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FOCUS OF PRESENTATION

= The focus of this presentation is on the system ofitaentives and
preferential tax regimes in Bulgaria.

= The presentation includes:
= Review of the system of tax incentives - main charesties;
= Effectiveness of the system of tax incentives;

= Tax incentives for foreign direct investment.




INTRODUCTION

In its essence the tax incentives comprise fiscal measun@ instruments,
which are implemented for attraction of foreignedir investment (FDI) to
stimulate the development of particular regional atrétegic economic
branches, energy efficiency and innovation, to mwprthe employment,
etc.

Tax incentives, from legal perspective may, takéednt forms: low tax
rates, reduced tax rates, tax holidays, investmentteadits, accelerated
depreciation, tax loss carry forward, etc.



GOVERNMENT PRIORITIES IN THE FIELD OF TAXATION

= Inits Program for European Development of Bulgforahe period 2009 —
2013 the Bulgarian Government stipulategtven priorities of its
administration.

= The first and main priority of the Bulgarian Govemmhis to stimulate the
Investment and innovation activity as well as to dgvéeneficial business
environment.

= One of the measures of this government priority @ogis to improve the
existing system of tax incentives and to remove taxetmpents to
Investment.

= Taking into account the impact and the leading oble&x incentives for the
economic development of the country, the employnaantvell as for the
performance of the measures set for implementatiangrthe government
priorities in the field of tax policy for 2011, agals was made of the
currently implemented system of tax incentives amdfgpential tax
regimes in Bulgaria.




ANALYSIS OF THE SYSTEM OF TAX INCENTIVES

= The analysis comprises a detailed survey of the systematidnal tax
incentives and preferential tax regimes.

= With regards to each one of the tax incentives alddtdescription of the
characteristics, objectives, terms of use and benafsihas been made.

= The tax incentives are assessed also in terms of efficien




REVIEW OF THE SYSTEM OF TAX INCENTIVES AND
PREFERENTIAL TAX REGIMES IN BULGARIA




MAIN CHARACTERISTICS OF THE SYSTEM OF TAX INCENTIVE

Bulgarian tax system, as the majority of tax systemsdwade, envisages
a number of tax incentives the objective of whishto stimulate the
behavior of taxpayers, support specific types ofivagtand selected
sectors of the economy, or change progressive featities tax system.

In the Bulgarian context, tax incentives have bmEmtified as having a
number of objectives including:

Encouraging foreign direct investment;

Encouraging innovation such as the accelerated tasedation (100%) for
assets formed as a result of research and developnierites;

Encouraging business activities such as the remissioarpbmate income
tax for registered agricultural producers;

Encouraging energy efficiency such as reduced tag aitexcise duty;
Particular social objective.



MAIN CHARACTERISTICS OF THE SYSTEM OF TAX INCENTIVE (2)

= The tax incentives in Bulgaria are stipulated mainly
- Value Added Tax Act;

- Excise Duties and Tax Warehouses Act;

- Corporate Income Tax Act;

- Personal Income Tax Act.

= In the Value Added Tax Act and the Excise Duties &ag Warehouses
Act a small number of tax incentives are regulatexerf@tion from
taxation and reduced tax rates).

= This is due to the fact that the above said tax la@$armonized entirely
with the EU legislation which does not provide fomaany opportunities at
the choice of Member States in terms of tax incestiv




MAIN CHARACTERISTICS OF THE SYSTEM OF TAX INCENTIVE (3)

= The main tax incentives for business activities areulstipd in the
Corporate Income Tax Act.

= The greatest relative share in the corporate taxntnes is for the
incentives aimed at attracting foreign direct investin To stimulate
iInnovation the Bulgarian legislation contains oneiteentive.

= The tax incentives stipulated in the Personal Incdiare Act have mainly
social objectives - they are oriented towards particaategories of
iIndividuals (people with disabilities, young familiggpils and students,
people with low income, etc.)




EFFICIENCY OF THE SYSTEM OF TAX INCENTIVES

= The review of the system of national tax incentivesdone with the
objective to establish to what extend the curremtiglemented system is
effective and whether it is advisable to take meadordss improvement.

= In terms of each tax incentive a brief assessment demancluding
responses to four main issues, and in particular:

- Is the tax incentive clearly defined;

- Are the provisions stipulated and related to its imgetation,
understandable to the taxpayers;

- Is the tax incentive effective and does it achignestipulated objective;
- Does it require any future steps (amendment, suppiemge or repealing).
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EFFICIENCY OF THE SYSTEM OF TAX INCENTIVES (2)

= The Bulgarian system of tax incentives includes $yrictonstrained
number of incentives for stimulating only activiti@gth high national
priority.

= The analysis shows that in their greater part thenzentives are clear and

comprehensive to the taxpayers and do not need arpfifgsation and
clarification.

= The tax incentives to a large extend are prediettdblthe beneficiaries as
their term of use is set in advance (particularlyammis of corporate tax
incentives).

