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FOCUS OF PRESENTATION

= The focus of this presentation is on the role and fsogimice of the taxation
In the increase of the energy efficiency and therenmental protection.

= The presentation includes:

- The new European energy policy;

- The environmental taxes in EU;

- Taxation and energy efficiency in Bulgaria;

- The tax policy in support of the new energy stratefjthe country.




INTRODUCTION

The energy is the reason for 80% of the emissibnge®nhouse gases in EU. It is
the cause of climate change and, to a great extbrdgause of the pollution of
environment.

From an economic point of view, the improvementh® energy efficiency is one
of the most effective way to combat climate chaage decrease emissions of
greenhouse gases and other pollutants.

The reduction of emissions of greenhouses gasdgs bewachieved by:

Using smaller amount of energlpy improving the energy efficiency in the
production and use of energy;

Using cleaner enerdyy improving the energy mix via increasing the shaf low
emission power supply sources;

Fast technological progredy means of implementing new energy technologies
(innovations for economically and energy efficipnbductions).

There is a close relationship between energy efftgieand environmental
protection.



NEW EUROPEAN ENERGY POLICY

By implementing the new policy of EU in the fieldl the energy industry and the
environment a farseeing political programme is tted to achieve the major
energy objectives of the Community for sustainat@eelopment, competitiveness,
and securing the energy supplies.

The initiative of EU “20-20-20"
20% reduction of the emissions of greenhouse gases;

Increase by 20% the share of renewable energy esurcthe consumption of
energy;

Improving the energy efficiency by 20%.

The objectives of the energy policy of EU are sufgab by market-based
instruments (mainly environmental taxes, subsidiegentives, compensation
schemes and also the EU Emissions Trading Schdmeajevelopment of energy
technologies (particularly technologies for eneeffjciency and renewable energy
sources or low-carbon energy) and through the @m@éninstruments of the
Community (European Energy Programme for Recowedry)



MARKET-BASED INSTRUMENTS

For the implementation of the energy objectivesEdd, the Member States,
including Bulgaria, use mainly two types of markeised instruments:

Environmental taxes

“Environmental tax is defined as a tax whose tasela a physical unit (or a proxy
of it) of something that has a proven specific hiwgampact on the environment”
(Eurostat, 200)L

EU Emissions Trading Scheme

The EU ETS is a cornerstone of the European Union's ypdticcombat climate
change and its key tool for reducing industrial greenhousg gmissions cost-
effectively. The EU ETS works on the "cap and trade" @ple. This means there
Is a "cap", or limit, on the total amount of certain greeuse gases that can be
emitted by the factories, power plants and other instalatin the system. Within
this cap, companies receive emission allowances whighdae sell to or buy from
one another as needed. The limit on the total number ofvahces available
ensures that they have a value.



ENVIRONMENTAL TAXES

= Types of environmental taxes:
- Energy taxes;

- Transport taxes;

- Pollution taxes;

- Resource taxes.

= Energy taxes energy taxes include taxes on energy products ushddrot
stationary (e.g. coal, fuel oil, natural gas and tal@ty) and transport
purposes. By convention, CO2 taxes are also includ#ds tax category.

= Transport taxes- transport taxes mainly include taxes related to the
ownership and use of motor vehicles.

= Resource and pollution taxesover different types of taxes: taxes on
extraction of raw materials, on measured or estimabmedsions to air (as
NOx and SO2) and water, on noise and on the manageeaste.




ENVIRONMENTAL TAXES IN EU

= |n 2009, the revenue from environmental taxes inBble27, collected by
general government was 300 billion euro and acesmufdr almost 2.4%
of GDP and for 6.3% of the total taxes and sociatr@outions.

= Denmark recorded by far the highest level of envirental taxation in the
EU (5.7% of GDP).

= Four countries, the Netherlands, Malta, Bulgaria¥d. and Cyprus had
environmental taxes between 3% and 4% of GDP.

= Only four Member States registered levels of envirental taxes slightly
below 2% of their GDP.

= The total amount of the environmental taxes in Bubyfor 2009 comes up
to EUR 1 060 million.

