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1. CREDIT INDEBTEDNESS OF ENTERPRISES AT THE END OF 1990  
  
The centralized administrative system divorced the interest and credit policies from the real 
economic processes. The economic processes were both budgeted and credited with the 
proportions of the two centrally determined. In these circumstances and with the distorted 
cost and prices structure the interest rate did not count much as factor in the distribution of 
resources and the production growth speed. All monetary-credit and financial regulators 
systematically misinterpreted, the same true for the credit and interest proper the credit 
investments turned out inconsistent with the economic framework. This holds good both for 
the short term turnover capital investments and for the long term investment loans by the end 
of 1990. The overall credit investment in the material production sphere for the years 1981 to 
1989 outstripped by 4.2 points the increase of the national income and by 3.2 points the 
increase of the domestic product as well. 

For the whole period of totalitarianism and centralized planning the bank had been authorized 
to exercise the direct and administrative in its character control over all the financing of 
capital investments and turnover funds no matter where they came from - the enterprises own 
assets or borrowed such. With the overall state ownership domineering the concepts of assets 
and liabilities of economic entities used to be conventional only. 

The turnover capital credits covered the constant indispensable needs of the enterprises. What 
is meant is the minimum capital amounts every normal economic entity in the market world 
needs to command to be able to work. The credits were thus invited to enter by means of the 
so called loan for stock share, also called credit to the normative at the end of 1990. The 
enterprises originally (years 50 -60s) used to need small amounts of turnover capital, 
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purposefully lowered to allow the bank credit to enter into the capital turnover on a regular 
basis and thus ensure the everyday control. More recently (years 1985 - 1989) the same 
tendency was sustained among other things because the enterprises did not have enough 
assets - the result from the high revenue centralization norm in the budget. By the end of year 
1990 with most industrial enterprises some 70 - 75 per cent of the minimum necessary 
turnover capital was provided by the so called stock-share loans. At that the enterprises were 
treated selectively by the bank and the attempts to use interest as credit supply and demand 
regulator were doomed to fail. 

The normative loans increase is an annual average of 4.5 per cent for the years 1986 - 1989. 
Of the total 22,122 mln leva turnover capital loans by the end of year 1990 17,292 mln were 
of the normative and buying out kinds. In most cases these were loans to substitute for the 
insecured turnover assets of the enterprise necessary for its normal financial stability. The 
bank-enterprises credit relationships shifted on to commercial basis in early 1991 most 
enterprises had to meet the difficult conditions of paying market interests. The 1989 average 
interest rate for turnover capital credits was 5.38 per cent; 45 per cent was introduced in 1991 
to become 52 per cent by the end of the year. 

The investment loan obligations of the enterprises have been the product of the centralized 
planning system in their best part. The natural balances and relations allotted significant role, 
the systematically misinterpreted financial aspects of the investment policies and the high 
revenue centralization norm all prevented the enterprises from accruing their own assets. The 
inefficient production and the distorted prices also had their effect. The real investment 
returns were clear neither to the investors nor to the banks who had ratified the credit. The 
center setting limits on the capital investment allocations did not usually care about the 
available financial resources. There was only the formal connection between the investment 
intentions and the profit as ultimate source for servicing the credits and so it did not make a 
regulator criterion. 

During years 1990 and 1991 worth special attention is another peculiarity determining the 
nature of the so called foreign currency credits of the enterprises which were owed at the time 
when the economic reform all started. 

The communist system, even in its most pretentious periods did not give the directors of 
enterprises any rights to deal on their own with issues to do with the investment, crediting 
and hard currency areas in particular. The foreign currency credits were being accumulated 
during the years 1983 to 1987 when the center and the 'holding' organizations, the so called 
economic groupings decided everything. 

On their closing in 1990 and 1991 these groupings (called companies by Decree #56) issued a 
document each to allocate in a haste the credit obligations among the enterprises. There are 
quite a few cases when enterprises were allocated foreign currency debts who had previously 
paid the groupings back in leva and had virtually serviced them. 

Actually it is hard to explain what in reality has happened to the lev equivalent of the 10-
billion foreign currency debt of the country. It was at the same time that the enterprises were 
transferring all their profits to their centralized 'holding' organizations (firms, groupings). 
Normally this money should have gone to service the credits, but the economic groupings 
have never been held responsible for that on their closing. The closing itself was enacted 
without any financial analysis. The long-term financial assets which were being distributed 
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among the enterprises are in the same condition. The holdings were generous to spend 
hundreds of thousands of leva during years 1989 - 1990 - 1991 to establish all sorts of joint-
stock companies (especially such abroad and banks in the country). And in the long run the 
enterprises were the ones to pay 55 - 60 per cent interest rates on credits that had been 
previously allocated to them. 

