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Capital: Sofia

Population: 7,563,710 (as of 31 December 2009)

EU membership: Member of the European Union since 1 January 2007

Territory: 110,994 km

Urban population: 71.4%

Currency: Bulgarian lev (BGN)

Exchange rate: Fixed EUR/BGN exchange rate: EUR 1 = BGN 1.95583

GDP (PPP): Total: $90.869 billion (2010 estimate)

Per capita: $12,066 (2010 estimate)

Neighbours: Romania (north), Serbia and Macedonia (west), Greece and Turkey (south), the Black Sea (east)

Ethnic composition: Bulgarians (83.9%), Turks (9.4%), Gypsies (4.7%), other minorities (2%)

Bulgaria has a strategic location in the Balkan Peninsula, standing on the main land route from Europe to the Middle

East and Asia, and enjoys a privileged geopolitical status. Bulgaria has a stable political and economic system,

favouring business initiative and promoting investment activities.

Bulgaria features notable climatic diversity. In its northern plains climate is continental, while most southern parts

Government: Parliamentary democracy

are

clearly influenced by Mediterranean climate. Alpine-shaped mountains and the sandy Black Sea coastline offer

excellent conditions for winter and summer tourism.

Since the start of Bulgaria’s EU accession preparation Bulgarian legislation has been rapidly developing and

expanding in order to ensure compliance and harmonisation with EU legislation. Bulgaria currently performs all its

obligations with respect to transposition of EU directives. The Treaty on Accession of Bulgaria and Romania provides

for transitional periods in which Bulgaria is exempt from certain obligations that apply to other EU Member States.
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The supreme legislative instrument is the Constitution of 1991. The primary legislation in all areas of government

regulation are the acts and codes adopted by the Bulgarian Parliament. More detailed regulation is often provided by

secondary legislation, adopted by the Council of Ministers, by individual ministers, or by government agencies and

bodies.

Bulgarian legislation treats Bulgarian nationals and foreigners on equal footing, except for certain rights and

obligations for which a Bulgarian citizenship is required. In addition, the Investment Encouragement Act sets up a

specific legal framework for stimulating investment climate in the country and applying investment incentives.

Bulgarian legislation is freely available in Bulgarian from online sources. It is distributed in English mainly by paid legal

information services.

Bulgarian state courts are (i) general and (ii) administrative. General courts hear civil (including commercial) and

criminal cases, while administrative courts review acts of government bodies (including on tax matters). General

court cases are subject to a three-instance judicial review (the third instance is the Supreme Court of Cassation).

Administrative cases are subject to administrative and two-instance court review (the second instance is the Supreme

Administrative Court).

There are several arbitration courts operating in Bulgaria. Bulgarian arbitration courts offer faster procedure, but at a

greater price.

Since 2008 most types of business undertakings are registered with a new electronic Commercial Register. The

information filed with this register is freely available online (http://brra.bg), which provides a certain degree of

transparency on the activities of businesses registered in Bulgaria. Registered entities are required to publish their

annual financial statements in the Commercial Register.

Bulgaria applies one of the lowest and business-favourable tax rates in the European Union.

State taxes and social security contributions are determined by the Parliament, normally on an annual basis for the

year to come. While income tax (corporate and personal) and VAT rates have exhibited stability in recent years, social

security contributions have varied, generally ending up with an overall reduction in rates.

Local taxes (taxes on real estates, vehicles, gifts, patent taxes, etc.) are determined by local municipal councils on an

annual basis for the year to come. The local tax rates are bound by legally defined lower and upper limits.

In most cases documents in foreign languages need to be translated into Bulgarian in order to be used in Bulgaria.

Private documents only need translation by a chartered translator. Official documents from countries which are

parties to the Hague Convention Abolishing the Requirement of Legalisation for Foreign Public Documents need to be

certified by an Apostille (as provided for by the Convention).

Official documents from the following countries do not need an Apostille or other formality for use in Bulgaria: Austria,

Algeria, Azerbaijan, Armenia, Belarus, Vietnam, Georgia, Italy, Yemen, Cyprus, North Korea, Cuba, Kuwait, Libya,

Macedonia, Mongolia, Poland, Romania, Russia, Serbia, Bosnia and Herzegovina, Slovenia, Croatia, Syria,

Uzbekistan, Ukraine, Hungary, France, Czech Republic, Slovakia.

Judicial system

Commercial Register

Taxes

Documents in foreign languages
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Corporate law - Overview

Limited Liability Company

Joint-stock Company

Bulgarian civil and commercial law adheres closely to the general concepts of continental corporate law.

Accordingly, Bulgarian corporate law regulates several types of business undertakings:

Sole proprietorships (only available to natural persons);

Civil law partnerships;

Companies (corporations);

Cooperatives (only available to natural persons).

Companies are by far the most popular type of business undertaking and, therefore, the following paragraphs

concentrate on companies.

The two main types of corporate entities available under Bulgarian law are the (OOD) and the

(AD). These types of entities are the preferred choice of entrepreneurs as they offer the best

combination of running costs, management opportunities, limitation of shareholders' liability, legal regulation and

administrative requirements.

The limited liability company (OOD) is the most popular type of business entity in Bulgaria. The majority of small or

medium sized enterprises (SME), as well as most of the subsidiaries of foreign companies are structured as OODs.

