets, participants, investments, profitability
and income of the pension funds.

a2yiKfe AyalLlsSoOdirzya 2F (GKS tL/aQ sSoaAriaSa
compliance with therovisions of the SIC and the Requirements to the content of advertising and written
information materials of the pension funds and the pension insurance companies. The checks did nc
find any significant deficiencies or inconsistencies. The publicatianfarmation on the volume and
structure of investments by types of assets and issuers of financial instruments is also checked on
regular basis (10th day of the month following the respective quarter).

During the year the FSC monitored intensively fhdividual financial instruments in SPIF
portfolios, the receivables from investment properties as well as the capital adequacy and liquidity of
some PICs.

3.1.2. FOCUS TOPIReview of the assets of the pension fundsin Bulgaria

In May 2015, the Council dflinisters adopted an update of the National Reform Programme
aiming to improve the coordination of the economic policies in the European Union. It containgd the
commitments of the government in relation to individual policies including for thelemkingfinancial
aSOUG2N®» LYy AYLISYSyGalraAz2y 2F GKS LINRBPBINIYYS ||yl
Provisions of the Recovery and Resolution of Credit Institutions and Investment Firms Act, adapted |
August 2015, a review of the assets of thenpion funds was carried out in parallel with the review of
0KS AyadaNI yoS O2YLIYyASaQ olflyOS akKSSiao

¢tKS {G0SSNAY3 /2YYAGGSS o6{/ 0 20SNRAlI 8 (GKS -pK?2
from the preparation to the announcement of the results. A#cisions of the FSC regarding the
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organization, monitoring and control of the review process were taken in full compliance wit
decisions of the SC

The asset review was carried out with a reference date 30 June 2016 in accordance
methodology @veloped by the Project Manager Regional Consortium Ernst & Young and appro
the FSC. On the basis of predefined criteria were determined the independent external experts
Audit SRL, Romania, PRICEWATERHOUSECOOPERS AUDIT OOD, Bulgariasaizd®DB, Butgaria

h the

with

ved b
KPM
L,

which performed valuation of the assets of the pension funds as at the reference date and carried ou

other procedures under the review as set out in the methodology. The review of the assets covere
supplementary mandatory peri insurance funds (universal and professional) and all 9 suppleme
voluntary pension funds. The voluntary pension funds witicupational schemes did not participate
the review.

The main objectives of the review of the assets were:

w @S NR Feth@ lthéra grg/preiSent the assets of the pension funds, kept by the custc
banks;

w PlLidzd GA2y2F (GKS |aasSia Ay (GKS LISyairzy
Ordinance 9 of FSC of 19.11.2003;

w OKSOlAy3d ¢KSUGKSNDfh& Behskn fundsSin skoyirifies as8u¥dSoy pai
NBfIIGSR (2 GKS LISyaAizy Ayadz2NI yoS O2YLIlye YI
of the Supplementary Provisions of the Social Insurance Code;

d all 1
ntary
in
dian

T d.

ies

YA

WNBGBASE 2F (KS N adcdodand Withthe yravisiang of ThdzgpBliaable lggal

framework and further identifying the main risks that were not captured or not fully captured by
legal framework.

The independent external experts carried out the review of the assets of the @emsnds in
communication with the project manager and presented final reports on the funds they had reuvic
Based on the adopted methodology, the reports contain a description of the procedures perforn

the

swed.
ned in

the course of the review, findings and recommg&tions regarding the corporate governance, the

internal control and the accounting policy; conclusions on the reliability, quality, sufficiency
relevance of the data provided by the pension insurance companies, valuation of the assets
pensionfunds; assessment of the risks in the sector and checks for investments in related parties.

CKS NBOGASga 2F LISyarzy TFdzyRaQ laasSaa G221
NBadzZ G6a 2F GKS NBGBASE 27F LIS Febiuaw201¥ deyh&fared of (féll &
aggregated) reports prepared by the project manager on the basis of the final reports of the indepe
external experts on the individual pension funds.

Main conclusions and results from the review of the asseth®pension funds:

and
of thi

L.
g a
rnden

W The assets of the pension funds are present and are kept by the custodian banks ir

accordance with the statutory requirements;
w There are no deviations from the applicable regulatory framework with respect ta
check for investmerstin parties related to the pension insurance company managing a pension fun
W ¢ KS NXI dzA NB Y Sy (Da&f the FSChnNdR soyirbeyofQtte vauation of the as
and liabilities of the pension funds are generally complied with;

the
;
sets
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w No problems havéeen found regarding the compliance by pension insurance companies
with the quantitative restrictions for the respective categories of pension fund investments set out |n the
Social Insurance Code;

W The independent external experts propose adjustmentgafiotg BGN 33 million or 0.3 p
cent of the assets of the 27 pension funds checked as at 30 June 2016. The proposed adjustmer
concern two categories of assets owned by some pension fundsestment property and bonds
(corporate and municipal).

As partof the follow-up undertaken by the FSC, all pension insurance companies were required to
submit a Programme for implementation of the recommendations given in connection with the
completed review of the pension fund assets as at 30.06.2016 that is tpgreeed by the management
body of the pension insurance company and to contain the specific actions that the company will take t
Implement the recommendations given on all topics of the review report

(D
—_

3.2.Onssite inspections

The onsite inspections are amssential part of the ongoing supervision by the FSC of the non
banking financial sector in accordance with its mandate defined under the Bulgarian and the Europe
legislation. The osite inspections consist of a set of actions to investigate, analydecaaluate data,
facts and circumstances that can not be detected and verified in the framewa¥-site supervisionn
order to establish the lawfulness of the activities of the supervised entities, to identify and reduce th
level of the risk and to @ply good market practices to protect the interests of the investors and the
insured persons.

The FSC has established and operates a mechanism for annual planning of inspections on the &
of which the companies are categorized according to specifier@itThe inspections are divided into
scheduled and unscheduled (extraordinary) inspections, and in terms of their scope they can |
comprehensive (complex) or thematic. Depending on the officials who carry them out, they can &
independent, parallel angbint. Extraordinaryon-site inspectionsare carriedfinecessitatediue to specific
circumstances established in the course of tifésite supervisioror in connection with complaints and
alerts received. The thematic inspections focus on and analysafigpdirections of the activity of the
inspected person while the complex inspection examines its overall activity. The inspections of o
supervised entity performed by experts from one of theisionsof the FSC are independent inspections
as opposedd the parallel inspections that are carried out simultaneously in several entities by a group c
employees in one or severaiviionsof the FSC. The joint inspections are carried out by FSC employee
together with other control bodiesEuropean or Bulgan (SANS, BNB, NRA, etc.).

Particular attention was paid in 2016 to inspections of companies for which there were doubts an
evidence that they provide investment services and carry out investment activities without a licence ¢
well as to inspections ol KS O2 YL Al yOS gAGK (KS NBIBERNS WSy (i
European Parliament and of the Council of 4 July 2012 on OTC derivatives, central counterparties
trade repositories. In addition to monitoring the compliance with the legistatima capital markets, the
priorities of the FSC and its structural units ingte inspections during the period include compliance
with anti-money laundering requirements.

Investment intermediaries, Central Depository and regulated markets
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In 2016, six extra inspections of companies suspected of providing investment services and
carrying out investment activities without a licence were initiate@©ne of thes@n-site inspectionsvas
necessitated because of the multiple complaints and alerts receiven fooeign citizens. The inspection
did not find performance of investment services and activities on the territory of the Republic of Bulgaric
but after its completion signals were sent to the State Agency for National Security, Sofia Distric
t NP & S (ndfzde2antBafia Directorate of the Ministry of Interior in connection with suspected fraud
and money laundering. Another of the six extraordinary inspections was carried out jointly with the
bodies of the SANS and Sofia Directorate of the Ministry @fibrt The police authorities seized the
O2YLI yeQa aSNWBSNB FyR (KS NB@GASgs G4S+HY 2F C{/
were included in another inspection and the same were analysed in relation to an administrative
measure imposed on amvestment intermediary with a revoked licence to settle the relations with its
customers.

Two thematic inspections of investment intermediariegere carried outpne of which concerns
the compliance with the requirements of the LMML and the LMMtotal d 16 recommendations were
made under the two inspections. 19 inspections on the compliance with the requirements of Regulatior
0 9/ 648/3012 of the European Parliament and of the Council of 4 July 2012 on OTC derivative:
central counterparties and tras repositories, and in particular with the deadlines and manner of
reporting of the concluded derivative contract by the investment intermediaries under Article 8, para. 1
of the MFIA, some of which were opened in the previous year, were completed in PBd&ompanies
subject to these inspections are all investment intermediaries under Articl 8, para. 1 of the MFIA. 4 act
of administrative violations were drawn up and 1 recommendation was made in the course of the
inspections,

A comprehensive inspectioof the Investor Compensation Fund (ICF) was carried out during the
reporting period to establish the compliance with the provisions of the Law on Public Offering of
Securities and the Regulations for the structure and activity of the ICF, and two recalatiosis were
made. The inspections found expired mandates of two members after which the necessary appointment
were made.

Collective investment schemes and management companies

The inspections examine and analyse on the one hand the organization aefctivéies of the
management companies (MC) and the collective investment schemes (CIS) managed by them and, on 1
other hand, their activity with regard to the contractual funds (CF) organized and managed by them i
order to ensure compliance with the plicable capital market legislation. The issues related to the
capital adequacy and liquidity of the MC, the relations of the MC with the depository and the investment
intermediaries, the determination of the net asset value, the issue value ancettempion price of the
shares of the CIS, the valuation of the assets in the CIS portfolio, the saledmmaptionof units of the
CIS, the structure of the assets and liabilities of the CIS, as well as the reporting of CIS are examinec
detail. With regardo the MC, providing additional services under Article 86, para. 2 of LACISOCIU, th
inspections include examination of the management of portfolios of investors and the provision of
investment advice. Particular attention is paid also to the compliantie the Law on Measures against
Money Laundering (LMML) and other relevant regulatory acts.

1 inspection of an MC and the 10 CIS managed by it was opened during the reporting period.
The inspection was extraordinary and thematic in nature, carried out fhynwith another specialized
body of the executive authorities Subject of the inspection was the compliance of the MC with the
legislation in the field ofanti money laundering. The relations with the distributor of CIS units, the
internal rules, policieand procedures of the MC, the identification and assessment of the risk profile of
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the clients, the origin of the funds, the transactions executed and the counterparties to them were
examined for that purpose. The inspection was not completed within épenting period.

Public companies, special investmeptirposecompanies and other issuers of securities

Theinspectionof the activities of the special investmeptirposecompanies ($C) covers, on the
one hand, the activity of a company as a specific type of joint stock company licensed under the Spec
InvestmentPurposeCompanies Act to perform a particular type of activity, namely securitisation of real
estate or securitisation ofeceivables. On the other hand, thespectionexamines the fulfilment of the
obligations of the $C as a public company (PC) and in this sense it encompasses both the complianc
with the SPCA and with the LPOS, the regulatory acts for its implementatnahthe LMMAFI (repealed
with Article 3 of the Transitional aninalProvisions of the LAMMAFISG 76 of 30 September 2016, in
force as of 30.09.2016). The relations with the servicing companies and their activities, the relations wit|
the depository lank, the investments made, the sources of financing of the activities of @, 8ie
distribution of profits, the storage and the investment of free funds, the disclosure of regulated
information, the costs for management and servicing of the company,dibligations to hold general
meetings of the shareholders as well as all internal documents and contracts concluded by the compar
are analysed in the course of the inspection of tHeCSI

Extraordinary inspections of public companies are carried outnmmethe course of ongoing
supervision there are problems that can not be clarifetisite. An object of such inspection is usually
the compliance with the provisions of the LPOS and the statutory instruments for its implementation.

2 plannedcomprehensve inspections of B°Cs and their servicing companies were opened and
completed during the reporting year thainspectedthe whole activity of the supervised entities in the
last 2 years.l procedure for issuing an individual administrative act, which endevith issuing a
decision for enforcement of a compulsory administrative measure, was opeirettlation to one of the
inspectedSPCs. The compulsory administrative measure relates to established grounds for repayment o
the amount paid by the BC undera contract concluded with a third party. The compulsory measure is
enforced.Grounds for withdrawal of the licence for operation under theP&IA were established with
regard to 1 of the SICsinspectedduring the periodand the relevant actions were also taken in this
respect.

Apart from this,one comprehensive and extraordinary inspectioof a SIPC and the company
servicing its activity was opened and ended.

In 2016, the work omne extraordinary thematic inspectiorof a public company opened in 2015
continued and was completed during the reporting period.

Grounds for makin6 recommendationswvere established as a result of the -site inspections
of SPCand Pnesignalg I & FAf SR (2 (KS githeRepoiogdzéridd\idtake o A C
within its jurisdiction. As a result of the inspections, a total36f acts of established administrative
violationswere executed during the reporting period.

Insurance

Three onsite inspections of insurance compass were completedn 2016. This does not include
the reviews of the balance sheets of all insurance companies with reference date 30.06.2016 organize
by FSC with the participation of the European Insurance and Occupational Pensions Authority (EIOF
and performed by independent external experts of high professional standing.

Insurance companies
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The onsite inspections of insurers in 2016 coveredeplanned inspection of an insurance
company opened in 2015, one thematic inspection of an insurance compalsg opened in 2015, and
a second thematic inspection opened in 2016
The panned inspection of an insurer wacomprehensive and cows the following areas of
activity of the inspected entities:
1 verification and assessment of the amount of thetsbalishel technical provisionsand the
financial position;
1 verification of the data presented in the regular reports and statements
1 assessment of the sufficiency of the provisi@stablished for reported but not settled claims as
well as for incurred but not repaed claims
The scope of one of the thematic inspections covered the payment of insurance benefits unde
compulsory Third Party Liability insurance of motoristsin case of events occurring outside the territory o
the Republic of Bulgaria.
The secondhematic inspection concerned the compliance with the LMML and its implementing
rules and includes an examinatiorn of
1 the registers under Article 8 para. 1 of the LMML,;
the internal rules for anttmoney laundering measures approved by SANS;
notifications to SANS regarding identified persosaspected of money laundering;
compliance with the procedures for identification and verificatiasf company client data;
company structure showing the person responsible for the compliance with internal rules;
1 examinaton of a threeyear programme for antimoney laundering measuresnder Article 33
para. 1, point 5 of the IC.

E N N

Insuranceintermediaries

In 2016 ,a total of 810 inspections of insurance intermediaries were carried quiff-site and on
site. 33 inspectionf allinspectionsduring the reporting periodre onsite and based on signals, 16 are
general inspections and 17 are thematic inspections

777 off-site documentary inspections were performed on the basis of the regular reports and
statements submitted tahe FSC.

The general inspections of the activity of insurance intermediaries include monitoring of the
compliance with the requirements of the IC and its implementing instrumerdsd prevention of
offences, checking the distribution of insurance produatsl the persons offering and comparing such
products. The compliance with the requirements to guarantee the activity and the deadlines for
reporting the insurance premium collected by the intermediaries is monitored. The scope of #iteon
inspections ofinsurance intermediaries in 20liGcludes also inspection of the compliance with the
requirements of Article 301, para. 2 in connection with contracts for assignment of insurance
mediation and the requirements of Article 306, para. 1 of the Insurance Qodguarantee the
performance of the obligations of the intermediary to transfer the insurance premium paid to it and
intended for the insurer or to transfer to the beneficiary of insurance services the insurance benefit paic
by the insurer.

The deadlinegor transferring the collected insurance premiums from the intermediaries to the
insurers were checked within the scope of the thematic inspections of insurance intermediaries ir
connection with the offer and conclusion of compulsdtyird Party liabilitynsurance ofnotorists
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32 acts were drawn up for 33 administrative violatioisund as a result of the above inspections
of insurers and insurance intermediarieghere 24 violations of insurance intermediaries resulted from
delayed reporting or lack ofeports.

Supplementary pension insurance

A total of 15 onsite inspections were opened in 2016, 14 of which were carried out in whole
and were completed during the reporting period with service of statements of findings.

General planned inspectionsf the activity of the pension insurance companies (PIC) and the
supplementary pension insurance funds (SPIF) managed by wesm opened also in the 9 licensed
PICs The inspections of 8 pension insurance companies were finished and only one of thalgener
inspections was continued in 2017. During the reporting year were also perfodnedematic
inspections of the PICTwo inspections of the custodian banks of the SPIF were carried out together
with the Banking Supervision Department of the BNB

With the general onsite inspections the supervision covers all major activities that the pension
insurance companies carry ouBK S01a 2F GKS YIyF3aSYSyid FyR 2NH
condition of PIC and financial reporting; organization of aesgEnagement and risk management; setting
up and maintenance of pension reserves in the company; contractual relations with the custodian ban
the investment intermediaries and the investment consultant; activities of the insurance intermediaries
organiation and operation of the internal control service; changing the participation and transferring the
funds of insured persons from one supplementary pension insurance fund to another; provision
information to insured persons. In the case of supplementpension funds, the general inspections
cover: structure of the investment portfolios of the SPIF; transactions for investment of the assets of tf
SPIF; receivables and payables related to investments of the SPIF and their proper accounting in
finandal statements; compliance between the system of internal rules and procedures for makins
decisions for investing the funds of the SPIF and the practical execution of this activity; subseque
assessment of the assets and liabilities of the SPIF; conédactlations with insured persons and
pensioners; obligations and payments to insured persons and pensioners.

In the case of thematic inspections, the supervision is limited to one or several separate lines of tl
activity of the pension insurance compasi€l'he object of supervision in the course of the four thematic
in-site inspections carried out in 2016 are the activities related to:

1 compliance with the statutory provisions on the investments, receivables and liabilities of the
SPIF minimum return gueantee reserve at BPIF; compliance with the statutory provisions on the
selection of a fund for supplementamgandatorypension insurance;

1 compliance with the statutory provisions on the financial condition of the Plk&pital base and
minimum liquidity;

1 compliance with the statutory provisions on the minimum tern guarantee reserve in the
SMPIE

1 compliance with theLaw on Measures against Money Laundering (LMNILhe inspection was
carried out jointly with employees of the Specialized Administrativedirate for Financial Intelligence
of the State Agency for National Security).

A total of 94 recommendations were mad the findings reports as a result of the general and
thematic inspections to the management bodies of the pension insurance companiggprove their
activities and to protect the interests of the insured person85 recommendations were given as a
result of the general planned inspections of PICs, andsGa result of the thematic inspections. The most
frequently given recommendati@are focused on the following activities:
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1 investment activity to compare the achieved results with the investment objectives; to
undertake specific targeted actions for the management of the properties owned by the pension funds ir
order to generate reveues and to increase the return on investment in real estate; to undertake timely
actions to receive the payments due from the SPIF for investments in financial instruments, as well as tt
interest for overdue payments;

1 risk management to organize reguladocumentation of the comparison of the measured
investment credit risk of the SPIF portfolios based on the methods applied by the company that verifie
the compliance with the requirement of Article 179c, para. 4 of the SIC; further improvement of the
credit analyses of issuers that have deteriorated financial performance with proposals for specific action
in order to maintain the credit risk of the respective fund at an acceptable level; to review and discus:
the levels of individual risk categories irder to adopt measures to prevent or mitigate the risks;

1 internal control: to give specific recommendations for improving the organization of operations in
the respective company; to continue the practice of performing systematic checks of the compliance
with the voluntary principle when a supplementanandatorypension insurance fund is selected.

No violations of statutory acts on supplementary pension insurance were found during the
inspections of the two custodian banks. A total of 8 recommendationseweade in the prepared
reports aimed at improving the custodian activity and enhancing the quality of the control exercised ovel
the lawful investment of the SPIF funds.

3.3.Law enforcement

In 2016, with regard to the investment community, the number of actef established
administrative violations (AEAVs) was reduced by half (272 AEAMs)pared to 531 AEAVSs in the
previous year. Most of the violations are related to the activities of the public companies (PC) and othe
issuers of securities, special invesimh purpose companies and investment intermediaries. This
decrease is due to the efficient supervision exercised by the FSC as well as to the preventive effect of t
sanctions imposed in previous reporting periodike total amount of the penal warrantsRW) enforced
in 2016 is BGN 259900, and BGN 20 000 of that amount is due under 2 PW issued by the FSC Cha
under the SPCA. The majority of the penalties in the total amount enforced in 2016 is related tB\We
(194)issued and entered into force iR016, amounting to BGN 379500.

Penalties with total amount of BGNOB6500 were imposed with the PW (296) issued in 2016, of
which 76 PW imposing penalties with total amount of BGN3#Y are under appeal. Six of all PW issued
with regard to the invetment community in 2016 are issued by the Chair of the FSC for violations under
the SPCA and total amount of BG®0 000. Four of them are appealed and the legal proceedings have
not finished yet. 71 PW for violations related to the activities of PCoéimer issuers of securities, F&l
and investment intermediaries and MC with total amount of BGN4®were revoked in 2016.

A total 0of118 complaints were received against acts of the Deputy Chair of the FSC in charge of
the InvestmentActivity Supervison Divisionin 2016. 100 of them are against PW and 18 are against
individual administrative acts. Seven complaints against PW were received from investmen
intermediaries and 93from public companies, BT and other issuers of securities, includinga@®bMC.
Fifteen complaints against individual administrative acts were filed by public compar€saisl other
issuers of securities, and 3 complaints were filed by investment intermediaries.

In 2016, the opened and respectively enforced administrativeasares with respect to public
companies, $IC and other issuers of securities relate mainly to the disclosure of regulated information
(196). Proceedings for the enforcement of coercive administrative measures were initiated both as :
result of nonfulfilment of obligations under CAM and the lack of grounds for terminating the
proceedings (109 decisions for implementing CAM) and as a resultsfeoimspections (1 CAM).
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509 AEAVsvere issued in 2016 persons subject to supervision by the Deputy Chairthe FSC
in charge of the Insurance Supervision Divisiddne act was issued to a legal entity operating as an
insurance agent without being entered in the register under Article 30, para. 1 of the Financial
Supervision Commission Act. One AEAV waeddsua legal entity that was not entered in the register
under Article 30, para. 1 of the FSCA and did not have a licence to provide payment services and h
infringed the prohibition to accept insurance premium payments.

A total of 688 administrative oftnces were establishedavith the acts issued in 2016, aride
acts were served in accordance with the provision of Article 18 of the Administrative Offences and
Penalties ActThe violations were found in the course of examination of complaints of usénswfnce
services and signals given by natural or legal persons, as well as during inspections of the activities of 1
persons supervised by FSC.

A total of 344 penalty warrantsvere issued in the field of insurance supervision in 2016, setting
out and mposing pecuniary sanctions and fines to persons supervised by thefoFS@lations
committed under the ICand its implementing acts, argD PW were issued by the Chair of the FSC for
obstructing the Commissionijts bodies and duly authorised employees its administration in the
exercise of supervisory powersidlation of Article 32 of the FSGAThe total amount of pecuniary
sanctions and fines imposed in 2016 is BGN4000, of which BGN 3800 was imposed by the Chair of
the FSC under penalty wants.

The total amount of thgecuniary sanctions and fines under the PW issued by the Deputy Chair
of the Financial Supervision Commission in charge of the Insurance Supervisigidd and enforced
in 2016 is BGM 363100.The main part of the amounBGN 1246100)s formed by enforced penalty
warrants resulting from the administrative and penal liability of dib® insurance companie8 PW
issued by the Chair of the FSC to penalize +ifeminsurance companies were enforced the reporting
yearand pecuniary sanctions with total amount of BGN) 000 were imposed on the same companies
due to violation of Article 32 of the FSCA.

Tablel18. Enforcement in 2016

Executed | Issued Value of Proceedigs Decisions for
AEAVs | PW* enforced opened under | implementati
PW** (BGN) | CAM on of
CAM***
Investment intermediaries, 20 18 312,000 7 3
CCP, BSE and other entitie
CIS, MC, BC, PC and other 252 272 2127 900 197 110
issuers
Nonrtlife insurance 490 349 1256 100 35 14
companies
Lifeinsurance companies 3 2 8,000 - -
Insurance brokers 13 6 106,000 10 10
Insurance agents/persons 3 5 2,000 - -
acting as insurance agents
without being entered in the
register of the FSC
Guarantee Fund, NBBMI - 2 1,000 - -
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Pension insurance 15 21 303,100 - 7

companies/their

representatives

Other legal entities and 1 1 5,000

physical persons
Notes: *The number of PW issued in the reporting year includes both PW issued on the basis of AEAV of the same year &
PW issued on the basis of AE&Mhe previous year. This is due to the fact that the deadline for issue of a PW is 6 months
after the date of issue of an AEAV according to Article 34, para. 3 of the Administrative Offences and Penalties Act. **Tt
amount of the enforced PW in 2016 Indes also the PW issued in previous periods. ***A decision to enforce a CAM is taken
in case the companies fail to comply with the opened proceeding to enforce a CAM. The provisions of the APC are not appli
to the explanations and objections of the imésted parties in case of enforcement of a CAM under the SIC.

15 acts of established administrative violations (AEAM) provisions of the Social Insurance
Code (SIC) were executed in 2026.penalty warrants were issuedith fines and pecuniary sanctien
amounting to BGR50900. The comparatively small number of the compiled AEAVs and the issued
PWs is due to the preventive effect of the fines and sanctions imposed during the previous reporting
periods which have educational, warning and dissuasiveeffie the persons.