Hundreds of thousands of leva were being stripped from the enterprises during the years 1987 
- 1991 to build up the assets of commercial banks. It is already known where the enterprises 
invested financially - an Ordinance granted their shares to the Bank Consolidation Company. 

The above considerations leave us with the impression that the best part of the indebtedness 
of the enterprises had been built up under the effects of factors external to their actual work. 
These conditions should have necessitated certain changes in the credit and interest policies 
to foster the transition to the market economy by positively adding some measures which 
were not undertaken anyway. 

At the outset in January 1991 the base interest rate was declared at the level of 15 per cent, 
but not a few days later (February 7th) it was increased to 45 per cent to go up to 54 per cent 
by the end of the year. The enterprises were suffering this interest burden. Those who could 
rely on the guaranteed demand for their products transferred the expenses onto their prices 
and so enhanced the inflationary tendencies. The aggregate cash flow and the credit 
obligation allocation was further distorted by the requirement introduced at the same time the 
interests paid by the enterprises not to be considered profit tax deductible. During the whole 
of years 1991 and 1992 hardly any efforts were put in the coordination of the interest, credit 
and fiscal policies. 

In the monetary field the activities of the BNB and the government did not go any further 
than maneuvering with the base interest rate. The overall effect was the financial instability 
of the enterprises with ever growing significant turnover indebtedness, no performing 
prospects and spending on paying wages and repaying the state. 

The mutual indebtedness of the economic entities became so considerable that it made a 
prerequisite in the programs of all foreign consultants and was put forward as problem 
number one. 

The serious assessment of the situation at the end of 1990 (had it been made) should have 
demonstrated that the considerable credit indebtedness of the enterprises is not loans proper 
indeed, but centrally allocated quasi-credits. And these quasi-credits should have been 
cleared of using the most appropriate method under the circumstances before moving on to 
commercial relationships between enterprises and banks. Advice had been given along these 
lines by the World Bank consultants, but it was mostly disregarded or actually led to partial 
and inconsistent measures to be sporadically taken in years 1991 and 1992.  
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2. METHODS AND PRACTICES OF SOLVING THE BAD CREDIT PROBLEM 
IN 1991 AND 1992  
  

 
 
 

An operation was carried out for the first time in 1991 to settle the indebtedness of the 
state run companies to the banks. The Council of Ministers passed a Regulation #136 
on July the 12th 1991. A special Committee was appointed Deputy Prime Minister 
chaired and the Ministries were obliged to supply information about the non-
performing credits obligations of the state run companies prior to December the 31st, 
1990. 

The Committee is to come up with a list of companies to be liquidated the revenues 
servicing the credits and interests owed, with a new company debt performing plan 
guaranteed by the government, and with the liabilities that can be paid as government 
debt as well. In the meanwhile the Great National Assembly approves the amended 
State Budget Act for year 1991. Its Clause 7 of the Transitional and Concluding 
Regulations (Official Gazette issue 62, 1991) decrees the Council of Ministers to 
distribute a quota of 5,000 mln leva state guarantees for the near deadweight credits, 
the settlement of those not performing included here. The Council of Ministers is also 
to provide for the procedures of administering this resolution. 

The Council of Ministers is considered to have fulfilled the requirements of the 
National Assembly obliging the existent Committee at the Council of Ministers by 
reason of Regulation #136 to specify the order, forms and criteria to be followed by 
the Ministries when compiling the information needed. 

They did not provide for procedure for company liquidation, or specify conditions for 
that taking for given that Decree #56 concerning industrial activities contains 
regulations that cannot be violated. Thus all the activities practically lead up to the 
selection among the many candidates of a limited number of enterprises whose 
liabilities are to be settled within the 5 billion leva quota. Later the quota was reduced 
to 4 billion leva as asked by the Minister of Finance, also member of the government 
committee. 

The experts in the economic ministries took two months to process huge amounts of 
information. It was agreed to offer settlement of credits only to enterprises with future 
and secured markets. The originally prepared lists, the result of long debates, used to 
meet those requirements. Later on, however, under the syndicate pressure, 
considerable amounts from the total quota were vainly allocated to go to mining 
enterprises which were in 1992 meant to be closed. 