An OOD can be established by one or more natural or legal persons.

Some of the attractive features of this type of company include:

Limited liability of the shareholders (up to their contribution in the share capital);

Low incorporation costs – the minimum required share capital is BGN 2 (approximately EUR 1);

No limitations or additional regulation related to the low minimum required share capital;

Simple management structure – only one manager (a natural person, Bulgarian or foreigner) is required; more

managers can be appointed, if needed;

Can be established by a single shareholder.

The joint-stock company (AD) is the company that is typically established by a medium or large sized enterprise.
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limited liability company

joint-stock company

Some of the attractive features of an AD include:
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Limited liability of the shareholders (up to their contribution in the share capital);

Easily transferable shares (no general meeting approval or Commercial Register filing is required);

Different classes of shares can be issued (including preferred, non-voting, etc.);

Flexibility option for authorisation of the management to raise share capital or issue bonds without general

meeting's approval (if provided for by the articles of association);

The only type of company that can issue bonds;

Can be established by a single shareholder.

Along with the above features an AD has several additional key characteristics that should be considered. An AD:

Requires one or two boards to manage it (one-tier and two-tier board structures are available); a board

consists of at least three natural or legal persons;

Is bound by a higher minimum share capital requirement – BGN 50,000 (ca. EUR 25,000);

Is subject to mandatory audit of its annual financial statements.

Several types of corporate and unincorporated vehicles are also available for doing business in Bulgaria. These

include (i) the partnerships which offer limitation of liability to their limited partners or shareholders – the limited

partnership and the partnership limited by shares , and (ii) the unlimited liability partnerships – the general

partnership and the civil law partnership (an unincorporated entity).

These types of vehicles require at least two partners. Under Bulgarian law neither the legal form, nor the unlimited

liability participation in these types of entities offer any privilege or more favourable treatment to the partnerships

themselves or to the partners therein. This is why such entities are not very popular and their use is still shrinking.

A foreign company that has decided to establish commercially active presence in Bulgaria can do this by choosing to

either establish a branch or incorporate a subsidiary.

A branch (whether of a Bulgarian company or of a foreign one) is not a separate legal entity. Rather, it operates as an

extension of its parent company. When engaging in business operations it transacts on behalf of and engages the

liability of its parent company. Accordingly, the parent company is unlimitedly liable for the obligations of its branch. A

branch does have, however, a certain degree of independence. It has its own manager, maintains its own

bookkeeping and engages in certain transactions (e.g. employment contracts) in its own name.

A subsidiary of a foreign company does not differ in its regulatory, tax or accounting treatment from any other

Bulgarian company. If the subsidiary is incorporated as an OOD or an AD, its liability is limited to the amount of its own

assets, while the parent company is not liable for the liabilities of the subsidiary. Under current Bulgarian regulation

piercing the corporate veil is not possible.

The choice between a branch and a subsidiary should be made by accounting for the legal and tax implications of

each option. Branches and subsidiaries of foreign entities enjoy the same corporate tax treatment. Both branch and

Other types of business entities

Branches and subsidiaries

1

2

Legal characteristics

A branch or a subsidiary?

The quick guide to Bulgaria:

Corporate Presence in Bulgaria

1

2

The limited partnership and the partnership limited by shares are legal persons and are recognised as companies under the Bulgarian Commercial Act.

The general partnership is a legal person and is recognised as a company under the Bulgarian Commercial Act.
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subsidiary profit distributions are not taxed when made to an EU or EEA parent company. However, while the

repatriation of profit by a branch of a non-EU or non-EEA company to its parent does not involve payment of any

withholding taxes, the profit distributions of a subsidiary of a non-EU or non-EEA company are taxed with a 5%

withholding tax.

From a legal perspective a subsidiary may seem a better option due to the limitation of parent company's liability

(provided the subsidiary is structured as an OOD or an AD). Since a subsidiary in the form of an OOD requires virtually

no share capital (the required minimum is EUR 1), the limitation of shareholders' liability for this type of subsidiary

comes at no cost.

In addition, the setting up and the maintenance of a branch may raise some practical considerations. The initial

registration file requires more information and documents about the parent company. A particular concern for some

parent companies may be the requirement for annual publication in the Bulgarian Commercial Register of the parent

company's financial statements. Due to the pending restrictions on acquisition of land by foreign national, a branch

may not be currently able to acquire land in Bulgaria (see “Real Estate” below).

The general principle for operating a business in Bulgaria is that a license or authorisation is not needed unless

explicitly required by the law. Some of the businesses which do require licensing include (but are not limited to)

banking, insurance, financial services, passengers and cargo transportation, production of and trading with certain

products (e.g. pharmaceuticals, weapons and arms), etc.

The normal duration of daily working time is up to 8 hours within a 5-day working week (or up to 40 hours per week).

The Labour Code includes specific provisions regarding extension of working time, night work, shift work and

overtime. A system of summarised calculation of working time can also be applied. The maximum duration of a work

Licenses and authorisations

Working time and rest

Employment relations are regulated by the Bulgarian Labour Code, various secondary legislative acts and

international conventions. The large number of domestic regulations is designed to guarantee the freedom and

protection of labour, to regulate in detail all aspects of the relations between employers and employees, to ensure

healthy and safe working conditions, as well as to set up social dialogue between the state, the employers, the

employees and their organisations for the settlement of labour and related matters.

