ENDMENTS TO THE INDIVIDUALS’ INCOME TAXES ACT
in force as at 1 January 2010

18.12.2009

Law on Amendment and Supplementation of the Indiaig’ Income Taxes Act has been published
in State Gazette (SG) issue 95 of 1 December 28@ditional changes have been adopted also by §
67 of the Transitional and Final Provisions of 840 State Budget Act of the Republic of Bulgaria

published in SG issue 99 of 15 December 2009. Tihages shall enter into force on 1 January 2010.
A part thereof referring to procedural obligaticisll be applied with respect to 2009 as well (see

8 and i. 10 below).

The more important amendments and supplementatioiiie Individuals’ Income Taxes Act (IITA)
are as follows:

1. Tax-exempt income

The following changes have been introduced in £3t.

* As from 1 January 2010 income from sale or bartesne immovable residential property shall
be treated as tax-exempt income, if over threesybawve passeftom the property acquisition
date to the sale/barter date (para 1, i. 1, I6&8r In contrast, in its wording in force till thend
of 2009, the said provision stipulates that thepprty ownership period is irrelevant to the tax
treatment of the income from sale/barter thereof;

« The provision of para 2 has been enhanced. According to the adopted amendment, income shall
not be deemed to arise in case property is obtasedl result of reinstatement of ownership by
virtue of law. In its recent wording, the said pmion refers only to the hypothesis of
“restitution”, i.e. reinstatement of ownership over propertyaratiized in the past, which is not
the only hypothesis provided for in our legislation

e Para 3 and respectively i. 3 of Art.26, para 2 I TA have been repealed. As from 1 January 2010,
income of individuals registered as agriculturabdurcers or tobacco producers earned from
production of unprocessed animal or vegetable mtsdiexcluding decorative plants, is taxable —
see i. 5 below;

* New para 4 of Art. 13 has been added, whereby rtipfemented practice afot determining
taxable income at the date of acquisition of shares received in consideration of contributions in
kind made into the capital of commercial companies according to
Art. 72 and Art. 73 of the Commercial Act, is exjily provided for in the law. Taxable income
shall be determined for the year of disposing ef$hares corresponding to the contributions in
kind made. In this regard, Art. 33, para 6 IITA leeen supplemented in its part concerning the
price of acquisition of property contributed in &jnwhich price shall be deductible when
determining the result (profit/loss) arising onesal barter of shares obtained in consideration of
the contribution in kind. In particular, if the @gt of the contribution in kind is property, the

Accountina Finance Assurance Tax All Rights Reserved © AFA 2009

www.afa.b



gains on sale/barter whereof are tax-exempt inrdeoee with Art. 13, para 1 [ITA at the time of

recording of the contribution in kind in the commiat register, then the acquisition price
deductible shall be the amount of the contributionkind recorded in the constitutional

document/articles of association of the commerciampany corresponding to the shares
sold/exchanged (supplemented i. 5 of Art. 33, gt A). In all other cases, the documented
price of acquisition of the property contributedkind shall be taken into account (new i. 9 of
Art. 33, para 6 lITA).

18.12.2009

Alike the rest paragraphs of Art. 13, the new pérshall not be applicable in case the individual
operates in the capacity of a sole trader (thentquara 4, already para 5 has been supplemented).

2. A new type of employment relation within the meaing of IITA

The definition of the term “employment relationsishbeen expanded to include the new letter “i” of
8 1, i. 26 of the Additional Provisions of the laxccording to this definition, as from 1 January
2010, employment relations shall be deemed alsordlaions with shareholders or members of
cooperative societies, or stockholders of over 5% @ capital of a joint-stock company, for perdona
service provided to the relevant company / cooperabociety.

Income of the above mentioned type paid till thd eh2009 shall be treated as income from other
business activity, wherefore individuals — benéfigs are entitled to 25% tax allowanés.a result

of the reclassification of this income as employmérone starting from 1 January 2010, tax
allowance shall not be applicable any more but thgross income amount shall be subject to tax.
On the other hand, these remunerations would ne¢ k@ be taken into account (as ones forming
taxable turnover) when determining if an obligatfon registration under the Value Added Tax Act
arises.

A transitional provision has been created with réda the reclassification of the discussed type of
income under IITA - § 24, according to which incoofehe said type that have been accrued but not
paid by 31 December 2009shall be subject to advance tax pursuant to
Art. 42 (i.e. as income from employment without tax alloa@n when paid after

31 December 2009In this case only, the advance tax shall be caledl on the monthly tax base
determined for the income paid during the relevaonth.

In general, the advance tax on employment inconoalisulated on the basis of the income amount
accruedfor the relevant month — para of Art. 42 IITA. Thaid provision has been supplemented
with a new sentence concerning calculation of tieatirly tax base for income under § 1, i. 26, letter
“I” of the Additional Provisions of IITA: the taxdse may be determined by deducting social security
and health insurance contributions under the S@&zaurity Code (SSC) and the Health Insurance
Act (HIA) paid in advance through the company, whibe income beneficiary is obliged to make if
he/she is a self-securing person.
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Art. 25 IITA has been supplemented with a new gatay analogy, dealing with calculation of the
annual tax base when there may be deducted notlomlgontributions paid in advance but the total
statutory contributions at account of the self-siguperson for the relevant tax year.