Source: Eurostat, 2011




ENVIRONMENTAL TAXES IN EU (2)

In the EU-27 the energy taxes in 2009 accounted Ifoost 74% of total
environmental taxes. In most European countries,r teleare in total
environmental taxes is higher than 50%.

In Bulgaria the share of energy taxes in total emmental taxes is 88%
(932 million euro).

Transport taxes accounted for 22% of total enviramaleaxes at EU-27
level in 2009. This type of environmental tax wagngicant in some
European countries. It is the case, for example, itaVi€yprus, Ireland
and Greece where their share in total environmeakals is above 40%.

The share of pollution and resource taxes in totairemmental taxes was
4% in EU-27 in 2009. Only for Estonia, Slovakia, tNetherlands and
Denmark were the percentages higher than 10% dbtakenvironmental
taxes.

Source: Eurostat, 2011



TAXATION AND ENERGY EFFICIENCY IN BULGARIA




TAXES AND TAX INCENTIVES

= The Bulgarian tax system, like the tax systems of atbantries, includes
a large number of tax measures oriented towards siagedhe energy
efficiency and the environmental protection.

= Environmental taxes

= Excise duty on energy products and electricity (itact.incentives);
= Vehicle tax (incl. tax incentives).

= Environmental fees;

= QOther tax incentives for energy efficiency:

- Accelerated tax depreciation for machinery and mgent acquired in
connection with investment increasing the energygiefficy;

- Tax recognised expenses for grants benefitting of FEndrgy Efficiency
and Renewable Energy Sources”;

- Exemption from taxation with real estate tax.




EXCISE DUTIES ON ENERGY PRODUCTS AND ELECTRICITY

= The excise duties at EU level are entirely harmeahizlhe Bulgarian excise duties
legislation is based on the EU rules (Council Ciikexc2003/96/EC of 27 October
2003 restructuring the Community framework for tsoa of energy products and
electricity).

= The Excise Duties and Tax Warehouses Act stiputhegnergy products and their
types of use that make them subject to taxation.

= Tax base

- Coal, gas, electricity — energy content of the pobdu

- Mineral oils (gasoline, gas oil, kerosene, LPG) amjity (litre/kg).
= Excise duty rates

= The excise duty rates applicable to each energyuatan particular are depending
on that whether it is used as motor fuel or asihgditiel.

= The excise duty rates applicable in EU Member Stataild not be lower than the
minimum tax rates specified in the Directive.

= Each Member State can stipulate higher excise g than the minimum rates.
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EXCISE DUTIES ON ENERGY PRODUCTS AND ELECTRICITY)(2

= National excise duty rates

Motor fuels Heating fuels
L eaded gasoline (euro/1000 I.) 424 X
Unleaded gasoline (euro/1000 |.) 363 X
Gasoil (euro/1000 1.) 315 25.6
K er osene (euro/1000 |.) 315 25.6
L PG (euro/kg.) 174 X
Heavy fud oils (euro/kg.) 307 25.6
Coal and coke (euro/GJ) X 0.30




EXCISE DUTIES ON ENERGY PRODUCTS AND ELECTRICITY)3

= The Energy Taxation Directive provides for a righft choice for EU
Member States to exempt entirely from taxation quhyapeduced excise
duty rates to particular energy products that fglb&cific criteria.

= Bulgaria has introduced in its national legislatiox itecentives for several
energy products with the objective to stimulate tpeaduction and use.

- Zero excise duty rates for natural gas, used as mabaia heating fuel;
- Zero excise duty rate for electricity used by housdsiol

- Zero excise duty rates for biofuels in pure form;

- Reduced excise duty rates for biofuels in mixtures.




TAX INCENTIVE — ZERO EXCISE DUTY RATES FOR NATURAL &GS

Description- the tax incentive comprises zero excise duty ratesdtiral
gas, used as motor fuel and heating fuel.

