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The 2010 action plan of the Economic and Social Council envisions the 
elaboration of an own-initiative analysis on the topic of: 

Analysis on the tax and social security conditions in the Republic of 
Bulgaria 

The President of the Economic and Social Council with his letter Issuance № 
023-РД-06 / 08.02.2010, pursuant to Article 15, Paragraph 1, Item 9 of the Regulations 
of the Economic and Social Council assigned the elaboration of the analysis to the 
Budget, Finance, Insurance and Social Security Commission together with the Labour, 
Income, Living Standards and Industrial Relations Commission. 

Pursuant to the decision of both Commissions, issued at their joint meeting, 
Professor Neno Pavlov, Mr. Nikolay Nenkov, and Associate Professor Lena 
Russenova were appointed rapporteurs on the analysis. The following external experts 
were invited to participate in the realisation of the project: Professor Dr. Biser Slavkov 
– University of National and World Economy and Associate Professor Dr. Yordan 
Hristoskov – VUZF. 

At their joint meeting, held on 17 November 2010 the Budget, Finance, 
Insurance and Social Security Commission together with the Labour, Income, Living 
Standards and Industrial Relations Commission discussed and adopted their draft 
analysis. 

At its Plenary Session, held on 7 December 2010 The Economic and Social 
Council adopted this analysis. 
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І. MAIN CONCLUSIONS AND RECOMMENDATIONS 
 
 1. Concerning tax conditions  
 
1.1. The distribution of tax revenues in Bulgaria is characterised by1 :  
 
1.1.1. A smaller share of revenue from direct taxes due to the taxation of personal 
income by a flat tax rate, which generally requires the application of significantly lower 
rates, especially when compared with those of indirect taxes. While at the same time 
Bulgaria has one of the lowest tax rates for income tax (10%) as compared to the other 
Member States of the European Union. 
 
1.1.2. The lower tax rates of income tax are compensated by the significantly higher 
rates of indirect tax, such as VAT and excise duties. As a result of this compensatory 
structure of taxation the share of total tax revenue as a percentage of the GDP of the 
country is ultimately very close to the average for the EU. According to this indicator, 
Bulgaria ranks 10th of altogether 27 Member States. 
 
1.1.3. Thus, the imposed ratio between direct and indirect taxes shows a distribution of 
the tax burden that is unfavourable to taxpayers because of the significantly higher 
rate of indirect taxes. The difference is 34.6% in favour of revenue from indirect taxes 
/55.6% vs. 21%/. When compared to the average ratio for the EU, where the difference 
between the rates of direct and indirect taxes is 4.7% in favour of indirect taxes /36.7% 
vs. 32%/, in Bulgaria the disproportion is seven times greater.  
 
1.2. It is necessary to change the long-term objectives of the country's taxation policy 
with respect to the revenue from indirect taxes in the direction of its approximation to 
the EU average. Such a change depends largely on both political will and the desire to 
reform substantially the strategy and the priorities of Bulgaria's macroeconomic policy 
in the long run, respectively: 
 
1.2.1. Long-term reforms should be directed to growth in the GDP and production, 
employment and income, as well as consumption, in order to create the economic 
conditions necessary for restructuring the ratio between direct and indirect taxes; 
 
1.2.2. Reducing the tax burden of VAT by lowering its rate; 
 
1.2.3. Improving the organisation of tax collection as a fundamental prerequisite for 
reducing the rate of VAT and necessary condition for maintaining the current rate of 
income tax. 
 
1.3. As regards the tax regime for corporate income tax in Bulgaria, when compared 
with taxation policies in the other countries of interest, the tax rates in Bulgaria are 

                                                 
1
  Cf. Appendices № 1 and № 2 
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lower, respectively, corporate tax - 10%; tax on capital growth /by means of liquidation 
share/ - 5%; tax on dividends - 5% for foreign entities under the provisions of Art. 194 
of CITA, excluding EU entities2.  
 
1.3.1. Changes were made in the corporate tax regime as of 01.01.2009 on the basis 
of a request from the EU to eliminate discrimination in the taxation of foreign legal 
persons from EU Member States in comparison with resident entities with respect to 
the rates on taxes on dividends and on income from sources in Bulgaria /Art. 202(a) of 
CITA /;  
 
1.3.2. The tax base for corporate profits in Bulgaria is formed on the basis of the 
accounted financial result which is transformed into an increase or decrease according 
to certain principles specified in the CITA and pursuant to a scheme similar to those 
used in the countries subject to this analysis; 
 
1.3.3. With respect to certain elements of the adjustment for tax purposes under CITA 
there is a complex and laborious scheme requiring a great number of additional 
calculations outside normal accounting practices therefore in fact companies tend to 
avoid the application of this scheme. Such are the cases under Article 41 Paragraph 5 
and related Paragraphs and Article 42 Paragraph 7. 
 
1.3.4. The analysis of tax stimuli in the countries considered in this document shows 
that tax exemption, corporate tax relief, and different forms of state aid are directed 
mainly to the encouragement of investment, the creation of jobs, the development of 
business activities in underdeveloped regions, underdeveloped branches of the 
economy, or particular business activities. 
 
1.3.5. In this respect Bulgaria is no exception combining lower tax rates with the use of 
tax stimuli for accelerated amortization of computers, software and right to its use, 
mobile phones, machines, industrial equipment and apparatuses, when they are part 
of an initial investment and the assets are brand new; tax exemptions for collective 
investment schemes and investment associations of a closed type, for associations 
incorporated with a special investment purpose; general tax relief for hiring 
unemployed persons, for companies employing persons with disabilities, etc.; minimal 
or regional state aid in the form of tax reductions / Art. 182-188 of CITA/; 
 
1.3.6. In times of economic crisis the current regime of corporate taxation with its 10% 
tax rate should be continued because the low tax burden is a factor for the support and 
assistance of taxpayers in the context of decreasing production, sinking investment 
and personal consumption; 
 
1.3.7. Moreover, in times of economic and financial crisis the expansion of tax relief in 
the area of social spending should be encouraged, viz.: tax exemption of the 
expenditure on voluntary social and health insurance, as well as on life insurance, the 

                                                 
2
  Cf. Appendices № 3 and № 4  
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amount of the exempt amount is increased from BGN 60 per month per employee, 
respectively to BGN 80. 
 
1.3.8. In the context of the previous reference, we consider that it is necessary to 
increase the amount of the exempt social costs of food vouchers from BGN 60 per 
month per employee, respectively to BGN 80; 
 
1.3.9. Considering the complicated and heavy taxation scheme for adjusting the 
accounting financial result with some elements of regulation, it would be appropriate to 
undertake particular amendments to CITA with the purpose to make the adjustment for 
tax purposes easier in the context of the cases indicated in the conclusions, with 
respect to Art. 41 and Art. 42 of CITA. 
 
1.4. The comparative analysis of the tax system for taxing income of individuals in 
Bulgaria and other countries resulted in the following important findings3:  
 
1.4.1. Indicators for Bulgaria in 2009 have not changed significantly as compared with 
2008 with GDP of BGN 66.3 billion and decrease of 5% reported tax revenue from 
personal income tax amounted to BGN 2029.8 million maintaining the share of 
revenue of 3.1% in 2009 against 3.1% for 2008; 
 
1.4.2. The overall tax burden in the country is significantly lower. According to this 
indicator, Bulgaria ranks 26th of 27 EU Member States. The only exception is Slovakia 
with revenues of EUR 1.8 billion ranks 27th. However, at the same time it is 
noteworthy that the low proportion of revenue is realized at higher GDP growth 
compared with Germany, the Czech Republic and Hungary, respectively similar in size 
GDP growth with Romania. Only in Slovakia during the period 2006 - 2008 there is a 
higher growth rate of real GDP; 
 
1.4.3 Since 01.01.2008 Bulgaria applies a flat tax rate of 10% which is considerably 
lower than other countries which use this type of tax, such as Romania - 16%, 
Slovakia - 19% and the Czech Republic - 15%; 
 
1.4.4. The adopted flat tax regime with a lower tax rate is combined with the effects of 
several instruments for tax relief that affect different categories of taxpayers. This tax 
regime is in significant contrast with the approaches adopted in Germany and Hungary 
where taxation is progressive and to practices in countries with flat tax such as 
Romania and Slovakia where there are some limitations in tax relief;  
 
1.4.5. The sum of annual tax bases under Art. 17 of PITA is reduced by the amounts of 
personal contributions for supplementary voluntary pension insurance and personal 
contributions to voluntary health insurance and premiums / contributions under 
contracts for life insurance - in total up to 10% of the annual tax base; 
 

                                                 
3
  Cf. Appendix № 5 
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1.4.6. In Bulgaria the current liberal tax regime for taxing personal income should be 
preserved in the conditions of economic and financial crisis. Thus, taxation of 
individuals will not act as a factor aggravating the material status and consumption of 
the population which for most people is still very low. 
 
1.5. Reliance on Value Added Tax in times of economic crisis is difficult because of the 
distortions in the cash flows to contractors and suppliers. The negative effects of 
unpaid VAT at delivery are borne in principle by the persons who are correctly 
registered for VAT purposes and duly collect and contribute accurately their tax for the 
relevant period. 
 
1.6. The list of VAT refund by third parties approved by the Minister of Finance does 
not currently include some key trading partners of Bulgaria such as USA, China, 
Russia, Turkey, Serbia, etc. 
 
1.7. Along with the requirement for compulsory registration for VAT purposes when the 
person has realised BGN 50 thousand taxable turnover for 12 consecutive months the 
law provides for a number of exceptions: for retailers of tobacco and tobacco products 
are required as of 01.01.2010 to register for VAT purposes; as of the same date 
persons who receive services on the territory of Bulgaria from suppliers based in a EU 
Member State are also required to register for VAT purposes and the tax is owed by 
the recipient of the service; compulsory registration is also required from persons 
providing services delivered on the territory of another EU Member State to recipients 
based in a EU Member State. 
 
1.8. In order to improve the regime of levying VAT in Bulgaria it is necessary:  
 
1.8.1. To provide an opportunity for adjustments to suppliers of goods / services in 
connection with bad debts because the debt chain in the country increases and affects 
negatively VAT collectability; 
 
1.8.2. To create a favourable environment and a mechanism for group VAT 
registration for taxpayers. This change would allow to relieve the administrative 
capacity of tax administration and also to facilitate taxable persons in respect of VAT 
on transactions performed with other companies of the group to which they belong; 
 
1.8.3. To provide an opportunity for VAT refund from third countries - the list of such 
countries should be regularly updated. It would be appropriate for Bulgaria to take the 
appropriate measures and make the appropriate arrangements to include in the 
existing list more countries whose entities will be able to recover VAT on the territory of 
Bulgaria and respectively Bulgarian entities will be able to recover VAT (or similar tax 
on consumption) on the territory oф such countries; 
 
1.8.4. To introduce VAT registration for all taxpayers. Due to the growing number of 
exceptions to the general regime and the disadvantages of the regime to the small 
enterprises, to avoid discrimination all persons who carry out independent economic 
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activity should be required to register under the VAT Act - in line with the practices in 
most EU Member States. This also removes a negative side of voluntary VAT 
registration connected with the obligation of voluntarily registered persons to submit 
monthly VAT accounting records, which increases their costs and expenses for 
accounting services; 
 
1.8.5. It is necessary to relieve administratively persons who have a lower annual 
turnover for instance by relieving persons with turnover below BGN 50 thousand or 
BGN 100 thousand from the obligation to submit monthly returns and require them to 
submit only annual returns; 
 
1.8.6. To create the necessary legal conditions to guarantee the rights of prompt 
taxpayers in case of tax infringements by third parties. 
 
 
 2. Concerning social security conditions  
 
2.1. Following the reform the continuing unification and centralisation of social security 
/as the second component of the general tax and social security system in the country 
/ and the consolidation of social contribution funds and the codification of social 
security legislation led to positive effects in the following areas:  
 
2.1.1. A greater justice, greater mobility of workforce on the labour market and an 
easier transition from one form of economic activity to another without losing social 
security rights4;  
 
2.1.2. Reducing costs for administrative support, opportunities to maintain electronic 
records of insured persons, insurers and beneficiaries of social security, electronic 
submission of data and access to them by the insured and insurers through the 
internet; 
 
2.1.3. The positive effects of developing the SSS budget on a consolidated basis 
gradually lose their significance following the considerable reduction of the 
social security contribution to the pension fund and the redistribution of the 
remainder among other funds. This necessitates the adoption of measures for 
reconstructing the link between individual covered risks and the social security 
funds as their financial base. For this purpose it is necessary to make accurate 
actuarial assumptions and identify new dimensions of the insurance 
contributions needed to cover the risks.  
 

                                                 
4
 In countries where there is segmentation of social security according to types of employment 

or industry (Germany, Greece, France and others) serious problems arise in relation to the transition 
from one insurance institution to another and administrative costs are much higher. 
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2.2. With the introduction of minimal insurable earnings according to types of 
occupation and economic activities not only expanded the insurance base on a 
number of employees but also limited the scope of the informal economy.  
 
2.2.1. A new positive step in this direction is the introduction of differentiated 
minimal insurable earnings for the self employed as of 01.01.2010 based on the 
insurable earnings from the previous year;  
 
2.2.2. If the social security basis of SSS funds is correctly associated only with 
income from employment, the health insurance base may be expanded. Socially 
equitable health insurance should be levied on incomes from rent, dividends, 
etc. for those who are not insured on other grounds.  
 
2.3. A wide range of instruments is implemented (such as indexation, adjustment, 
change in the parameters of the pension formula, payment of lump sums, etc.) for the 
indexation of pensions thus reaching a sufficient level of adequacy in relation to the 
size and increase of insurable revenue.  
 
2.4. The inconsistency in the mechanisms for the indexation of pensions generates 
rising public expectations which the system less and less able to meet thus opposing 
certain groups pensioners in the country to others. This problem manifests itself 
especially in times of economic crisis when the possibilities of the budget are very 
limited. 
 
