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PREFACE

The present volume offers a comprehensive and pedagogically
refined introduction to commercial and tax law, specifically de-
signed for students enrolled in AMBA master’s programs without
prior legal training. The author succeeds in achieving a demanding
balance between academic rigor and practical applicability—an ob-
jective that is both ambitious and highly relevant in contemporary
business education.

One of the most commendable features of the manuscript is its
clear structural organization. The exposition follows logical pro-
gression from foundational legal concepts toward more complex
regulatory frameworks, enabling readers to gradually build both
conceptual understanding and analytical confidence. Legal termi-
nology is introduced with precision, yet it is consistently contex-
tualized within business realities, preventing the abstraction that
often deters non-law students from engaging fully with legal ma-
terial. The structure of each chapter—combining doctrinal expla-
nation, illustrative examples, and practical implications facilitates
cumulative learning and reinforces comprehension.

From an academic perspective, the manuscript demonstrates
methodological consistency and conceptual clarity. The author
does not oversimplify the normative foundations of commercial
and tax law; instead, core principles are carefully explained while
maintaining accessibility. The discussion reflects awareness of the
interplay between legal doctrine and economic practice, highlight-
ing how legal frameworks shape entrepreneurial activity, corpo-
rate governance, contractual relations, and fiscal responsibility.
Such integration is particularly valuable in management education,
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where understanding the regulatory environment is essential for
informed decision-making.

The treatment of commercial law is especially effective in
clarifying the legal architecture underpinning business entities,
contractual obligations, and market participation. The author em-
phasizes not merely compliance requirements, but also the strategic
dimensions of legal form and contractual design. By framing legal
rules as instruments that can both enable and constrain business
activity, the text encourages students to perceive law as a strategic
resource rather than a mere technical constraint. This perspective
aligns well with the needs of future managers who must navigate
increasingly complex regulatory environments.

Similarly, the section on tax law is presented with admirable
clarity and practical orientation. Taxation is often perceived by
non-specialists as opaque and overly technical. In this volume,
however, the author succeeds in demystifying key tax principles
while preserving their analytical depth. The explanations of tax
obligations, procedural requirements, and compliance mechanisms
are supported by examples that resonate with real-world business
scenarios. Importantly, the manuscript underscores the ethical and
governance dimensions of taxation, highlighting the broader soci-
etal implications of fiscal compliance and corporate responsibility.

The pedagogical approach deserves recognition. The language
is precise yet accessible, avoiding unnecessary jargon while main-
taining academic credibility. Complex legal constructions are bro-
ken down into manageable components, supported by systematic
explanations that guide the reader through normative logic. This
approach significantly enhances the usability of the text for mas-
ter’s students whose primary disciplinary background lies in busi-
ness, economics, or management.

Furthermore, the manuscript demonstrates sensitivity to the
interdisciplinary nature of modern business education. Commer-
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cial and tax law are presented not as isolation but as integral com-
ponents of strategic management, financial planning, and risk as-
sessment. By embedding legal analysis within broader managerial
contexts, the author fosters integrative thinking - an essential com-
petence for contemporary executives.

Another strength of the work lies in its practical orientation.
The consistent use of applied examples bridges theory and prac-
tice, allowing readers to appreciate how legal norms operate in
concrete situations. This practical dimension enhances the book’s
value not only as a teaching resource but also as a reference guide
for practitioners seeking a structured overview of key legal issues
relevant to business operations.

The decision to publish the volume in electronic format further
increases its accessibility and adaptability for academic use. In a
rapidly evolving regulatory landscape, digital availability allows
for timely updates and broader dissemination among international
cohorts of students.

In conclusion, this manuscript represents a substantial contri-
bution to business-oriented legal education. It successfully com-
bines doctrinal accuracy, structural coherence, and pedagogical
clarity. By presenting commercial and tax law in an accessible
yet academically sound manner, the author provides an essential
resource for master’s students who must understand legal frame-
works as part of their managerial competence. The work is well
suited for inclusion in AMBA programs and will undoubtedly
serve as a valuable foundation for students seeking to integrate le-
gal awareness into strategic business decision-making.

Assoc.prof. Ivan Angelov, PhD, Vice Dean of the Faculty of Econom-
ics and Business Administration, Sofia University “St. Kliment Ohridski”,
MBA Programmes and Business Training
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Bulgarian law was built on ancient foundations but since the
democratization of the country, the evolution of international and
European regulations and of technology have carried with them
an impressive modernization of commercial and tax law. Numer-
ous students are enrolled in special degrees in order to familiarize
themselves with these developments. It was, therefore, timely to
supply them with a synthesis of the two main branches of busi-
ness law, namely commercial law and tax law. In this concise yet
authoritative volume, Assoc. prof. Savina Mihaylova-Goleminova
offers a clear and rigorous synthesis of commercial and tax law in
more than 120 pages. The book provides a structured and acces-
sible analysis of company law, with particular emphasis on cor-
porate governance, commercial transactions, and the investment
framework, situating national regulation within the broader con-
text of European Union law and contemporary regulatory develop-
ments. Combining doctrinal precision with practical insight, the
work serves both as an academic reference and as a valuable guide
for students. European Union company law is seen as the bulwark
of the matter, supplemented by national company law embodied
in the Commerce Act and the Public Enterprises Act, not forget-
ting the Accountancy Act. The life of a company is examined from
foundation to mergers, liquidation and bankruptcy. Appropriate
space is devoted to State-owned enterprises (SOEs), pointing out
that they are based on the theory of financial legal relations since
the budget is at the center of the system. The transformation of
those enterprises was a major achievement of successive Bulgarian
governments. Commercial transactions are the life and blood of the
economy. They rest not only on the Commerce Act but also on the
Obligations and Contracts Act, largely similar to their European
counterparts. With its Investment Promotion Act (IPA), Bulgaria
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has managed to attract sizeable foreign investment. To facilitate
this development, visas have been created by the Ministry of In-
novation and Growth.

The chapter devoted to tax law appropriately starts with the de-
scription of EU tax law, citing the various cases decided by the Euro-
pean Court of Justice which have contributed to the so-called nega-
tive integration by making national law compliant with the freedoms
guaranteed by the EU treaties. Directives have achieved a certain
level of integration into the Bulgarian legal order. The foundation of
Bulgarian tax law proper derives from the Constitution assigning to
the national assembly the exclusive competence to establish State
taxes and delegating local taxes to municipal councils. Direct and
indirect taxes have been enacted, the most important of the latter
being the value-added tax. In a way very similar to French tradition,
tax law is linked in Bulgaria to administrative law, relying chiefly on
civil law to define concepts. Modern taxation cannot be understood
outside of the general legal framework governing business activity.
Its sources will be found in the Corporate Tax Act and the Personal
Income Tax Act, the Value Added Tax, the Local Taxes and Fees Act
and the Excise Duties and Tax Warehouses Act, complemented by
the Tax and Social Security procedures. The Supreme Administra-
tive Court has the final word over disputes and may also issue inter-
pretative decisions. Bulgaria is actively engaged in the conclusion of
tax treaties according to the OECD Model Tax Convention. A major
recent development is the adoption of the Ordinance on the applica-
tion of market price determination methods, in short transfer pric-
ing, codifying the arm’s length principle. Real estate taxation leaves
room for improvement. The National Revenue Agency administers
state taxes and social security contributions. All in all, Bulgarian
business law is characterized by a strong reliance on European Un-
ion law and an adaptation of classical concepts to the needs of a
developing economy.
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This short book provides a useful complement to the Corpo-
rate and Financial Law Handbook published in Bulgaria in 2024
(Mihaylova-Goleminova, S. et al. Corporate and Financial Law
Handbook. Sofia: Ciela, 2024).

Prof. Dr. Jacques Malherbe



INTRODUCTION

This Commercial and Tax Law Handbook is designed for stu-
dents of the Faculty of Economics and Business Administration at
Sofia University “St. Kliment Ohridski” and has been developed
to support the academic needs of the MBA Strategic Management
and MBA Human Resource Management programmes, accredit-
ed by the Association of MBAs (AMBA), as well as the Master’s
Programme “Nuclear Technologies, Management and Innovation,”
including the professional school for computer programming and
innovations in the city of Burgas. Aligned with the legislation in
force as of January 2026, the Handbook responds to the growing
demand for structured legal knowledge in an increasingly complex
regulatory environment shaped by national law, European Union
law, and international standards. In contemporary economic gov-
ernance, commercial and tax law should be understood not merely
as technical legal domains but as strategic instruments shaping the
architecture of modern business. For businesses, legal frameworks
influence organizational design, investment planning, risk alloca-
tion, and long-term competitiveness. From a corporate perspective,
law operates not only as a mechanism of compliance but as a foun-
dation for sustainable value creation. In practical terms, this means
that legal literacy has become an essential managerial competence
within the modern enterprise. Commercial and tax law form part
of the institutional infrastructure of the modern market economy,
providing the stability and predictability necessary for entrepre-
neurial activity and capital formation. Taxation, in particular, is
no longer simply a matter of regulatory technique; it represents a
form of strategic planning that directly affects corporate structur-
ing, cross-border operations, and financial sustainability. AMBA
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accreditation represents a hallmark of excellence in postgradu-
ate business education. By meeting these rigorous standards, the
Faculty demonstrates its sustained commitment to high-quality
teaching, intellectually robust curricula, and meaningful student
engagement. This Handbook reflects that institutional ambition
by offering a systematic and analytically grounded presentation of
contemporary commercial and tax law. The book adopts a mul-
tilayer methodological approach that constitutes one of its prin-
cipal scholarly strengths. Legal institutions are examined through
a structured analytical progression—from European Union law to
national legislation, institutional practice, and relevant soft-law
instruments—mirroring the realities of modern regulatory govern-
ance. This method enables readers to understand domestic law not
in isolation but as part of an integrated supranational legal order.
The Handbook provides a concise yet comprehensive examination
of the legal framework governing business activity and taxation. It
addresses company law, corporate governance, commercial trans-
actions, investment regulation, tax procedure, judicial oversight,
and state liability, thereby capturing the structural interdependence
between private-law market organization and public-law fiscal reg-
ulation. While commercial law establishes the legal architecture of
entrepreneurial activity, tax law safeguards its fiscal sustainability
and ensures the equitable distribution of public burdens. European
Union law has become a defining component of national legal sys-
tems across the Member States, exerting particularly strong influ-
ence in the fields of commercial regulation and taxation. Although
taxation remains closely associated with state sovereignty, the fun-
damental principles of EU law—free movement, non-discrimina-
tion, proportionality, and legal certainty—directly shape domestic
tax regimes. The harmonisation of indirect taxation, the expand-
ing jurisprudence of the Court of Justice of the European Union,
and the increasing relevance of State aid control position tax law
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among the most dynamic areas of contemporary European pub-
lic law. Bulgarian commercial and tax law have evolved within
this broader European and international context. Since the acces-
sion of the Republic of Bulgaria to the European Union, national
legislation has been interpreted and applied in alignment with EU
law, double taxation treaties, and international standards developed
within the framework of the Organisation for Economic Co-op-
eration and Development (OECD). Global initiatives such as the
Base Erosion and Profit Shifting (BEPS) project, enhanced admin-
istrative cooperation, and modern dispute-resolution mechanisms
have further transformed the legal landscape. The legal framework
of taxation presented in this Handbook is structured across five
normative levels—constitutional, European, international, statutory,
and procedural—-allowing readers to conceptualize taxation as part
of a complex system of financial governance rather than a purely
domestic regulatory field. Beyond its doctrinal foundations, the
Handbook is distinguished by its strong pedagogical orientation.
Each chapter is supported by a carefully curated bibliography in
both Bulgarian and English, fostering comparative analysis and
deeper academic engagement. Review questions encourage criti-
cal thinking, facilitate knowledge consolidation, and support both
independent study and classroom instruction. In this way, the book
combines scholarly rigor with practical usability, consistent with
the expectations of modern postgraduate business education. De-
signed in accordance with internationally recognized standards for
graduate legal instruction, the Handbook is suitable for use in Eng-
lish-taught MBA and executive programmes. It aims not merely
to present positive law but to cultivate analytical reasoning and a
systemic understanding of the European and global dimensions of
commercial regulation and taxation. By promoting a deeper under-
standing of the interaction between national law, European Union
law, and international legal frameworks, the Handbook seeks to
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support students in their academic development while preparing
them for professional realization in an increasingly interconnected

economic environment.

The Author



Chapter 1.

COMMERCIAL LAW IN BULGARIA:
COMPANY LAW, CORPORATE
GOVERNANCE, COMMERCIAL

TRANSACTIONS, AND INVESTMENT

FRAMEWORK

ABSTRACT

Commercial law constitutes one of the central organizing
frameworks of the modern market economy, providing the norma-
tive structure through which market relations are institutionalized
and investment activity becomes legally predictable. Positioned at
the intersection of private autonomy and public regulation, it rec-
onciles entrepreneurial freedom with the safeguards necessary for
stability, trust, and sustainable growth. Within the European legal
space, commercial law has developed as a multilevel regulatory
system shaped by the interaction between national legislation, Eu-
ropean Union law, and international standards, a process reflected
in the evolution of Bulgarian commercial law through the integra-
tion of civil-law traditions and the transformative effects of Euro-
pean integration. For businesses, commercial law is not merely a
technical legal domain but a strategic framework that shapes or-
ganizational choices, governance models, transactional security,
and investment planning. From a corporate perspective, legal de-
sign directly influences risk allocation, access to capital, regulato-
ry compliance, and long-term competitiveness. In practical terms,
this means that commercial law functions as a core instrument of
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strategic business structuring rather than simply a mechanism for
resolving disputes or ensuring formal legality. This chapter ex-
plores the structural foundations and contemporary trajectory of
Bulgarian commercial law through four interrelated dimensions:
company law, corporate governance, commercial transactions, and
the investment framework. These elements are examined as com-
ponents of an integrated legal ecosystem governing the establish-
ment, organization, and operation of business entities while pro-
moting transparency, accountability, and legal certainty. Particular
attention is devoted to the shift toward responsible and sustainable
corporate governance aligned with emerging European regulatory
expectations. The analysis further highlights commercial transac-
tions as the operational core of economic activity and underscores
the importance of a stable investment environment for competitive-
ness and capital formation. Special emphasis is placed on the func-
tional interdependence between commercial and tax law, demon-
strating how corporate activity and fiscal regulation jointly shape
the legal order of the market economy. Ultimately, the chapter pre-
sents commercial law as a dynamic and adaptive branch of private
law capable of responding to globalization, digital transformation,
and sustainability, while providing the conceptual foundation for
understanding the strategic and fiscal dimensions of modern busi-
ness.

Keywords: commercial law; company law; corporate govern-
ance; commercial transactions; investment framework.
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LFOUNDATIONS OF COMPANY LAW AND
CORPORATE GOVERNANCE’

1. CoNcEPT

Contemporary company law' provides that companies estab-
lished and/or operating in any of the Member States of the EU
are regulated by the company law of the relevant Member State.
Member States must ensure that the right of establishment of EU
national and legal persons in any Member State and the freedom to
provide cross-border services is not hampered by national legisla-
tion, subject to the exceptions set out in the Treaty. However, on
the one hand, company laws of the Member States must comply
with some rules and principles which constitute the body of su-
pranational set of laws delivered by EU institutions, binding as
either hard or soft law. According to the Oxford University Press
Business English Dictionary? ‘corporate governance’ means: 7he
processes, both formal and informal, through which a corpora-
tion is administered and managed. Corporate governance involves
the legal requirements imposed upon the corporation, the policies
adopted by the corporation, and the informal customs within the
corporation. The concept of corporate governance also embodies
the interactions between the many parties that can be viewed as
stakeholders in the corporation: directors, managers, sharehold-
ers, employees, customers, banks, and regulators.

! See Mihaylova-Goleminova et al. Corporate and Financial Law Handbook,
Ciela, 2024.

2__ https://www.oxfordreference.com/display/10.1093/oi/authority.2011080309
5640449 [Accessed on 15 January 2026].
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Currently, responsible, sustainable* and sound corporate
governance® is a must,’ based on the requirements of EU and na-
tional legislation, including international law in specific fields.
Some voluntary standards are at the disposal of the management
of companies.® On 26 February 2025, the European Commission
adopted two “Omnibus” packages proposing a reduction of admin-
istrative burdens and a simplification of EU rules for citizens and
businesses. The scope of undertakings falling within the applica-
tion of the Corporate Sustainability Reporting Directive (CSRD)
and consequently required to prepare sustainability reports has
been narrowed. Companies will be subject to the reporting obli-
gation only where two cumulative criteria are met: at least 1,000
employees and a net turnover of EUR 450 million. The agreement
allows Member States the possibility to exempt the so-called “first-
wave” companies from the sustainability reporting obligation for
the financial years 2025 and 2026. At the same time, the scope of
companies subject to due diligence obligations under the Corporate
Sustainability Due Diligence Directive (CSDDD) has also been
reduced. The new thresholds are 5,000 employees and EUR 1.5
billion in net turnover. The requirement to adopt climate transition
plans is maintained and remains aligned with the CSRD. Member
States have until July 2028 to transpose the Directive, while com-
panies have until July 2029 to comply with the obligations. With

3 Directive (EU) 2022/2464 of the European Parliament and of the Council of
14 December 2022 amending Regulation (EU) No 537/2014, Directive 2004/109/EC,
Directive 2006/43/EC and Directive 2013/34/EU, with regard to corporate sustain-
ability reporting (OJ L 322, 16.12.2022, p. 15-80).

* See Chapter 9: Corporate Governance and ESG Standards

Marina Stefanova in Mihaylova-Goleminova et al. Corporate and Financial
Law Handbook, Ciela, 2024.

5 See Defining the ‘G’ in ESG Governance Factors at the Heart of Sustainable
Business:  https://www3.weforum.org/docs/WEF_Defining the G in ESG 2022.
pdf [Accessed on 15 January 2026].

¢ See https://bulgariancp.bg/ [Accessed on 15 January 2026].
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the amendments to the Bulgarian Accountancy Act promulgated
in State Gazette, Issue No. 115 of 30 December 2025, the national
legislator introduced a postponement of the obligation to prepare
and include a sustainability report in the annual activity report. This
postponement is regulated in § 30(1) of the Transitional and Final
Provisions to the Act amending and supplementing the Account-
ancy Act, which establishes the revised initial reporting periods
for sustainability reporting. According to the amended provision,
the first reporting period for which a sustainability report must be
included in the management report is differentiated depending on
the category of undertaking and commences respectively in 2026,
2027, or 2028. In practical terms, this results in a one-year defer-
ral compared to the originally envisaged timetable for the imple-
mentation of sustainability reporting requirements. This legislative
development should be interpreted in the broader context of the
evolving European regulatory framework on corporate sustainabil-
ity reporting and reflects the need to provide undertakings with
an adequate transitional period for adapting to the new reporting
standards and compliance obligations.

In the evolving European supervisory architecture, banks are
increasingly positioned as key pillars in advancing sustainabil-
ity across the real economy. The Joint Guidelines issued by the
European Supervisory Authorities (EBA, EIOPA and ESMA) on
8 January 2026 require the systematic integration of ESG risks
into supervisory stress testing frameworks as of 1 January 20277 .
Although formally addressed to competent authorities, the Guide-
lines directly affect credit institutions, which must provide gran-
ular data, model ESG-related scenarios and incorporate the out-

7 https://aiaf.it/2026/01/16/joint-guidelines-to-ensure-that-consistency-long-
term-considerations-and-common-standards-for-assessment-methodologies-are-

integrated-into-the-stress-testing-of-environmental-social-and-governance-r/  [Ac-
cessed on 15 January 2026].
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comes into their risk management, capital planning and strategic
governance processes. Through the implementation of both short-
term and long-term ESG stress tests, the supervisory framework
encourages banks to rigorously assess exposures to physical and
transition climate risks and to align their lending policies with the
environmental risk profile of borrowers. In doing so, banks not
only safeguard their own financial resilience but also exert mar-
ket discipline on credit recipients, incentivising green investments,
technological transition and the development of sustainable busi-
ness models, thereby reinforcing the role of corporate governance
as a driver of economic transformation.

In addition, a fundamental aspect of contemporary corporate
governance is the institutionalization of ethical standards and the
implementation of comprehensive anti-money laundering (AML)
mechanisms (Anti-Money Laundering Measures Act (AML-
MA)). In the evolving landscape of European and global business
regulation, governance is no longer perceived solely as a system
for directing and controlling corporate activity; rather, it consti-
tutes a normative framework designed to ensure integrity, account-
ability, and lawful conduct in market operations. Ethical rules thus
function as both a preventive and corrective instrument, reinforc-
ing stakeholder confidence and safeguarding the legitimacy of
corporate behavior. The growing interdependence between AML
obligations and environmental, social, and governance (ESG)
standards further elevates the strategic importance of governance
as the operational backbone of sustainable corporate conduct. Ro-
bust governance structures establish accountability mechanisms,
promote ethical leadership, and support regulatory compliance,
thereby increasing investor confidence and facilitating long-term
value creation. In this sense, ethical governance transcends formal
compliance; it represents a structural prerequisite for corporate
sustainability and for the stability of the broader financial ecosys-
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tem. In conclusion, the integration of ethical standards and AML
safeguards into corporate governance reflects a paradigmatic
shift in company law—from a predominantly shareholder-oriented
model toward a stakeholder-based approach grounded in respon-
sibility and transparency. Companies that successfully internalize
these principles are better positioned to mitigate regulatory risks,
preserve reputational capital, and maintain competitiveness within
an increasingly regulated global economy. Corporate governance
should be understood within a broader systemic legal context, as it
intersects with multiple fields of law that shape corporate behav-
iour and accountability. Contemporary developments demonstrate
that corporate governance is closely linked to commercial transac-
tions, ESG standards, property law, competition law, intellectual
property, data protection, sustainable finance, public procurement,
anti-money laundering regulation, and emerging frameworks
such as artificial intelligence. These areas collectively influence
the strategic decision-making, risk management, transparency,
and long-term sustainability of corporate entities. Moreover, the
evolving relationship between civil, commercial, and company law
contributes to a more integrated regulatory environment, while
constitutional, financial, criminal, and international tax law de-
velopments further affect corporate operations and public policy.
As a result, corporate governance must be analysed through an
interdisciplinary lens that reflects the increasing complexity of the
modern economic and regulatory ecosystem. Following the latest
amendments to the Public Enterprises Act, an “Integrity Officer”
will oversee corruption risks in state-owned enterprises. This is
envisaged in proposed changes to the Rules for the Implementa-
tion of the Public Enterprises Act, which have been published by
the government for public consultation. The amendments aim to
strengthen anti-corruption measures and promote integrity within
state enterprises.
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Corporate governance today extends beyond classical com-
pany law structures and increasingly incorporates regulatory
compliance, tax oversight, and digital accountability. Recent de-
velopments in pay transparency legislation require companies to
formalize remuneration policies and ensure objective, documented
criteria for salary determination, thereby transforming compensa-
tion into a governance and risk-management issue. Strengthened
employee representation frameworks further influence corporate
decision-making by introducing additional procedural safeguards
in restructuring and cross-border operations, notably under Di-
rective (EU) 2019/2121 (amending Directive (EU) 2017/1132),
which reinforces employees’ rights to information, consultation
and, where applicable, participation at board level in cross-border
conversions, mergers and divisions. These guarantees are comple-
mented by Directive 2002/14/EC and Directive 2001/86/EC, es-
tablishing a broader EU framework for employee involvement that
shapes corporate governance and procedural compliance in struc-
tural transactions. In the field of tax law, updated transfer pricing
rules aligned with OECD standards reinforce the need for struc-
tured tax governance. Boards must ensure that intra-group trans-
actions are properly documented and economically justified, inte-
grating tax compliance into strategic oversight rather than treating
it as a purely technical function (see Chapter 2). Simultaneously,
cybersecurity obligations under the NIS 2 framework (Directive
(EU) 2022/2555 of the European Parliament and of the Council
of 14 December 2022 on measures for a high common level of
cybersecurity across the Union, amending Regulation (EU) No
910/2014 and Directive (EU) 2018/1972, and repealing Direc-
tive (EU) 2016/1148 (NIS 2 Directive)) and the digitalization of
administrative procedures expand managerial responsibility for
risk management, internal controls, and secure interaction with
public authorities. The increasing use of Al systems likewise re-
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quires oversight mechanisms addressing liability and operational
risk, particularly in light of the obligations introduced by Al Act
(Regulation (EU) 2024/1689 of the European Parliament and of the
Council of 13 June 2024 laying down harmonised rules on artificial
intelligence and amending certain Union legislative acts (Artificial
Intelligence Act)) and the risk-management and incident-reporting
requirements under NIS 2 Directive. These developments, together
with the digital operational resilience framework established by
Digital Operational Resilience Act (Regulation (EU) 2022/2554 of
the European Parliament and of the Council of 14 December 2022
on digital operational resilience for the financial sector and amend-
ing Regulations (EC) No 1060/2009, (EU) No 648/2012, (EU) No
600/2014, (EU) No 909/2014 and (EU) 2016/1011), confirm that
modern corporate governance encompasses legal, tax, cybersecu-
rity and digital compliance dimensions requiring coordinated and
informed managerial supervision.

