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I. Introduction

In recent years, Bulgaria has increasingly moved into the focus of potential investors. Political stability and reliability, due to joining NATO and EU accession, the constant growing economy, the increasing credit worthiness of the country and its institutions are only few factors guaranteeing that foreign vested interest is further growing. Improved economic climate will bestow further economic growth and impetus upon the country. The process of growth is now stronger than the EU as a whole. The rapidly developing domestic industry (GDP growth rate 2007 6,2%, estimated for 2008 appr. 7%), coupled with the extraordinary level of education of the workforce and the favourable geographical location make Bulgaria interesting.

Tentative indications say that direct foreign investments (ADI) for the year 2006 amount to € 4 billion, which is a quarter of all foreign investments since the political change took place in 1990. Meanwhile ADI form 16% of GDP. Foreign real estate investments were roughly € 1 billion last year. In comparison to that, the total investment 2005 was just over € 2,3 billion (10,8% of GDP), which is almost tantamount to a 100% increment. This enhanced flow of investment covered to 103,5% the deficit of the running debts for the year 2006 as opposed to 95,8% in the previous year.

Nonetheless, the positive development cannot belie that the backlog in living standard towards the rest of the EU can only be matched by continued economic growth in the years to come.

After 2 years of economic suffering from 1996-1998 and endemic hyperinflation  constraining political decisions, the following years achieved a reduction of foreign debt by the creation of a monetary council (1997) and the consolidation of the budget  (Budget surplus funds 2006 – 3,9% of GDP). Far-reaching structural reforms and privatisation of almost all state companies stabilised the country in macroeconomics respect. Bulgaria now complies with 4 criteria aspects out of the 5 set by the Maastricht treaty for joining the Euro Zone. The rate of inflation is currently 5,6% (6 / 2007 – 6/2006). The GDP/head is 37% (2006) in comparison to 27% to EU benchmark. The rate of unemployment was 8,6% at the end of 2007. In contrast the average income today still is about a third of the EU-average.

The most important branches of the Bulgarian economy are the chemical industry, food and food processing, tobacco industry, metal industry, engineering, textile industry, Glass – and porcelain industry, coal mining, steel production, energy industry and tourism. The main products are particularly chemical products, food products, crude metals and other steel products, machineries and equipment, consumer products, textile products and electricity, imports of raw materials, mineral products and fossil fuels (Oil and Gas from Russia).

In the wake of EU admittance, coupled with streamlining and modernisation of the Bulgarian economy, there is a high demand on investment. Low wages and a well educated labour force offer a good R.O.I. (Return on investment), particularly in labour-intensive areas such a engineering, food processing, automotive parts industry, textile production and software development.

The pioneer here was the tourism industry, who has invested in holiday resorts at the Black Sea and the ski resorts for many years.

II. Legal framework

1. Promotion of investments

Legal basis for all foreign investments is the so called “Investment Promotion Act”, which came into effect in autumn 2007 in its latest edition, incorporating the implementing provisions. In addition to this and aimed as hedging/safeguarding foreign investments, the double tax agreements, bilateral treaties on promotion and protection on investments, WTO rules, the convention on the formation of an international centre for regulating and settlement of investment disputes and convention on the formation of a multilateral agency for the protection of investments, fully apply. 

Under the “ Investment Promotion Act” fall all corporate bodies (juristic person/legal entitiy) and individual persons who are neither registered nor resident in Bulgaria or associations of individuals without legal entity status (OHG/KG or partnerships), who are registered abroad.

The terminology “ foreign investments” encompasses in particular stocks and shares and commercial interests in companies, property rights, property law, shares, investment funds and bonds, credits (including leasing with a period of 12 months), intellectual property such as copyrights, patent law, registered designs, trade marks etc. franchise and other economic interests who can be deemed “ foreign investment” governed by international treaties.

Principally foreign investors and domestic investors are on equal terms. This applies to all issues and extends to all business activities, including participation on privatisation- and franchising negotiations, purchasing of stocks and shares, bonds and other forms of security papers.

The law of investment guarantees protection of the investment against negative changes and/or amendments in the legislation. Moreover, the Bulgarian constitution safeguards private property against dispossession (compulsory acquisition/compulsory expropriation) through the state or communal regional administrative bodies. Such measures are only enforceable by law and only if public needs, requirements and interests cannot be transposed by other means. More importantly appropriate compensation must be paid. The details are regulated in the state property law and the law on regional property.

With the “Investment Promotion Act”, the Bulgarian government tries to create incentives for new investments, which enjoy preferential treatment by the governmental institutions. The  requirement is that the investment:

· fosters the sale of goods

· creates new jobs

· expedites the acquisition of capital goods with a view of creating new or diversify current production- and/or service organisations without exceeding a transformation period of 3 years.