The tax on income from employment under 8 1, i. 28etter “i” of the Additional Provisions of
ITA shall not be subject to annual recalculation n accordance with
Art. 49 lITA. The said provision has been supplemented with a pea 8 stipulating the above
mentioned rule. Accordinglyindividuals that have earned income from the “new”type of
employment relations within the meaning of [ITA are obliged to submit annual tax returns for
that income. This is stipulated explicitly by the ewly created para 2 of Art. 52(§ 16 of the Law
on Amendment and Supplementation of IITA, published in SG
issue 95 of 1 December 200&0)d the addition to Art. 50, para 3 IITA (8 67 of the Transitional
and Final Provisions of the 2010 State Budget A¢he Republic of Bulgaria published in SG issue
99 of 15 December 2009).

3. Statutory social security contributions paid aboad are deductible when forming the tax base
for calculating advance tax on employment income- as from the beginning of 2010 such
contributions paid at expense of the individual neey deducted not only upon formation of the
annual tax base of employment incolné also for advance tax purposesilt is open the issue of
what documents shall be required by the revenueoaties for evidencing the monthly amount of
contributions paid abroad and correspondingly, eralculation of the monthly tax base under Art.
42, para 2 lITA and of the advance tax.

4. Income of mariners

[ITA contains a definition of the term “mariner” @§ new i. 54 of the Additional Provisions of IITA)
in force as from 1 January 2010, as well as spgx@lisions for taxation of the income of these
persons. In general:

» the new rules shall be appliemhly with respect to individuals hired under amployment
relation as members of the crew of a maritime ship recoideithe register of ships of BU
members state;

» accordingly, income of mariners represent employrirerome;

e advance tax shall be calculated in accordance Avith42 IITA but at a tax rate of 1% (para 4 of
Art. 42 has been supplemented). A transitional igiom (8 29) has been created, according to
which advance tax on income of mariners accrued eraft
31 December 2009 for previous tax years shall beraiénes in accordance with Art. 42, para 4
in force at the date @fccrual of the relevant income;

« the annual tax base for income of mariners shalld§é of the amount calculated according to the
general rules for determining the annual tax bdsenployment income (new para 3 of Art. 25);

» employers shall determine the annual amount ofaken accordance with Art. 49 IITA (para 1
and para 3 of the said provision have been suppitde
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5. Income of registered agricultural producers / tbacco producers

As mentioned in i. 1 above, as from 1 January Z20t0me of registered agricultural producers /
tobacco producers from production of unprocessetdtural products shall be taxable (para 3 of
Art. 13 and i. 3 of Art. 26, para 2 IITA have beepealed). Dependent on the circumstance whether
the activity is carried out in the capacity of ader, correspondingly registered sole trader, anas
individual that does not have that capacity, tleeagsed type of income may be taxed:

* eijther with tax on the annual tax base under AtlI'PA — in the first mentioned case above;

» or with tax on the total annual tax base — in theoad case when income shall be treated as
income from other business activity, wherefore vidlials are entitled to 60% tax allowance
(except for the production of decorative plantsewltalculating the taxable income amount — a
new i. 1 has been creates in Art. 29 IITA (the ottleanges in Art. 29 are of editorial nature).

For the purpose of achieving equality in treatmengé new para 6 of Art. 48 provides for the
possibility of remission of tax under Art. 28 IITA an amount of up to 60% with respect to the
annual tax base of income from production of ungssed vegetable and animal products, subject to
the conditions for remission of corporate tax unéligr 189b of the Corporate Income Taxation Act.
Additional conditions have been stipulated for itimg from the said preference, including in view
of observance of European law in the field of stitis (new para 7 of Art. 48 and 88 26-28 of the
Transitional and Final Provisions of the Law on Amment and Supplementation of [ITA). Aids
apply following approval by the European Commission

6. An option for recalculation of the final tax onincome of non-residents that are tax residents
of another EU member state or Norway

In response to an infringement procedure againkiaBia as an EU member state whose legislation
contains provisions leading to limitation of thenflamental freedoms under the Treaties because of
inequality in treatment between residents and msidents coming from other EU members states,
new provisions have been created in IITA - Art. a37 para 2 of

Art. 66, para 4 of Art. 68. They define the right each individual that is a tax non-resident of
Bulgaria but is a tax resident of another EU mem&tate or of a member state to the EEA
Agreement, wherewith Bulgaria has an effective Deudtax Treaty (DTT) in place and which DTT
contains either an information exchange clause aogeration in collection of taxes clause (for the
time being, this is only Norway):

* to submit an annual tax return under Art. 50 [IT¥herein to declare all taxable income received
during the relevant tax year, including that wheyef final tax has been withheld (excluding
income under Art. 38);

 to be refunded the positive difference, if any, wesn the final tax on income under
Art. 37 and the tax on the total annual tax badeutated for the same income, subject to the
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condition that the tax non-resident individual nmay benefit effectively from a tax credit for that
difference in the state whereof he/she is a tadees

18.12.2009

7. Tax relieves

« Regarding the relives faonations
The Assisted Reproduction Fund Centre and the plantation Fund Centre have been
added to the scope of organisations, donationsetheualify for tax relief up to 50% of
the sum of annual tax bases under Art. 17 IITA.

