sMENDMENTS TO THE VALUE ADDED TAX ACT

18.12.2009

in force as of 1 January 2010

In the State Gazette issue 95 dated 1 DecembertB@0@mendments and Supplementations Act to
the Value Added Tax Act (ASAVATA) was promulgatédderein below we have tried to present the
most important changes without being exhaustivenesof the amendments and supplementations
aim to harmonize the Bulgarian tax legislationhe field of indirect taxes with the requirements of
the European VAT Directives and decisions of theoBaan Court of Justice, while others aim to
make the existing provisions more precise. The pewisions enter into force as of 1 January 2010
and could be summarized as follows:

1. Place of supply of services

1.1. General rule

One of the essential amendments in VATA is relabetthe change of the rules for place of supply of
services, regulated under Art. 21 VATA. In the gahease the services shall have their place of
supply in the member state where the customer/cogisof the services is established, given that
this customer is éaxable person. Until present in the general case the place oplsupf services
was the place where the supplier has establishetdnomic activity.

For services provided toon-taxable persons (in most cases individuals), the existing genenéd
continues to be applied i.e., the place of supplseovices shall be the country where the supier
established.

The amendments are based on the changes in C@ragtive 2006/112/EC, which shall be adopted
in the national legislation of each EU member staté later than 1 January 2010. The changes
originate from the idea that the taxation and tbmiaistration of the services in the general case
shall not be separated from the place of theirsd@onsumption.

The amendments introduced will facilitate the tradéh services between persons established in
different member states and will relieve the sugplifrom the administrative burden of charging
VAT on cross border supplies of services.

With respect to the application of the rules forgal of supply of services and the reverse charge
obligation resulting thereto (charging VAT from tbensumer), an amendment in the definitions for
taxable persons is introduced. According to thelypeneated para 6 of Art. 3 under VATA, for the
purpose of defining the place of supply of serviaed determining the person liable for teekable
persons who carry out both taxable and exempt transacti@rsactions outside the scope of their
independent economic activity (i.e. activities obiarged with VAT, shall be treated as taxable
persons for all the services received (irrespective of whether the services receivedir@ended for
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the needs of their taxable, exempted or non-taxadhsactions). Similarly, non-taxable legal eesti
registered under VATA, shall be treated as taxpblsons for transactions of services received.

18.12.2009

1.2. Exceptionsfrom the general rulefor the place of supply of services

When certain conditions are met and certain typeeofices are provided, the general rule for the
place of supply of services shall not be applidte €xceptions of the general rule are related to:

« Specific services, for which there were specifiesufor place of supply till present, remain
unchanged in their major part. In particular, tbkes for place of the following transactions
remain unchanged (for transactions between twdbtaxzersons):

0 Services related to immovable property — the plafcgupply is the place where the
immovable property is located:;

o Transportation services — the place of supply i®rd@ned proportionately to the
distances covered;

0 Sports, cultural, entertaining and educational isesv — the place of supply of
services is the place where the services are gilysperformed,;

« Short-term hire of means of transport, which igroef for the first time. The place of supply
of this type of services shall be the place wheeemheans of transport means are provided at
the disposal of the consumer. “Short-term hire”lislhh@ understood as the continuous
possession or use of the means of transport fougjtr out a period of no more than 30 days
and in the case of for vessels not more than 96.d&hen the hire exceeds these terms the
place of supply of the service shall be determinader the general rule (see section 1.1
above).

It shall be taken into consideration that when ¢hstomer of the services isnan-taxable person
different rules for place of supply shall apply égeat number of specific services.

2. Transitional regime for the advance payments received for services until 31 December 2009,
in case of change the place of supply of services 1 January 2010.

Transitional rules are introduced for cases whevaace payment for a service is received before 31
December 2009 while the place of supply of theiseris changed after this date. In this case, when
the tax event occurs, a tax document shall be dsfarethe total value of the respective transaction
(including the advance payment, if any) and the fal the place of supply as at the date of the tax
event shall be applied. This transitional rule shalapplied both to the supplier and the consusher
the respective transaction.
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3. Compulsory VAT registration taxable persons supplying and/or receiving services subject to
reverse charge VAT

This requirement is introduced in the newly adoptetd 97a under VATA and corresponds to the
requirements of Directive 2006/112/EC. The saidspes shall submit an application for VAT
registration no later than 7 dapsfore the date of chargeability of tax (i.e. the eartiéradvance
payment or tax event). This compulsory VAT registra under Art. 97a VATA concerns persons
established on the territory of Bulgaria, which eresupply/receive services subject of reversegghar
VAT but are not registered for VAT on other grourfiteluding newly incorporated companies).