2.5. The expanded rights on short-term security risks and the rising levels of 
compensation are not backed financially which results in the generation of additional 
deficits in social security funds. The increased duration of paid maternity leave 
should be linked with a longer reference period (base) of the income on which 
the size of the benefit is calculated in order to avoid undue, howbeit legal, 
tapping of SSS funds.  
 
 
2.6. Reducing the amount of social security contributions without reasonable 
actuarial analyses deprives the SSS budget of adequate input. Annual deficits 
are covered by subsidies from the national budget and the amount of these 
subsidies in 2009 exceeds 50% of the expenditure on social security. Thus public 
relations in the context of social security become significantly deformed. The inclusion 
of the state as a particular insurer by means of annual transfers equal to 12% of the 
insurance base is only a palliative measure for their regulation.  
 

 
2.7. Extending the time limits for early retirement as well as facilitating access to 
pensions , incl. for certain categories of workers, disability pensioners, employees of 
the MoD and MoI through different legislative compromises increases further the deficit 
and the burden on social security. The policy of compensating workers for harsh 
and dangerous working conditions with early retirement and other bonuses 
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should be replaced with a policy of long-term investment and improvement of 
working conditions in the country.  
 
2.8. Using the concept of tax and insurance burden at the highest political level and 
using of social security as an opportunity to address economic, demographic and other 
problems discredits the social security system and reduces people's trust in it. 
 
2.9. Political decisions and changes in the legislation aiming to improve the social 
security model in Bulgaria promote the integrated manifestation of unification, 
centralisation, consolidation and codification of social legislation. 
 
2.10. In order to improve the adequacy of pensions it is necessary to establish 
stable rules for determining their size and the mechanism of their indexation. 
The exceptions to these rules should be minimised and applied only if there are 
serious reasons, significant economic crisis, the presence of high unexpected 
income, and other contingencies. Furthermore, additional payments to pensions 
beyond the rules for indexation should be in the form of lump sums which 
should not be included in the insurance base of following indexations.  
 
2.11. Improving the adequacy of pensions should be sought through the 
development of supplementary pension provision of a capital type. NRA should 
improve the collection of contributions to the universal and occupational 
pension funds and shorten the time limits for payment of these contributions to 
the individual accounts of insured persons in order to ensure their timely 
capitalisation. To overcome the legal discrimination depriving persons born 
before 31 December 1959 from participation in universal pension fund it is 
necessary to increase tax benefits for this age group with respect to their 
participation in voluntary pension insurance schemes. 5 It is also necessary to 
update and tax incentives to employers for insuring their employees in voluntary 
pension funds.  
 
2.12. Changes in the expenditure section of the SSS budget leading to the generation 
of additional deficits are associated with expanding the circle of persons entitled to 
benefits and the extension time limits for early retirement, facilitating access to 
pensions through arrangements for the purchase of insurance intervals, and providing 
cash benefits for long unemployment. Significant "contributions" to the increasing 
deficits are the doubled number of disability pensions and the massive use of sick 
leave during certain seasons of the year or in specific enterprises and institutions in 
the country. Simultaneously, the budget of the SSS has also quasi-deficits 
generated by the loading of the social security system with additional social 
functions or assuming the burden of restructuring the army and police. These 
quasi-deficits should be eliminated by means of appropriate changes in the 
insurance legislation and some of the special laws.  
 

                                                 
5
 With respect to this problem Cf. also Opinion of the ESC on the theme "Expanding the opportunities for 

participation in the social security system of persons born before 01 January 1960" ESC/021/2007. 
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2.13. The general conclusion of the critical analysis of social security conditions 
in Bulgaria for the period 2000 - 2010 is that most of the changes have led to the 
development and improvement of the insurance model. Another significant part 
of these changes, however, undertaken mostly as a result of momentary political 
considerations and lobbying interests, have eroded this model and public 
confidence in it. This group of legislative changes is an extremely important test 
for the financial sustainability of the social security system and insurance 
revenues. It calls into question the future adequacy of pensions and other social 
security payments. This exposes the social security system in Bulgaria to the 
risk of increasingly moving away from the main objectives and priorities of the 
Europe 2020 Strategy.  
 
2.14. In accordance with the National Agreement of 2010 "For a new strategy for 
financial stability of SSS and improving the pension legislation" the government and 
the social partners agree on strategic objectives, policies and measures of "input" and 
"output" of the pension system with a longer term of implementation to 2035 
 
2.14.1. In order to consolidate and stabilise the revenue of SSS it is envisioned: as 
of 1 January 2011 to increase the social security contribution to the Pension Fund by 
1.8% and to criminalise the evasion of such contributions in the country; as of 1 
January 2012 to increase the employment period of workers in the third category of 
employment, for employees in specific departments /MoI, MoD /, teachers by four 
months of each calendar year until it reaches 37 years for women and 40 years for 
men by 2020; to increase as of 1 January 2021 the retirement age for women and men 
by six months until it reaches 63 years for women /2026/ and 65 for men /2024/; to 
extend the period /without changing the conditions/ for early retirement of workers in 
the first and second category of work by 31 December 2014 so that starting from 1 
January 2015 the pensions for early retirement will be paid only by occupational 
pension funds;  
 
2.14.2. To improve the adequacy of pensions as of 1 January 2017 the weight of 
each year of pensionable service will be increased from 1.1% to 1.2% for work-related 
pensions, and the contribution to the universal pension fund will be increased by 2%; 
the rate of replacement of personal income of the person before retirement will be 
increased to level not less than 65% of the first and second pillar, as of 1 January 2014 
the limit on newly granted pensions will be removed and that on already allocated 
pensions will be gradually increased by means of increasing the maximum insurable 
earnings; the limit on the purchase of period of insurance will be increased to 5 years 
by means of the payment of contributions on the minimal insurable earnings for self-
employed persons; as of 1 January 2014 the first day of temporary inability to work will 
be paid on the basis of 100% of the salary by the employer and starting from the 
second day by the State Social Security.  
 
 
 
 



_________________________________________________________________ 

ESC/2/021/2010 – Commission of Budget, Finance, Insurance and Social Security 

                                    Commission on Labour, Incomes, Living Standards 

                                     and Industrial Relations 

13 

II. POLICIES FOR TAXATION  
 
 1. Structure of tax revenues in Bulgaria and EU 
 
1.1. In Bulgaria there are significant differences in the relative shares of total tax 
revenues based on GDP as compared with the EU average. An exception to this trend 
is the revenues from corporate taxes which are similar to the EU average. At the end 
of the analysed period there is an alignment with the EU average rate and in terms of 
the share of "total income per person" shows an increase of +0.8%. 
 
1.2. During the analysed period there are significant differences in the magnitude of 
the relevant ratios in tax revenues between different EU Member States. With respect 
to the distribution of revenue based on GDP there are two main groups of EU Member 
States. The first group includes countries where the ratio of tax revenue to GDP 
exceeds the average of 37% for the Union. Here the highest weight of tax revenue can 
be observed in Denmark - 48.2%, Sweden - 47.1% Belgium - 44.1% and Austria with 
42.8 percent. Slightly above the average score England - 37.3%, Slovakia - 37.3%, 
The Netherlands - 39.1% and Cyprus - 39.2%. The second group includes the rest of 
the analysed countries. It covers newly acceded Member States including Bulgaria 
which maintain a low overall tax burden compared to the average level of 37% for the 
Community. The distribution ranges from 36.1% in the Czech Republic to 28% in 
Romania. the ration between tax revenue and GDP in Bulgaria is 33%, i.e. 4% lower 
than the EU average.  
  
1.3. A relatively wide range of differences are observed in relation to the sensitivity of 
tax revenues depending on the level of economic development across countries. With 
the highest sensitivity to change tax revenue in Denmark - 0.50, Italy - 0.49, Sweden 
and Luxembourg - 0.48. These are countries with relatively the highest tax burden 
measured by the ratio between tax revenue and GDP. Lowest sensitivity is registered 
in Latvia - 0.26, Lithuania - 0.26 and Slovakia - 0.27. These are countries with low 
rates of the ratio of tax revenue to GDP which is respectively 28.9%, 30.3% and 
29.1%. Bulgaria is positioned slightly above the level of this group of countries with a 
coefficient of tax revenue sensitivity of 0.35 which is close to the total average tax 
burden of EU Member States.  
 
1.4. The structure of tax revenue from indirect and direct taxes as a share of total tax 
revenues also shows a variety of differences within the Community. The average 
share of revenue from indirect taxes in the EU for the period was 37.6%. The range by 
country starts with Bulgaria which marks share of revenues from VAT and excise taxes 
of 55.6 percent, followed by Cyprus - 47.4%, Malta - 43.6% and ends with Belgium - 
29.6%. Close to Belgium rank Finland - 30.6%, Estonia - 30.8% and the Czech 
Republic - 31.4%.  
 
1.5. The ranking of Bulgaria among EU Member States with respect to the share of 
revenues from direct taxes is reverse. At an average rate of 32% for the EU Bulgaria 
ranks last with 21% revenue from direct taxes as a percentage of the total tax revenue. 
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It is followed by Slovakia - 21.1% and the Czech Republic - 23.8%. At the other end of 
the range are the Nordic countries, England and Ireland, whose share of revenue from 
direct taxes significantly exceeds the EU average, respectively: Denmark - 62.3%, 
England - 48.8%, Finland - 41.4%, Ireland - 39.3%. 
 
 2. Basic guidelines on Corporate Income Taxation by country 
 
2.1. Currently there are significant differences in the amount of the tax rates of 
corporate taxes in different EU Member States. This observation applies to the group 
surveyed countries6 . Bulgaria applies the lowest rate of taxation of corporate profits 
(10%) together with Albania and Serbia. Moreover, all three countries use a uniform 
rate without providing for a higher rate on profits above a certain threshold. The same 
approach is applied to other types of corporate taxes. The country applies a tax rate of 
5% on dividends and capital growth through the taxation of liquidation shares. 
Withholding income is also taxed at a 10% rate. Thus the country again falls in the 
category of countries with lowest tax rates.  
 
2.2. Interesting trends are observed in the comparative characteristics of the elements 
of the tax base for corporate profits7. There are a similar approach to determining the 
tax base and a number of similar, closely related, elements of tax adjustment. First, in 
all countries the reference point of the basis of which the tax base is formed is the 
financial accounting result of the business activity. It was formed according to an 
accounting base grounded in the application of IFRS as well as national standards of 
the respective countries. Second, each country introduced restrictive conditions for the 
recognition of expenses reported for tax purposes8. Such expenses are limited both 
using stipulated amounts and percentages of the established bases. Provisions are 
made for the non-recognition of tax expenditure under certain conditions. And third, 
individual countries use various specific policies for stimulation of businesses through 
tax incentives.  
 
2.3. Tax incentives in Croatia are regulated by a special law on the encouragement of 
investment providing possibilities for tax exemption and tax relief. Tax incentives are 
thus aimed at investment in the establishment of new business and the creation of new 
jobs and positions.  
 
2.4. Tax incentives in Hungary use different approaches. One of them is the 
introduction of a reduced tax rate for certain types of income. The law permits 
reduction of the tax base of corporate tax to 50% for income from royalties and 
analogous fees which are realised as income in the cases of disposal of intellectual 
property stipulated by the law. The reduction is reported in the tax return for corporate 
tax. Since 2010 SMEs can apply for tax incentives for investments in every region of 
the country. Depending on the location of the investment project investment costs 
between 25% and 50% may be recognised for tax purposes. The right to benefit from 

                                                 
6
  Cf. Appendix № 3 

7
  Cf. Appendix № 4 

8
  Cf. regimes in countries in Appendix № 4 
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the incentive begins on the year following the investment in and continues for a period 
of 10 years. 
 
2.5. The Tax Code of Romania permits, under certain conditions and subject to the 
request of the taxpayer, the implementation of accelerated depreciation of assets.  
Romanian legislation also allows to taxable persons to apply for permission to use 
sponsorship expenses as a tax credit against owed income tax. Tax credits for 
sponsorship expenditure are limited to 0.3% of the turnover of taxable 
persons/sponsors and to 20% of the owed income tax. There is a special tax policy to 
support SMEs in Romania. They can obtain funding to the amount of the tax on their 
profit which is reinvested under certain conditions in equipment and machinery. They 
may also obtain access to a special aid scheme concerning their expenses on bank 
loan interests in Romainian Lei. This scheme provides opportunities for compensation 
of up to 5% of the paid interest. There is state aid for the encouragement of new 
investments under certain conditions. Local municipal councils may grant exemptions 
from property tax and land tax to persons subject to regulation for state aid. 
 
2.6. Tax legislation in Serbia entitles each company that invests in fixed assets in line 
with its business operations, excluding investments in automobiles, furniture, artwork 
and decorative furniture products, to reduce the tax it owes by 20% of the amount of 
the investment. This tax credits can not exceed 50% of the payable tax for the year of 
the investment. For SMEs the limit of the tax credit is 70% but may not exceed 70% of 
the payable tax for the year of the investment. The balance of unused tax credits may 
be carried forward for a period of 10 years subject to the same restrictions. 
Exemptions from tax for a period of 10 years are permissible provided that the 
company invests at least RSD 600 million /about EUR 6500 thousand/ in its own fixed 
assets and employs at least 100 new workers for the period of the investment. The 
right to tax credit may be used only in case that the entrepreneur creates a new 
business structure of enterprise in an economically disadvantaged region of the 
country.  
 