The Council of Ministers Resolution #319 of September the 18th, 1991 approved the 
distribution of the total of 4 billion leva across ministries. Within the quotas given the 
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ministries had to select the enterprises whose credits were to be written off. The 
quotas were allocated basically on the accepted principles to assist enterprises with 
prospects and partially betrayed only under the pressure of striking committees 
mainly in a branch of industry. The following is a reference demonstrating this 
allocation: 

1. Ministry of industry, commerce and services 2081.1 mln 

2. Ministry of agriculture and food production 679.2 mln 

3. Ministry of construction, architecture and welfare 319.4 mln 

4. Ministry of transport 604.0 mln 

5. Committee for tourism 270.0 mln 

6. Other organizations 46.3 mln 

The 4 billion debt write-off operation actually took place in 1992 as the procedure for 
issuing bonds to secure the cleared debts of the enterprises was set forth in Council of 
Ministers Regulation #224 of December the 29th, 1991. 

A state security loan was declared of unregistered bearer bonds (payable to bearer) in 
coupons of 10,000,000; 1,000,000 and 100,000 leva, bearing interest equal to the base 
interest rate for the respective period plus a point. Every year on the 1st of January 
and the 1st of July the interest is to be paid from the state budget to the banks holders 
of bonds. The performing of this security loan starts off January 1997 to go on for a 
15-year period. In accordance with Article 3 of the quoted Regulation the commercial 
banks recipients of bonds substitutes for written off liabilities of enterprises have the 
right to sell the bonds by their market price and also use them as pledges and 
guarantees. 

The enterprises were decreed to book the written off debts as capital increase. 

The bonds issued in this first dodge credit operation are still part of the redeemable 
assets of the banks as bearers of good interest and securely performing ones. Many 
financial houses and banks take interest in them and they are traded and pledged by 
the banks holders of bonds. So this first bad credit operation benefited the banks in the 
first place, and the 1992 budget was burdened in its expenditure parts by a certain 
amount of interests. 

The analyzed effects on the enterprises having enjoyed this operation turn out to be 
appreciable in very few cases of good performance after the clearing of obligations. 
Appendix 1 enlists the enterprises under the Ministry of Industry. Of the total of 
2,081.1 mln leva 661 mln, that is about 30 per cent went to mining enterprises. Many 
of those as early as in 1992 were on the closing lists. The Ministry of Agriculture's 
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performance was similar in results. The tourist and construction enterprises did better. 
(see Appendices 2, 3 and 4). 

Of the total quota of the Ministry of transport (604 mln leva) 537,4 mln were 
transferred to the Bulgarian national railway. The BNR is known to be in poor 
financial condition to date owing new deadweight credits and again claiming its 
liabilities to be transferred to the state budget. 

The aforesaid proves that the 1991 resolution for 4 billion leva government funding of 
enterprises obligations solved partially only the problem of cleaning the bank 
portfolios. In real terms it has not had significant effects. 

It deserves to be mentioned that the operation was being carried out in the course of a 
rather long period (a year or so) which contributed to the above overall picture. The 
outcome might have been very different had the operation been enacted in different 
ways and in early 1991. 

In 1992 a second writing off of enterprises' obligations took place as decreed in 
accordance with the State Budget Act for year 1992, clauses 3, 4, 5 and 6 of 
Transitional and Concluding Regulations. 

The 1992 State Budget Act is passed in April 1992, but the Council of Ministers does 
not accomplish the resolution to set forth the procedure of servicing non-performing 
credits by government funds amounting to 5 billion leva until the end of 1992. Thus 
the mistake already made in 1991 recurs again - the solution of the problem is delayed 
and again moves slowly to pamper selected enterprises. A different approach, 
however, was demonstrated to be attemptedly adopted. On the 24th of November 
1992 the Council of Ministers passes a regulation appointing a committee to arrange 
the procedures of writing off non-performing credits. A program is set forth, too, as to 
the activities on the restructuring of the non-performing credits. As different from 
1991 the resolution features the banks' participation to partially perform the 
obligations against their own reserves. The liabilities are being serviced on the so 
called "State crediting" fund. Strict requirements are placed on the enterprises whose 
debts are being written off, such as submitting financial and recuperating programs. 
The regulation also obliges the enterprises with loans restructured as government 
debts in case of privatization to first service the liabilities written off. Later on in 1993 
the new government interpreted this text as contradicting the Privatization Act, where 
the procedure is provided of allocating the profits from the sales. 