Excluded from this facilitation are investments into bank, financial institutions, insurance companies, investment companies and brokers, management organisations, pension-and health insurance companies, gambling and investments in connection with contracts on privatisation.

The implementing provisions of the law regulates the premises for the issuance of investment certificates for each investment class. Still, investments eligible for promotion must be realised within a period of 3 years and held for at least 5. In this context, the newly created jobs must be guaranteed for at least 3 years after realisation of the project.

The new act divides institutions into two categories: A and B. The certificate for the classification of an investment, required for promotion must be applied for at the Bulgarian Investment Agency in writing ( electronic application also possible). The agency verifies the application within 30 days and issues the certificate thereafter.  

According to the act, investors are supported by five  steps/provisions:

· shortened respites for administrative services

· easier purchase of property and planning permission for properties that are publicly owned (By the state or local communities)

· financial support through the state for building of technical infrastructure such as access lines to the public electricity network for power plant projects.

· financial support for professional training of new employees in the course of the investment project.

The provisions for promotion of the investment are summarised in Art. 15 of the Act. In this article, reference is made to other laws, which equally contain promotional provisions on investments. This is the law on corporate tax, the law on VAT (Value Added Tax) and the law to promote employment.

In detail, one should check which additional promotional options for a project can be considered. For example in the area renewable energies (Wind, Water, Solar) the Energy efficiency fund of the Bulgarian Ministry for Energy, offers financial support of projects within a frame of BGN 30 Thousand to BGN 3 Million. The prerequisite is that 50% of the profits are made from energy efficiency and can amortise after 5 year. Bulgaria also receives funds from the EU structure fund, for regional development and labour market development related to the undertaking. Further funds are used from the EU programme for competitiveness and innovation (CIP) within the frame of promoting small and medium sized businesses.  According to region and size of the enterprise, the maximum level for promotion is stipulated by the EU law on subsidies. Within the EU framework on promotion one should mention the programme which focuses on the promotion of start-ups, support of F&E for medium sized companies, the introduction of modern technologies and management methods, new technologies and products on operational level and higher energy efficiency. Insofar also consultancy services are subsidised next to the investment.

2. Fiscal parameters

The tax situation for foreign investments in Bulgaria is extremely favourable. Since the 1.1.2007 the level of corporate tax is only 10%. The profit and capital transfer after taxation is unlimited. Bulgaria doesn’t utilise the potential, which would be due according to the double tax agreement with Germany in view of taxation of dividends of companies located in Bulgaria. Dividends are taxed at source with 5% so that the total burden comes up to 15%. The execution of the Mother-Daughter guideline looks set to bring down the tax at source for multi-storey models down to nil.

Loss accounts can be carried forward for 5 years. The level of VAT is 20% and starts at a BGN 50.000,00 annual turnover (The last 12 months) for legal persons and individuals. Irrespective of turnover, companies can opt for paying VAT and input tax deduction.

Still, for the purpose of investment promotion, various tax incentives and exemptions exist. Companies who invest in under developed areas are exempt from paying corporation tax for a period of 5 years. This goes for the purchase and modernisation of existing firms and investments into manufacturing enterprises. Here a minimum of 25% of the investment cost must come from own means (including external funds). The investment must be made within 3 years and upheld  up for 5 years. Companies starting up, expanding or modernising existing firms in underdeveloped regions may be entitled to tax relief of 10% on the cost of investment. This concerns in particular the costs for equipment and industrial protective rights. The tax relief can be updated 5 years.

Here too, 25% of the investment cost must come from own funds and the investment must be upheld for 5 years. Companies who have invested a minimum of BGN 10 Million within 2 years and have created more than 50 new jobs can apply for VAT exemption on all investment related imports. This exemption must be approved by the fiscal office (Revenue).

III. Synopsis

· Well educated, multi-lingual workforce at an still very low wage level in comparison to the rest of the EU

· Politically and economically stable environment

· Member of the EU

· Free trade with the preferred EU partners including EFTA, Turkey, Euro-Mediterranean Association (Algeria, Tunesia, Morocco, Israel, West Bank and Gaza, Jordan, Lebanon and Syria, South Africa, Mexico, Chile etc.

· 10% corporate tax / 10% income tax (flat tax)

· VAT exemption on imports for investment projects over € 5 Mio

· Annual depreciation of 30% on machineries and equipment, 50% for new equipment on new investments or expansion and 50% on Software and Hardware

· Double Tax Agreements with 61 countries

· Convention on reciprocal protection and promotion of foreign investments with 60 countries.

· Purchase of property through Bulgarian registered company with 100% foreign ownership

· Fast and unbureaucratic support from the InvestBulgaria-Agency

· Excellent climate, wonderful landscapes and hospitality 
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