2. MULTILEVEL LEGAL FRAMEWORK OF COMPANY LAw
2.1. European Union Company Law

The legal framework of company law covers EU® and national
legislation’. In the first place, Article 26 TFEU is applicable: the
Union shall adopt measures with the aim of establishing or ensur-

8 See Craig, P., Grainne de Birca. EU Law. Text, Cases, and Materials. 7th
edition. Oxford University Press, 2021

° See also: CtomnoB, 5., Bbaues, /1. (cber.). M3Tounnnure Ha mpaBOTO —
ChBPEMEHHH HALMOHATHH 1 MEXXTy HapOITHONPaBHHU repcrekTuBu. C.: VHUBEPCUTETCKO
uzparenctso ,,CB. Kmument Oxpuncku®, 2022., available at: https://www.uni-sofia.

bg/index.php/bul/universitet t/fakulteti/stopanski fakultet/novini_ ot fakulteta/
doc_d r savina mihajlova_goleminova_uchastva_s_s_studiya v_sbornika_iztoch-

nicite_na_pravoto_s_vremenni_nacionalno_i_mezhdunarodnopravni_perspektivi
[Accessed on 15 January 2026].
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ing the functioning of the internal market,’’ in accordance with
the relevant provisions of the Treaties. The internal market shall
comprise an area without internal frontiers in which the free move-
ment of goods, persons, services and capital is ensured in accord-
ance with the provisions of the Treaties. Fundamental freedoms
are protected: free movement of goods (Articles 28 et seq.); free
movement of persons (differentiating between economically ac-
tive and inactive individuals (Articles 45 et seq. and Article 21);
freedom of establishment (Articles 49 et seq.); freedom to provide
services (Articles 56 et seq.); free movement of capital (and pay-
ments) (Articles 63 et seq.).

European company law is partially codified in the Directives,
and Member States continue to operate separate company acts,
which are amended from time to time to comply with EU direc-
tives and regulations.!' There is a tremendous need for establishing
a stable and effective contemporary company law and corporate
governance framework for European undertakings, investors and
employees, including non-governmental organisations.

The measures are taken at EU level using the directives as a
tool based on the rules of the TFEU and the Charter of Fundamental
Rights of the EU."* The following Directives are applicable: Direc-
tive (EU) 2017/1132 of the European Parliament and of the Council
of 14 June 2017 relating to certain aspects of company law (codi-

10 See Xpucres, X. Borpemien na3ap ¥ OCHOBHH CBOOOIM HA JBIDKEHUC B
npaBoTo Ha EBporneiickus cpio3. Codusi, Cuena, 2018.

' Negotiation Chapter 6: Company law provides: The company law acquis in-
cludes rules on the formation, registration, merger and division of companies. In the
area of financial reporting, the acquis specifies rules for the presentation of annual
and consolidated accounts, including simplified rules for small- and medium-sized
enterprises. The application of International Accounting Standards is mandatory for
some public interest entities. In addition, the acquis specifies rules for the approval,
professional integrity and independence of statutory audits.

120J C 326, 26.10.2012, 391-407.
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fies a large part of EU company law);'* Directive (EU) 2019/1151
of the European Parliament and of the Council of 20 June 2019
amending Directive (EU) 2017/1132 as regards the use of digital
tools and processes in company law;'* Directive (EU) 2019/2121
of the European Parliament and of the Council of 27 November
2019 amending Directive (EU) 2017/1132 as regards cross-border
conversions, mergers and divisions;'* Directive 2012/17/EU of the
European Parliament and of the Council of 13 June 2012 amend-
ing Council Directive 89/666/EEC and Directives 2005/56/EC
and 2009/101/EC of the European Parliament and of the Council
as regards the interconnection of central, commercial and com-
panies registers;!® Commission Implementing Regulation (EU)
2021/1042 of 18 June 2021 laying down rules for the application of
Directive (EU) 2017/1132 of the European Parliament and of the
Council as regards technical specifications and procedures for the
system of interconnection of registers and repealing Commission
Implementing Regulation (EU) 2020/2244!7; Directive 2009/102/
EC of the European Parliament and of the Council of 16 September
2009 in the area of company law on single-member private limited
liability companies; Council Regulation (EC) No 2157/2001 of 8
October 2001 on the Statute for a European company (SE); Coun-
cil Regulation (EEC) No 2137/85 of 25 July 1985 on the European
Economic Interest Grouping (EEIG),'® etc.

The G20/OECD Principles of Corporate Governance!® and
OECD Guidelines on Corporate Governance of State-Owned

BOJL 169, 30.6.2017, 46-127.

“OJL 186, 11.7.2019, 80—104.

SOJL 321, 12.12.2019, 1-44.

1 OJ L 156, 16.6.2012, 1-9.

T OJL 225, 25.6.2021, 7-51.

B OJL 199, 31.7.1985, 1-9.

19 OECD: http://www.oecd.org/corporate/principles-corporate-governance/
[Accessed on 15 January 2026].
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Enterprises, 2024 Edition?® are also applicable. As Bulgaria pro-
gresses towards OECD membership, these guidelines are gradu-
ally acquiring the character of hard law within the national legal
framework, much like the transfer pricing guidelines analysed in
the following chapter of this book.

2.2. National Company Law

Companies established and/or operating in any of the
Member States of the EU are regulated by the company law of
the Member State. However, on the one hand, company laws of
Member States must comply with some rules and principles which
constitute the body of supranational laws delivered by EU institu-
tions, binding as either hard or soft law. On the other hand, no
sovereign State or its institutions may issue acts directly binding on
all citizens and companies established and/or operating in the EU,
thereby prevailing over the company laws of the Member States.

The Bulgarian Constitution through Article 19(4) provides
that: ‘The law shall establish conditions conducive to the setting
up of cooperatives and other forms of association of citizens and
legal entities in the pursuit of economic and social prosperity.

The primary piece of legislation governing the types, corpo-
rate structure and governance, as well as the requirements for the
establishment of commercial companies in Bulgaria is the Com-
merce Act (CA).

The Commercial Register and the Non-Profit Legal Enti-
ties Register Act regulates the requirements and procedure for
registration, in a centralised electronic-based register, of commer-

2 OECD: https://www.oecd.org/content/dam/oecd/en/publications/re-
ports/2024/06/oecd-guidelines-on-corporate-governance-of-state-owned-
enterprises-2024_68fa05cd/18a24f43-en.pdf [Accessed on 15 January
2026].
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cial legal entities operating under Bulgarian law and of changes in
the corporate status of such entities (the ‘Commercial Register’).

Other relevant primary legislation governing specific corporate
and company matters includes: the Accountancy Act (AA); the Cor-
porate Income Tax Act (CITA); the VAT Act (VATA); the Invest-
ments Promotion Act (IPA); the BULSTAT Register Act (BRA); the
Independent Financial Audit Act (IFAA); the Tax and Social Secu-
rity Procedure Code (TSSPC); the Credit Institutions Act (CIA); the
Public Enterprises Act (PEA), various special acts with regard to the
CA;*! the special statutory instruments for the incorporation of state-
owned companies set up under the Article 62(3) of the CA (special
acts with regard to the CA and the PEA); etc.?

The following is a brief overview of how companies and mer-
chants incorporated under Bulgarian law may enjoy of freedom of
establishment and freedom to provide services. We will describe
the common rules for merchants, the different types of companies,
the main legal forms for doing business in Bulgaria, including
some issues related to the new legal regime for public enterprises.
Bulgaria has its own traditions in the field of commercial and civil
law which serves as a base for overcoming contemporary chal-
lenges.”

21 Such as: Gambling Act (GA), Execution of Sentences and Detention Act
(ESDA), Employment Promotion Act (EmPA), Environmental Protection Act (EPA),
Safe Use of Nuclear Energy Act (SUNEA), Water Act (WA), the Maritime Spaces,
Inland Waterways and Ports of the Republic of Bulgaria (MSIWPRBA), Railway
Transport Act (RTA), Civil Aviation Act (CAA), Forestry Act (FA), Animal Hus-
bandry Act (AHA), supplemented by a number of by-laws — regulations and ordi-
nances on the application of laws, incl. structural regulations.

22 Some special Laws are also applicable: Special Investment Purpose Compa-
nies Act, Insurance Code, Financial Supervision Commission Act, Public Offering of
Securities Act, Recovery and Resolution of Credit Institutions and Investment Inter-
mediaries Act, Markets in Financial Instruments Act, Supplementary Supervision of
Financial Conglomerates Act, etc.

2 For more information see also: TepazkunkoB, O. YueGHUK 110 THPrOBCKO PABO
— Yacr mbpBa. Codust, Tpyn u mpaso, 2021; Tepaxuko, O. YueOHUK 0 THPrOBCKO
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2.3 Types of Merchants
2.3.1. Basic Issues

A merchant is any natural or legal person engaged by occupa-
tion in any of the transactions listed in Article 1(1) of the CA.*
Merchants are: the commercial companies; cooperatives; any per-
son, who has established an enterprise, which, in accordance with
its purpose and volume, requires that its business be conducted on
a commercial basis, even if its activity is not listed under Article
1(1) of the CA. A merchant is also the Societas Europaea — the Eu-
ropean Company under Council Regulation (EC) Ne 2157/2001 of
8 October 2001 on the Statute for a European company (SE) (see
Diagram 1.1. — Types of Merchants).

npaBo — Yact BTopa. Codus, Tpyn u mpaso, 2021; Kanaiinskues, A. Tpproscko
npaBo — o6ira yact. Codusi, Tpyn u npaso, 2015; Kanaiixxkues, A. OGIUrainoHHO
npaBo. O6ma uact. Codusi, Cuena, 2020; Kamaiinxues, A. Toprosuu. Codwus,
Cuena, 2014; Croiines, U. IpaBen pexum 3a 3amura Ha KoHKypeHuusTa B EC. Tom
1. Autukaprenso npaso. Codust, Cuena, 2018; etc.

2% Within the meaning hereof, ‘merchant’ shall mean any natural or juridical
person engaged by occupation in any of the following transactions 1. purchase of
goods or other articles for the purpose of reselling them in their original, processed or
finished form; 2. sale of one’s own manufactured goods; 3. Purchase ofsecurities for
the purpose of reselling them; 4. commercial agency and brokerage; 5. commission,
forwarding and transportation transactions; 6. insurance transactions; 7. banking and
foreign-exchange transactions; 8. bills of exchange, promissory notes and cheques;
9. warehousing transactions; 10. licence transactions; 11. supervision of goods; 12.
transactions in intellectual property; 13. hotel operation, tourist, advertising, infor-
mation, entertainment, impresario and other services; 14. purchase, construction or
furnishing of real property for the purpose of sale; 15. leasing.
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Diagram 1.1. — Types of Merchants

Persons who are not merchants: natural persons engaged in
farming, artisans, persons providing services through their own la-
bour or exercising a liberal profession, except where their activity
may be defined as a business within the meaning of Article 1(3)
CA and persons providing hotel services by letting rooms in their
own home (Article 2 CA).

Commercial companies are formations having property that is
different from the property of their founders. They can conclude
agreements, execute obligations and acquire rights and perform le-
gal activities through their bodies; they have a name and an identi-
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fication code, a seat and a registered office where they operate, as
well as a designated scope of activities. There are different types
of commercial companies. All of them are recognised as separate
legal entities. Regardless of the nationality of its founder(s), each
company registered in Bulgaria is considered a Bulgarian legal
entity and is governed by the effective Bulgarian laws and regula-
tions. Foreign participation in a Bulgarian company can be up to
100%. Business may also be conducted in the form of: a sole trad-
er; a partnership; a partnership limited by shares; a limited liabil-
ity company; a shareholding company and (since 2023) a variable
capital company. The CA also recognises consortiums and holding
companies. A holding company can be a joint-stock company, a
limited partnership or a limited liability company.

2.3.2. Companies

Only the companies set forth in the CA may be established
(Article 64(2) CA). In this respect the following types of compa-
nies are regulated by the CA (Article 64(1)) (see Diagram 1.2. —
Types of Companies, Diagram 1.3. — Personal Companies, Dia-
gram 1.4. — Capital Companies below).
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Diagram 1.2. — Types of Companies

Diagram 1.3. — Personal Companies
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Diagram 1.4. — Capital Companies

With the promulgation of the Act to Amend and Supplement the
Bulgarian Commerce Act on 1 August 2023, a new type of compa-
ny was introduced — the Variable Capital Company (‘VCC’). VCC
is a hybrid form between personal and fixed-capital companies,
differing from both but sharing some similarities with each (see
Article 260a—260ab CA). This type of company can be used for
start-up activities.”® In addition, European Commission President
Ursula von der Leyen presented the EU-INC at the World Eco-
nomic Forum in Davos. Europe’s plan to radically simplify startup
operations across the bloc and improve the EU’s competitiveness
against the US and China’s tech®.

2.3.3. Functional Advantages of the Limited Liability and
Joint-Stock Company

The most popular form for doing business in Bulgaria is the
limited liability company and the joint-stock company (see III. In-

% See for example: The national competition ‘Best Youth Startup in Bulgaria:
https://bestyouthstartup.bg/en/home/ [Accessed on 15 January 2026].

26 https://www.euronews.com/my-europe/2026/02/03/what-is-eu-inc-and-its-
plan-to-make-european-businesses-borderless [Accessed on 15 January 2026].
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vestment Regulation and Market Entry regarding investment leg-
islation). The reasons can be reviewed in Table 1. Most Effective
Forms for Doing Business in Bulgaria below.

Table No. 1.1. Most Effective Forms for Doing Business in Bulgaria

not securities

Company |Joint-Stock | Single- Limited Single-Mem-
type Company | Member Liability Com- | ber Lim-
Joint-Stock | pany ited Liability
Company Company

Registered | The mini- The mini- The share The share cap-

Capital mum share | mum share | capital shall ital shall not

(required capital capital is not be less than |be less than

minimum) |is EUR EUR 25,000, |[EUR 1, fully |EUR, fully
25,000, fully | fully sub- subscribed, subscribed,
subscribed, |scribed, each |paid up to paid up to
each share | share paid the legally the legally
paid up to at |up to at least |established established
least 25% 25% minimum minimum

Liability of | limited to limited to the |limited to the |limited to the

Sharehold- |the shares in |shares in the |shares in the shares in the

ers the capital | capital capital capital

Resident no no no no

Sharehold-

ers Required

Number two or more, | one, natural | two or more, one, natural

and Type of |natural per- |person or natural persons |person or legal

Sharehold- |sons or legal |legal entity | or legal entities |entity

ers entities

Type of registered, |registered share cer- share certifi-

Shares bearer or only tificates in a cates in a lim-
dematerial- limited liability |ited liability
ized company are | company are

not securities
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teredshares)

Different yes yes (though |no no
Classes unusual)
of Shares
Trans- free unless | free unless free to another | free to another
ferability otherwise otherwise shareholder, shareholder,
of Shares provided provided otherwise upon |otherwise
for in the for in the consent with upon consent
Articles of | Articles of  |a majority of | with majority
Incorpora- | Incorporation | % of votes of % of votes
tion cast unless cast unless
otherwise otherwise
provided for in | provided for in
the Articles of | the Articles of
Incorporation | Incorporation
(the majority of | (the majority
% 1s construed | of % is con-
as mandatory | strued as man-
and the Articles | datory and the
may stipulate | Articles may
only for a stipulate only
higher major- | for a higher
ity) majority)
Form of by means of |by means of |by means of by means
Share delivery endorsement | written con- of written
Transfer (for bearer | entered tract with nota- | contract with
shares) into the rized signatures | notarized
by means of |Company’s |and entry into |signatures and
endorsement | Shareholders’ | the Com- entry into the
entered Book pany’s Book of | Company’s
into the Shares; Book
Company’s entry into the | of Shares;
Sharehold- Commercial entry into the
ers’ Book Register is also | Commercial
(for regis- required Register is

also required
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by means of
assignment
and regis-
tration with
the Central
Depository
(for de-
materialized
shares)
Managing | General Sole General Meet- | Sole Share-
Bodies Meeting of | Owner of the | ing of Share- | holder
Sharehold- | Capital (Sole | holders, Managing
ers Shareholder) | Managing Director (the
One-tier One-tier sys- | Director/s Sole Share-
system — tem — Board holder may
Board of of Directors also appoint
Directors Two-tier itself as
Two-tier system — Managing
system — Supervisory Director)
Supervisory | Board and
Board and | Managing
Managing | Board
Board
Sharehold- | at least once | at least once | at least once | at least once
ers’ Meet- | per year per year per year per year
ings
Delay for | 30 days The Sole 7 days after The Sole
Convening | after the Owner of written notice | Shareholder
Sharehold- | announce- | the Capital | to each share- | exercises the
ers’ Meet- | ment with | exercises the | holder unless | powers of
ings notice in the | powers of otherwise the General
Commercial | the General | stipulated in Meeting of
Register; if | Meeting of | the Articles of | Shareholders,
no bearer Sharehold- | Incorporation | no formal
shares is- ers, no (the term of 7 | requirements
sued, the formal days is imposed for

39
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Required

Articles of | requirements | construed adopting of
Incorpora- | imposed for | as manda- resolutions,
tion may adopting tory and the except draw-
stipulate of resolu- Articles may | ing of minutes
convening | tions, except | only stipulate a | in writing for
by writ- drawing of | longer term) each resolu-
ten notice minutes in tion adopted
to each writing for
shareholder | each resolu-
(shorter tion adopted
term pos-
sible)
Minimum | Board of Board of Di- | one or more one or more
Number of | Directors rectors — 3 to | Managing Managing
Directors -3t09 9 members | Directors Directors
members Supervisory | representing representing
Supervisory | Board —3 to | the company | the company
Board —3 to | 7 members | jointly and jointly and
7 members | Managing severally, or severally, or
Managing | Board—as | only jointly only jointly
Board —as | defined in if expressly if expressly
defined in | the Articles | stipulated stipulated
the Articles | of Incorpora-
of Incorpo- | tion but not
ration but more than 9
not more members
than 9
members
Resident no no no no
Directors
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Special categories of traders include credit institutions and in-
surance undertakings, whose legal nature places them at the core
of the financial system and subjects them to a markedly intensi-
fied regulatory framework. While they retain the status of com-
mercial entities, their establishment, organization, and operations
are governed not only by the general principles of commercial and
company law but also by sector-specific legislation — most nota-
bly the Credit Institutions Act and the Insurance Code — which
function as lex specialis. These regulatory instruments introduce
a multilayered regime of prudential supervision that significantly
exceeds the standard requirements applicable to ordinary traders.
They impose stringent rules concerning authorization procedures,
minimum capital thresholds, solvency, liquidity, risk exposure, in-
ternal control mechanisms, and corporate governance structures.
Furthermore, the supervisory architecture reflects the broader
European regulatory paradigm, characterized by harmonization,
preventive oversight, and the mitigation of systemic risk. The ra-
tionale for this heightened regulatory intensity derives from the
systemic relevance of financial institutions, whose stability is in-
trinsically linked to market confidence, depositor and policyholder
protection, and the overall resilience of the financial system. Con-
sequently, the legal framework governing credit institutions and in-
surance undertakings illustrates a paradigmatic shift from classical
trader autonomy toward a model of regulated entrepreneurship, in
which private economic initiative operates within a dense network
of public-law safeguards designed to preserve financial stability
and protect the public interest. The fundamental roles of the finan-
cial system are: ‘(i) providing a secure mechanism for payments
at a distance; (ii) mobilising capital from savers who have more
financial resources than uses for them; (iii) selecting projects from
amongst those seeking investment to capital; (iv) monitoring the
performance of those executing projects in which investment has
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been made; and (v) managing risk. There are institutions and fi-
nancial instruments that monitor and manage risk and there are
others that assist investors with taking risk’.?” A robust financial
sector is an important milestone on the road to joining the Euro
area. Bulgaria has already joined the Banking Union (see Chapter
25). Therefore, it is crucial to ensure that the financial sector is
robust and well-regulated and supervised, and systemically-sig-
nificant institutions in particular. ‘The institutional components of
financial systems [...] Traditionally, these have been broken down
into two components: first, financial intermediaries such as banks,
saving and lending institutions, pension funds, mutual funds, and
insurance companies; and second, financial markets such as equity
markets, bond markets, derivative and options markets, futures and
commodity markets, and ancillary actors which facilitate the pro-
duction and dissemination of information that enable markets to
operate’.?

Public companies, within the meaning of the Law on Public
Offering of Securities, whose shares are admitted to trading on a
regulated market, are likewise subject to an enhanced regulatory
regime. Beyond the general framework of company law, these en-
tities must comply with stringent capital market rules governing
transparency, periodic and ongoing disclosure, market abuse pre-
vention, shareholder rights, and corporate governance. The regu-
latory intensity is justified by their reliance on public investment
and by the necessity to preserve market integrity, investor confi-
dence, and the proper functioning of securities markets. A notable
trend in recent years is the progressive expansion of administra-
tive and compliance obligations imposed upon credit institutions,

27 Armour, J., Dan Awrey, Paul Davies, Luca Enriques, Jeffrey Gordon,
Colin Mayer, Jennifer Payne. Principles of Financial Regulation. Oxford University
Press, 2016, 22-

2 Ibid., p.23.
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listed companies, investment intermediaries, and pension funds,
particularly in connection with the evolving body of European sus-
tainability legislation. The emergence of ESG-oriented regulation
signals a structural transformation in the understanding of corpo-
rate responsibility, shifting it from a predominantly voluntary com-
mitment toward a legally enforceable duty embedded within the
architecture of financial and corporate regulation. This develop-
ment reflects the European Union’s broader regulatory philosophy,
whereby financial market participants increasingly assume the role
of quasi-regulatory actors responsible for implementing public pol-
icy objectives such as climate neutrality, social accountability, and
long-term economic resilience. Consequently, private entities are
no longer viewed solely as market operators but also as institutional
conduits for the realization of strategic societal goals. Importantly,
the extraterritorial reach of many sustainability-related require-
ments illustrates the EU’s capacity to project its normative frame-
work beyond its own legal order. Through different mechanisms
the Union effectively externalizes its values® by incentivizing —
and in practice frequently compelling — third-country companies
seeking access to the European market to align with EU standards.
In this way, regulatory influence becomes a vehicle of normative
power, enabling the EU to disseminate principles of sustainability,
transparency, and responsible governance on a global scale.

Last, but not least, the Accountancy Act (AA) further contrib-
utes to the regulatory architecture governing business entities by
establishing a size-based classification of enterprises, which car-
ries significant legal and economic implications. Pursuant to Chap-
ter Two, Sections I and II of the Act, undertakings are categorized
as micro, small, medium-sized, and large enterprises on the basis
of quantitative criteria such as asset value, net turnover, and aver-

¥ See Weatherill, S. Law and Values in the European Union. Clarendon Law
Series. Oxford University Press. 2016.
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age number of employees. This typology is not merely statistical in
nature; rather, it functions as a regulatory gateway that determines
the scope and intensity of numerous legal obligations. The classifi-
cation directly affects financial reporting requirements, the applica-
bility of independent statutory audits, disclosure duties, and—more
recently—the extent of sustainability reporting responsibilities. As
such, enterprise size operates as a mechanism of regulatory differ-
entiation, allowing the legislature to calibrate compliance burdens
in accordance with the economic capacity and systemic relevance
of each category. The growing importance of this framework must
also be viewed in light of the ongoing Europeanization of ac-
counting and corporate reporting standards. By aligning national
thresholds with broader EU regulatory objectives, the legislation
facilitates proportionality while simultaneously preparing larger
undertakings for heightened transparency obligations, particularly
in the field of non-financial and sustainability reporting. From a
functional perspective, the size-based model illustrates a broader
shift in contemporary company regulation toward graduated com-
pliance, whereby legal duties increase progressively alongside cor-
porate scale, market impact, and stakeholder exposure. In this re-
spect, accounting law transcends its traditional technical function
and emerges as a strategic instrument of corporate governance,
market discipline, and investor protection

The regulatory architecture governing business entities is
shaped primarily by the interaction between the CA and the AA,
two normative pillars that jointly structure the legal and economic
organization of entrepreneurial activity. While the CA establish-
es the legal framework for the formation, status, governance, and
transactions of traders, the Accountancy Act provides the method-
ological infrastructure through which business activities are meas-
ured, reported, and subjected to regulatory oversight. This interac-
tion reflects a broader transformation in contemporary company
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law: accounting has evolved beyond its traditional technical func-
tion into a central mechanism of corporate regulation. Financial
reporting no longer serves merely to document economic activity;
rather, it operates as a tool of market discipline, investor protec-
tion, and institutional transparency. Increasingly, this regulatory
function encompasses sustainability reporting and ESG disclo-
sures, which expand the informational boundaries of accounting
beyond purely financial metrics. By requiring undertakings to dis-
close data on environmental impact, social responsibility, human
capital, and governance structures, modern reporting frameworks
reposition accounting as a forward-looking instrument of risk as-
sessment and strategic oversight rather than a retrospective re-
cord of financial performance. Sustainability reports thus enhance
stakeholder decision-making, strengthen corporate accountability,
and contribute to the long-term resilience of both enterprises and
financial markets. In this respect, accounting law performs a con-
stitutive role, enabling the effective application of company, tax,
and financial supervision regimes while simultaneously support-
ing the broader public objectives of sustainable economic develop-
ment and responsible corporate conduct.