 3. Basic guidelines for levying personal income tax /PIT/ by country 
   
3.1. Since 01.01.2009 In Germany the tax rate has been reduced from 15% to 14%. At 
the same time the non-taxable income threshold increased from EUR 7,664 to EUR 
7,834 and since 01.01.2010 to EUR 8,004. Tax rates are allocated in steps of 
progressive tax. Incomes starting from EUR 52,552 upwards are taxed at rates from 
14% to 42% and since 01.01.2010 this threshold has been increased to EUR 52,882. 
The highest tax rate is 45% and is in effect since 01.01.2007. It concerned incomes 
above EUR 250,400 - a threshold which since 01.01.2010 has been increased to EUR 
250,730. For persons with personal income taxed at the highest rate of 45% there is 
also an additional "solidarity" tax at the amount of 5.5%. A system for deferred taxation 
on savings of pensioners and the accrued interest thereon was introduced and since 
2005 such incomes have been exempt from taxation. All other incomes of pensioners 
are taxed according to the general rules of taxation.  
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3.2. Since 2005 a flat tax on personal income has been introduced in Romania. It 
replaced the scale of progressive taxation ranging from 18% to 40% which was used 
until then. The rate of the flat tax is 16% and is equal to the rate of corporate income 
tax. The flat tax is levied on incomes form employment as well as independent 
economic activity, from remuneration for services, from movable and immovable 
property including income from rent, and from capital growth by trading shares of 
public companies listed on the stock exchange. 16% withholding tax is levied on 
accrued interest from deposits. Benefits received in kind, including such benefits 
received as remuneration, are also subject to taxation. Income from the disposal of 
options on securities is not taxed provided that the requirements for their recognition 
for tax purposes are met and the income from them is realised. Pensions are taxed if 
they exceed a limit which is common for the whole country and is determined annually.  
 
3.3. In 2004 a flat tax was also introduced in Slovakia replacing the progressive 
taxation scheme for personal income. With its adoption part of the special provisions 
concerning tax exemption and previously provided tax relief were repealed. The non-
taxable income was increased from 19.2 times 22.5 times the prescribed monthly 
minimum subsistence cost for the country. The non-taxable income for 2010 is 
preserved at the level of 2009. The main objective of the changes in the taxation of 
personal income is the reduction of the rate of taxes for medium class incomes so that 
the category of taxpayers with high class income could be excluded from tax relief 
measures. The rate of the flat tax is 19%. Subject to this tax are incomes received in 
money and in kind. Tax relief is allowed with respect to contributions for supplementary 
pension insurance schemes and savings pension schemes. The presence of non-
taxable income is a relief used by each taxpayer. The rate of withholding tax is also 
19%. These include incomes from shares in share capital, investment coupons, 
interest on bank deposits and current accounts, other personal incomes, including 
additional pension contributions.  
 
3.4. By 2007 in the Czech Republic there was progressive taxation of personal 
income according to a four point scale with the highest tax rate of 32%. Since 2008 
there is a flat tax at the rate of 15%. The tax base for determining the amount of the 
tax on incomes from employment is the total gross income from wages, including the 
sum of all social security and health insurance contributions paid by the taxpayer. The 
expenses recognised for tax purposes for 2010 are stipulated by types of activities as 
a percentage of the total taxable amount. For incomes from agriculture the percentage 
of recognised expenses is 80%, for business activity /excluding free crafts/ - 60%, for 
all other activities - 40%.  
 
3.5. Since 01.01.2010 in Hungary incomes up to EUR 18,500 are taxed at the rate of 
17% while for incomes above this threshold the rate is 32%. Previously the tax rate 
was 18% and 36% respectively. Together with the amount of social security and health 
insurance contributions the tax burden reaches respectively 21.6% and 40.6%. 
Withholding tax at the rate of 30% is levied on income from dividends paid by 
companies to resident individuals /by 31.12.2008 the rate was 35%/. To achieve a 
more equitable distribution of taxation of income from employment and from capital 
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investment, since 01.01.2006 incomes from interest and capital gains have been taxed 
at the rate of 20%. The tax on interest is deducted by the payer of interest while that 
on capital gains realised by means of stock transactions is reported in the personal tax 
return. Income from disposal of property is taxed at a rate of 25%.  
 
 4. Basic guidelines for levying Value Added Tax by country 
      
4.1. In almost all countries (except Albania) there is a combination of a standard and 
one or two reduced VAT rates9. The highest standard VAT rate is in Hungary (25%), 
the lowest is in Serbia (18%). The average rate for the group of countries analysed 
here is 20%. Bulgaria is the country in which the instrument of reduced VAT rate finds 
limited implementation. It is used with respect to a narrow range of tourist services. In 
three of the analysed Member States (Hungary, Romania, and Slovakia) two reduced 
VAT rates are used. In Hungary and Romania one of them is the minimum rate 
allowed under EU law - 5%10.  
 
4.2. As regards the scope of VAT rules and the occurrence of the tax event, the 
conditions established in the analysed countries largely coincide. In EU Member 
States the conditions are harmonised due to common European legislation and 
especially due to Directive 2006/112/EC. According to this analysis, the statutory rules 
used by the analysed countries outside the EU are very similar to those used by EU 
Member States.  
 
4.3. In the tax regimes of these countries there seems to be a general tendency to use 
a preferential VAT regime for medicines. In Albania they are exempt from VAT. In 
Hungary, Romania and Serbia they are subject to zero rates. Especially attractive is 
the regime in Croatia where medicines are taxed by a zero VAT rate, i.e. the suppliers 
of those goods do not pay tax for them but are entitled to tax credit for goods and 
services obtained in relation to their activities. Another group of goods enjoying a 
preferential tax regime in the majority of the analysed countries are print editions. In 
Albania they are covered by a tax exemption regime. In Croatia a zero VAT rate is 
levied on books and scholarly magazines while newspapers and other magazines are 
taxed at a reduced rate. In the Czech Republic there is also a reduced VAT rate for 
books and magazines, in Hungary only for books, in Romania for books, newspapers 
and magazines, and in Serbia only for books. In most of these countries preferential 
VAT treatment is also enjoyed by hotel services. A reduced VAT rate is applied for 
income from tourist accommodation in Bulgaria, Hungary, Romania, the Czech 
Republic, Serbia and Croatia. 
 
4.4. The rules for the use of tax credit in each of the analysed countries are identical. 
Generally, persons registered for the purposes of VAT are entitled to tax credit for 
purchased goods and services used for the taxable activity of the person. With regard 
to the restrictions on the entitlement to deduction of tax credit there are similar 

                                                 
9
 Cf. Appendix 5 

10
 Cf. Appendix № 6 
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approaches as well as particular specificities. In most of the analysed countries 
persons are not entitled to tax credit for the purchase of vehicles and fuels and other 
similar costs. In Serbia this limitation concerns not only automobiles but also other 
vehicles. All in all, in most countries tax credit may not be used for entertainment even 
when it is directly linked to the activity of the particular person. 
 
4.5. What is interesting is the approach of each state to refunding VAT to foreign 
persons not established on its territory. The general rule is the EU Member States 
apply the provisions of EU legislation. Pursuant to Directive 2008/9/EC VAT should be 
refunded to taxable persons established and registered for VAT purposes in another 
Member State. However, Directive 86/560/EEC regulates the refund of VAT to persons 
established outside the EU. Member States may decide to reimburse VAT to foreign 
taxable persons in accordance with the principle of reciprocity. This principle is 
accepted in most of the analysed countries including Bulgaria. In Croatia and Serbia 
the principle of reciprocity cannot be applied but VAT is refunded to persons from other 
countries only with respect to their participation in trade fairs. Only in Albania is the 
VAT paid by persons registered in foreign countries is not refunded.  
 
4.6. Requirements for the reporting and payment of VAT show some similarities 
among the analysed countries but there are also some differences. In some of them 
(Romania, Serbia, Slovakia) VAT returns are submitted on a monthly or quarterly basis 
depending on the turnover of the person for the previous year, i.e. persons with lower 
turnover submit quarterly returns. In Hungary persons with lower turnovers submit 
annual returns instead of quarterly. In Croatia all persons registered for VAT purposes 
must submit monthly and annual returns. In addition to monthly or quarterly returns 
persons registered for VAT purposes in the Czech Republic must submit an annual 
return. The requirement to submit just monthly returns is introduced only in Bulgaria 
and Albania. Deadlines for the submission of returns for previous periods range 
between 10 days following the end of the period (Serbia) to one month following the 
end of the period of taxation (Croatia). It should be noted that in all analysed EU 
Member States these time limits are longer than in Bulgaria. In three countries (The 
Czech Republic, Romania, and Slovakia) the deadline is the 25th day of the month 
following the respective tax period. In all analysed countries the deadlines for filing 
VAT returns and for the payment of the tax due coincide.11  
 
4.7. Every country has introduced a prescribed turnover threshold the reaching of 
which obliges the person to register for VAT purposes. EU Member States also apply 
different procedures according to which a given person may be required to register for 
VAT purposes when reaching a certain threshold of intra community acquisitions, 
supplies, provision/receipt of services to/from persons established in other EU 
countries in which case the tax is payable by the recipient. Thus taxpayers are given 
the opportunity to register for VAT purposes voluntarily even if they have not reached 
the threshold for compulsory VAT registration. In many EU Member States that remain 

                                                 
11

  Cf. Appendix № 7 
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outside the scope of this analysis all taxable persons must register for VAT purposes 
irrespective of the amount of their turnover. 
 
4.8. In Albania /as a representatives of third-parties/ exporters and importers must 
register for VAT purposes irrespective of their turnover. In Serbia voluntary registration 
is not possible for persons whose turnover for the preceding 12 months does not 
exceed RSD 2 million (EUR 18,800).12 An interesting phenomenon is the possibility of 
group VAT registration which is provided in some countries. A group of affiliated 
(financially, economically and organisationally) taxable persons may register and act 
as one person for VAT purposes. The transactions within the group remain outside the 
scope of the tax and thus have a positive effect on the cash flows of the companies. At 
present the opportunity for group registration is utilised in all EU Member States with 
the exception of Bulgaria. In Croatia, Serbia and Albania group VAT registration is not 
allowed.  
 
4.9. In the context of the global financial and economic crisis inter-company debt has 
increased significantly. Bulgaria too has not remained untouched by the gravity of this 
process. It should be reflected in the current VAT policy. There is the possibility of 
refunding VAT already paid by the supplier who has not yet received payment by the 
recipient of the goods/service. In Croatia, Romania, Serbia and Albania it is possible to 
obtain a VAT refund for unreceived payments. At the same time it is required that the 
debtor should be declared bankrupt by the court. In Slovakia and Hungary such an 
option is not provided by the legislation while in the Czech Republic there is currently a 
debate on the introduction of such a measure in practice. 
 
4.10. Bulgaria makes part of the group of countries which do not give an opportunity to 
taxable persons to adjust their VAT obligations in case of non-collectable receivables 
relating to supplies for which VAT is levied and paid into the budget. Pursuant to VATA 
the supplier has the obligation to issue a notice to the invoice only in case of changes 
in the tax base of the delivery or its cancellation.13 However, no such notice may be 
issued upon full or partial failure of the recipient to pay for the supplied goods/services. 
The possibility for introducing this provision in the Bulgarian legislation should be 
explored.  
 
 
III. POLICIES FOR CHANGES IN SOCIAL SECURITY LEGISLATION 
 
 1. Changes in social security legislation – reduction of social security 
contributions and erosion of the insurance model 
 
1.1. In the end of the 1990s successive Bulgarian governments carried out 
fundamental reforms in the social security system. The philosophical framework of 
these reforms was based on social protection concept of the World Bank ("security 
through diversity") involving national traditions and particularities such as a set of 

                                                 
12

  Cf. Appendix № 8 
13

 Article 115, Paragraph 1 of VATA     - 
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ethical values and industrial relations, to what degree society is prepared for radical 
changes, social security culture, the state of development of the labour market, etc.  
 
1.2. The concrete manifestations of the philosophy of the reforms are expressed in two 
main groups of political decisions: 
 
1.2.1. Parameter reforms in public social security (first pillar) including: introducing 
stricter criteria for access to social security rights; restricting early retirement and the 
"donation" of periods of insurance; relating the size of the pension with the concrete 
size of the contribution throughout the whole period of employment; adopting a more 
economical approach to the indexation of pensions; requiring employers to cover the 
costs for the first three days of temporary disability, etc. 
 
1.2.2. Systemic (paradigmatic) reforms including: the creation of compulsory and 
universal capital pension funds in order to motivate and provide additional security to 
younger generations against the risk of decrease in the number of people of working 
age; transferring early retirement of persons engaged in first and second category of 
labour to the second pillar of capital pension insurance by means of the creation of 
professional pension funds (PPF) on the basis of contribution paid by the employer 
exclusively;14 regulation of the activity of private pension funds that emerged 
spontaneously in the mid-1990s including by means of tax relief; creating legislative 
stimuli for the development of voluntary insurance against unemployment and 
professional qualification; establishing a specialised body for supervising the social 
security system which was later integrated into Financial Supervision Commission 
which also includes departments for the supervision of the securities market and the 
insurance sector.  
 
1.2.3. The objective of the new philosophy of reforming in the social security 
system is to lead Bulgaria out of the labyrinth of current problems and social security 
inadequacies and provide it with a modern and flexible system of social security.  
 
1.3. As a continuation to the assessment of the tax conditions in Bulgaria there follows 
an analysis of legislative changes in the area of social security since 2000 in the 
context of changes in the social security requirements in the country. These 
changes fall into two groups - changes that lead to improvement of the social security 
model and changes that erode it and directly entail the increase of the deficits in the 
funds of SSS. The purpose of this separation is to identify the productive policies and 
legislative changes and differentiate them from the destructive ones that are contrary 
to the principles of social security and the best practices in EU Member States for 
stability and financial sustainability of the system.  
 
1.4. Changes in the direction of development of the Social security model involve the 
unification and centralization of the social security system, fiscal consolidation 
of social security funds, as well as codification of social security legislation. In 

                                                 
14

 Subsequently, those decisions of the Bulgarian governments attracted considerable interest in many 
CEE countries.  
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the context of the reforms undertaken in 2000 and the processes that follow them it is 
possible to trace the adequacy of pensions and especially the policy for their 
indexation by means of different mechanisms - annual update, restating their size 
through an update of the average insurable earnings, payment of lump sums, etc. 
  
1.5. The effect of introducing mandatory registration of labour contracts and 
establishing a minimal insurable earnings by economic activities and 
professional groups has been analysed15 and it has been found that these 
measures have created a good practice that has led to formalising the economy by 
means of an increased social security base and formal employment.  
 