* Regarding the relief for young families — it rengin force and should be applicable for 2009 as
well. The changes in the new Art. 22a IITA (creasds§ 67, i. 1 of the Transitional and Final
Provisions of the 2010 State Budget Act of the Répwf Bulgaria published in SG issue 99 of
15 December 2009) compared to the recent provighon 22a repealed by § 3 of the Law on
Amendment and Supplementation of IITA, issue 9% Blecember 2009) are that:

> the relief may be benefited from only by tax residedividuals;

» a document issued by the creditor bank, certifyhngyamount of interest payments on the
first BGN 100,000 of the home purchase mortgage fancipal made during the year, shall
be enclosed with the annual tax return under ArtlIBA for the purpose of benefiting from
the relief.

The other conditions defining the eligible indivadsi remain the same:

» the mortgage loan contract to have been conclugeithdo tax liable person and/or his/her
spouse whom she/he has married,;

» the tax liable person and/or the spouse to hava bader 35 years of age at the date of
entering into the mortgage loan contract;

» the mortgaged property to be the only home of éineilfy during the tax year.

8. Obligations for declaring monetary loans in theannual tax return under Art. 50 IITA

The new i. 5 has been created in Art. 50, pard A,laccording to which tax residents shall declare,
in their annual tax returns, circumstances regardnonetary loans given and/or received thereby
where the loans received have not been made alealigbcredit institutions within the meaning of
the Credit Institutions Act, namely:

» the outstanding part of monetary loans given durthg tax year, if they total over
BGN 10,000;

« the residues outstanding at the tax yearend of tapnians given during the same tax year or
during any of the previous five tax years, if tmecaint of such residues totals over BGN 40,000;
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* the outstanding part of monetary loans receivedinduthe tax year, if they total over
BGN 10,000;

18.12.2009

« the residues outstanding at the tax yearend of tapnkans received during the same tax year or
during any of the previous five tax years, if tmeaant of such residues totals over BGN 40,000.

Individuals shall be subject to fine under IITA fany failure to observe the above obligation to
declare circumstances or if they declare untrue. firte is stipulated as a percentage of non-datlare
amounts — 10% and 15% in case of second-time waolatinless the individual is not subject to a
graver penalty (new Art. 80a).

The obligation to declare monetary loans is in fore for 2009 as wel(§ 67, i. 5 of the Transitional
and Final Provisions of the 2010 State Budget A¢he Republic of Bulgaria published in SG issue
99 of 15 December 2009).

9. Relief from the obligation to submit an annual &x return

The provision of Art. 52 [ITA has been supplementdaereby the scope of individuals relieved from

the obligation to submit an annual tax return hesndimited. The changes are as follows:

« each tax resident individual that has given/reakiv®netary loans according to Art. 50, para 1, i.
5 IITA (see item 8 above), is obliged to submitaammual tax return wherein to declare particular
circumstances about such loans, regardless of ehetihd what income he/she has received
during the relevant tax year,

* an individual that has not received/given monetlans and has earned only employment
income, except from income from employment relaiohthe types under § 1, i. 26, letters “f” or
“i” of the Additional Provisions of IITA, may notubmit an annual tax return provided that
he/she has had one employer only at 31 Decemhtbieaklevant year and if that employer has
recalculated on an annual basis the tax on emplotymeome received by the individual during
the tax year.

10. Annual report on the activity

As from 1 January 2010 and for 2009 inclusive, iviinials that operate as traders within the
meaning of the Commercial Act (including sole tr®jleshall submit only reports on the activity
together with their annual tax returns under Afl. IBFA and not annual financial statements and
copies of the auditor’s report (where financiakestaents are subject to statutory audit). Pursuant t
the new i. 53 of § 1 of the Additional ProvisiorfdId@ A, the report on the activity is the reportder
Art. 20, para 4 of the Statistics Act.

Traders that have not carried out any activity myiihe relevant year and have not accounted for
income or expenses according to the accountingsl&gin are relieved from the foregoing
obligation.
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11. Obligation of income payers to submit informaitbn

Paragraph 4 of Art. 73 IITA has been supplementectlarify expressly that in the event of
termination by liquidation or announcement of aregorise to be bankrupt, the enterprise shall
submit the report under Art. 73, para 1 on incora@ o individuals within the deadline and
according to the procedure for filing the tax ratunder Art. 162 of the Corporate Income Taxation
Act.

18.12.2009

The information set out above is intended just to draw the attention to particular issues regarding
application of the recent changesin II TA and is not exhaustive. In case you have questions regarding
the application of the new provisions, please do not hesitate to contact us at tel. 02/943-37-00, fax
02/943 37 0, e-mail office@afa.bg or at: Sofia 1504, 38 Oborishte S.
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