2.3.4. Corporate Lifecycle: Establishment, Governance,
and Structural Change

Some basic and common rules regarding companies are in-
troduced in the CA (see Articles 7—16a, Articles 5675 CA, etc.).
The company’s founders must be Bulgarian or foreign natural or
legal persons of full capacity to act. Any person may participate in
more than one company to the extent where such participation is
not prohibited by law. Whenever a company participates in another
company, its rights as a partner or sole owner must be exercised by
the person authorised to represent the company, or by an expressly
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authorised person. All companies have to obtain, hold and provide,
in the cases specified by law, adequate, accurate and current in-
formation on the natural persons who are their beneficial owners,
including details of the beneficial interests held by the said natural
persons. This is part of the measures against money laundering
(see the Anti-Money Laundering Measures Act).

Prior to the establishment of a company, the persons intending
to become founders may conclude an agreement on any actions
they need to take to prepare for the incorporation. For example, this
agreement could include clauses about the type of the company,
the capital, the seat and the scope of activities of the company,
etc. For non-performance of obligations under that agreement, in-
cluding if the company is not established, the parties will be liable
only for actual damages caused. Any actions by the founders on
behalf of the company to be incorporated, prior to the date of its
registration, will give rise to rights and obligations for the persons
performing them and not for the company which does not yet ex-
ist. Any concluded agreements should indicate that the company’s
incorporation is pending. When the company is established, the
rights and obligations will be transferred to the incorporated com-
pany. It is possible for the founders to reserve a trading name prior
to incorporating the company in order to ensure that the trading
name they have chosen will be available when entering the com-
pany in the Register. The application for name reservation must
be submitted to the Commercial Register and the registration of-
ficer will examine whether the trading name is available. If the
trading name is available, it will be reserved for 6 months and no
other person will be able to reserve or register this name within the
said six-month period. In order for a company to be incorporated,
it must be registered in the Commercial Register. The company
will be deemed incorporated on the date of its registration with
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the Commercial Register.’* The founders must sign the respective
incorporation documents. The application for registration should
be submitted by the appointed representative or management body
and must include the information provided by law for the respec-
tive type of company. Registration comprises the submission of a
standard application form with all necessary documents appended.
The documents can be submitted in paper format in the Commer-
cial Register or digitally through electronic signature. The registra-
tion procedure varies in terms of length but usually takes several
business days.

The incorporation of a company will be invalidated only when
any of the following violations of the law has been committed: there
is no Memorandum of Incorporation, or the Memorandum of In-
corporation is not drawn up in the form prescribed by the law; the
number of persons of full capacity to act participating in the incor-
poration of the company is less than the number provided for by the
law; the business objectives of the company contradict the law or
good morals; the Memorandum or the Articles of Incorporation (as
the case may be) do/does not contain the trading name, the scope of
activities of the company or the size of contributions, as well as the
capital, when required by law; the part of the capital prescribed by
law has not been paid in. Any interested party, as well as the public
prosecutor, may file a request to invalidate the company before the
court. The court’s decision to invalidate the company is effective
as of its coming into force. As of that moment, the company will be
deemed dissolved and the court will submit the decision for entry
in the Commercial Register, after which liquidation will be carried

30 Effects: Declarative effect — the publication in the Commercial Register in-
volves the presumption that the published circumstances are known to third parties
(presumption of knowledge); Constitutive effect — in accordance with commercial
law, the registration into the Commercial Register becomes legally effective only if
it is provided by law (the circumstance that is subject to publication is not effective
until its registration).
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out by a liquidator appointed by the registrar with the Registry
Agency. Any member of a company may bring an action before
the court to protect his/her membership rights if these have been
violated by bodies of the company.

Every partner or shareholder may file a request before the
court to revoke a decision of the General Meeting, if the decision
contravenes mandatory provisions of the law, the Memorandum of
Incorporation or, respectively, the Articles of Incorporation of the
company. The request must be filed against the company within
14 days of the date of the General Meeting, if the claimant was
present or duly notified, or, if not, within 14 days after the claim-
ant becomes aware of the decision, but not later than three months
after the date of the General Meeting. The directions of the court,
provided when revoking decisions of the General Meeting, the in-
terpretation of the law, the Memorandum of Incorporation and the
Articles of Incorporation are binding on the General Meeting for
any subsequent discussions of the same issue. Any decisions or ac-
tions by company bodies contravening an effective court decision
will be null and void.

Companies may be transformed through: acquisition — the
entire property of one or more companies (transforming compa-
nies) is transferred to one existing company (acquiring company),
which becomes its/their successor;’' merger — the entire property
of two or more companies (transforming companies) is transferred
to a newly incorporated company, which becomes their successor;*?
split — the entire property of one company (transforming company)
is transferred to two or more companies, which become its suc-
cessors for the respective part;** spin-off — part of the property

3! Transforming companies are dissolved without liquidation. In this case the
legal form of the acquiring company may not be changed simultaneously.

32 The transforming companies are dissolved without transformation.

33 The transforming company is dissolved without transformation. The compa-
nies, to which the property of the transforming company is transferred, may be exist-
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of one company (transforming company) is transferred to one or
more companies, which become its successors for that part of the
property;** change of the legal form (type of company) — for ex-
ample, a joint-stock company may be transformed into a limited
liability company. In all forms of transformation, the transforming,
acquiring and newly incorporated companies (i.e., the companies
involved in the transformation) may differ in type, unless other-
wise provided for by law.

Liquidation is carried out after dissolution of the compa-
ny (for the relevant rules, see Articles 261-265 CA). The trading
name of a merchant placed in liquidation must contain the words
‘in liquidation’. The liquidator/s is/are appointed by the partners/
shareholders. For example, the liquidator in a limited liability com-
pany will be the manager unless there is a resolution of the General
meeting appointing another person. Liquidators must be recorded
in the Commercial Register and must submit their notarised con-
sent with specimens of their signatures. Liquidators are liable for
their activities related to the liquidation.

Bankruptcy is a proceeding initiated by the merchant itself
or by a creditor under a commercial deal or fiscal receivable when
a merchant is unable to repay its financial debts (regarding the
rules, see Article 607-800 CA). With regard to credit institutions,
see the Banks Bankruptcy Act as a special statutory instrument.
The purpose of bankruptcy proceedings is fair satisfaction of the

ing (acquiring companies) in a split through acquisition, newly incorporated compa-
nies in a split through incorporation, as well as both existing and newly incorporated
companies at the same time. The legal form of the acquiring company may not be
changed simultaneously with the split.

3* The transforming company is not dissolved. The companies to which the part
of the property of the transforming company is transferred, may be existing com-
panies (acquiring companies) in a spin-off through acquisition, newly incorporated
companies in a spin-off through incorporation, as well as both existing and newly
incorporated companies at the same time. The legal form of the transforming com-
pany or the acquiring company may not be changed simultaneously with the spin-off.
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creditors and rescue of the debtor’s enterprise as a going concern,
if possible. Satisfaction of creditors is achieved through liquidation
of the merchant’s property. Bankruptcy proceedings must take
into consideration the interests of the creditors, the debtor and
the debtor’s employees. Bankruptcy proceedings are initiated
for a merchant who is inselvent. Except upon insolvency, bank-
ruptcy proceedings can also be initiated upon over-indebtedness
(sometimes referred to as ‘balance sheet insolvency’) of a limited
liability company, a joint-stock company or limited-stock com-
pany (i.e., limited liability companies). Insolvent is any merchant
unable to meet any due: monetary obligation arising out of, or
related to a commercial transaction, including its validity, per-
formance, non-performance, termination, invalidation or cancel-
lation, or the consequences from its termination; public liabilities
to the State or municipalities related to the merchant’s business;
liabilities for private state receivables; obligation to pay wages
to at least one third of the workers and employees, which has not
been discharged for more than two months. The insolvency court,
in its practices, has introduced the interim concept of ‘decapitali-
sation’ and takes the view that a company should not be declared
insolvent, where it is unable to repay its capital to its members
or shareholders (who are also creditors for the paid-in capital),
but does not have ‘external’ creditors. Despite the existence of
the general provision in Article 612 (1) and (3) of the CA, most
of the special laws establishing state-owned enterprises (SOEs)
(see Table 2: state-owned enterprises which are not commercial
companies formed by law as per Article 62(3) CA* below) in-
clude an explicit prohibition of insolvency proceedings for such

35 Source: Analysis of State-Owned Enterprises Established by Special Laws
on the Basis of Article 62(3) of the Commerce Act for the Purpose of Clarifying the
Nature of their Activities — Report, approved by the Council of Ministers with Deci-
sion No. 231 of 18 March 2021. See also Decision No. 662 of 23 September 2025,
the Council of Ministers.
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enterprises and in some cases, this has been introduced by the
relevant regulation.

2.4. Public Enterprises and State Ownership in the
Modern Economy

2.4.1. Legal Framework

The doctrine devotes little space to the analysis of public en-
terprises. The place of public enterprises (State-Owned Enterpris-
es (SOEs) and Municipal enterprises) in the financial system and the
system of public finances of the state is important and will be pre-
sented below in a nutshell.** Public enterprises are part of the public
finances of the state and help towards the sustainability of public
finances, also referred to as fiscal sustainability. The enacted PEA
and the Regulation on the Implementation of the Public Enterprises
Act (RIPEA) regulate new requirements that build on the rules of the
CA regarding the legal regime of state-owned enterprises, including
their relations with public finances and the budget with view of the
principles for the exercise of state ownership of state-owned enter-
prises (PEA, Chapter Two, Articles 5—10). Articles 61 and 62 of the
Commerce Act regulate the main provisions governing the status
of merchants which are state-owned enterprises, and the PEA is a
special law in relation to the Commerce Act.

It is no coincidence that the motives of the draft of the PEA
stated that the Act aims to create a legal framework that requires
from state-owned enterprises to apply, to a much greater extent and
not just perfunctorily, the criteria of economic conduct, account-

3 The author was member of the team that prepared the report Analysis of
State-Owned Enterprises Established by Special Laws on the Basis of Article 62(3)
of the Commerce Act for the Purpose of Clarifying the Nature of their Activities, ap-
proved by the Council of Ministers with Decision No. 231 of 18 March 2021.
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ability, control and transparency set out in the documents of the
European Union and the Organisation for Economic Cooperation
and Development.’” In relation to the management and control of
state-owned enterprises, the ‘sound corporate governance stand-
ards’ included in the OECD Guidelines on Corporate Governance
of State-Owned Enterprises apply, which also include standards
on the role of the State as owner, represented by the relevant public
authorities in the relations regulated by the legal norms of the PEA
and the RIPEA. In this respect, the PEA preserves the powers of
the Council of Ministers to exercise the rights of the State in state-
owned enterprises, respectively the designation of the relevant line
ministers as principals of commercial companies and state-owned
enterprises (with the possibility of the second hypothesis under Ar-
ticle 13 PEA). State policy in the field of state-owned enterprises is
determined and implemented by the Council of Ministers: Article
10(1) PPA; Chapter Three, Articles 11-12 PEA; Chapter Four, Ar-
ticles 13—19 PEA; Chapter Two, State Policy, Articles 2—12 RIPEA;
Chapter Three ‘Coordination of the State’s participation in state-
owned enterprises’, Articles 13—22 RIPEA. The Public Enterprises
and Control Agency (PECA)* is the central unit coordinating the
management of state-owned enterprises, coordinating state policy
in relation to state-owned enterprises, monitoring and reporting to
the Council of Ministers on its implementation, and carrying out
the functions and activities assigned to it by PEA and the RIPEA.
Even the Constitutional Court is yet to issue a decision concerning
the new state-owned enterprise regime. By means of a Ruling of 23
April 2024 in Case No. 14/2024, the Constitutional Court admitted
for consideration on the merits the request of the Council of Minis-

3781 of the Supplementary Provisions of PEA, item 10. ‘Standards of good
corporate governance’ means the standards included in the OECD Guidelines on Cor-
porate Governance of State-Owned Enterprises.

3% Decree No. 68 of 13 April 2020 of the Council of Ministers adopted the Rules
of Procedure for PECA (Article 21 and Article 61 RIPEA).
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ters of the Republic of Bulgaria to establish the unconstitutionality
of the Decision of the National Assembly of 29 March 2024 on the
assignment to the Minister of Energy, respectively to Bulgarian
Energy Holding EAD, not to distribute dividend from the profits of
Bulgarian Energy Holding EAD for the financial year 2023 (State
Gazette No. 28 of 2 April 2024).

In view of the above, from the analysis of current European
and national legislation, as well as from the point of view of finan-
cial and administrative law theory, it can be said that the public
relations in the system of management, control and coordination
of state-owned enterprises and the executive authorities involved
in these relations as per the PEA and the RIPEA, are differentiated
and identified on the basis of the theory of financial legal relations
developed in the work of Prof. Milcho Kostov ‘Financial Legal Re-
lations’*, since the budget is at the centre of the system and these
relations are in fact budgetary (financial) relations. Relations in the
field of management and control of state-owned enterprises can be
viewed in two aspects:

1) as a set of management and control relations, and

2) as a set of state bodies that carry out executive and regula-
tory activities in this field.

The PEA establishes a legislative foundation for stronger own-
ership coordination and monitoring; more independent, qualified
and transparently-nominated boards of directors; improved disclo-
sure at both individual enterprise level and state level; and a more
level playing field with regards to private companies by means of
gradual phasing out of the ‘state enterprise’ statute for SOEs en-
gaged in commercial activities. The PEA sets the new rules for
SOE:s: policy of participation of the State in public enterprises (su-
pervision) — Article 10 PEA; professional and independent man-
agement and control bodies (Chapter Five PEA sets requirements

¥ See Koctos, M. ®unancosu npasuu otHomenus. Codust, BAH, 1979, c. 256.
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to the management and control bodies; further details are provided
in Articles 20-24 and 31-37 RIPEA; the medium-term goals and
planned results of SOEs are laid down in Articles 57-60 RIPEA);
Public announcement — Chapter Seven PEA and Articles 28-31
and 61-63 of the Regulation; principles of exercising state own-
ership over state-owned enterprises (SOEs) — Chapter Two PEA,
Articles 5-10; the types of public enterprises are listed in Articles
2-4 PEA. The Public Finance Act (PFA), the Accountancy Act
(AA), the Administration Act (AdA), the Financial Management
and Control in the Public Sector Act (FMCPSA), and the Public
Procurement Act (PPA) are also applicable.

The Privatisation and Post-Privatisation Control Agency
(PPCA), as a specialised institution responsible for the coordina-
tion of public policy with regard to public enterprises, monitors
and reports to the Council of Ministers on its implementation and
fulfils the functions and activities assigned to it by the PEA and
RIPEA.

The state policy was adopted by a Decision of the Council of
Ministers* (see Diagram 1.5. — Preparation and Adoption of the
State Policy in the Field of Public Enterprises below).

40 Decision No. 1045 of the Council of Ministers of 21 December 2022 for the
Adoption of a Programme for the Transformation of State-Owned Enterprises estab-
lished through Special Laws pursuant to Article 62(3) of the Commerce Act. See:
https://www.appk.government.bg/bg/54 [Accessed on 15 January 2026].
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Diagram 1.5. — Preparation and Adoption of the State Policy in
the Field of Public Enterprises

State policy with regard to participants in state-owned
enterprises

Authorities
for
management
and control
of state-
owned
enterprises

Council of Minsters
Determines and approves state policy
with regard to state-owned enterprises.

PPCA

The Council of Ministers shall adopt a policy
for state participation in public enterprises. The
policy shall provide justification of the reasons
why the State participates in public enterprises
and the objectives it sets itself, the role of the
State in the management of the public enter-
prise, the implementation of the policy, as well
as the role and responsibilities of the Ministers
exercising the rights of the State and other state
organizations, involved in policy implementation
(Article 10(1) PEA)

Authority exercising the rights of the State

The OECD Guidelines on Corporate Governance of State-
Owned Enterprises (revised version, 2024) constitute an interna-
tionally recognized benchmark for ensuring that public enterprises
operate efficiently, transparently, and in an accountable manner.
They provide governments with a structured framework for exer-
cising state ownership in a professional and strategically oriented
way, while limiting undue political interference in corporate man-
agement.
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The Guidelines emphasize the separation between the State’s
ownership function and its regulatory role, the establishment of
competent and independent boards, enhanced disclosure require-
ments, and the protection of stakeholder interests. Their principles
have been reflected in the Public Enterprises Act (PEA), which
incorporates modern governance standards aimed at strengthening
oversight, improving performance, and aligning Bulgarian state-
owned enterprises with contemporary European and global prac-
tices*!.

Their main role is to provide ‘recommendations to govern-
ments on how to ensure that state-owned enterprises operate ef-
fectively, transparently and in an accountable manner. This is the
internationally accepted standard whereby governments exercise
the state ownership function so as to avoid traps of both passive
attitudes to ownership and excessive state interference.

The legal grounds for SOEs are laid down in Article 61 and
Article 62 CA. Article 62(1) states that state-owned enterprises
shall be formed as or transformed into single-member limited li-
ability companies* or single-member joint-stock companies pur-
suant to a procedure to be established by law. Article 62(2) states
that municipal undertakings shall be formed as or transformed
into single-member limited liability companies or single-member
Jjoint-stock companies through a resolution of the municipal coun-
cil. Article 62(3) states that state-owned enterprises which are not
companies may be formed by a law.* The Legal Framework in-
cludes also: the Accountancy Act (AA), the Administration Act
(AdA), the Financial Management and Control in the Public Sector

4 https://www.oecd.org/content/dam/oecd/en/publications/reports/2024/06/
oecd-guidelines-on-corporate-governance-of-state-owned-enterprises-
2024 68fa05cd/18a24f43-en.pdf [Accessed on 15 January 2026].

4 Permissible legal form only for ‘micro’, ‘small’ and ‘medium’ enterprises, as
well as for public enterprises — subsidiaries.

4 The legal acts are special and the CA rules are common.
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Act (FMCPSA), the Public Procurement Act (PPA), the Bulgarian
National Audit Office Act, the Independent Financial Audit Act,
the Privatisation and Post-Privatisation Control Act (PPCA), etc.
All these enterprises have relations with the state budget and mu-
nicipal budgets. Some of these acts are supplemented by a number
of by-laws — regulations and ordinances on their implementation,
including structural regulations. Bulgaria’s poor performance on
key institutional and governance indicators in the areas of judicial
independence, corruption and corporate governance of state-owned
enterprises has had a long-term impact on economic potential and
welfare. There is a need for upgrading the state-owned enterprise
corporate governance by adopting and putting into effect the forth-
coming legislation.*

Regulation (EU) No 537/2014 of the European Parliament and
of the Council of 16 April 2014 on specific requirements regarding
statutory audit of public-interest entities and repealing Commis-
sion Decision 2005/909/EC, Regulation (EU) No 549/2013 of the
European Parliament and of the Council of 21 May 2013 on the
European system of national and regional accounts in the Europe-
an Union,* Commission Directive 2006/111/EC of 16 November
2006 on the transparency of financial relations between Member
States and public undertakings as well as on financial transparency
within certain undertakings*® are also applicable.

42023 EU Semester Country Report for Bulgaria, p. 3 and p. 26.
BSOJL 158, 27.5.2014, p. 77-112.
©0JL 318, 17.11.2006, p. 17-25.
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2.4.2. Types of Public Enterprises

Public enterprises shall be legal persons, established and man-
aged for the benefit of the citizens and society, in order to achieve
maximum value for society through efficient allocation of resourc-
es, where necessary: to eliminate existing market defects; to pro-
vide goods or services of strategic importance or those, related to
national security or development;*’ to manage strategic property
for the State (Article 5 PEA). The provisions of this Act shall not
apply to the Bulgarian Development Bank.*® See below different
types of public enterprises (see Diagram 1.6. — Types of Public
Enterprises below).

Diagram 1.6. — Types of Public Enterprises

According to the PEA there are several types of public en-
terprises (see Diagram 1.7. — Types of Public Enterprises accord-
ing to Their Legal Form below).

47 See Resolution No. 181 of the Council of Ministers of 20 July 2009 on the
determination of strategic sites and activities relevant to national security.
4 See Bulgarian Development Bank Act.
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Diagram 1.7. — Types of Public Enterprises according to Their
Legal Form

State enterprises which are not companies formed by law ac-
cording to Article 62(3) CA are presented in Table 2 State Enter-
prises Formed by Law according to Article 62(3) CA below.

Table No. 1.2. State Enterprises Formed by Law
according to Article 62(3) CA.
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By Decision No. 662 of 23 September 2025, the Council of
Ministers adopted a Programme for the Transformation of State-
Owned Enterprises Established by Special Acts pursuant to Article
62(3) of the Bulgarian Commerce Act. This programme represents
a key element of the current state policy on ownership and govern-
ance of public enterprises (Arts. 10—12 of the Public Enterprises
Act; Chapters Two and Three of the Implementing Regulation of
the Public Enterprises Act). The decision builds upon previous
analyses and managerial approaches and aims at the systematic
and consistent restructuring of state enterprises that are not organ-
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ized as commercial companies, with a view to achieving higher ef-
ficiency, accountability, and compliance with good corporate gov-
ernance standards (OECD Guidelines on Corporate Governance
of State-Owned Enterprises, 2015; updated edition 2024). The
programme is based on the understanding that state enterprises
under Article 62(3) of the Commerce Act occupy a special place
within the system of public finance and public administration, as
they combine elements of economic activity with the performance
of functions in the public interest (Arts. 7 and 8 of the Public En-
terprises Act). This hybrid nature necessitates a differentiated ap-
proach to their legal status and governance, taking into account
both the need for economic efficiency and the obligation to fulfil
public policy objectives and provide public services (Arts. 5 and
6 of the Public Enterprises Act). In this context, the programme
introduces a principled distinction between enterprises that carry
out activities predominantly of a market nature and those whose
primary function is the implementation of public policies or the
provision of strategic services. For the first group, transformation
into commercial companies arranged under the Commerce Act is
envisaged, with clearly defined management and supervisory bod-
ies, business programmes, key performance indicators, and public
disclosure obligations (Arts. 23—24 of the Implementing Regula-
tion; Chapters Six and Seven of the Public Enterprises Act). This
approach is fully aligned with the requirements of the Public En-
terprises Act and the principles of the OECD Guidelines regarding
professional management, independent boards, and competitive
neutrality of state-owned enterprises (OECD Guidelines, 2024).
Conversely, for enterprises whose activities are primarily directed
toward the implementation of public policy objectives or the provi-
sion of services of strategic importance, the programme allows for
the preservation or refinement of their public-law status, emphasiz-
ing the clear definition of entrusted obligations, funding sources,
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and mechanisms for accountability and control (Art. 7(1)—(3) of
the Public Enterprises Act; Art. 65 of the Implementing Regula-
tion). In such cases, the requirements for publicity and transpar-
ency acquire particular importance, as does the role of external
and internal oversight exercised by the National Audit Office and
the State Financial Inspection Agency, in accordance with the ap-
plicable financial legislation.

The programme adopted by Decision No. 662/2025 is also
functionally linked to the mechanism for evaluating the imple-
mentation of public enterprises’ business programmes, regulated
through the Methodology adopted by Council of Ministers Decree
No. 309 of 15 December 2023 (Art. 17 of the Public Enterprises
Act; Decree No. 309/2023). Thus, the transformation of state en-
terprises is not viewed as a one-off organizational act but as part
of a broader cycle of strategic planning, implementation, reporting,
and evaluation of financial and non-financial objectives, includ-
ing those related to sustainability and ESG factors (OECD Guide-
lines, 2024). Particularly significant is the fact that Decision No.
662/2025 places the reform of state enterprises within the broader
context of the public sector modernization and the strengthening
of the state’s function as an informed and active owner—one that
refrains from direct involvement in operational management while
exercising effective strategic oversight (Arts. 5-10 of the Public
Enterprises Act; OECD Guidelines, Chapters II and VI). This ap-
proach is consistent with both the national regulatory framework
and the updated international standards for corporate governance
of state-owned enterprises.

In conclusion, with the adoption of Decision No. 662 of 23
September 2025, the Council of Ministers establishes a coherent
regulatory and strategic framework for the long-term reform of
state enterprises under Article 62(3) of the Commerce Act. Closely
linked to the Public Enterprises Act, its implementing regulation,
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and the OECD Guidelines, the programme has the potential to im-
prove the management of public resources, mitigate fiscal risks,
and enhance the competitiveness and sustainability of the Bulgar-
ian economy in the context of the European Union’s new strategic
priorities.

The Programme for the Transformation of State-Owned En-
terprises Established by Special Acts pursuant to Article 62(3) of
the Commerce Act provides for the following measures: State En-
terprise “Kabiuk™ is to be transformed into a sole-member joint-
stock company due to the predominantly commercial nature of its
activities; State Enterprise “Bulgarian Sports Totalizator” is to be
transformed into a sole-member joint-stock company for the same
reason; State Enterprise “Prison Fund” is to be converted into an
administrative structure, as it primarily performs public functions
and policies; State Enterprise ‘“Management and Operation of
Dams” is to be converted into an administrative structure due to
its predominantly public functions; State Enterprise “Research and
Production Center” is likewise to be transformed into an admin-
istrative structure; State Enterprise “Enterprise for the Manage-
ment of Environmental Protection Activities” is to be included in
the Consolidated Fiscal Programme as an economically separate
entity pursuant to Article 13(4) of the Public Finance Act; State
Enterprise “Air Traffic Services Authority” retains its legal and
organizational form; State Enterprise National Railway Infrastruc-
ture Company retains its legal and organizational form; State En-
terprise “Port Infrastructure” retains its legal and organizational
form; State Enterprise “Radioactive Waste” retains its legal and
organizational form; Southwest State Enterprise — Blagoevgrad
retains its legal and organizational form; Southeast State Enter-
prise — Sliven retains its legal and organizational form; South Cen-
tral State Enterprise — Smolyan retains its legal and organizational
form; Northwest State Enterprise — Vratsa retains its legal and or-
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ganizational form; Northeast State Enterprise — Shumen retains its
legal and organizational form; North Central State Enterprise —
Gabrovo retains its legal and organizational form.