1.6. Legislative changes that led to the erosion of financial sustainability of the 
social security model and a shift in social security obligations, are related to the 
reduction of amount of contributions on the ground the this is improving 
competitiveness and the formalisation of the economy. This required the presentation 
in chronological order of legislative changes in individual contributions to social 
security funds and the reduction or retention of the social security base on the 
same level several consecutive years. The extension of transitional periods for early 
retirement and facilitating access to pension rights through "buying" periods of 
insurance is discovered as another policy that erodes the social security model and 
generates deficits in social security funds. The increase in disability pensions with the 
purpose of circumventing the more stringent conditions for retirement (the increase of 
the age limit and the number of points) are also seen as a factor undermining the 
financial foundation of social security system.  
 
1.7. In the context of the analysis of social security conditions in Bulgaria some extra-
systemic policies and factors should be taken into consideration: the extent to which 
people understand and respect the social security system, the improper combination of 
tax and social security contributions under the blanket term "tax-insurance burden", the 
growth of informal economy, etc. which erode the financial stability of the social 
security system16. To overcome the negative impact of these extra-systemic factors it 
is necessary to restore people's trust the social security system through a series of 
measures - training, raising awareness campaigns, etc.  
 
  
 2. Political decisions and legislative changes for the improvement of the social 
security model  
 
 2.1. Unification, centralisation, consolidation and codification of social security 
 
2.1.1. The process of unification is reflected in the inclusion of all economically 
active persons (employees, civil servants, persons working under contracts for 
management and control of companies, self-employed persons, etc.) in the same 
public social security scheme with equal insurance obligations and rights. This 
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unification allows for greater equity as well as increased labour mobility on the labour 
market and transition from one form of economic activity to another without losing 
social security rights.17  
 
 2.1.2. The term "period of insurance" should be defined clearly and differentiated 
from the term "period of employment" since early 2003 with some additional provisions 
can also be included in the policy of unification of the social security system. With this 
change the access to social security rights are linked directly to being able to prove a 
specific period of insurance for the respective risk. This principle was more clearly 
defined in the changes in Social Security Code in the end of 2008. Since the beginning 
of 2003 the procedure for recognising the requisite period of insurance of workers 
employed part-time has been regulated.  
 
2.1.3. The process of institutional centralisation of social security in Bulgaria 
started with the closure of previously existing social security funds and the transfer of 
their assets and liabilities to the National Social Security Institute (NSSI) (2000). The 
second important step towards the centralisation of social security is the transfer of the 
fund (2002) and later (2004) also the activity of payment of unemployment benefits by 
the Bulgarian Employment Agency to NSSI. The assumption of administrative, 
accounting and information services of the "Guaranteed Receivables for Workers and 
Employees" Fund by NSSI is also part of the process of centralisation although this 
fund is not directly connected with insurance risk. The legislative changes introduced 
in 2007 also contribute to the centralisation of social security. They concern the 
transfer of the task of calculation and payment of benefits for temporary disability and 
maternity benefits from employers to NSSI. Through this centralisation the employers 
were released from activities unspecific to them and NSSI started exercising direct 
control over these short-term benefits. With some provisions the legislative changes 
concerning the transfer of the archive of persons with terminated social security rights 
without a successor to NSSI can also be attributed to the process of centralisation of 
social security. The long-term goal of this centralisation is to use this archive together 
with the archive of the active insurers and the data from the personal register of NSSI 
in order to create social security history for every Bulgarian citizen.  
 
2.1.4. The consolidation of the budgets of social security funds was effected 
through the changes in the CSSC introduced in 2002 the process of consolidation 
involved the following several aspects:  
 
2.1.4.1. The previous "Professional Qualification and Unemployment" Fund, which was 
administered by the Employment Agency as a source for financing an active policy for 
the labour market, was included in the SSS and was transformed into the 
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 In countries where there is segmentation of social security according to types of employment or 
industry (Germany, Greece, France and others) serious problems arise in relation to the transition from 
one insurance institution to another and administrative costs are much higher. 
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"Unemployment" Fund. This new fund is a purely social security fund and is part of the 
system of State Social Security; 
  
2.1.4.2. Transfers from the state budget to the SSS for payment of various social and 
personal pensions that are not associated with participation in the social security 
system have been consolidated into one independent fund: "Pensions Unrelated to 
Employment Activity". With the establishment of this fund to achieve much greater 
transparency in the management of social security and distinguishing partial transfers 
for social insurance contribution payments without the subsidies to cover the shortage 
of funds in the insurance funds. More transparency was achieved in 2009 when the 
payments from the state budget for health insurance contributions of retired persons, 
children under 18 years of age and unemployed were removed from the SSS budget 
and started being transferred directly by the Ministry of Finance to the NHIF.  
 
2.1.4.3. A common consolidated budget was created from the funds of SSS and the 
budget of NSSI through which all transfers and subsidies thenceforth have been made. 
The consolidated budget of the SSS is developed in parallel with the state budget and 
other budgets in the Republic of Bulgaria on the basis of general three-year budget 
forecast and a macroeconomic framework for the respective year. The consolidated 
budget of SSS also allows to even out surpluses and shortages of funds within limits of 
the annual budget. Initially, as far as the size of social security contributions were 
based on actuarial reports, the consolidation of the budgets of SSS had a positive 
effect. Subsequently, however, the unconditional reduction of the size of the 
contributions led to unjustified transfers from one fund to another. In the presence of 
different types of insured persons according to different insurance risks, such transfers 
prejudiced some insurance groups over others. Thus, the consolidation of SSS 
budgets turned from advantage into a serious disadvantage. A disadvantage of the 
Bulgarian social security legislation is the allowance of quasi-deficits as a result 
of loading the social security system with additional social functions or with the 
assumption of the burden of restructuring the industry and administration in the 
country.  
 
2.1.5. The codification of social security legislation in Bulgaria took place at two 
stages. First, in 2000 a new statute (CSSC) was enacted to stipulate the structure of 
the social security system, which by then was regulated under the Social Security 
Fund Act and the substantive provisions set out in Title III of the Labour Code (1951) 
and the Pensions Act (1957). Second, during the period 2002 - 2003, when the CSSC 
was renamed SSC (Social Security Code), an initiative of legislative consolidation was 
achieved by integrating into the SSC all provisions, until then contained in various Acts 
of Parliament, regulating unemployment insurance and voluntary pension insurance. 
The collection of all matters related to the structure, substantive rights, administrative 
and penal provisions and other aspects of social security in a single Code was 
governed by the rationale of eliminating contradictions between individual legislative 
acts and facilitating everyone who work with the complicated matter of security 
relations. With some provisions all relevant changes connected with the preparation of 
Bulgaria for membership in the EU may be attributed to the codification of social 
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security legislation. It should be clearly stated that social security legislation in Bulgaria 
never created any obstacles to joining the EU and therefore the negotiation chapters in 
this area were closed without any complications.  
 
2.1.6. The introduction of minimal insurable earnings according to economic 
activity and qualification and professional groups as well as the mandatory registration 
of employment contracts with the NSSI as of 01.01.2003 functioned as the beginning 
of a crack down on the informal labour market. The achieved results completely 
disproved sceptical predictions for zero or even adverse effect of these measures as 
well as the fears of the creation of new bureaucratic barriers to business. Another 
step in the right direction is the introduction of differentiated minimal insurable 
earnings for the self employed persons on the basis of their insurable earnings 
from the previous year. In the area of health insurance regulation can be 
developed further. Health insurance contributions may be levied on rental 
income and on dividends, etc. from persons who are not insured on other 
grounds.  
 
 2.2. Policies to improve the adequacy of pensions 
 
2.2.1. The new social security model included a recalculation of all pensions for 
persons who retired from work granted until 31.12.1999 according to a new pension 
formula that takes into account the duration of the period of insurance and the amount 
of the income on the basis of which social security contributions have been determined 
following 1997 as well as the highest income for a period of three consecutive during 
the last 15 years. Recalculation is done on the basis of average monthly insurable 
earnings for the country amounting to BGN 180.05 for 1999 without changing the 
individual ratios of pensioners. If it is found that recalculation according to the new 
pension formula is less favourable, the amount of the pension reached according to 
the old method is preferred. As a result the average monthly amount of retirement 
pension according to period of insurance and age increased from BGN 69.59 in 1999 
to BGN 87.65 in 2000 or approximately with 26%. 18 The maximum pension is limited 
to the amount of three of the four social pensions for old age and thus increased from 
BGN 111 to BGN 160. In 2001 a minimum of 90 per cent of the social pension for old 
age was introduced for survivors' pensions.  
 
2.2.2. To bring the amount of already granted pensions in line with the appreciation of 
life the law provides for an annual update,19 as of 1 July of each year, by a factor 
(index) determined by the increase in insurance income for the country and the 
consumer price index during the previous calendar year. Subsequently, this rule 
allowing greater flexibility in accordance with the country's economic capacity but also 
greater subjectivity, was amended. The factor by which pensions were updated was 
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 According to data from NSSI 
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 For a long time the word "update" caused ambiguity and was a source of endless controversy 
concerning this provision. On the one hand, the legislative intent involved the annual indexation of 
pensions to offset the appreciation of life and on the other, the majority of pensioners wanted annual 
adjustment of pensions based on average monthly income of the previous year. 
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formed by 75 per cent of the CPI and 25 per cent of the increase in insurance income 
for the previous calendar year. Later, the "Swiss rule" was introduced according to 
which inflation and the increase in insurance income participate with equal share 
50:50.  
 
2.2.3. This principle of bringing pension in line with the increased cost of living was 
never implemented in practice. Every year under the provisions of the State Social 
Security Budget Act the indexation of pensions was carried out based on political 
expediency. For example, already in 2001 the indexation of pensions was carried out 
as of 1 June. In certain years (2003 and 2004) pensions were indexed at a higher rate 
with the explanation that there was additional revenue or cost savings. On other 
occasions, pensions were indexed before the provided date and using different 
indices. In 2006 pensions were indexed by differentiated factors in relation to the 
amount of retirement pension. In the same year there was another indexation 
concerning pensions up to BGN 150. In 2008 pensions were indexed as of 1 July by a 
factor of 10.35 per cent. Simultaneously, during the same year as of 1 October there 
was a recalculation of employment-based pensions granted to 31 December 2007 on 
the basis of the average monthly insurable earnings for 2007 - BGN 398.17. With this 
adjustment virtually all pensions were aligned with a more updated average monthly 
insurance income.  
 
2.2.4. In 2009 the "Swiss rule" was applied in a very specific way. The index 19 per 
cent by which pensions were supposed to increase as of 1 July was dismantled into 
the following three separate constituents: minimum pensions increased by 10 per cent 
as of 1 January, all employment-based pensions increased by 10 per cent as of 1 April 
to giving more weight (from 1 to 1.1 per cent) for each year of pensionable 
employment; all pensions were increased by the balance of 9 per cent (19-10) as of 
July 1. Due to the large financial burden on the insurance system of indexation and 
additional payments from previous years and the economic crisis, in 2010 indexation 
of pensions was not provided. Indexation of pensions was not envisioned in the SSS 
budget for 2011  
 
2.2.5. In parallel with the indexation of pensions, annually with the same or nearly the 
same ratio change also the guaranteed minimum amounts of the various types of 
pensions. Initially, the minimum amounts of certain types of pensions were 
determined as a percentage of the social pension for old age. In 2006 an amendment 
was introduced providing for two methods of determining the minimum 
pensions. Employment-based pensions were related to the minimum amount of the 
pension for period of insurance and old age which is determined annually by the State 
Social Security Budget Act. The amounts of pensions not related to employment were 
made conditional to the size of the social pension for old age which is determined by a 
decree of the Council of Ministers. The emancipation of the guaranteed minimum 
amounts of employment-based pensions from the social pension for old-age can be 
defined as a solution defending the principles of social security.  
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2.2.6. During the analysed period (2000 - 2010) the maximum amount of pensions 
or the sum of pensions (additional non-regular payments excluded) has developed 
according to a different logic. By 2004 the limit on the amount of pensions was 
determined on the basis of four times the amount of the social pension for old-age. So 
each year by determining the social pension for old age the limit on the amount of 
pensions was increased. In 1 January 2004 the maximum amount of the received one 
or more than one pension was set at 35 per cent of the maximal insurable earnings for 
each calendar year. Thus the maximum amount of the pension or the sum of pensions 
paid to a retired person during this year was BGN 420. Later, due to the retention of 
the maximum insurable earnings at the same level for several consecutive years, the 
cap on pensions also remained unchanged which justly caused discontent among 
pensioners. The Bulgarian government did not implement the previously agreed 
provision stating that as of 1 January 2010 the cap on newly granted pensions would 
be removed due to the inclusion of a great number years in calculating the pension 
and the presence of an automatic regulator - the maximal insurable earnings 
introduced in 2000. The most recent intentions of the government are that the cap on 
newly granted pensions should be removed in 2014.  
 
2.2.7. Besides the already discussed policies for updating pensions by means of 
indexation, recalculation, etc., every year pensioners received lump sums called 
"Christmas pensions." The amount of these extraordinary payments allocated 
around Christmas differs in different years but public expectations for them are quite 
strong so they put additional pressure on the state budget and the budget of SSS.  
 
2.2.8. Furthermore, three changes in social security legislation adopted during the 
analysed period have a notable impact on the adequacy of pensions: 
 
2.2.8.1. A change was made on one of the parameters of the formula for calculating 
pensions so that it involved not the average monthly insurable earnings for the 
previous year but the average monthly insurable earnings for the 12 calendar months 
preceding the month when the pension was awarded. Thus, pensions are calculated 
on the basis of a more up-to-date value more closely related to the time of their 
allocation. This provision was applied to all pensions granted following 31 December 
2003. 
 