In January 1993 a sum of 5 billion leva was distributed among ministries. This was 
approved by the new government in its Resolution #14 of the 18th of January 1993. 
The allocations go as follows: 

1. Ministry of industry 3,454.4 mln leva 

2. Ministry of agriculture 760.0 mln leva 
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3. Ministry of territorial development and 

construction 665.6 mln leva 

4. Ministry of commerce 55.5 mln leva 

5. Ministry of defense 65.0 mln leva 

----------------- 

5,000.0 leva 

The quotas allocated to enterprises are provided in Appendix 6. 

The regulations of Ordinance 234 of November, the 24th,1992 (Official Gazette issue 
98, 1992) "concerning the restructuring into government liabilities of the non-
performing credits of one-man business companies with state property, state owned 
companies to clear the credit portfolios of the commercial banks with more than 50 
per cent state participation" were not obeyed in the part about writing off credits 
against banks' reserves. The Bulgarian National Bank was the only one to meet the 
program requirement to service out of its own deposits part of the so called "State 
Crediting" fund loans. Every one of the enlisted in Appendix 6 business companies 
and enterprises had signed contracts with the Ministry of finance as regards the 
conditions they were obliged to obey to in connection with the restructuring of their 
liabilities into state debt. The branch ministries submitted analyses for the financial 
recuperation of the enterprises whose loans had been written off. 

The above stated procedures (contracts with the Ministry of finance, financial 
recuperation programs) were under way all through the year 1993 and 5 billion leva 
loans were actually restructured into state debt in an operation enacted after the 
Council of Ministers passed Ordinance #186 of 24th of September 1993, which 
declared the state security bond loan to cover the non-performing liabilities of the 
one-man business companies with state property to the banks. 

As different from the 1991 operation declared in Ordinance #224 of 29th of 
December 1991 of state security loan bearing interest equal to the base interest rate of 
the central bank for the period in question plus a point, the second security loan 
introduced reduced interest rates. During the first and the second years the interest is 
equal to 1/3 of the base interest rate; during the third and the fourth years - to 1/2 of 
the base interest rate; during the fifth and the sixth years - to 2/3 of the base interest 
rate and from years seven to twenty five included - to the base interest rate of BNB. 

The interest as has been decreed is to be paid with redemption dates July the 1st and 
January the 1st every year. 

The securities of this second loan are due to be performed within 20 years period, 
starting July the 1st, 1998 through equal installments paid annually. The first security 
loan (Ordinance #224 of December the 29th, 1991) differs in this respect, too, as its 
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amortization period is 15 years through equal in amounts drawings of lots with the 
first drawing due on the 1st of December 1996. The resultant allocations of the two 
security bond loans of 1991 and 1992 according to the quotas distributed by the 1991 
and 1992 State Budget Acts go to the ministries as follows: 

1. Ministry of industry 5,335.5 mln leva 

2. Ministry of agriculture 1,439.2 mln leva 

3. Ministry of territorial development and 

construction 985.0 mln leva 

4. Ministry of commerce 55.0 mln leva 

5. Committee for tourism 270.0 mln leva 

6. Other organizations 46.3 mln leva 

7. Ministry of transport 604.0 mln leva 

8. Ministry of defense 65.0 mln leva 

------------------ 

9,000.0 mln leva 

The second operation of clearing bad credits again has had negligent impact in real 
terms. This state of affairs was brought about by the already featured wrong approach, 
late start, long taking execution of the activities of this operation. This all, however, 
turns out of secondary importance. More substantially as significant remains first the 
pointed above wrong direction of the economic reform which did not realistically 
assess the condition of the financial crediting in the country and second - with the two 
operations (of 1991 and 1992) those responsible were eager with varying degrees of 
emphasis to support certain selected enterprises. The question of clearing bank 
portfolios and the overall financial situation were thought less important. 