The majority of Bulgaria’s 221 public enterprises are in-
corporated as joint-stock companies (55% of the total number of
enterprises), 37% as limited liability companies and 8% as state
enterprises.
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II. COMMERCIAL TRANSACTIONS AS
THE OPERATIONAL CORE OF
COMMERCIAL LAW

1. SOURCES AND REGULATORY STRUCTURE

Commercial transactions® constitute the structural core of
commercial law, providing the legal architecture through which
professional economic activity is organized and conducted. They
enable the orderly circulation of goods, services, and capital while
simultaneously balancing contractual autonomy with the broader
imperatives of market stability and legal certainty. The Bulgarian
regulatory model reflects a dualistic private-law tradition in which
commercial law functions as lex specialis in relation to civil law.
Consequently, civil legislation applies subsidiarily whenever com-
mercial rules do not provide otherwise. This normative hierarchy
ensures both systemic coherence and adaptability to the evolving
needs of modern commerce.

The primary legal framework governing commercial trans-
actions is established in Part III of the Bulgarian Commerce Act
(CA), particularly Chapter XXI (Arts. 286—606a CA), which out-
lines their scope, legal concept, and governing principles. The re-
gime is complemented by the Obligations and Contracts Act*, sec-

4 See Ivan Ruschev, Chapter 10: Commercial Transactions. Legal Framework,
Concept, Types. Abuse of Rights and Chapter 11: Conclusion of Commercial Trans-
actions in Mihaylova-Goleminova et al. Corporate and Financial Law Handbook,
Ciela, 2024.

0 See Hristina Tancheva, Chapter 2: Brief Overview of the Contract — For-
mation, Content and Types, Chapter 3: The Contract Lifecycle — Performance and
Remedies for Breach, Chapter 5: The Fundamentals of Secured Obligations in Mi-
haylova-Goleminova et al. Corporate and Financial Law Handbook, Ciela, 2024.

See also Irina Bogdanova, Chapter 4: Void and Voidable Contracts under Bul-
garian Civil and Commercial Law: a Brief Note Chapter 6: A Functional Approach
to Time Limits in Civil and Commercial Law. Extinctive Prescription: Surveying the
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tor-specific legislation, established business customs, and relevant
European Union and international legal instruments. Such a multi-
layered regulatory structure promotes doctrinal consistency while
preserving the degree of flexibility indispensable for contemporary
business practice. From a theoretical perspective, a transaction rep-
resents a lawful juridical act through which parties express their
intention to create legal consequences. A commercial transaction
introduces an additional functional dimension: it serves entrepre-
neurial activity and facilitates market exchange through operations
such as sale, transport, banking, insurance, licensing, and leasing.
In this sense, commercial transactions operate not merely as legal
techniques but as instruments of economic organization. Article
286 CA provides the conceptual foundation of commercial transac-
tions by establishing three cumulative analytical criteria:

* Objective (absolute) commercial transactions (Art.
286(2) CA). Transactions expressly designated by statute
are deemed commercial by their intrinsic nature, irrespec-
tive of the legal status of the parties involved.

* Subjective (relative) commercial transactions (Art.
286(1) CA). Any transaction concluded by a merchant in
connection with its enterprise qualifies as commercial, re-
flecting the professional character of the activity.

* Presumption of commercial character (Art. 286(3) CA).
Transactions entered into by a merchant are presumed to
relate to its business unless proven otherwise, thereby en-
hancing legal predictability.

This tripartite construction embodies a functional approach

typical of modern European commercial law, privileging economic
reality over formal classification and reinforcing transactional cer-

Landscape, Chapter 7: General Remarks on Agency in Civil and Commercial Law
in Mihaylova-Goleminova et al. Corporate and Financial Law Handbook, Ciela,
2024.
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tainty. Article 287 CA further establishes that when a transaction
is commercial for one party, commercial law applies to both parties
unless statutory exceptions provide otherwise. This rule promotes
normative uniformity, particularly in mixed legal relationships in-
volving merchants and non-merchants. Article 288 CA confirms
the subsidiary role of civil legislation and explicitly recognizes the
normative relevance of commercial customs. The acknowledgment
of business practice as a supplementary source of law underscores
the pragmatic orientation of commercial regulation and its respon-
siveness to market dynamics. Specialized legal mechanisms—in-
cluding statutory interest, joint and several liability, and liquidated
damages—strengthen contractual discipline and accelerate econom-
ic exchange. Collectively, these instruments enhance transactional
reliability, which is indispensable for the functioning of a market
economy.

In the analysis of commercial transactions, particularly in the
context of VAT and transfer pricing adjustments, the decisive cri-
terion is not the formal legal qualification of a payment, but its
economic substance. The case law of the Court of Justice of the
European Union (CJEU) consistently confirms that taxation de-
pends on the actual nature of the transaction and the existence of
a reciprocal legal relationship rather than on the terminology used
by the parties. This reflects a broader principle of EU tax law: legal
form cannot prevail over economic reality where the two diverge.
According to settled jurisprudence, a taxable transaction for VAT
purposes requires three cumulative elements: (i) a supply of goods
or services, (ii) consideration, and (iii) a direct link between the
supply and the payment (Case C-16/93, Tolsma; Case 102/86, Ap-
ple and Pear Development Council). The Court has emphasised
that a “direct link” exists only where there is a legal relationship
between the supplier and the recipient involving reciprocal per-
formance, and where the payment received constitutes the actual



Commercial Law in Bulgaria: Company Law, Corporate Governance... 69

remuneration for an identifiable supply. In the absence of such
reciprocity, a payment falls outside the scope of VAT. This prin-
ciple has particular importance in the field of transfer pricing ad-
justments. In Case C-726/23, Arcomet, the Court confirmed that
a transfer pricing adjustment may qualify as consideration for a
taxable supply where it is linked to services effectively provided
under a contractual framework and where it directly affects the
price of those services. The decisive question is whether the ad-
justment modifies the remuneration for specific supplies or merely
constitutes an internal accounting correction. Conversely, where
a payment reflects only a profit reallocation within a corporate
group, without altering the price of identifiable transactions, it may
fall outside the scope of VAT, as suggested in the Opinion of Ad-
vocate General Kokott in Case C-603/24, Stellantis Portugal. The
Court has also clarified that the taxable amount is, in principle, the
subjective value actually agreed between the parties (Case 154/80,
Cooperatieve Aardappelenbewaarplaats). VAT is based on the con-
sideration actually received, not on an objective market valuation.
Recourse to open market value is strictly limited to the exhaustive-
ly enumerated cases provided in Article 80 of the VAT Directive,
as confirmed in Cases C-621/10 and C-129/11. This reinforces the
contractual dimension of VAT while simultaneously subordinating
it to economic reality. Taken together, these decisions demonstrate
a coherent judicial approach. Written contracts constitute an im-
portant evidentiary starting point, but they are not determinative if
they fail to reflect the genuine economic content of the transaction.
For the purposes of both commercial and tax law, what ultimately
prevails is the real substance of the operation: the existence of re-
ciprocal obligations, the allocation of functions and risks, and the
genuine link between performance and remuneration. In this sense,
VAT law — particularly in its interaction with transfer pricing — op-
erates as a substance-oriented system, ensuring that taxation aligns
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with the actual economic transaction rather than with formal or
accounting characterisations.

2. CLASSIFICATION OF COMMERCIAL TRANSACTIONS

Commercial transactions may be categorized according to both
statutory and doctrinal criteria. Absolute transactions encompass
activities inherently commercial in nature, such as speculative pur-
chases for resale, banking and foreign-exchange operations, insur-
ance, transport, warehousing, construction intended for sale, leas-
ing, and intermediary services. Relative transactions derive their
commercial character from the professional status of at least one
party acting within the scope of its enterprise. Presumptive trans-
actions shift the burden of proof onto the party contesting their
commercial nature, thereby facilitating legal security and reducing
evidentiary uncertainty. From a doctrinal standpoint, commercial
transactions may also be classified as unilateral, bilateral, or mul-
tilateral; formal or informal—given that Article 293(2) CA permits
parties to require a specific form—and causal or abstract, the lat-
ter being particularly characteristic of negotiable instruments and
bank guarantees. While Article 1 CA delineates the material scope
of commercial activity, the Commerce Act develops detailed legal
regimes for specific nominate contracts, including: Commercial
sale (Arts. 318-336 CA); Commission contract (Arts. 337-348
CA); Freight forwarding contract (Arts. 349-360 CA); Carriage
contract (Arts. 361-378 CA).

These contractual models provide specialized rules govern-
ing performance, liability, and risk allocation in professional trade,
thereby reducing transactional costs and legal uncertainty. A sys-
tematic reading of Article 1 CA alongside Articles 286-300 CA
reveals a two-tier regulatory structure: Article 1 CA defines the
objective boundaries of commercial activity; Articles 286-300 CA



Commercial Law in Bulgaria: Company Law, Corporate Governance... 71

establish the general legal regime applicable to commercial trans-
actions.

Together, they form the conceptual architecture of Bulgarian
commercial contract law, striking a deliberate balance between le-
gal certainty and economic flexibility. Accordingly, commercial
contracts should be understood not as a closed enumeration but as
a dynamic legal category evolving in parallel with market develop-
ment.

3. ForMmATION OF COMMERCIAL CONTRACTS

The formation of commercial transactions follows the classi-
cal model of offer and acceptance but is significantly shaped by
the imperatives of commercial expediency and statutory modifica-
tions designed to facilitate business efficiency. A crucial distinc-
tion exists between a public notice and a public offer. Pursuant to
Article 290(1) CA, advertisements, catalogues, and price lists are
generally regarded as invitations to treat rather than binding offers.
A public offer becomes legally binding only when it specifies es-
sential contractual elements such as quantity and time limits (Art.
291 CA). Commercial efficiency is further reinforced by the rec-
ognition of silence as acceptance in established business relation-
ships between merchants. Under Article 292 CA, failure to object
without undue delay may give rise to a presumption of consent—
an approach that reflects the premium placed on speed and pre-
dictability in commercial dealings. General terms and conditions
acquire binding force when the counterparty knew or reasonably
should have known of them and did not object promptly, particu-
larly within merchant-to-merchant transactions (Art. 298 CA). The
legal effectiveness of a commercial transaction may also depend
on supplementary acts recognized by law, including authoriza-
tion by a competent authority (Art. 295 CA), confirmation by a
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third party (Art. 296 CA), third-party determination of contractual
clauses (Art. 299 CA), and judicial supplementation where par-
ties fail to agree on outstanding terms (Art. 300 CA). Additionally,
the doctrine of hardship empowers courts to amend or terminate a
contract when unforeseen circumstances render performance ex-
cessively onerous (Art. 307 CA). This mechanism preserves the
equilibrium of the contractual relationship while reconciling sta-
bility with fairness.

4. Goobp FAITH AND THE PROHIBITION
OF ABUSE OF RIGHTS

Despite the broad autonomy enjoyed by market participants,
commercial freedom is not absolute. It is constrained by the prohi-
bition of abuse of rights—a general principle embedded in Bulgarian
commercial law. According to Article 289 CA, a right may not be
exercised solely with the intention of harming another party. Con-
duct amounting to abuse may result in the denial of legal protection
and trigger liability for damages. The principle thus reinforces the
normative centrality of good faith, fairness, and responsible market
behaviour, ensuring that contractual freedom operates within the
boundaries of legitimate economic purpose.
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III. INVESTMENT REGULATION AND
MARKET ENTRY

1. BULGARIA’S INVESTMENT CLIMATE WITHIN THE EU
INTERNAL MARKET

Currently, in strict adherence to EU rules in the field of State
Aid, Competition, including protection of Article 18 and the four
freedoms (TFEU), Bulgaria attracts foreign direct investments in
different ways, using tax incentives, applying some investor pro-
grammes, the ‘Startup visa’, etc. Bulgaria offers a favourable in-
vestment climate, underpinned by a stable legal framework aligned
with European Union standards. The country‘s investment legisla-
tion provides various incentives to attract both domestic and for-
eign investors, aiming to stimulate economic growth, employment,
and technological advancement.

2. INVESTMENT PROMOTION FRAMEWORK

Key Legal Framework includes the following legal acts (See
Table 3 Key Legal Investment Promotion Framework below).

Table No. 1.3. Key Legal Investment Promotion Framework
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Investments in Bulgaria can be certified under different class-
es, each offering specific incentives (see Diagram 1.8. Investments
Classes in Bulgaria below):

Diagram 1.8. Investments Classes in Bulgaria

Class A and B: For significant h
vestment projects meeting criteria
ated to investment amount, job
creation, and sector. y

Municipal Level): Small-
jects of local importance,
municipal authorities.
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Certified investors may benefit from a range of incentives, in-
cluding ass follows (See Diagram 1.9. Incentives under IPA):

Diagram 1.9. Incentives under IPA

In line with EU regulations, Bulgaria has implemented a na-
tional screening mechanism for foreign direct investments, particu-
larly those affecting national security and public order. Bulgaria’s
National Screening Mechanism for FDIs establishes a structured
framework to safeguard national security and public order while
maintaining alignment with EU regulations. Investors are advised
to conduct thorough due diligence and engage with the Bulgarian
Investment Agency early in the investment process to ensure com-
pliance with the screening requirements.

This mechanism ensures that investments in sensitive sectors
undergo appropriate review. Bulgaria’s FDI screening regime is
established under the Investment Promotion Act (IPA), as amended
in 2024, aligning with Regulation (EU) 2019/452. The mechanism
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became fully operational on 22 July 2025, following the adop-
tion of the necessary secondary legislation. The Interdepartmental
Council for Screening of Foreign Direct Investments (the Council),
a permanent collective body under the Council of Ministers, is re-
sponsible for authorizing FDIs in Bulgaria. The Council has the
authority to initiate screenings and must decide within 45 days,
with a possible extension of 30 days for complex cases.

The screening mechanism applies to FDIs that: Involve the ac-
quisition of at least 10% of the capital of an enterprise operating
in Bulgaria; Exceed EUR 2 million in value; Target critical sectors
such as energy, transport, water, health, communications, media,
data processing or storage, aviation, defense, electoral or financial
infrastructure, sensitive facilities, critical technologies and dual-
use items, supply of critical inputs, access to sensitive information,
or the freedom and pluralism of the media. Additionally, FDIs
involving non-EU state participation, including significant financ-
ing by a public authority, are subject to screening regardless of
the investment thresholds. Bulgaria employs a “White List” and
“Black List” approach (See Table No. 4 “White List” and “Black
List” approach below):

Table No. 1.4. “White List” and “Black List” approach

White List: Investors from countries such as BN 4 BN RGN ENN
the United States, United Kingdom, Canada, [EostaiisnitlitaiiityE:
Australia, New Zealand, Japan, South and Belarus are subject
Korea, the United Arab Emirates, and Saudi [JigeEinitg el RV
Arabia are generally treated on par with EU  [REINEROEIEV03

investors, exempting them from mandatory
screening unless specific concerns arise.
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The Council has the authority to initiate ex officio reviews of
FDIs that: do not meet the standard thresholds but may impact na-
tional security or public order; have commenced within two years
prior to receiving an opinion from the European Commission or an
EU Member State. Notably, there is no clear limitation period for
exercising this ex officio power, creating potential uncertainty for
investors.

Investors must submit applications for FDI clearance to the
Bulgarian Investment Agency using a standardized template. The
Council reviews the application and issues a decision within the
stipulated timeframe. If the Council fails to issue a decision within
the deadline, the investment is deemed cleared by tacit approval.
Non-compliance with the screening regime can result in: fines
amounting to 5% of the investment‘s value, with a minimum of
EUR 25,000, restrictive measures imposed by the Council, includ-
ing changes in control, cessation of activity, or termination of the
investment.

In addition, the Foreigners in the Republic of Bulgaria Act
stipulates that the Ministry of Innovation and Growth is responsi-
ble for issuing, extending and revoking a certificate for a high-tech
and/or innovative project, called a ‘Startup visa’. For this purpose,
the Ministry developed a special regulation (Resolution No. 318
of October 7, 2022 for the adoption of an Ordinance on the Terms
and Conditions for Issuing, Extending and Revoking a Certificate
for a High-tech and/or Innovative Project). The main purpose of
the ‘Startup visa’ is to attract citizens of third countries and invest-
ments in companies registered in Bulgaria, developing products
and services with high added value by providing the opportunity
to obtain a permit for long-term residence in Bulgaria in accord-
ance with the relevant procedure. The incentive measure is aimed
at start-up companies with an innovative product and/or service;
discussions with regard to the compatibility of these regimes with
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the principle of equality and non-discrimination have not been
raised. As mentioned above, with the promulgation of the Act on
the Amendment and Supplement the Bulgarian Commerce Act on
1 August 2023, a new type of company was introduced in Bulgaria
in order to develop the start-up ecosystem in Bulgaria and attract
foreign investments — the VCC.

Last but not least, a new Investment Promotion Act is needed
not just to fulfil the requirements of the Regulation (EU) 2019/452
of the European Parliament and of the Council of 19 March 2019
establishing a framework for the screening of foreign direct invest-
ments into the Union, but also to comply with the Commission
Regulation (EU) 2023/2831 of 13 December 2023 on the appli-
cation of Articles 107 and 108 of the Treaty on the Functioning
of the European Union to de minimis aid, Commission Regula-
tion (EU) 2023/1315 of 23 June 2023 amending Regulation (EU)
No 651/2014 declaring certain categories of aid compatible with
the internal market in application of Articles 107 and 108 of the
Treaty, and Regulation (EU) 2022/2473 declaring certain catego-
ries of aid to undertakings active in the production, processing and
marketing of fishery and aquaculture products compatible with
the internal market in application of Articles 107 and 108 of the
Treaty, etc. Bulgaria can be an attractive investment destination,
not only because of the available grants and financial instruments
funded by the EU funds.

The InvestBulgaria Agency (IBA)’! serves as the primary gov-
ernmental body facilitating investment in Bulgaria (See Table No.
1.4. Powers of the InvestBulgaria Agency below).

S https://investbg.government.bg/?lang=bg [Accessed on 15 January 2026].
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Table No. 1.4. Powers of the InvestBulgaria Agency
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Legislation

[0 European Union Law

Primary Law
Treaty on the Functioning of the European Union (TFEU).
Charter of Fundamental Rights of the European Union.

Secondary Law

Directives
Directive (EU) 2022/2464 as regards corporate sustainabil-
ity reporting (Corporate Sustainability Reporting Directive —
CSRD).
Directive (EU) 2024/1760 on corporate sustainability due dili-
gence (Corporate Sustainability Due Diligence Directive — CS-
DDD).
Directive (EU) 2017/1132 relating to certain aspects of com-
pany law.
Directive (EU) 2019/1151 amending Directive (EU) 2017/1132
as regards the use of digital tools and processes in company law.
Directive (EU) 2019/2121 amending Directive (EU) 2017/1132
as regards cross-border conversions, mergers and divisions.
Directive 2012/17/EU on the interconnection of central, com-
mercial and companies registers.
Directive 2009/102/EC on single-member private limited li-
ability companies.
Commission Directive 2006/111/EC on transparency of finan-
cial relations between Member States and public undertakings.
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Regulations
Council Regulation (EC) No 2157/2001 on the Statute for a Eu-
ropean company (SE).
Council Regulation (EEC) No 2137/85 on the European Eco-
nomic Interest Grouping (EEIG).
Regulation (EU) No 537/2014 on specific requirements regard-
ing statutory audit of public-interest entities.
Regulation (EU) No 549/2013 on the European system of na-
tional and regional accounts.
Regulation (EU) 2019/452 establishing a framework for the
screening of foreign direct investments into the Union.
Commission Regulation (EU) 2023/2831 on the application of
Articles 107 and 108 TFEU to de minimis aid.
Commission Regulation (EU) 2023/1315 amending Regulation
(EU) No 651/2014 declaring certain categories of aid compat-
ible with the internal market.
Regulation (EU) 2022/2473 declaring certain categories of aid
compatible with the internal market in the fisheries and aqua-
culture sector.

Implementing Regulation
Commission Implementing Regulation (EU) 2021/1042 laying
down rules for the system of interconnection of registers.

O International Soft-Law Instruments
G20/OECD Principles of Corporate Governance.
OECD Guidelines on Corporate Governance of State-Owned
Enterprises (2015; updated 2024).
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[ National Legislation (Republic of Bulgaria)
Primary Legislation

Primary Law (National Legislation of the Republic of Bul-

garia)

Constitutional Foundation
Constitution of the Republic of Bulgaria

Core Company and Commercial Law
Commerce Act
Commercial Register and Non-Profit Legal Entities Register
Act

Financial, Accounting and Tax Framework
Accountancy Act
Corporate Income Tax Act
Value Added Tax Act
Tax and Social Security Procedure Code
Statutory Audit and Sustainability Assurance Ac
Public Finance Act

Banking, Capital Markets and Financial Supervision
Credit Institutions Act
Insurance Code
Financial Supervision Commission Act
Markets in Financial Instruments Act

* Public Offering of Securities Act

Recovery and Resolution of Credit Institutions and Investment
Intermediaries Act

Supplementary Supervision of Financial Conglomerates Act
Special Investment Purpose Companies Act
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Public Sector Governance and State Ownership
* Public Enterprises Act
 Privatisation and Post-Privatisation Control Act
* Public Procurement Act
* Financial Management and Control in the Public Sector Act
* Administration Act
» Bulgarian National Audit Office Act
* Public Financial Inspection Act
 Internal Audit in the Public Sector Act

Investment and Market Access
* Investment Promotion Act
» Foreigners in the Republic of Bulgaria Act
* Bulgarian Citizenship Act

Compliance and Transparency
* Anti-Money Laundering Measures Act

Registers and Identification
* BULSTAT Register Act

Procedural Framework
e Civil Procedure Code
¢ Administrative Procedure Code

Secondary Legislation
* Regulation on the Implementation of the Public Enterprises Act.
* Council of Ministers Decision No. 662 of 23 September 2025.
* Council of Ministers Decree No. 309 of 15 December 2023.

* Council of Ministers Resolution No. 318 of 7 October 2022
on the Startup Visa Ordinance.
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10.

11.
12.

13.

REVIEW AND DISCUSSION
QUESTIONS

. What role does commercial law play in structuring and stabi-

lizing modern market economies?

How does Bulgarian commercial law operate within the
broader legal order of the European Union?

Why is legal predictability essential for investment, entrepre-
neurship, and long-term business planning?

To what extent does commercial law reconcile entrepreneuri-
al freedom with regulatory oversight?

Which fundamental freedoms of the European Union most
directly influence corporate establishment and cross-border
business activity?

What are the defining characteristics of a commercial com-
pany as a separate legal entity?

How does limited liability stimulate economic initiative while
simultaneously generating risks for creditors and markets?
What strategic considerations should guide the choice of cor-
porate form?

What are the principal forms of capital companies under the
Commercial Act?

What are the principal advantages of the limited liability com-
pany?

What are the principal advantages of the joint-stock company?
What are the principal advantages of the variable capital com-
pany?

How does the introduction of the variable capital company re-
flect the modernization of company law and the needs of in-
novative enterprises?
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14.

15.

16.

17.

18.
19.

20.

21.

22.

23.

24,

25.

26.

27.

28.

To what extent do flexible corporate structures support start-
ups and high-growth business models?

What are the core fiduciary duties of directors in a joint-stock
company, and how do they support sustainable corporate man-
agement and investor confidence?

Is strong corporate governance a competitive advantage in
global capital markets?

How can governance failures undermine both corporate per-
formance and stakeholder trust?

What does the Investment Promotion Act provide for?

What functions does the Commercial Register perform in pro-
moting transparency and legal certainty?

Why is disclosure fundamental to the efficient functioning of
capital markets?

How is digital transformation reshaping corporate compliance
and regulatory supervision?

How are environmental responsibilities reshaping corporate
strategy, and should they be viewed as regulatory constraints
or drivers of long-term competitiveness?

To what extent are companies expected to integrate human
rights, labour standards, and social responsibility into their
core business models?

Should ESG be understood primarily as a compliance obliga-
tion or as a strategic framework for sustainable value creation?
Should shareholder primacy be reconsidered in light of sus-
tainability and stakeholder-oriented governance?

Why is the governance pillar considered the foundation upon
which environmental and social commitments become credible?

How do mergers and acquisitions influence market structure
and competitive dynamics?

Do corporate transformations generate strategic opportunities
while simultaneously creating governance risks?
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29.

30.

31.

32.

33.

34.

35.

Is modern insolvency law increasingly oriented toward busi-
ness rescue rather than liquidation?

How does insolvency law balance creditor protection with the
preservation of economic value?

What is the relationship between corporate restructuring and
long-term business sustainability?

What distinguishes public enterprises from privately owned
companies in terms of governance and accountability?
Should public enterprises be subject to stricter governance
standards than private corporations?