Option in compliance with Art.15, It.1, letter “g’f ®irective 2003 /96 /EC
of 27 October 2003 restructuring the Community frevaidx for the
taxation of energy products and electricity. Theebiive provides an
opportunity for Member States where relative sharaatfiral gas in the
final energy consumption is less than 15% in 200CGapply complete
exemption for a period not longer than ten yearsnfrthe date of
enforcement of the Directive, or until the natiosahre of natural gas in
the final energy consumption reaches 25%, whichefwo occurs first.

Objective of the tax incentive environmental protection. Natural gas is
the energy product which causes least pollution t@tiveronment.



TAX INCENTIVE — ZERO EXCISE DUTY RATE FOR ELECTRICIY
USED BY HOUSEHOLDS

= Description - the tax incentive comprises zero excise duty rate f
electricity, used by households.

= QOption in compliance with Art.15, It.1, letter “Ff®irective 2003 /96 /EC
of 27 October 2003 restructuring the Community frevamdx for taxation of
energy products and electricity. The Directive pd@s an opportunity for
Member States to implement exemption from taxaibalectricity used by
households.

= Objective of the tax incentive environmental protection. The electricity
has a minimal polluting effect on the environment.




TAX INCENTIVE — ZERO EXCISE DUTY RATES TO BIOFUELSN
PURE FORM
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Description — the tax incentive provides for zero excise dutesabn
biofuels in pure form — bioethanol and biodiesel useahat®r fuel.

Objective of the tax incentiveenvironmental protection by encouraging
the use of biofuels and other renewable fuels foispart purposes.

Terms of use- the biofuels should comply with the requirementshaf t
Renewable Energy Act and also be classified as rerlevwabrgy sources.

Beneficiaries of the tax incentivelegal entities that release for use excise
goods in compliance with the Excise Duties and TaxeMauses Act.

The application of zero excise duty rates to bisfuie pure form is a tax
Incentive representing state aid and is, thus, approwethe European
Commission.



TAX INCNETIVE - REDUCED EXCISE DUTY RATES ON BIOFUER

IN MIXTURES

= Description— the tax incentive provides for the application of excise
duty rate reduced by 3% to the mixtures of biofueith wquid fuels of
petrol origin (gasoline and gas oil) used as motdsfue

= Objective of the tax incentive environmental protection by encouraging
the use of biofuels and other renewable fuels foispart purposes.

= Terms of use

- the biofuels (bioethanol and biodiesel) should complythwthe
requirements of the Renewable Energy Act;

- the contents of the biofuels in the mixtures shouldtdeast 4 % in vol.;

- the mixture of the biofuels with the liquid fuels pétrol origin shall be
done exclusively in a tax warehouses possessing a licersmmpliance
with the provisions of the Excise Duties and Tax Wauses Act.
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TAX INCENTIVE - REDUCED EXCISE DUTY RATES TO BIOFUES IN
MIXTURES (2)

= Beneficiaries of the tax incentivelegal entities that release for use excise
goods in compliance with the Excise Duties and TaxeMauses Act.

= The application of reduced excise duty rates to leisfin mixtures is a tax
Incentive containing state aid and is, thus, apmolig the European
Commission.
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TENDENCY IN THE ENERGY TAXATION AT EU LEVEL

In 2011 the European Commission issued a propazalClouncil Directive
amending Directive 2003 /96 /EC (Energy Taxatiare€&tive), on the following
grounds:

The provisions of the existing directive are oudate and inconsistent, and the
taxation on grounds of physical quantities of consd energy products could not
be a solution for the purposes of EU in the fieleeoergy production and climate
change (Strategy 2020).

Taxation of energy products shall take into accauote precisely their energy
contents and their impact on the environment - asgmt the taxation is not related
to the emissions of CO2 and the energy conteriteoptoducts.

Lack of European framework for taxation of CO2 eswss.

Lack of synchronisation with EU ETS - double taxatior non taxation of CO2
emissions.

The EU ETS is the major tool regulating the emissiof CO2 at EU level. Four
sectors remain outside the scope of the schenagisdort, agriculture, SMEs and
households.



TENDENCY IN THE ENERGY TAXATION AT EU LEVEL (2)

In the proposal for a Council Directive a new stoue for taxation of energy
products and electricity is proposed.