Here we will open a parenthesis to explore the following. In early 1991 certain 
elements were incorporated of business relations between banks and enterprises 
without the necessary conditions present for those - the enterprises dipped into mutual 
indebtedness. The professionals from the World Bank were earlier to notice all that 
than the experts at the ministries and banks. The World bank forced the government 
into passing a special program for tightening the financial discipline of the state 
enterprises, reducing the indebtedness to suppliers and the overdue payments ( 
Resolution 1992). It sets forth by the end of 1992 the industrial ministers to supply 
information as regards the financial-economic condition and prospects for 
development of the companies whose activities are advisable to be terminated and 
together with the banks to start proceedings of declaring insolvency. Simultaneously it 
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was expected the then existent Committee for the Normative Acts and the Ministry of 
jurisdiction to develop an insolvency law. These and other intentions along similar 
lines as provided for in a program were appreciated by the visiting at the same time 
mission of the World Bank, who relying on this program granted the expected SAL 
tranche of 100 million dollars. Unfortunately this program directly relating to the bad 
credits problem, was not fulfilled in its best part. 

It deserves to be noted that not all of the former socialist countries started their 
economic reforms with considerable foreign debts, but in every one of them the so 
called socialist enterprises were deep into obligations to banks, that had been 
rescheduled a number of times and had no prospects of servicing. It was only natural 
starting the transition from totalitarian to market economy the economic reform to 
take this microeconomic precondition into account. In countries like Poland and 
Hungary the problem turned out to be comparatively easier since they enjoyed as 
early as in the eighties flashes of economic thinking in the financial management. 
Czechoslovakia undertook measures at the beginning of year 1991 to relieve the 
commercial banks of the so called bad credits and transfer them to a state bank with 
the Ministry of finance. This has been appreciated as one of the felicitous measures of 
the then minister of finance - Klaus. I believe this action is one of the major factors 
contributing to the financial stability of this country during the whole transition 
period. 

It is a pity our country underestimated this issue and did not pay enough attention to 
the fact that prior to the 31st of December 1990 had been granted 15.7 billion leva in 
short-term loans and 21.5 billion leva in long-term ones, mostly entirely inelastic, that 
is unsusceptible to the impact of the normal in other countries monetary-credit 
instruments. This was one of the reasons why the interest policy of years 1991 and 
1992 favoured the inflation rather than curbing it. 

These findings found more and more supporters and in 1993 the opinion took over 
that a radical approach should be adopted to the effect that the whole of the non-
servicing credits granted before the end of 1990 be restructured as state obligations. 
The 1993 State Budget Act approved by the National Assembly in April 1993 
authorised the Council of Ministers to come up by June the 30th, 1993 with a draft of 
a mechanism for granting state guarantees for the unpaid credits owed by state-owned 
firms and companies prior to end of 1990, which is to remain efficient in the 
contingencies of bankruptcy, privatization or restructuring, the debtors' closing 
included here, as well as with the order of writing off the unpaid credits. 

As evident the good old intention of 1992 is there again the state to interfere only with 
selected enterprises with bending closures or privatization. The draft submitted by the 
Council of Ministers (again rather late on the 13th of September, not by 30th of June) 
approved by Resolution #336 of the 13th of September 1993 provides only for the 
procedure of restructuring the unpaid credits owed prior to December 31st, 1990. The 
Council of Ministers motivates this specifying that what is meant is a one-time 
operation for clearing the portfolios of the banks with the burdens shared by the 
budget and the banks. 
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Before moving on to the specificities of the Bad Credits Act we will mention that 
during the period from April 1993 to the end of the year when the National Assembly 
passed the act the issue of the so called bad credits was being widely discussed in the 
specialised newspapers and magazines. Prevalent in these publications was the one-
sided defending of either the banks or the enterprises. The problem was seldom 
interpreted as multifarious factor for the progress of the reform. 
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3. BAD CREDITS ACT PASSED IN 1993.  
  
According to BNB sources by the 30th of June the so called bad credits in leva come up to 32 
billion leva both principal and interests and in hard currencies (that is credits granted in 
convertible currency) amount to about 1.808 billion dollars. The act passed by the National 
Assembly preserved these sums as quota that cannot be exceeded. 

The legislators approved state bonds to cover the principal and the interests accrued by June 
the 31st 1993. After that date to the end of the year the interests calculated go against the 
reserves of the banks. The banks have not received any payments of these interests, so the 
term against their own reserves is practically conventional. 