How can foreign direct investment enhance national competi-
tiveness while raising regulatory and security considerations?
How does the investment screening mechanism under the In-
vestment Promotion Act function, and what objectives does it
pursue in balancing openness to foreign investment with the
protection of national interests?
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CAPSTONE CASES

Capstone Case 1

A Singapore-based entrepreneur is exploring the possibility of
relocating part of their innovative business activity to Bulgaria by
acquiring a majority stake in an existing Bulgarian company. The
planned investment focuses on high-technology development and
aims to leverage Bulgaria’s emerging start-up ecosystem. Man-
agement is particularly interested in the regulatory conditions gov-
erning start-up visas, the procedures for establishing or acquiring
a company, and the comparative advantages of the most commonly
used corporate forms. Beyond formal requirements, the investor
seeks to understand whether Bulgaria provides a stable and innova-
tion-friendly environment capable of supporting long-term entre-
preneurial growth. The decision ultimately depends on balancing
regulatory accessibility, corporate flexibility, and strategic market
opportunities within the European economic space.

Discussion Questions

1. What regulatory considerations should guide the investor’s
decision to pursue entrepreneurial migration to Bulgaria?

2. How do corporate structure and ownership concentration af-
fect strategic control and business risk?

3. Which legal form is better suited to high-growth innovative
ventures, and why?

4. To what extent do migration and investment policies shape
national competitiveness in attracting start-ups?

5. How should investors evaluate legal certainty when entering a
new jurisdiction?
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Capstone Case 2

An Indian technology company is considering expanding its
global operations by outsourcing part of its activities to the Repub-
lic of Bulgaria. Management is evaluating the possibility of estab-
lishing a limited liability company in order to benefit from Bulgar-
1a’s strategic location within the European Union, its competitive
tax environment, and its growing digital sector. Before proceeding,
the board seeks a comprehensive assessment of the legal and insti-
tutional framework governing foreign investment in Bulgaria. Par-
ticular attention is devoted to the incentives available under the In-
vestment Promotion Act, the protection afforded to investors, and
the role of public authorities in facilitating investment projects. The
company is also interested in understanding the broader structure
of Bulgarian commercial law and the range of legal forms through
which business activity may be conducted. Senior management
must determine whether Bulgaria offers a sufficiently predictable
and supportive legal environment to justify long-term investment.

Discussion Questions

1. What legal and economic factors should the company evalu-
ate before entering the Bulgarian market?

2. To what extent can investment incentives influence the strate-
gic location of foreign direct investment?

3. Which corporate form would be most appropriate for the
company’s operational and risk profile?

4. How does the Bulgarian legal framework promote investor
protection and regulatory predictability?

5. Prepare a strategic SWOT analysis evaluating Bulgaria as a
destination for foreign investment. Based on your assessment
of strengths, weaknesses, opportunities, and threats, would
you recommend market entry? Justify your conclusion from a
corporate perspective.



CHAPTER 2
TAX LAW AND TAXATION

ABSTRACT

This chapter examines the multilevel legal framework govern-
ing taxation within the European Union and the Republic of Bul-
garia, emphasizing the interaction between supranational regula-
tion and national fiscal sovereignty. It analyzes the constitutional
foundations, institutional structure, and normative sources of tax
law, as well as the mechanisms through which European Union law
shapes national tax autonomy, including harmonisation, judicial
review, and State aid control. For businesses, understanding this
regulatory landscape is essential, as taxation directly influences
corporate structuring, cross-border investment, compliance strate-
gies, and long-term competitiveness. From a corporate perspective,
taxation is no longer merely a technical matter of legal compliance
but a form of strategic planning that affects organizational design,
risk management, and market positioning. In practical terms, this
transformation requires economic actors to integrate tax consider-
ations into core business decision-making rather than treating them
as a purely operational function. Particular attention is devoted to
the structure of the Bulgarian tax system, the role of international
standards, and the growing influence of European integration on
domestic fiscal governance. The chapter further explores the bal-
ance between revenue generation, competitiveness, administrative
efficiency, and taxpayer protection within an evolving economic
and regulatory environment. The analysis demonstrates that con-
temporary taxation operates within a cooperative legal architecture
in which sovereignty is exercised through coordination rather than
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isolation, promoting legal certainty, fairness, and the sustainable
financing of public functions.

Key words: tax law, fiscal sovereignty, European Union law,
tax harmonization, State aid, Bulgarian tax system, tax procedure,
administrative cooperation, legal certainty, public finance
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I. EU TAX LAW

1. CoNcEPT

This section is designed for both business and law students
and aims to provide a structured understanding of the European tax
environment within which modern economic activity takes place.
Knowledge of EU tax law is essential not only for legal analysis
but also for strategic business decision-making, as taxation direct-
ly affects corporate structuring, cross-border investment, market
entry, and regulatory compliance. Member States exercise their
sovereignty through participation in the European Union, which
constitutes an autonomous legal order integrated into national legal
systems. The foundational doctrine of the autonomy and primacy
of EU law was firmly articulated by the Court of Justice of the
European Union (CJEU) in Case 6/64 Costa v ENEL, where the
Court held that the transfer of sovereign powers by the Member
States created a legal system binding upon both their nationals and
the states themselves. This principle was further reinforced in Case
106/77 Simmenthal, confirming that national courts must give full
effect to EU law even where conflicting domestic provisions exist.
For economic operators, this means that business activity within
the European Union unfolds within a multilayered legal framework
in which national tax rules must be interpreted consistently with
EU law. Consequently, companies operating across borders must
consider not only domestic legislation but also the supranational
constraints shaping fiscal policy within the internal market.

The Union acts only within the limits of the competences con-
ferred upon it by the Treaties, while competences not conferred
remain with the Member States, in accordance with the principle
of conferral laid down in Article 5(1) and (2) TEU. The exercise
of Union competences is additionally governed by the principles of
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subsidiarity and proportionality under Article 5(3)(4) TEU, both of
which are particularly relevant in taxation given the sensitivity of
fiscal sovereignty.

Taxation is not an area of exclusive EU competence. Pursuant
to Article 3 TFEU, exclusive competences do not include taxation,
whereas Article 4(2)(a) TFEU places the internal market within
shared competences, thereby indirectly framing the Union’s role
in tax coordination. Both indirect and direct taxation therefore fall
within the logic of shared competence and internal market govern-
ance, even though the Treaty architecture differentiates the legal
bases and decision-making procedures applicable to each field.

The primary Treaty framework for taxation is structured
across several key provisions. Articles 110—-113 TFEU prohibit
discriminatory internal taxation and authorize the harmonisation
of turnover taxes, excise duties, and other forms of indirect taxa-
tion in order to safeguard the functioning of the internal market.
Article 110 TFEU, in particular, embodies the principle of fiscal
neutrality by preventing Member States from imposing internal
taxes that directly or indirectly discriminate against products from
other Member States.

From a business perspective, fiscal neutrality is not merely
a doctrinal concept but a practical guarantee that taxation should
not distort competitive conditions between domestic and foreign
market participants. The chapter on approximation of laws (Arti-
cles 114-118 TFEU) becomes relevant where disparities between
national rules distort competition or hinder market integration. Al-
though taxation is formally excluded from the ordinary legislative
procedure under Article 114 TFEU, this provision has nonethe-
less influenced the broader regulatory environment in which fis-
cal measures operate. Additional Treaty provisions further shape
the constitutional boundaries of taxation. The fundamental free-
doms—especially the freedom of establishment (Article 49 TFEU),



Tax law and taxation 95

the freedom to provide services (Article 56 TFEU), and the free
movement of capital (Article 63 TFEU)—operate as substantive
constraints on national taxing powers. Their importance has been
repeatedly emphasized in the Court’s jurisprudence, including
Case C-446/03 Marks & Spencer, where the Court recognized that
national tax rules must not unjustifiably restrict cross-border eco-
nomic activity. For businesses, these freedoms function as legal
safeguards enabling corporate mobility, investment structuring,
and access to new markets without disproportionate fiscal barriers.

Environmental policy (Articles 191-192 TFEU) increasingly
intersects with taxation through the development of environmental
taxes and climate-related fiscal instruments, while competition and
State aid rules (Articles 107—-109 TFEU) prevent Member States
from granting selective tax advantages that distort competition
within the internal market. Enhanced cooperation under Articles
326-334 TFEU may likewise be employed in tax matters where
unanimity cannot be achieved, provided that such cooperation re-
spects the internal market and does not undermine economic, so-
cial, or territorial cohesion.

Several Treaty provisions are particularly central for taxation.
Article 4(3) TEU establishes the principle of sincere cooperation,
requiring Member States to ensure fulfillment of Treaty obliga-
tions and to refrain from measures that could jeopardize Union
objectives. Article 18 TFEU enshrines the general prohibition of
discrimination on grounds of nationality, functioning as a horizon-
tal safeguard across the internal market. The freedoms of estab-
lishment, services, and capital thus operate as constitutional limits
on national taxing powers. The Court clarified in Case C-196/04
Cadbury Schweppes that restrictions may be justified only where
they specifically target wholly artificial arrangements designed to
circumvent national tax law, thereby illustrating the delicate bal-
ance between anti-avoidance objectives and market freedoms.
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Article 115 TFEU constitutes the principal legal basis for di-
rectives approximating laws in direct taxation and requires una-
nimity in the Council, reflecting the political sensitivity of fiscal
matters and the continued primacy of Member States in designing
their tax systems. At present, the European Union does not possess
competence to establish a fully-fledged common tax policy or to
achieve comprehensive harmonisation of direct taxation. Member
States therefore retain primary sovereignty in this field while exer-
cising their powers consistently with EU law, the general principles
of legal certainty and legitimate expectations, and the prohibition
of abuse of rights as developed in CJEU jurisprudence.

In practical terms, this means that while corporate tax sys-
tems remain nationally determined, their design increasingly re-
flects European constraints aimed at ensuring fair competition and
regulatory coherence. In this multilevel legal setting, financial and
tax law must be understood as integral branches of the Bulgarian
legal system, situated within the broader context of EU law and
international developments. The interaction between national fis-
cal autonomy and supranational constraints increasingly defines
contemporary tax governance and directly influences the strategic
environment in which businesses operate.

Bulgarian doctrinal foundations—developed by leading schol-
ars such as Acad. Petko Staynov, Acad. Petko Stoyanov, Prof. An-
gel Angelov, Prof. Georgi Petkanov, Prof. Strashimir Kuchev, Prof.
Lyuben Karanikolov, Prof. Emil Zlatarev, Prof. Hristoforov, Prof.
Valery Dimitrov, Prof. Ivan Stoyanov, Prof. Sasho Penov, Assoc.
Prof. Yuri Kuchev, and others—remain indispensable for under-
standing the evolution of fiscal doctrine and the legal nature of tax
obligations within the national legal tradition.

In the foreword to the monograph Challenges Facing Member
States and Candidate Countries for European Union Membership
in the Field of Taxation and Financial Law (Sofia: Ciela, 2019),
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Prof. Dr. Jacques Malherbe highlights several structural tenden-
cies in EU tax law: the intensifying coordination and convergence
of national tax systems; the expanding role of the CJEU in delin-
eating permissible tax autonomy; the growing importance of ad-
ministrative cooperation and transparency; and the emergence of
common standards aimed at combating tax avoidance and harmful
tax competition. These developments illustrate the Union’s ongo-
ing effort to reconcile integration objectives with the preservation
of Member States’ fiscal sovereignty. Because the national budget
of the Republic of Bulgaria and the EU budget stand at the centre of
European and national public finance, significant challenges arise
for state institutions in exercising fiscal powers related to revenue
formation and expenditure governance. Public financial relations
within Bulgaria must therefore be understood as embedded within
the wider EU legal and financial order, characterized by increas-
ing coordination, regulatory oversight, and shared responsibility
for economic stability.

2. DIRECT AND INDIRECT TAXATION IN THE EUROPEAN
UNION

A fundamental distinction in both EU and Bulgarian tax sys-
tems is drawn between direct and indirect taxation. This dichoto-
my is not purely technical; it reflects the allocation of competenc-
es within the European Union and explains the different degrees
of legal integration across tax fields. While the Treaties do not
expressly define direct and indirect taxes, the distinction has ac-
quired constitutional relevance, shaping both harmonisation and
judicial control. Indirect taxes, primarily VAT and excise duties,
occupy a central position in EU law due to their immediate impact
on cross-border trade and the internal market (Articles 26, 28-30,
110 and 113 TFEU). Article 110 TFEU prohibits discriminatory
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internal taxation and operationalises the principle of fiscal neu-
trality, ensuring that national tax systems do not indirectly protect
domestic products (Case 170/78 Commission v United Kingdom).
Economically, the burden of indirect taxation is typically passed on
to the final consumer through prices, which explains the stronger
need for EU-level coordination in order to prevent competitive dis-
tortions. VAT constitutes the cornerstone of EU indirect taxation.
Its harmonised framework is established by Directive 2006/112/
EC (Article 113 TFEU), which regulates the essential elements
of VAT, including taxable persons, taxable transactions, place of
supply, taxable amount, rates, exemptions, and the right to deduct
input tax. The neutrality principle—secured through the deduction
mechanism—has been consistently emphasised in CJEU case law
(e.g., Case C-174/08 NCC Construction Danmark). In Bulgaria,
these rules are implemented through the Value Added Tax Act
(VATA), which governs registration, chargeability, the tax base,
and the right to deduction. Excise duties complement VAT by tar-
geting specific categories of goods (notably energy products, alco-
hol, and tobacco) and pursue both fiscal and regulatory objectives.
At EU level, the general arrangements are laid down in Directive
(EU) 2020/262 (Article 113 TFEU), while in Bulgaria they are
transposed through the Excise Duties and Tax Warehouses Act
(EDTWA), administered primarily by customs authorities.

Direct taxes, by contrast, remain largely within Member
States’ competence and therefore represent a core expression of
fiscal sovereignty. Unlike indirect taxes, direct taxation has not
been comprehensively harmonised at EU level, largely due to the
political sensitivity of national budgetary autonomy. Nevertheless,
Member States must exercise their taxing powers in conformity
with EU law, particularly the fundamental freedoms, the non-dis-
crimination principle, and State aid rules (Case C-279/93 Schu-
macker). Judicial review has played a decisive role in delineating



Tax law and taxation 99

the permissible limits of national tax autonomy, including in cas-
es concerning cross-border loss relief (Case C-446/03 Marks &
Spencer) and anti-avoidance measures (Case C-196/04 Cadbury
Schweppes).

Positive harmonisation in direct taxation remains targeted and
typically requires unanimity under Article 115 TFEU. Key instru-
ments include the Parent—Subsidiary Directive (2011/96/EU),
the Merger Directive (2009/133/EC), and the Anti-Tax Avoid-
ance Directive—ATAD (2016/1164/EU), which aim to reduce tax
obstacles to cross-border activity while preserving Member States’
fiscal autonomy.

Overall, EU tax integration is characterised by an asymmetry:
indirect taxation is largely harmonised due to its direct market
impact, whereas direct taxation remains nationally designed but
supranationally constrained through Treaty freedoms, State aid
control, and judicial review.

3. PosITIVE AND NEGATIVE TAX INTEGRATION

Tax integration in the European Union represents an ongo-
ing process of coordination between national tax systems aimed
at safeguarding the effective functioning of the internal market.
Rather than creating a unified European tax system, integration
operates through legal mechanisms that guide and constrain the
exercise of national fiscal sovereignty within a multilevel constitu-
tional framework. A fundamental analytical distinction is therefore
drawn between negative and positive tax integration.

Negative integration functions primarily through Treaty con-
straints and judicial review exercised by the Court of Justice of the
European Union (CJEU). It operates as a corrective mechanism by
invalidating national tax measures that hinder market freedoms or
discriminate against cross-border economic activity. Its legal foun-



100 COMMERCIAL AND TAX LAW HANDBOOK

dations lie in the fundamental freedoms—free movement of goods,
establishment, services, and capital—as well as the general prohibi-
tion of nationality-based discrimination under Article 18 TFEU.

Closely linked to the principles of primacy and direct effect,
negative integration requires national authorities and courts to dis-
apply domestic provisions that conflict with EU law, as established
in Costa v ENEL and reaffirmed in Simmenthal. Judicial scrutiny
has further developed a proportionality test for assessing restrictive
tax measures (Case C-55/94 Gebhard), ensuring that national rules
pursue legitimate objectives and do not exceed what is necessary.

This jurisprudence has significantly shaped the Europeanisa-
tion of direct taxation. Although direct taxes remain within Mem-
ber States’ competence, that competence must be exercised con-
sistently with EU law (Case C-279/93 Schumacker). Likewise,
differential tax treatment based solely on residence may infringe
the freedom of establishment (Case C-311/97 Royal Bank of Scot-
land).

State aid control reinforces negative integration by prohibiting
selective fiscal advantages that distort competition under Article
107 TFEU. Recent case law—including Fiat Chrysler Finance Eu-
rope and the Grand Chamber judgment in Commission v Ireland
(Apple)—illustrates the growing role of State aid as a corrective in-
strument in corporate taxation, emphasizing that fiscal autonomy
must respect equal treatment and competitive neutrality. Impor-
tantly, negative integration does not create substantive tax rules;
rather, it removes domestic barriers incompatible with EU law. Its
influence is therefore indirect yet powerful, aligning national tax
systems with the requirements of the internal market.

Positive integration, by contrast, is achieved through EU sec-
ondary legislation—primarily directives—adopted on the basis of
Articles 113 and 115 TFEU. These instruments approximate na-
tional laws where divergences risk obstructing cross-border activ-
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ity, while still preserving Member State discretion regarding im-
plementation. A defining feature of positive integration in direct
taxation is the requirement of unanimity in the Council, reflect-
ing the political sensitivity of fiscal sovereignty and explaining
the traditionally cautious pace of harmonisation. Nevertheless, the
Union has adopted targeted measures designed to eliminate tax ob-
stacles, prevent double taxation, combat avoidance, and strengthen
administrative cooperation. Key examples include:

* Directive 2011/96/EU (Parent—Subsidiary Directive) —
eliminating double taxation of profit distributions within
corporate groups;

e Directive 2009/133/EC (Merger Directive) — facilitating
tax-neutral cross-border reorganisations;

e Directive (EU) 2016/1164 (ATAD) — introducing bind-
ing anti-avoidance rules such as interest limitation, exit
taxation, controlled foreign company provisions, and a
general anti-abuse rule.

Together, these instruments establish common minimum
standards while supporting legal certainty for cross-border invest-
ment.

4, STATE AID AND TAXATION

Although State aid belongs primarily to EU competition law, it
has profound implications for taxation because its fundamental ob-
jective is to ensure that undertakings operate on equal terms with-
in the internal market. In this sense, State aid control performs a
quasi-constitutional function by safeguarding competitive neutral-
ity and preventing Member States from using fiscal instruments to
confer selective advantages.

The legal foundation of State aid control is established in Ar-
ticles 107-109 TFEU, which form part of the Union’s constitu-
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tional framework for safeguarding undistorted competition. Article
107(1) TFEU provides a broad definition of State aid, encompass-
ing any advantage granted through state resources that favours
certain undertakings or sectors and is capable of distorting com-
petition and affecting trade between Member States. The provision
reflects the principle that fiscal sovereignty cannot be exercised in
a manner that fragments the internal market.

The European Commission exercises extensive superviso-
ry powers under Article 108 TFEU, including the obligation of
Member States to notify planned aid measures pursuant to Article
108(3) TFEU and the authority to initiate formal investigations ei-
ther ex officio or following complaints. Council Regulation (EU)
2015/1589 further details the procedural architecture governing
State aid control, including recovery obligations where incompat-
ible aid has been granted.

National authorities and courts also play a decentralized en-
forcement role, particularly in ensuring that unlawful aid is not
implemented prior to Commission approval—a principle repeatedly
confirmed in the Court’s jurisprudence since Case C-354/90 Feé-
dération nationale du commerce extérieur des produits alimen-
taires (FNCE). This decentralized dimension illustrates the coop-
erative enforcement model characteristic of EU competition law.

Article 107(1) TFEU, four cumulative conditions must be sat-
isfied for a national measure to qualify as State aid (See Diagram
2.1. Article 107(1) TFEU four cumulative conditions below).
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Diagram 2.1. Article 107(1) TFEU four cumulative conditions

The Court of Justice has clarified these criteria in an exten-
sive and evolving body of case law. In Case C-143/99 Adria-Wien
Pipeline, the Court held that a tax rebate available only to certain
undertakings constituted a selective advantage because it departed
from the reference tax system. Similarly, Case C-88/03 Portugal
v Commission confirmed that regional tax reductions may consti-
tute State aid where they are not justified by the nature or struc-
ture of the tax system. A particularly influential doctrinal develop-
ment concerns the methodology for assessing selectivity. In Case
C-203/16 P Andres (World Duty Free Group), the Court articu-
lated a structured three-step analysis requiring: identification of
the reference system; determination of whether the measure con-
stitutes a derogation from that system; and evaluation of whether
the derogation is justified by the nature or general scheme of the
tax system. This analytical framework has since become central to
State aid assessment in fiscal matters.

The relationship between transfer pricing and State aid has
proven especially significant in the context of multinational en-
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terprises. EU courts have clarified that the OECD Transfer Pric-
ing Guidelines cannot automatically serve as the benchmark for
“normal taxation” unless incorporated into domestic law; however,
where national legislation embraces the arm’s length principle,
those standards may become relevant in assessing selectivity and
economic advantage. This reasoning is visible in Case T-760/15
Netherlands v Commission (Starbucks) and Case T-755/15 Lux-
embourg v Commission (Fiat), where the General Court exam-
ined whether advance pricing arrangements endorsed outcomes
inconsistent with market conditions.

A landmark development occurred in Case C-465/20 P Com-
mission v Ireland and Others (Apple) (2024). The Court con-
firmed that two Irish subsidiaries of the Apple group had benefited
from unlawful State aid and upheld the Commission’s recovery
order exceeding EUR 13 billion. The judgment underscores the
necessity of reliable economic evidence and robust documentation,
demonstrating that even in the absence of comprehensive legisla-
tive harmonisation, State aid control operates as a powerful cor-
rective mechanism ensuring that transfer pricing outcomes reflect
economic reality rather than selective administrative discretion.

Earlier jurisprudence had already paved the way for this ap-
proach. In Case C-524/14 P Commission v Hansestadt Liibeck,
the Court reiterated that a tax measure conferring a financial ad-
vantage unavailable under normal market conditions may distort
competition even where the amount of aid is relatively small. Like-
wise, Case C-106/09 P Commission v Gibraltar established that
a formally general tax regime may nonetheless be selective if its
structural features systematically favour certain undertakings.

From a constitutional perspective, State aid control reveals an
important transformation in the nature of fiscal sovereignty within
the European Union. Taxation, traditionally regarded as a core at-
tribute of statehood, is increasingly subject to supranational disci-
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pline where it intersects with market competition.

This dynamic is also reflected in the Bulgarian legal order.
Pursuant to Article 60(1) and (2) of the Constitution of the Re-
public of Bulgaria, taxes and tax relief must be established by
statute, thereby enshrining the principle of legality of taxation.
Contractual arrangements are not recognized as sources of tax ob-
ligations—a structural feature that tends to reduce the likelihood of
ruling-based targeted aid patterns. Nevertheless, Bulgaria remains
fully bound by the EU State aid framework, including the obliga-
tion to notify aid measures and to recover incompatible aid where
required.

Overall, State aid control has evolved into a decisive bound-
ary-setting mechanism between national fiscal sovereignty and
European market integration. Even in the absence of comprehen-
sive harmonisation of direct taxation, the combined operation of
Articles 107-108 TFEU, Commission oversight, and CJEU ju-
risprudence shapes national tax systems by preventing selective
advantages and safeguarding competitive neutrality.

More broadly, State aid law illustrates the emergence of what
may be described as a European fiscal constitution—one in which
the exercise of national taxing powers is increasingly conditioned
by the imperatives of market integration, equal treatment, and eco-
nomic neutrality.
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II. BULGARIAN TAX LAW

1. PLACE, SUBJECT MATTER, AND SOURCES OF BULGARIAN
Tax Law

Taxation represents one of the most sophisticated manifesta-
tions of public authority, functioning simultaneously as a legal in-
stitution, an economic instrument, and a mechanism of social re-
distribution. Situated at the core of contemporary financial law, the
tax system structures the flow of public resources while mediating
the relationship between the state and taxpayers. Modern taxation
operates within a multi-layered normative environment shaped
by European integration, constitutional principles, international
coordination, and domestic legislative autonomy. At a systemic
level, public finance is traditionally organized around the duality
of revenue and expenditure. Revenue encompasses cash receipts
generated from public receivables, sanctions, financial assets, and
other legally recognized sources, whereas expenditure reflects
the allocation of these resources toward public functions. Within
this structure, taxes occupy a position of structural primacy: they
constitute the principal and most predictable source of budgetary
income, accounting for the overwhelming share of public revenue
and enabling the planning and execution of fiscal policy. The cen-
trality of taxation is not merely technical but constitutional in na-
ture. The capacity to levy compulsory contributions has historically
been regarded as an essential attribute of statehood, underscoring
the intrinsic connection between fiscal power and political sover-
eignty. The tax obligation emerges ex lege, thereby reinforcing
the principle of legality as a foundational guarantee against arbi-
trary fiscal intervention. This legal construction reflects a broader
normative tradition rooted in classical tax theory. Adam Smith’s
enduring principles—equality, certainty, convenience, and efficien-
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cy—continue to inform modern tax design by advocating propor-
tional contribution, predictability of obligations, administrability,
and minimized compliance costs. Importantly, budget revenues
themselves are not purely economic phenomena but arise through
the application of financial legal norms, highlighting the regula-
tory nature of fiscal systems.