When persons registered on this ground meet théreegents for compulsory registration on other
ground, then these persons shall separately registier these other grounds as well.

4. Extended time limitsfor deduction of input VAT

An important change is made in the provision of. X& of the VATA. Deduction of input VAT will
be possible, within twelve tax periods (monthsherathe end of the tax period during which the tax
was chargeable. Until present this deadline wasettiax periods after the end of the tax period
during which the tax was chargeable. The changerasoked by a number of judgments of the
European Court of Justice and aims to relieveithiisl and complications in respect of deduction of
input VAT.

This amendment definitely will have a positive ughce on solving practical problems derived from
delay in receiving of purchase invoices. The nele will be applied for transactions, for which the
tax was chargeable after 1 January 2009.

5. VAT registration of foreign persons

Foreign persons established in another EU Memlade 8t third countries, with which Bulgaria has
legal instruments for mutual assistance with, W#l able to register without assigning a fiscal
representative.

For the rest of the foreign persons the revenukosities have the right to decide whether or not to
allow their VAT registration without a fiscal reentative. This is valid both for cases where the
foreign person is applying for VAT registration aftdl cases where the revenue authorities initiate
this registration.

6. Thetimelimitsfor carry forward and effectiverefund of VAT reclaimable ar e decr eased

The procedure for carrying forward VAT reclaimalffer tax periods after 1 January 2010) under
Art. 92, para 1, i. 2 VATA, will be 2 months insteaf 3 months (as it is now). In case of leftover
after the completion of the carry forward procedtihe revenue authorities shall effectively refund
the amount in 30 days instead of 45 days, aftemgtibg VAT return. In case a tax audit is assigned
the effective refund is extended till the deadfimeissuance of the respective tax assessment act.
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7. Tax base of barter transactions

18.12.2009

The change in Art. 26, para 7 of VATA defines tivatase of barter transactions the taxable base
shall be the market price of goods/services redeasa compensation for the supply. This market
price shall be calculated as at the date of chéiligaof tax. Until present, the taxable base lbarter
transactions was the market price of the goodstssupplied.

8. Supply of goods and fuel for aviation operators

Zero rate VAT is introduced for supplies of goodisied for provisioning and fuelling of aircraft
used by the aviation operators flying chiefly otemational routes.

Until present zero rate VAT was applied only if tbencrete flight, for which the goods/fuel are
supplied for, is international.

Zero rate VAT will not be applied if the above tsactions are related to private, pleasure and/or
sports flights.

9. Amendmentsrelated to fiscal devices (cash register devices)

In relation to the fight against the grey economyrt. 118 under VATA, the persons obliged to use
fiscal devices shall ensure remote connectionaddaldevices with the National Revenue Agency and
shall report their sales to the revenue authorities daily basis. For this purpose companies shall
upgrade technically their cash register devices.

Within 6 months period of entering into force obthresent amendments (i.e. until July 2010) the
Minister of Finance shall adjust the Regulation registering and reporting the sales in commercial
sites with fiscal devices to the present changeo Alhe Minister shall determine time limit (between
six months and two years), in which the person8 atiaust their activity to the new Regulation.

10. Obligation for providing electronic addressfor correspondence with the NRA

The VAT registered persons shall provide an eleatraddress for correspondence with the NRA (if
the later has not been provided yet). Such an agdran be submitted before Register Agency or
NRA.

Persons who are VAT registered as at 1 January B81€ a deadline for providing such an address
until 31 March 2010. Persons who will register YoXT after 1 January 2010 shall provide such an
address as at the date of submitting the applicdtio VAT registration. Changes in the electronic

address for correspondence with the NRA shall loéaded within 7 days.

There are no penalties for missing the above deesllibut the NRA has the right to terminate or
refuse VAT registration of the respective persondse he misses these deadlines.
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11. Other amendments and supplementationsin VATA

18.12.2009

Other important changes for the business are:

« In case of taxable transactions with continuou$operance, for which no payment is due for
more than one calendar year, VAT shall be charg#iteaend of each calendar year;

e The first name and the family name of the individpeeparing the invoice will not be a
compulsory requisite any more;

¢ When counting the number of seats in the passarager(with up to 5 seats, without driver’s
seat) only the number of seats assembled by tr@upeo shall be taken into account. There
are no changes for cars registered as cargo vehicle

The information in this material has as purpose only to note certain issues related to applying the
new taxation regime introduced with ASAVATA and is not exhaustive. Should any questions on the
application of the said provisions arise, please do not hesitate to contact us at tel.: 02/943 37 00, fax:
02/943 37 07, e-mail: office@afa.bg or at 38, Oborishte Str., Sofia 1504.
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