All PW issued in the year under review were appealed, and the FSC did not receive ar
information until the end of 2016 regarding enforced penalty warrants issued in the same year. 31
penalty warrants issued in previous yeamstered into force in 2016 and the fines and pecuniary
sanctions imposed with therotalled BGN 303.00. One of these penalty warrants, for the amount of
BGN 2000, was issued by the Chair of the FSC for violation of Article 32 of the FSCA.

7 coercive administrativeaneasureswere applied to pension insurance companies during the
reporting period. With three of the applied coercive administrative measuttes,pension insurance
companies were obliged to accept applications for change of participation of insured pessand
with another four - to suspend violations of SICThe coercive administrative measures were
implemented by the pension insurance companies within the set deadlines.

A total of 25 complaints were received against acts of the Deputy Chair of the R@drge of
the Social Insurance Supervision Division2016. 21 of these are against issued penalty warrants and 4
against issued individual administrative acts for application of coercive administrative measures.

Investment intermediaries, CentrdDepository and regulated markets

There was a certain change in the type of violations related to the activities of investment
intermediaries in 2016. The violations related to the submission of the statutory information to the FSC
prevailed during the rep NI Ay 3 LISNA2ROLYFNAYIASYSyida NBfIlGSR
0Nl yalrOQiAazya O2y Ot dzZRSR 2y UGKSANI | O02dzyd Ay GfF
reporting period.

Tablel9. The most frequent violatias in the sphere of II, CCP and BSE in 2016

Type and basis of the violation Executed | Issued PW*
AEAVs

The investment intermediary did not enter a transaction with derivative 4 0

the transaction register (Article 9(1) of Regulation No 648/2012)

The investment intermediary does not submit to the FSC a mon 2 6

statement of client assets (Article 77n, para. 12 of the LPOS)

The investment intermediary does not inform the FSC about changes ¢ 2 4
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persons under Article 39, para. 1 and 2 of Ordinance38l and of the
investment consultant (Article 85, para. 1, point 7 of Ordinanc&8)o

Note: *The number of PW issued in the reporting year includes both PW issued on the basis of AEAV of the same year and |
issued on the basis of AEAV of fhrevious year. This is due to the fact that the deadline for issue of a PW is 6 months after
the date of issue of an AEAV according to Article 34, para. 3 of the Administrative Offences and Penalties Act.

Collective investment schemes and management comies

The body imposing an administrative sanction issued a decision in 2016 2iii&ffor violation
of Article 51 of the LACISOClIbe MC did not bring its assets in compliance with the investment
limitations, and 1 PW for violation of Article 106, parh point 1 of the LACISOCIU, the MC did not
notify the FSC about the delegation of functions and actions to a third party under Article 86, para. 1 o
the LACISOCIU.

Public companies, special investmeptirposecompanies and other issuers of securities

During the reporting period there wasdecrease in the overall violations committed by public
companies and issuers of securities, while the type of violations remained unchandegignificant
number of the violations found includes failure or delay gobmit regulated information. Another
important part of the violations relates to the ndnlfilment of the administrative coercive measure
(CAM) applied under Article 212 of the LPOS, the failure to convene a regular annual general meeting
shareholdes (GMS) within the statutory period.

Table20. Most frequent violations in the sphere of PC P8l and other issuers of securities in 2016

Type and basis of the violation Executed | Issued PW*
AEAVs

No submission or delayesibmission of annual and/or quarterly financial
statements on the activities of the PC and the issuers (Article 31, para. 45 49
Ordinance N@ and Article 100n, para. 1 of the LPOS)

Non-compliance with an applied CAM under Article 212 of the L(A@Ble

221, para. 6 of the LPOS and Article 221a, para. 1, point 2 of the LPOS 45 &

No submission or delayed submission of consolidated annual and/or
guarterly financial statements on the activities of the PECSind the
issuers (Article 31, para.d3 Ordinance N@, Article 100n, para. 2 of the
LPOS and Article 40 of OrdinancedNo

40 59

Failure to convene a regular annual general meeting of shareholders b}
end of the first semester of 2016. Failure to present the invitation and tf
materialsthereto on the website of the company and to the FSC (Article
115, para. 1, para. 4, para. 5 of the LPOS)

30 34

Failure to present the minutes from the GMS to the FSC and the public
following the statutory procedure and time limits (Article 1paragraphs 28 16
1, 2, 3 and 5 of the LPOS)

Note: *The number of PW issued in the reporting year includes both PW issued on the basis of AEAV of the same year and |
issued on the basis of AEAV of the previous year. This is due to the fact that thenddadissue of a PW is 6 months after
the date of issue of an AEAV according to Article 34, para. 3 of the Administrative Offences and Penalties Act.

Insurance
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In 2016 the main offences committed by the insurance companies were afmance of
conclusionson the insuranceclaims for payment of insurance benefits within the deadlirgst out in
Article 108, para. 1 and Article 496, para. 1 of the Insurance Code, for which a ta&® &fEAVsvere
issued. A large number of violations were a¢stablishedunder Article 107, para. 1 of the IC /repealed/
(failure of the insurer to issue a conclusion on an insurance claim within the statutatgylperiod from
the submission of all relevant evidence) and Article 271, para. 2 of the IC /repdaiedd of the
insurer to issue a conclusion onhird Party liabilityinsurance ofmotorists claimwithin the statutory
three-month period from the submission of the claijnfor which a total of 136 AEAVs were issued.15
AEAVs were issued for violations of iélg 290, para. 2 of the Insurance Code pursuant to which an
insurer must respond to a complaint from a user of insurance services within the statutory deadline o
one month from the filing of the complaint.

Table21. The mostrequent violations in the sphere of insurance and reinsurance in 2016

Type and basis of the violation Executed | Issued
AEAVs PW*
Failure of the insurer to issue a conclusion on an insurance claim within thf 179 53

statutory period of 15 business days from th#bmission of all relevant
evidence (Article 108, para. 1 of the IC in effect from 01.01.2016)

Failure of the insurer to issue a conclusion und&had Party liability 73 10
insurance omMmotoristsclaimwithin the statutory threemonth period from the
submission of the claim (Article 496, para. 2 in conjunction with para. 1 of
IC, in force since 01.01.2016)

Failure of the insurer to respond to a complaint filed by a consumer of 15 3
insurance serges within the statutory period of one month from the filing g
the complaint (Article 290, para. 2 of the IC in force since 01.01.2016)

Failure of the insurer to issue a conclusion on an insurance claim within th 110 164
statutory 15day period from thesubmission of all relevant evidence (Article
107, para. 1 of the IC /repealed/)

Failure of the insurer to issue a conclusion on a regression insurance claif 12 12
within the statutory 3Gday period from the submission of all relevant
evidence (Article 23a, para. 3 in conjunction with para. 1 of the IC /repeale

Failure of the insurer to issue a conclusion und&had Party liability 26 29
insurance ofMmotorists claimwithin the statutory threemonth period from the
submission of the claim (Article 271, para. 2 in conjunction with para. 1 of
IC /repealed/)

Note: *The number of PW issued in the reporting year includes both PW issued on the basis of AEEASamfelyear and PW
issued on the basis of AEAV of the previous year. This is due to the fact that the deadline for issue of a PW is 6 aronths af
the date of issue of an AEAV according to Article 34, para. 3 of the Administrative Offences and Pehalties Ac

Supplementary pension insurance

The prevailing number of the issued PW (10) out of a total of@ihcerned violations of Article
126 and Article 209, para. 3 of the $&lated to the failure to take due caref the management of the
funds of the supplementary pension insurance funds. The other 11 PW imposed fines and pecunial
sanctions for various types of violations of the SIC. There were no violations of regulation or
supplementary pension insurance.
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Tabk 22. The most frequent violations in the field of supplementary pension insurance in 2016
Type and basis of the violation Executed AEAV| Issued PW*

The PIC did not manage the funds of a supplementary pension
insurance fund witldue care (Article 126 and Article 209, para. 3 9 10
the SIC)

Note: *The number of PW issued in the reporting year includes both PW issued on the basis of AEAV of the same year and F
issued on the basis of AEAV of the previous year. This is due to the fact that the deadline for issue of a PW is 6 enonths aft
the date of issue of an AEAV according to Article 34, para. 3 of the Administrative Offences and Penalties Act.

3.4. Market abuse

The term market abuse includes manipulation of the markets in financial instruments, inside
dealing and unlawful disclosure of insidgormation. There is a change in the legal framework since
30.09.2016 regarding the measures to prevent and detect market abuses. The Law Against Market Ab
was repealed with the entry into force of the Law on the Application of the Measures agaimketMa
Abuse with Financial Instruments and the provisions of Regulation (EBY@2014 of the EP and the
Council of 16 April 2014 on Market Abuse (Market Abuse Regulation) and its implementing acts.

With regard to the prevention of market abughe focusis first and foremost on the timely
disclosure of accurate and reliable information to investors in line with regulatory requirements
including by the issuers and the senior managers of the issuers and their closely related parties. Mar
abuse is disclosed through the continuous supervision of the trading of financial instruments admitted |
trading on a regulated market or a multiEaal trading system as well as through the information
disclosed through various sources and different communication channels about financial instrumen
admitted to the mentioned trading venues or their issuers. In the course of the supervisory activit
information is exchanged with the BNB, with other state bodies and institutions, with the local authoritie:
and the local administration and with nagovernmental organizations. A proposal for notification of the
prosecution is made in the course of thepestions carried out in case of a suspected crime.

11 acts of established administrative violationsand 7 penal warrants were issued in 2:1&
result of the inspections.

A total of 7 PW were issued for market manipulations in the reporting period tosmpanctions
with total value of BGN7 000; currently PWs with value of BGR500 are under appeal. The sum of
the enforced PW that were issued in 2016 and those under appeal does not yield as a result the tot:
amount of the penalties imposed in 201@dause some PW were not served on the offenders or the
period for appeal after the serving has not expired. During the reporting period the amount of the
enforced PWs comes up to BGN@® and 5 PW totalling B&20700 were revoked in 2016.

A total of 50L entries were made in the FSC registey order ofthe Deputy Chair of the FSC in
charge of the Investment Activity Supervision Divisiamder Article 16 of the LMMAFI during the
reporting period.
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Table23. Most commonviolations related to unfair trading in securities, market abuse, inside
information and insiders in 2016

Type and basis of the violation Executed | Issued
AEAVs PW*

Infringement of the obligation of the persons performing managem
functions in an issuesnd the persons closely related to them to notify the F
In writing within the statutory term regarding transactions concluded on tk
own account for more than BGNOB®O within one calendar year with shar
iIssued by the issuer ((Article 16 of the LMM)A&ticle 19(1), sentence 1
f SGGSNI Gl ¢ Ay O2yedzyQUAz2y SAGK | N 6 6

Manipulation of the market fin or financial instruments by conclud
transactions or submitting orders that create false or misleading mleaut
the demand, supply or price of financial instruments or the determinatio
the price of certain financial instruments at an unusual or artificial I¢

(Article 11 in conjunction with Article 6, para. 1, point 1 of the LMMAFI) 3 0
Nondisclosureby the issuer of inside information directly related to it
compliance with the statutory procedure and term (Article 12 of the LMMA 1 0

Note: *The number of PW issued in the reporting year includes both PW issued on the basis of AEAV of {feasan PW
issued on the basis of AEAV of the previous year. This is due to the fact that the deadline for issue of a PW is 6 aronths af
the date of issue of an AEAV according to Article 34, para. 3 of the Administrative Offences and Penalties Act.

4. Protection of the users of noibank financial services

Increasing public confidence in the use of Amank financial products and services and providing
protection to the consumers of such services is one of the strategic objectives of the Financia
Supe@A aAz2y [/ 2YYAaarzyod C{/ Qa I Ol A @uaikikgSflanclaysédodzR S
measures for the stability of the capital, insurance and pension insurance market, and also protection c
the rights of the consumers of financial services arganization of financial literacy initiatives. To
achieve these goals, it is crucial to provide access ttoigate information about the no#banking
financial sector and the market participants and to increase the financial literacy of the publidirepa
the financial markets.

The main aspects of consumer protection include provision of:

W Financial stability and good corporate governance of financial institutions;

W Transparency of financial products, provision of accurate and clear informatitim gwvi
emphasis on innovative and structured products) and ways for trading with them;

() Timely and fair resolution of consumer disputes;

() Financial literacy of consumers.

The aim is to make timely and adequate changes to the regulatory framework andvsgog
activity in line with the European requirements and the national market specificities, with an emphasis
on business practices, ensuring equal treatment of consumers, provision of access to sufficient, clear al
unbiased information.

4.1. Access to finacial information
In conducting its communication policy, the Financial Supervision Commission is consistentl

guided by the principles of legality, publicity, accessibility and transparency.
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The public is informed in due time about the current aspectsidt S C{/ Qa I QU A ¢
functioning of the norbanking financial markets through daily publications on the official website of the
Commissionvww.fsc.bg media coverage, participation in public events and forums andeplying to
specific inquiries from citizens and businesses on issues within its competence sent by-mmeil, e
telephone and orsite.

The Commission publishes on its website and disseminates to the media numerous
recommendations, clarifications, wangs to the users of financial services as well agougate and
useful information for the participants in the investment, insurance and social insurance markets.

Seven applications for access to public information were submitted to the FSC in 201&hender
Access to Public Information Act (APIA). Replies were sent to each one of them within the statutor
period.

FSC maintains regular contacts with central and regional printed and electronic media in order t
inform the general public about its activise More than thirty media activities of the FSC Chair and
Deputy Chairs were organized in 2016participation in electronic and printed media, in public
discussions, conferences and other forums; higher levels of activity were registered after thenetéctio
Karina Karaivanova as Chair of the FSC in July 2016. More than a hundred and fifty expert opiniol
references and answers were provided to topical questions asked by consumers, journalists, analyst
students and others. The contact with representa8 of the mass media was stepped up and their
questions are answered expeditiously and exhaustively.

FSC updates the sections on its website on a regular basis in order to information to consumer:
supervised entities, media, partners and all stakeholders in the country and abroad. 372 news article
and 648 decisions were published during the year: 14thei were decisions of the Commission and
the rest were decisions of the Chair and the Deputy Chairs of the FSC.

30 materials with statistical data were published for the needs of the insurance market and
regular updates are made of the lists of insuransl insurance brokers, the lists of insurers and insurance
intermediaries from EU Member States that have notified the FSC that they wish to carry out insuranc
activity on the territory of the Republic of Bulgaria as well as the lists of Bulgarianrsisune reinsurers
intending to carry out insurance activities on the territory of the European Union.

The performance of the supplementary pension insurance by quarters, the profitability
statements of the supplementary pension insurance funds on an drivasas, the results of the changes
Ay (KS K2fRAYy3 YR (KS (UNIXyafFSNI 2F AyadzaNBER LISN
period, the information about the insured persons and the funds accumulated in the supplementary
pension insurancéunds were summarized in 19 publications during the year.

Regulatory documents of the European legislation, directives of the European Parliament and th
Council of the EU, regulations and decisions of the Council and of the European Parliament wel
published in 2016 in the European Affairs section of the FSC website. There have been 335 warnings fre
European and world supervisory institutions to investors in Bulgaria related to global market abuse b
unlicensed companies offering different deals withws#ges without financial cover, etc.

LYLRNIOFYG AYyF2NYIEGA2Y 614 LINPOARSR (G2 GKS 3
to implement the consumer protection policy more effectively. Citizens make extensive use of the
opportunity to submit conplaints and signals directly to the-neail address:delovodstvo@fsc.bg
Through the eportals, the participants in the nebanking financial sector submit promptly the
information required by the FSC signed with alectronic signature. Detailed information on the
companies is provided through the public register which is accessible both on the website under the
G9ft SOUNRYAO NBIAA &GS NIWESHK Y ENE I-§itR afiih@BnindfidsiGnga 2§ NP

In 2016, the FSC prepared two issuesmonthly electronic edition of the FSC Bulletin (12 regular
and two extraordinary issues) and the Annual Report of the Financial Supervision Commission in 20.
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summarizing the activity of the supervisory institution amdflecting the state of the notvanking sector
in Bulgaria during the year.

4.2.Complaints and inquiries by users of ndranking financial services

In 2016, in line with the general trend in the European Union to enhance the protection of
financial services sers, one of the main priorities of the policy pursued by the Financial Supervision
Commission continues to be the effective protection of the consumers of products and services on th
investment and insurance market in Bulgaria.

The Financial SupervisiocCommission has put in place and operates a comprehensive and
effective mechanism for dealing with complaints and inquiries of users obaoking financial services.
Each complaint or inquiry is approached individually taking into consideration thefispies of the
particular case, and a reply with a description of the actions undertaken by the institution and the results
achieved, is sent to the complainant within an optimal time frame.

The complaints received by the FSC, including signals andiésgoy users of nebank financial
services, are systematized and analysed in order to identify problems related to the functioning of the
insurance, social insurance and investment market and to take action to resolve them. If necessan
amendments are @de to the applicable regulatory framework, including in order to increase the
protection of users of no#banking financial services.

In 2016, the FSC
complaints and inquiries

received 2742 In 2016, the FSC received 089
concerning the complaints regarding which the institution is

activities of the entities supervised by the FSC.
Their number increased in 2016 from242 in
2015. There is no clear upward or downward
trend in the number of complaints and ingigs
received at the FSC in the period from 2012 to
2016. In 2012 the number of complaints
received against actions of entities supervised by
the FSC was @65. 2013 witnessed a decrease,
with the number dropping to B56. A slight
increase with 13 complais was noted in 2014
compared to 2013 when the complaints and
inquiries reached B69. In 2015 the number of
the received complaints decreased by 127
compared to 2014 and their number reached
1242. The decreasing trend in the number of
complaints in 2015as compared to 2014
changed in 2016 and the number of complaints
increased with 32.

12The number of the af@mentioned 1274 complaints is
obtained by deducting the related complaints or the
complaints submitted multiple times by the same
complainant as well as the complaints that are not against
actions of entities supervised by the FSC froB24 filed
cased.

competent to make a decision. For the period
from 2012 to 2016 there is again no clear
upward or downward trend in the number of
complaints and inquiries. 125 such complaints
were reported in 2013 compared to

1 429 in 2012, and a slight increase in 2014. A
decrease was observed in 2015 compared to
2014 with 107 complaints, and the number of
complaints in 2015 was @26. Their number
increased in 2016 and reache®a9.

Besides complaints, the FSC also receives
inquiries, on which the institution is competent
to issue a decision. From 2012 to 2015, there is a
steady downward trend in the numbeof
inquiries which ended in 2016 with a slight
increase.

The FSC also receives complaints
regarding which the institution is not competent.
Their number for 2016 is 110. Since 2015 there
was a downward trend in the complaints that
were not within the comptence of the
institution with 8 fewer complaints outside the
competence of the FSC compared to 2014.
Compared to the previous year the decrease in
2016 is by 32 complaints. In 2013 and 2014 the
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number of such complaints increased

respectively with 9 and@

Figurel. Dynamics of complaints, inquiries and
signals filed with the FSC
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The complaints regarding which the
institution is competent to rule represent 85.5%
of the total number of complaints and inquiries
received in 2016. For the period 202016, this
share is relatively constant, and for 2015 it is
82.6%, and for 201482.8%. The inquries range
from 5.9% to 6.3%, with a share of 6.3% in 2014,
6.0% in 2015 and 5.9% in 2016. The share of
complaints regarding which the institution is not
competent to resolve also varies within narrow
limits. In 2014, their share is 11.0%, in180
11.4%, and in 20168.6%.

There is an upward trend in 2016
compared to 2015 in the number of complaints
regarding which the institution is competent. In
terms of the inquiries falling within the
competence of the FSC there is a slight
downward trendcompared to the previous year
- from 6% in 2015 to 5.9% in 2016. The
complaints outside the competence of the FSC
decreased from 11.4% in 2015 to 8.6% in 2016.

The overall picture of the ratio of
complaints, inquiries and complaints regarding
which the irstitution is not competent is
preserved also on a quarterly basis in 2016. The
complaints within the competence of the FSC
account for 94.3% of all complaints or inquiries
received in the first quarter of 2016. Their share
declined to 90.3% in the seconduayter and
rose to 96.2% in the third quarter of the year. A

downward trend is also reported in the fourth
guarter when the proportion of complaints
reaches 94.3%.

There is no clear trend of increase or
decrease of inquiries. In the first quarter of 2016
their share was 3.2%; in the second quarter of
the year there was an increase to 5.8%; in the
third quarter a decrease was registered and their
share reached 1.7%, and in the fourth quarter of
2016 the share of inquiries was 3.5%.

The complaints outside theompetence
of the FSC in the first quarter of 2016 account
for 2.5% of all complaints and inquiries,
increasing to 3.9% in the second quarter and
decreasing to 2.1% in the third quarter. A slight
increase occurred in the fourth quarter of 2016,
when theirshare grew to 2.2%.

Figure2. Dynamics of complaints, inquiries and
signals filed with the FSC by types and quarters
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In 2016 there were 089 complaints
regarding which the institution was competent,
with the highest number of complaints against
actions of entities operating on the insurance
market. Their number is Q21. Significantly
fewer are the complaints related tthe services
offered on the insurance market 29. The
complaints against actions of entities operating
on the investment market are 39. In 2016 there
were 128 complaints regarding the insurance
market compared to 2015. This is an increase of
14.3% compaed to 2015. By comparison, there
was an increase in the complaints of the
insurance market by 5.4% in 2014 compared to
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2013 and a decrease of 4.5% in 2015 compared
to 2014.

A downward trend in the complaints
concerning the insurance market has been
observal since 2012 when their number was
406. In 2013 their number dropped to 171 and in
2014 it reached 96. An almost double decrease
was reported in 2015 as compared to 2014 when
the complaints related to the insurance market
dropped to 41. In 2016 the compids related to
the insurance market decreased by 29.3%
compared to the previous year. By comparison,
there was a decrease in the complaints related
to the insurance market by 43.9% in 2014,
compared to 2013, and in 2015 the decrease
was 57.3% on an annuaasis.

Since 2014 there has been a steady
downward trend in the complaints concerning
the investment market. Their number is 102 in
2014 and 92 in 2015. A significant decrease of 53
complaints in relation to the investment market
was also observed in 201¢dbmpared to 2015,
with a decrease of 57.6%. By comparison, there
was an increase of the complaints related to the
investment market by 52.2% in 2014, compared
to 2013, and a decrease of 9.8% was registered
in 2015 compared to 2014.

Figure3. Dynamics of complaints at the FSC by
markets
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No clear upward or downward trend is
observed on a quarterly basis in the number of
complaints received by the institution in 2016.
25.7% of complaints within the competence of
the FSC were reosd in the first quarter of

2016. This percentage is low compared to 2015.
23.8% of the complaints within the competence
of the FSC were received in the second quarter
of 2016 with no significant change compared to
2015. 24.6% were received in the seconder

of 2015, and 21.7%in the third quarter of 2016.
This share is lower compared to the third
quarter of 2015. 28.8% of the complaints were
received in the fourth quarter of 2016. By
comparison, the share in the fourth quarter of
2015 was 19.1%. Thecrease in the complaints
received in the fourth quarter of 2016 is a result
of the numerous complaints related to the
determination and subsequent payment of
insurance benefits under filed claims.

Figure4. Dynamics of thecomplaints filed with
the FSQy quarters
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The complaints related to the insurance
market represent the largest share of the
complaints within the competence of the FSC
received in 2016 (93.8%). By comparison, their
share in 2013 was 78.8%, in 201825% and in
2015- 87.0%. The share of complaints related to
the insurance market accounts for 2.7% of all
received complaints within the competence of
the FSC. Their share has been steadily declining
since 2013, with 15.2% in the same year, 8.5% in
2014, am 4.0% in 2015. The complaints against
entities operating on the investment market are
3.6% of all complaints received in 2016. Their
share is 6.0% in 2013 and 9% in 2014 and 2015.

The general trend is preserved on a
quarterly basis also in 2016. In thesfi quarter
of 2016, the share of complaints in relation to
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the insurance sector was 94.3% and is equal to
the share in the fourth quarter of 2016. The
highest relative share (96.2%) of the complaints
in relation to the insurance sector was in the
third quarter of 2016. In the second quarter of
2016, the percentage of complaints related to
the insurance market was 90.3%. The complaints
against the companies in the insurance market
had the highest relative share in the second
quarter of 2016 and the lowestithe third
quarter of the year. The complaints in relation to
the investment market had the highest relative
share in the second quarter of 2016, and the
lowest in the third quarter of the year.

Table24. Dynamics of thestructure of
complaints by market segments

2016
2013 2014 2015 Q1 Q2 Q3 Q4 2016

Tnsurance market 78.8% 825% 87.09 94.3% 90.3% 96.2% 94.39 93.89
Investment market 6.0%  9.0%  9.09 32%  58%  17%  3.59 3.69
Social insurance market | 15.2%  8.5% 4.0 250  3.9%  21%  2.29 2.79

In  connection with the inquiries
addressed to the FSC, which fall within the
competence of the institution, most of them
concern general practices in 2016. These
inquiries account for 54.7%. They are followed
by inquiries regarding insurance status (18.7%)
and inquiries about financial instruments
(14.7%). The inquiries about the availability of
insurance coverage account for 10.7%. Fewest
are the inquiries about investment bonds with
1.3%. The structure of thenquiries under the
first three positions is the same in 2015.