Having examined the supranational framework of taxation
within the European Union, the analysis now turns to the struc-
ture and doctrinal foundations of Bulgarian tax law. Contemporary
taxation operates within a multilevel legal environment shaped
simultaneously by European Union law, international standards,
and domestic legislation. While the supranational legal order es-
tablishes normative constraints and shared objectives, the practical
design, administration, and enforcement of taxation remain pri-
marily within the competence of the Member States, in accordance
with the principle of fiscal sovereignty. Bulgarian tax law therefore
forms part of the European legal space while preserving its con-
stitutional foundations, institutional architecture, and regulatory
autonomy. Within the national legal system, tax law constitutes a
central component of financial law and governs the public relations
arising from the establishment, assessment, securing, and collec-
tion of taxes. These relations are intrinsically linked to the forma-
tion of public revenues and the redistribution of national income
through the state and municipal budgets, while simultaneously
interacting with the financial governance of the European Union
where Union law is applicable. In this respect, taxation represents
one of the primary legal mechanisms through which the state en-
sures the material conditions necessary for the performance of its
public functions.

The constitutional foundations of Bulgarian tax law derive
primarily from Article 60 of the Constitution of the Republic
of Bulgaria, which establishes the obligation of citizens to pay
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taxes and fees determined by statute according to their income
and property. Article 60(2) further provides that tax reliefs and
burdens may be introduced only by law, thereby enshrining the
principle of legality of taxation. This principle is complemented
by Article 84(3) of the Constitution, which assigns to the Na-
tional Assembly the exclusive competence to establish state taxes
and determine their amount, reflecting the democratic legitimacy
required for fiscal intervention in the property sphere of taxpay-
ers. In summary, the first fundamental principle in taxation is that
taxes must be established by law, as mandated by the Constitution
of the Republic of Bulgaria, which provides that citizens shall
pay taxes and duties established by law proportionately to their
income and property. This constitutional requirement embodies
the principles of legality, legal certainty, and predictability in fis-
cal matters, ensuring that the essential elements of taxation can-
not be determined through discretionary administrative action.
The constitutional framework has been consistently reaffirmed in
the jurisprudence of the Constitutional Court of the Republic of
Bulgaria. In its landmark Decision No. 3 of 1996, the Court held
that the obligation to pay taxes constitutes a fundamental public-
law duty that may arise only through a legislative act adopted
by the National Assembly. The Court emphasized that the core
elements of the tax—such as the taxable person, tax base, rate,
and essential conditions for assessment—must be clearly defined
by statute, thereby safeguarding taxpayers against arbitrariness.
Subsequently, in Decision No. 9 of 2012, the Court further clari-
fied that the principle of proportional taxation reflects the broader
constitutional commitment to equality before the law. The judg-
ment stressed that differential tax treatment is permissible only
when it is objectively justified and consistent with the ability-
to-pay principle, which functions as a measure of substantive tax
fairness.
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The second fundamental principle introduced by the Constitu-
tion is that all tax incentives or surtaxes must likewise be estab-
lished by law. The Constitutional Court has repeatedly underlined
that preferential regimes, exemptions, and additional tax burdens
affect the equality of taxpayers and therefore require explicit legis-
lative authorization rather than subordinate regulation.

With regard to local taxation, the Constitution delegates the
authority to determine the amounts of local taxes to municipal
councils rather than to the National Assembly, but only within the
terms, conditions, and statutory limits set by Parliament—primarily
through the Local Taxes and Fees Act. According to the Constitu-
tional Court’s interpretative practice, this arrangement represents
a constitutionally balanced model of fiscal decentralization: mu-
nicipalities enjoy a degree of financial autonomy, yet the unity of
the national tax system is preserved through parliamentary control
over the legal framework.

The organizational framework of taxation is rooted in the
broader constitutional commitment to the rule of law under Article
4(1) of the Constitution, which requires public authorities to act
strictly within statutory limits. In the field of taxation, this princi-
ple acquires heightened significance because tax obligations con-
stitute a direct interference with property rights and the economic
autonomy of both individuals and legal entities. The principle of le-
gality permeates both substantive tax norms and procedural rules,
embedding legal certainty and predictability—values essential for
economic stability, investment planning, and taxpayer protection.

Doctrinally, Bulgarian tax law represents a system of manda-
tory legal norms defining the national tax system, taxable persons
and taxable events, procedures for determining and declaring tax
liabilities, mechanisms for enforcement and collection, and the le-
gal framework for tax control in protection of the public financial
interest. Its regulatory method is predominantly imperative and
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public-law in nature: tax obligations arise ex lege, while admin-
istrative acts in tax proceedings generally individualize and ren-
der the obligation liquid and enforceable rather than constituting
its source. This public-law asymmetry distinguishes taxation from
branches such as commercial law, which rely on contractual au-
tonomy and private ordering.

The authoritative nature of tax regulation is further reflected in
the TSSPC, which establishes the procedural framework governing
the emergence, verification, and enforcement of public receivables.
Pursuant to Article 1 TSSPC, the Code regulates proceedings for the
establishment, securing, and collection of tax and mandatory social
security liabilities, thereby functioning as the procedural backbone
of Bulgarian fiscal governance. The institutional architecture mir-
rors this authoritative structure. The National Revenue Agency, es-
tablished under the National Revenue Agency Act, plays a central
role in administering taxes, maintaining taxpayer registers, collect-
ing and analyzing fiscal data, conducting inspections and audits, and
supporting the Ministry of Finance and local authorities. Taxpayer
protection is ensured through administrative appeal procedures and
judicial review before the administrative courts and the Supreme
Administrative Court, in accordance with the constitutional guaran-
tee of judicial oversight under Article 120 of the Constitution, which
provides for the review of administrative acts.

The principles governing Bulgarian tax law operate simulta-
neously within the national constitutional framework and the EU
legal order. Fundamental rights guarantees are increasingly shaped
by EU standards where Union law applies, while procedural safe-
guards are reinforced by the principles of effectiveness, equiva-
lence, and procedural autonomy developed in the jurisprudence
of the Court of Justice of the European Union. Alongside these
operate general EU principles relevant to taxation—proportionality,
legal certainty, protection of legitimate expectations, equal treat-
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ment, and non-discrimination—which exert growing influence on
domestic administrative practice.

Ultimately, Bulgarian tax law functions at the intersection of
national fiscal sovereignty and supranational legal constraints. Its
development reflects a continuous effort to balance the autonomy
of the state in raising public revenue with the requirements of Eu-
ropean integration, competitive neutrality within the internal mar-
ket, and the protection of taxpayers’ rights.

From a systemic perspective, tax law encompasses the legal
rules governing the establishment and functioning of the tax sys-
tem of the Republic of Bulgaria. As an objective body of law, it
comprises a set of financial legal norms regulating social rela-
tions connected with the distribution of national income through
taxation and the control exercised over this activity. As a branch
of public law within financial law, it covers relations associated
with the introduction, assessment, and collection of taxes, as well
as the interaction between the tax system and other subsystems of
the financial system. More specifically, it regulates that segment
of financial relations through which a portion of national income
is transferred into the state and municipal budgets in the form of
compulsory monetary contributions.

In summary, tax law includes the legal norms that establish tax-
es within the national tax system; define the principles governing
its structure and functioning; regulate the rules for individualizing,
assessing, and collecting taxes; govern the relations between the tax
system and other financial subsystems at both national and EU lev-
els; and provide mechanisms for control over these activities. Tax law
is therefore unequivocally a branch of public law and a core instru-
ment of modern fiscal governance. Following the examination of the
place of tax law within the Bulgarian legal system, it is necessary to
clarify the legal nature of taxes themselves, their principal classifica-
tions, and the basic concepts upon which the structure of taxation is
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built. Understanding these elements is essential for interpreting both
substantive tax legislation and the procedural framework governing
tax obligations. Taxes possess a number of defining legal features
that distinguish them from other public receivables and confirm their
central role within the system of public finance.

First, taxes constitute a public subjective right of the state.
They represent the state’s legally recognized entitlement to receive
a specified monetary amount arising from a tax legal relationship
between the state and taxable persons. Although the state is the
primary holder of this right, in certain cases revenues may be as-
signed to municipalities. Such assigned revenues must be distin-
guished from local taxes, which are established as municipalities’
OWn-source revenues.

Second, taxation is governed by the principle of legality.
All taxes, as well as any tax reliefs or additional burdens, must
be established by statute. Consequently, every essential element of
taxation—the taxable person, tax object, tax base, and tax rate—must
be defined by law, together with the procedures governing assess-
ment and collection. This requirement derives directly from Arti-
cle 60(1) and Article 60(2) of the Constitution of the Republic
of Bulgaria, which mandate that taxes be introduced solely by law.

Third, taxes are non-refundable and gratuitous monetary
payments. The payment of taxes does not generate an obligation

2 See Munkosa, I.; Uunosa, H. ITomarano no manbuno mpaBo. Coduwus:
Cuena, 2016 (2. akryamusupano usa. 2019); [lenos, C. dunancoo npaso. Odma
yacT. Yueben kypc. 2. npepab. u gor. uzn. Codwust: YHUBEPCUTETCKO H3IATENCTBO
,,-CB. Kmument Oxpuacku®, 2025; Ilenos, C. GunancoBo mpaso. CrienuaiHa 4acT.
Vueben kypc. 2. npepab. u gor. usn. Codusi: VHUBEPCUTETCKO H3HATENCTBO ,,CB.
Kmament Oxpuackn®, 2025; PbKOBOICTBO 32 Ibp)KaBEeH M3MNT IO ITyOIMYHONPABHU
Hayku. Codwusi: Cuena, 2024; Crosno, U. Jlanbuno mpaso. 7. usmanue. Codwust:
Cuena, 2018; Yuebno momarano no ganbiw u Muta. Ctonancku daxynret, Coduiicku
yausepcuret ,,CB. Kimmvent Oxpuncku‘, 2021. ISBN; Unnosa, H. [lansuno mpaso.
Codusi: Yuusepcurercko uznarenctso na YHCC, 2023; Mihaylova-Goleminova et
al. Corporate and Financial Law Handbook, Ciela, 2024.
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for the state to provide a direct counter-performance or to return
the amount paid. In this respect, taxes differ from domestic pub-
lic borrowing, where funds raised through instruments such as
government securities must subsequently be repaid. While both
mechanisms serve to finance public expenditure, only loans create
a repayment obligation.

Fourth, taxes are established unilaterally by the state. Tax
obligations arise ex /ege once the legally defined taxable event
occurs. The unilateral character of taxation reflects the sovereign
authority of the state to secure resources necessary for the perfor-
mance of public functions. Limited deviations from this general
rule exist where legislation provides targeted relief for specific cat-
egories of taxpayers.

Fifth, tax obligations are, as a rule, non-transferable. Unless
expressly permitted by statute, the debtor cannot assign the liability
to a third party in a manner binding upon the state as creditor. This
principle must be distinguished from the possibility that a third party
may perform the payment on behalf of the taxpayer; given the pecu-
niary nature of tax obligations, the state cannot refuse such payment.

Sixth, compliance is secured through state coercion. Where
voluntary payment is not forthcoming, public authorities may enforce
collection under the rules of a specialized financial enforcement pro-
cedure, thereby guaranteeing the effectiveness of fiscal policy.

The tax is a mandatory payment, determined unilaterally by
the state according to the income and property of the taxable per-
sons. [...] Through it, the state and the municipalities tax persons
in order to meet their financial targets in the respective state and
municipal budgets in a manner stipulated unilaterally by them in
compliance with the Constitution.™

The classification of taxes facilitates a clearer understanding
of the structure of the national tax system and the allocation of the
fiscal burden (See Diagram 2.2. Direct and Indirect Taxes below).

3 Decision No. 8 of 1997, under constitutional case No. 3/1997 of the CCRB.
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Diagram 2.2. Direct and Indirect Taxes

From a conceptual perspective: direct taxation involves the
direct taxation of income and property; indirect taxation entails
the taxation of expenditure; income is effectively taxed at the mo-
ment it is spent rather than when it is earned (See Diagram 2.3.
Types of Taxation, Diagram 2.4. Direct Taxes, Diagram 2.5. Indi-
rect Taxes below) .
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Diagram 2.3. Types of Taxation

Diagram 2.4. Direct Taxes

Diagram 2.5. Indirect Taxes
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Another important distinction separates single-stage taxes
from multi-stage taxes. Excise duties are typically charged once,
regardless of the number of transactions in the supply chain. VAT,
by contrast, is imposed at each stage of production and distribu-
tion (See Diagram 2.6. single-stage taxes from multi-stage taxes
below).

Diagram 2.6. Single-Stage Taxes and Multi-Stage Taxes

Multi-stage taxes may also be cumulative or non-cumulative.
VAT is non-cumulative because the input tax credit mechanism
ensures that the final tax burden corresponds only to the intended
amount, preventing tax-on-tax effects.

Taxes may additionally be classified according to the method
used to determine the tax burden: progressive taxes, where the tax
rate increases as the tax base grows; proportional taxes, where
the rate remains constant regardless of the size of the tax base (See
Diagram 2.7. progressive taxes and Proportional taxes below).

Diagram 2.7. Progressive Taxes and Proportional Taxes
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Finally, taxes may be categorized as state (central) or local,
depending on whether the revenue accrues to the state budget or to
municipal budgets (see Diagram 2.8. State (central) or Local Taxes
below).

Diagram 2.8. State (central) or Local Taxes

The operation of the tax system is structured around several
core legal concepts that define the elements of taxation.

2. DISTINCTION AND RELATIONSHIP WITH
OTHER BRANCHES OoF LAw

Tax law maintains close and structurally significant connec-
tions with several branches of the legal system, reflecting its inter-
disciplinary character and its central role within public law. At the
same time, however, it preserves doctrinal autonomy derived from
its subject matter, regulatory method, and functional objectives.

The relationship between tax law and constitutional law is
foundational. Constitutional norms establish the legal parameters
within which fiscal sovereignty is exercised and define the limits
of permissible state intervention in the property sphere of taxpay-
ers. The principle of legality of taxation, enshrined in Article 60
of the Constitution of the Republic of Bulgaria, requires that
taxes and tax relief be established exclusively by statute. This re-
quirement is further reinforced by Article 84(3), which grants the
National Assembly exclusive competence to introduce state taxes,
thereby ensuring democratic legitimacy in fiscal decision-making.
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More broadly, the constitutional commitment to the rule of
law under Article 4(1) and the guarantee of equality before the
law under Article 6(2) shape the normative environment within
which taxation operates. These principles require that tax legisla-
tion be predictable, non-discriminatory, and proportionate, while
safeguarding legal certainty and the protection of legitimate ex-
pectations.

Tax law is equally closely linked to administrative law, given
that the establishment and enforcement of tax obligations are car-
ried out through administrative procedures. The organization, pow-
ers, and accountability of revenue authorities derive from admin-
istrative law doctrines governing the exercise of public authority.
The TSSPC exemplifies this intersection by providing a special-
ized procedural regime grounded in general administrative prin-
ciples such as legality, objectivity, proportionality, and procedural
fairness. Judicial oversight further confirms this connection. Under
Article 120 of the Constitution, administrative acts are subject to
judicial review, ensuring effective legal protection against unlaw-
ful fiscal intervention. This guarantee aligns Bulgarian law with
the European principle of effective judicial protection, recognized
as a general principle of EU law.

Despite these structural affinities, tax law cannot be reduced
to a mere subfield of administrative law. Its distinctive fiscal pur-
pose—the mobilization of public revenue—confers upon it a func-
tional specificity that justifies its recognition as an autonomous
branch within financial law.

The relationship between tax law and civil law is of a different
nature. While civil law regulates relations between legally equal
subjects based on private autonomy, tax law governs relations
characterized by legal subordination and authoritative state inter-
vention. Nevertheless, tax law frequently relies on civil-law con-
cepts such as legal personality, ownership, contractual obligations,
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and property rights in order to define taxable events and determine
the scope of tax liability.

Tax obligations often arise from the economic consequences
of civil or commercial transactions, even where the parties them-
selves do not intend the resulting tax effects. For example, the
transfer of property, the conclusion of sales contracts, or the re-
alization of income generates fiscal consequences independently
of the parties’ subjective will. In this sense, civil-law transactions
frequently function as elements of the factual composition giving
rise to tax obligations.

The relationship between commercial law and tax law forms
a fundamental methodological bridge between Chapter One and
Chapter Two of this handbook, ensuring conceptual continuity and
systemic coherence within the overall structure of the study. Chap-
ter One provides the normative foundation by examining the legal
organisation of business activity through the lenses of company
law, corporate governance, commercial transactions, and the in-
vestment framework. Building upon this legal architecture, Chap-
ter Two advances the analysis toward the fiscal dimension of eco-
nomic activity, exploring the principles, sources, and mechanisms
of taxation applicable to business entities. This connection is most
visible in the domains of corporate taxation, accounting regula-
tion, and the taxation of entrepreneurial activity. Commercial law
defines the legal forms, organisational structures, and operational
rules through which market participants engage in economic rela-
tions. Tax law, in turn, translates these legally structured activi-
ties into fiscal obligations, determining the scope of taxation, the
calculation of taxable profit, and the distribution of the tax burden.
Consequently, tax law operates not as an autonomous regulatory
sphere but as a discipline functionally embedded in the commer-
cial legal order. In the contemporary regulatory environment, this
interdependence has become even more pronounced. Financial re-
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porting systems, corporate governance requirements, and expand-
ing transparency standards increasingly shape the determination of
taxable income, reducing the traditional boundaries between pri-
vate-law regulation and public fiscal control. The progression from
Chapter One to Chapter Two therefore reflects more than a themat-
ic shift; it represents a logical analytical movement from the legal
constitution of business entities to their fiscal governance within a
complex, multi-level regulatory framework shaped by national law,
European Union law, and international standards (See Chapter 1).

From a systemic perspective, tax law occupies a central po-
sition within the contemporary regulatory order, operating at the
intersection of public authority and market organisation. Although
commercial law provides the legal infrastructure through which
economic activity is structured, it is tax law that ultimately assigns
fiscal consequences to that activity, transforming private economic
behaviour into legally enforceable public obligations. This function
elevates tax law beyond a purely technical discipline, positioning it
as a core instrument of economic governance and state capacity. Its
dual orientation explains both its doctrinal complexity and its ex-
panding relevance in a regulatory environment where the bounda-
ries between private initiative and public oversight are increasingly
permeable.

The analysis developed across Chapter One and Chapter Two
confirms that modern taxation cannot be understood in isolation
from the broader legal framework governing business activity.
Rather, tax law operates within a multilayered regulatory system
in which domestic legislation interacts dynamically with European
Union law. This embeddedness is particularly visible in areas such
as VAT harmonisation, State aid control, administrative coopera-
tion, and anti-avoidance regulation, where supranational norms
substantially shape national fiscal sovereignty. The primacy of EU
law requires domestic tax provisions to be interpreted and applied
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in conformity with European obligations, thereby reinforcing the
systemic coherence of the legal environment within which busi-
ness entities operate.

Consequently, taxation emerges not merely as a mechanism
for revenue generation but as a structural component of the Eu-
ropean economic order. The progressive Europeanisation of tax
law reflects a broader transformation in which fiscal governance
increasingly supports market integration, legal certainty, and fair
competition within the internal market. Tax law thus performs
a stabilising function, ensuring that economic freedoms operate
within a predictable and rules-based framework.

At the same time, Bulgaria’s accession process to the Organi-
sation for Economic Co-operation and Development (OECD) in-
troduces an additional strategic dimension that further strength-
ens the contemporary role of tax law. The Bulgarian legislator has
deliberately pursued alignment with internationally recognised
standards, integrating OECD guidelines into the national legal or-
der. While frequently characterised as soft law, these instruments
are acquiring growing normative relevance through legislative
transposition, judicial interpretation, and administrative practice—
particularly in fields related to tax transparency, the prevention of
base erosion and profit shifting, and responsible business conduct.
Taken together, the European and international developments out-
lined above signal a profound shift from a predominantly national
model of taxation toward a complex system of multilevel fiscal
governance shaped simultaneously by domestic law, EU require-
ments, and global regulatory standards. The examples presented
throughout this book illustrate this process of convergence, dem-
onstrating that contemporary tax law must be understood as part of
an interconnected legal space in which fiscal policy, market regu-
lation, and international coordination increasingly operate as mu-
tually reinforcing components of modern economic governance.
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Ultimately, the relationship between tax law and other branch-
es of law illustrates a broader transformation in modern legal sys-
tems: taxation has evolved beyond a purely technical mechanism
for revenue collection into a sophisticated regulatory domain that
mediates between state sovereignty, market organization, and the
protection of fundamental rights.

3. SourcCEs oF TAx Law

The sources of tax law consist of authoritative normative acts
issued by competent state bodies that contain legal rules govern-
ing the establishment, administration, and enforcement of taxation.
These sources are hierarchically ordered according to their legal
force, reflecting the broader structure of the Bulgarian legal system
and the constitutional principle of normative supremacy.

At the apex of this hierarchy stands the Constitution of the Re-
public of Bulgaria, which possesses the highest legal authority and
serves as the foundation of the entire legal order. Pursuant to Article
5(1) of the Constitution, it is the supreme law, and no other legal act
may contradict it. This requirement is reaffirmed in Article 15(1) of
the Law on Normative Acts, according to which every normative
act must comply with higher-ranking legal provisions.

Equally significant is Article 5(4) of the Constitution, which
provides that international treaties ratified, promulgated, and en-
tered into force for the Republic of Bulgaria form part of domestic
law and take precedence over conflicting statutory provisions. This
rule is of particular importance in taxation, especially in the appli-
cation of double taxation treaties and EU law, both of which may
directly influence the interpretation and application of domestic
fiscal legislation.

The Constitution establishes the principle of legality of taxa-
tion in Article 60(1), according to which citizens are obliged to
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pay taxes and fees established by law in proportion to their income
and property. Article 60(2) further provides that tax reliefs and
burdens may be introduced only by statute. The legality principle
thus functions as a constitutional safeguard against arbitrary fiscal
intervention and ensures that any encroachment upon the property
sphere of taxpayers occurs solely to the extent justified by the pub-
lic interest.

From this principle follows the requirement that legislation
determine not only the existence of a tax but also its essential ele-
ments—taxable object, taxable person, tax base, tax unit, and tax
rate—as well as the rules governing assessment and collection. A
tax may therefore exist only where it has been duly enacted by
statute; any fiscal obligation introduced through subordinate legis-
lation would be unconstitutional.

Additional constitutional provisions reinforce the legal frame-
work of taxation: Article 84(3) assigns to the National Assembly
the exclusive competence to establish state taxes and determine
their amount, thereby ensuring parliamentary control over fiscal
policy; Article 85(1)(4) requires parliamentary ratification of in-
ternational treaties imposing financial obligations on the state; Ar-
ticle 98(12) empowers the President to remit uncollectible state
receivables; Article 141(3) authorizes municipal councils to de-
termine local taxes within the conditions and limits established by
statute, reflecting the constitutional basis of fiscal decentralization.

Beyond the Constitution, the hierarchy of sources must be un-
derstood in light of Bulgaria’s membership in the European Union.
Under the principle of primacy of EU law—developed in the juris-
prudence of the Court of Justice in Case 6/64 Costa v ENEL and
subsequently reaffirmed in Case 106/77 Simmenthal-national tax
provisions must be disapplied where they conflict with directly ef-
fective EU rules. Consequently, EU regulations, directives (once
transposed), and the interpretative authority of the Court of Justice
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constitute an integral component of the Bulgarian system of tax
sources.

Statutory law occupies the central operational position within
the hierarchy of tax sources. Foremost are the substantive tax stat-
utes that establish the various taxes within the national tax sys-
tem—such as the Corporate Income Tax Act, the Personal Income
Tax Act, the Value Added Tax Act, the Local Taxes and Fees Act,
and the Excise Duties and Tax Warehouses Act—complemented by
the procedural framework governing their administration, primar-
ily the Tax and Social Security Procedure Code (TSSPC).

An important temporal constraint on tax legislation is con-
tained in Article 16(3) of the Public Finance Act, which provides
that amendments to taxes and mandatory social security contribu-
tions in all their elements must not enter into force earlier than the
effective date of the State Budget Act and/or the laws governing
the budgets of the National Health Insurance Fund and the State
Social Security system for the respective year, unless expressly
provided otherwise. This rule promotes fiscal predictability and
supports the principle of legal certainty in budgetary planning.

Subordinate legislation also plays a significant role within the
tax system. Implementing regulations, ordinances of the Council of
Ministers, and acts of the Minister of Finance provide the technical
detail necessary for the practical application of statutory norms.
Nevertheless, such instruments remain hierarchically subordinate
and may neither introduce new taxes nor modify essential elements
of existing ones.

Judicial practice constitutes an additional interpretative source
of tax law. Decisions of the Constitutional Court ensure the con-
formity of tax legislation with constitutional principles, while the
jurisprudence of the Supreme Administrative Court promotes
uniform application of fiscal rules. At the supranational level, the
case law of the Court of Justice of the European Union plays a
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decisive role in shaping domestic tax interpretation, particularly in
areas governed by EU law such as VAT, State aid, and administra-
tive cooperation.