= Last but not least, it should be stated out that sommt @f the tax
iIncentives approved several years ago have lost thmpaat on the
taxpayers and are ineffective so that there is nobeafit to the economy
and to the society.
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TAX INCENTIVES STIMULATING FOREIGN DIRECT INVESTMEN
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TAX INCENTIVES FOR FDI

= The main tax incentives for stimulating foreign diriwvestment are:
- Low corporate income tax rate — 10 %;

- Exemption from corporate income tax;

- Remission of corporate income tax;

- Accelerated depreciation;

- Tax loss carry forward.

= VAT incentive for large investment projects.
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CORPORATE INCOME TAX RATE
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Description— the tax incentive comprises a tax rate for corgonatome
tax of 10%

Objective of the tax incentiveto stimulate foreign direct investment.
Terms of use- no preconditions required.

Beneficiaries of the tax incentivethe tax rate is applied on equal basis to
all taxpayers regardless of the region, the brancly trexform their
economic activity from or the type of activity.

The low tax rate of the corporate income tax isxartaentive which causes
the least possible deviation to the market.



TAX EXEMPTION OF SECURITY TRANSACTIONS ON THE STOCK
MARKET
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Description— the tax incentive comprises an exemption from taratvith
corporate income tax of the profits gained from seations concerning
particular financial assets performed on the stockkataRespectively,
such kind of loss is not recognised for tax purposes.

Objective of the tax incentive- to develop the secondary market of
securities and to indirectly stimulate economic invesiis.

Terms of use:

The transaction has to be executed on a regulatekketrfar securities in
Bulgaria or in another Member State of EU,

In terms of particular financial assets: shares andesit® in collective
Investment schemes.

Beneficiaries of the tax incentivelocal and foreign legal entities.



TAX EXEMPTION OF COLLECTIVE INVESTMENT SCHEMES AND
INVESTMENT COMPANIES

= Description— the tax incentive comprises exemption from taxaftrom
corporate income tax of collective investment screreensed investment
companies of closed type incorporated under the A®ublic Offering of
Securities as well as companies with special invastiperpose set up in
compliance with the Act on Special Investment PurpbGeepanies. The
collective investment schemes are contractual fundsineestment
companies of open type.

= Objective of the tax incentive to stimulate the development of the capital
market in Bulgaria and as well as investment in tlomemy.

= Beneficiaries of the tax incentivecollective investment schemes, licensed
Investment companies and companies with special inves{mepose.
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REMISSION OF CORPORATE INCOME TAX FOR ENTERPRISES,

PERFORMING ACTIVITIES IN MUNICIPALITIES WITH HIGH
UNEMPLOYMENT

= Description— the tax incentive comprises remission of corporatenme
tax up to 100% to the benefit of enterprises withdpiction activities in
municipalities with high unemployment rate.

= Objective of the tax incentive- stimulate investment in production
activities in municipalities with high unemploymeate.

= Terms of use:

- unemployment in the municipalities where the praidumc activity is
performed should be at least by 35% higher thanatwerage for the
country (municipalities with high unemployment). Timeinicipalities with
high unemployment are listed on annual basis in ateOof the Minister
of Finance issued after a proposal by the MinisteLaifour and Social
Policy.
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REMISSION OF CORPORATE INCOME TAX FOR ENTERPRISES,

PERFORMING ACTIVITIES IN MUNICIPALITIES WITH HIGH
UNEMPLOYMENT

- the remitted tax shall be invested back in munidiesali with high
unemployment rate within 4 years of the beginnifghe fiscal year in
which the tax is remitted.

- the enterprise shall select whether or not to usententive as:
- de minimis state aid, or
- regional state aid,

and at its discretion it may comply with particufaguirements stipulated
by CITA and based on the regulations of EU in thiel foé state aids.

= Beneficiaries of the tax incentive local legal entities and permanent
establishments of foreign legal entities in Bulgafarming profit in
compliance with Corporate Income Tax Act.
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REMISSION OF CORPORATE INCOME TAX FOR REGISTERED
AGRICULTURAL PRODUCERS

= Description— the tax incentive comprises remission of up to 60%hef
corporate income tax to registered agricultural posds in terms of their
profit from production activities employing unproceds agricultural
products and/or unprocessed animal products.

= Objective of the tax incentive to stimulate the development of agriculture
and to attract investment in this sector of the enono

= Terms of use:

- the remitted tax shall be invested in new buildiagsl new agricultural
machinery and equipment until the end of the yebowing the year of the
remission;

- the acquisition of the assets (newly built buildinged brand new
agricultural machinery and equipment) shall be doneompliance with
the market conditions corresponding to the ones dlated parties.
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REMISSION OF CORPORATE INCOME TAX TO REGISTERED
AGRICULTURAL PRODUCERS

- the activities on the production of unprocessed aluial and animal
products should continue to be carried out for aogeaof at least three
years after the year of remission;

- the remitted tax shall not exceed 50% of the valube acquired buildings
and agricultural machinery and equipment;

- the acquired buildings and agricultural machinergt aquipment shall not
replace existing agricultural machinery and equiptne

- in terms of acquired buildings, agricultural machynand equipment the
agricultural producer should not have received arositate aid from the
national budget or from the budget of EU.