Table25. Dynamics of the structure of inquiries
by subject of the inquiry

QL | Q2 | Q3 | Q4 | 2016

Inquiry about common practices (method of consultation) 66.7% 625% 56.3%  0.0% 54.7

Inquiry about insurance status 0.0% 6.3% 22.9% 40.0% 18.7%
Inquiry about financial instruments 33.3% 6.3% 14.6% 20.0% 14.7%
Inquiry about the availability of insurance coverage (insurancg)  0.0% 18.8% 6.3% 40.0%  10.79
Inquiry about investment bonds 0.0% 6.3% 0.0% 0.0% 1.3%
100.0% 100.0% 100.0% 100.0% 100.0%

In 2016 the FSC also received complaints
in relation to which the institution is not a
competent body. The largest share of complaints
falling outside the competence of the FSC are
complaints related to credit products (41.8%).
Second come the complaints related to money
transfers (13.6%). The complaints relating to

savings products accounorf 1.8%. In the first
guarter of 2016, the complaints relating to credit
products accounted for 29.2%. Their share grew
to 40.6% in the second quarter of 2016. In the
third quarter of the year that share rose to
42.4% and its value was the highest in tbarth
quarter (57.1%). The complaints relating to
money transfers in the first quarter of 2016 are
20.8%. Their share declined to 12.5% in the
second quarter, continued to decrease in the
third quarter and reached 6.1%. There was an
increase to 13.6% inheé share of complaints
related to money transfers in the fourth quarter
of 2016. the Complaints relating to savings
products were filed only in the third quarter of
2016.

Table26. Structure of the complaints outside
the competence of the FSC in 2016

QL | Q2 | Q3 | Q4 | 2016
Credit products 29.2%  40.6% 42.4% 57.1%  41.89
Money transfer 20.8%  12.5% 6.1% 19.0%  13.6Y
Savings products 0.0% 0.0% 6.1% 0.0% 1.89
Mobile services 0.0% 0.0% 0.0% 0.0% 0.09
Taxes 0.0% 0.0% 0.0% 0.0% 0.09
Other 50.0% 46.9%  45.5% 23.8%  42.79

100.0% 100.0% 100.0% 100.0% 100.09

The FSC maintained its practice to redirect
the complaints regarding which the FSC is not
competent to the competent institutions.

In 2016, the FSC received complaints
outside its competence and mainly within the
competenceof three institutions in the country.
Most of the complaints (95.2%) were within the
competence of the Bulgarian National Bank
(BNB). The competent authority for 3.6% of the
complaints outside the competence of the FSC
was the National Revenue Agency (NRFhe
third institution is the Communications
Regulation Commission (CRC) with a share of
1.2%.

In the first quarter of 2016, 90.9% of
complaints fell within the competence of the
BNB. In the second quarter all referred
complaints were within the competee of the
BNB. That share fell to 95.0% in the third quarter
and to 95.2% in the fourth quarter.

The complaints within the competence of
the NRA in the first quarter of 2016 accounted
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for 4.5%, in the third quarter 5.0% and in the
fourth quarter- 4.8%.No such complaints were
received in the second quarter of the year.

Complaints within the competence of the
Communications Regulation Commission were
received only in the first quarter of 2016 when
they accounted for 4.5% of all complaints
outside the comptence of the FSC during the
quarter.

Table27. Structure of complaints by competent
institutions other than the FSC in 2016

QL | Q2 | Q3 | Q4 | 2016

Bulgarian National Bank
National Revenue Agency
Communications Regulation Commissiof

90.9%
4.5%
4.5%

100.0%

100.0%
0.0%
0.0%

100.0%

95.0%
5.0%
0.0%

100.0%

95.2%
4.8%
0.0%

100.0%

95.29
3.69
1.29

100.09

The local individuals have filed the largest
share of complaints and inquiries in 2016 of all
received complaints and inquiries (86.4%). The
local legal entities account for 11.7% in 2016.

The foreign individuals have a share of 1.6% and

the foreign legal entitiess 0.3% in 2016. An
increase in the percentage in 2016 compared to
2015 is noted onlyor the local legal entities a
rise from 10.1% to 11.7%. A decrease in the
share from 87.2% to 86.4% was registered for
local individuals and from 2.4% to 1.6% for
foreign individuals. An insignificant decrease was
observed in relation to foreign legahtties.

Figure5. Dynamics of complaints, inquiries and
signals by legal entities
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The analysis of complaints shows that
men are more activéhan female complainants.

Their share in 2016 is 60.2% compared to 30.1% & 5 Yy OSNY &

for women. The complainants- legal entities
account for 11.9% of all complaints and
inquiries. The overall situation compared to
2015 does not changemen account for 60.2%
of complaints and womenfor 29.4%.

Figure6. Dynamics of complaints, inquiries and
signals by legal entity and gender
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Insurance market

The trend for complaints relating to the
insurance market to have the highest relative
share persists also in 2016. Nbie insurance
continues to take up a maj portion of the
complaints concerning the insurance segment,
although their share declined from 93.4% in
2015 to 90.9% in 2016. Accordingly, the
proportion of life insurance complaints
increased from 6.6% in 2015 to 9.1% in 2016.

Figure7. Dynamics of complaints related to
non-life and Life insurance
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Most often, the subject of complaints
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received complaints against persons acting on
the insurance market, the subject of the
complaint concerns the activity of an insurer.
The share increased insignificantly from 98.2% to
98.6% in 2015. During the year, the
complainants also complained about actions of
insurance brokers and the Guarantee Fund,
however their share is minimal. 12016 8
complaints were filed against actions of
insurance brokers and 6 complaints against
actions of the Guarantee Fund.

Figure8. Dynamics of complaints in terms of
supervised entities operating on the insurance
market
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Most often the subject of complaints
concerning the insurance sector is related to
failure to issue a decision under insurance claims
within the deadlines of the Insurance Code
regarding Third Party liability insurance of
motorists (16%). The second mostoramon
complaint is about unfair practices on the part of
insurers (14.9%). At the third place, with 13.2%
of the complaints concerning the insurance
market, are the complaints objecting against
refusals for payment of benefits under CASCO
insurance. The ¢uoplainants also objected
against the norcompliance with the deadlines
of the Insurance Code for issuing decisions under
insurance claims for CASCO Insurance,
disagreements with the amount of the benefits
under CASCO insurance and liability insurance of
drivers, as well as against refusals for payment
of benefits under the Third Party liability
insurance of motorists under property

insurance, life insurance, accident insurance and
health insurance.

For comparison, in 2015, the most
frequent complaints relating to the insurance
sector concerned the refusal for payment of
benefits under CASCO insurance. The same
subject ranked third in 2016 with a share of
13.2%. The failure to issue a decision witthia
deadlines under the Insurance Code regarding
the Third Party liabilityof mototrists comes
second in 2015 with a share of 14.9% and the
unfair practices of insurersthird (13.2%).

Figure9. Distribution of complaints in the
insurance market by subject of complaint in
2016
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Social insurance market

Requests for termination of the
procedure or refusals to terminate the
procedure for transfer of holding is the most
common subject of complaints relating to the
insurance markein 2016. Their share is 65.5%
of all complaints filed in connection with the
insurance market. The second most common
complaint is about unfair practices on the part of
pension insurance companies (24.1%). The
disagreement with the amount of the
accumulaed funds (6.9%) and the unfair
practices of the social insurance intermediaries
(3.4%) are in the third and fourth places in terms
of the most common complaints against actions
of entities operating on the social insurance
market.
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In 2015, the request fotermination of
the procedure or the refusal to terminate the
procedure for transfer of holding is the second
most common complaint in the social insurance
market with 39%. The most frequent complaint
in 2015 is the unfair practices of pension
insurance corpanies (41.5%) which comes
second in 2016.

Figurel0.Distribution of complaints in the
social insurance market by subject of complaint
in 2016

Unfair practices of insurance intermediarie

Disagreement with the amount of resources accumulatt

Unfair practices of PIC 24.1%

Request to terminate procedure or refusal to terminat

0
procedure s

0.0% 20.0% 40.0% 60.0% 80.0%

Source: FSC

The trend of complaints related to the
social insurance market and concerning mainly
universal pension funds (UPF) remains

unchanged also in 2016. Their share is 82.8% of

all complaints received in relation to the social
insurance market. The complaints lagng to
professional pension funds BPF) account for
3.4%, and to supplementary pension insurance
funds (SPIF} 13.8%. The proportion of UPF
related complaints decreases in 2016 compared
to the previous year, from 87.8% to 82.8%. The
same change was obwed also forPPF, with
the share falling from 9.8% in 2015 to 3.4% in
2016. Accordingly, the SPIF registered an
increase in the complaints rate from 2.4% in
2015 to 13.8% in 2016.

Figurell. Distribution of complaints in the
social insurance market by types of funds
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Investment market

A significant number of the complaints
concerning the investment market are related to
the provision of investment services by
companies without the relevant licence. In this
regard, the FSQocuses its efforts on taking
effective actions to Ilimit the supply of
investment services by nditensed companies
and to create a competitive environment with
adequate investor protection for the
development of the investment business.

The analysis ofhe received complaints
indicates that there is a growing activity in the
offering of investment products over the phone.
In this respect, the amendments to the legal
FNFYYSG2N] oAt
thus regulating the terms and conditions for
advertising and offering investment services
through agents of investment intermediaries.

In 2016, the most complaints relating to
the investment market are against actions of
investment firms. Their share in 2016 is 76.9%,
with an increase seen in 201Second come the
complaints against public companies with a
share of 17.9% in 2016, and third the
complaints against actions of management
companies with 5.1%.

Complaints against public companies
dropped from 39.1% to 17.9% compared to
2015. Contradictoryevelopments are reported
in the complaints related to the activities of
management companies, their share rising to
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5.1% in 2016 compared to 2.2% in 2015. In 2016
no complaints were received against actions of

collective investment schemes and the Cehtra

Depository.

Figurel2. Distribution of complaints in terms of
supervised entities operating on the investment
market
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Results from the processing of complaints,
signals and inquiries in the FSC

The Financial Supervision Comgion
registers and reviews every complaint, signal or
inquiry received by the institution. Detailed
examination of the relevant documents is
performed in each particular case and additional
documents and explanations are requested from
the supervised erties subject of the complaint.
The necessary measures are taken after the
examination in case an infringement of the legal
requirements by the supervised entity is
detected.

The analysis of the responses to the
complainants found that in 50.0% of caseg th
consumers of insurance services are advised on
the possibilities to protect their rights. In 32.3%
of the cases s benefit is paid after a complaint
has been filed to the FSC, and 10.8% of the
complainants are given specific information
relevant to the conplaint.

Information to consumers of insurance
services on the possibilities to protect their
rights is given in 47.2% of the cases in 2015
compared to 50.0% in 2016. The provision of
specific information relevant to the complaint

comes third in 2015 witha share of 15.0%
compared to 10.8% in 2016.

Very often, the consumer complaints
filed with the FSC involve civil litigation between
the complainant and the supervised entity which
is beyond the competence of the FSC and which
should be referred to the comgient court for
consideration and resolution under the current
legislation.

The Financial Supervision Commission
regularly informs in its replies to complaints the
complainants that filed complaints against
entities supervised by the FSC regarding the
possbility of outof-court settlement of
disputes.

There is a significant increase from 18.5%
to 32.3% in the cases where a compensation is
paid after a complaint has been filed to to the
FSC. The growing rate of payment of particular
insurance benefits aftethe FSC has taken legal
measures shows consistently the increasing
efficiency of the institution in relation to its

function to protect the consumers of
investment, insurance and social insurance
services.

In cases where violations of statutory
provisions are found during a complaint
investigation, the FSC takes action to hold the
regulated entities responsible under the
administrative regulations by drawing up acts of
established administrative violations and issuing
penalty warrants and also by implemémg
coercive administrative measures.
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Figurel3. Structure of the actions taken in
response to complaints, inquiries and signals
received by the FSC
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In 2016 there is an increase in the cases
where sanctions are imposed aadministrative
coercive measures are applied to supervised
persons and the percentage of those cases rose
to 41% of all complaints within the competence
of the FSC compared to 27.9% in 2635.

The analysis of the responses to the
complaints and inquiries awell as the actions
taken in connection therewith shows that the
O2YLX FAYylyGaQ OflAYa
result of the actions and measures taken by the
institution.

Figureld. Penalties and coercive measures
imposed unde the received complaints
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¢CKS O2YLIX FAYlFydiaQ NBIldzSad o1 a

43.1% of the complaints and inquiries in 2016, .

13 The proportion of the sanctions imposed and the
coercive administrative measures applied to supervised
persons is determined on 31.12.2015 for 2015 and on
15.03.2017 for 2016.

idSYyR

For comparison, that share is 33.5% in 2015. In
the first quarter of 2016, the complainants'
claims were satisfied in 29.4% of the cdmipts
and inquiries. That share increased over the year
reaching 44.4% in the second quarter, 48.9% in
the third quarter and 49.2% in the fourth quarter
of 2016.

Figurel5. 9 FFSOG 2F GKS C{/ Qa
protecting the intereds of the consumers of
non-bank financial services

29.4%

44.4%

48.9% 49.2%

First quarter Second quarter Third quarter Fourth quarter

@ Positive effect
Source FSC

Fdzft FAEE SR AY

63



4.3. Policy of financial literacy

One focus of the Financial Supervision Commission is increasing the public's financial literac
Financial literacy is of a preventive nature when it comes to protecting the interests of the consumers o
non-banking financial services. The very need totgecb consumers comes from the imbalance of
resourcesc information, power, etc.¢ between financial institutions and consumers, with consumers
being at a disadvantage. Financial institutions are aware of the typical features of the products an
services tley offer while consumers find it most difficult to seek out and interpret the information they
need. In view of reducing this imbalance, the Financial Supervision Commission implements, as a prior
activity, a financial literacy policy.

The newChair of the Financial Supervision CommissigrKarina Karaivanova, elected by the
bl GA2Yy I § la3aSyofe Ay WdZ & wnmcX YIAYUGlFAYSR Iy
protection and improving financial literacy. Activities are ongoing under the Progearfor the
protection of consumers of nehanking services and increasing financial literacy which has a special
focus on both public awareness through the provision of clear and accessible information on financie
markets and on the Commission's actiatywell as on educational initiatives.

During the reporting year the Commission organized and actively participated in various fora
conferences, workshops, work meetings and educational initiatives aimed at the protection of consumer
and increasing th@nancial literacy of various social groups.

LYy CSONMXzr NB NBLINBaSyiGlGdA@gSa 2F GKS /2YYAaaa
CAY Ll YyOAL f§ [ AGSNI Oeé¢ LINRP2SOG 2F CAYlIYyOALf [ AGS
NGOs, busmss organisations, the academia and the media. The participants from the Commission wer:
I OGAGSte Ay@2f @SR Ay GUKS aYFLIWAyYy3IE 2F (GKS TFASE
as well as in pinpointing the measures required to éage financial literacy in the country.

During the year FSC also organized several trainings of supervised persons. In Apiilag two
OGN AyAy3a O2dzNBES gl a KSER 22Aayidfte sAGK GKS {dal
Terrorism. Sanctia) additional measures adopted by the United Nations Security Council (UNSC) an
9! ® wSO23aAyAUA2Y AYRAOF(G2NERA® ¢CNIAYAYy3IA gl a AydS
insurers, as well as for the staff of management companies and investmirmediaries, including
Bulgarian Stock Exchang&ofia JSC and Central Depository AD.

In October FSC, in cooperation with the National Revenue Agency (NRA) and the Bulgari
Industrial Capital Association (BICA) organized a discussion workshoperfoied; noncertified
AYy@Saita2NARZ YR NBLNBaSyildlFdAgSa 2F (GKS AyoSaidy
financial literacy. Key points of investing in financial instruments were presented, including the
information provided or receivedpon conclusion of contracts with investment intermediaries, the rights
and obligations of the customer, the intermediary's obligations for accountability, as well as the key
aspects in the field of taxation in trading with financial instruments. LectwEFSC and NRA acquainted
GKS Lzt A0 gAOK Ay@SadyYSyld AYGSNYSRAINASAQ 20
prism of European Markets in Financial Instruments Directives MiFID | and MIFID I, and emphasized t
risks related with tradingn financial instruments through platforms, trading in currency pairs (FOREX)
and other speculative products. Special attention was also paid to tax legislation.

Probably the most complicated challenge in the Commission's responsibilities towards society
2016 was to present the procedure involved in the review of the financial statements of insurers and o
the assets of pension funds to the public, and to clarify the need for such a review.

On 01 July 2016 FSC organized a conference to present the diddigy for review of the
financial statements of insurers and of the assets of pension funds organized in cooperation with the
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Bulgarian CFA Associatibny’ R a €& fewspapeadJThe purpose of the twiay forum was to introduce
clarity about the Methodolog to be used in the reviews, since no methodologies for a review of the non
banking sectoon such a scale lbeen prepared and applied in Bulgaria up to that moment. During the
conference, all questions raised by stakeholders were considered, and tte foedghe review was
explained, the purpose of which was to draw an objective picture of the state of the pension insurance
and insurance sectord.he event was attended by representatives of the Steering Committee (SC) that
manages the review exercised, the independent external consultagtad WS IA 2yt [/ 2y & 21
L 2dzy3¢ ' yA2Y GKIFG gl a StSOGSR G2 LISNF2NY (K23
Association of Supplementary Pension Security Companies (BASPSC), and the Asso&atgariaxf
Insurers (ABI)The review was initiated on 15 July 2016 and involvedr8ities supervised by FSC.

The 14th edition of the traditional educational programme for pupils was held in the beginning of
July jointly with Atanas Burov Foundation arite tMinistry of Education and Sports. The programme
which was exclusively practical, acquainted in an interactive manner 20 pupils and their teachers fror
professional high schools from all over the country, with the structure, participants and procegbes in
non-banking financial sector, providing them with an excellent opportunity for career guidance and to
try-out their theoretical knowledge in practice. In addition to the theoretical part the students had the
opportunity to witness the functioning ofhe nonbanking sector in a visit to the Bulgarian Stock
Exchange, and investment intermediary, an insurance company, and a pension insurance company.

LY HnamcX (223 0GKS CAYylFYyOAlf {dzLISNBA&AAZ2Y [ 2Y
of Junour Achievement Bulgaria and on 17 November 2016 the pupil Simona Dimitrova served as
representative of FSC under the guidance of@hair Karina Karaivanova.

5d2NAy3 GKS aSO2yR KIEF 2F wnmc (GKS /2YYAaa
new initiative was started that allows for the direct contact between a regulator and a business. Eact
week FSC would open its doors and each association or company on the market would have tf
opportunity to share its opinions and problems encountered vilik management of FSC. Meetings
were held with representatives of the Association of Bulgarian Insurers (ABI), the Association of th
Insurance Brokers in Bulgaria (AIBB), the Bulgarian Association of Licensed Investment Intermediar
(BALII), the Bulgam Association of Asset Management Companies (BAAMC) and with members of the
Managing Board of the Bulgarian Association of Supplementary Pension Security Companies (BASF
where current issues and future joint initiatives for enhancing the trust in thiydian norbanking
financial sector were discussed.

The traditional annual meeting of the financial journalists from leading media and PR experts
from state institutions was held in 2016, too, where valuable experience was shared and a strategy fc
future joint events was outlined.

CKS CAYIlIYOAIf {dz2LISNIA&AZ2Y [/ 2YYAAaA2YQa AYAL
consumers and improvement of the financial literacy of Bulgarian citizens of any age are mainly intende
to increase the consuBINBE Q G NHzA G Ay (GKS YI NJ SuppledehtarypenhsiodzNA {
AyadzNI yOS:T FyR a2t ARAFE C{/ Qa tSIRAYy3I NRB{S AY

5. International activity and cooperation
5.1.European dimension

One of the Financial Supervision Commission's (FSC) maiitiggi@oncerning international
cooperation is related to the Bulgarian nonl y {1 Ay 3 aSOG2NRa | 4a20Al GA
financial marketAs part of the European System of Financial SupenfESFS), FSC attends meetings of
the Boards of the Eopean Securities and Markets Authority (ESMA) and the European Insurance anc
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Occupational Pensions Authority (EIOPA), supporting the activitiesheofEuropean supervisory
authorities. Apart from that, FSC attends as a+4voting member the meetings of theuropean Systemic
Risk Board (ESRB), and cooperates with the European Banking Authority (EBA).

YSe lalwlsoda 2F 9{a! Qa g2N]J

During the past year ESMA continued working to improve the protection of investors and to
enhance the stability of financiaharkets. The most significant regulatory act that the European body
worked on was the Markets in Financial Instruments Direatid&FID Il. The main goals of the directive
are related to increasing security, transparency and efficiency of EU marketgllagsvensuring level
playing field for the participants on these markets.

I{a! A& (GlFQa1SR 6AUK RS@OSt2LIAY3a GSOKYyAOIf &
2016 it finished working on those for the provision of information about ESMA in ctianewith the
sanctions¢ Art. 71, para. 7; for the cooperation between competent authorities in the field of
supervision of orthe-spot verifications or investigationg ! NI @ yn> LI NI & n 9{
centralized publication of reports on positions Art. 58; technical standards for the exchange of
information ¢ Art. 81, para. 4; standards on identifying derivatives traded only at trading venues under
MiFID¢ Art. 32, etc.

In 2016, ESMA also worked on technical standards concerning RegulatiorO{BI1021 of the
European Parliament and of the Council of 8 June 2016 on indices used as benchmarks in financ
instruments and financial contracts or to measure the performance of investment funds and amending
Directives 2008/48/EC and 2014/17/EU and lRagon (EU) No 596/2014. The technical standards
developed include ones related to the procedures and forms for exchanging information with the
national competent authoritieg Art. 35, para. 3; on the form and contents of the request for recognition
by third-country administrators¢ Art. 21a, para. 9; on identifying quality criteria for significant
benchmarks; Art. 14c, para. 8; on the minimum contents of cooperation agreement with 4toahtry
national supervisory authoritiesArt. 20, para. 4, etc.

Moreover, ESMA also developed technical standards for packaged retail and insdrases
investment products (PRIIPs), as well as technical standards concerning Regulation (EU) No 596/2014
market abuse (market abuse regulation) and repealing Directd@3/B/EC of the European Parliament
and of the Council and Commission Directives 2003/124/EC, 2003/125/EC and 2004/72/EC.

During the reporting year ESMA continued being strongly committed to its obligation to develop
guidelines for the purposes of imprgvid (G KS LINRPGSOUA2y 2F 9! Ay@gSald
basic standards of EU legislation in order to harmonize its application throughout the Member States.

In 2016FSC declared to ESMAmpliancewith the following guidelines:

Guidelines on omplex debt instruments and structured deposits

The purpose of these guidelines is to specify the criteria for the assessment of debt instrument:
incorporating a structure, risk involved and structured deposits incorporating a stryctor¢ghat the
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client is able to understand the risk of return or the cost of exiting the product before term. ESMA
expects that these guidelines will enhance the protection of investors and encourage convergence in th
Of F AaaAFTAOLIGAZY 2F 4 O2 Stiunéhis of steidtred depo¥its)t A TASRE TA

Guidelines related to the Regulation on market abuse (MARX t S NJeReyiag market
soundinggt | YR DdzZA RSt AySa NBtFGSR G2 (KBRARwSIdRzESIon A 2
legitimate interests to delay discloser of inside information and situations in which the delay of
disclosure is likely to mislead the pubfic

The guidelines, related to the Regulation on market abuse (MARY S NXeéeiidg market
soundingg = | NB AYGSYRSR (2 Sy adgedianent ap@@aohYi@warls thdzy A
requirements that the persons receiving soundings are subject to. Compliance with the guidelines wi
reduce the overall risk of disseminating inside information disclosed during the market research, and wi
provide the conpetent authorities with instruments for effective investigations of alleged cases of
market abuse.

¢ KS DdzA WMBR gyldBllies an legitimate interests to delay disclosure of inside
informationare intended to provide guidance by providing examplessopporting issuers in their
decision to delay public disclosure of inside information pursuant to Art. 17, para. 4 MAR.

The Regulation introduces requirements for issuers to publicly disclose inside information
concerning them as soon as practicable. Iattregard the guidelines provide a model list of six
circumstances where issuers have legal interests in delaying the disclosure of inside information, wit
three situations where delaying the disclosure of inside information may mislead the public.

Guidelines on practices of cross selling

The main purpose of the Guidelines on practices of cross selling is the establishment of
continuous and effective approach on the supervision of companies to which the directives listed unde
it. 3 of the said guid@ies apply, which will contribute to enhancing the protection of investors in the
Member States. Thereforg¢he guidelines will help clarify the expected standard of behaviour and the
organisational measures of these companies which participate in practiéecross selling for the
purpose of mitigating the related damages to investors.

Guidelines on reasonable remuneration policies pursuant to the Directive on undertakings for
collective investment in transferable securities (UCITS) and Guidelines onoredde remuneration
policies pursuant to the Directive on alternative investment fund managers (AIFM)

The main purpose of the Guidelines on reasonable remuneration policies pursuant to the
Directive on UCITS is to ensure a common, uniform and continuquenmantation of the provisions
concerning remuneration under Art. 14a and 14b of the Directive on UCITS. The guidelines are applied
policies and practices for the remuneration of management companies and their identified staff. The
Guidelines define thecope of remunerations to which they apply.