The taxes on energy products and electricity wolinprise two components: the
first one is related to the emissions of CO2 arel gbcond one is based on the
energy contents of the products.

CO2 related taxation (CO2 component)

The new tax has as an objective to supplement th&ES and will be imposed to
all sectors which are not included in the EU ET8rastent.

CO2 related taxation shall be calculated in EUREO®2 emissions on the basis of
the reference to the CO2 emission factors setroilta Annex to the Directive.

General energy consumption taxation (energy comgpne

General energy consumption taxation shall be calculat&dJR/GJ on the basis of
net calorific value of energy products and electricitysa$s out in Annex to the
Directive.



In compliance with the provisions of the Local Tagesl Fees Act , annual
vehicle tax is accrued on motor vehicles, registéoedoad traffic in the
Republic of Bulgaria.

The tax is paid by the owners of the motor vehicles.
The vehicle tax depending on the type and charactertittse vehicle.

The tax on cars is determined on the basis of powtreoéngine, corrected
by the factor of the year of production.

The tax rate is determined by each municipality within ranggpulated in
the law.

Main drawback of the currently enforced vehicle taxmotor vehicles is
that it is not complied with the eco characteristitthe motor vehicles.

Tax incentives for motor vehicles



TAX INCENTIVE - REDUCTION BY 50% OF THE VEHICLE TAX

= Description— the tax incentive provides for a reduction by 50fdhe
vehicle tax for motor vehicles with nominal engineyer of 74 kW incl.
supplied with existing catalysing devices.

= Objective of the tax incentive environmental protection.

= Beneficiaries of the tax incentiveowners of such motor vehicles.

= Description— the tax incentive is expressed by a decrease of 50%eo
vehicle tax for buses, trucks, tractor-trailers aratirtvactors, supplied with
“eco engines”, complying with the standards Euro-@roE3, Euro-4 and
Euro-5.

= Objective of the tax incentive to stimulate the use of eco engines for
motor vehicles.

= Beneficiaries of the tax incentiveowners of such motor vehicles.




ENVIRONMENTAL FEES — PRODUCT FEE

= The producers or importers (or entities performing an Hetymxmunity
acquisition) of products the use of which leaves large anrtsoof waste
have to pay a product fee based on the type of waste.

= The entities can avoid paying the product fee if they coll@ctrecycle
certain amount of the waste produced by their productsreaheheir own
or through a licensed collective waste management orgasmzat

= The products subject to the product fee are as follows:

- Certain motor vehicles and tires;

- Goods with plastic, paper, metal, glass, wooden,l&dic. packaging;
- Batteries;

- Motor oil;

- Electric or electronic apparatus and appliances.




TAX INCENTIVE - ACCELERATED TAX DEPRECIATION OF
MACHINERY AND EQUIPMENT
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Description — the tax incentive provides for the application af a
accelerated tax depreciation for machinery, pradaoctquipment and

apparatuses acquired in connection with an investmentasing energy

efficiency. The annual tax depreciation is of theoant of up to 50% (in

the general case the depreciation rate of these assptso 30%).

Objective of the tax incentive- increase the energy efficiency of the
economy.

Terms of use

the machinery, production equipment and apparatuaes to be brand
new;

the assets shall be acquired in connection with agstment increasing the
energy efficiency;



TAX INCENTIVE - ACCELERATED TAX DEPRECIATION OF
MACHINERY AND EQUIPMENT (2)

- executed voluntary agreements in compliance withpitwerisions of the
Energy Efficiency Act.

= Beneficiaries of the tax incentive local legal entities and permanent
establishments of foreign legal entities in Bulgari@;ming profit in
compliance with the Corporate Income Tax Act.
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TAX INCENTIVE - TAX RECOGNISED EXPENSES FOR GRANTS
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Description— the tax incentive is expressed in the recognition tax
purposes of accounted costs for grants benefitting tmed FEnergy
Efficiency and Renewable Energy Sources” up to tmeumt of 10% of
the accounting profit.

Objective of the tax incentive support energy efficiency.
Terms of use

the accrued accounting costs for grants shall be afvaount of up to 10%
of the accounting profit, and also

the deductions shall benefit the Fund “Energy kdficy and Renewable
Energy Sources”.



