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Chapter 9

Bulgaria

Georgiev, Todorov & Co.

Georgi Kostolov

] 0% for exports and certain other exempt activities.

1.1 How many income tax treaties are currently in force in
Bulgaria?

2.3 Is VAT (or any similar tax) charged on all transactions or
are there any relevant exclusions?

The Republic of Bulgaria has entered into 68 income tax treaties.

1.2 Do they generally follow the OECD or another model?

They all follow the OECD model.

1.3 Do treaties have to be incorporated into domestic law
before they take effect?

No, they do not.

1.4 Do they generally incorporate anti-treaty shopping rules
(or “limitation of benefits” articles)?

No, they do not.

1.5 Are treaties overridden by any rules of domestic law
(whether existing when the treaty takes effect or
introduced subsequently)?

No. According to the Bulgarian Constitution, any international
instruments which have been ratified by the constitutionally
established procedure, promulgated and entered into force with
respect to the Republic of Bulgaria, shall be considered part of the
domestic legislation of the country. They shall have priority over
any domestic legislation stipulating otherwise.

The Bulgarian VAT legislation is based on the EU VAT rules and
Directive 2006/112/EC.

VAT rates:

] 20% for domestic supplies, intra-community acquisitions
and importation from non-EU countries; and

[ ] 9% for hotel accommodation services.
Exemptions:

] With the right to deduct input VAT - intra-community
supplies, exportation to non-EU countries, international
transport of goods and passengers, certain supplies related to
international transport, sale of duty free goods under certain
conditions, certain transactions related to international trade,
specific supplies under international treaties, etc.

] No right to deduct input VAT - transfer or rental of land or
rights in rem over land (except for building land and land
adjacent to new buildings), the transfer of old buildings or
parts thereof, rental for residential purposes to individuals
(an option to tax these transactions is available); financial
and insurance services; gambling; certain services related to
health, education, religion, culture, etc.; and other specific
supplies (e.g. importation of certain goods and up to a limit,
etc.).

2.4 s it always fully recoverable by all businesses? If not,
what are the relevant restrictions?

No. The VAT should be paid with respect to subsequent VAT
taxable supplies.

2.5 Are there any other transaction taxes?

2.1 Are there any documentary taxes in Bulgaria?

No, there are not.

2.2 Do you have Value Added Tax (or a similar tax)? If so, at
what rate or rates?

Yes, transactions are subject to the following VAT:
u 20% regular tax rate;

m 9% reduced rate for hotel accommodation; and

Yes, transfer tax upon sale of real estates and vehicles.

Between 0.1% - 3% on the higher of the sales price or the tax value
of the transferred real estate / on the insurance value of cars. The
exact rate is determined by each municipality.

2.6  Are there any other indirect taxes of which we should be
aware?

Yes, excise duties. The Bulgarian excise duties legislation is based
on the EU rules.
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Excise duties are applicable for certain products including:
] Electricity and energy products (motor fuels, coal, etc.).
[ Alcohol.

] Tobacco products.

3.1 Is any withholding tax imposed on dividends paid by a
locally resident company to a non-resident?

Dividends are subject to 5% withholding tax when distributed to
non-residents (except for EU / EEA entities).

The withholding tax rates may be reduced under an applicable tax
treaty.

3.2 Would there be any withholding tax on royalties paid by a
local company to a non-resident?

Royalties are subject to 10% withholding tax when distributed to
non-residents:

] 5% on royalties accrued to related party legal entities
resident in the EU (under certain conditions); and

] 10% on the gross amount for all other recipients.

The withholding tax rates may be reduced under an applicable tax
treaty.

4.5 Does Bulgaria have transfer pricing rules?

The Bulgarian transfer pricing rules require that taxpayers apply
arm’s length prices in their related party transactions. Arm’s length
prices are those which unrelated parties would have agreed in
similar circumstances. This requirement is imposed both to cross-
border and domestic transactions.

Largely based on the 1995 OECD Guidelines, the Bulgarian
transfer pricing rules envisage 5 methods for determining arm’s
length prices:

] The Comparable Uncontrolled Price Method.

] The Resale Minus Method.

] The Cost Plus Method.

] The Transactional Net Margin Method.