= Beneficiaries of the tax incentive legal entities or sole proprietors,
registered as agricultural producers.
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ACCELERATED DEPRECIATION
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Description—for tax purposes, a depreciation rate of 50% magdpdied
with regards to machinery, production equipment apdaratuses which
are part of the initial investment (while, in gerliethe annual depreciation
rate for these assets is 30%).

“Initial investment”is the investment in new tangible and intangibletasse
related to:

establishment of new business activities:
extension of existing business activities;

diversification of the produced items through the elepgment of new
products;

major change in the existing production process.

The investment in assets replacing existing askets$\OT an initial
iInvestment.



ACCELERATED DEPRECIATION
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Objective of the tax incentive to stimulate the acquisition of new assets,
forming part of an investment project.

Terms of use:
the assets should be part of the initial investment;
the assets should be brand new, could not be secondipandcquisition.

Beneficiaries of the tax incentivelocal legal entities, sole proprietors and
permanent establishments of foreign legal entitieBuhgaria, forming
profit in compliance with Corporate Income Tax Act.



TAX LOSS CARRY FORWARD
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Description — the tax incentive comprises the right of the taspsy
subjected to taxation with corporate income taxaoycforward tax loss
accrued in compliance with CITA. The right of cafprward of tax loss
could be exercised by the companies during the year in which they
have formed tax profit prior deduction of tax loss.

Tax loss is a negative financial result.

Objective of the tax incentive to stimulate the investment in high-risk
branches with uncertain rate of return and genayatiss in the first years
of the investment.



TAX LOSS CARRY FORWARD (2)

= Terms of use:

1. Tax loss from source in the country

= The tax loss is carried forward:
- successively in the next 5 years until exhausting;
- up to the value of the tax profit (positive tax fnecsal result).

In case the tax loss is lower than the tax profit,dbmplete value of the
tax loss is to be deducted.

= The newly occurred losses are carried forward irfdhewing way:
- successively in the next 5 years;

- for each occurred loss the 5-year term starts ongbalfyear right after the
fiscal year of their occurrence.
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TAX LOSS CARRY FORWARD (3)
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2. Tax loss from sources abroad

Tax loss from source abroad by implementing the noetbremption with
progression”

Tax loss formed in the current fiscal year in a state which Bulgaria has
concluded a Double Tax Treaty, the applicable nefbo avoiding double
taxation in terms of the profits is “exemption withogression” and is not
deducted from the tax profits gained from sourcéendountry or from the
tax profits from other states during the current erdhbsequent years.

The tax profit is deducted:
Only from the tax profits, gained from the sourceoak;

Successively in the next 5 years.



TAX LOSS CARRY FORWARD (4)

= Tax loss from source abroad by implementing the noetfidax credit

= Tax loss formed from source abroad and the applicatd¢hod for
avoiding double taxation is the tax credit, the deducted loss during the
current fiscal year is deducted as follows:

- successively in the next 5 years;

- it Is deducted only from the tax profits at the seuabroad where it
originates.

= |n the event when the loss is accrued from a soareeMember State of
EU the loss is deducted from the profit gained fepsource in Bulgaria.

= Beneficiaries of the tax incentive local legal entities and permanent
establishments of foreign legal entities in Bulgariorming profit in
compliance with Corporate Income Tax Act.
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VAT INCENTIVE FOR LARGE INVESTMENT PROJECTS

= Description— Entities VAT-registered in Bulgaria investing in a large
Investment project can upon receiving authorization by thaid¢ty of
Finance:

= Self-charge the VAT on importation of certain goods (i#e reverse
charge mechanism will apply and the VAT on importation widit rbe
related to a cash outflow for the entity). The goods sthowt be subject to
excise duty and should be included in a list agreed with theistty of
Finance;

= Refund VAT under a faster procedure — within 30 days afdilthe VAT
return.

= Terms of use- authorization may be granted if the following ciiots are
fulfilled:

- the entity should have no pending tax or social sgcwontribution
liabilities;




VAT INCENTIVE FOR LARGE INVESTMENT PROJECTS (2)

- the investment project is approved by the Ministefiaaince;

- the entity should meet the conditions and requiresnfamtde minimis state
aid.

= The investment project should meet certain requirésnercluding:

- 1t should be finished within two years;

- It should create at least 50 new jobs;

- the investment should exceed BGN 10 million (approxiimyateUR 5
million);

- the entity should be able to finance the project on its ownhoough
outside financing.

= Procedure In order to receive authorization the entity should apEjore
the Ministry of Finance. The application must be supporteith Wusiness
plans, feasibility studies, etc.

= Beneficiaries of the tax incentivelegal entities.
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