All remunerations are categorized by permanent remuneration (payments or income not
depending on any performance criteria) and variable remuneration (additional payments or income
depending on performance critir or in some cases of other contractual criteria). Instructions have been
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given on the application of the said categorization, as well as for the treatment of some payments
income or noAMonetary benefits.

The purpose of the Guidelines on reasonable raeemation policies pursuant to the Directive on
AIFM is to amend the guidelines already adopted for application in 2013 by FSC. The current ones ha
the same scope of application as the ones already adopted and have been applied since 1 January 201

Guidelines for the assessment of knowledge and competence

The purpose of the Guidelines is to define the criteria for evaluation of knowledge and
competence pursuant to Art. 25, para. 1 of Directd4/65/EO of the EP and the Council of 15 May
2014 on markeg in financial instruments amending Council Directives 85/611/EEC and 93/6/EEC an
Directive 2000/12/EC (Directi\g914/65) pursuant to Art. 25, para. 9 of the said Directive.

Theimplementationof the guidelines will accomplish relative similarity withire single market
between the knowledge and competence of the employees of investment intermediaries providing
investment advice or information about financial instruments, structured deposits, investment services
or additional services to clients. The dglines define standards in order to support investment
AYGSNYSRAFNRSE Ay (GKS FdzZ FAEYSYyd 2F GKSANI 206f
support FSC in evaluating the way in which investment intermediaries fulfil their obligation

Moreover, guidelinesvill support intermediaries in identifying practical examples about the way
in which requirements of guidelines could be fulfilled, which would in turn enhance the protection of
investors.

Another core activity oESMA isperformed through the Supervisory Convergence Standing
Committeewhich periodically organizes and condymsr reviewsof competent authorities in order to
increase the continuity of end results from their supervisory activity

In 2016 ESMA conductageer review orthe Guidelines of ESMA on enforecement of financial
information By 28 October 2016 FSC had tairiila questionnaire on a tailoY F RS a4 SO0 A2y
$SoOLI IASd ¢KS [dzSadAz2yylANBE O2@0SNBR C{/ Qa g2N]J
(interim and annual)

¢KS Ftylrfeaara YIRS o6& (GUKS NBLINBaSydaraArAgSa 27
to the questionnaire resulted into the decision of which of the authorities to be subject to on the spot
verification of their conformity to thguidelines, and FSC was not selected for such a verification.

During that reporting year anothetr SSNJ NB@ASg 2y GKS | LILIX A O
MiFID suitability requirementsvas initiated With regard to the review, FSC had toffilla questionaire
on a tailorYF RS a4SOGA2Yy 2y 9{a! Qad 6So6LI3IS o6& Hp b2QC
j dzZSaGA2yYylFANBE O2@0SNBR (0KS LISNA2R 0SGsSSy wm wdz
of the responses, FSC was not selected as one of thenahcompetent authorities whose compliance
with the guidelines would be subject to d@he-spot verification

In the last quarter of 2016 ESMA performedexiew of the measures takerby the national
competent authorities as a result of ifseer review d the best execution requirementaunder the
Markets in Financial Instruments Directive 2004/39/EC whies conductedn 2014. After information
was exchanged and data was provided by FSC, ESMA declared its recommendations fulfilled.
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In 2016, one of EIOPA's main strategic goals was to ensure transparency, simplicity, accessibil
and fair conditions for consumersf dhe internal market. In relation to the European Supervisory
Authority's priority of providing information abougxisting national practices concerning the possibility
to transfer pension entitlements, a report on the topic was draft€dnsidering the drafting of technical
standards by EIOPA the work on PRIIPs was also completed. Moreover, the main informatrmoerdocu
(MID) on nonlife insurance was finalized, thus getting further on achieving the goal of the supervisory
authority to encourage equality within the internal market and the protection of consumers

In order to improveconsumers rights protection EIO83ued a report addressed to the insurance
and pension sector concerning the ways of providing simplified and accessible products.

Ly NBfFdA2y (2 2yS 2F 9Lht! Qa dlFrala G2 LINROY
the consistent implementabn of Solvency I, in 2016 standards and guidelines were drafted, including
ones concerning the revision of the Siena Protocol.

Besides, EIOPA is aiming at contributing to the enhancement of convergence and continuity ¢
supervisory practices aridstruments in the European Union, and in that regard it has continued in 2016
to work on policies on supervision by creating guidelines on the Supervisory Review Process (SR
guidelines on SRP, as well as revising the General Protocol.

EIOPA has develed reporting instruments and procedures that provide effectiveness to the
process and the quality of the submitted data, thus the European Supervisory Authority supports the
national competent authorities and enterprises in meeting the reporting requirdsiander Solvency Il.

In that regard, in 2016 instructions were drafted for the national supervisory authorities and for the
insurance companies concerning XBRL Taxonomy.

As an Etlevel Supervisory Authority EIOPA further developed and supported the ineplation
of basic standards of the EU legislation during that year, too, in order to harmonize the regulatory
framework in all Member States. In 20E&C declared to EIOPA conformity to the following guidelines:

Preparatory Guidelines on product oversighdnd governance arrangements by insurance
undertakings and insurance distributors

EIOPA issued the Preparatory Guidelines in relation to the activities during the preparatory perioc
before the transposition of Directive (EU) 2016/97 of the EP and the @amfrz0" of January 2016 on
the distribution of insurance products and the implementation of its stipulated delegated acts.

The guidelines are 21, their main task being to support and guide the competent authorities, anc
to be used in the transition pesd until the provisions of Directive (EU) 2016/97 become fully
implemented.

EIOPAGuidelines on the supervision of branches of thicduntry insurance undertakings

9L ht !gudklines on the supervision of branches of thoountry insurance
undertakingmtroduce further requirements on the branches of thicduntry insurance undertakings.
The guidelines are related to Arts. 162 171 of Directive009/138/EC of EP and the Council that
regulate the activities of branches. An analysis by FSC revealed th&uidelines in question do not
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contradict the existing legislation described, nor the regulations related to the contents of the Guidelines
require any amendments.

YSe lalwsoda 2F 9{w. Qa 42NJ

¢CKS YIFIAY F20dza 2F (KS g2 NJ 20 WwasH¢divated to eval@aing S 2
the risks for the financial stability in EU related to weaknesses in the financial statements of banks
insurance and pension funds due to lamterestrate environment, the change in the global risk
premium, the high indetedness of the public and the private sector, as well as the state of the real
estate sector.

In implementation of9 { w. Qa4 NBO2YYSYyRIUGA2Y 2F wmy Wdzy$S
countercyclical buffer rates (ESRB/2014/aip the grounds of Art. 13, para, . 25 FSCA, in relation to
Art. 111 of Ordinance No. 50 of 19/06/2015 on capital adequacy, the solvency of investment
intermediaries and the supervision of their compliance, the Financial Supervision Commission, at i
meetings, made decisions to recoge the countercyclical buffer rate as defined by BNB in the amount of
0% in 2016, applied to credit risk exposures in the Republic of Bulgaria. Moremvenalysisvas
conductedin relation towS O2 YYSYRI GA2Y J{w. KHAMPKM 2 ycycld®d O2 :
buffer rates for exposures to third countrieswhich LJdzZN1J2 &S Aa (2 &Gl yRI NRA
concerning the recognition and identification of the countercyclical buffer for exposures to third
countries.

1'a | NBadzZ 4 2 F wdakoh thé fgll®vup réporQiiafte8 ByAEBRIB on the actions
taken in response t&ESRB Recommendation on intermediate objectives and instruments of macro
prudential policy (ESRB/2013/1the general assessment of the recommendation's implementation is
that there isfull compliance A resume report is published on ESRB's website.

The real estate sector that Bdeen evaluated as one of the sources of systemic risk in the
medium term in some EWember States still bears great significance for macroprudérdigions. In
September 2016 ESRB adopted eight warnings for risk related to the residential real estate market, fi
the following countries: Austria, Belgium, Denmark, Finland, Luxembourg, the Netherlands, Sweden ar
Great Britain. In parallel, Recommenlation on closing gaps in real estate data (ESBR/2016i&s
issued. The purpose of the recommendation is for national macroprudential bodies to implement a
framework for monitoring the changes the real estate sectaof importance to the financial stality on
the basis of the recommended general target definitions and indicators.

Bulgarian Presidency of the Council of EJanuaryg June 2018.

Ly NBflFGA2y (2 GKS CAYyFYyOALFf {dzZLISNBAAAZY |
Presidency of Bulgaria of the Council of EU during the first half of 2018, representatives of FSC frc
functional groups 5 and 6 on the preparation of the Presidenesevselected. Coordinators from FSC on
the main areas of preparation and realization of the Bulgarian presidency were also selected
Correspondence was exchanged with representatives of the National Center on the preparation and th
realisation of the Bulgrian Presidency of the Council of EU concerning the categorization of events to be
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held in Bulgaria during the Presidency. Representatives of FSC also attended a training course of t
Public Administration Institute concerning the practical aspects @Bhlgarian Presidency of the Council
of EU, as part of the National Training programme for the team of the Presidency.

5.2.International cooperation, projects and initiatives

FSC's cooperation with international organizations and financial institutions isnportant
aspect of the regulator's activity which becomes even more important in the context of globalized
financial markets. The Commission is a member in the three international organizations which issu
standards in the sector of securities, insuranand pension insurance, namely theternational
Organisation of Securities CommissioQ$OSCOQthe International Association of Insurance Supervisors
¢ IAISand thelnternational Organisation of Pension SupervisagdOPS$ FSC being among the founders
of the latter.

With regard to FSC's activity in exchanging information with foreign regulatory and supervisory
authorities related to the investigations of natural persons and companies, license and other procedures
during the reporting year FSC continuedprovide active support. A total of 23 requests for cooperation
GSNBE O2YLIX ASR gAGK LIzNEdzZEyd G2 Lh{/h YR 9{a!Q
of information for the purposes of supervision with foreign financial supervision bo¢feS,fi dzZRS C
requests for assistance to Austria, USA, Saint Vincent and Grenadine, Luxembourg, Great Britain, t
National Bank of Slovakia, Poland, the Czech National Bank and Romania. The following countries s
C{/ NXBIldzSaia 7T2NJ,Canada aantanyaQESstoniz, Poland, HtalgNGeimargzand USA.

FSC was also actively involved in the activity of coordination committees engaged in the
supervision, cooperation and information exchange of ctosgler insurance groups. Representatives of
all supervisory institutions from the Member States where insurance companies have subsidiaries wer
involved in the activity of coordination committees. Within the supervisory college of Eurolns Insurance
Group AD, whose leading group supervisory body is ®#&80Omeetings were held (18/04/2016 and 4
15.11.2016) with representatives of the Romanian financial supervisory authority and the Macedoniar
insurance supervisor, and the meetings were also attended by representatives of EIOPA.

In 2016, too, FSC contied its policy of maintaining amstrengtheningpartnership relations with
supervisory authorities of SoutBastern Europe. On October 6th and 7th a regional workshop on the
02LA O -21FTa SIRVAQARZLISNDA AA2YE 6 a KSE R A yeddniknNdsiRance a |
Supervision Agency in cooperation with the group of the World Bank and EIOPA. Topics of joint intere
were discussed, including issues related to the supervisory revision process, own risk and solven
assessment, and corporate managemeas well as a discussion was held on issues on macroprudential
LISNE LISOUAOB@S® C{/ Qa NBLINS &Sy (daseisdpsrvision ¢ e rhandaidip a
Third Party Liability insurancg motorists

Within the cooperation between FSC and Werld Bank (WB) in September 2016 a meeting was
held between the management of FSC and Alexander Pankoain financial specialist of WB, for the
purposes of resuming the discussions on the potential implementation of a common project for
improving regulgory and supervisory framework of ndmanking financial institutions and increasing
C{/ Qa AyaiuArddziazylf OFLI OAlGed 2. Qa NBLNBaSyidl
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technical assistancm regardto the priority fields and discussl the possible new instruments to fund
such assistance.

During the second half of October 2016 the first mission of the International Monetary Fund (IMF)
and the World Bank (WB) was held in relation to the revision requested by Bulgarian institution
conceaning the Financial Sector Assessment ProgtdfiBAP. Meetings with BNB, the Ministry of Finance,
the Ministry of Justice, the Deposit Insurance Fund, FSC and the Advisory Council on Financial Stab
were organized. The preparation for the mission, d@BAy 3 G KS O2YLX SGAz2Yy
questionnaires was jointly coordinated by the Ministry of Finance and the Bulgarian National Bank. Th
C{!'t NBOGA&AZ2Y AYyOfdzRRSR Iy 2@0SNIftt Sg@IfdzZ A2y 2
the drict and unified implementation of the European legislation by the national regulator. FSC
presented detailed information on the functioning of its administration, the applicable legal framework,
the structure of the insurance sector and the pension systas well as on the state of both sectors. In
December 2016, additional discussions were held with representatives of FSC during a visit by IMF.
LINBf AYAYINE NBLRNI ¢6A0K LaCQa yR 2. Qa4 NBO2YYS

INAugustt nmc C{/ YSi 6AGK | Y2NBlIY RStS3AFdAz2y A\
of the Republic of Korea's Ministry of Strategy and Finance. Part of this programme covers the capit
market development and SME promotion in Bulgaria. The meeting wdstinm@ugh the intermediation
of the Bulgarian Academy of Sciences. The purpose of the project is to examine the Korean experien
and policies for improving the interest towards the capital market by investors and by the companies
The present mission igiming at identifying the main problemsfahe Bulgarian capital market and
seeingz ol ASR 2y GKFdxX (GKS Ll2aaroAftAdGAaASa G2 dziAf;
FYR GKS YIN]J SO AygSaiz2NBRQ Ay J2({ @@aniged and a pagkaga éf I (
measures are to be presented toterested bodiesn Bulgaria. The Korean delegation's programme also
included meetings with the Bulgarian Stock Exchange, BALIlI and the Ministry of Finance. TI
programme's term is one year, arile final report will be drafted in April/May 2017. The report will
include policies for stimulating the capital market in Bulgat@ang with sharedorean experience in that
field.

5.2.1. FOCUS TOPIC: FSC has signed the Multilateral Cooperation MemoravittutAlS

In August 2016, FSC signed tAéSMultilateral Memorandum of Understanding on Cooperation
and Information Exchange (IAIS MMOWijh the International Association of Insurance Supervisors (IAIS)
as a result of successful cooperation and shaahgxpert experience. IAIS was established in 1994 and
its members include more than 200 jurisdictions in nearly 140 states, as well as a number of internation:
organizations accounting for 97% of the global insurance business. Thus FSC significantigcexp
opportunities in the field of international cooperation and the sharing of information for the needs of the
proper and effective financial supervision, as well as for the better protection of the rights of insurance
services consumers. After jang the memorandum, FSC will have the opportunity to exchange
supervisory information with 61 supervisory authoritiegparties to the memorandum in crodmrder
cases of insurance activity. The memorandum covers all aspects of exchanging supervisoatiorg

=
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such as licensing, current supervision and termination of activity. Being party to the memorandum, FS
has proved to be an internationally recognized national institution whose work rules meet not only
European standards, but the highest internat@bistandards, too.

5.3. Cooperation with institutions in Bulgaria

The Commission cooperates actively with industry associations in solving problems related to th
activity of persons supervised by FSC regarding issues on specific productions witbaortieation
procedures involved in adopting amendments to the applicable legislation, as well as in preparing th
exams to acquire capacity organized by FSC.

In 2016, at the initiative of FSC and the Central Depository, and in partnership with the
Associ@ion of Banks in Bulgaria (ABB), the Association of Bulgarian Insurers (ABI), the Association
Bulgarian Investor Relation Directors (ABIRD), the Special Investment Purpose Companies Associat
the Bulgarian Industrial Capital Association (BICA), thgaBan Association of Supplementary Pension
Security Companies (BASPSC), the Bulgarian Association of Licensed Investment Intermediaries (B/
the Bulgarian Association of Asset Management Companies (BAAMC), the Bulgarian Chamber
Commerce (BCC),dlBulgarian Stock Exchang®ofia, the Confederation of Employers and Industrialists
in Bulgaria(KRIB and the National Corporate Governance Committee (NCGC)Bttgarian Capital
Market Development Councilvas established. The Council developed a 8¢gyion the development of
the Bulgarian capital market including specific measures for the revival of that segment, with specifit
deadlines for the implementation of each measure that are to have a positive effect on the capital
market in Bulgaria.

During the reporting year, also a Cooperation Contract was signed between FSC and the CF
Institute.

In 2016, the Insurance Supervision Directorate cooperated closely with the Ministry of Interiour.
Their main activity was focused on the development of the déaffinance No. 54 of 30.12.2016 on the
registers of the Guarantee Fund for exchange and protection of information and for issuing and
reporting of compulsory insurancender Article 461, points 1 and 2 of the Insurance Code (Ordinance
b2® pnvx a ¢Sttt a 2F (GKS RNIFG hNRAYyUY@S |
12.01.200%n the documents and the order of their compilation in cases of road accidents, al age
the order for notifications between the Ministry of Interiour, the Financial Supervision Commission
and the Information Center under the Guarantee Fubd hy (KS ol aixa 2F |y 2
working group was established involving represeéines of various MIA directorates, as well as
representatives of the Ministry of Transport, information technologies and communications, the
Guarantee Fund, the Association of Bulgarian Insurers and the National Bureau of Bulgarian Mot
Insurers. The wokky' 3 3INR dzLJ KIFIR aS@OSNIf YSSiAydaa oKSNBE
later placed for public discussion and adopted by the competent authorities. In the course of working or
0KS RNIFU h-NRIYOKOSGW2BHBRLEF OOAKRSYHNR @32 0Kt A ERINBR
with material damages t NP 12 02f 6SNB NBOAASR Ay O22LISNI (A:
Interiour.

Detailed documents on the form and contents of the data to be supplied by insurers when
generating the polties under the mandatoryThird Party Liability insurance of motorists and
Accidentof passengers in the public transport vehicles insurance, as well as when submitting data on
claims made and paid under the mandatofyhird Party Liability insurance of motests and Casco of
motor vehicles insurancevere drafted in cooperation with representatives of the Ministry of Interiour
(MI), the Association of Bulgarian Insurers, the Guarantee Fund, and the National Bureau of Bulgarie
Motor Insurers. Later, those @doments were integrated in Decision §S29¢_ 1 KHT KN OKH I MT
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requirements as to the contents and form of the data to be submitted under Arts. 6 and 12 of Ordinance
No. 54 to the registers of insurance policies and of the reported claims wereinated, as well as the
data source, specifying the cases where they should be-fitldxy the insurer, and the case where they
will be automatically generated on the basis of data presented by Mls information system.

Another joint task involving represestives of FSC, Ml and the Guarantee Fund was the
development of selection criteria and treelection of aconsultant having international experience in
the field of risk evaluationand actuarial scient® prepare single requirements for adjustment of
insurarce premiumsF 2 NJ 6 KS LJzN1J2 aS 2F NY O NBRddzZAEARAVY2TF (1 K¢

C{/ Qa NBLNBaSyillldA@gSa G221 LINI Ay | 62N
Guarantee fund for the purpose of defining machinery and information and communication tegfie®lo
suppliers for the improvement of traffic safety, to be funded with resources from the Guarantee fund
pursuant to Art. 560 of the Insurance Code.

LY Hnmc C{/ Qa NBLNBaSyidalrdA@Sas FyR Ay LI NI.
Division continued to take part in the permanent work groups under the European Matters Council,
Y2NBE &LISOATFTAOFLff&®@ Ay 22NJAYy3 DNRdAzZLJ Hc AQCAYl y(
CAYlFYyOSY YR 22NJAYy3 DNERdzL) ™ orthe figishyof lfabour 2rid Sddidl |
Policy.

A representative of Social Insurance Supervision Divisionregularly participates in the procedur
FT2N) SE 2FFAOA2 RA&AGNAROdziAZY 2F GKS LISNBE2YAa ¢
insurance fund, whit is performed pursuant to Instruction No. 1 of 21/02/2006. The ex officio
distribution is performed four times a year by a commission established under the National Revenu
Agency which includes one authorised representative of NRA, FSC and the Bulgmaaration of
Supplementary Pension Security Companies

In relation to alternative resolution of consumer disputes, FSC experts actively participated ir
three sectoral dispute resolution bodies for the resolution of national and dbosder disputes inhe
form of an extrgjudicial conciliation on a voluntary basis under the Consumer Protection Commission:

1 Sectoral dispute resolution commission dealing with disputes in the field of insurance and
insurance intermediation, including the provision of distarinancial services in these sectors;

1 Sectoral dispute resolution commission dealing with disputes in the field of supplementary
social insurance, of insurance intermediation activities, including the provision of distance financia
services in these semts;

1 Sectoral dispute resolution commission dealing with disputes in the field of activities and
services under Art. 5, paras. 2 and 3 of the Markets of Financial Instruments Act and of activities ar
services under Art. 86, para. 1 and 2 of the Act onatigvities of collective investment schemes and of
other collective investment companies, including the provision of distance financial services in thes
sectors.

6. Institutional development of FSC
6.1.bSg LRAyGa Ay C{/ Qa YIylI3aSYSyd I yR &iNXzOG dzN
The Transitional anéinal Provisions of the Recovery and Resolution of Credit Institutions and
Investment Firms Act (RRCIIFA) defined the Financiér@sion Commission (FSC) as the body

concerned with the redlution of investment intermediaries, and in that activity the Commission should
be supported by an independent structural unit.
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Pursuant to a change in the Rules of Structure and Activity of the Financial Supervisiol
Commission and its Administration (RSAF8ZA) Hnamc (0 KS 5 blitBnol Iavestme® 2 7
LYGSNYSRAFNASAE oOwlL &siaNiBdepeadbid sirGetural drit &vithis a dommdn A 2
administration separated from the specialized administration of Investment Activity Supervisionmivisio

The reslution activity has been entirely regulated by the European legislation.
Directive2014/59/EU of the European Parliament and of the Council of 15/05/2014 establishing a
framework for the recovery and resolution of credit institutions and investbfirms is transposed in the
Recovery and Resolution of Credit Institutions and Investment Firms Act. The legislative framework h:
been supplemented with a number of delegated regulations, implementing regulations directly effective
in each Member Stateincluding Bulgaria. In relation to implementing regulations, a number of
Guidelines have been issued related to the implementation of the directive by the European Bankin
Authority (EBA).

In implementation of its function, the Directorate has prepargamons, reports, proposals and
other documents, including opinions and proposals on behalf of FSC's member under Art. 3, it. 5 FSCA
FSC on the adoption of decisions related to the exercise of its functions as a body dealing with th
resolution of invesment intermediaries.

The main goals of the Directorate are related to:

1 ensuring the availability (maintaining and updating) of suitabkolutionplansof investment
intermediaries on an individual and consolidated basis, and of the meaningful bragoimgsbusiness in
the Republic of Bulgaria;

1 ensuring the application of measure$ resolution of investment intermediaries which have
been identified as meeting all ¢hconditions on taking actions foesolution at the same time;

1 ensuring a revision othe plans for reslution of investment intermediaries in view of
identifying the actions stipulated in the plan that might have a negative effect on the possibility for
resolution;

1 ensuring the replenishment of the Investment Intermediaf®ssolutionFund(IIRF) and the
control on the payment of the contributions payable by investment intermediaries for the replenishment
of IIRF.

When performing its functions and tasks, the Directorate interacts with Investment Activity
Supervision Division, the Legatd2torate, the International Cooperation Eictorate as well as with the
other units and employees of FSC, where necessary.

The Directorate issues opinions and prepares the overall documentation related to the
I 2YYAaaArz2yQa O22LISNI (&t y6 regpbnsible f@ .issuihg opifidhs amdi thdh@
actions related to FSC's participation in the capacity of aluéisn body in reslution colleges that
provide cooperation and coordination between the oégion bodies of Member States or third
countrieswhere investment intermediaries, their subsidiaries or parent companies do business.

6.2.Human resources management

C{/ Q& &a0GNXzOGdzNB | yR T dzy O lperisicaCommiSionRA& FFEGAS the 0
Rules of Structure and Activity of the Financial Supervision Commission and its Administration (RSAFS(
the special acts and regulations that regulate the investment, insurance and social insurance activity. Tt
total number d employees working at FSC as of the end of 2016 was 255 (5 commissioners and 2¢
persons working in administration). The administration is divided in general (89 employees), specialize
(154 employees) and units and positions directlybordinate tothe Chair: internal audit unit (4

4 Promulgated SG 67 of 26.8.2016.
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employees), secretary general (1 employee), state inspector (1 employee) and 1 information securit
employee.

¢KS 3ISYSNIft IRYAYAAUNY GA2Y &dzLJLl2NLia GKS /2
manager of administrationprovides technical support to the activity of the Commission and to the
specialized administration, and performs the administrative service activities for citizens and lega
persons.in the end of 2016, the following directorates comprised the generaliastration:
Legal Directorate 20 permanent posts;
Record and Administrative Services Directorat® permanent posts;
Financial and Economic Activities Directora@0 permanent posts;
International Cooperation Directorate10 permanent posts;
Information Technologies Directorate8 permanent posts;
Public Relations and Protocol Directorgté permanent posts;
Coordination, Analyes and Policy of Regulatory and Supervisory Actiyiy permanent

= =4 -8 -4 -8 -4 -9

posts;
1 Re®lustionof Investment Intermediarie®irectorate¢ 10 permanent posts

The specialized administration supports and ensures the exercise of the powers of the
Commission and its bodies, and is comprised of the following directorates:
Regulatory Regimes of Investment Activity Directo@B2 pemanent posts;
Regulatory Regimes of Insurar@epervisiorDirectorate¢ 17 permanent posts;
Regulatory Regimed 8ocialnsurance Supervision Directoratel5 permanent posts;
Supervision of Investment ActivityrBctorate ¢ 51 permanent posts;
InsuranceSupervision Directorate 30 permanent posts;
Social Insurance Supervision Directorated permanent posts.