Employment agreement

An employment agreement has to be executed in written form and include certain statutory requisites, such as the

place of work, the position to be occupied and the characteristics of work, the term of the agreement, specification of

paid annual leave(s), the basic and additional employment remunerations, working hours, etc. All employment

agreements must be registered with the National Revenue Agency.

Employment agreements can be concluded for an unlimited or for a fixed term. In either case employees enjoy the

same rights. Fixed-term agreements can only be concluded in a limited number of cases, explicitly provided for in the

law, e.g. for carrying out seasonal, temporary or other short-term works and activities (in such case the term of the

agreement cannot exceed 3 years, unless provided otherwise by the law), etc.

EMPLOYMENT

The quick guide to Bulgaria:

Corporate Presence in Bulgaria
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shift when summarised calculation of working time is applied, cannot exceed 12 hours, while the duration of the

working week in such cases is limited to 56 hours. Such mechanism of working time calculation is applicable on a

weekly or monthly basis or within other periods of time not exceeding 6 months. Following the expiry of the designated

period, the employer is obliged to compensate the employee(s) with rest, if the actual hours of work within this period

exceed the number of working hours for the same period, had a normal working time duration been applied.

Pursuant to the Labour Code the rest within a working day has to be at least 30 minutes. The rest between two

consecutive working days has to be at least 12 hours. The uninterrupted weekly rest cannot be less than 48 hours (in

two consecutive days), one of which should normally be Sunday. If a summarised calculation of working time is

applied the uninterrupted weekly rest should be not less than 36 hours.

Each employee whose length of service exceeds 8 months (work for previous employers also counts) is entitled to use

paid annual leave. The duration of the regular paid annual leave cannot be less than 20 working days. Certain

categories of employees are also entitled to an extended paid annual leave. Employees working in specific conditions

and dangerous environment are entitled to use additional paid annual leave. The Labour Code also regulates the

regime of other types of leaves, such as unpaid leave, sick leave, pregnancy and birth leave, etc.

An employee's gross salary consists of three elements: (I) basic salary; (ii) additional remunerations provided for by

law (e.g. remuneration for length of service and professional experience, remuneration for night work, etc.); and (iii)

other remunerations agreed upon in the employment agreement or required by the law. The statutory minimum

monthly salary for 2010 is BGN 240 (ca. EUR 120).

Employees are required to observe labour discipline prescribed by the Labour Code (e.g. responsible attitude

towards the work, the employer, the colleagues, etc.). The employer can define additional labour discipline

obligations in its internal regulations.

For violations of labour discipline the employer can impose three types of disciplinary sanctions: warning, warning for

dismissal and dismissal. Only one disciplinary sanction can be imposed for one violation. Prior to imposing a

disciplinary sanction the employer has to obtain the explanations of the employee and assess the collected evidence.

Disciplinary sanctions may be imposed within 2 months after a violation has been uncovered but not later than 1 from

its commitment.

Disciplinary dismissal of certain categories of workers (e.g. mothers of children at an age of up to 3 years, employees

suffering from certain diseases, etc.) can only be imposed after a Labour Inspectorate clearance. In certain cases the

permission of a state medical commission is also needed. There are additional requirements to be met when

dismissing members of the management of trade unions. Any employee is entitled to challenge the validity of his

dismissal before the court.

An employment agreement can be terminated by mutual consent of the parties thereto, expressed in writing. It can

also be terminated by the employee with a prior written notice (ranging from 1 to 3 months) or without a notice (when

the employer fails to perform its obligations under the employment agreement).

Leaves

Salary

Labour discipline

Termination of employment agreements

The quick guide to Bulgaria:

Employment

7

(Continued)



Copyright 2010©

Dimitrov Ivanov & Partners
The employer can terminate an employment agreement on a limited number of grounds. In some cases a prior notice

is required (e.g. in cases of redundancy), while in others a notice is not necessary (e.g. in cases of disciplinary

dismissals or other employee's misconducts).

Under Bulgarian law land and buildings have relatively independent existence. Although they are usually held

together, they can be sold, rented, leased or mortgaged separately. There are several types of land to which different

ownership and usage rules apply. There are certain restrictions in place with respect to the acquisition and ownership

of land by foreign persons.

All operations which involve transfer of ownership or establishing limited property rights (e.g. mortgages) on land or

buildings must be made before a notary. The notary deed must be registered in the Bulgarian Real Estate Register.

There can be limitations on the acquisition of real property depending on the acquirer and the type of property

acquired. The existing limitations are reviewed below for the three types of potential property owners: Bulgarian

persons, EU and EEA persons, and non-EU and non-EEA persons.

All kinds of land and buildings can be freely acquired by Bulgarian natural or legal persons (including Bulgarian

companies which are held by foreign natural or legal persons).

Natural persons and legal entities from EU Member States and EEA States are free to buy all types of buildings and

acquire limited property rights on land (e.g. mortgages).

The possibility to acquire land by EU and EEA persons is ambiguously regulated by the Treaty on Accession of

Bulgaria and Romania and Bulgaria's domestic legislation. While EU and EEA nationals who are legally resident in

Bulgaria are explicitly entitled to purchase non-agricultural and non-forest land, EU and EEA nationals who are non-

resident in Bulgaria and EU and EEA legal entities may be practically restricted to purchase such land until 1 January

2012. After this date all restrictions on the purchase of non-agricultural and non-forest land by EU and EEA persons

shall be lifted.