2.2.8.2. A change was made on the weight of one year of insurable earnings from 1 
per cent to 1.1 per cent as of 1 April 2008. This change has implications not only for 
newly granted pensions but also for all previously granted employment-based 
pensions. Furthermore, this provision shall apply both in determining the amount of 
personal pension for retirement and old age and in determining survivors’ pensions 
and the so-called widows' allowances. Here precisely the potential of the pension 
formula established by the reform of early 2000 is revealed. It allows in better 
economic conditions the weight of one year of insurance period to grow.  
 
2.2.8.3. A change was made in the SSC encouraging the postponement of retirement. 
Pursuant to this amendment persons who have insurance periods (without conversion) 
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37 years for men and 34 years for women and continue working after the age of 63 for 
men and 60 for women without being granted pension, for each year insurance period 
henceforth the percentage will be 1.5 which will be calculated pro rata for each month 
of the insurance period (in the formula for determining the amount of the pensions). 
Subsequently, in 2008 this percentage was changed to 3 percent for each year of the 
insurance period after reaching the age of retirement. 
 
2.2.9. The considered legislative decisions for maintaining the adequacy of pensions 
and the data concerning the dynamics in the amounts of pensions for the period 2000 - 
2010 lead to the following conclusions: 
 
2.2.9.1. A wide range of instruments is implemented (such as indexation, adjustment, 
change in the parameters of the pension formula, payment of lump sums, etc.) for the 
indexation of pensions thus reaching a sufficient level of adequacy in relation to the 
size and increase of insurance income. Part of the changes are motivated by the good 
economic environment (i.e. the possibility for generating income or realise savings 
within the insurance system) but in most cases the changes were driven by ad hoc 
political considerations; 
 
2.2.9.2. The inconsistency of the applied mechanisms for indexation of pensions 
generate rising public expectations in the context of decreasing opportunities for their 
fulfilment and thus create opposition among different groups of pensioners. This 
problem manifests itself especially in times of economic crisis when the possibilities of 
the budget are very limited. 
 
2.2.10. The results of the utilization of the new pension formula and the 
implementation of policies for indexation of pensions can be assessed by analysing 
the dynamics of the average pension of a pensioner and the replacement ratio of 
income. These are some the correct indicators for measuring the adequacy of 
pensions (Cf. Figure 1) directly related to the social security burden. 
           

Figure 1 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
Source: NSSI 
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2.3. Policies on short-term contingencies  
 
2.3.1. The reform of 2000 affected to a lesser degree the regulations governing the 
rights of insured persons with respect to short-term insurance risks such as sick 
and maternity leave, occupational accidents and occupational diseases and 
unemployment. These regulations were simply transferred from Title III of the Labour 
Code in the CSSC. The only significant change was the introduction of the fund 
organisation of the SSS and the establishment of insurance funds for these risks. In 
the following years, however, several changes were introduced in legislation aiming to 
concentrate and improve the organisation and management of short-term risks of 
social security extending the rights of insured persons and others. The most significant 
legislative changes concerning particular short-term risks are the following:  
 
 
2.3.2. Insurance for sick and maternity leave: The changes concerning this risk can 
be summarised in the following several points:  
 
2.3.2.1 Compensations for temporary incapacity to work during the first days of 
the leave are paid by the employer. Since the beginning of 2000 the employer was 
obliged to pay due compensation for temporary disability for the first three days but not 
for more than 15 days within a calendar year. The purpose of this change was to 
strengthen employers' controls on sick leave as an interested party. This measure 
originally had a relatively good effect. Subsequently (as of 1 January 2004) the 
commitment of the employer was limited to paying only the first day of temporary 
disability of its employees. The economic crisis led to a transitional provision in 2010 
according to which the employer resumes payment of temporary disability benefits for 
the first three days of the sick or maternity leave but at the amount of 70 per cent of 
the average gross salary. This measure is expected to be implemented in 2011 and as 
of 1.01.2012 the employer will start paying for the first day of temporary disability at the 
amount of 100% of the salary.  
 
2.3.2.2. Calculation and payment of cash benefits for temporary disability, 
occupational rehabilitation, maternity and child-raising by NSSI. This legislative 
change as of 1 January 2007 was necessitated by the requirement of the European 
Commission for the elimination of all intermediaries between the rights of insured 
persons and the insuring institution. Initially, the introduction of this measure resulted 
in some social tensions mainly because of errors in the network related to the transfer 
of the medical certificate from the medical practitioner to NSSI and the absence of data 
or incorrect data in the personal register for certain insured persons. Gradually, these 
problems have been removed and the effects of this new policy have become visible. 
The control was strengthened and the payment of cash benefits was guaranteed.  
 
2.3.2.3. Changes in the conditions of entitlement to maternity benefits and 
extending the period for which monetary compensation is calculated. Legislative 
changes in this area were aimed at curbing the intentional abuse of benefits from the 
Fund Sickness and Maternity with fake employment contracts and artificially high 



_________________________________________________________________ 

ESC/2/021/2010 – Commission of Budget, Finance, Insurance and Social Security 

                                    Commission on Labour, Incomes, Living Standards 

                                     and Industrial Relations 

29 

income for short periods of time. Initially, every mother was entitled to financial 
compensation for pregnancy and childbirth provided that she had been insured against 
this risk regardless of the duration of her insurance. Subsequently in 2004 the 
requirement for a necessary minimum period of insurance was proposed and as of 1 
July 2004 the entitlement to financial compensation for pregnancy, childbirth and 
raising a young child was made conditional to a six-month insurance period. As of 1 
January 2009 when the period of maternity leave for pregnancy and birth was 
extended the entitlement to financial compensation required an insurance period of 12 
months. As of the same date the period on the basis of which the amount of 
compensation is calculated changed from 6 to 12 months. Starting form 2011 the 
access to insurance remains 12 months while the period for calculating the amount of 
the benefit increases from 12 18 months. Thus the risk for abusing the social security 
system by enrolling in it (including retroactively) and declaring an artificially high 
income for a short period of time is largely controlled.  
 
2.3.2.4. Changes in the length of maternity leave for pregnancy and childbirth 
and the right to financial compensation instead of salary. Leave for pregnancy 
and childbirth is regulated in the Labour Code and its duration for which compensation 
is paid is be determined in the SSC. The demographic crisis and declining fertility in 
the country were the main reasons for increasing the length of maternity leave for 
pregnancy and birth to 410 days as of 1 January 2009. A new element in these recent 
changes in the Labour Code and the SSC is the introduction of leave of 15 days as of 
discharging the child from the hospital and the possibility of the entitlement to leave for 
pregnancy and birth to be transferred by the mother to father when the child is 
between 6 and 12 months of age. As a policy encouraging the birth rate these changes 
have proved efficient. What is difficult, however, is keeping the contribution for 
sickness and maternity of a low level after the last increase of 3 to 3.5 per cent in 
2004. As a result, Fund Sickness and Maternity suffers from deficits for a third 
consecutive year.  
  
2.3.3. Unemployment insurance: the changes in the provisions for this risk can be 
summarised in the following several points:  
 
2.3.3.1. Changes in the conditions of access to unemployment benefits. With the 
passage of the payment of unemployment benefits to the NSSI the conditions for 
receiving unemployment compensation changed. They became stricter and clearer. 
Furthermore, the right to compensation no longer depended on the period of 
employment but on a stipulated period if insurance: it became obligatory for everyone 
to have been insured against this risk for 9 out of the last 15 months prior to dismissal. 
To unify the process of calculation and payment of unemployment benefit with that for 
sick and maternity leave since the beginning of 2009 it has been defined as the 
average daily compensation and has been paid for the relevant number of working 
days in a month. Personal data form the register of NSSI is used for the calculation of 
the amount of the benefit, including data concerning the wages paid during the last 18 
months.  
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2.3.3.2. Changes in the circle of persons insured against the risk of 
unemployment. To avoid the possibility of using subsidised employment to meet the 
conditions for obtaining the right to unemployment benefits, gradually the workers 
participating in the programmes "From Social Assistance to Employment" (2003) and 
the "In Support of Motherhood" (2007) were excluded from the circle of persons 
insured against this risk. There will be further changes in this direction until all persons 
participating in programmes for subsidised employment have been excluded from this 
circle. 
 
2.3.3.3. Introduction of compensation for long-term unemployment. Since 1 
January 2007 there has been the opportunity to receive monetary compensation for 
long-term unemployment for a period of 30 months for persons who have been 
registered as unemployed and have remained unemployed for at least 12 months 
preceding the month of application for such compensation. Further requirements are 
that the unemployed are aged 60 years and 6 months for men and 57 years and 6 
months for women and the sum of their age and their period of insurance against 
unemployment is no more than 60 months less than the requirements for the 
respective year. The unemployed may use the entitlement to financial compensation 
for long-term unemployment only once. The purpose of the long-term unemployment 
benefit is to give unemployed the opportunity to accumulate a period of insurance of 
30 months and thus acquire pension rights and to provide subsistence for the 
unemployed people at retirement age. A similar measure was introduced in Germany.  
 
2.3.4. Insurance against work accidents and occupational qualifications. The 
changes concerning these two risks can be summarised in the following two points:  
 
2.3.4.1. Employers were released from the responsibility to recover part of the 
compensation paid in case of a work accident. This responsibility was transferred 
from the old legislation to CSSC but was later (2001) removed. The reasons for such a 
legislative solution lay in the general principles of insurance and in particular the 
principle of solidarity. Employers pay social security contributions for their employees 
to insure them against the risks of work accidents and occupational diseases and 
should not be sanctioned twice - once by paying social security contributions and a 
second time by having the obligation to recover the cash benefits paid to insured 
persons.  
 
2.3.4.2. A differentiated contribution was introduced ranging from 0.4 to 1.1 per cent 
according the different groups of economic activities and the frequency and severity of 
accidents at work and occupational diseases. Determining the group of each economic 
activity is done by means of a special methodology adopted by an Act of the Council of 
Ministers and based on statistical information about occupational accidents and 
diseases provided by the NSSI. The differentiation of the amount of contributions to 
"Employment Accidents and Occupational Disease" Fund achieved a greater equity 
between employers - lower contributions are made by those employers where the real 
risk occurs less frequently and vice versa, where the risk is greater higher 
contributions are paid. This measure can be improved further by individualising the 
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contributions of individual employers within the respective groups of economic 
activities or by introducing the system of "bonus-malus."  
 
 
 3. Political decisions and legislative changes eroding the social security model 
 
 3.1. Reduction of social security contributions and the social security basis - 

chronology and results 
 
3.1.1. One of the objectives of the social security reform of 2000 was to achieve 
financial sustainability of social security funds and terminate the bad practice until 
then of covering deficits by increasing the amount of contributions. Thus, as a part of 
the many changes in the parameters of the insurance system, since 1 January 2000 
the following changes in the amounts of social security contributions have been made:  
The total amount of the contribution for those insured against all risks for the third 
category of labour: 39 per cent for 1999 was reduced to 35.7 per cent as of 1 July 
2000. The contribution for employees in the first and second category of work: 
respectively 54 per cent and 47 per cent for 1999 became equal for both categories 
of labour 38.7 per cent for 2000. The amount of the contributions to the Pension Fund 
of self-employed persons and those employed by an employer were levelled. From 22 
per cent for 1999 the amount of the contribution changed to 32 per cent for 2000. The 
amounts of the contributions to newly established occupational pension funds were set 
to 12 per cent for first category work and 7 per cent for the second category of work. 
On the basis of these amounts of the contributions actuarial assumptions were made 
which showed that the social security system will overcome the deficit and generate 
surplus for the period 2006 - 2007 year.20  
 
3.1.2. As early as in the year 2000, however, a new macroeconomic policy was 
launched which involved the reduction of social security contributions in order 
to stimulate businesses, improve competitiveness and reduce labour costs. This 
policy led to the reduction as of 01 January 2001 of the amount of the contributions for 
the Pension Fund by 3 percentage points. Agricultural and tobacco producers were 
relieved to pay social security contributions on ¼ of the minimum insurable earnings 
for the self-employed persons and not to make an annual adjustment. As a result, the 
income in the fund decreased by BGN 340 million. In 2002 two percentage points of 
contributions to the Pension Fund for persons born after 31 December 1959 were 
transferred to the Universal Pension Fund (UPF) and thus the Pension Fund was 
deprived of additional income at the rate of BGN 70 million. Following these changes 
actuarial calculations showed that the insurance system can achieve financial 
stability by 2011.  
 
3.1.3. In 2004 at the insistence of employers and in order to ensure long-term planning 
of expenditures, the amounts of the contributions were fixed in the SSC while until then 
they were determined in the State Social Security Budget Act for the respective year. 

                                                 
20

 Later analyses of comparable bases showed that these estimates were absolutely accurate if the 
amounts of contributions determined in 2000 were maintained. 
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Regulates the timetable for increasing the contribution to the universal pension funds, 
respectively - to reduce the contribution to the Pension Fund in the SSS. In 2004 the 
amount of the contribution to the UPF increased from 2 to 3 per cent. The State 
Social Security Budget Act regulates only the allocation of each contribution among 
SSS funds.  
 
3.1.4. In 2005 the amount of the contributions to the Pension Fund for all insured 
persons were further reduced with additional 6% and with 7% for those born after 31 
December 1959. Thus the amount of the contributions to the UPF reached 4 per cent. 
The reduction of the rate of the contributions to the Pension Fund was again motivated 
with relieving the tax and social security burden of employers. In the same year, the 
contributions to the Sickness and Maternity Fund increased to 3.5 per cent (from 3%) 
and for the Unemployment Fund were reduced to 3 percent (from 3.5%). This change 
was prompted by the need to avoid the deficit in the Sickness and Maternity Fund due 
to increased expenses. In the same year the practice to redistribute part of he 
contributions paid by employers to the Pension Fund and redirect them for temporary 
disability and maternity benefits was discontinued. This reduction of the social security 
base reduced the income of the Sickness and Maternity Fund by BGN 40 million and 
this deficit increased progressively in subsequent years.  
 