] The Profit Split Method.

A taxpayer is obliged to prove the arm’s length character of their
related party transactions during a tax audit by applying one of the
above methods.

The legislation does not include specific requirements as to the
format and contents of transfer pricing documentation which
taxpayers can produce as evidence for arm’s length pricing. All
kind of evidences are admissible.

4.1  What is the headline rate of tax on corporate profits?

3.3  Would there be any withholding tax on interest paid by a
local company to a non-resident?

Interest is subject to 10% withholding tax when distributed to non-
residents:

] 5% on interest accrued to related party legal entities resident
in the EU (under certain conditions); and

] 10% on the gross amount for all other recipients.

The withholding tax rates may be reduced under an applicable tax
treaty.

The headline rate is a flat rate of 10%.

4.2 When is that tax generally payable?

Corporate tax is payable on annual basis. Annual corporate tax
return has to be submitted by 31 March of the following year. The
tax year is the calendar year.

The corporate tax also has to be paid by 31 March. Quarterly or
monthly advance instalments are due during the year.

3.4 Would relief for interest so paid be restricted by reference
to “thin capitalisation” rules?

If the debt to equity ratio of the company exceeds 3:1, (some of) the
interest expenses may not be tax deductible in the current year.

3.5 If so, is there a “safe harbour” by reference to which tax
relief is assured?

Further to the answer to question 3.4, interest expenses may become
tax deductible in the following five consecutive years under certain
conditions.

3.6  Would any such “thin capitalisation” rules extend to debt
advanced by a third party but guaranteed by a parent
company?

Yes, there is no such exception.

3.7 Are there any other restrictions on tax relief for interest
payments by a local company to a non-resident?

The interest should be accrued at arm’s length prices.

4.3 What is the tax base for that tax (profits pursuant to
commercial accounts subject to adjustments; other tax
base)?

The tax base is taxable profit pursuant to commercial accounts and
subject to adjustments.

4.5 If it otherwise differs from the profit shown in commercial
accounts, what are the main other differences?

The taxable profit is the financial result adjusted for tax purposes.

Tax adjustments: E.g., non-business related or not duly documented
expenses; interest restricted under the thin capitalisation rules;
expenses for impairment of assets; and dividends received from
local or EU-based companies.

Tax depreciation rules: Maximum annual tax depreciation rates
between 4% and 50%, depending on the type of asset.

4.5 Are there any tax grouping rules? Do these allow for
relief in Bulgaria for losses of overseas subsidiaries?

This is not applicable in Bulgaria.
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4.6 Istax imposed at a different rate upon distributed, as
opposed to retained, profits?

No, but there is an additional withholding tax at the rate of 5% if
dividends are distributed to individuals and non-EU / EEA entities.

4.7  Are companies subject to any other national taxes
(excluding those dealt with in “Transaction Taxes”) - e.g.
tax on the occupation of property?

Yes, they are.

One-off tax on certain expenses
Expenses subject to one-off tax:
] “Representative” expenses.

] “Social” expenses provided in-kind to the employees (e.g.
fringe benefits), except for food vouchers and voluntary
insurance contributions (social, health and life insurance ) up
to BGN 60 each per employee per month.

] Expenses related to the use of vehicles for management
purposes.

The tax rate is 10% on the accrued expenses. Both the respective
expense and the one-off tax applicable to it are deductible for
corporate income tax purposes.

Special corporate tax regimes

Applicable to:

] Commercial maritime shipping companies.

] Gambling businesses.

] Some other (e.g., state organs, etc.).

Social security and health insurance

These require mandatory insurance contributions of between 30.7%

- 31.4%, paid by both the employer and the employee in a certain
ratio. These include:

] 12.8% - pensions fund,

] 5% - universal pensions fund;

| 0.4% - 1.1% - occupational accident and professional disease
fund (rate depending on the field of activity);

] 3.5% - general illness and maternity fund;

] 1% - unemployment fund; and

] 8% - health insurance fund.

Insurance base. Gross remuneration less statutory deductions in

some cases. The insurance base is capped at BGN 2000

(approximately EUR 1000) monthly.

Social security treaties. Foreigners may be exempt from social

security contributions in Bulgaria or the contributions they make

may be recognised in their home country under an applicable

bilateral or multilateral social security agreement.