= =4 4 -4 -8 -

! RSOAAAGS FILO02NI 2F | OKASGAYy3I GKS CAYylyO)
building and keeping of motivated employees who acenmitted to the administration, on all levels of
the organizational process. For that purpose management of human resources was aimed at pooling tt
management resources provided by the legislation in the field of civil service (selection, training
evaliation and career development) for the purpose of maintaining high level of satisfaction among
employees.

In 2016 the efforts to attract highly qualified people to work at FSC continued. As a result of the ¢
competitions held pursuant to the Ordinance oan@petitions for Civil Servants, 8 new employees were
appointed at the Commission, two of them were hired using the option to appoint a candidate that came
second or third in the competition. Two of the procedures ended without appointed persons due to the
lack of sufficiently qualified candidates. A main problem in attracting staff through competition was once
again that the remuneration offered did not match the high requirements for the candidates.

FSC is faced with a serious problem in ensuring theuress necessary to attract highly qualified
experts required to apply the legislative reform in the Awmenking sector with regard to the newly
introduced requirements by the European Commission. As regards the financial instrument markets, th
capitalsuil F 0 At AGe 2F Ay@SadyYSyld AYyUuGSNXYSRAFNASas GKS
European rules and regulations place more and wider responsibilities to FSC which also require mo
specialised expertise. Due to those financial limitatiblsvever, we are unable to hire the necessary
experts.

The trend of attracting young people to work at FSC continued during the reporting year, too,
with the employees aged below 29 years of age account for 16% of employed staff. The largest part
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employees falls into the 3@ 59 years age group 74.12%. The employees of the Commission aged over
59 years are 7.

Figurel6.Distribution of employees by age and Figurel?. Distribution of appointed employees
type of labour contract a®f the end of 2016. by age and position as of the end of 2016.
number of employees umber of
0
:
0 : e d ) 20 - ions (under the Labour Cod

unctions (under the Civil Servant

up to 29 years between 30 and 59 years over60 years  age

M Civilservants @ Employees at labour contrac & All employees years ;l‘)wee"

Source: FSC.

The educational and professional qualification structure of the persons employed at FSC meet
the real needs required to implement the tasks and goals of the Commission. Employees with highe
education are predominant, accounting or 9d of the employee$i2016, including those having a PhD
Degree €2: 0 X | al ai S pRand 5EREhANBSDegree%d. The share of employees with
secondary education is the lowestf90 ® ¢ KS RA&AGONROdziAzy 2F C{/ Qa S
is as followsthe highest percentage (4%) are employees with higher education in the field of economic
sciences, 386¢ in the field of legal sciences%c in the field of social sciences%8¢ technical sciences
and informatics, 26¢ natural sciences and mathemes, and 26 have education in other fields.

Figurel18. Distribution of staff by educational degree in Figurel9. Distribution of employees by areasf
2016 higher education in 2016.

| Social sciences

W PhD 1 Economic science

wal 4l SN2
u Legal sciences

. I OKSt 2N
® Natural sciences, mathematic
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Source: FSC.

Source: FSC.

Increasing qualifications and acquiring new skills by employees is a prerequisite for the FSC
effective regulatory and supervisory activity. Maintaining the basic skills and improvircptmgetences
2T 4G FF A& SyadsaNBR GKNRdAZAK GKSANI LI NIAOALI GA2
employees underwent trainings at the Institute of Public Administration (IPA).
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Table28. Trainingsheld &G GKS LyaidAddziS 2F tdzooft A0 ! RYAYAaidN

Topic of training N.umber of Numbgr of staff
trainings held trained

Implementation of APC (for ngurists) 1 1
Effective methods of prevention and fight against fraud 1 1
Annualmeeting of human resources specialists 1 2
EU Judiciary and key procedures before the Court at 1 5
Luxembourg
Risk Management in the activity of the administration 1 1
Evaluation and counteraction to the corruption risk 1 1
Annual meeting oinspectorates under the Administration 1 1
Act
Practical issues of administrative offences and penalties ( 3 10
jurists)
Practical issues of administrative offences and penalties ( 3 4
non-jurists)
Organisation of the document turnover in tis¢ate 1 1
administration
Application of the Civil Procedure Code (for jurists) 1 1
Influence of the European administrative law on the

. - . 1 3
development of the Bulgarian administrative law
Evaluation of impaat module course 1 1
Practical Aspects of theresidency of the Council of EU 1 2
EU Legislative Process after the Lisbon Treaty 1 1
Methods of preventing corruption in public administratiqn 1 1
legal framework and practices
Total 20 33

In 2016 training courses at other training institutiomsthe country were performed aimed at
enhancing the professional knowledge of employees from the general and specialized administration c
C{/ a2 +a (2 adz00Saa¥dA#te SESOdziS Aia &adNIGS3
optimizing work processes, and enhancing the personal motivation of employees.

Table29® ¢ NI AyAy3da KSER G 20KSNJ GNIFAYyAYy3A AyadAadlddz

Number of staff

Training institution Topic of training trained

GCAYLFYOALFE YIFyl3aSy
Public finances school public sectorg main requirements, risk 2
Y'Yyl 3SYSyid yR |y

G5NI FGAyYy 33 Igyhair dzR

Public finances school : . 1 2
requirements, practical guidelines
G¢eKS {GFaGS FyR G4
Gl Gt a N 2y &KRdzfy @A responsibility in light of the mandatory cag 4
EOOD law under the State and Municipalities
51 YF3ISa wSalLlRyaaaqd
Public finances school Gt NBf AYAYFNEB fS3I €7 5
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taking up & obligations and before incurrin
costs, and a double signature system in t
Lldzof AO &aSO02NJ 2
The new legislation about public
bFrdAz2ylf ! R@Aaz21l procurements. The new Act on public 1
LINE OdzNBYSy (i ad
Public finances school Risk management in the public sector 5
blFrdA2ylt | ROAA2] Current issues of commercial law 6
brGA2y It | ROAAZ] Civil Procedure 4
braGA2yFf | ROAAZ2] Current issues of contract law 1
Training programme administrators on usi
G¢ SOKYy 28AR A O the human resources management 1
programme HeRMeS
Public Procurements Actnew rules of
Public finances school procedure and requirements, application 22
practice
WdZNJ} auaQ ; yAzysz Linguistic and terminological aspects of t
EC's Dectorate General for . 1
, European Union Law
Translations
Public finances school Drafting_ Wo.rkin.g docume'nts qnpl their 1
application in the audit activity
hLISNF GA2y I t NB3
Management 20142020¢ scope and goals
Public finances school Development of higiguality proposals. 1
Conditions for applying through EUMIS
2020. Project evaluation and approval.
Practice and current issues on the new A
Unitax Training on Public Procurements (APP) and its 2
iYL SYSYGAy 3 NI
Dobi Press Annual accoun_ting_ yeand at the budget 5
organizations for 2016.
Total number of staff trained 57

FSC continued maintaining its useful partnership relations with a number of international
institutions ¢ JointVienndnstitute, International Monetary Fund, EIOPA, ESMA, etc. During the reporting

period 39 employees participated in trainings organized by institutions abroad.

Table30. Trainings held for FSC employees at other training insting abroad in 2016.

Training institution

Topic of training

Number of staff

trained
Onsite inspections 1
GLYGNRRdAzOGAZ2Y (2 L
ESMA communications under the Markets in 3

CAYLFYOALIf LyaidNHzy$s

FyR a! O0Saa G2 @NI
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implementing a project for information
technologies and communications under
the European Market Infrastruacte
Regulation (EMIR)

Onssite inspections Part 2

Commodity Derivatives

GLYUNRRdAzOUA2Y (2 a

MiFID Il Data Processing Project

RPN

GLYUNRRdzOGAZ2Y G2 L
communications under the Markets in
Financial Instruments Directiiea A C L |
YR a! O0Saa G2 @NI
implementing a project for information
technologies and communications under
the European Market Infrastructure
Regulation (EMIR)

GLYUGNRBRdAzOGAZ2Y (2 a

MiFID Il Data Processing Project

Workshop on transposing and
implementing the new legal framework o
financial instruments market MiFID
2/MiFID

Central Counterparties

Testing the receipt of reference data by
consumers

EIOPA

Workshop related to the implementation
of the Solvency Il Directive

Impact Assessment in Practice

Supervisory Aspects of Car Insurance

Workshop on the supervision of insurang
groups

RiskBased Supervision

IMF/3VI

Legal aspects of international financial
institutions

Macroprudential Supervision

Written communication in English

EC

Workshop on LEI

Bank for International Settlements
(BIS)

Solvency and global capital standards

N (PRI PN DN PN

The International Organisation of

Pension Supervisors (IOPS) and tl

Pension Fund¥igilance Commissiol
in Italy (COVIP)

International Conference

Financial Conduct Authority

Supervisory approach

Financial Conduct Authority

Training on the Markets in Financial

Instruments Directive (MIFID II)
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Polish Supervisory Authority | RiskManagement of Insurance Companig 2
The financial supervision educational
The Polish Body of Financial |A YA G A I (i A @it and offsit€ { 0 1
Supervision (KNF) supervision of investment companies an(
FdzyRaé 2NHI YAl SR 2
Organisation for Ecamic Ce
operation and Development (OECL Global forum on private pension insuran
International Organisation of Pensic 2016 and a Workshop on supervisory 1
Supervisors (IOPS) and the Body ( practices and issués private pension
Mandatory Pension Schemes of Ch|insurance
(MPFA)
Total number of staff trained 39

The professional development of civil servants consists in improving their qualifications to
execute their professional duties and to take a higher position at the administratiomarifestation of
'Y AYLINROSR ljdzh f AFAOFGA2Y +a | O2Y0AYylGAz2zy 2
promotion. In 2016 FSC's employees demonstrated their motivation and commitment to the goals set b
the Commission which was noted in the anneahluation of their professional performance. In 2016 68
employees of the Commission were promoted.

Table31. Final annual evaluations of professional performance at FSC in 2016.

Evaluations Civil servants SAOECE hgvm il Loy type o
a labaur relation evaluation

Exceptional performance 2 - 2
Performance exceeds requirements 48 2 50

: 74 10 84
Performance fully meets requirements
Performance does not fully meet 3 - 3
requirements
Unacceptable performance 5 - 5
Total bytype of relation 132 12 144

¢CKS Y2UA@lIGA2y G2 KIFEGS F 0SGGSNI LISNF2NXI yOS

is related to career growth, possibilities for training and financial stimulation, in accordance with the high
results achievedwithin the legislation regulating civil service. In 2016, 25 competitive selection
procedures were held which resulted in promotions.

The Financial Supervision Commission continued employing intestgdents in the Students
Internships Programme in the state administration and persons who have obtained higher education
F2ff26Ay3 GKS NBIdZANBYSyGa 2 Ps aikSstate Mdrnnigttatiord §1 2
2NRSNJ (i2 SyadaNB LINF OGAOFE SELISNASYOS GKFEG 62dz
Commission gave 22 young persons the opportunity to have their internship at FSC.

6.3. Development of information technologgs for the needs of supervision
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Due to having serious financial restrictions, FSC is unable to provide new equipment, thus th
| 2YYA&aaArz2yQa SELISNI&a INB FFOSR ¢6AGK GKS NBIf A
archaic software. Given thiacreased requirements and expectations, the need to renovate and develop
C{/ Qa AYyF2NXIGAZ2Yy &adaeéaidSya A& dzNBSyG> odzi AdG A,
infrastructure with the means available to it.

Despite these serious obstacleSSC has done its best for the development of information
systems to continue to be marked by sustainability and conformity with the current trends of
information technologies development. The purpose is to ensure the maximum functionality of IT
servicesdy R 32830GSYad NBI|dzZANBR (G2 LISNF2NY (GKS /2YYAaa

During the reporting period, a project was devised to upgrade the electromggiBter and the
OFNR AYRSE Ay ((KS &a80iAazy 27F 4&L yitamaiel sybMiSsiord afzLIS
OANDdzyaidll yoSa 2F Ayad:NIyOS I3Syida (G2 0SS SydaSNB
15.

I LINRP2SO0 2y G(KS SELIyarazy 2F GKS alyl 3SySy
section of automatic submissicand receipt of the statements of insurance andnisurance companies
AY . w[ F2NX¥ F2N 0KS AYRAGARdZ £ FyR 3INRdAzLJ NBLR

The renovation of the internal information infrastructure was focused on optimising server
equipmen®® ¢ KS AGaRS&10G2L¥ GANIdzr t A&dlGA2y az2ftdziAzy &1

During the reporting period maintaining current state of information in FSC's registers continued.
The information in eRegister is updated by supervised persqmiblic enterprises and secust issuers
(including the companies having a special investment goal), and by the managing companies. The por
works continuously and contains the latest information submitted by the supervised persons. All the
other circumstances are duly updated inethe-Register and the card index on the basis of the
information submitted by divisions in the orders. During the reporting period the preparation and
building of an integrated electronic systeqiModule eRegister, Art. 1d began for the purpose of
information sharing between the addressees of Art. 1d of the Supplementary Provisions (SP) of LPOS &
the Commission.

FSC's webpage was widely visited by various groups of conswgrermgervised persons, the
media and the public representatives. Its developmemd &nrichment with new modules and additional
O2yiSyitasz a ¢St -dadkingfinandial s€{or allidity stayiskcs cortiBued/ 2 v

The Commission continued to actively participate in the activity of the respective European
supervisory authdgties. In 2016 the scope of data supplied to ESMA member states through the TREN
system was expanded. FSC joined the projects EMIRT and FIRDS. It participated actively in EIO
activity both as regards the introduction of the unified register of insueerd reinsurers of European
Union countries, and as regards the new versions of Taxonomy 2.2.

6.4.FSC's budgetary implementation report for 2016.

The Financial Supervision Commission (FSC) is a legal person supported by the state budget purst
to Art. 2, para. 3FSCA. FSBs ANJ A4 GKS LINAYFNE 06dzZRISO aLISYRSI
applied and accounted for pursuant to the Act orbRuFinances.

¢tKS adldsSySyd 2y OFakK Fyz2dzyda Ay C{/ Qa o6dzR3
6,520,907 that also include revenues collected by the National Revenue Agency (NRA) in the amount
BGN 9@65. The revenues collected by NRA arecdjed in the reporting section of the statement by
the minus symbol, pursuant to the instructions of the Ministry of Finance, and as a result, the final
amount of revenues according to the statement on cash amounts in FSC's budget for 2016 is in tt
amount of BGN 6,430,642.
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¢KS ai0NHzO0dzNBE 2F C{/ Qa NB@SydzSa F2NJ unmc Aa |

1 revenues from state taxes on the grounds of Art. 27, para. 1 FSCA and the Tariff on Fe¢
collected by the Financial Supervision Commission pursuant to the Financial Supervision Commission #
including those collected by NRAamount to BGN 3,890,798yhich represent 59.626 of the total
amount of revenues;

1 revenues from fines, financial fines and interests, including those collected by NN
2,621,721 representingd0.20% of the total amount of revenues;

1 other revenues; BGN 8.388, representing 0.93 of the total amount of revenues.

LY Hnmc GKS 02304 AYyOdzZNNBR F2NJ C{/ Qa adal TF¥
Labour Cod and the Civil Servant Act, and mandatory insurance contributions paid by the employee), fi
the current expensesf the administration, and external services, for the payment of annual European
Supervisory Authorities membership fee, and international organisations membership fee, and for capite
expenses, amount to BGN 13,220,484. Nearly half the subsidy recewedHe state budget is used to
pay the European Supervisory Authorities membership fee, and international organisations membershi
fee. These expenses arise from commitments made by Bulgaria upon its accession to the Europe
Union. The statement also ihcles expenditure for remunerations and mandatory insurance
O2y iNROdziA2ya dzy RSNJ GKS &/ FNBSNJ {dGFNIé& t NRINI
expenditure amount to BGN 13,224,411.

Funding those costs has the following ratio:

1 budget reenues received in cashBGN 6,430,642 or a relative share of 48.63%;

1 transfer from the central budget BGN 6,789,842, or a relative share of 51.34%;

§ transfer from the Ministry of Labour and Social policy in relation to d¢hel NB SNJ { i
Programme; BGN3,927, or a relative share of 0.08.

There is a significant growth in assets (12%) managed by supervised persons. Their amoudt react
nearly BGN 22.8 billion or 26 GDP. Despite the growth in activities, the expenses for supervision the
Commission aaafford are dropping. In our opinion the most rational approach is for the Commission to
replace the budget funding with sedupport from the fees collected from the business. This is the
financial scheme typical of most European Union countries inioglato the operation of national
regulators, and besides it is approved by the business.

6.5. Activity Report on the Internal Audit at FSC for 2016

During the reporting period the Internal Audit Unit (IAU) at FSC operated in accordance with the
Internal AuditStrategic Plan for 102018, and the Annual Plan for Audit Tasks for 2016 elaborated on
the basis of the former.

When planning and implementing audit tasks, the approach of auditing FSC's main activities |
applied. The audit reports provide informati@nd comparative analyses on the implementation of the
respective activity, the level of control, the good performance, and the weaknesses in different units. Th
internal audit activity is aimed at encouraging the introduction of unified procedures anugiron of
the best practices to improve the conditions for the Commission's functioning as an effective unified
supervisory authority of the nebanking financial sector.

In 2016 1AU performed the following audit tasks and activities:

 assurance audit fork S LJdzN1J2 &S 2F S@rfdzZ GAy3a G§KS I O
three dvisiors so as to achieve compliance with the legislation and support of the Commission and thei
bodies in the exercise of their powers to issue (refuse to issue) licensesitpamd approvals, legality
and adequacy of the existing Tariff (in the section of administrative procedure fees), the internal rule:
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and procedures regulating the regulatory regimes and their related activities, the state of internal
control;

1 advisory cormitment by supporting the management in the performance of-se#luation,
completion of a questionnaire and preparing a report on the state of financial management and control
systems (FMCS) at FSC for 2015;

1 consulting through monitoring and reportingghimplementation of activities stipulated on
FSC's Risk Register for 2015;

1 advisory commitment to coordinate the activity and provide methodological support in the
drafting of FSC's Risk Register for 2016;

1 activities related to audits performed during thgrevious year to verify the legality of
activities involved in the contracting and implementing public procurements, and the consistency
0SG6SSy GKS FTOUA2ya LIIFYYSR IyR I Oldzr ffe& LISNF
2015;

1 audit commitments being under implementation during the reporting year and are
transitional to the following year, evaluation of the administration activities by Investment Activity
SupervisionDivision according to the review and valuation of the plans for recoveringsiment
intermediaries pursuant to the Act on recovery and resolution of credit institutions and investment firms,
as well as verifying the conformity of FSC's activity to the Public Procurement Act.

As a result of internal audits, a total of X8commendations were given. IAU assisted in the
preparation of action plans and performed implementation monitoring, supporting a unified database of
recommendations and responses planned in that regard, and implemented result status monitoring
procedures.

Ly NBOSyid eSINm>X I O2yaraidSyid GNBYR KlFa SYS
I OOSLIGSR o6& C{/Qa YIylFr3asSYySyid FyR G4KS YFylI3aSNAI
degree of implementation of the activities planned ielation to the recommendations given is
maintained, and in 2016 they were implemented at%0 This shows that communication during the
I dZRAG O2YYAUYSylta Aa SFFSOUAQOSs: Fa ¢Sttt | a GKI
improvementof FSC's control and activity, have improved.

The amendments and improvements in the Commission as a result of the audit activity during the
reporting period are mostly related to indicated possibilities for legislative changes.

As a result of the inter audit activity, the following main statements and conclusions on the
functioning of FMCS at FSC could be summarized:

1 A steady process of goal setting has been established with regard to the availability of
outlined shortterm strategic goals and prior#s, and the determining of annual activities to achieve
GK2aS® 5dzNAy3 NBOSyid @eSINmRX C{/Ua o0dzR3IS{ KI &
development and goal setting;

1 Risk management is an integral part of the activity and the general neamagt process at
the Commission. A standardized approach is applied in the field of risk aimed at planning an
undertaking adequate actions towards risks that jeopardise the organisation's goals. With regard to that
every year riskegisters of the admistrative units and of the Commission are developed, and
monitoring of the implementation of planned activities is performed. In 2016, IAU reported progress
concerning the improvement of FSC's Hislgister quality. The comparative analysis shows that durin
the last years there has been identified an unfavourable circumstance which hinders the Commission
work, namely the lack of financial resources mainly for the development of information systems anc
infrastructure;

1 Risks are generally taken into accoumthe rules and procedures regulating the activities at
FSC. In the analysis of control mechanisms it is important to deepen the interrelation with the risk:
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identified and evaluated for the purposes of identifying unnecessarily sophisticated inteowddures
where the costs for resources (time or human) do not match the benefits of application, as well as
undertaking of adequate measures for their simplification;

1 Control mechanisms are integrated in FSC's activity and are generally applied effelstigely
ensuring the compliance with applicable legislation and internal acts;

1 There are reliable communication and information management systems at the Commission;

1 Activity is effectively monitored, thus allowing for changes or corrective actions, where
necessary. Improvements are important in view of providing not only adequate, but timely actions.

LY wHnmcX F2NJ 0KS LlJzNl1J2aSa 2F AYLNR@GAYy3 L!! Q

1 continuous and periodical review (annual satisessment) of the audit activity;

1 review and update of all the rules regulating the internal audit activity (Statute, Internal Rules
of Organizing the work at IAU, Quality assurance and audit improvement programme);

1 feedback from the managers of audited structures and analysis of the infmmmabtained
on their level of satisfaction with auditing services.

The strengthening of the administrative capacity of the unit was achieved by:

1 enhancing the professional knowledge and skills of internal auditors through the
development and implementaA 2y 2F | GNIAYyAy3a LY O2yarads
individual needs of the employees, and FSC's budget possibilities. During the reporting year, intern
auditors took part in more organized trainings compared to those reported duringtieous period.
Competences and qualifications were upgraded by attending trainings of the School of Public Financ
under MF, seHtraining, discussions within the unit and communication with other 1AU;

1 improving knowledge in the field of the speciatizactivity of the Commission by profiling
internal auditors by type of market.

6.6. Report of the Inspectorate

The activity of the state inspectorate during the reporting period was aimed at performing
administrative control on the work of structural units and employees in the Commission's administration,
performing on-site inspectionsfollowing an annual plan appved by theChair, as well as random
inspectiongn the order specified in the internal rules of the state inspector.

The documents issued provide a comprehensive, objective, impartial and accurate clarification of th
cases being checked, and propose meas for their solving in view of preventing and dealing with
breaches, overall improvement of the work of the administration, as well as prevention and detection of
possible cases of corruption.

When implementing its control functions, the state inspecimrformed the following targeted
inspectiors:
- on the issuing of an additional license under an application submitted by ZK Nadezhda AD, ci
of Sofia;

- on opinions presented on signals given to the Commission by Intransmash Engineering AD, 1J
Bulstrad VI AD, and Euroins Insurance Group AD with regard to procedures initiated and the method
notifying supervised persons about their completion;

- on the issuing of an additional license under an application submitted by European Health
Insurance Fund 1JSC city of Sofia;
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- regarding opinions submitted by employees of the Financial Control Commission with regard tc
letters and applications of supervisedrgens concerning decisions made by the Commission;

-withNB I NR (2 | &aiamasaSLiEkd@ghe AdminStrition & thetCouncil of
Ministers, against draft regulations published;

- thematic inspectiong regarding the fulfilment of the workbligations of an employee &ff-
site SupervisionUnit, Supervision ofinvestment Activity Dectorate, for a period of one year in
accordance with the job description, because of an identified breach of the Professional Ethics Code,

well as to idenfiy the presence of conflict of interests pursuant to the Act on conflict of interests
prevention and identification.

In implementation of Order No.-88/31.3.2014 of the Primdinister of the Republic of Bulgaria
whereby the ministers, the presidents ofas¢ agencies, and other power authorities are obliged to
establish aMethodology for the evaluation of the corruption risk for the respective administration;
taking account of the specifics of the sectoral policy, the state inspectorate prepared a draft
Methodology for the evaluation of corruption risk in the financial supervision commission and a model
form of an anonymous questionnaire.

C{/ Qa AyalLSOi2NIGS AyAGAIFIGSR GKS FTR2LIAz2Y
efficiency of the activitiesSF 2 NJ G KS CAY Il yOALFf {dzZLISNIBBAAAZ2Y [ 2YY
making of a decision about initiating verification aimed at analysing and evaluating the effectiveness c
the activity on a structural level by FSC specialized administration fér. 201

In performing his functions, the state inspector requested and presented data, information and
references necessary to perform the verifications, as follows:

1 Information required from BTC EAD on the occasion of an inspection related to a signa
submitted against an employee of FSC by a member of the BAR and six natural persons who a
Bulgarian citizens;

M1 Information sent to:

P The Public Financial Inspection Agency with regard to a signal concerning an evaluatio
received about the rating of an applicaiata public procurement;

P Directorate General of Civil Registration and Administrative Services of the Ministry of Regione
5SSt 2LIYSYyid FYyR tdzof AO 22NJa O2yOSNyAy3a ftS3S
powers granted under the Finaial Supervision Commission Act in relation to the supervised persons
being inspected;

P The bodies of MIA concerning an inspection related to a prosecution file No. 8190/2016 of
Sofia Regional Prosecution Office.