3.1.5. The social security base was limited due to the exclusion of the minimum 
insurable earnings for self-employed persons and the maximum insurable earnings 
from the minimum wage. Since 2004 for a period of several years the minimum social 
security income was retained at the same level or increased at a slower rate than the 
growth of the average monthly social security income. This not only decreased the 
income from the contributions of self-employed persons but also led to an unfair 
redistribution of resources from employees to self-employed persons with respect to 
the amount of guaranteed minimum pensions. This injustice was overcome as late as 
2010 when the minimum insurable earnings of the self-employed persons was 
increased from BGN 240 to BGN 420 and those of farmers from BGN 60 to BGN 
240. In 2007 new reductions were made in the social security contributions to the 
Pension Fund of SSS. Since 1 January 2007 UPF contributions for those born after 31 
December 1959 were increased from 4% to 5% by which the State Social Security 
revenues declined by around BGN 110 million. In the same year starting from 1 
October the contributions to the Pension Fund were reduced by 1 point (from 23% to 
22%) and those to the Unemployment Fund by 2 points (From 3% to 1% ). This 
deprived State Social Security of further BGN 90 million by the end of the year.  
 
3.1.6. In order to remedy this situation as of 01 January 2009 legislative changes 
stipulated the participation of the State as a special insurer in Pensions Fund in 
terms of transferring 12 per cent of the sum of the insurance income of all insured 
persons including ч. self-employed persons. The original idea was such contributions 
to be paid by the employer and immediately afterwards the state to reimburse them. 
However, if the employer does not fulfil this obligation within a certain time limit, the 
contributions to be restructured as liabilities of the employer. With the argument that 
there is no institutional capacity in the NRA to administer such a process, the idea was 
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not realised, instead, the contributions were made by state transfers. The participation 
of workers, employers and the state in the Pension Fund was regulated in the ratio 
8:10:12, amounting to an overall contribution rate for this fund of 30 percent. The 
policy of reducing social security contributions continued in 2010. The present 
government reduced contributions by 2 percentage points arguing that this will help 
businesses to emerge from the economic crisis while maintaining nearly 200,000 jobs 
and creating new jobs. Economic data by the third quarter of 2010 provide no 
confirmation to these arguments.  
 
3.1.7. The enactment of the Tax-Insurance Procedure Code in the end of 2005 
introduced some changes in the Social Security Code. Pursuant to these changes the 
function "collection" of mandatory social security contributions was transferred 
from the NSSI to the NRA. The registration of insurers, self-employed persons and 
insurance funds was also transferred to the NRA. Statements for insurance periods 
and income by insured and self-employed persons, as well as declarations of different 
circumstances by employers concerning their obligations as insurers are submitted to 
the NRA. This separation of the function of collecting contributions from that of cost 
management introduced considerable repercussion in the social security system of 
Bulgaria and the effects of this measure are very controversial.  
 
 3.2. Changes in the expenditure section of budget of the State Social Security – 

compromises and generating additional deficits 
 
 
3.2.1. Widening the circle of beneficiaries and extending the periods for early 
retirement. Early retirement under the Bulgarian pension system is not only related to 
having worked in difficult and dangerous working conditions in some occupations but 
also to the restructuring of heavy industry economy sectors as well as reforms in the 
army, police, investigation and other specialised institutions. The purpose of 
maintaining a certain period of early retirement in these spheres was to avoid social 
tension and hide the actual unemployment behind pension schemes. Initially, the idea 
was to limit this policy to 2010. This objective was not achieved and under the 
increased external pressure a number of legislative compromises were made by which 
the period for early retirement under SSS was actually extended to 2014. Although it is 
financed from its own source (The Teachers' Pension Fund) the period for early 
retirement of teachers has been extended from 2010 to 2020.  
 
3.2.2. Facilitating access to a pension through the purchase of insurance periods and 
insurance for long-term unemployment. The expected and the subsequent protests 
against the point system for retirement gave birth to a new phenomenon - the 
purchase of insurance periods - which is contrary to the principles and actuarial 
premises of social security. A facilitated access to pensions was given by the 
following legislative changes:  
 
3.2.2.1. When it was adopted the CSSC provided for the opportunity to the persons 
who have graduated university or higher vocational education during specific 
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transitional periods /by the end of 2005 or within a 5-year period following the 
completion of the training for persons admitted to he university for the academic year 
1999/2000 / to pay for at their own expense contributions to the Pension Fund. 
Subsequently, this period was amended twice and is now in effect until 2015;  
 
3.2.2.2. The amendments to the Regulation for the social security of self-employed 
and the Bulgarian citizens employed abroad enabled the participants in international 
missions sent under the Ministry of Interior Act to make contributions to Pension Fund, 
including contributions for past periods without paying interest on them. Subsequently, 
this principle was extended also to the spouses of persons sent on diplomatic missions 
;  
 
3.2.2.3. Since the beginning of 2006 an opportunity has been given to persons above 
the age specified by Art. 68, Paragraph. 1 and 2 of SSC, who are missing up to 5 
years period of insurance to obtain an entitlement to pension so that they would be 
able by 31 December 2015 purchase the necessary period of insurance. The 
contributions they have to pay are at the amount prescribed by the Pension Fund in 
accordance with the minimal insurance income for self-employed persons as of the 
date of their payment. Under this Regulation the right of such persons to pension 
arises as of the date of transferring the contributions or as of the date of the 
confirmation of an instalment plan for their payment. 
 
3.2.2.4. Since the beginning of 2007 the instrument of compensation for long-term 
unemployment was instituted for persons who are missing 5 points for retirement 
and are aged 57 years and 6 months (for women) and 60 years and 6 months (for 
men). The purpose of this benefit is not only to secure subsistence but also to facilitate 
the access to an unemployment pension at a pre-pensionable age.  
 
3.2.3. On 01.11.2010, the representatives in a tripartite dialogue signed a National 
Agreement on a New Strategy for Financial Stability of State Social Security and 
Improving the Pension Legislation. The envisioned measures and actions include: 
achieving consolidation and stabilisation of SSS income by 2035, including by means 
of increasing the amount of the social security contribution for pensions by 1.8%; 
increasing the requisite period of insurance for workers of third category of labour (by 4 
months during each calendar year until the period reaches 37 years for women and 40 
years for men by 2020); increasing the requisite retirement age by 6 months each 
calendar year until it reaches 63 years for women and 65 years for men; increasing the 
period for early retirement for workers in the first and second categories of labour by 
31 December 2014; paying as of 1 January 2015 early pensions for workers in the first 
and second category of labour only from professional pension funds. In order to 
improve the adequacy of pensions from 1 January 2017 the weight of each year of the 
period of insurance for an employment-based pension from 1.1% to 1.2%. As of 1 
January 2017 the total amount of contributions to the Pension Fund will be increased 
by 2%. The increase is directed towards the universal pension funds (from 5% to 7%).  
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IV. CONCLUSION  
 
 

The Economic and Social Council considers that the presented analyses, 
assessments and policies concerning tax and social security legislation can not be 
comprehensive and unambiguous. They include diverse important perspectives on 
issues of state regulations, macroeconomic and fiscal stability, employment, income, 
consumption and business competitiveness, the financial sustainability of social 
systems and political risk. In the aftermath of the financial and economic crisis the 
proposed measures should be related and combined with the policies and priorities for 
achieving economic growth, restructuring of the economy, innovations, investment and 
employment, with reforming and modernising the social sector and the administrative 
system, with the most efficient utilisation of EU funds in the context of the requirements 
of the Europe 2020 Strategy. In parallel to this, there is a need for effective industrial 
relations and constant monitoring and control of the effects of the policies for reforming 
the tax and social security conditions in the country, of the development of the informal 
sector, of tax collection and social security contributions, and of the structure of 
budgetary and social security costs.  
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Appendices to the "Policies for taxation" 

          APPENDIX № 1 

 

          Table 1 

Total tax revenue as a percentage of the GDP 

Years   2004  2005  2006  2007  2008  revenue billion Euros  № in the EU 

Bulgaria   22.5  23.7  24.5  25.6  25.2   8,612      13 

EU     25.3  25.8  26.1  26.5  25.9   -       - 

difference   -2.8  -2.1  -1.6  -0.9  -0.7    -       - 

 

          Table 2 

Revenue from indirect taxes as a percentage of the GDP 

 Years   2004  2005  2006  2007  2008  revenue billion Euros  № in the EU 

Bulgaria   17.5  18.7  19.4  18.9  18.6   6,330      2 

EU    13.9  14.2  14.3  14.2  13.8   -       - 

difference   +3.6  +4.5  +5.1  +4.7  +4.8   -       - 

           

           Table 3  

Revenue from VAT as a percentage of the GDP 

 Years   2004  2005  2006  2007  2008  revenue billion Euros  № in the EU 

Bulgaria   10.7  12.1  12.4  12.1  11.5    3,921     1 

EU    7.6  7.9  8.0  8.0  7.8    -       - 

difference   +3.1  +4.9  +4.4  +4.1  +3.7    -       -           

           

            Table 4     

Revenue from direct taxes as a percentage of the GDP 

 Years   2004  2005  2006  2007  2008   revenue billion Euros  № in the EU 

Bulgaria   6.0  5.7  6.0  7.2  7.0    2,388     25 

EU     11.5  11.7  11.9  12.3  12.2    -       - 

difference   -5.5  -6.0  -5.9  -5.1  -5.2  
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Table 5      

Revenue from corporate taxes as a percentage of the GDP 

Years    2004  2005  2006  2007  2008  revenue billion Euros  № in the EU 

Bulgaria  2.4  2.4  2.7  3.2  3.3    1,139      10 

EU     2.9  3.1  3.3  3.5  3.3    -       - 

difference   -0.5  -0.7  -0.6  -0.3   0    -       - 

 

 
Note: The data in the appendices are derived from the following official sources:  
Taxation trends in the European Union, Data for EU Member States, Iceland and 
Norway, European Commission Taxation and custom unit, Eurostat 2010 , P. 292-309;  
Worldwide Corporate tax guide 2010 Ernst & Young ( the section on the surveyed 
countries);  
Worldwide value added tax , goods and service tax and sales tax 2010, Ernst & Young 
(the section on the surveyed countries) .  
 
  
 
 
 
 The scope of the comparative analysis of the countries presented in the following 
Appendices includes EU Member States and third countries. The selection is based on 
two reasons. The first is that Bulgaria is a EU Member State and therefore the scope 
of the analysis included other Member States. The second reason requires Bulgaria to 
be compared also to countries that are currently outside the EU but have similar 
political and economic development as well as geographical location: countries 
situated on the Balkan Peninsula and in Eastern and Central Europe.  
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 APPENDIX № 2 

 

           Table 6 

Revenue from indirect taxes as a percentage of total tax revenue 

Years   2004  2005  2006  2007  2008  revenue billion Euros  № in the EU 

Bulgaria  53  54.9  58.4  55.1  55.7    6,330     1 

EU     38.8  39.1  39.1  38.4  37.6    -      - 

difference  +14.2  +15.8  +19.3  +16.7  18.1    -      -  

                    

           Table 7 

Revenue from VAT as a percentage of total tax revenue 

Years   2004  2005  2006  2007  2008  revenue billion Euros  № in the EU 

Bulgaria   32.4  35.7  37.4  35.4  34.5    3,921     1 

EU    21.2  21.9  22.0  21.7  21.4    -       - 

difference   +12.2  +13.8  +15.4  +13.7  +13.1    -       - 

 

           Table 8 

Revenue from direct taxes as a percentage of total tax revenue 

 Years   2004  2005  2006  2007  2008  revenue billion Euros  № in the EU 

Bulgaria  18.1  16.9  17.9  20.9  21.0    2,388      27 

EU    30.7  30.8  31.3  32.3  32.4    -       - 

difference   -12.6  -13.9  -13.4  -11.4  -11.4    -       -    

EU    8.1  8.4  9.0  9.5   9.2    -       - 

difference   -1.2  -1.2  -0.9   0  +0.8    -       - 

         

           Table 9  

Revenue from corporate taxes as a percentage of total tax revenue 

 Years   2004  2005  2006  2007  2008  revenue billion Euros  № in the EU 

Bulgaria  7.3  7. 0  8.1  9.5  10.0    1,139     9  

EU     8.1  8.4  9.0  9.5   9.2    -       - 

difference   - 0.8  -1. 4  -0.9   0  +0.8    -       -       
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APPENDIX № 3 

 

TAX RATES 

 

 

country          type of corporate tax on  

      profit   increase  dividends  fees   income from 

                                                        of the capital              /royalties/   services                     

                                                                                                                                  subject to                         

                                                                                                                               withholding tax 

 

1. Albania                   10%                       10%               10%               10%                10% 

2. Bulgaria                  10%                        5%                5%                 10%                10% 

3. Croatia                    20%                       20%               0%                  15%               15% 

4.Czech Republic        5% /19%               0% /19%        0% /15%        15%               15% 

5. Hungary                  10% /19%             10% / 19%      0% / 25%        0% / 30%      - 

6. Romania                  16%                      16%                16%                16%              16% 

7. Serbia                      10%                      10%                 20%                20%               - 

8. Slovakia                  19%                      19%                 0%                  19%               - 
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APPENDIX № 4 

 

1. Bulgaria. Each recipient of income from sources in the country which is based 
in Bulgaria, another EU Member State, or a Member of the EEA may request that its 
eligible costs incurred to generate income from fees and services be excluded from it 
taxable earnings. The request is made when filing the Annual Tax Return /ATR/ by the 
end of the year following the the year of generating the income. Tax on dividends is 
not levied with respect to entities based in Bulgaria, another EU Member State, or a 
Member of the EEA. In the presence of Double Taxation Avoidance Agreement 
/DTAA/ the rates provided by such agreement for dividends, fees /royalties/, income 
from technical services, etc. have precedence over the rates established by national 
tax law. This approach is also applied with respect to the other contracting party.  