Environmental fees

The producers or importers (or the entity performing an intra-

community acquisition) of products, the use of which leaves large

amounts of waste, have to pay a product fee based on the type of

waste.

The entities can avoid paying the product fee if they collect or

recycle certain amount of the waste produced by their products

either on their own or through a licensed collective waste

management organisation.

Scope

The products which are subject to the product fee include:

] Certain motor vehicles and tyres.

m Goods with plastic, paper, metal, glass, wooden, textile, etc.
packaging.

] Batteries.
m Motor oil.

] Electric or electronic apparatus and appliances.

4.8 Are there any local taxes not dealt with in answers to
other questions?

Real estate tax

Between 0.01% - 0.45% annually on the higher between the gross
book value and the tax value of the immovable property. The exact
rate is determined by the municipality in which the real estate is
situated.

Garbage collection fee

Determined by each municipality. Generally levied on the gross
book value of the real estate. Alternatively, it may be determined
on the basis of the number and volume of waste containers used.
Vehicle tax

Depending on the type and characteristics of the vehicle. Applies
to cars, ships and airplanes. The tax rate is determined by each
municipality within ranges stipulated in the law.

Donation tax

Between 3.3% - 6.6% on the value of the donation. The exact rate

is determined by each municipality. Lower rates and exemptions
apply to donations between relatives.

Inheritance tax
Inheritance by a spouse, children and their descendants are exempt.

The tax is between 0.4% - 0.8% on inheritance exceeding BGN 250
thousand (approximately EUR 128 thousand) in favour of brothers,
sisters and their descendants (between 3.3% - 6.6% for other heirs).

The exact rate is determined by each municipality.
Tourist tax

Between BGN 0.2 - 3 (approximately EUR 0.1 - 1.5) per night. The
exact rate is determined by the municipality in which the
accommodation facilities are located.

5.1 Is there a special set of rules for taxing capital gains and
losses?

No. Capital gains and losses are included in the taxable profit of the
company, in accordance with the applicable fiscal and accounting
rules.

5.2 If so, is the rate of tax imposed upon capital gains
different from the rate imposed upon business profits?

This is not applicable in Bulgaria.

5.3 Is there a participation exemption?

This is not applicable in Bulgaria.

5.4 Is there any special relief for reinvestment?

The law provides a form of state aid. The corporate tax can be
remised by the state and used for reinvestments in assets under
certain conditions.
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There is no relief directly connected to reinvestments but there are
certain other tax relieves.

50% of the corporate tax due shall be assigned to the social and
health insurance funds, created by virtue of law, for activity that is
either directly connected with or helpful to the performance of their
basic activity.

The corporate tax on tax profit shall be assigned in amount of up to
100% in cases where the taxable person carries out production
activities only in municipalities in which during the year preceding
the current year the unemployment rate was at least 35% higher
than the country’s average unemployment rate for the said period
and if some other conditions are met.

There is a relief for companies which hire disabled people under
certain conditions.

7.1 Does Bulgaria tax profits earned in overseas branches?

Yes. Local legal entities shall be taxed with taxes under the
domestic law on their profit and income from all sources within the
Republic of Bulgaria and abroad.

In cases where the provisions of an international treaty do not apply,
the taxable persons shall be entitled to recognition of tax input in
accordance with certain conditions. When determining the local
corporate tax or the alternative taxes, the taxable persons shall be
entitled to the recognition of tax input regarding any tax which is
similar to the corporate one or has been levied instead of it and has
been paid abroad.

7.2 Is tax imposed on the receipt of dividends by a local
company from a non-resident company?

6.1 What taxes (e.g. capital duty) would be imposed upon the
formation of a subsidiary?

Subsidiaries are subject to the same tax treatment as the local
companies.

6.2 Are there any other significant taxes or fees that would be
incurred by a locally formed subsidiary but not by a
branch of a non-resident company?

No, branches are subject to the same tax treatment as the local
companies.

6.3 How would the taxable profits of a local branch be
determined?

The taxable profits of a local branch shall be determined as the
taxable profits of a local company.

6.4 Would such a branch be subject to a branch profits tax (or
other tax limited to branches of non-resident companies)?

No, it would not.