From a systemic perspective, the hierarchy of tax sources re-
flects the transformation of taxation into a multilevel regulatory
domain in which constitutional norms, supranational obligations,
statutory rules, and administrative instruments interact. This lay-
ered structure enhances legal certainty while simultaneously ac-
commodating the dynamic evolution of fiscal governance.

Ultimately, the sources of tax law illustrate the dual nature of
contemporary taxation: while firmly rooted in national constitu-
tional authority, it is increasingly shaped by European integration
and international commitments. The resulting normative frame-
work ensures both democratic legitimacy and regulatory coher-
ence in the exercise of fiscal power.

Judicial practice constitutes a significant interpretative source
of tax law and plays a central role in ensuring the uniform applica-
tion and legality of fiscal regulation. The Constitutional Court
of the Republic of Bulgaria exercises constitutional review over
tax legislation, safeguarding the supremacy of the Constitution and
ensuring compliance with the principles of legality, equality, and
proportionality in taxation. Its decisions are binding on all state
authorities and possess erga omnes effect, thereby contributing di-
rectly to the stability of the fiscal legal order.

A particularly important role is played by the Supreme Ad-
ministrative Court (SAC), which exercises jurisdiction over
disputes concerning the legality of administrative acts, including
those issued by the revenue administration. Beyond its adjudica-
tory function, the SAC ensures normative control through proceed-
ings for the annulment of unlawful subordinate legislation. Deci-
sions annulling secondary normative acts—such as ordinances and
implementing regulations that contradict higher-ranking legal pro-
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visions—have systemic importance, as they reinforce the hierarchi-
cal structure of legal sources and prevent administrative overreach
in the field of taxation.

The interpretative activity of the SAC is further strengthened
through interpretative decisions, which aim to overcome incon-
sistent judicial practice and provide authoritative guidance on the
application of tax legislation. Such acts contribute to legal certainty
and predictability, both of which are essential for the proper func-
tioning of the tax system. Although tax disputes fall predominantly
within the jurisdiction of the administrative courts, the Supreme
Court of Cassation (SCC) also influences the development of fis-
cal law through its interpretative case law in matters intersecting
with civil and commercial relations, particularly where private-law
concepts affect the determination of taxable events. The interpreta-
tive resolutions of the SCC, adopted to ensure uniform application
of the law, thus possess indirect but meaningful relevance for tax
doctrine.

Taken together, the jurisprudence of the Constitutional Court,
the Supreme Administrative Court, and the Supreme Court of Cas-
sation forms an essential component of the Bulgarian system of tax
law sources. Judicial review not only guarantees the legality of fis-
cal measures but also strengthens the institutional balance between
legislative authority, administrative action, and the protection of
taxpayers’ rights.

International treaties constitute an additional and particularly
significant source of Bulgarian tax law. Pursuant to Article 5(4) of
the Constitution of the Republic of Bulgaria, treaties that have
been ratified by the National Assembly, promulgated, and entered
into force form part of domestic law and take precedence over con-
flicting statutory provisions. This constitutional rule is especially
relevant in the field of taxation, where international coordination is
essential to the regulation of cross-border economic activity.
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Among international instruments, a central role is played by the
double taxation conventions (DTCs) concluded by the Republic
of Bulgaria**. These agreements are designed to eliminate juridical
double taxation, allocate taxing rights between contracting states,
prevent fiscal evasion, and promote legal certainty for taxpayers
engaged in international transactions. By limiting the concurrent
exercise of taxing jurisdiction, they contribute to the stability and
predictability of the international tax environment while fostering
foreign investment and economic cooperation.

Most Bulgarian tax treaties are based on the OECD Model
Tax Convention on Income and on Capital, whose interpretative
commentary is widely recognized as an important auxiliary tool in
treaty application. Although not formally binding, the OECD Com-
mentary exerts considerable persuasive authority in judicial and
administrative practice, particularly where treaty provisions mir-
ror the structure and language of the Model Convention. Among
the international treaties concluded by Bulgaria, agreements for
the avoidance of double taxation represent a particularly impor-
tant source of tax law. Their purpose is to prevent the double taxa-
tion of income and property in cross-border situations and thereby
promote international trade and investment. Once ratified and en-
tered into force, double taxation agreements take precedence over
conflicting domestic provisions and allocate taxing rights between
contracting states based primarily on the principles of source and
residence. The increasing internationalisation of economic activity
has intensified the interaction between national tax jurisdictions,
making the prevention of double taxation a central objective of
contemporary tax law. Double taxation typically arises when two
states simultaneously assert taxing rights over the same taxpayer
or the same item of income. This overlap most often results from

3 See the list here: https://nra.bg/wps/portal/nra/mezhdunarodni-deinosti/sid-
do/spisak-sas-spogodbi [Accessed on 15 January 2026].
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the coexistence of two fundamental principles of taxation: world-
wide taxation, under which a state taxes the global income of its
residents, and territorial taxation, whereby a state taxes income
generated within its territory.

At the heart of every double taxation treaty lie the distributive
rules that determine which state has the primary right to tax par-
ticular categories of income. These rules typically address income
from immovable property, business profits, dividends, interest,
royalties, and employment income. Their objective is not necessar-
ily to eliminate taxation altogether but to prevent competing claims
that could otherwise result in excessive fiscal burdens and discour-
age cross-border activity. Even where taxing rights are shared,
treaties provide mechanisms to eliminate double taxation. Two
principal methods are employed. Under the tax credit method, the
state of residence taxes the worldwide income of the taxpayer but
allows a credit for taxes paid in the source state. This credit may
take the form of a full credit or, more commonly, an ordinary credit
limited to the amount of domestic tax attributable to the foreign
income. Alternatively, the exemption method requires the state of
residence to exclude foreign income from the domestic tax base,
sometimes applying exemption with progression, whereby the ex-
empt income is considered solely for determining the applicable
tax rate. Through these mechanisms, the residence state assumes
the obligation either to exempt the income or to offset the foreign
tax, thereby eliminating juridical double taxation.

The practical application of a double taxation treaty requires a
structured analytical approach. Tax practitioners must first verify
whether a treaty is in force between the relevant jurisdictions and
determine the taxpayer’s residence for treaty purposes. The next
step involves identifying the legal nature of the income and assess-
ing whether it falls within a treaty-regulated category. Once this is
established, the distributive rule clarifies which state is entitled to
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tax the income, after which the appropriate method for eliminating
double taxation must be applied. In practice, treaty provisions op-
erate in conjunction with domestic tax legislation, requiring care-
ful interpretation to ensure consistent outcomes.

For example, in the case of dividend payments between a par-
ent company in one state and a subsidiary in another, the treaty
may limit the withholding tax imposed by the source state while
obliging the residence state to grant a tax credit or exemption. Such
coordination reduces the overall tax burden and enhances the neu-
trality of investment decisions.

Beyond their technical function, double taxation treaties play
a broader systemic role. They mitigate obstacles to the free move-
ment of capital, persons, and services, support international trade,
and foster a stable investment climate. At the same time, they con-
tribute to transparency and administrative cooperation between tax
authorities, particularly when complemented by modern instru-
ments for information exchange and dispute resolution.

In an era marked by economic globalisation and increasing
mobility of taxpayers, double taxation treaties have evolved into
a cornerstone of international tax governance. Their significance
extends beyond the avoidance of double taxation: they structure the
interaction between national fiscal sovereignties while promoting
fairness, predictability, and efficiency in cross-border taxation.

Under Bulgarian tax law, double taxation treaties do not apply
automatically. Their application is subject to a formal verification
procedure governed by Articles 135-142 of the Tax and Social
Security Procedure Code (TSSPC)*. This procedural framework
reflects the public-law character of tax relations and ensures legal
certainty in cross-border taxation by requiring taxpayers to sub-
stantiate their entitlement to treaty benefits.

5 See https://nra.bg/wps/portal/nra/mezhdunarodni-deinosti/siddo [Accessed
on 15 January 2026].
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To invoke the provisions of an applicable treaty, a foreign per-
son must demonstrate before the National Revenue Agency that
several cumulative conditions are fulfilled: the person must qualify
as a resident of the other contracting state; must be the beneficial
owner of the income originating from a source in Bulgaria; the
income must not be effectively connected with a permanent estab-
lishment or fixed base maintained by the foreign person in Bul-
garia; and any specific treaty requirements must also be satisfied.
This evidentiary procedure plays a crucial role in preventing the
improper use of treaty benefits while simultaneously facilitating
the elimination of international double taxation.

From a systemic perspective, double taxation conventions
operate as lex specialis in relation to domestic tax legislation.
Where a conflict arises between a treaty and a national statute, the
treaty prevails, requiring domestic authorities and courts to apply
its provisions with priority. This hierarchical effect illustrates the
openness of the Bulgarian legal order to international fiscal co-
ordination and underscores the growing interdependence between
national and global tax governance.

Judicial practice further confirms the normative force of tax
treaties, as Bulgarian courts increasingly rely on their provisions
when resolving disputes involving cross-border taxation. In this
way, international agreements function not merely as instruments
of diplomatic cooperation but as operative components of the do-
mestic legal framework.

A central role within the system of tax law sources is played
by the jurisprudence of the Court of Justice of the European Un-
ion (CJEU), particularly through the preliminary ruling procedure
established under Article 267 TFEU. This mechanism enables na-
tional courts to request authoritative interpretations of EU law or
determinations of the validity of Union acts, thereby ensuring the
uniform application of European law across all Member States.
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Preliminary rulings possess binding interpretative authority.
Although formally addressed to the referring court, their legal ef-
fect extends beyond the individual dispute, guiding national courts
and administrative authorities in subsequent cases involving simi-
lar legal questions. In the field of taxation—especially value added
tax, administrative cooperation, fundamental freedoms, and State
aid—the interpretative case law of the CJEU has profoundly shaped
domestic legal practice.

The preliminary ruling procedure reflects the principle of sin-
cere cooperation under Article 4(3) TEU, requiring national courts
to engage in judicial dialogue with the Court of Justice whenever
the interpretation of EU law proves necessary for the resolution of
a dispute. Courts of last instance are under a particular obligation
to refer questions unless the correct application of EU law is acte
clair, as established in Case 283/81 CILFIT.

CJEU jurisprudence functions as a quasi-normative source
within the Bulgarian legal order. By clarifying the meaning and
scope of Union law, preliminary rulings indirectly shape the con-
tent and application of domestic tax provisions, reinforcing the pri-
macy and effectiveness of EU law.

This interpretative authority is especially visible in the VAT
domain, where much of the substantive development of the com-
mon system has been driven not by legislative amendment but by
judicial construction. Consequently, the interaction between na-
tional courts and the Court of Justice represents a defining fea-
ture of contemporary multilevel tax governance. In contemporary
European tax law, judicial interpretation has become one of the
primary engines of integration.
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4, PRINCIPAL SUBSTANTIVE Tax Laws

Statutory law occupies a central and operational position with-
in the system of Bulgarian tax sources, as it establishes the sub-
stantive framework of the national tax system and defines the legal
parameters of fiscal governance. The principal tax statutes regulate
the various categories of taxes, determine their essential elements,
and provide the normative certainty necessary for the predictable
exercise of taxing powers.

From a systemic perspective, these statutes form a coherent
fiscal architecture structured around the taxation of income, con-
sumption, property, and specific economic activities. Together,
they operationalize the constitutional principle of legality of taxa-
tion while ensuring the material foundation of public revenue.

The Corporate Income Tax Act (CITA) governs the taxa-
tion of corporate profits and constitutes a cornerstone of business
taxation in Bulgaria. Corporate tax is levied on taxable profit de-
termined by adjusting the accounting financial result for tax pur-
poses pursuant to Article 18 CITA, thereby illustrating the close
interaction between tax law and accounting regulation. Advance
tax payments are regulated in Article 83 CITA, while withholding
taxes are provided for in Articles 194—203 CITA. Taxable persons
include resident legal entities as well as non-resident entities con-
ducting business through a permanent establishment in Bulgaria,
reflecting the growing importance of cross-border establishment
and profit allocation within an increasingly globalized economy.

Personal income taxation is regulated by the Personal Income
Tax Act (PITA), which defines taxable income in Article 12 PITA
and distinguishes among income from employment (Articles 24—
25), business activity (Articles 26-29), rental income (Article 31),
and other sources (Article 35).

The territorial scope of taxation differentiates between resident
and non-resident individuals under Articles 4-7 PITA, aligning
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domestic legislation with European requirements concerning free
movement of persons and equal treatment. This structure reflects
the balance between national fiscal jurisdiction and supranational
mobility rights.

The Value Added Tax Act (VATA) governs the Bulgarian
VAT regime, characterized by mandatory registration, invoicing
requirements, and periodic declarations that necessitate continuous
administrative oversight. As part of the harmonized EU VAT sys-
tem, the Act illustrates the deep Europeanisation of consumption
taxation and the reduced scope of national discretion in this field.

Excise taxation is regulated by the Excise Duties and Tax
Warehouses Act (EDTWA), which introduces stringent control
mechanisms over the production, storage, and movement of excise
goods. Its regulatory intensity reflects both the fiscal importance
of excise revenues and the broader public-policy objectives asso-
ciated with health, environmental protection, and energy govern-
ance.

The Insurance Premium Tax Act (IPTA) complements this
framework by governing the taxation of insurance services, there-
by extending fiscal oversight into the financial sector.

The Local Taxes and Fees Act (LTFA) establishes the statuto-
ry framework for municipal taxation, including real estate tax (Ar-
ticles 10-28), inheritance tax (Articles 29—-43), property acquisi-
tion tax (Articles 44—51), vehicle tax (Articles 52—61), patent tax
(Articles 61z—61p), and tourist tax (Articles 61r—61t). Through
these instruments, fiscal decentralization is operationalized, ena-
bling municipalities to generate independent revenue within statu-
tory limits while preserving the unity of the national tax system.

The principal procedural statute is the TSSPC, which regu-
lates the establishment, securing, collection, and enforcement of
public receivables, as well as administrative and judicial review.
Although procedural in nature, the Code performs a structurally
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indispensable function by ensuring the enforceability of substan-
tive tax obligations.

Additional statutes not formally classified as tax laws never-
theless contribute to fiscal regulation, including the Administrative
Violations and Sanctions Act, the Act on Interest on Taxes, Fees
and Other Public Receivables, the Customs Act, the State Aid
Act, and the Currency Act. The Administrative Procedure Code
and, where necessary, the Civil Procedure Code apply subsidiarily.

Individual provisions from broader legislative frameworks—
such as the Commerce Act, the Obligations and Contracts Act,
the Local Self-Government and Local Administration Act, and
the Act on Economic and Financial Relations with Companies
Registered in Preferential Tax Jurisdictions—also influence the
determination of taxable events, demonstrating the systemic inter-
connectedness of fiscal regulation.

A substantial body of secondary legislation provides the tech-
nical detail necessary for the practical application of statutory
norms. Decrees of the Council of Ministers adopting implement-
ing regulations, as well as ordinances issued by the Minister of
Finance, play a crucial role in translating legislative policy into
operational rules.

Particularly important are the implementing regulations of the
substantive tax statutes, including the Implementing Regulation
of the Value Added Tax Act and the Implementing Regulation of
the Excise Duties and Tax Warehouses Act, both of which ensure
administrative coherence and procedural clarity.

Municipal councils likewise adopt ordinances determining the
rates of local taxes within the statutory limits established by the
LTFA, thereby reinforcing the institutional dimension of fiscal de-
centralization.

A prominent example of modern secondary legislation is Or-
dinance No. H-18 of 13 December 2006 of the Minister of Fi-
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nance on the registration and reporting of sales in commercial
establishments through fiscal devices, the requirements for
sales management software, and the requirements for persons
conducting sales through electronic shops.

The ordinance forms a fundamental component of Bulgaria’s
fiscal control framework by regulating the registration and report-
ing of sales through fiscal devices. It establishes mandatory re-
quirements for cash registers and integrated automated manage-
ment systems, sets technical standards for their operation, and
imposes compliance obligations on persons engaged in electronic
commerce.

From a legal perspective, the ordinance exemplifies the imper-
ative method of regulation characteristic of tax law. Its provisions
operate as binding hard law, creating directly enforceable obliga-
tions for economic operators while enabling the revenue adminis-
tration to exercise effective supervisory and sanctioning powers.
More broadly, Ordinance H-18 illustrates the legislator’s commit-
ment to technologically advanced fiscal supervision and reflects
the digital transformation of contemporary business practices.

A major recent development in Bulgarian tax law is the adop-
tion of the Ordinance on the Procedure and Methods for Apply-
ing Market Price Determination Methods, which entered into
force on 1 January 2026, replacing the previous transfer pricing
regulation. The ordinance represents a decisive step toward the
modernization of the national transfer pricing framework and re-
flects Bulgaria’s broader commitment to aligning its tax system
with European and international standards, particularly in the
context of its OECD accession process. The regulation codifies
the arm’s length principle as the cornerstone of transfer pricing
control and introduces a structured analytical approach based on
functional analysis, comparability assessment, and the selection
of the most appropriate pricing method. Of particular doctrinal
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significance is the transformation of the OECD Transfer Pric-
ing Guidelines from soft-law instruments into practically binding
normative references through explicit legislative incorporation.
This shift marks an evolution from persuasive authority toward
normative relevance, strengthening legal certainty while narrow-
ing interpretative discretion. From a systemic perspective, the re-
form illustrates the growing permeability of national tax systems
to transnational regulatory models. Without formally relinquish-
ing fiscal sovereignty, Bulgaria has integrated globally accepted
standards into its domestic framework, contributing to the gradual
convergence of corporate taxation practices. For businesses, the
implications are substantial: heightened analytical requirements
increase the importance of proactive transfer pricing policies, ro-
bust documentation, and strategic tax risk management, while the
clearer regulatory environment enhances predictability in relations
with the revenue administration.

5. CorE ELEMENTS OF TAXATION

The operation of the tax system is structured around several
core legal concepts that define the architecture of taxation and en-
able the transformation of fiscal policy into enforceable legal obli-
gations. These elements form the analytical foundation of tax law
and determine both the emergence and the scope of tax liability.

The taxable person is the individual or legal entity upon
whom the law imposes the obligation to pay tax. Taxable persons
may include natural persons, legal entities, and other formations
recognized by law. Article 9(2) of the Tax and Social Security
Procedure Code (TSSPC) equates unincorporated partnerships
and social security funds with legal entities for tax purposes, there-
by ensuring comprehensive fiscal coverage. The concept acquires
concrete expression across the substantive tax statutes. Under Ar-
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ticles 2 and 3 of the Corporate Income Tax Act (CITA), tax-
able persons include resident legal entities and non-resident en-
tities conducting business through a permanent establishment in
Bulgaria. Similarly, Articles 4—7 of the Personal Income Tax Act
(PITA) distinguish between resident and non-resident individuals,
a classification that determines the scope of tax liability. When
legislation designates a person as a tax resident, it establishes that
person’s economic affiliation with the state. Residents incur un-
limited tax liability, meaning that their worldwide income is sub-
ject to national taxation, whereas non-residents are taxed only on
income derived from sources within Bulgaria. In the field of indi-
rect taxation, Article 3 of the Value Added Tax Act (VATA) de-
fines the taxable person as any individual or entity independently
carrying out an economic activity, regardless of its purpose or re-
sults—an approach reflecting the functional logic of the harmonized
EU VAT system. Pursuant to Article 14 TSSPC, obligated persons
also include those required to withhold and remit taxes, such as
employers under Article 42 PITA or payers of income subject to
withholding taxation under Articles 194-195 CITA, illustrating
the legislator’s reliance on intermediary liability as a mechanism
for securing public revenue.

The tax object is the property, right, transaction, or economic
activity measurable in monetary terms with which the emergence
of a tax obligation is associated. It constitutes a core component of
the legal composition giving rise to tax liability. Examples across
Bulgarian tax law demonstrate the diversity of taxable objects: un-
der Article 10 CITA, the object of corporate taxation is taxable
profit; under Article 12 PITA, all income from sources within and
outside Bulgaria forms the object of personal income taxation for
residents; under Article 2 VATA, the taxable object includes the
supply of goods and services for consideration, intra-Communi-
ty acquisitions, and imports; under Article 10 of the Local Taxes
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and Fees Act (LTFA), taxable objects include immovable property,
while Article 52 LTFA establishes vehicles as a separate object of
municipal taxation. The localization of the tax object plays a de-
cisive role in determining the territorial scope of taxation and the
allocation of taxing jurisdiction.

The tax base represents the taxable object expressed as a quan-
tifiable economic value upon which the tax liability is calculated.
As a core structural element of any tax system, its design directly
influences the fairness, efficiency, and neutrality of taxation. Proper
determination of the tax base is therefore essential to ensuring that
the tax burden corresponds to the taxpayer’s actual economic capac-
ity, reflecting the ability-to-pay principle, according to which taxa-
tion should be proportionate to the financial capacity of the taxable
person. In practice, the calculation of the tax base frequently requires
complex statutory adjustments intended to prevent economic distor-
tions, limit opportunities for tax avoidance, and align taxable income
with economic reality rather than purely formal legal arrangements.
This corrective function underscores the regulatory sophistication
of modern tax systems. In corporate taxation, the tax base derives
from the accounting financial result adjusted for tax purposes pursu-
ant to Article 18 of the CITA, demonstrating the structural interde-
pendence between accounting and tax law. While financial reporting
aims to present a true and fair view of a company’s financial posi-
tion, tax adjustments recalibrate that result in accordance with fis-
cal policy objectives such as neutrality, revenue protection, and the
prevention of base erosion. Within the system of value added tax,
the taxable amount is defined in Article 26 of the VATA as every-
thing constituting consideration received or due, including subsidies
directly linked to the supply. This broad formulation reflects the Eu-
ropean principle that VAT should apply to the full economic value
generated by a transaction, thereby safeguarding neutrality and en-
suring equal treatment across market participants. Municipal taxa-
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tion provides further illustration of protective tax-base design. Under
Article 22 of the LTFA, the tax base for real estate is determined as
the higher of the tax valuation and the acquisition price. By relying
on an objective comparative mechanism, the legislator reduces the
risk of undervaluation and protects the revenue capacity of local au-
thorities, thereby reinforcing fiscal stability at the municipal level.
Taken together, these approaches demonstrate that the tax base is not
merely a technical computational element but a strategic legal con-
struct through which the state balances equity, economic efficiency,
and budgetary sustainability.

The tax rate is a legally predetermined percentage or per mille
applied to the tax base in order to determine the amount due. It rep-
resents a key instrument of fiscal policy and may reflect propor-
tional or progressive taxation models. Bulgaria predominantly ap-
plies proportional taxation: a 10% corporate tax rate is established
in Article 20 of the Corporate Income Tax Act (CITA); a 10% flat
personal income tax rate is provided in Article 48 of the Personal
Income Tax Act (PITA); and the standard VAT rate of 20% is set in
Article 66 of the Value Added Tax Act (VATA), alongside reduced
rates for specified supplies. At the same time, an important devel-
opment qualifying this traditionally low-rate tax model is the in-
troduction of a 15% global minimum tax for certain large multina-
tional enterprise groups, implemented in line with the OECD/G20
Inclusive Framework on Base Erosion and Profit Shifting (BEPS)
and the corresponding European Union legislation. This measure
signals a gradual shift from purely national rate-setting autonomy
toward coordinated international tax governance, reflecting Bul-
garia’s commitment to combating aggressive tax planning and en-
suring a fairer distribution of taxing rights®. By contrast, certain

% See Mihaylova-Goleminova, S. Revenue System of Local Self-Govern-
ments in Bulgaria. In: International Conference “Income Systems of Local Self-
Governments in Selected Countries”, Institute of Political Science and Public
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local taxes exhibit elements of variability, as municipal councils
may determine rates within statutory bands under the Local Taxes
and Fees Act (LTFA), thereby operationalising the principle of fis-
cal decentralisation. This delegated rate-setting authority is con-
stitutionally grounded in Article 141(1) of the Constitution of the
Republic of Bulgaria, which recognises municipalities as possess-
ing their own budgets and the right to adequate financial resources.
Such a framework enhances municipal fiscal autonomy and ena-
bles local authorities to tailor revenue policies to the specific socio-
economic characteristics of their jurisdictions. At the same time,
the statutory limits imposed by national legislation preserve the
coherence of the overall tax system and prevent excessive frag-
mentation of the fiscal framework. From a governance perspective,
this controlled discretion reflects the broader European commit-
ment to subsidiarity, according to which public functions should
be exercised at the level closest to citizens whenever this promotes
efficiency and democratic accountability. Local taxation therefore
performs not only a revenue-generating function but also a struc-
tural role in strengthening municipal financial capacity, supporting
regional development, and fostering responsible budgetary man-
agement. The resulting balance between constitutionally protected
local autonomy and central regulatory oversight illustrates the hy-
brid nature of contemporary tax systems, in which decentralised
flexibility operates within a unified legal order.