2. Czech Republic. A rate of 5% is levied on profits of investment, mutual and 
pension funds. Capital gains originating from the country or EU / EEA parent 
companies from the transfer of shares from subsidiaries are exempt from taxation 
under certain conditions. Withholding tax may be reduced in the presence of a DTAA 
that provides for lower rates. In general, dividends are taxed with final tax at the rate of 
15%. The recipients of dividends under EU Directive 90/4354 / EC are exempt from 
taxation. Income from services with a Czech source which is paid to persons from EU 
and EEA are exempt from taxation as of 1 January 2011  

3. Hungary. There is a standard rate of taxation of corporate profits of 19% and a 
reduced rate of 10% - for profit under HUF 50 million. Both rates are applied both in 
cases of exceeding the threshold of HUF 50 million. 

4. The tax on dividends from sources in the country was effectively repealed on 
01.01.2006      

5. Romania. A tax of 10% is imposed on the income from dividends paid by 
Romanian companies or local entities to recipients who are based in EU or EEA 
Member States. This rate can be reduced to 0% subject to specific requirements laid 
down by Romanian legislation. Withholding tax of 10% is levied on fees if the recipient 
is a local person or a person exercising commercial activity in a EU or EEA Member 
State.  

6. Serbia. Tax on received dividends is levied on foreign companies as well as on 
local and foreign individuals. The scope of the tax on income from royalties from a 
source in the country is the same. Capital gains tax is imposed only on foreign 
companies. Only standard rates are used with respect to all taxes.  

7.  Slovakia. The tax rate for withholding taxes on income may be reduced in 
accordance with a DTAA.  
   
  The formation of the tax base for taxing corporate profit and income differs 
according to country in the following respects: 
1. Albania - all reasonably incurred expenses for business operations are recognised 
for tax purposes, provided that they are documented in accordance with the respective 
regulations, with the exception of:  

- remuneration paid in kind; 
- pension and other contributions which are not binding under the law; 
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- salaries that are not paid by bank transfer; 
- writing off debts, unless all legal possibilities for their collection have been 

exhausted; 
- expenses for the payment of withholding taxes unless paid in the year of 

providing the service. 
There are also a number of limitations on the recognition of expenses the most 
important of which being:  

- entertainment expenses amounting to 0.3% of the annual turnover of the 
taxable person; 

- manufacturing waste and losses, including unrealized losses from the 
revaluation of assets and liabilities to the extent determined by the legislation; 

- sponsorship to 3% of the income before taxes and 5% of the costs of media 
advertising; 

- interest expenses up to the average interest rate determined by the Bank of 
Albania and provided that the debt does not exceed 4 times the amount of the 
capital of the taxable person; 

- costs for improvements and maintenance of fixed assets may be recognised in 
full for the year of performance provided they do not exceed 15% of the book 
value of the assets; 

- costs paid in cash up to ALL 300,000; 
- depreciation of buildings and intangible assets depreciated using the straight-

line depreciation rate of 5% for buildings and 15% for other intangible assets. All 
remaining assets are depreciated using the diminishing balance method with 
depreciation rates of 20% of PC software and 20 % for each of the other 
depreciable assets. 

2. Croatia - The tax base is increased by such elements as:  
- depreciation in excess of the amounts allowed for tax purposes; 
- penalties between related parties; 
- non-diminishable interest expenses on loans between related parties; 
- costs associated with coercive collection of taxes and fines;               
- unrealised losses from valuation of shares and goods or materials in stock if 

reported as costs; 
- costs not related to the business activity and made to shareholders and related 

parties; 
- 70% of entertainment expenses associated with a business partner, including 

gifts even if they bear the logo of the taxable person, use of cars, sports, 
entertainment and the like; 

- fines imposed by competent authorities;     
- 3% of the cost, without insurance and interest costs, incurred in association to 

own and leased automobiles used by management administrative staff; 
- hidden profit distribution; 
- other costs that do not entail profit in the line of business.  
 Depreciation costs are estimated using the linear depreciation method subject to 

the following limitations:  
1.Buildings and ships registered in 1000 gross tons - 10%; 
2. Private vehicles /automobiles/ - 40%; 



_________________________________________________________________ 

ESC/2/021/2010 – Commission of Budget, Finance, Insurance and Social Security 

                                    Commission on Labour, Incomes, Living Standards 

                                     and Industrial Relations 

43 

3. Intangible assets, equipment, trucks, machinery - 50%; 
4. PC software, mobile phones and PC accessories - 100%; 
5. Other assets - 20%; 

 Tax depreciation may not exceed the accounting depreciation. Excesses may be 
recognised with respect to subsequent tax periods. The value of personal automobiles 
subject to depreciation for tax purposes is limited to HRK 400,000 per car. This 
restriction does not apply to passenger cars for hire or used for taxi service. 
3. Czech Republic - All costs associated with creating, providing and maintaining 
taxable income are recognised for tax purposes. They should be properly documented 
and are limited in size by the law. The most significant cost elements, recognised for 
tax purposes are as follows:  

- The book value of insurance if related to taxable income; 
- Membership dues /membership fees/ participation in legal entities under certain 

conditions; 
- Damage resulting from natural disasters when established and documented in 

accordance with the respective regulations; 
- Real estate tax, road tax and other fees paid in accordance with Czech 

legislation; 
- Provisions for appropriate activities, social and health conditions; 
- Payment of leasing instalments including financial leasing under certain 

conditions; 
- Mission costs at home and abroad; 
- Donation of CZK 2000 for social and charitable purposes but not more than a 

total of 5% of the taxable income; 
- The sum of overdue receivables (delayed more than 36 months) by which the 

amount of the taxable financial result was reduced; 
 Depreciation costs recognised for tax purposes fall into the following categories 

and time periods:  
 1. Office Equipment - 3 d; 
 2. Cars, buses, airplanes, tractors and equipment - 5 g; 
 3. Machinery and equipment - 10 g; 
 4. Wooden buildings, buildings for the production of energy and the like - 20 years; 
 5. Buildings - 30 g; 
 6. Special buildings / hotels, warehouses, shops, offices / - 50 years 
 Taxpayers choose the method of linear or accelerated depreciation. In case of 
accelerated depreciation the expense for the first year is calculated as book 
depreciation divided by fixed applicable coefficient. For subsequent years the 
remaining depreciation of the asset is multiplied by 2 and then the result is divided by 
the applicable coefficient and the number of years for which the asset has been 
already depreciated is subtracted from the result. 
4. Hungary - Certain types of income, such as received dividends, are not subject to 
taxation with corporate tax. They are treated in a special rules for controlling foreign 
corporations. Hungarian local taxable persons taxable persons with business 
operations in Hungary exclude 75% of interest income from foreign sources from the 
tax base for their corporate profits. At the same time, they are required to calculate 
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interest income taking into account both the amount of interest income and all 
expenses directly or indirectly related to the realised revenues.  

For tax purposes the method of linear depreciation is applied together with the 
following restrictions:  

1. Buildings used for hotels and catering business / - 3%; 
2. Commercial Industrial Buildings - 2% - 6%; 
3. Buildings for rent - 5%; 
4. Cars - 20%; 
5. Machinery and equipment 

- overall rate of 14.5%; 
- auto, equipment for protection - 33%; 

6. РС - 50 %; 
7. Intellectual Property and film equipment and film production - 50%. 

   Losses incurred in 2009 and subsequent years may be carried forward for an 
unlimited number of years without seeking permission from the tax authorities provided 
that the tax loss is documented in accordance with the relevant legal provisions. 
Acquiring companies in case of business transformations may carry forward the losses 
accrued by the acquired companies up to the amount of loss that has not been 
transferred.  
5. Romania - In general, reported revenues are included in the tax base for corporate 
tax except:  

- dividends received by residents or non-residents of subsidiaries from the EU 
and with place of business activity in the EU provided that certain requirements 
of Romanian legislation are met;       

- increase of share participation in other companies as a result of incorporation of 
reserves, premiums, profits, and similar items, as well as the revaluation of rights and 
long-term bonds; 

- income from withdrawal / cancellation / of expenditure and provisions which 
previously have not been diminishable; 

As regards costs, alongside the cost necessary for realisation of income and 
profit, the taxable income may be reduced by the following limited expenses:  

- protocol and entertainment expenses / gifts for clients, business lunches, etc. / 
up to 2% of the profit before taxes;     

- contributions to the Reserve Fund to 5% of the annual accounting profit before 
tax, while the fund reaches 20% of share capital / registered capital /; 

- business trip expenditures up to 2.5 times above the limits for civil servants; 
- costs eligible under the provisions of the law; 
- expenses for loan interest and losses resulting from revaluation of foreign 

currency in respect of loans governed by the method of thin capitalisation when 
their size does not exceed the amount limited by law. 

Costs of depreciation are determined according to the following methods :  
1. Buildings - straight-line depreciation method; 
2. Equipment - straight-line depreciation method, method of diminishing balance or 

accelerated depreciation; 
3. Other assets - straight-line depreciation method or method of diminishing 

balance. 
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The selected method must be applied consistently. The following periods of utilisation 
of depreciable assets are used for tax purposes: 

1. Buildings, structures, fences, roads - from 8 to 60 years; 
2. Machinery and equipment - from 2 to 24 years; 
3. Furniture - from 2 to 15 years; 
4. Cars - from 3 to 9 years; 
5. Intangible assets / patents, licenses / - for the duration of contracts or the use of 

the rights; 
6. PC software using the straight-line depreciation - 3 years 

Goodwill cannot be depreciated for tax purposes. The revaluation of the balance value 
of fixed assets carried out before 31.12.2003 is recognised for tax purposes. Expenses 
accrued for the benefit of employees of private pension schemes and health and social 
security schemes are recognised up to the respective thresholds which differ across 
different states. 
   Some costs are not recognised for tax purposes. The more important of them 
are the following:  

- Costs of services including management, assistance and counseling in case the 
payer is unable to prove their necessity and no contracts or other documents 
are presented to evidence that they were performed;       

- Payments for social security or other risks associated with accidents / incidents 
/ for assets owned by shareholders and members; 

- Expenses for interest on loans regulated by the method of thin capitalisation, in 
amounts exceeding the costs in RON as a result of higher interest rates than 
those published by National Bank of Romania for the last month of the quarter 
and for loans in foreign currency at an annual rate higher than 8% for 2009;  

- Fines and penalties imposed by government authorities; 
- VAT relating to certain unrecognised expenses; 
- Expenses accrued for the benefit of shareholders or members other than 

payments for goods or services at market prices; 
- Wages that are not taxed as personal income subject to the requirements of the 

law; 
- Expenditure related to exempt income. 

6. Serbia - The taxable profit is the positive difference between revenue and 
expenditure. Revenue is defined as:  
- proceeds from the sale of goods, finished goods, and services; 
- income from financial operations; 
- capital gains; 
- income from transfer pricing. 

Expenditure recognised for tax purposes are the costs accrued for business 
operation. They should be documented. Depreciable assets are divided into five 
categories with recognition of costs using the straight-line depreciation method for the 
first category and the diminishing balance method for the rest. In these five categories 
the rates are respectively 2.5%, 10%, 15%, 20% and 30%. The types of assets in 
those five categories are determined by means of an act of secondary legislation. 
Accelerated depreciation at the request of the tax subject is permissible up to 25% 
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higher rate than those determined for computers and assets used for environmental 
purposes, research or training, or training of personnel.  
7. Slovakia - The tax base for taxation is based on the accounted profit, which is 
adjusted for certain items under the tax law. Dividends are not included in the tax 
base. The most significant elements od expenditure recognised for tax purposes are 
tax depreciation, the cost of protective equipment at work and environmental 
protection.  

For the purposes of tax depreciation assets are divided into four categories 
depreciable assets, each of which has a period of depreciation estimated in years 
ranging from 4 to 20 Intangible depreciating assets are depreciated for tax purposes 
according to their actual useful life.  
  Since 2009 assets may be distributed in parts and each part should have a 
separate cost higher than EUR 1,700 and should be suitable for maintaining 
independently. Assets eligible for partial depreciation are set out in the corporate tax 
law. This category includes separate parts of specialised buildings and machinery. 