Only if dividends are distributed by non-EU / EEA companies. The
taxable persons shall be entitled to the recognition of tax input for
the tax levied abroad on the gross amount of dividends.

7.3 Does Bulgaria have “controlled foreign company” rules
and if so when do these apply?

This is not applicable in Bulgaria.

8.1 Does Bulgaria have a general anti-avoidance rule?

Yes, where one or more transactions, including those between
unrelated persons, have been effected under conditions which lead
to tax evasion, the taxable basis shall be determined without taking
into consideration the said transactions, or certain conditions
thereof, or the legal form thereof, and what is taken into
consideration shall be the taxable basis that would have been
achieved if a customary transaction of the respective type has taken
place at arm’s length prices and being aimed at achieving the same
economic result, without leading to tax evasion.

6.5 Would a branch benefit from tax treaty provisions, or
some of them?

8.2 Is there a requirement to make special disclosure of
avoidance schemes?

Yes, a branch is deemed to be a permanent establishment and shall
benefit from the provisions of tax treaties.

6.6 Would any withholding tax or other tax be imposed as the
result of a remittance of profits by the branch?

Yes, the branch is treated as a local company and upon distribution
of dividends the rules regarding distribution of dividends shall be
applied.

Yes, the companies are obliged to increase their financial result for
tax purposes and report the adjustment in their annual tax return.
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Georgiev, Todorov & Co.
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Sofia 1000
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Tel: +359 2 937 6541

Fax:  +359 2 937 6526

Email: kostolov@georg-tod.com
URL: www.georg-tod.com

Georgi Kostolov graduated from Sofia University, in the faculty of
Law. He joined the team of Georgiev, Todorov & Co. in 2007. He
specialises in the area of tax law. His recent experience includes
tax consultancy and litigation on tax cases for some of the largest
Bulgarian companies, structuring the sale of shares of CSKA (the
biggest Bulgarian football club) etc. He has also done analysis of
the tax consequences in case of transfer of shares and assets
and acquisition of land plots by foreign investors, distribution of
dividends, etc. Before joining the team he was consultant in the
Tax and Legal Department of Deloitte Bulgaria where he has
prepared legal advices, tax structuring and tax due diligence for
major international clients on VAT and direct tax issues. His
experience also also participation in EU Accession Project for
Kremikovtzi AD (the biggest Bulgarian metal factory) - providing
tax analysis of the company’s activities, structuring of HP’s
Bulgarian Call Centre - new unit for help-desk cervices,
determining the proper tax treatment of IBM warranty services
and repairing and maintenance supplies, VAT registration of
foreign entities.

Established in 1991 Georgiev, Todorov & Co. is a leading Bulgarian law firm providing legal services in corporate and commercial
law, with a particular focus on the financial sector, foreign investments and privatisation. With 7 partners and 52 lawyers Georgiev,
Todorov & Co. is amongst the largest practices in the country, with a proud culture of service excellence. The firm is a member
of Lawyers Associated Worldwide, an organisation with members located in 44 states, which gives the firm access to a powerful
information network.

Georgiev, Todorov & Co. has worked on the major privatisation deals in Bulgaria, including the privatisation of the Bulgarian
Telecommunication Company, Boyana Film, DSK Bank, Bulgarian Maritime Fleet, Bulgaria Air - the National Air Carrier,
Burgartabac Holding etc. The firm worked also on the European Bank for Reconstruction and Development’s very first
investments in Bulgaria. Georgiev, Todorov & Co. has also provided consultancy to Fraport AG, the owner and operator of
Frankfurt Airport . The firm is a preferred choice by Microsoft.

The firm has worked for about 10 years on complex international projects and, as a result, has developed considerable expertise.
Lawyers of Georgiev, Todorov & Co. have been involved in various assignments in the filed of energy, telecoms, M&A and banking
acting for clients such as: the consortium of Mitsui & Co. Ltd., Toshiba Corp. and the Japanese Bank of International Cooperation
with respect to the rehabilitation of six units of Maritza Iztok 2 thermal power plant, Bulgarian Telecommunication Company,
Raiffeisen Zentralbank Osterreich AG and Alpha Airport Services, among others.
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