TAX INCENTIVE - TAX RECOGNISED EXPENSES FOR GRANTS)(2

= Where the grant is benefiting directly or indiredtiy managers or there is
reasonable ground to believe that the object ofjthat is not received the
whole expense spent on granted shall not be recabfuséax purposes.

= Beneficiaries of the tax incentive local legal entities and permanent
establishments in Bulgaria of foreign legal entjtiésrming profit in
compliance with the Corporate Income Tax Act.

= Fund “Energy Efficiency and Renewable Energy Sasltce

- finances investment projects for energy efficienegding to the decrease
of greenhouse gases’ emissions in the atmosphere;

- facilitates the development of the market for pctgeon energy efficiency.

27




TAX INCENTIVE - EXEMPTION FROM TAXATION WITH REAL
ESTATE TAX
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Description— the tax incentive provides for real estate tax exmmpof
buildings set in operation before 1lst January 2005 readng acquired
Certificate A, issued in compliance with the Enefgfficiency Act as
follows:

for a term of 7 years starting from the year follogvthe year of issuing the
Certificate;

for a term of 10 years starting from the year follogvthe year of issuing
the Certificate in the event when measures are mmged for operation
and use of renewable energy sources for the produatienergy intended
to satisfy the needs of the building;

Objective of the tax incentiveto increase energy efficiency.

Beneficiaries of the tax incentive owners of the such buildings or
residential beneficiaries with established right of. use



TAX INCENTIVE - EXEMPTION FROM TAXATION WITH REAL
ESTATE TAX (2)
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Description— the tax incentive is expressed in an exemption freal r
estate tax of buildings set in operation before 1stalgi2005, and having
acquired Certificate B, issued in compliance wiie Energy Efficiency
Act, as follows:

for a term of 3 years starting from the year follogvthe year of issuing the
Certificate;

for a term of 5 years starting from the year follogvthe year of issuing the
Certificate in the event of measures implementedfmration and use of
renewable energy sources for production of enamntgnded to satisfy the
needs of the building.

Objective of the tax incentiveto increase the energy efficiency.

Beneficiaries of the tax incentive owners of the such buildings or
residential beneficiaries with established right of. use



TAX POLICY IN SUPPORT OF THE NEW ENERGY STRATEGY OF
THE COUNTRY
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NEW ENERGY STRATEGY OF BULGARIA

In connection with the new energy policy of EU, 2011Republic of
Bulgaria has adopted a new national energy stratagyntil 2020.

The national strategy reflects the political vision tbe Government,
complies with the updated EU framework of energilicgcand the world

tendencies in the development of energy technologies.

Sustainable energy development and energy effigiane the objectives of
the energy policy of Bulgaria and their achievementbound to the
following long-term goals up to 2020:

20% reduction of the emissions of greenhouse gases;

Increase by 20% of the share of renewable energycessun the total
energy mix and achieving 10% share of renewableggneources in
transport sector;

Improving energy efficiency by 20%.



TAX POLICY IN SUPPORT OF ENERGY EFFICIENCY AND THE
ENVIRONMENT

= The tax policy is one of the instruments for stimuigtihe development of
energy efficient economic branches and for encoaotagnvestment in
cleaner eco technologies and eco industry.

= In 2011, an overall survey of the tax system has lohmme with the
objective to establish to what extend the curreatiforced system is able
to support the implementation of the Governmenédadijes in the field of
energy efficiency and environmental protection.

= Three main sectors have the greatest potential ferggnsaving and
improving energy efficiency: transport, industrpdabuildings.

= In terms of the said three sectors, tax measures are beirgydeosd to
facilitate the energy efficiency.
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TAX MEASURES FOR ENERGY EFFICIENCY

= Tax measures for energy efficiency - three main groups

= First group— tax measures to stimulate the development of sustainable
transport and electric mobility in Bulgaria;

= Second group- tax measures to stimulate the energy efficiency in the
industrial sector;

= Third group— tax measures to improve the energy characteristics of the
existing buildings and for development of of energy-inelegient buildings.
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