Currently, agricultural land, forests and forestry land are only available to be acquired to self-employed farmers who

are nationals of another EU Member State and who wish to establish themselves and legally reside in Bulgaria.

According to the Treaty on Accession of Bulgaria and Romania all other EU and EEA persons will be entitled to freely

acquire agricultural land, forests and forestry land after 1 January 2014.

Non-EU and non-EEA citizens and legal entities are free to acquire buildings and limited property rights on land (e.g.

mortgages). However they are only allowed to acquire land, if this is stipulated in an international treaty to which

Bulgaria is a party.

Real property in Bulgaria - Overview

Acquisition of real property

Acquisition by Bulgarian persons

Acquisition by EU and EEA persons

Acquisition by non-EU and non-EEA foreign nationals

The quick guide to Bulgaria:

Employment
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Renting real estate

Restrictive agreements, decisions and concerted practices

General Rent

Agricultural Leases

Operating and Finance Leases

The law provides for general rules governing rental agreement. It is advisable, however, to have the rent agreement

laid down in more detail in a written contract. The maximum term of a rent agreement depends on the parties involved.

If the property is let to or rented from a person who is not a trader, the maximum term of the rent is 10 years. If both

parties are commercial entities this limitation does not apply.

Rental agreement can be registered with the Bulgarian Real Estate Register. Such registration protects the tenant

from eviction by any new owner of the rented property.

Agricultural land can be rented under a special type of lease – the agricultural lease. The minimum term of such a

lease is 4 agricultural years. There is no maximum term limitation. An agricultural lease can even be concluded for life.

Like general rental agreements, agricultural leases can be registered with the Real Estate Register, offering the same

protection.

Real estates can also be leased under operating or finance lease agreements. There are no minimum or maximum

requirements with respect to the term of such an agreement. Operating and finance leases can be registered with the

Bulgarian Special Pledges Register in order to provide eviction protection. The registration has to be renewed every 5

years.

The PCA imposes general prohibition on agreements, decisions and concerted practices, having as their object or

effect the prevention, restriction or distortion of competition. However, the global prohibition regime excludes certain

agreements, decisions and concerted practices which have insignificant effect over competition. Such insignificant

effect is at hand when the aggregate turnover of the undertakings does not exceed: (i) 10% of the relevant market

when the undertakings concerned are competitors; and (ii) 15% of each of the markets concerned when the

undertakings are not competitors. The current PCA abandoned the notification regime for individual exemption from

the general prohibition under the old Protection of Competition Act. The regime of block exemptions is still applicable

under the law.

The Protection of Competition Act (PCA) is the principal legislative act regulating the competition area. Competition

policy is mainly conducted by the Commission for Protection of Competition (CPC). It is empowered to safeguard

competition and free business initiative and to ensure the strict application of national competition rules. The CPC

also has competences to apply articles 101 and 102 of the Treaty on the Functioning of the European Union. On

judicial level, the Supreme Administrative Court is responsible for the judicial review of CPC decisions, while

Bulgarian civil courts are competent to hear cases initiated by persons claiming compensations due to

infringements of competition law.

EMPLOYMENT

The quick guide to Bulgaria:
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The quick guide to Bulgaria:

Competition

Abuse of monopolistic and dominant position

Concentration of business activity

Unfair competition

Sanctions

Copyright and related rights

Any forms of abuse of monopolistic and dominant position which affect competition are forbidden by the law. In

addition, the current PCA abandoned the old PCA's presumption-of-dominance threshold of 35% market share, since

the high percentage of market share itself cannot serve as an evidence and ground for the existence of a dominant

position.

The PCA introduces two cumulative thresholds for filing obligatory notification of concentrations, namely: (a) when the

aggregate turnover of the participants in the concentration realised in Bulgaria for the previous financial year exceeds

BGN 25 million (ca. EUR 12.5 million); and (b) either the turnover of each of at least two of the participants in the

concentration, or the turnover of the target company for the previous financial year generated within the territory of

Bulgaria exceeds BGN 3 million (ca. EUR 1.5 million). The PCA determines an accelerated and an in-depth procedure

for appraisal of concentrations, as well as the criteria for the application of each of these procedures, and the relevant

terms for their completion.

The law prohibits any acts or failures to act in the course of carrying out business activity which contradict fair

business practices and harm or may harm the interests of competitors in their mutual relations. Unfair competition

may have various forms, such as damaging the good reputation of competitors, imitation, unfair solicitation of clients,

disclosure of production or trade secrets, imitation of domain and web page, etc. The PCA also prohibits misleading

and unallowable comparative advertising.

Unlike the old PCA which provided for sanctions for violations of competition rules in the range between BGN 5,000 up

to BGN 500,000, the current PCA has introduced a novel approach in determining sanctions, providing that sanctions

may reach up to 10% of the turnover of the undertaking concerned for the previous financial year.