A signal was also forwarded to the Mimsof Labour and Social Policy of the Republic of Bulgaria
as the competent body in such cases.
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MARKET ANALYSIS OF NEAWKING FINANCIAL SECTOR

1. Externalenvironment and economic activity

1.1. Externalenvironment

In 2016 the globaéconomy continued its recovemngporting growth of 3.1% compared to 3.2%
the previous year. Theeal GDP growth slowed down among developed economies, reflecting the
weaker growth in USA and thecerataintyabout economic development following the otn June in
Great Britain to withdraw fronthe EU. While this dynamics is in favourtloé lower interest ratepolicy,
the gradual increase in prices on international maskahd the inflation, as well as the recovery of
confidencein global demandvould put and endthistrend, for which the Federal Reserve took actam
the end of 2016. The economic performance of developing countrigsite different While in China
economic growth remained stable, supported by the implemented policy, economictyadtivindia
slowed down as a result of the currency policy implemented, and Brazil continued to be in recession

In 2016 theglobd PMI that reports the
odzaAySaaQ lFGGAGdzRRSAX
dynamics, closing in December the best quarter
for the industry since thdeginningof 2014. The
global A Y RSEQ 3 NEegrésilt ob thel
contributions of both industry and services
secors.

PMI for USA and thesuro areareached
respectively 21 and 68 monthly peaks, and in
Great Britain it reported its best level for the last
two years and a half. PMI performance in Asia
improved as well, dominated by its positive
dynamics in China. Newbeless movements
there werein diversedirections asthe indices
for India and South Koreaent downwards. At
the end of the year economic activity improved
mainly in developed countries, except for Japan
where the composite PMI remaineoelow the
neutral rate of 50 at the end of 2016

gl

Figure20. ManufacturingPMI
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In 2016 the volume of world trade had a
slight increase compared to the previous year.
The growth in trade was due tthe developed
countries while trade indeveloping countries
hardly fiowedany changeAdvancedeconomies
reported differences by countries, with trading
in the euro areaand Japan during the first
months of 2016 increasing on an annual basis,
while in the USA the weak GDP growth and the
drop inindustrial production during the first half
of 2016 contributed to a decrease in foreign
trade compared to the same period in the
previous year.
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Figure21. World trade
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Global industrial production grew since the
beginning of the year reflectinthe favourable
development ofprices and the stabilization of
demand on a global scale.

Figure22. Industrial Production

3-month moving average; annualized percentage change
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Since thebeginningof 2016, the price of
crude oil began a gradual increase. Although the
prices of energy and neenergy products on
average for 2016 remained below their levels of
2015, in the second half of the year international
markets reported a decrease in the
inconsistency btween guantities demanded and
qguantities produced, which ledt the end of
2016 to an increase on an annual basis of prices
of energy and of a large amount of nenergy
products. The main factors that contributed to
G6KS AYyONBIFIasS Ay <$SdudbH?S
the second half of 2016 were parameters
negotiated in September, November and
December 2016 of the restriction on oll
extraction planned for early 2017 in OPEC states
and other major producers such as Russia, as
well as the decreasing extractiom USA.

The price of metals followed an increasing
trend on a chain basis since the start of 2016
both in EUR, and iWSdollars. The main factors
that contributed to the increased prices of
metals were the increased demand by China
related to the increasedstate investment
expenditure, and the reduction in energy
LINE RdzOG&Q LINAOSad ¢KS
RSYIYR o6& ! {! NBftlIGSR
intentions to make infrastructure investments,
also had an impact.

The general food price index dropped
2016 by 2.®6 approximately.

Figure23. Dynamics of the prices of food, raw
energy products and metals
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In 2016, global financial markets were
surprised by the occurrence of major political
events. In the first monthsstock exchange
indices continued moving upwards from their
levels in the previous year, supported by the
permanent less demanding conditions for
funding from the main central banks in
developed economies. In Junancertainty on
capital markets on a globascale increased
following the results of the referendum in Great
Britain. Since the central banks responded
immediately, markets calmed down, and no
special market events were reported, except for
thé. deRrahdedin soMe rdaledtafeSunds in Great
Britain. Within the euro areathe German DAX
reported a 6.87% increase, while the Spanish
IBEX35 dropped by 2.01%.

Despite the surprise causedlso by the
elections in USA, its effect was only temporary,
and at the end of the year the American indices
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S&P500 and OWJONES reported growth
respectively of 9.53% and 13.42% on an annual
basis. Movements on the stock exchange
markets on the Asian continent were diverse,
GAUK | KAYIl Q&
drop of-12.31%, and Japan reporting a minimal
growth (0.42%).

Figure24. Capital markets
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Considering the trends in the international
state of affars, global growth in 2016 was
slowed down t03.1% (3.2% in 2015) due to a
lower annual growth iredvancedcountries and
the maintained real growth in emerging and
developing countries on levels close to those
from the previous year. In 20l@Gdvanced
economies reportecsmaller growth ofl.7%as
compared to the2.1%in 2015, reflecting the
weakerthan expectedactivity in USA during the
first half of the year, as well as the effect of the
Brexit referendum. During the second half of the
year, he economic activity in USA remained
below expectations mainly due to the drop in
the level of consumer spending, pubdipending
and investments.

For 2016, the real GDP of China grew by
6.7% which was consistent with the economic
growth interval target, set between 6.5% and
7.0%. The strong fiscal support and the wider
monetary policy, as well as the rise in the real
estate market during the year were the main
factors of economic growth in China.

YIAY AYRSEsw

Figure25. Real GDP growth
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Global inflation continued to increase

during the year mainly under the influence of
rising prices of main raw materialsotf the
developingand the advancedeconomic regions
reported increase in the growtlof consumer
prices. The rate of inflation inadvanced
economies reached 0.8%t the end of 2016,
compared to 0.3% in 2015, mostly due to the
increase in the prices of energy commodities.

Figure26. Inflation
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The state of the labour market in theuro
areacontinues to improve, with unemployment
droppingto 8.9% in 2016. During the last month
of the year the level of unemployment remained
the highest in Greece (23.1%) and Spain (19.2%),
both countries reporting a moderate drop in the
indicator. Unemployment rate in Germany
remained the lowest (4.1%).

The labour market conditions in §A also
continued to improve in 2016 with the
unemploymentrate in USA dropping to 4.7% as
of December.
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Figure27. Unemployment dynamics on a global
scale
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In 2016 there was an increase in budget
spending on a global scale. Budget deficit grew
up to -3.68% of GDP as a result of the fiscal
policies implemented to stimulate economic
growth, especially among developing countries.
Among advanced economies budget deficit
reached-3.02% of GDP which is ansubstantial
change compared to the3.02% reported in the
previous year. The economies with emerging
markets reported a more significant worsening
of public finances, accounting for a negative
budget balance upa-4.7% of GDP as of the end
of 2016, compared te4.5% a year earlier.

Figure28. Balance of public finances
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The public debt on a global scale continued
to grow and in 2016 it reached the level of 84.1%
of GDP. In developeduntries the amounts of
public debt grew up to 107.5% GDP. Public debt
in developing economies is significantly lower as
a GDP percentage, increasing to 48.3% in 2016.

Figure29. Public debt on a global scale
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Tenyear sovereig bond yields remained
low in 2016 as well. In USA and Japan there was
an average annual yield of respectively 2.1% and
0.4%. Great Britainexperiencedan increase in
sovereign bond vyields aftethe referendum in
June, which ws rehted to the increased
uncertainty - & NB3IF NRa (KS |
economic development.

Figure 30. 10-year sovereign bond vyields of
USA, Japan and Great Britain
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As a result of the liquidity infusion
measures by ECB the -§8ar sovereign bond
yields continued to drop, with even negative
yield levels being reported in Germany. In
general, average 1@ear sovereign bond vyields
reached 0.8% in theuro area
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Figure 31. 10-year sovereign bond vyields of
Germany, Italy, Spain anGreece
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In 2016 the single European currency was
marked by a diverse dynamics. During the first
half of 2016 it followed an upward trend,
interrupted by the results of the referendum in
Great Britain. Despite the faeut of that effect
in August and September, ¢h increase in
interest rates bythe US Federal Reserve in
December and the continued measures to infuse
liquidity by ECBlepreciatedthe euro, whichlost
3.1%of its valueon an annual basiat the end of
the year, reachingminimal value of 1.05US
dollarsper euro.

Figure32. USD/EUR Exchange Rate
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In 2016 GDP of thesuro areacontinued
to recover with real growth reaching1.7% in
2016 compared to 2%reported in 2015.
Following the analysis by components, a main
contributor to the growth in theeuro areawas
the private consumption (1 Jp.), supported by
the favourable conditions of monetary policy
and low inflation. In 2016 investents also grew,
contributing 0.5 p.p to the GDP growth. There

was also an insignificant increase ithe
government spending in theeuro aea,
contributing 0.4 p.p to theeal growth. Despite
the drop in the value of the European currency,
the net export had a negative coitution of
-0.1 pp. due to the global economic slowdown
and the continued sanctionsagainst Russia.
Inventories had a negative contribution of

-0.1 pp.

Figure33. GDP growth in the ero area
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In 2016 inflation in the euro area
measured through the harmonised index of
consumer prices (HICP) grew, reporting negative
values in the first months mainly due to the drop
in food prices and the low prices of oil. Inflation
measured without the prices of energy goods,

foodstuffs, alohol and tobacco products,
remained relatively stable in 2014 0.85%but
TFNI oSft2g¢ 9/ .Qa Gl NBSQ
Figure34. Inflation in the euro area
%, compared to the same period of the previous year
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In Central and Eastern Europe (CEE), a key
FILOG2N Ay (KSowsio2002was Q4
the drop in theabsorptionof EU funds due to
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the transition to the new 2012020 programme
period. Investments were reduced, with the
largest drop being in Poland amtungaryc the
countries in the region having the largest level of
EU funds bhsorption rate There was also a drop
in expors compared to 2015, which reflects to a
certain extent the weaker demand ithe EU.
Meanwhile, private consumption generally grew
supported by the improvement in the labour
market, the higher growth of salaries in some
countries and the recovery of bank lending.

Brexit's effect on the real GDP of CEE
countries is generally assessed to be 0.3°pp
the smallest open economies in CentElrope
being the most affected, while that effect was to
a more limited extent in countries having larger
domestic markets, such as Poland, Romania and
Turkey.

Table32. Real GDP growth in CEE

2015 2014
Czech Republic 4.5 2.4
Hungary 3.1 2.0
Poland 3.9 2.8
Romania 3.9 4.8
Turkey 6.1 1.5
Note: Amendment compared to the previous year (%). The values
2016 are preliminary.
Source: IMF, National Statistical Institutes.

In 2016 inflation in CEE®untries remained
low, with some countries such as Poland and
Romania reporting negative values measured by
the average annual inflation rate. Low inflation
in CEE was the result of lowrices of
commodities on a global scale, and of food in
particular.

15 According to evaluations of the researghit at
UniCredit Group.

Table33. Inflation in CEE

2015 2016
Czech Republic 0.3 0.6
Hungary -0.1 0.4
Poland -0.9 -0.6
Romania -0.6 -1.5
Turkey 7.7 8.4
Note: Average annual inflation rate.
Source: IMF, National Statistical Institutes.

Unemployment levels continued to drop in
2016 in CEE countries as a result of the growing
workforce demand in several countries ineth
region. Only in Turkey was there a slight growth
of unemployment (10.5%) to levels close to
those reported in the previous year (10.3%). In
Poland and Hungary unemployment dropped to
6.3% and 5.2%. In the Czech Republic
unemployment dropped to 4% and in Romania
to 6%.

Table34. CEE unemploymenate

2015 2016
Czech Republic 5.1 4.0
Hungary 6.8 5.2
Poland 7.5 6.3
Romania 6.8 6.0
Turkey 10.3 10.5
Note: The data are average on an annual base (% of the workforce).
Source: Reuters Eikon, National Statistical Institutes.

In 2016 the values of main stoeelkxchange
indices in CEE countries moved diversely. Capital
markets in CEE were also affected to some
SEGSylG o6& DNBI NRA G A
referendum but without anylongterm effects.

At the end of the year the Czech4PRAGUE SE
reported adrop of 3.63%, while the Hungarian
BUDAPEST SE INDEX, the Croatian CROBEX ar
the Polish WIG20 increased respectiveby
33.79%, 18.06% and 11.38%. The Turkish BIST 30
and the Romanian BUCHAREST BET# Istight
increase of 8.94% and 1.15%.
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Figure35. Capital markets dynamics in Poland,
Hungary and Turkey
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Figure 36. Capital markets dynamics in the
Czech Republic, Romania and Croatia
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1.2. Overview of economic activity in Bulgaria in 2016

In 2016 real GDP growth in Bulgaria, according to preliminary data, amounted to 3.4% on an annu
basis, which is mostly due to the positive foreign trade balance. The current account surplus expande
reaching EUR 1809.6 min. during the year. The voluirfereign investments in Bulgaria amounted to

EUR701.7migl AA3IYATFAOI Vi

RNRLI O2YLJ NBR

12 G4KS LINBZC

2.0% as a result of the activssuingpolicy of the government, reachingt the end of the year the
amount of EUR 34.6 bin. Credit activity during the yeatered positive erritory ashousehold lendings
recoveringat a fasterrate. The budget balance on a cashibagason surplusamounting toBGN 1465.5

min., which ism ®c:’z 2 ¥ D5t &

| 2 yrazddYirsléxJconiMBietS &epbrt deflaNdvi in 2016

while housing prices increased its positive rate of cleog an annual base to 8.1% during the last

quarter of the year.

In 2016 the positive balanceof the
current and capital accoust reached the
considerable EUR 28771hIn. For the period
between January and December 2016, the
surplus on the current account of the balance of
payments was in the amount of EUR 1809.6 min.,
representing GDP 2.0% This dpamics is mainly
due to the shrinking trade deficit. The capital
account surplus ecreasedby EUR 354.1 min.
compared to the previous year to EUR 1067.5
min. in 2016, as a result of limitadflows under
the new EU operational programmes.

The balancef the financial account for the
year was negative (EUR68.7min.), EUR 214.6
min. less than the negative balance reported in
2015. According to data from the balance of
payments, international foreigmeservesof the

16 According to preliminary data of the National Statistical
Institute, GDP in 2016 was BGN 92643.6 min.

country grew by EUR 3467.3 min. Aftaking
into consideration the changes from foreign
exchange valuation adjustmentsand price
revaluation, the foreigmeserveson BNB balance
sheet increased byEUR 3613.2 min. (BGN 7.1
bin.) asthe assets of the Issuing Department
reached BGN 46.7 bin. éite end of 2016.
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Figure37. Dynamics of the main accounts of the
balance of payment

(EUR min., cumulative for the previous2 months)
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The substatial expansion of the current
account surplus byEUR 1632 min. in 2016
compared to the previous year was mainly due to
the favouralde trading conditions with the trade
balancedeficit decreasingpy EUR 832.5 min. As a
result of the good revenues from tourism, the
positive balance on services grew by EUR 287.4
min. A positivecontribution to the surplusof the
current account was also due to thiewered
negative balancéoy EUR 608.0 mirof the item
G LINA Y I NB  Aag @ &30 af the/stnallér
outgoing flows in the form of dividends and
distributed profit Due to the still low level of
funds d@sorption under EU operational
programmes forthe 2014¢2020 programming
period, the surplusof d 8 SO2 Yy Rl NB
decreasedoy EUR 90.7 min. during the year.

Figure38. Dynamics of the current account and
its components

(EUR min., cumulative for the previods2 months)
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For the perod between January and
December 2016, the balance on the financial
account amounted to EUR68.7mIn. mainly due

to the largergrowth of foreign liabilities thamhe
increase in foreign assetsin March, the
government issued Eurobonds on foreign
international markets which resulted in increased
liabilities of the country in the form of portfolio
investments. The balance of the positive change
of foreign assets and liabilities in the category of
direct investments is also negative. The positive
balance inthe form of other investments (other
than direct and portfolio investments)
acwmulated for the previous 12 months
significantly shrunk during the fourth quarter of
the year due to the growtlof foreign liabilities,
despite alsothe growth of assets abra@h That
increase also reflected theutilisation in
December by the Bulgarian Deposit Insurance
Fund of EUR 298.5 from the lgaguaranteed by
the state, granted by the EuropeaBank for
Recmstruction and Development, and of EUR
250 miIn. from the loan guaranteed by the state,
granted by the International Bank for
Recmstruction and Development (World Bank),
for the purpose of partial early repayment of the
loan granted by the state budget for the smooth
process of reimbursement of the guaranteed
deposits at Corporate Commercial Bank AD.

Figure39. Dynamics of the financial account and
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For the period between January and
December 2016, the flow of direct foreign
investment (DFI) in Bulgaria amounted to EUR
701.7 min., 72.3% less than in the previous year.
A larger amount of DFI in Bulgaria during the year
were in the form ofequity (EUR 634.9 mIn.) and
reinvested profit (EUR 338.9 min.). The flow of
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DFI in the fornmof debt instruments was negative markets. The banks also increased their foreign

for the second year in a rqweing EUR272 min. liabilities, contributing by 0.2 .p. to the total

in 2016. growth of the gross external debt on an annual
basis. The categories aDther sectors (-1.4 pp.)

Table35. FDI gnamics in Bulgaria by type of and Intracompany loang-0.4 pp.) reported a

investment drop, which in essence represents direct foreign

2014 2015 2014 investments_

Total 1161 2535 702

Equity 314 1668 635 . .

Reinvested earnings 421 940 339 Figure40. Dynamics of the grossexternal debt

Debt instruments 427 -74 -272] by |nst|tut|0na| sectors

Note: The data are about DFI volume in Bulgaria (in EUR min.) and for 2 (% percentage points, annual basis)

they are preliminary. 00

Source: BNB. 5.0 4

The distribution of DFht homeby sectors
reported some dynamics in 2016 compared to 100 |
previous years. The sectarz K2 f Sal £ S | yR

NI RST NBLI AN 2F Y23G2@8SKA Ot F l%QYF AN ¥
attracted the largestvolume of DFI in the 2012 s 2014 G 2016
amount of BGN 154.5 mirranking fromthird :Zm'gl(p:)‘ PP) Ianr”:::;anybanS(wpp

place in 20150 the first place in 2016, ftowed Source: BN, —Gross external debt (9

by the sectorConstructior with EUR 115.9 min.
The sectora CA Yy I Y OAl £ Ictiitess A Yy a dzMbe yn@trity btructure of the external debt

came down from second place in 201 third changed in 2016, with thiengterm component
placewith net flow of DFamountingto EUR 94.6 growing by 2.2% on an annual basis and
min. in 2016. accounting for 78% of the totaxternal debt at

the end of the yearShortterm debt also grew by
Table36. DFI inBulgaria by economic sectors M®T2 YR NBLINBaSyiSR
Vining and quartying e external debt of the end of 2016.
Manufacturing -174.6 528.9 72.0

Electricity, gas, steam and air conditioning supply ~ 403.5 112.4 55.7 Flgure41' Dynamlcs Of the grOSS eXternal debt

Construction 3066 1825 1159 by maturity structure
Wholesale and retail trade; repair of motor (% percentage points, annual basis)
vehicles and motorcycles 229.9 354.0 154.4 100

Transportation and storage 43.1 41.5 -13.9 50 4

Accommodation and food service activities -25.4 3.4 23.0

Information and communication 120.6 74.1 40.9 0.0 A

Financial and insurance activities 319.9 516.7 94.4

Professional, scientific and technical activities 105.1 123.9 -8.5 5.0 4

Note: Data are in EUR min. and are preliminary for 2016. The structure covers te|
leading economic sectors.
Source: BNB.

-10.0

-15.0

I‘II‘III‘IV I‘II‘III‘IV I‘II‘III‘IV I‘II‘III‘IV I‘II‘III‘IV

In 2016 the gross external debt grew by 2.0% 2012 2013 2014 2015 2016
on an annual basis, reaching by the end of the oo g, LonGierm debi(p) = Shortem deb (pp) | —Gros external dbi (%
year EUR 34.6 bin. (73.1% of GB®&he public .
external debtrepresented 15.3% of GDP. The ¢KS o0FylaQ deBdobiive | O
largestcontribution to the debt's growh is that territory in 2016, withthe loans for norfinancial
of the General Governmensector (3.5 fp.) as a companies and households in Bulgaria reporting
result of the active issuing policy of the a growthof 1.0%on an annual basiat the end of
government @ the international financial the year. Household loans recovered more
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quickly, reporting a 2.0%rowth, thus
contributing by 0.8 . to the total growth of
private nonfinancial sector lending. Nen
FAYlLIYOALI £
smaller growth (0.3%), contributing by 0.2pto

the total dynamics. The main factor that would
continue to deéermine the dynamics ofloan
activity in BulgariasiO2 YLJI YASAQ | yR
propensity toacaimulate liabilities in accordance
with their perspective to make profits anearn
income.

Figure42 Dynamicsof loansto non-financial
corporations and households

(% percentage points, annual basis
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Source: BNB

Annual growth ofhousehold loanstathe end
of the year was mainly due to the significant
growth of 46.6% on an annual basis of loans
other than consumer, housing and overdraft
loans, which contributed by 1.9.p to the total
growth of loans for households. Housing and
consumer loans contributed respectively by 0.7
p.p. and 0.3 pp. It was only the overdraft loans
for households that limited the total growth by
their negative contribution of0.7 pp.

¢ KS

improved in 2016 saaccording tothe monetary
statistics, bad and restructured loan®aeased
by -11.3% on an annual basis. Their share in the
total loan for the nongovernmental nodinancial
sector dropped from 23%tahe end of 2015 to
20.1% athe end of 2016. This share remained
the highest for the loans to corporations
decreasing to 24.3%, andfor the loans to
households it dropped to 14.9%.

O2YLI yASaQ f2

j dzI £ A G &credig Portfobol y |

Figure43. Dynamics of household loans

(% percentage pointsannual basis)
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Thegrossadded value irthe economy grew
in real terms by 2.9% in 2018ll the sectors of
the economy had a positive contribution to the
growth during the year, the largest contribution
being the one of the services sector (2.1.p
followed by Industry (0.6 .p.) and agriculture

(0.2 p.p).

Figure44. Growth of gross value addednd
contribution by sectors

(% percentage pointsannual basis)
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Source: NSI.

Industry (pp)
—Total by basic prices (% on an annual bas

A detailed breakdown of added valuetire
economy by sectors shows that among services
@i the highest contribution to the growth of
gross added value in 2016vas the sector
OWholesale andretail trade, repair of motor
vehicles and motorcycles; transportation and
storage, accommodation and food service
activitie€ (0.9 p.p), followed by the sector
G h LIS NI G A 2edl destat A(6.6K p.pNIThe
sector éManufacturing, mining and quarrying
ElecNA OA (&3> 3l & | gomributed G S
with 0.7 pp. to the total growth of the gross
added value during the year.
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Table37. Dynamics of Gross value addéxy
sectors

2014 2015 2014

Total for the economy (%) 15 3.0 2.9
Contribution (pp), incl:

Agriculture, forestry and fisheries 0.3 -0.4 0.2
Manufacturing; Mining and quarrying ; Electricit
aas and water supply 0.2 1.0 0.7
Construction -0.2 0.1 -0.1
Wholesale and retail trade, repair of motor
vehicles and motorcycles; transportation and
storage, accommodation and food service
activities 0.2 13 0.9
Creation and distribution of information and
creative products; telecommunications 0.0 01 0.2
Financial and insurance activities 0.0 -0.1 0.2
Operations with real estate 0.1 0.4 0.6}
Professional activities and research;
Administrative and auxiliary activities 0.1 0.4 0.1
Public administration, defence, education,
human health and social work activities 0.7 01 0.1
Culture, sports and entertainment; Other
activities 01 01 0.0
Note: The data for 2016 is preliminary.
Source: NSI.

According to preliminary data, the real GDP
growth in 2016 amounted to 3.4% on an annual
basis. The main engine of economic growth was
the positive foreign trade balance, \dh
contribution amounted to 1.8.p., followed by
final consumption (1.4 p.) and the change in
intentories (1.0 pp.). Investments reprted a
drop (gross fixed capital formatignwhichput a
limited GDP's growth by its negative contribution
of -0.8p.p.

Figure45. GDP growth and contribution of the
componentsof final expenditure

(% percentage pointsannual basis)
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Source: NSI.

The export of Bulgarian goods and services
in 2016 amounted to EUR 23.5 mimcreasing by
2.6%compared to the previous year. The largest
contribution to that growth came from the
export of investment goods (2.9.m), followed
by the export of consumerapds (0.8 p.). The

export of raw materials and supplie60.7 pp.)
and of energy resourcesQ(4 p.p.) limited the
nominal growth of export, reflecting the
internationalconjuncture

Table38. Contribution of main groups ofjoods
to the exporta d/namics

2015 2016

Exports (%, on an annual basis) 4.0 2.6
Contribution (pp)

Consumer goods 1.6 0.8
Raw materials and supplies 1.3 -0.7
Investment goods 2.6 2.9
Energy resources -1.6 -0.4
Source: BNB.