Summarizingly bad credits can be written off in the following ways: 

The most radical, but at the same time practically inapplicable approach implies the adoption 
of an act to oblige the banks to write off the existent assets (non-performing debts of 1990, 
the interests included) against their own capital (assets, reserves, additional). This has been 
the way of solving a similar problem in the Kingdom of Bulgaria during the years 1932 - 
1936. A Debtor Act was passed and the banks which did not stand to it when implemented 
were liquidated and later consolidated in a sense in a new joint stock bank (Bulgarian Credit 
Bank) with a high percentage of state participation. This experience might have been helpful 
in 1990 before the interest rate going free in 1991. This could not have been realised in 1993 
as thus the capital adequacy would have been damaged of the banks whose consolidation had 
been performed on other principles. The estimated commercial banks' own capital by May 
the 30th 1993 totaled a 25 billion leva. 

It can be regretted that at the beginning of 1991 the Great National Assembly took long days 
to debate ways to reimburse people recipients of loans to be used for house construction and 
in the meanwhile did not touch upon the same kind of problem encountered with the debtor-
enterprises; who were at that in many of the cases committed to paying loans negotiated, 
received and set forth by others at a different level and in manners having nothing to do with 
the market conditions of crediting. 

The practice of other former socialist countries offers a different solution to the problem. It is 
targeted at the relieving the commercial banks of the burdens of non-performing incomings. 
The bad credits are being transferred to one bank (called "hospital-bank" or "dustbin"). 
Structurally it usually belongs to the Ministry of finance and the state reimburses the 
commercial banks by means of state bond loan. The obligations of the enterprises are not 
written off but transferred to the "hospital bank " and later on special programs decide the 
fate of these enterprises. The incomes from selling debtor enterprises come to the same bank. 
This was applied in Czechoslovakia as early as at the beginning of 1991. It is difficult to 
argue against the economic value of such a solution having significant advantages, but 
disregarding experts' recommendations it was not adopted in our country in 1991 when the 
first 5 billion dollar transfer was enacted. It was just as impossible to apply this way in 1993 
inasmuch as the approved legal regulations were strict in their requirement for writing off 
debts of enterprises. 

The National Assembly was right in its wording as it was not already 1991, nor 1992 - it had 
all taken quite a long time - the privatization had to start at the long last and that in itself is 
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difficult to realise if as late as in 1993 programs are initiated to consider what is to be done 
with the debts of the enterprises. 

If we take for given that the members of the parliament intended to clear the portfolios of the 
banks and at the same time to write off the debts of the enterprises, what is left to be done is 
to figure out the conditions of the state security loan to compensate for the bad credits. 

According to the Bad credits Act during the first two years the interest on the issued bonds is 
1/3 of the base interest rate; during the second two years - 1/2 of the base interest rate ; during 
the fifth and the sixth years - 2/3; from the seventh to the twenty-fifth the interest is equal to 
the base interest rate. It deserves to be noted that this interest scheme is provided in a BNB 
letter of January 1993 for the second tranche of 5 billion leva coming from the 1992 budget. 
It was adopted for the one-time operation for the clearing of all bad credits granted by the end 
of 1990, in accord with a conviction of BNB's that it would not pose problems to the banks , 
but will take burdens off the expenditure parts of the budget in the years to come. 
Consequently, after the act entered into force the big holders of bad credits do not miss a 
chance to voice their discontent with this amount of interest on the state bonds. 

The state bonds issued to substitute for the leva credit have amortization period of 25 years 
with a 5-year grace period and the interest on them is to be paid twice yearly on April the 1st 
and October the 1st every year. 

For the foreign currency credits the state securities are denominated in dollars. This was 
undertaken to preserve the assets of the banks and to compensate to a certain degree the 
losses of the reduced interest on the leva credits. The bonds denominated in dollars were 
issued at the beginning of June 1994, instead of at the end of 1993. The delay has been 
attributed to the impossibility to fit the banks accounts into the 1.808 billion dollar quota 
predetermined. 

The date of issue fixed by the act is January the 1st, 1994; while the leva bonds are to be 
issued on October the 1st, 1993. 

The interest is to be paid on July 1st and January 1st amounting to the six-month LIBOR for 
US dollars for the period in question. 

The impact can be considerable on the progress of the economic reform of the opportunity 
provided in the Act the securities in leva and dollars to be used as means of payment in the 
privatization deals of state and municipal enterprises. The rest of the presentation will deal 
with this issue in some more detail. 