Copyright covers any literary, artistic and scientific works, resulting from creative activity and substantiated in any

manner and tangible form, such as literary works, music pieces, works of architecture, films and other audio-visual

works, etc. Except for the actual authors of any of the above works, other natural or legal persons can also be deemed

authors, if explicitly provided for in the law. The authors are granted a number of rights over their works: to decide

Intellectual property covers a wide range of intangible assets, such as musical, literary and artistic works;

discoveries and inventions; words, phrases, symbols, etc. Intellectual property rights expand to copyright and

related rights, patents, utility models, marks, geographical indications, designs, topology of integral schemes, new

varieties of plants and breeds of animals. Intellectual property regulations in Bulgaria derive from a large number of

sources, such as domestic legislation, international conventions and EU legislation. The following paragraphs

outline the general characteristics of copyright and related rights, marks and patents.

INTELLECTUAL PROPERTY
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Intellectual Property

whether their work can be made available to the public and to require their name, pseudonym or another authorship

mark be indicated in a suitable manner whenever their work is used; to require that the entirety of their work be kept

and forbid any modifications thereof or any other actions that may infringe their interests; to modify their work, unless

the rights acquired by third persons are affected; to have the exclusive right to use their work and to allow its use by

other persons, unless otherwise provided by the law, etc. The authors can grant in writing either the exclusive or non-

exclusive right for using their works. The law provides for certain requirements with regard to the period of granting

such rights (up to ten years), the difference between exclusivity and non-exclusivity, etc.

The law defines as related rights the rights of performers, producers of sound-recordings, producers of the initial

recording of a film or other audio-visual work, radio and television organisations. These related rights are subject to

detailed regulation.

A mark is a sign designed to distinguish the goods or services of one person from those of other persons, which can

be graphically presented. Such signs can be words, including names of persons, letters, numbers, drawings, figures,

the shape of the goods or their packaging, a combination of colours, sounds or any combinations of such signs.

Pursuant to law marks can be trademarks, marks for services and certificate marks. The right over a mark includes the

right of its owner to use the mark, to dispose of the mark and to forbid third persons to use the mark without the owner's

consent. The right over a mark is acquired through registration with the Bulgarian Patent Office, and its protection

starts as from the date of filing of the registration application by the first applicant. The term of effect of the mark

registration is 10 years and can be prolonged without limitation for subsequent 10-year periods. The state register of

marks is kept by the Bulgarian Patent Office.

Pursuant to Bulgarian law a patent can be granted for inventions in all fields of technics which are new, have an

inventive step and can have industrial application. A patent for such inventions certifies the exclusive right of its holder

over the invention. A patent becomes effective vis-à-vis third persons as of the date of its publication in the Official

Bulletin of the Bulgarian Patent Office. The right to file an application for registration of a patent with the Patent Office

belongs to the inventor or the inventor's successor(s). The term of effect of a patent is 20 years, as of the date of filing

the registration application. A patent cannot be renewed.

Marks

Patents
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Basic legislation: Corporate Income Taxation Act

Bulgarian law creates identical regime of corporate taxation of local legal persons (including subsidiaries of foreign

companies) and foreign legal persons' permanent establishments in Bulgaria. In addition, foreign legal entities are

taxed in Bulgaria with respect to (i) the profit realised through a permanent establishment (a branch, office,

production facility, etc.) in Bulgaria, and (ii) certain types of income generated from a source in Bulgaria without a

permanent establishment.

Taxation of profit

Taxation of income from a source in Bulgaria

Local legal entities are taxed for all their profit generated in Bulgaria and abroad. Foreign legal persons are taxed for

their profit generated through a permanent establishment in Bulgaria. The profit generated by a permanent

establishment includes both the profit generated from the business activities of the permanent establishment and the

profit realised from the disposal of assets of the permanent establishment.

The profit of Bulgarian legal persons and foreign legal entity generated through a permanent establishment is taxed at

the universal (equal for local and foreign person) corporate tax rate of 10%.

The corporate tax is payable by 31 March of the year, following the year for which the tax is due. Taxable persons

whose net income from sales in the preceding year exceeds BGN 200,000 (ca. EUR 102,250) must make advance tax

payments based on the profit for the previous year. Taxable persons who had taxable profit in the previous year (in

addition to the BGN 200,000 income threshold) must make monthly advance tax payments, while taxable persons

who do not meet this criterion (but are above the BGN 200,000 income threshold) have to make quarterly advance tax

payments.

Foreign legal entities which do not have a permanent establishment in Bulgaria are taxed on their income generated

from a source in Bulgaria. The Bulgarian Corporate Income Tax Act defines the following types of income as income

from a source in Bulgaria:

the income from financial assets (including from the sale thereof) issued by local legal entities, the government

or municipalities;

the income from real estates and transactions with real estates, which are located in Bulgaria;

st
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the following types of income paid by local legal entities, local sole proprietors, or foreign legal entities or sole

proprietors through a permanent establishment or other establishment in Bulgaria, or paid by local or foreign

natural persons who have an establishment in Bulgaria, to foreign legal entities:

interest, including the interest component of finance leasing payments;

income from rent or any other letting of movable property;

author's and license remunerations;

remunerations for technical services;

remunerations under franchising and factoring contracts;

remunerations under contracts for management and supervision of a Bulgarian legal entity.

The income from a source in Bulgaria of foreign legal entities which do not have a permanent establishment in

Bulgaria is taxed with a withholding tax at a rate of 10%. The withholding tax is generally deducted and paid by the

payer of the relevant income. In some cases the withholding tax may be payable as a reverse charge by the recipient

of the income.