The nominal growth of the import of goods
and services in 2016 on an annual basis was
negative {1.0%), amounting to EUR 26.0 mIn. The
main contribution to that dynamics was that of
the import of energy resources2.6 pp.) and of
commodities and materials-1.2 pp.). Positive
contribution had respectively the import of
investmentgoods (1.4 pp) and consumer goods

(1.3 p.p).

Table39. Contribution of main groups of goods
to the import dynamcs

2015 2014

Import (%, on an annual basis) 0.9 -1.0
Contribution (pp)

Consumer goods 1.9 1.3
Raw materials and supplies 2.3 -1.2)
Investment goods 0.7 1.4
Energy resources -4.0 -2.6
Source: BNB.

In 2016, real growth ofinal consumption
slowed down to 1.8% from 3.8% in 2015. The
main contributor to this dynamics is the
individual consumption of households (1.6 p.p)
and the individual consumption of the
government contributed by 0.2 .p. Collective
consumption shrunk, restricting the real growth
of final consumption by0.04 pp.

97



Table40. Growth offinal consumption
expendituresand contributions of its
components

2013 2014 2015 2014

Final consumption (%) -1.9 2.2 3.8 1.9

individual consumption (pp) -2.0 2.3 35 1.8

consumption of households (pp) -2.0 2.1 34 16

individual consumption of general government (pp) 0.0 0.1 0.0 0.2

collective consumption (pp) 0.1 -0.1 0.3 0.0
Note: The data for 2016 is preliminary.

Source: NSI.

The budget balance of th&€onsolidated
Hscal Programme (CFP) on a cash basis in 2016
was positiveg in the amount of BGN 1465.5 min.,
representing a surplus of 1% GDP. Revenues
reported a 5.4% growth due mainly to the tax
proceeds (6.4 p.p). They included significant
proceeds from VAT (2.5 @, profit tax and
income tax(1.4p.p.), and from social and heakh
insurance contributions (1.2 .p). Nontax
proceeds also had a positive contribution (1.4
p.p.) whilegrantslimit the growth of revenues by

-2.3 pp.

Figure46. Contribution of components in the
dynamics of budget revenues

(% percentage pointsannual basis)
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In 2016 budgeexpendituresdecreasedby
-6.4% compared to the previous year mainly due
to the shrinking in capitatxpenditures(-8.7 pp.)
due to the delayedstart of EUfunded progcts
for the 20142020 programme period. Current
non-interest expendituresgrew by 3.3% on an
annual basis mainly due to the social
expenditures and scholarships(2.1 pp.),
compensation of employees(0.8 pp.) and
maintenance and operating expenditure®.5

p-p.).

Figure47. Contribution of components in the
dynamics of noninterest current expenditures

(% percentage pointsannual basis)
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In 2016 employment in Bulgaria dropped
by 0.5% on an annual basis, with the number of
employed persons aged 15 or more bei®@16
thsnd. persons. This dynamics is mainly due to a
decreasan women employment-0.5 pp.) asthe
largest drop by age groups is reported in
employed persons aged between 25 and 34
years. The number of persons employed under a
labour contract droppeddy -1.0% on an annual
basis to 2232 thsnd. persons. This dynamics is
influenced by the drop in persons employed both
in the private sector-0.7 pp.) and in the public
sector (0.3 pp.), albeit to a lesser extent. By
economic activities, there was a droip the
number of employed persons mainly in
construction 0.6 pp.), manufacturing industry
(0.5 pp.), and in the sectorédWholesale and
retail trade, transportation and storage(-0.3
p.p.). The number of employed persons grew
among aricultural, forestry, and fishery workers
(0.2 pp.) as well as in accommodation and food
service activities (0.2.p.).

2 2NJ SNAQ AyO2YS theYSt
compensatingof employees, representing gross
income that also includes changes in social
insurance contributionsgrew by 5.0% in 2016
compared t06.7% in the previous year. The
unemployment rate continued to cacerase
reaching 7.6% of the workforce in 2016. The
significant reduction in the workforce by 2.2% on
an annual basis limited the moresizeable
decrease of theinemploymentrate.
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Table41. Dynamics of employment and income

2013 2014 2015 2014

Employed persons 0.0 1.6 1.7 -0.5
Employees 0.3 0.6 0.6 -1.9
Compensation of employees 7.6 5.4 6.7 5.0
Unemployment* 12.9 11.4 9.1 7.6)

Note: The data about dynamics show a change compared to previous years (%), the data
2016 are preliminary; *unemployment coefficient on average for the period (% of the workfo|
Sources: NSI.

The indicator of consumar@onfidence
continued to improve in 2016. Their expectations
of their financial situation, about inflation and
unemployment were more dgmistic than a year
earlier.OnlytheSELISOG I A2y a |
economic state for theext 12 months worsened
in the second half of the year.

Table42. Dynamics of househofl i2come

2013 2014 2015 2016
Total 12.4 0.6 15 2.6|
Salary and wages 12.4 4.3 3.4 0.6|
Withdrawn savings 0.0 -4.1 0.9 18.7]
Loans and credits 111.3 -51.0 -23.1 19.5
Note: The data is on an annual basis (%).
Source: NSI.

| 2 dza SK 2 f dtares grénbiJBwer
rates (0.5%) compared to their income.
Consumer expdtfitures deacreased (-1.3%),
which was mainlydue to a reduction in the
experditures for food and transportation. Taxes

0 2 duid (btkKep HOwselagldi NSxp@ldures grew,

contributing respectively by 0.2.@ and 0.4 pp.
to total experditures. Households maintairnigh
propensty to saw as their experditures on

Figure48./ 2 y adzYSNE Q O2 y T A RSy defosits yodwAbY 1451 136Nandexpenditures on
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Source: NSI.
Note: Expectations about unemplment arewith the opposite signAn
increase in the indicator shows that consumers have optimistic
expectations, and vice versa.

debt payment ofdoan grantingshrank by 9.2%.

Table43. Dynamics of househob €xperitures

2013 2014 2015 2014
Total 10.8 3.4 2.3 0.5
Total consumer expenditures 10.0 3.2 2.3 -1.3
Taxes 9.5 2.3 4.5 4.3
Deposit 14.9 54.8 15.0 45.1
Paid debt and granted loan 20.3 -9.5 -8.6 -9.2|
Note: The data is on an annual basis (%).
Source: NSI.

Inflation continued being on a negative
trend reporting end2016 deflation of 0.5% on an
annual basis. Aside from the volatile prices of

foadstuffs, energy products alcohol and tobacco,
| 2dza SK2t RaQ AyO2YS$ E'Eféﬁa%nﬁt%&b%éew&ﬁ L8 Ry

2016, reporting a 2.6% growth on an annual
basis, mainly due to pensions (2.2.pP,
withdrawn savings (0.5 .p.) and other social
benefits (0.2 pp). Aonstraint b the growth of

K2dza SK2f R4Q Ay O2 YiiposedzNA y .3

by the income from selfemployment (0.9 pp.)
and income other than salariy-0.2 pp.). The
K2dza SK2f Ra for IdaSYang Rredits
entered positive territory, growing by 19.5% in
2016.

r

Figure49. Inflation

(% compared to the sameeriod of the previous year)

—inflation (HICP)
—HICP without food, energy products, alcohol and tobacco produr
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The largest contribution to # deflation
accumulated during the year had industrial goods
(-0.5 pp.). Prices of services alsccardeda drop,
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the biggest negative contribution to total Figure50. Dynamics of housing and reatprices

Inﬂatlon among them belng,]at of the prlceS for (“j/looc.oomgiavedmlhesammenodoﬂheprevluusyear) (%ccmparedlo(hesammenodof(hepve\iou;/sav)
transport €0.3 pp.) and telecommunication 80 1 118
services 0.3 pp.). Prices of foodstuffs and jz I ;:
tobacco products counteracted to a certain 20 | 1 0o
extent to the deflation dynamics of the general 00t e 05
inflation with their positive contribution of 0.2 201 /\/ 7o
-4.0 + -15
p.p. each. 60 ] 1 20
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Table44. Contribution to inflation of main 2012 2013 2014 2015 2016
- —housing prices (LHS —rental prices (RHS,
groups of goods and services Source: NI
2014 2015 2014
e TT e, Y &% mchyao " 20¢ e(09 ¢h-05 .
ch eom = ge The tendency for agricultural land to
“h * e t e cho ™ x t - . . .
b Rt e omes 01 oo o1 become more expensive continuedbeit at a
cetgt TR e (R 01 0 slower pace. The average purchase price of
*elmi Teo Gntele 01 01 o1 agricultural land n Bulgaria in 2016 was 761
e o1 03 BGN/decarincreasing byt.0% compared to the
e hLLY oo T s Teol 0] previous year. The average price of agricultural
Lhoal 7 e mio_ " 2 a3 .04 land for rent or lease, according to the contracts
T 00 00 02 concluded was 44 BGNecar increasing by
4.8% accelerating its growth from the previous
Housing pices accelerated theipositive year.
growth since the beginning of the yeeaporting _ _ _ _
. e (% compared to the previous year)
of 2016. Rerdl prices also had a positive change, 400
albeit at a slowerate reaching0.8%in the last 01
. 30.0
quarter of the year compared to the same period seo |
of the previous year. 200 |
15.0
10.0 ¢
5.0 1
0.0 T T T T
2012 2013 2014 2015 2016

—purchase prices —prices under rental/lease contracts
Source: NSI.

2. Overviewof non-banking financial sector in Bulgaria

In 2016assets in the nofbanking financial sector grew by 12.1% and reached by the end of the
year BGN 22.8 bin., with all the companies in the-banking financial sector reporting a positive change
on an annual base. The largest contribution of 7.0 p.p. camm fthe net assets of pension funds,
followed by the growth of nom I Y1 Ay 3 Ay @SaildYSyid Ay.mSoNhSuRAce NA
companies (1.4 p.), the change in the assets of collective investment schemes and national investment
funds (1.4 wp.) and the growth of thespecialA Yy @S & G YSy (i LJzN1J32 &S (P23 YAslay A
result of that positive dynamics, the role of the nbanking financial sector in the structure of financial
intermediation grew, with the assets of that segment's papgants reaching 19.8% of the assets of the
whole financial sector in Bulgaria. The depth of financial intermediation forwhele non-banking

10C



financial sector also grew to 26.3% of GDP, reaching its highest point since 2008. Among individt
segments, lhe largest share of GDP was accounted for by net assets of pension funds (11.6%), followe
by the market capitalisation of thetock exchang® I NJ S

The assets of mebanking investment
intermediaries (II) grew by 9.7% in 2016,
reaching BGN 5.4 bin. by the end of the year
an amount closer to their valuet ahe end of
2008. Generally the dynamics of the non

OmMnop:0 | YR
banking investment intermediaries with a full
license have a positive contribution of 7.(ppin
GKS yydz t NI (dhgezafd nar2 0 I
banking investment intermediaries with a partial
license have a positive contribution of 2.7pp

(KS Ay

olFylAyYy3 Ay@SaaySyi Ay (0 BheIn&RIatdrmidard 8 22NJ I aKkaSS (124 a4l
predetermined ly investment intermediaries AYONBIasS Aa (GKS AyONBI
with a full licence due to their large relative  securities in particular.

share of 83% of the total value of assets. Non

Table45. Structure of financial intermediation by institutional investors (%)

Indicators 2012 2013 2014 2015 2016
Assests of Il 4.6 4.6 4.9 4.5 4.7

Assets ofCIS anatlosedend IC/NIF* 0.5 0.8 0.8 0.8 1.0

Assets 08PC 1.7 1.5 1.4 1.4 1.3

Assets of insurance and healiisurance

companies** 3.2 3.2 3.4 3.4 3.4
Assets of pnsion funds*** 5.8 6.6 7.8 8.7 9.4
Non-banking financial sector 16.0 16.6 18.4 18.8 19.8

Notes: Pursuant to IMFimethodology of measuring financial soundness indicators, the indicators cover the total amount of
assets of institutional investors in the ndranking financial sector. *In 2014 closedd investment companies were being
pre-licensed into national investnm funds. **Since the end of 2013 there have been no healdurance companies. ***Net

LISyairzy FTdzyRaQ |aasSiao
Source: BNB, FSC.
The assets of collective investment the dynamics of assets @APGCs, that securitize

real estate and agricultural landvas opposite
and limited the total growthwith their negative
contribution of -2.9 p.p. In relative terms, the
share of special investmempurposeO2 Y LI Y A S
assets in the structure of financial
intermediation d the endof 2016is 1.3%.
Aly AdzNBENBRQ FaasSida 3INB
Nddpar&dXd201m8Heir sivare in the structure
of financial intermediation in Bulgariavas
maintainedat 3.4%. The largest contribution of
4.2 pp. to the growth of insurance market assets
was hat of the growth in lifeA y & dzNBtNEy Q |
10.8%, while the growtlof nortlife insurance
assets of 6.1% contributed by 3.7ppto the
total growth of assets in the insurance segment.
The growth of net assets of pension funds
accelerated from 14.4% in 201® 15.2% in
2016. The increase in their assets was due both

schemes (CIS) and the national investment funds
(NIF) significantly grew compared to the
previous year (32.3%), with the amount of assets
accumulated reaching BGN 1.142 bin. The
reported dynamics was mainly due to an
increase in the number and assets of contractual
funds, which were 117 as of the end of the year,
and theA NJ | aasSdaQ I Y2disi
min. Due to the relatively small absolute value of
assets, collective investment schemes had a
1.0% share in the financial intermediation
structure.

In 2016 the assets of specigvestment
purposecompanies (lBC) grewinsignificantly by
0.2.% on an annual basis, and their amount a
the end of the year was BGN 1.5 bhssets of
SPGCs, that securitize receivables, grew and
contributed by 3.0 . to the total growth, while
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to receipts fromsocialinsurance contributions,
and the positive result from investing the funds
acamulated n individual accounts. As a result
of this dynamicspension funds continued being
the largest institutional investor in the nen

banking sector, withthe amount of their net
assets athe end of the year being BGN 10.7 bin.
Their relative share in the financial
intermediation structure grew by 0.7.p and
amounted to 9.4%at the end of the year

Table46. Depth of financial intermediation (% of GDP)

2012 2013] 2014/ 2015/ 2016
Market capitalization of the stock exchange market 12.00 12.1] 117 9.7 10.5
Assets of insurance and healtisurance companies* 3.9 4.0 4.2 4.1 4.3
Assets of pnsion funds** 6.9 8.3 9.8 10.5 11.6
Non-banking financial sector 228 24.4| 25.7| 244  26.3

Notes: Pursuant to IMF's methodology of measuring financial soundndgstors, the indicators cover the total amount of
assets of institutional investors in the ndmanking financial sector, and the market capitalization of the stathange
market. According to preliminary data of NSI, GDP for 2016 was BGN 92,63%imte*the end of 2013 there have been no

healthA y & dzZN> y OS 02 Y LI yA Sa o
Source: FSC, NSI.

The depth of the nosbanking financial
sector in financial intermediation in Bulgaria
grew from 24.4% GDP in 2015 26.3% in the
end of 2016. During the reporting year, the
assets of pension funds, insurance companies
and market capitalization of the stock exchange
market grew by 13.0% on an annual basis. The
largest positive contribution to that growth
came from theoncreasein the net assets of
pension funds (6.6 .p.), followed by the
contribution of the increased market
capitalisation of the stock exchange market (5.1
ppLZ YR GKS OKIy3S
contributed by 1.3 . to the total growth of the
three segments of the notanking financial
sector.

In 2016 the Bulgarian stoekchange
YIENJ] SGaQ AYRAOI (2 NA
dynamics. Market capitalization grew by 12.8%
on an annual basis and reached BGN 9.7 dtin.
the end of the year. A significant growtbf
38.7% was reported in the capitalization of the
Premium Shares segment. The growth in
Sandard Shares segment was 4.@44d that of
Alternative Market shares v&a35.2%. There was
an increasen the exchange traded products
the listingof the first exhange trade fund athe

FFbSi

LISyaArzy TFdzyRaQ FaaSdao

end of the third quarter accounted for a
turnover of over BGN 2.5 minn the fourth
quarter.

All  stockexchange market indices
increased in 2016. The main index SOFIX grew by
27.2% compared to its leval the end of 2015.
The wide index BGBX40 reported a ngdt0%
growth on an annual basend BGTR30 grew by
19.6% for 2016. The sectoral index BGREIT grew
monotonously during the whole year, increasing
by 11.4% on an annual basistla¢ end of 2016.

In 2016 the insurance services sector

A rgporteid yirdlintzeaS il the depthai i dirancial

intermediation amounting to 4.3% of GDP. Just
like in the previous year the growth of life
Ayad2NENEQ FFaasSia O2yaN
dynamics reported during the reportingar.

NB LIZTN Supplementydry peddids | indiRance

funds were marked by an increasingpde of
financial intermediation,with their net assets
increasing their share from 106 GDP in 2015
to 11.6% athe end of 2016. The increase in the
assets of these funds is macted to continue as
a result both of the accumulation gbension
insurance contributiondrom insured persons, as
well as of the positive profitability realized
through the managed assets.

In 2016 the competitive market envirament in the norbankingfinancial sector was enhanced. At
the end of the year the segments characterized by a strong competitive environment were: collective
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investment schemes and national investment funds (CIS and NIF), the sippwesiment purpose
companies (8C), management companies (MC) and the Hifsn insurance services market. Market
concentration significantly dropped among nbanking investment intermediaries and almost reached
the levels of narket concentration among lifesurers, with bothsegments characterized by moderate
O2YLISiAGA2Yy® 5SalLAidsS GKS LISyairzy AyadaNryoS a.
environment it still reported the highest levels of concentration among the +#b@mking financial sector
segments.

Among the non-banking investment Figure52. Concentration on the market of non
intermediaries the concentratignmeasured on banking Il
the basis of client assets, maintained its Y 4" 5 000
downward trend since 2014.tAhe end of 2016 70 1 Lo
the four largest investment intermediaries held & S
62.5% of the total amount of all client asséts. 50 1 1200
Although a large part of the total amount of 1 I

-+ 800

client assets was held by thep four investment
intermediaries, much lower concentration was
observed among the rest of the companies,

-+ 600

-+ 400

-+ 200

where the average share of client assets held w2 s e
Was 1.0%. Source: FSC. mm Share of top four companies (LHS —HHI (RHS)

The HerfindahHirschmann Index (HH)
on the nonbanking investment intermediaries The concentration on the market of
market, calculated by client assetdso dropped services provided by managing companies
in 2016, and its value saf the end of the year, continued in 2016 to drop for the third

was 1381 units, 333 units less than the previous consecutive year. The four management

year. Despite the significant reduction of companieshaving the largest share in managed

concentration, the market of services provided assets held 48.6% of the total amotitThe

by nonbanking investment intermediaries value of the HerfindahHirschmann (HHI) index

continued to be characterized as moderately ©of the market of management companies

compettive. calculated by assets managed for 2016 dropped
by 38 units to the level of 805 units. This
reduction continued the trend of improvement
of the competitive feature of the market that
continues to be strongly competitive.

"Those are First Financial Brokerage House OOD, Elana
Trading AD, Euro Finance AD and Aval In AD.

8The HerfindahHirschmannindex (HHI) is calculated as
the sum of the squares of the market share of each market
participant, with its value varying between 0 and 10 000.
With a value of less than 1000 units, the market is defined
as strongly competitive, between 1000 and 1800 sipia
moderate competitive environment, and with over 1800 %Those are MC DSK Asset Management AD, MC DV Asset
units ¢ the market is characterized by a strong Management EAD, MC Raiffeisen Asset Management EAD
concentration. and MC OBB Asset Management AD.
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Figure53. Concentration on the market of MC
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The market of CIS and NIF is defined as
strongly conpetitive. In 2016 the trend of
smooth reduction in market concentration that
had begun in 2012, continued. That dynamics
was supported both by the change in the
HerfindahtHirschmann (HHI) index whose value
dropped from 302 units in 2015 to 264 units in
2016, and by the share of the tofour funds
which dropped respectively from 26.0% to
24.0%2°

Figure 54. Concentration on the market of CIS
and NIF
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The segment of special investment
purpose  companies remained highly
competitive. The drop in the value of Herfindahl
Hirschmann (HHI) index was maintained for the
second consecutive year, reaching a level of 533
units, 27 less compared to the previous 2015.
The same dynamics was also reported Ire t
change in the share of th®p four companies

which dropped from 36.3% during the previous
year to 32.8% in 2016.

Figure55. Concentration on the market of SIPC
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The nonlife insurance services market is
defined as stronglycompetitive, with the value
of the HerfindahiHirschmann (HHI) index in
2016 increasing by 22 units compared to the
previous year, and reaching 874 units by the end
of 2016. The market share of the four nbfe
insurance companieswhose premiumincome
was the highegt, continued to drop, reaching
45.4% athe end of 2016.

Figure56. Concentration on the norlife
insurance market
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In 2016, the life insurance services market
was marked by a moderate competitive
environment.At the end of 2016 the Herfindahl
Hirschmann (HHI) index curve, which had in the

2Those are Advance Terrafund SIPC, Capital Management
SIPC, Sopharma Imoti SIPC and Real Estate Bulgaria Fund

2CF Raiffeisen Conservative Funds (Bulgaria), CF DSK SIPC.
Money Market Fund, CF DSK Standard and CF OOB ??Those are IC Lev Ins ABsurance JSC Bulstrad Insurance

Platinum Bonds.

Group AD, IJSC, and f&@neral Insurance EAD.
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previous four years an upward tendency, Figure 58. Concentration on the pension
dropped from 1386 units in 2015 to 1355 units  insurance market

at the end of 2016The share of theop four life o wis
insurance companiés at the end of tke year | 1800
amounted to &.7% of the gross premium 0 | [
income in the segment, reporting a2.8 pp. 1 1200
reduction on an annual basis. “1 T 2000

T 800

+ 600
20 +
+ 400

Figure57. Concentration on the life insurance
market
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At the end of 2016 the share of tofour
companie$* on the pension insurance services
market according to their balanceheet assets
remainedat a level very close tthat reported
during the previous year. The other indicator
measuring market concentration ¢ the
HerfindahtHirschmann (HHI) indexdropped to
1763, 17 units below the level from the previous
year. Despite that the value ofhat index
describes the pensioninsurance market as
moderately competitive, the share of the assets
of top four companies isignificantly high (75%).

2 Those are IJSC Bulstrad Life Vienna Insurance Group AD,
IJSC Allianz Bulgaria Life AD, IC Unica Life AD, and DZI Life
Insurance EAD.

2Pension Insurance Company (PIC) Dov&be PIC Allianz
Bulgaria AD, PIC D&Hddina AD, and PIC Saglasie AD.
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2.1.Review of risks and main market trends

In 2016, the mainmacroeconomic riskon international sele were related to theadvanced
SO2y 2 YASaQ ledsihanfegobidéd, yeHecting the weaker growth in USA and iteertainty
regarding the economic development after the voting in June for Great Britain's withdrawal from EL
While such dynamics supports the policy of low interesties, the smooth increase in the prices of
international markets and inflation, as well as the recovery of confidence in global demand during tt
second half of the year led to thend of that trend, for which the Federal Reserve took acsiom2016.
Thedynamics of international financial markets during the year was influgbgehe growingdivergence
0SG6SSy 9/ .Qa Y2ySGlINE LRtAOE YR ! { CSRSNIf w
scale, the expectations ofrowth slowing downand ¥f dzOl dzt GA2ya 2y [ KAYIl Q
markets,and respondingalsoto main political events such as Brexit and the presidential electiottsein
USA.

Economic activity in Bulgaria stabilized, reporting real GDP growth of 3.4% during thagiaeat
3.6% in 2015. Unlike the previous year, when growth was determined by domestic demand, the m:
engine of growth in 2016 was the positive foreign trade balance. The flow of direct foreign investments
Bulgaria during the year was significantly smathan the previous year amounting to EUR 701.7 min. As a
result of the high tax revenues and the smaller exgigires, the budget balance on a cash base was in
surplush y G KS FY2dzyd 2F . Db wmMncpdp Yiyd NBLINGGSy .
by 2.0% as a result of the actii@suingpolicy of the government, reachingt the end of the year the
amount of EUR 34.6 bin. Credit activity reported a positive trend, with household lending recovering a
quicker rate. Despite that the levelf anemployment continued to drop reaching 7.6% in 2016, the
significant reduction in the workforce by 2.2% on an annual bagidd limit a more significant reduction
of the unemployment évels. Households maintained high propensitystbe as their experitures on
deposits gew wgile expenditures on delgayment orloans grantingt KNJ y{ ® ¢ KS O2y adz
about the development of their financial situation, the inflation and unemployment continued to be
optimistic.