The Act sets forth more rigid terms for debtor enterprises. Unlike in the 1991 and 1992 
operations the debt substituted by bonds is not automatically written off. The enterprises book 
the debts as obligations of the state budget amounting up to the principal. The interests, also 
covered by state bonds increase the enterprises reserves. These obligations do not bear 
interest and the principal is not paid only during the first six months. After that period and in 
accord with the assessed draft program for the financial recuperation of the respective 
enterprise the debt is being decided whether to become effective or to be written off. It is 
explicitly specified that debts shall not be written off of enterprises who after year 1990 have 
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increased their wages (as shown by the wage-increase taxes paid) and not spent on repaying 
debts. 

By the end of June the aggregate credits covered in leva bonds is below the amount stated in 
the Act, namely 26,391,832,000 leva. The unclaimed amount of about 6 billion leva results 
from the strict implementation of the criteria to be met by the loans to be offered for writing 
off by the banks. One option is this unclaimed sum of 6 billion leva to be cleared to increase 
the quota of the dollar denominated bonds. Unrestructured into state debt here remained 
interests worth 71,094,432 US dollars, as well as a set of special credits managed by BNB 
before 1990 152 million US dollars worth. 

This option has not been discussed, but it is very unlikely to be adopted if only because an 
operation of this kind has to be passed by the National Assembly, which is approaching the 
end of its summer session. 

The one-time operation for clearing the banks' portfolios has been accomplished. Its leva 
credit parts were included in the 1993 accounts and its foreign currency credits will be 
booked by June 30th, 1994. 

It is very likely the meeting of the requirements for the so called recuperation programs and 
the concluding of contracts between the debtor enterprises and the Ministry of finance to take 
quite some time. The Act requires the valuation of each enterprise to be grounded on a 
number of criteria as set forth by the Council of Ministers (Ordinance # of 1994). 

The Council of Ministers approved of three regulations to implement the Act: 

1. Regulation for the procedures and conditions of acquisition, servicing and paying of long-
term state bonds (Council of Ministers Ordinance #33 of February 14th, 1994). 

2. Criteria for the financial recuperation programs (Council of Ministers Ordinance #45 of 
March 3rd,1994) 

3. Regulation for the order of participation in the privatization of the holders of long-term 
state bonds issued to the Settlement of Unpaid Credits granted before December 31st, 1990 
Act. 

The first of the enlisted regulations regularized the relationships between the commercial 
banks whose portfolios were cleared and the Ministry of finance who took up the debts by 
issuing the security loan. This takes the form of contracts under certain conditions. As to the 
amounts of bonds issued by banks the Ministry of Finance has to notify the BNB where 
special registers keep trace of the long-term state bonds issued. When deals are concluded 
with these bonds the latest data are to be recorded in these registers as to who sells and who 
buys and what the price is for the respective deal. When the deals are between the banks and 
legal or physical persons accordingly, a certificate has to be issued for the buyers of bonds. 
When using the bonds as means of payment in privatization deals they are considered 
matured state securities. A separate regulation (Ordinance #36 of 1994) of the Council of 
Ministers approves of the order of using bonds in privatization. 

It has been agreed the leva bonds to be accepted as means of payment by their nominal value 
despite their usually lower market price. This is not acceptable in the privatization deals for 
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the bonds denominated in dollars and they participate by their market values. The general 
schemes for the implementation the bad credits act invented this element for the following 
purposes: 

First, to accelerate the privatization of the state enterprises inasmuch as one of the reasons for 
the slow movement forward of this process is the inavailability of free capitals at very 
expensive credit. 

Second, to speed up the performing of the public debt, as the bonds received by the ministries 
or the Privatization Agency when selling enterprises are actually debt servicing. It is worth 
mentioning that this procedure has been resisted on the part of the Privatization Agency. It is 
understandable as the agency receives 7 per cent of the total amount if paid as the normal 
practice goes. It is not hard to see this objection is to be overcome by funding the 
Privatization Agency from the state budget. It is very important economically to decrease the 
public debt formed at the moment by the yearly budget deficit, essential in which remains the 
impact of the payment of interests on foreign debts; on debts lent by the BNB and the 
security loans in question (of 1992, 1993, 1994). Interests burden the budget far above the 
admissible for such purposes levels - so the early settlement of parts of the security loans 
should have its consequences for the economic development. 

It deserves to be noted that the use of the securities as means of payment in the privatization 
also influences the aggregate credit amounts to be further properly analyzed. The credit 
method is used more and more widely in trading the bonds which deviates from the original 
scheme. 