The following types of expenses are subject to taxation:

representative expenses (e.g. expenses for business meetings, hosting business partners' visits, business

lunches/dinners, etc.) related to the taxable person's business activity;

social expenses provided in kind to employees (e.g. expenses for food, recreation, etc.);

expenses for the operation of vehicles, provided such vehicles are used for the performance of managerial

activities.

The following expenses are exempted from taxation:

expenses for food vouchers for employees up to BGN 60 per month per person;

expenses for contributions (premiums) for additional voluntary pension, medical, unemployment or life

insurance of employees;

expenses for transportation of employees to and from their workplace.

Taxable expenses are taxed at a rate of 10%. The tax is assessed and paid on a monthly basis. The taxable expenses

and the tax thereon are recognised for tax purposes in the year of assessment and do not result in any deferred taxes.

Related parties are required to transact on an arm's length basis. Where related parties carry out commercial and

financial operations under conditions that influence their taxable financial result, with these conditions differing from

those between unrelated parties, the relevant taxable bases are determined and taxed under the conditions which

would have been applicable to unrelated parties.

The acquisition price of non-current tangible and intangible assets is not considered an expense at the moment of the

acquisition transaction. The initial value of the relevant non-current asset is depreciated/amortised and expensed on

a monthly basis at the prorated annual depreciation/amortisation rates. The current annual depreciation/amortisation

rates for the various asset types are listed below:

buildings – 4%

machinery and equipment – 30%

transport vehicles (excluding cars) – 10%

Taxation of expenses

Related Parties

Depreciation and amortisation

The quick guide to Bulgaria:

Corporate Taxation
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computers and software – 50%

cars – 25%

non-current intangible assets with finite useful lives – (100/years of useful life)%, but not more than 33.33%

all other assets – 15%

Dividends distributed by a Bulgarian legal entity to a legal entity which, for tax purposes, is a local person of another

EU Member State or EEA State, are not taxed in Bulgaria. Dividends distributed to a natural person (irrespective of

citizenship) or to a legal entity which, for tax purposes, is a local person of a non-EU or non-EEA state are taxed with a

5% withholding tax.

VAT registration in Bulgaria is either voluntary or mandatory. Voluntary VAT registration can be applied for without

restrictions by any business unit (natural or legal person). VAT registration is mandatory for specific persons or for

specific supplies of goods or services. Registration is mandatory in Bulgaria for the following persons:

a taxable person with taxable turnover/income of BGN 50,000 (ca. EUR 25,560) or more during the last 12

months prior to the current month;

a seller who makes distance sales with place of supply in Bulgaria, when the aggregate VAT-exclusive amount

of supplies in the current or the previous year exceeds BGN 70,000 (ca. EUR 35,790);

a person (except from a natural person who is not a trader) who carries out intra-Community acquisitions of

goods, when the aggregate value of the taxable intra-Community acquisitions exceeds BGN 20,000 (ca. EUR

10,225) in the current year;

an EU taxable person – for the supply and installation of goods in Bulgaria (unless the goods are supplied to a

VAT-registered person);

a taxable person who receives taxable services for which he must assess and pay VAT (under the EU VAT

reverse charge mechanism);

a taxable person who renders services with place of supply in another EU Member State.

Depending on grounds for VAT registration, the registration procedure can take from a couple of days to a couple of

weeks.

The general VAT rate is 20%. It applies to taxable supplies, importation of goods and taxable intra-Community

acquisitions. The VAT rate for hoteling services, when rendered in relation to an “organised travel”, is 7%. A 0% rate

applies to the export of goods outside the EU, certain services related to the international transport of goods and

passengers, etc.

Dividends

Registration

VAT rates

Basic legislation: Value Added Tax Act; Intra-Community Goods Trade Statistics Act

The obligation to charge VAT or register for VAT purposes applies to all natural and legal persons who carry out

economic activities in Bulgaria. Bulgarian VAT legislation is harmonised with EU VAT legislation and follow modern

European trends in the field of VAT.

VALUE ADDED TAX

The quick guide to Bulgaria:
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Exempt deliveries

VAT reporting

Recovery of VAT

Exempt deliveries follow the general rules of Directive 2006/112/EC, as amended, and include:

deliveries connected with healthcare;

deliveries connected with social care and insurance;

deliveries connected with education, sports and physical training;

deliveries connected with culture;

deliveries connected with religions;

deliveries of non-economic nature;

deliveries related to certain types of land and buildings;

deliveries of financial services;

deliveries of insurance services;

deliveries of postage stamps and postal services;

the organising of gambling games;

deliveries of goods or services, for which tax credit has not been used.

VAT-registered persons are required to make monthly filings of VAT-relevant data about their purchases and

deliveries. In addition, Community supplies and the supply of services with place of supply in another Member State

require the filing of VIES returns. The monthly VAT and VIES returns must be filed until the 14 day of the month

following the month to which they refer.

The intra-Community dispatching and arrival of goods from and to the territory of Bulgaria is subject to reporting within

the Intrastat framework. The 2010 thresholds above which Intrastat reporting is mandatory are BGN 250,000 (ca. EUR

127,820) for dispatches and BGN 200,000 (ca. EUR 102,260) for arrivals. Intrastat returns must be filed on a monthly

basis, until the 10 day of the month following the month to which they refer.