The application of both the linear depreciation method and the accelerated 
depreciation method is permissible by choosing the method for individual assets and it 
can not be changed during the period of depreciation. The following expenses are not 
recognised for tax purposes:       

- Entertainment and travel expenses exceeding the prescribed limits; 
- Fines and sanctions except liabilities under commercial contracts;           
- Fines imposed for damages caused to the environment; 
- Taxes paid on behalf of other taxable persons; 
- Reserves and provisions exceeding the prescribed limits; 
- Written off debts provided they do not meet the requirements for writing off; 
- Damage in excess of the compensation received for them, unless the damage 

resulted from natural disasters or they are caused by an unknown perpetrator 
subject to the confirmation of the police. 
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APPENDIX № 5 

 

 

 

Table 1 
 

Tax revenue from personal income tax 
/PIT/ as a percentage of the GDP for the period 2004-2008 in Germany 

   
   2004 2005 2006 2007 2008 revenue in 

billion Euros 
№ in the EU 

PIT 8.7 8.6 8.9 9.2 9.6 239.3 8 
Real 
GDP 
growth 

 
1.2 

 
0.8 

 
3.2 

 
2.5 

 
1.3 

 
- 

 
- 

    
 
 
 
           

 Table 2 
Tax revenues from personal income tax as a percentage of the GDP in Romania 

             
 
 

2004 
 

2005 
 

2006 
 

2007 
 

2008 
 

revenue in 
billion 
Euros 

№ in the EU 
 

PIT 2.9 2.3 2.8 3.3 3.4 4.7 25 

Real 
GDP 
growth 

 
8.5 

 
4.2 

 
7.9 

 
6.3 

 
7.3 

 
- 

 
- 

 
          

Table 3 
Tax revenues from personal income tax as a percentage of the GDP according to 

the implemented 
regime of taxation in Slovakia 

 
 2004 

 
2005 

 
2006 

 
2007 

 
2008 

 
revenue in 
billion 
Euros 

№ in the EU 
 

 PIT 2.7 2.6 2.5 2.5 2.8 1.8 27 

 real 
 GDP 
growth 

 
5.0 

 
6.7 

 
8.5 

 
10.6 

 
6.2 

 
- 

 
- 
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         Table 4 
Tax revenues from personal income tax as a percentage of the GDP according to 

the implemented 
regime of taxation in the Czech Republic 

 
 
 
 

2004 
 

2005 
 

2006 
 

2007 
 

2008 
 

revenue in 
billion 
Euros 

№ in the EU 
 

 
 PIT 

 
2.7 

 
2.6 

 
2.5 

 
2.5 

 
2.8 

 
1.8 

 
27 

 Real 
 GDP 
growth  
 

 
5.0 

 

 
6.7 

 

 
8.5 
 

 
10.6 

 

 
6.2 

 

 
- 

 

 
- 

 

             
 

 
 
 
 

Table 5 
Tax revenues from personal income tax as a percentage of the GDP according to 

the implemented 
regime of taxation in Hungary 

 
 
 

2004 
 

2005 
 

2006 
 

2007 
 

2008 
 

revenue in 
billion 
Euros 

№ in the EU 
 

PIT 6.6 6.6 6.7 7.1 7.7 8.1 11  

Real 
GDP 
growth 

 
4.3 

 
3.5 

 
4.0 

 
1.0 

 
0.6 

 
- 

 
- 
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  APPENDIX № 6 

Table 1. VAT rates by country 

Country Standard rate Reduced rate 

Albania 20% No 

Bulgaria 20% 7% 

Croatia 22% 10% 

Czech 

Republic 20% 10% 

Hungary 25% 5%/18% 

Romania 19% 5%, 9% 

Serbia 18% 8% 

Slovakia 19% 6%/10% 
Source: Ernst & Young , KPMG , Deloitte  

 

 

 

 

 

APPENDIX № 7 

 
Table 2. Requirements regarding the declaration and payment of VAT by country 

Country 
Types of VAT 
declarations 

Deadline for submission of VAT 
declarations 

Deadline for payment of 
VAT 

Albania Monthly the 14th day of next month 
the 14th day of next 
month 

Bulgaria Monthly the 14th day of next month 
the 14th day of next 
month 

Croatia Monthly and annual By the end of next month By the end of next month 

Czech 
Republic 

Monthly or quarterly, 
annual the 25th day of next month 

the 25th day of next 
month 

Hungary Monthly or annual the 20th day of next month 
the 20th day of next 
month 

Romania Monthly and quarterly the 25th day of next month 
the 25th day of next 
month 

Serbia Monthly and quarterly 10th day of next month 10th day of next month 

Slovakia Monthly and quarterly the 25th day of next month 
the 25th day of next 
month 

Source: Ernst & Young , KPMG , Deloitte  
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APPENDIX № 8 

 

Table 3. Threshold for compulsory VAT registration by country 
 

Country 
Threshold for compulsory VAT 

registration (equivalence in Euros) 

Albania 36600 

Bulgaria 25564 

Croatia 11700 

Czech 

Republic 40470 

Hungary 17692 

Romania 35000 

Serbia 37600 

Slovakia 49790 
 Source: Ernst & Young , KPMG , Deloitte  
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Applications to "Policies for changes in social security legislation" 
           

         APPENDIX № 1 

  
 The minimum insurance thresholds and the registration of employment 
contracts - successful moves in combating the informal economy 
From the problem to the idea: The availability of a serious amount of illegitimate 
funds in the hands of employers gave them the opportunity to pay part of the salaries 
of their employees informally. Thus, the basis on which social security contributions 
are levied is significantly diminished. The payment of social security contributions on 
the basis of the minimum salary gradually became a ubiquitous phenomenon. Data 
from the personal register of NSSI indicated that even in one of the most modern and 
high-income sectors - information technology - very often employees are insured on 
the minimum salary or an amount close to it. And this applies not only to small 
businesses but to companies with annual turnover of around BGN 20-30 million - 
companies whose advertisements could be found everywhere.  
Equally disturbing was the trend of increasing informal employment. In industries such 
as catering, retail commerce, apparel industry, construction and agriculture, the share 
of persons employed without any formal contracts with their employers was constantly 
increasing. These negative phenomena led to distortions in the labour market, unfair 
competition and lack of social security for the workforce. They undermined the 
foundations of the reforms made in the area of social insurance in Bulgaria and 
constantly provided reasons to question the results.  
  
The possible approaches to implement the idea: The expansion of the insurance 
base and thus including a large part of income from the informal sector of the economy 
could be achieved by the introduction of minimum insurance levels for different 
professional groups and economic activities. Determining the number and levels of 
these thresholds could be achieved in two ways - through bargaining with branch 
organisations or administratively. Priority was given to the first approach as it provided 
a market approach to establishing the minimum price of labour according to industries 
and occupations. Minimum insurance levels according to occupations and economic 
activities were introduced administratively only as an alternative to the first approach in 
cases where no agreement was reached or there were no representative trade union 
and employers' organisations.  
 
The mandatory registration of employment contracts was regulated through 
changes in the Labour Code. All new employment contracts, changes in occupation 
and term of employment, as well as terminations of employment contracts became 
subject to mandatory registration with the NSSI and since 2006 also with NRA. By 30 
April 2003 all employment contracts that were in effect as of 31 December 2002 were 
registered. All labour contract must be executed in writing and the employee may 
begin work only after the registration of the contract with NSSI. To make sure that his 
or her employment contract has been registered each worker receives a copy of the 
contract as well as a copy of the notice of the signing of an employment contract 
certified by NSSI / NRA. The registration of employment contracts is carried out by the 
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employer by submitting an electronic version of the notice for signing, modifying or 
terminating an employment contract. The submission of this information was initially 
done appearance of the employer's authorised agent in one of the territorial 
subdivisions of NSSI or by mail. Since mid-2003 the registration of employment 
contracts can be done through the submission of data to NSSI on the Internet using 
electronic signature. The created database serves to monitor compliance with labour 
and social security legislation and analyse the dynamics, structure and turnover of the 
workforce on the labour market.  
 
The qualitative dimensions of the effect from introducing minimum insurance 
thresholds and the requirement for registration of employment contracts can be 
expressed with only one word - fairness. Greater fairness is achieved for the worker 
and for the employer alike. With the registration of contracts the employment of 
workers is formalised and they are included in the circle of the insured with all the 
rights and obligations accruing therefrom. When all workers are insured on income 
close or equal to his or her actual earnings the insurance base is expanded which is a 
prerequisite for reduction of the size of social security contributions including the 
individual contributions of citizens. This is a better strategy for increasing workers' 
disposable income because it affects everyone not just those that are insured on a 
minimum wage. Moreover, the introduction of minimum insurance levels actually 
achieved greater social assurance of workers - in case of contingency, they will 
receive higher benefits and pensions. The effect of these measures are also fair to 
businesses because it creates favourable conditions for fair competition - everyone will 
pay the actual cost of labour (as the sum of salary and benefits). Furthermore, 
expanding the insurance basis creates the possibility of further reduction of social 
security contributions. This again is a better approach from which everyone will benefit 
and not only unfair employers. The minimum insurance thresholds and registration of 
contracts, although introduced administratively, have a positive impact on the quality of 
the labour market. The conditions of employment of all employers are catching up and 
narrow the space of the informal labour market.  
 
Quantitative dimensions of the effect from introducing minimum insurance 
thresholds and the requirement for registration of employment contracts can be 
observed in the following several aspects:  
First, the social security funds mark increased revenues. For example, already in 
2003 as a result of the cumulative effects of minimum insurance thresholds and the 
requirement for registration of employment contracts, the revenue of SSS and NHIF 
with BGN 464 million higher than expected.21 This effect continued steadily over the 
following years. Annually by agreements between workers and employers the initially 
fixed security thresholds increase by a yearly average of about 10 per cent for the last 
7 years. The formalisation of part of previously concealed income leads to the same 
proportional increase in the revenue from personal income tax.  
Second, the number of employees engaged in the formal labour market 
increases. Even at the initial registration of employment contracts the number of 
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 According to data from NSSI 
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workers "increased" by 300 thousand and about 36 thousand "new" employers were 
discovered. 22 The data collected by the register of employment contracts showed that 
after the introduction of minimum insurance thresholds, the labour market not only did 
not stagnate but in the years of economic upsurge became much more dynamic. 
Changes in the stated occupation and duration of employment contracts remain at a 
normal level of intensity which in turn refutes fears of mass redeployment of lower paid 
positions.  
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APPENDIX № 2 

 
The question of confidence in the insurance model 
 
One of the requirements and challenges of the new insurance model was the 
possession of more specific knowledge of the insured, insurers and self-employed 
persons. Unlike the old security system the new one and requires a much more active 
insurance behaviour. The need for more knowledgeable and proactive subjects in 
the social security process results from:  
- The direct link between social security contributions (such as duration and amount of 
income on which contributions are made) and the amount of benefits and pensions, 
which can be obtained from the insurance system; 
- Customisation of the contributions to the rights and obligations of the insured and 
self-employed person; 
- The introduction of supplementary social security, built on a capital principle with 
individual contributions and opportunities for personal choice of professional and 
universal pension fund; 
- The regulation of specific rights and corresponding obligations for employers and 
self-employed persons, as well as penalties for failure to comply with legal standards. 
 
Many efforts to create and sustain the necessary understanding of social security 
have been made by the NSSI, MLSP, the Bulgarian Pension Project, the State 
Insurance Supervision Agency and the Association of Societies for Supplementary 
Social Security (in good cooperation with the electronic media and the press). On the 
other hand, the discussed legislative changes as well as many political speeches 
about the failure of the state social security system again eroded people's confidence 
in it. One reason for this behaviour is the lack of sufficient understanding of the mission 
of public social security. There is a fierce resistance against the payment of social 
security contributions and a tendency to identify them with taxes. The common 
expression "tax and insurance burden" also contributes to this general attitude. In 
practice, however, the identification of social security contributions to taxes is 
absolutely incorrect. Taxation does not involve the idea of reciprocity, i.e. 
taxpayers do not receive free or partially paid public services (education, 
healthcare, and other administrative services), proportional to the amount of 
taxes they pay. Conversely, social security contributions are reciprocal - 
participation in a mutual fund entails rights and allocation of compensation and 
pension proportional to one's contributions to the social security system. 
Moreover, the income from taxes goes to the national budget while the income from 
social security contributions goes to the budgets of mutual funds and are utilised only 
for the payment of benefits and pensions as well as for the provision of insurance 
services - healthcare, prophylactic, physiotherapy, provision of different aids to the 
disabled, etc. Money in the insurance funds is the most public money. Access to 
this money is generally allowed on the occurrence of contingency because one of the 
most important principles of public security system is solidarity. With the introduction of 
the second pillar of the pension system that reciprocity became even more immediate - 
contributions made by the insured are accumulated in individual accounts and the 
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amount in such an account is wholly owned by the insured - i.e. he or she may use it 
as a pension or it will be paid to any surviving successors in case of his or her death.  
 
The following concrete manifestations of deviations from the norms of 
compulsory social security may be indicated which are precisely the result of 
misunderstanding or deliberate avoidance of these obligations:  
Working without an employment contract in order to avoid paying social security 
contributions and taxes. This puts at risk both the employer (especially in case of a 
work accident) and the worker. In practice, the worker has no protection against any of 
the social security risks and is not entitled to sickness, maternity, unemployment, or 
any other benefit. He or she runs the risk of failing to accumulate the required 
insurance period and be denied the right to retirement pension which in practice will 
leave him or her without any social protection.  
Insuring employees at the minimum insurance levels or on the basis of income 
inferior to the one actually received. At the same time the employee receives additional 
hidden payments "under the counter" or in the form of services and products. This 
commonly made "deal" is apparently in favour both of the employer and the employee. 
In fact it is to the detriment of the worker because by agreeing on it he or she will 
receive minimum benefits in case of incapacity to work and later minimum pension 
until the end of his or her life.  
Self-employed persons also prefer to make minimum contributions on insurable 
earnings this virtually guarantees them a minimum pension. This category of persons 
typically prefer to insure only against disability caused by sickness, old age and death, 
which leaves them unprotected against short-term insurance risks such as sickness 
and maternity. Others prefer to remain in the informal sector of the economy which 
means they resign from social protection altogether.  
Often young people openly say that it is too early to think about retirement. The 
security system in Bulgaria today, however, has more stringent requirements for the 
access to pension rights and the loss of years in one's youth could prove fatal for one's 
entitlement to a pension later in life. Moreover, for the persons who have started 
working after 1996 the size of their pension will be determined on the basis of the 
insurable income on which contributions have been made throughout their working life, 
rather than just the income for selected years. The opportunity for accumulating a 
greater amount on the individual account in a universal pension fund is also often 
overlooked.  
 
In all of the above cases it is clear that the money "saved" on insurance and taxes and 
the benefits from its spending to cover current needs will prove much less than those 
from a fair participation in the social security system. Avoiding the payment of social 
security contributions is also unfair to the currently retired persons. It is known that the 
in social security system based on solidarity current pensions are financed by currently 
incoming contributions from workers. The avoidance of paying contributions on part of 
current employers, workers and self-employed persons deprives current pensioners, 
who have faithfully performed their duties to the social security system throughout their 
lives, from the opportunity to receive higher pensions. Avoiding the payment of social 
security contributions is also unfair to those who are conscientiously paying their own, 
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i.e. they are contributing the money for the pensions of their own parents and of the 
parents of those who are too "clever" to participate in the social security system. 
  
These problems have an acute and immediate social significance but somehow the 
impression is created that they do not affect individual citizens. This is so because 
participation in the social security system entails individual rights which affect every 
single person and his or her family members who are supported by his or her income. 
Generally, even if someone may escape the obligation to participate in the social 
security system, he or she cannot escape from insurance risks such as old age or 
disability and death. These are the most common and more significant social risks and 
therefore insuring against them is mandatory. This is why it is necessary to organize 
and more actively inform citizens about the nature, purpose and importance of the 
social security system to enhance their financial security and culture. 
 
 
 
 

 