The bad credits Act still has to be implemented in its part concerning the relationships 
between the enterprises and the Ministry of finance. According to article 11 of the Act the 
ministries acting as general assembly in respect to the treated in the operation enterprises 
together with the enterprises themselves produce programs for their financial recuperation. 
These programs are not ready by June 1994. They should be approved by the ministries if 
meeting the special regulations criteria and indicators. These serve the grounds for the 
minister of finance to decide whether to enact the real clearing of the obligation of the 
respective enterprise or to restructure it back as obligation to the state to be serviced on 
contract terms. 

The opinion is widespread that the state through the Ministry of finance should be persistent 
about the servicing of the loans covered by security loans. This view optionally implied in the 
Act can only be supported if the specificities of the loans before 1990 , the subject of the 
beginning of this presentation are not understood in their depth. Even if the arguments given 
be disregarded, what happened to the enterprises during years 1991 to 1993 has to be taken 
into account. In 1991 the original euphoria with the change and external reasons made the 
enterprises loose the markets they used to have under the motto of re-orientation to the west. 
This turned out to be one of the illusions of the transition and only after the western experts 
themselves clearly pointed that for us it is better to stick to our old markets actions were 
undertaken to return to them. But the time wasted forced upon many economic entities the 
reduction of their output, decapitalization, narrowing the opportunities for current 
maintenance let alone development. It is now at the long last that the enterprises are 
recovering and very slowly at that in terms of finding markets. It will be a blunder if at this 
very moment they are laid with burdens from ten years before. This will leave them with no 
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chance for stabilization. And this would understandably have negative impact on the overall 
progress of the reform and the intentions to avoid any further plummeting of the output. 
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4. FINANCIAL CONSEQUENCES FOR THE BANKS AND THE NATIONAL 
ECONOMY FOLLOWING THE CLEARING OF THE BAD CREDITS 
GRANTED PRIOR TO DECEMBER 31ST 1990.  
  

 
 
 

The settlement of non-servicing credits granted prior to December 31st 1990 Act 
being enacted (Official Gazette #110 of 1990) enterprises' obligations were 
substituted for in the credit portfolios of banks by long-term state bonds issued in leva 
of 26,391,832,000 leva and denominated in dollars of 1.808 million dollars. 

The banks sticking to the requirements of the law submitted demands for securities 
denominated in dollars for sums exceeding by about 230 million US dollars the one 
stated in the Act. The Ministry of finance reduces the sums claimed by the 
commercial banks following which unrestructured into state debt remain interests 
amounting to 71,094, 432 million US dollars on cleared principals. The banks have 
not received those interests and accounted them as incomes for future periods. The 
Minister of finance in a report to the Government submitted on July 11th, 1994 
proposes these interests to be settled as receipt to be written off. Thus the banks will 
increase their losses as they would not get reimbursed for paying the interests on 
interiorated credits remaining to be paid on their part. The supplemented security loan 
allocations show who are the holders of greatest amounts of bonds. It will be hard for 
them to make up for the losses during the first years from the reduced interest 
incomes. There is the option to sell the bonds and to find credit markets for the 
incomings to thus compensate for the losses, but it is very limited since the high price 
of the credit (over 70%) reduces the demand for it. Another option is to use bonds as 
means for participation in the privatization. 

This could work in the long run, but would not solve the problems arising this and 
next years. The estimated general financial condition of Economic Bank, 
Mineralbank, Balkanbank where larger amounts of bonds are concentrated remains 
rather critical. 

For the state budget the bad credit clearing operation means increase of the interest 
expenses for this year and the years to follow. This should be compensated through 
increased real economic incomes provided that the enterprises are encouraged to work 
under normal conditions and increase the taxes they pay - a something that cannot be 
relied on. 

For the country in general the 1994 bad credit clearing did not have the expected 
positive impact because, as noted before, the operation was rather belated. A new 
infavourable development can be outlined. Banks massively sell their bonds to private 
firms and companies concluding contracts insecurely guaranteeing the due payments 
of these credits. Many of the debt recipients are convinced the loans they borrow will 
or need not be paid inasmuch as the banks are state-owned and the budget would take 
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the consequences after all. These are problems to be shortly discussed by the BNB 
and the Ministry of finance and means are to be found to place constraints on the 
pressurized banks holders of so called bad credit bonds. This not be done by late 1994 
or early 1995 at the latest the incomes will go to private companies and the 
considerable amounts of bank losses will add to the public debt with all the general 
economic consequences known. 
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