The principle VAT recovery rule provides that VAT which is declared recoverable by the VAT-registered person is

subject to offsetting against VAT due and other public obligations of that person. If, after such offsetting, the

recoverable VAT is still a positive value, it is refunded to the VAT-registered person. The tax authorities are required to

refund recoverable VAT within roughly three months (two months for offsetting and 30 days for effective refunding)

after the VAT was first declared recoverable.

Special rules apply to the recovery of VAT by foreign persons.
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Basic legislation: Personal Income Tax Act

The income of natural persons is taxed differently depending on whether an individual is considered a local or a

foreign person for tax purposes. Irrespective of their citizenship, local persons under the Bulgarian Personal Income

Tax Act are persons who:

have their permanent address in Bulgaria;

spend more than 183 days within each 365-day period in Bulgaria;

�

�
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are sent abroad by the Bulgarian government, government agencies, Bulgarian companies or by members of

their families;

have their vital interests centred in Bulgaria.

Local persons are liable to pay taxes on income both from sources in Bulgaria and abroad. Foreign persons, on the

other hand, are only taxed on their income from sources in Bulgaria.

As a rule, income from employment or any other economic or intellectual activity carried out on the territory of Bulgaria,

including dividends and liquidation quotas paid out by Bulgarian companies, is considered income from sources in

Bulgaria. In addition, the following types of income due or paid by a local person, or by a foreign person's commercial

representative office, permanent establishment or other establishment in Bulgaria, are deemed income from a source

in Bulgaria:

indemnities and compensations realised in lieu of or along with other income originating from a source in

Bulgaria;

pecuniary and non-pecuniary awards in games and competitions, where such awards are not provided by an

employer or an assignor;

remuneration other than employment remuneration paid to an employee or a member of a management or

supervisory body of a Bulgarian legal entity, or to a branch of a foreign person, an employee in a commercial

representative office of a foreign person, or to any other person performing identical or similar functions;

interest, including interest under lease contracts;

income originating from rent or any other letting of movable or immovable property;

remuneration under franchising and factoring contracts;

author’s and license remuneration;

remuneration for technical services;

remuneration under enterprise management and supervision contracts;

scholarships for education in Bulgaria and abroad;

income from social insurance and insurance.

income from employment;

income from business activity as a sole proprietor;

income from other business activities;

income from rent or any other granting of the use of rights or property;

income from the transfer of rights or property.

Types of taxable income

Taxable income, tax base and tax rates

Depending on its source, taxable income falls within one of the following categories:

The taxable income and the tax base are determined separately for each income source.

In the general case the tax base for the relevant income source type equals the taxable income minus any applicable

deductions (e.g. social security contributions which are for taxable the person's account, life insurance, charitable

donations, etc.). The basic personal income tax rate is 10%.

Sole proprietors form their taxable income according to the rules applicable to corporations. The tax rate on the

income of sole proprietors is 15%.

Foreign natural persons are required to pay withholding taxes on certain types of income from sources in Bulgaria,

such as interest income, income from gains on sale of property, rents, royalties, management remunerations, etc. The

general withholding tax rate is 10%.

The quick guide to Bulgaria:

Taxation of Personal Income
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The distribution of dividends and liquidation quotas by Bulgarian companies to local and foreign natural persons is

taxed at a 5% rate on the gross amount of the distribution.

Since 2010 foreign natural persons who are local persons of another EU Member State can choose to have their

withholding taxes paid throughout the year recalculated as if such persons were local persons of Bulgaria for tax

purposes. This option effectively gives such individuals the tax status of local persons.

In order to use the recalculation option, foreign persons have to file a Bulgarian annual tax return. If the withholding tax

paid throughout the year exceeds the recalculated personal income tax, the foreign person can have the balance

refunded.

The general taxation period is the calendar year. Local individuals must file annual tax returns until 30 April for the

incomes received in the previous year. The filing of a tax return is not necessary, if the person has no taxable income,

or only has income from employment.

The payers of income for which withholding tax is paid must file tax returns for such withholding taxes on an on-going

basis. In certain cases these tax returns must be filed by the persons who have received the income, when such

persons are obliged to self-assess the withholding tax.

Bulgaria has signed double tax treaties (DTT) with the following countries: Albania, Algeria, Armenia, Austria,

Azerbaijan, Belarus, Belgium, Canada, China, Croatia, Cyprus, the Czech Republic, Denmark, Egypt, Estonia,

Finland, France, Georgia, Germany, Greece, Hungary, India, Indonesia, Iran, Ireland, Israel, Italy, Japan, Jordan,

Kazakhstan, Kuwait, Latvia, Lebanon, Lithuania, Luxembourg, Macedonia, Malta, Moldova, Mongolia, Morocco,

North Korea, Norway, Poland, Portugal, Qatar, Romania, Russia, Singapore, Slovakia, Slovenia, South Africa, South

Korea, Spain, Sweden, Switzerland, Syria, Thailand, the Netherlands, Turkey, UK, Ukraine, United Arab Emirates,

USA, Uzbekistan, Vietnam, Yugoslavia (covering Serbia, Montenegro and Bosnia and Herzegovina) and Zimbabwe.

The recent DTTs Bulgaria has concluded follow the OECD Model Tax Convention on Income and on Capital.