In 2016in lengthy period of lav interest rates, the tendency of a stronger interest on the part of
institutional investors to private securities (shares, bonds, shares in collective investment scheme
continued at the expense of the reduction in the amount of their investments inl{igen bank deposits.
The participants on the capital market in Bulgdoaked for alternative investments offering greater
profitability . In that regard, FSC took specific actions for the development of the capital markeiing
the conditions necessy to offer new and higlguality financial instruments in Bulgarées well and as a
result the first exchange traded fund investing in shares included in the SOFIX index was listed.
emergence of this new instrument changed the situation on the chpitarket by raising the turnover, all
market indices ended the year with a steady positive growth and the market capitalization increased
12.8% on an annual basis. Despite that the number of deals included on the capital market during the y
was stilllimited, there were indications of our stogxchange market's coming out of stagnation, with the
perspectives for sustainable development of the capital market in Bulgatach isexpected to be
supported by the favourable economic activity in Europead national plaras well

The lifeinsurance segment is vulnerable in the conditiaigersistently low interest rateswhen
guaranteed profitability investment products are offered. In order to overcome the risks related to low
interest ratesin the long term, lifeinsurance products with variable profitability are increasingly offered
where profitability follows the market conjuncturén 2016 the investments of ndlife insurers grew by
10% on an annual basis, which reflected an increaskeli securities expages and in particular in state
issued and guarantekedebt securities, as well agsvestments in shares and other securities with variable
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profitability and $ares in investment funds. Lifesurers also reported a 13%icrease in théotal amount
of investments on an annual basis as a result of an increase in investments Hsstatd and guaranteed
securities of 22%, reaching a 48W"are increase in investmenis other loans (12%) with a 108hare in
the total amount of investmets in the sector, as well ascrease in investements gguities andshares in

subsidiaries, joint and associated companies (15%), takihd y: "z

2F O2YLI yASaQ Ay

result of the investment policy implementethe return on investmentsn total for the insurance sector

increased

In 2016the market riskwas the most significant tothe supplementarypensioninsurance funds
faced with the challenge to achieve good profitability through the search for financial instruments wit

acceptablef S@St a 27

LINRPFAGFOAT AGE

FYR NAale® ¢KS ¥dz

variable profit instrumentsiuring the year resulted in a significant increase in their relative shares in the
aggregated investment portfolioespectivelyto 504% and 31.4% of all investments. The tendeaty
growingLJSYy A 2y TFdzy Ra Q wayg ceSsadiath8iyshaie contindictd decrease, reaching
46% as of the end of 201Bue to the higher profability of the domestic market, it was observed that

sources were shifted frorforeign to local equities.

2.2.Analysis of the participants on the capital market

Market capitalisation of the Bulgarian SteEkchange Sofia AD (BSE) amounted to BGN 9.74dbin.
the end of 20160r 10.5% of GDP with 9.7% GDP during the previous year. The éeG@dry I y OA |
insuranceactivities maintained the first place by turnover during the year. The assets ofbamking
investment intermediaries registered a 9.€fowth on an annual basis amoung to BGN 5.4 blrat the
end of 2016representing5.8% of GDP. In 2016 the assets of special investpapbsecompanies grew
by 0.2.% on an annual basis reaching BGN 1.5 bin. (1.7% of GDP). The assets of collective inves
schemes and the national investment funds reported a significant growth of 32.3%, reaching BGN 1.1 |
The assets of management companies grew by 29.8% and amounted to BGhé.Brad of 2016.

2.2.1. Investment intermediaries

In 2016 the number of investment
intermediaries (B) was 69, 24 being banks
(including 3 banking investment intermediaries,
operating on the territory of the country through
a branch), and 4 were nonbanking financial
institutions, not including 4 nobanking
investment intermediaries, operating on the
territory of the country through a branch.

Depending on the authorisations they have
non-bankinglls are divided into three groups: (1)
lls with a full licensé, for which the required
capital is BGN 200 000, (2) Ik with a partial

The number of notbanking investment intermediaries
does not include those companies who had their license
revoked as of 31/12/2016.

%They can perform all investment services aativities
stipulated under Art. 5, para. 2 of the Markets in Financial
Instruments Act (MFIA).

licensé’, for which the required capital is BGN
250 000, and (3) # with a small licens®, for
which the required capital is BGN 1@D0. t the
end of 2016 FSC register included 18 With a
full license, 20 companies with a partial license,
and 2 companies with a small license. In 2016
the license of one inv@ment intermediary was
revoked uporrequest of the company.

2'They may not carry out transactions for their own account
or underwrite financial instruments and/or place financial
instruments on a firm commitment basis to
subscribe/acquire financial instruments for their own
account.

2They can perform services and activities under Art. 5,
para. 2, it. 1 and/or 5 MFIA, namely: receiving and
forwarding instructions related to one or more financial
instruments, including intenediation in the conclusion of
transactions with financial instruments, as well as providing
investment consultations to a client.



Figure59. Dynamics in the number andssets
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The amount of nofbanking investment
Ay G SNYSRAPMIhsSehdnf 20B6avasi &
BGN 5.3 bin. (5.8% of GDieporting a 9.7%
growth compared to the end of 2015. Out of
them, client assets are in the amount of BGN
5.0 bin. Norbanking investment
intermediaries having a full percentage have a
positive contribution of 7.0 ., and those
with a partial license; a positive contribution
of 2.7 pp. to the annual rate othange ototal
assets.

In 2016 the number of nocbanking
investment intermediaries with direct foreign
ownership from the EU aacreasedby two
companies andtathe end of 2016 they were 3
companies. In terms of indirect foreign
ownership from the EU, the number of
investment intermediaries tathe end of 2016
was only one compared to twot dhe end of
2015. There was no foreign participation in
terms of directownershipfrom third countries
at the end of 2016 with one investment
intermediary of that kind during the previous
year. In terms of idirect ownershipfrom third
parties, the number of $iremained unchanged
¢ one company.

2°The amount of total assets also includes the amount of
conditional assets.

Table47. Number of Iswith foreign ownership
2015 2016
Direct Indirect Direct Indirect
EU ownership 5 2 3 1
Third countries' ownership 1 1 0 1
Source: FSC.

The amount of assets of non-banking
investment intermediaries with a small license
dropped by 19.5% in 201@nd decareasedrom
BGN 0.3 min.tathe end of 2015 to BGN 0.2 min
at the end of 2016. Noibanking investment
intermediaries with a partial license increased
their assets by 17.0% in 20t6from BGN 782.3
min. to BGN 915.0 mIn. Theain reason for that
increase was the increase of their client assets.
The amountof assets ohon-banking investment
intermediaries with a full license increased from
BGN 4.1 bin. to BGN 4.4 biri.the end of 2016,
registering a 8.3%growth on an annuabasis. The
main reason was the increase in the amount of
client portfolios, and in particular investments in
shares due to the improvement of business
indicators in the context of low interest rates.

Table48. Assets, capitastockand equity of 15

2012 2013 2014 2015 2014
IIs with a small licence
assets 1.1 0.4 0.4 0.3 0.2
capital stock 0.8 0.5 0.5 0.5 0.5
equity 0.9 0.3 0.3 0.3 0.2
Ils with a partial licence
assets 1216.5 659.2 726.1 782.3 915.4
capital stock 11.2 9.7 9.8 9.7 9.6
equity 76.6 20.8 15.2 14.7 16.5
IIs with a full licence
assets 3338.6 4 057.6 4413.7 4111.1 4 4521
capital stock 64.5 62.8 56.3 55.0 59.2
equity 77.3 81.1 89.7 93.0 105.2
Total lis
assets 4 556.2 4717.2 5140.3 4893.8 5367.9
capital stock 76.4 73.0 66.5 65.2 69.3
equity 154.8 102.1 105.1 108.0 121.9
Note: The data is in million BGN unless indicated otherwise.
Source: FSC.
The capital stock of the non-banking

investment intermediaries grew by 6.2% on an
annual basixz to BGN 69.3 min. tathe end of
HAMCc® ¢KS Ay@SaaySyl
grew by 12.9% on an annual basisip to BGN
121.9 min. & the end of 2016. The main
contribution to the annuatate of chage oéquity
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was the positive financial result achieved by Figure60. Dynamics in the number d¥iCsand

investment intermediaries during the year. their managed assets

The market value of the trading and Moo i
investment book of nonbanking investment 1400 | o
intermediaies & the end of 2016 was BGN 91.7 1200 1
min.  Thirtheen nonbanking  ivestment 1000 1 I
intermediaries formed trading bools with a 8001 T
market value of BGN 78.5 mint the end of the . T
year. Nonrbanking investmet intermediaries N 6
that formed investment book were 28 & the 202: | | | | L,
end of 2016with a market value of BGN 13.3 2012 2013 2014 2015 2016
mln ) Source: FeC. == Managed assets (LHS —Number (RHS)

At the end of 201@&henty three non-banking
investment intermediaries performed trust The number of managing companies 1@
management. The arket value of securities held 2016 grew by one company and s& the end
under trust magamentwas BGN 82.min. and of the year were 31. The amount of managed
the cash fundsvere BGN 10.5 ml at the end of assets grew in nominal terms by BGN 341l6.
the period. and reached BGN 1.4 birnt the end of the year,

The number of transactions concluded thre reportinga 29.8%growth.
regulated market in 2016 dropped by 2.7% on an In 2016 there was no change in the number of

annual basis to 58.4 thsnd. transactions, and the closedend IG (there isone such company 4 the
lots traded dropped by 14.6% on an annual basis end of the year)and its assetswere retained at
to 186.0 min. lots. fade activity orBSEegulated BGN 3.4 min.
market, measured through the turnover, At the end of 2016 there were three national
increased by 1.3% on an annual basis up to BGN investment funds (NH} whiche assets amounted
416.0 min. in 2016. The reduction in the number to BGN 16.8 min., whiletahe end of 2015 the
of deals in combination with the increase in  number of NIE was 2 with total value of asets
turnover led to a slight increase in the average BGN 5.8 min.
value of one tansaction. The number of G~ as well as their
accumulated assetseported a stable growth in
Table49. Number of transactions, turnover and 2016. As of December 261here were 117 G

volume (lots) on BSE's regulated market which total balancesheetasset reached BGN 1.1

2012 2013 2014 2015 2014 H H
Number of tansactions  euose 81060 110074 So0hr 5644 bIn._ (BGN 1._bln. of which net assets)eporting
Turnover (BGN min.) 864 1522 775 411 416 an increasein balancesheet assetsof 31.3%
Volume (min. lots) 354 706 677 218 186 Compared tO the pl‘eViOUS year

Source: BSE, FSC.

hdzi 2F GKS G240l €,8B%2d
2.2.2. Collective investment schemes and other ~ Were collected from money market funds or BGN
collective investmentindertakings 92.8 min. in total. Athe end of 2016 these funds
were severt, CF DSK Money Market Fund, CF DSK
At the end of 2016 the number of Money Market Fund in EUR, CF Concord Fu6d
management companies was 31 and they Money, CF Texim money Markets, CF Trend Fund

managed the activity of 118 collective investment Money Market, CF Invest Fund Money Market,
schemes (C& including contractual funds and  @nd CF Invest Fund Money MarkeDollars.

one openend investment company. The number

of contractual funds (&Fin 2016 grew by 7ral

reached 117 tthe end of the year.
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At the end of 2016 the number omutual
funds of foreign collective investment schemes
dropped by three andtathe end of the year they
were 27.

Table 50. Dynamics in the number of foreign
CI8

2012 2013 2014 2015 2016
Mutual funds - foreign CIS 30 30 30 30 27
Source: FSC.

The total assets accumulated big8Cand NIB
in 2016 reported a 32.2% growth compared to
the previows year, reaching BGN 1.1 bin.the
end of 2016. The trend of growth aFinancial
Assets and Instrumends item continued,
reaching BGN 760.7 min. with a rate of 38.0% on
an annual basis and a positive contribution of
24.2 pp. in the annualrate of change of assets.
The items with thdarge positive contribution in
the annualrate of changewere dShareg (136
p.p.), followed by dDebt Securities (5.2 pp.),
oShare2 ¥ (319 ) anddRightg (0.9 pp.).
The balancesheet item ¢Caslé had a positive
contribution of 9.3 . on the annual rate of
asset change. The itemdNonfinancial assets
and the item dOthere, majority of which
represents costs incurred for future periods, limit
GKS 3aANRgGK 2F /L{ FyR
negative contribution, respectivelyf -0.3 pp and
-1.0 pp.

Table51d 5eyl YAOa 2% [/ L{ I~

2012 2013 2014 2015 2014

Cash 280.5 438.2 383.6 286.1 366.7]
Term deposits 240.1 390.6 280.6 172.3 159.7
Financial assets and instruments, incl.. 236.3 319.1 446.8 551.3 760.7]
Shares 150.9 193.4 215.8 257.3 375.2
Rights 0.0 0.0 0.0 0.0 7.9
Debt securities 59.2 96.2 191.4 207.0 2519
Shares of CIS 21.8 253 31.0 76.7 1104
Money Market Instruments 0.2 0.4 0.4 11 0.9
Derivatives 0.0 0.5 0.0 0.0 0.9
Other financial instruments 43 33 8.2 9.3 13.9
Non-financial assets (receivables) 8.0 15.1 20.6 16.7 13.9
Other 0.0 11 13.8 9.8 1.3
TOTAL 524.9 773.5 864.7 863.9 11429

Note: The data is in million BGN unless indicated otherwise.
Source: FSC.

The relative structure of Slandb L Gs$3éts
remained stable in 2016. The heaviest weight
bccdcr0 AY FaasSiaQ aiaN
item &Financial Assets and Instrumefit® 5 S & |
that in 2016the iteméCaslé 3INB G 0 &
min., its relative share in the total sticture of
assets was preserved &2.1%. During the last
two years there was a tendency of reduction in
the relative share ofash,non-financial and other
assets in the structure of assada the account of
an increase in ffiancial assets and instruments.

Table 52. Relative structure of CIS and8lIK a
assets

2012 2013 2014 2015 2014

Cash 53.4 56.6 44.4 33.1 32.1
Term deposits 45.8 50.5 325 19.9 14.0
Financial assets and instruments, incl.: 45.0 41.3 51.7 63.8 66.6
Shares 28.7 25.0 25.0 29.8 32.8
Rights 0.0 0.0 0.0 0.0 0.7]
Debt securities 11.3 124 221 240 22.0
Shares of CIS 4.2 3.3 3.6 8.9 9.7
Money Market Instruments 0.0 0.1 0.0 0.1 0.1
Derivatives 0.0 0.1 0.0 0.0 0.1
Other financial instruments 0.8 0.4 0.9 11 1.2
Non-financial assets (receivables) 15 2.0 2.4 1.9 1.2
Other 0.0 0.1 1.6 11 0.1f
TOTAL 100.0 100.0 100.0 100.0 100.9

Note: The data is in % unless indicated otherwise.
Source: FSC.

2.2.3. Special investmenpurposecompanies

As of the end of 2016, the total number of
licensed special investmergurpose companies
(SIP§ was 66° 52 of which performed real
estate securitization, .includinglso agricultural .

1Bk, GRcthe btifef b &iritiz8d récEivabb & @A

3The number of SIPCs for securitization of resthe at
the end of 2016 does not include companies which had
their license revoked as of 31/12/2016. Data of 2015 are
revised and do not include companies (securitizing in real
estate) with license revoked as of 31/12/2015. For
comparative purposes, theatia about SIPC securitizing in
real estate concern the last two years.
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comparison the number of SIPCat the end of
2015 was62, 54 companies of which performed

securitization of real estate, ihading also
agricultural land, and 8 SIPCsecuritized
receivables.

The total value of the assets of all companies
with special investment purpose grew by 0.2% on
an annual basis, their amount the end of 2016
being BGN 1.5 bin. or 1.7% of GbP

The amout of SIPC's assets that perform
securitization of real estate dropped b$.0% in
2016and reached BGN 1.4 bin. by the end of the
year,which wasnot due to theassets of the two
companies whichlicense were revoked during
the reporting year.

The amount & accumulated assets @IPG,
secutizing receivablegyrew in 2016 by 59.9%
compared to 2015 andtathe end of 2016 the
assets amounted to BGN 122.6 min. The
contribution of SIP§ securitizing receivableso
the overall growth of SIPC's assets was peesaf
3.01 pp., which was almost fully compensated by
the negative contribution 0f2.86 pp. of SIPE
securitizing in real estate.

Figure62. Dynamics in the number and assets of
SIPG, performing securitization of receivables
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Source: FSC

The absolute value 2 F GLYy@Sa
propertie A ( Shé strigfure of assets of
SIPG, securitizing real estate and agritwdal
land, grew reaching BGNOR1 min. @athe end of
2016. The growth rate of thatemn, whichis the
main item of their activity during the year was
9.1% compared to the end of 2015, while the

8lAccording to preliminary data of the National Statistical
Institute, GDP in 2016 was BGN 92,635 min.

total number of their assets droppealy 3.0% for

the same period. The most significant negative
contributions for the annual change in those
compay ASaQ aasSdia gl a9UKI
ppLE F2fft26SR 08 -0dwp)OSA
The positive contribution of dnvestment
LINE LJS Mid /oGasls was 6.7 . in total,
which did not compensate the negative
contributions of the rest of the items.

Table 53. Assets of SIRC performing

securitization of real estate and agricultural land

2012 2013 2014 2015 2016
876.9 869.5 812.8 936.1 1021.1
0.8 0.2 1.7 0.1 0.2
202.5 131.7 76.8 41.2 53.5
173.8 127.7 200.2 183.4 182.4
Other 369.7 283.5 287.8 289.2 149.9
TOTAL 1623.9 1412.6 1379.4 1450.0 1 406.4
Note: The data is in million BGN unless indicated otherwise.
Source: FSC.

Investment properties
Financial assets
Cash

Receivables

In 2016 the structure of assets of S$PC
performing securitization of real estate and
agricultural land was maintained in relative
terms. As a result ofhe growth in the value of
their activity's main itentinvestmentLINE LJS NJi
its relative share grew to 72.6% by the end of the
year.

Table 54. Relative structure of the assetsfo
SIPG, securitizing real estate and agricultural
land

2012
54.0
0.1
125
10.7

2013
61.6
0.0
9.3
9.0

2014
58.9
0.1
5.6
145
20.9
100.0

2015
64.5
0.0
2.8
127
19.9
100.0

2014
72.6
0.0
3.8
13.0
10.6|
100.9

Investment properties
Financial assets
Cash

Receivables

Other 22.8 20.1
TOTAL 100.0 100.0
Note: The data is in % unless indicated otherwise.
Source: FSC.

In asste structure of SIPE securitizing
tece8aplés there was a reduction in théong
term receivableswhile shortterm receivables
increased.The increase of shoterm receivables
and cash in absolute termaso pre-determined
the growth of total assets. Their positive
contributions to the change in the total value of
assets in 2016 was respectively 94.4.and 3.3

p-p.
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In 2016 dReceivables (up to 1 yearjtem
signifcantly grew by BGN 72.3 min. antl the
end of 2016 it reached BGN 77.5 min. compared
to BGN 5.1 min.tahe end of the previous year.
OReceivables of over 1 yeéadropped by BGN
12.2 min, reporting a ecreaseof 26.0% on an
yydzZl £ o6 aA a ®ppédy BGSI NG6E
min., reaching BGN 0.1 miIn. by the end of the
year.

Table 55 Assets of SIPC
securitization of receivables

2012 2013
2.0 2.2
4.3 4.0

26.7 32.4

58.5 58.1

performing

2014
3.9
15
22.4
46.2

0.2
74.3

2015
6.3
1.7
51

46.8
16.7
76.7

2016
6.2
4.2

77.9
34.6
0.1
122.6

Financial assets

Cash

Receivables (up to 1 year)
Receivables (above 1 year)
Other 0.0 0.4
TOTAL 91.5 97.1

Note: The data is in million BGN unless indicated otherwise.
Source: FSC.

In relative termsin the structure of assets of
SIPG, performing securitization of receables
there is a reduction in the relative share of
OReceivables (over 1 yeér)item to 28.3%
O2YLJI NBR (2 cmom: F2NI H
0.1% compared to 21.8% for the previous year
and of dFinancialassetg item to 5.0% compared
to 8.2% as of theral of 2015. The total relative
share of these three main items in SIPC assets for
receivables dropped by57.7 pp. compared to
2015 and &athe end of 2016 it accounted for
oodm: 2F (GKS laasSdaqQ
receivables of up to 1 year and casitreased
their share respectively by 56.5pand 1.2 pp.
in the relative structure of the assets of those
SIPG, securitizing receivablest the end of 2016.

Table 56. Relative structure of the assets of

SIPG, performing securitization of receivables

2012 2013 2014 2015 2014
2.2 2.3 53 8.2 5.0
4.7 4.2 2.0 2.2 3.4

29.1 33.3 30.2 6.7 63.2]

64.0 59.9 62.2 61.1 28.3

Other 0.0 0.4 0.2 218 0.1

TOTAL 100.0 100.0 100.0 100.0 100.9

Note: The data is in % unless indicated otherwise.

Source: FSC.

Financial assets

Cash

Receivables (up to 1 year)
Receivables (above 1 year)

{ Lt/ BtaredNapithl dropped by 9.08nd
the amount of their equity dropped by 1.0% on
an annual basetathe end of 2016. The SIRCs

that are crucial to this dynamicsare those
performing realestate and agricultural land
securitization which dominate the total value of
{Lt/ Qa NEIAAGSNBR OI LJ
registered capital reported a 8.9%guction on an
annual basis, amountingp BGN 472.5 minand
AhéirSeyuityRdxgBped by 0.5% and reacheBiGN
855.6 min. at the end of 2016.With SIPGCs
securitizing receivables, their registered capital
was retained and amounted to BGN 10.0 min
and the equity reported a 1.9%drop and
amounted to BGN 33.7 mlat the end of the
year.

Table57. SIPC's registered capital and equity

Registered capital
2015 2016
518.9 4724
10.0 10.9
530.0 482.9
-1.0

Equity
2016
855.4
33.7
889.2
-1.0

2015
859.6
343
898.2
9.0

SIPC performing securitization of real estate, incl. agricultural land
SIPC performing securitization of receivables
TOTAL for SIPC

change (%
Note: The data is in million BGN unless indicated otherwise.

-9.0]

LY Hamc 9| NEaARSyila
NB a A RSy (i a Qntevesfs@ifoppédy &g at
the same timethe, share of Bulgarian resident
AP bsa® Tresflidhtl Kivdifs i U 31pcrsd
AKFENBK2f RSNEQ &0 NHzOG dzNB

Among the Bulgarian investors in S3RiGe
YI22N) OKIFy3aS Ay {Lt/Ya
was in the groups of d&Householdé and
dnsurancecompanies ancgensionfunds whose
shares dropped respectively. b®.2 pp..and-1.7 .

L5

B4, NP AR P a1 Sed-ot e A& T
respectivelyto 17.4% and 16.7%lhe group of

Gt NA @nfinaBciayd 2 Y LI yemn&red the
largest investor in SIB@ith a share of 50.9%t a
the end of 2016.

The nominal value of shares held by EU legal
persons dropped in 2016 antdir share in SIPCs
AKFNBK2f RSNEQ & tithddeOdiofizNE
the year. Among foreign investors only the share
of USA legal persons grew insignificantly by 0.5
p.p. reaching 3.15% of the total structure of

shareholders.
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Table58® { Lt/ &KLF

2.2.4. Public companies and issuers

The number of public companies and issuers
at the end of 2016 was 33&spublic companies
decreasednet) by 13 andissuersby 5 during the
year.

The prospeaises reviewedn 2016 were 17,

7 of which were of SIPC,¢8of public companies
without SIPC, 1 issue of warrant, and 1 issue of
bond. The total value of approvesueswas
BGN 190.6 miIn. of which the amount actually
collected was BGN 92.8 min. The prospses
confimed in 205 allowing trace on a regulated
market were 10, two issuesf which were of
equity o public companiesind 8 issues of bonds,
with issue value of BGN 97.0 mIn. compared to a
total of 8 issues with the value of BGN 117.7 min.
in 2015.

Table 59. Reviewed pospectuuses and tender
offers

The tender offersreviewed followed by
decision not to issue the final ban on the
publication in 2016 dropped by 4 compared to
the previous year, whereby a continuidgcrease
in their turnover of 11.9% was reported. In 2016
a total of 6 tender offers wereeviewedwithout
a final ban for the total amount of BGN 25.4 min.,

of which the shares acquired as a result of the

NB K 2 f RS NA Qtenddi MfHOniadeN®ounted to BGN 14.1 min.

Market capitdisation of top ten companies
increased by 22.5% in 2016, reaching 34.6% of
the total capitalisation. dp three positionsby
market capitalisation were taken by Sopharma
AD ¢ Sofia, Chimimport AD Sofia and
Tchaikapharma High Quality Medicines AD, which
hawe equalrelative shares of 4.1% each in the
total market capitalization. Speedy AD dropped
out of top ten and Alcomet AD¢ Shumen
entered. The last company to joinog 10
companies had a market capitalisation of BGN
259.6 min. Theres a narrowing in the range
between the capitalisation of the first and the
last company from BGN 278.6 min. in 2015, to
BGN 142.1 min. in 2016.

Table 60. Top 10 public companiesdy market
capitalisation

¢ KS GCAYLl yOR Icfivitidsysdor A Y
again took the first place in the structure of trade
amongthe 10 leading industries on the Bulgarian
Stock Exchange Sofia AD for 2016, with a
turnover of BGN 183.5 min. and a relative share
in the total turnover of 53.3%followed by the
éManufactuing industryé & Sa@hi @2tidover
of BGN 935Yf y® 0aKINBE 27F H
estate dJSN} GA2ya¢ gAGK | 0
min. (share of 8.9%).
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