Social and medical insurance (collectively “social security”) in Bulgaria is mandatory, but people can also subscribe

for additional, voluntary insurance. Mandatory social security has two segments – the principal segment (which

Recalculation of final taxes

Taxation period and tax returns

General information

th

Basic legislation: Social Security Code; Medical Insurance Act
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Individuals born before 1960 make social security contributions only to the state-managed pension funds. The before/after 1960 date of birth is also relevant with

respect to other social security rules which apply to a given individual.

SOCIAL AND MEDICAL INSURANCE

(Continued)



Copyright 2010©

Dimitrov Ivanov & Partners

1

2

This is only an indicative ratio. Individual numbers vary depending on industry, occupation category, etc.

Persons employed under civil contracts share the social security contributions on their income with the employer in the same ratio as employees under

employment contracts.

covers all social security events) is administered by the state and the secondary one (which only covers pension

insurance) is administered by private insurance funds . Voluntary social security is handled entirely by private

undertakings.

State-managed social security is based on the principles of solidarity and equity. This means that social security

contributions are pooled and managed together, and spent as needed. Benefits are determined by weighting an

individual's contributions, but such contributions are not managed as separate client accounts. In contrast, additional

social security contributions, whether mandatory or voluntary, are managed on individual basis and beneficiaries

have their separate accounts.

Social and medical insurance contributions generally follow identical calculation and payment models. They are both

chargeable on the income of an individual. Medical insurance contributions, however, are due even if a person has no

chargeable income, in the statutory minimum medical insurance contribution amount.

Insured persons fall in two principal categories: (i) employees (e.g. persons employed under employment contracts,

managerial staff, etc.) and (ii) self-employed persons (e.g. freelancers, artisans, persons employed under civil

contracts, etc.).

Employees under employment contracts pay social security contributions on their gross income. The contributions

are shared between the employee and their employer. The ratio of social security burden distribution between

employer and employee varies between industries, averaging at 59:41 .

Social security contributions are made on a monthly basis. The portion of the contributions which is payable by the

employee is deducted by the employer from the employee's monthly salary and, together with the employer's portion,

paid to the National Revenue Agency.

Self-employed persons (with the exception of persons employed under civil contracts ) are responsible for the entire

social security charge on their income. The chargeable income on which social security contributions are paid is

calculated after the gross income is reduced by a legally defined percentage. The reduction percentage varies for

different types of self-employed persons and income:

Self-employed persons pay social security contributions based on their annual income. While they make monthly

advance payments throughout the year, the actual amount due is determined in the next year. The balance between

the amount due and the amount paid as advance payments is then paid to or refunded by the state.

Every year the Parliament sets lower and upper bounds for the chargeable income on which social security

contributions must be paid. For 2010 the upper bound is BGN 2,000 (ca. EUR 1,000) and is the same for all industries

and types of employment. The minimum bounds vary between industries and employment functions.

1

1

2

Social security contributions of employees

Social security contributions of self-employed

Chargeable income and contribution rates

≈

�

�

�

25% for freelancers and employees under civil contracts;

40% for incomes from farming, forestry, fishery, craftsmanship, royalties, etc.;

60% for farmers and tobacco producers.

The quick guide to Bulgaria:
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Mandatory social security contributions are due on the individual's relevant chargeable income at the following rates

(applicable for 2010):

–

Voluntary insurance is only available through private social security funds. Voluntary insurance is always an addition

to, and not a substitute of, mandatory social security insurance. Voluntary social security insurance is available for

pension, medical, unemployment and professional qualification insurance.

Private social security companies are licensed and supervised by the Bulgarian Financial Supervision Commission.

Since 1 May 2010 the social security coverage of Bulgarians who are posted to another EU Member State and citizens

of EU Member States seconded in Bulgaria is governed by new EU Regulation 883/2004 and the Implementing

Regulation 987/2009 .

The basic rule is unchanged – an employed or self-employed person who works in a given Member State is subject to

the social security legislation of that Member State. Such a person may, however, remain subject to the legislation of

their home Member State, if they are seconded in another Member State for no more than 2 years.

With respect to employees and self-employed persons from Liechtenstein, Norway, Iceland, Switzerland, or third

(non-EEA) countries seconded in Bulgaria and Bulgarian employees and self-employed persons posted to any of

these countries, the rules of the old Regulation 1408/71 and Regulation 574/72 apply.

�

�

�
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16% – for pension insurance;

3.5% – for sick and maternity leave insurance;

1% – for unemployment insurance;

0.4% through 1.1% – for professional accident or sickness insurance (the exact rate depends on the relevant

industry);

0.1% for employees’ insurance in case of insolvency of the employer;

8% – for medical insurance.

Voluntary insurance

Social insurance of Bulgarians abroad and of foreigners in Bulgaria

1
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The regulations do not apply to medical insurance.
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Important note: This publication is made for informational purposes only and is intended to give an overview of certain

legal and tax aspects of doing business in Bulgaria. Accordingly, the material is not intended to and does not cover

exhaustively all legal aspects of operating on the Bulgarian market. The information contained herein should not be

used as a legal and/or tax advice and should not be directly acted upon. Assistance from a legal and/or tax counsel

should be sought for each individual case.

This publication is in line with Bulgarian legislation in effect as of October 2010.

All rights reserved. No part of this publication may be reproduced in any form or via any carrier of information without

the prior written consent of the authors.
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tatyana.nanovska@vgd.eu
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