The tax declaration constitutes a formal legal instrument cen-
tral to the functioning of contemporary tax systems, as it enables
both tax assessment and effective administrative control. Filing
obligations are regulated in the substantive tax statutes as well as

Administration, University of Natural Sciences and Humanities, Siedlce, Poland,
27-28 September 2023 and KanueBa, [I. ®uckanHa neneHTpanu3aiys U JaHbYHA
CaMOCTOSITEITHOCT Ha OOIIMHUTE — B3MOXKHOCTH 32 PECTapT Ha mporeca B buiarapust.
Codusi: YauBepcuteTcko uznarenctso ,,Cs. Kimument Oxpupcku‘, 2025.
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in Chapter XIII of the TSSPC, reflecting the principle of self-as-
sessment upon which modern fiscal governance is largely built.
Under this model, taxpayers bear primary responsibility for accu-
rately determining and reporting their tax liabilities, thereby pro-
moting voluntary compliance and procedural efficiency. Corporate
taxpayers must submit an annual tax return pursuant to Article 92
of the CITA, while individuals file declarations under Article 50
of the PITA. VAT-registered persons are required to submit peri-
odic returns in accordance with Article 125 of the VATA, a mecha-
nism that facilitates continuous fiscal monitoring and supports the
timely collection of public revenues. Beyond its reporting func-
tion, the tax declaration serves as a preventive governance tool,
enhancing transparency and reducing information asymmetry be-
tween taxpayers and the revenue administration. In an increasingly
digitalised environment, electronic filing systems and automated
data exchanges further strengthen the capacity of tax authorities
to perform real-time risk analysis and targeted controls. Revenue
authorities retain the power to verify declared facts through inspec-
tions and audits, thereby safeguarding the principle of legality and
ensuring the accurate application of tax legislation. Consequently,
the declaration regime illustrates the broader evolution of tax ad-
ministration from a predominantly reactive model toward a proac-
tive and risk-oriented system of fiscal supervision, aligned with
European standards and international best practices in tax compli-
ance.

The possibility of introducing tax relief derives from Article
60(2) of the Constitution, linking fiscal policy to social objec-
tives. Tax preferences frequently pursue redistributive, economic,
or demographic goals. Illustrative examples include tax relief for
reduced working capacity under Article 18 of the PITA, incentives
for donations under Article 31 of the CITA, and exemptions from
property tax under Article 24 of the LTFA. These measures demon-
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strate that taxation extends beyond its primary revenue-generating
purpose and operates as a strategic regulatory instrument through
which the state pursues broader social, economic, and public-in-
terest objectives. Such provisions reflect the extrafiscal function
of taxation, whereby tax policy is employed to encourage socially
desirable behaviour, support vulnerable groups, stimulate philan-
thropic activity, and promote equitable wealth distribution. Prop-
erly designed tax preferences may therefore enhance social cohe-
sion and economic stability, provided that they remain consistent
with the principles of proportionality, legal certainty, and neutrality
that underpin a well-functioning tax system. In Decision No. 12 of
1994, the Constitutional Court recognized that tax relief may serve
socially necessary purposes and contribute to mitigating structural
inequalities, provided that it respects the principle of equality.

A tax period represents the interval after which the final
amount of tax liability can be determined. The tax year generally
coincides with the calendar year, though advance payments ensure
a steady and predictable flow of public revenue. For example, Arti-
cle 83(1) of the CITA requires monthly or quarterly advance pay-
ments based on projected profit, illustrating the preventive fiscal
function of prepayment mechanisms and their stabilising effect on
budgetary planning. By contrast, value added tax operates through
significantly shorter tax periods, typically monthly under Article
87 of the VATA. This design reflects the transactional nature of
VAT and enables continuous fiscal monitoring, thereby reducing
revenue volatility and strengthening administrative oversight. The
periodic reporting and payment structure of VAT further embodies
the principles of neutrality and efficiency that underpin the Euro-
pean system of indirect taxation. The tax unit assists in calculating
the amount due by assigning a specific rate to a legally defined
portion of the taxable object—for instance, measurable quantities
under excise legislation or engine power in vehicle taxation pur-
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suant to the LTFA. Taken together, these elements form a coher-
ent legal structure through which taxation is operationalised. They
reveal the tax system as a sovereign instrument of fiscal policy
governed by mandatory legal norms and designed to secure the sta-
ble financing of public functions while maintaining legal certain-
ty, predictability, and fairness. More broadly, the internal logic of
these elements demonstrates that taxation is not merely a technical
mechanism for revenue collection but a sophisticated regulatory
framework positioned at the intersection of economic governance,
constitutional legitimacy, and social policy.

6. STRUCTURE OF THE BULGARIAN TAX SYSTEM

The structure of the Bulgarian tax system (See Diagram 2.9.
Structure of the Bulgarian Tax System below-source Bulgarian
Ministry of Finance®’) reflects the broader fiscal model adopted by
the state in balancing revenue generation, economic competitive-
ness, and social equity. Situated within the framework of European
economic governance, the system demonstrates a combination of
national fiscal sovereignty and supranational coordination.

7 https://www.minfin.bg/en/774 [Accessed on 15 January 2026].
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Diagram 2.9. Structure of the Bulgarian Tax System

STRUCTURE OF BULGARIAN TAX SYSTEM
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Within the framework of the European Semester, the Euro-
pean Commission provides an external evaluation of national tax
systems, assessing their effectiveness, structure, and sustainability.
According to Annex 2: Taxation of the 2025 Country Report, Bul-
garia®® continues to operate as a relatively low-tax economy, with
tax revenues amounting to 29.9% of GDP in 2023, significantly
below the EU average of 39%. This comparatively low tax burden
is generally viewed as supportive of investment and employment,
contributing to the country’s economic competitiveness. A defin-

8 See https://economy-finance.ec.europa.eu/document/download/a517f04a-
1817-48e1-b9¢1-0f213ele7173 en?filename=BG CR SWD 2025 202 1 EN au-

tre_document travail service partl v4.pdf
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ing structural feature of the Bulgarian tax system is its strong reli-
ance on consumption taxes, which account for 42.5% of total tax
revenues, compared with an EU average of 26.9%. At the same
time, revenues from labour taxation remain comparatively low.
While such a configuration is typically considered growth-friend-
ly due to its limited distortion of economic activity, it also raises
concerns regarding the overall fairness and redistributive capacity
of the tax system. Property taxation remains underutilized, par-
ticularly with respect to recurrent taxes on immovable property,
indicating potential room for reform aimed at strengthening fis-
cal sustainability. Environmental taxes account for 15.3% of total
revenues, placing Bulgaria among the higher-ranking EU Member
States in this category; however, the relatively narrow range of pol-
lution-related taxes suggests further opportunities to reinforce en-
vironmental fiscal policy. Corporate taxation is characterized by a
comparatively low effective tax rate—9.4% in 2023, well below the
EU average of 18.9%—which supports the country’s attractiveness
as an investment destination. At the same time, the introduction of
a 15% global minimum effective tax rate for large multinational
groups from January 2024 demonstrates Bulgaria’s alignment with
emerging international tax standards. Another notable characteris-
tic is the flat-rate structure of personal income taxation. Bulgaria
applies a uniform 10% personal income tax rate, one of the lowest
in the European Union, and does not provide a basic tax allow-
ance, thereby limiting the progressivity of the system. Although
this model enhances simplicity and predictability, it continues to
generate debate regarding equity and social redistribution. With re-
gard to tax administration, the Commission reports mixed results.
The VAT compliance gap stands at 7.7%, close to the EU average
of 7.0%, yet outstanding tax arrears—despite a declining trend-re-
main comparatively high at 67% of total revenue, more than double
the EU average of 32.6%. Bulgaria also trails many Member States
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in the use of pre-filled tax returns, a factor associated with higher
compliance costs, although the overall administrative burden for
small and medium-sized enterprises remains relatively moderate
at 1.6% of turnover, below the EU average. Importantly, the Com-
mission observes that Bulgaria’s recovery and resilience plan does
not currently foresee major tax reforms, despite earlier country-
specific recommendations in the field of taxation. This suggests
that future policy efforts may need to focus on improving admin-
istrative efficiency, broadening tax bases, and enhancing the re-
distributive profile of the system. Overall, the European Semester
portrays Bulgaria’s tax model as competitive and growth-oriented
but structurally imbalanced. The reliance on indirect taxation, the
relatively low burden of direct taxes, and the flat-rate income tax
contribute to economic attractiveness, yet they also point to the
need for reforms aimed at strengthening revenue capacity, fairness,
and long-term fiscal sustainability within the European economic
governance framework.

Corporate taxation is governed by the Corporate Income
Tax Act (CITA) and targets the profits of legal entities (See
Diagram 2.10. Corporate Income Tax Main Elements below).

Diagram 2.10. Corporate Income Tax Main Elements
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In addition, a minimum effective tax rate of 15% for large mul-
tinational enterprise groups is provided for in the Supplementary
Provisions and the newly introduced Part Five “a” of the Corporate
Income Tax Act, which transposes the requirements on global min-
imum taxation into Bulgarian law. Multinational enterprise groups
falling within the scope of the global minimum taxation framework
are subject to an effective minimum tax rate of 15%, introduced
in line with the OECD/G20 Inclusive Framework on Base Ero-
sion and Profit Shifting (Pillar Two) and transposed into EU law
through Council Directive (EU) 2022/2523 of 14 December 2022
on ensuring a global minimum level of taxation for multina-
tional enterprise groups and large-scale domestic groups in the
Union®. This mechanism ensures that large multinational groups
pay a minimum level of taxation regardless of where profits are
generated, thereby limiting harmful tax competition and reinforc-
ing fairness in the international tax system while preserving the
proportional domestic rate for entities outside the directive’s scope.
This model reflects a policy orientation toward investment attrac-
tiveness and capital mobility.

Withholding tax represents a specific taxation mechanism
whereby the tax is collected at the moment the income is accrued
or paid, rather than through subsequent annual assessment. Within
the Bulgarian legal framework, this regime is governed by the Cor-
porate Income Tax Act and applies primarily to income realized by
foreign legal entities from sources within the Republic of Bulgaria.

Pursuant to Article 194 of the Corporate Income Tax Act,
withholding tax is imposed on dividends and liquidation shares
distributed by resident legal entities in favor of foreign legal per-
sons. The statutory tax rate is generally set at S5 percent, reflect-
ing the legislator’s intention to maintain a competitive investment
environment while ensuring a minimum level of taxation at source.

¥ OJL 328, 22.12.2022, pp. 1-58.
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The broader scope of withholding taxation is defined in Article
195, which provides that foreign legal entities are subject to tax on
income originating from Bulgaria where such income is not attrib-
utable to a permanent establishment. The provision covers several
categories of income, including interest, royalties, remuneration
for technical services, payments for the use of movable or im-
movable property, and franchise or factoring fees. This tax is
levied on a gross basis, meaning that no deduction of expenses is
permitted when determining the taxable amount—an approach that
prioritizes administrative simplicity and revenue security.

The obligation to withhold and remit the tax rests with the
income payer, who acts as a statutory tax agent. Under Article
201 of the Act, the tax must be withheld at the time the income
is accrued and remitted within the legally prescribed deadlines.
This mechanism significantly reduces the risk of non-collection,
particularly in cross-border situations where enforcement against
non-resident taxpayers may prove difficult.

An important corrective to the domestic withholding tax
regime is established in Article 13 of the Corporate Income Tax
Act, which recognizes the precedence of duly ratified international
treaties. Accordingly, where an applicable double taxation treaty
provides for a reduced withholding rate or exemption, the treaty
provisions prevail. This approach is consistent with Article 5(4)
of the Constitution of the Republic of Bulgaria, under which inter-
national agreements ratified, promulgated, and entered into force
form part of domestic law and take precedence over conflicting
statutory provisions. The treaty framework operates in close inter-
action with transfer pricing rules under Articles 15 and 16 of the
Corporate Income Tax Act. While tax treaties allocate taxing rights
between contracting states, these provisions require that transac-
tions between associated enterprises be conducted under arm’s
length conditions, preventing artificial profit shifting and erosion
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of the national tax base. Together with withholding taxation regu-
lated in Articles 194—195 of the Act, these norms establish a coor-
dinated legal mechanism that balances fiscal sovereignty with the
requirements of cross-border economic activity.

Personal Income Tax is regulated by the PITA, personal tax-
ation captures the income of natural persons (See Diagram 2.11.
Personal Income Tax Main Elements below).

Diagram 2.11. Personal Income Tax Main Elements
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The proportional structure promotes administrative simplicity
but limits redistributive capacity, as the uniform rate does not dif-
ferentiate according to the taxpayer’s economic strength. At the
same time, it enhances legal certainty, facilitates tax planning, and
contributes to a stable investment climate by reducing distortions
in business decision-making. However, from a public finance per-
spective, proportional taxation may shift greater emphasis onto in-
direct taxes and social transfer mechanisms to achieve distributive
objectives. In Bulgaria, the possible introduction of progressive
taxation has been periodically debated in academic, political, and
policy circles, particularly in light of concerns related to income in-
equality, fiscal resilience, and the long-term sustainability of pub-
lic finances. International institutions, including the International
Monetary Fund, have noted that a carefully designed progressive
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tax system—especially with regard to personal income—could im-
prove equity and revenue adequacy, although such reform would
require a careful balance between social objectives and the preser-
vation of the country’s competitive tax environment.

The Value Added Tax Act (VATA) establishes the principal
consumption tax within the Bulgarian system and forms part of the
harmonized EU VAT framework (Diagram 2.12. Value Added Tax
Act Main Elements below).

Diagram 2.12. Value Added Tax Act Main Elements

EETE

VAT constitutes the backbone of public revenue, illustrating
the fiscal significance of consumption taxation. Beyond these core
elements, the VAT system is structured around several additional
mechanisms that ensure its neutrality, efficiency, and alignment
with the destination principle. A central feature is the right to de-
duct input tax, regulated in Articles 68—72 of the Value Added
Tax Act (VATA). Taxable persons may deduct the VAT charged
on goods and services used for the purposes of their taxable trans-
actions, thereby preventing cascading taxation and ensuring that
the economic burden of the tax is ultimately borne by the final
consumer rather than by businesses participating in the production
and distribution chain. The functioning of VAT within the Euro-
pean Union is further illustrated by the rules on intra-Community
transactions. An intra-Community acquisition is generally taxable
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in the Member State of destination, where the purchaser applies the
reverse-charge mechanism by declaring the VAT due while simul-
taneously exercising the right to deduct it, provided that the statu-
tory conditions are fulfilled (Articles 13 and 84 VATA). Converse-
ly, intra-Community supplies are typically zero-rated when the
supplier can prove that the goods have been transported to another
Member State and that the customer is VAT-registered there (Arti-
cle 7 VATA). This coordinated treatment prevents double taxation
and supports the proper functioning of the internal market. Equally
important are the rules governing the place of supply (Articles
17-24 VATA), which determine the jurisdiction entitled to levy the
tax and reflect the overarching destination-based logic of the com-
mon VAT system. Legal certainty is reinforced through the provi-
sions on the tax event and chargeability, according to which VAT
becomes due when the taxable event occurs—most commonly at the
moment the goods or services are supplied (Articles 25-27 VATA).
The system also recognises a category of exempt supplies, includ-
ing certain financial, insurance, healthcare, educational, and social
services (Chapter Four VATA). While exemptions pursue impor-
tant public-interest objectives, they typically restrict the right to
deduct input tax and may therefore affect the effective tax burden
for suppliers. VAT registration plays a constitutive role in inte-
grating economic operators into the tax control framework. Tax-
able persons are required to register once their taxable turnover
reaches the statutory threshold of EUR 51,130 (Article 96 VATA)
within a calendar year, or when specific conditions apply, such as
engaging in intra-Community transactions. Upon exceeding the
threshold, the person must submit an application for registration
within the legally prescribed period. Registration not only enables
the exercise of deduction rights but also strengthens fiscal over-
sight, improves traceability of transactions, and enhances overall
compliance within the VAT system. A notable development is the
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shift toward calculating the turnover on a calendar-year basis, re-
placing the previous rolling 12-month approach, which increases
predictability for businesses. Furthermore, certain exempt sup-
plies—particularly transactions involving real estate—may also be
taken into account when determining the registration obligation,
thereby expanding the scope of persons required to enter the VAT
system. At the same time, simplified regimes for small enterprises
aim to reduce administrative burdens, although non-registered en-
tities generally lack the right to deduct input tax.

Municipal taxation under the LTFA operationalizes fiscal de-
centralization. According to Art. 45 of the Public Finance Act, the
municipal budget includes revenues from: local taxes; fees; ser-
vices and rights provided by the municipality; disposal of munici-
pal property; fines and financial penalties; interest and penalties;
other receipts; financial aid and donations.

Municipal budgets also receive revenues from state transfers,
including revenues from a general equalization subsidy, from a sub-
sidy for financing activities delegated by the state, from a subsidy
for financing capital expenditures and other transfers. The taxes
that enter the municipal budgets are the following: the municipal
budget receives the following local taxes: immovable property tax;
inheritance tax; gift tax; tax on acquisition of property for consid-
eration; vehicle tax; patent tax; tourist tax; tax on passenger taxi
transport; other local taxes determined by law.

I will provide an example with the real estate tax represents
a classic example of a local property tax whose legal structure is
defined through the constituent elements of the tax framework, as
regulated by the LTFA (See Diagram 2.13. Real Estate Tax Main
Elements below).
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Diagram 2.13. Real Estate Tax Main Elements

TEEE

The taxable person is primarily the owner of the immovable
property, as stipulated in Article 11 LTFA. Where a limited real
right has been established—such as the right of use or the right to
build—the holder of that right becomes the taxpayer. In cases of
co-ownership, the tax liability is apportioned proportionally ac-
cording to the respective ownership shares, reflecting the princi-
ple that taxation follows economic capacity and control over the
asset. The taxable object encompasses buildings and land plots
situated within the territory of the respective municipality (Article
10 LTFA). By linking taxation to the location of the property, the
legislator reinforces the fiscal competence of municipalities and
ensures a stable revenue base for financing local public services.
The tax base is determined differently depending on the status of
the owner. For individuals, it is based on the tax valuation of the
property, while for enterprises it corresponds to the higher value
between the tax valuation and the book value recorded in the ac-
counting records (Article 22 LTFA). This approach demonstrates
the structural interdependence between accounting and tax law
and seeks to prevent undervaluation of assets, thereby safeguard-
ing municipal revenue adequacy. The tax rate is set annually by
the municipal council within the statutory range of 0.1 to 4.5 per
mille of the tax base (Article 22 LTFA). This delegated power
embodies the principle of fiscal decentralisation and constitutes
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an important manifestation of local financial autonomy within
the broader system of public finance. The tax period is annual,
with the tax typically payable in instalments during the fiscal year.
Such periodicity balances the need for predictable public revenue
with the taxpayer’s ability to plan financial obligations. Finally,
the system incorporates tax reliefs and exemptions designed to
advance social and economic policy objectives. Certain categories
of property—such as public state or municipal property, as well as
properties used for socially significant purposes—may benefit from
preferential treatment under the Act. These mechanisms illustrate
how property taxation operates not only as a revenue-generating
instrument but also as a regulatory tool aligned with broader pub-
lic-interest considerations.
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III. TAX PROCEDURE UNDER BULGARIAN
LAW

1. ConceEPT AND LEGAL FRAMEWORK

Tax procedure constitutes a specialized branch of administra-
tive procedure governing the legal mechanisms through which the
state establishes, secures, and collects public receivables arising
from taxes and mandatory social security contributions. It provides
the institutional framework through which fiscal sovereignty is op-
erationalized and transformed into enforceable legal obligations.
In Bulgarian law, this procedural architecture is comprehensively
codified in the TSSPC, which functions as the general procedural
statute applicable to public claims unless a special law provides
otherwise. Pursuant to Article 1 TSSPC, the Code regulates pro-
ceedings for the establishment, securing, and collection of public
receivables, as well as the procedural guarantees afforded to obli-
gated persons.

Tax liabilities arise ex /ege upon the occurrence of the tax-
able event—a doctrine frequently described in legal scholarship as
financial automatism. Administrative acts issued in tax proceed-
ings therefore do not create the obligation but rather individual-
ize, verify, and render it enforceable. This conceptual distinction
underscores the authoritative nature of fiscal regulation and differ-
entiates tax procedure from private-law enforcement mechanisms.
From a constitutional perspective, tax procedure is anchored in
the principles of the rule of law (Article 4 of the Constitution)
and judicial control over administrative action under Article 120,
which guarantees the right to challenge administrative acts be-
fore the courts. These safeguards ensure that the exercise of fiscal
power remains subject to legality and proportionality. Fundamental
procedural principles include legality, objectivity, procedural fair-
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ness, and official initiation (ex officio), balanced by taxpayer rights
such as participation in proceedings, access to information, protec-
tion of confidential data, and the right to appeal. These guarantees
reflect the broader constitutional commitment to due process and
align Bulgarian law with the European standard of effective judi-
cial protection, recognized as a general principle of EU law and
reaffirmed in Article 47 of the Charter of Fundamental Rights
of the European Union.

The system of proceedings under the TSSPC represents a
highly structured procedural continuum designed to reconcile the
imperatives of fiscal sovereignty with the guarantees of legal pro-
tection. By integrating declarative mechanisms, administrative
control, precautionary instruments, enforcement powers, and ju-
dicial review, Bulgarian tax procedure ensures that the sovereign
power of taxation is exercised in accordance with legality, propor-
tionality, transparency, and legal certainty while promoting sus-
tainable public finance. As a general rule, revenue authorities and
public enforcement officers act under bound competence, limit-
ing administrative discretion and enhancing predictability in fis-
cal governance. This institutional design is particularly significant
in taxation, where state intervention directly affects the property
sphere of individuals and businesses.

The procedural framework of taxation in Bulgaria reflects the
growing influence of European administrative standards while pre-
serving the principle of procedural autonomy of the Member State.
In the absence of fully harmonized EU tax procedures, Member
States retain the competence to determine the institutional struc-
ture of their tax administrations, applicable remedies, evidentiary
rules, and limitation periods governing tax assessments and dis-
putes. This autonomy is particularly visible in the organization of
tax audits, administrative appeals, and judicial review. Neverthe-
less, according to the settled case-law of the Court of Justice of
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the European Union, procedural autonomy operates within clearly
defined limits. National tax procedures must comply with the prin-
ciples of effectiveness and equivalence. The principle of effective-
ness requires that domestic procedural rules do not render the ex-
ercise of rights derived from EU tax law impossible or excessively
difficult—for example, the right to deduct input VAT or to obtain a
refund of taxes levied in breach of EU law. The principle of equiva-
lence, in turn, mandates that actions based on EU tax rights must
not be subject to less favorable procedural conditions than those
governing similar claims founded on national tax law. These con-
straints are especially significant in areas characterized by a high
degree of European integration, such as VAT and administrative
cooperation in combating cross-border tax fraud. As a result, na-
tional procedural rules on tax control, recovery, and litigation must
be designed in a manner that ensures the uniform and effective ap-
plication of EU tax law across the internal market. Thus, the proce-
dural dimension of taxation reveals a carefully calibrated balance:
Member States preserve procedural sovereignty in organizing their
tax systems, yet this discretion is structurally limited by the obliga-
tion to provide effective legal protection and enforceable taxpayer
rights. The outcome is a progressively Europeanized model of tax
procedure, where domestic fiscal administration functions within a
coherent supranational legal framework while continuing to reflect
national legal traditions.

In Bulgaria, revenue authorities form part of the executive
branch and exercise public-law powers aimed at the establishment,
securing, and collection of public receivables. Their competence
derives primarily from the procedural framework of the TSSPC,
which regulates the procedures for determining tax liabilities and
enforcing compliance. The National Revenue Agency is the central
body responsible for administering state taxes and mandatory so-
cial security contributions. It conducts tax audits and inspections,
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gathers evidence, issues tax assessment acts, and determines tax
liabilities as to both legal grounds and amount. In this respect,
the Agency exercises assessment (determinative) powers, through
which tax obligations are formally established within the legal or-
der. According to Article 7 of the National Revenue Agency Act,
the revenue authorities within the National Revenue Agency are
the following: The Executive Director and the Deputy Executive
Directors; he Territorial Directors and their Deputies; The Chief
Directors of the General Directorates, the Directors of Directo-
rates, and the Heads of Departments and Sectors; Officials holding
the positions of State Revenue Expert, State Revenue Inspector,
Chief Revenue Expert, Senior Revenue Expert, Revenue Expert,
Chief Revenue Inspector, Senior Revenue Inspector, and Revenue
Inspector. In addition, the bodies of the Agency include officials
occupying the positions of State Public Enforcement Officer, Chief
Public Enforcement Officer, Senior Public Enforcement Officer,
Public Enforcement Officer, State Internal Auditor, Chief Internal
Auditor, Senior Internal Auditor, and Internal Auditor. The Execu-
tive Director and the Territorial Directors exercise the powers pro-
vided for in the Tax and Social Security Procedure Code and may
authorize their deputies or designate other officials of the Agency
to perform those powers by order.

The Bulgarian Customs Agency administers customs duties,
excise duties, and VAT on imports. These authorities possess com-
parable powers to establish public claims, supervise the movement
of excise goods, and initiate enforcement measures in accordance
with statutory provisions. Mayors and authorized municipal of-
ficials administer local taxes under the LTFA. They determine
local tax liabilities, issue administrative acts, and organize their
collection, thereby operationalizing fiscal decentralization within
the limits established by national legislation. In addition to their
determinative functions, revenue authorities are also vested with
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sanctioning powers pursuant to the Administrative Violations and
Sanctions Act. Where breaches of tax or social security legislation
are identified, the competent authorities may draw up statements
of administrative violation and impose administrative penalties, in-
cluding fines and pecuniary sanctions. This dual competence—as-
sessment and punitive—confers upon revenue authorities a hybrid
legal character situated at the intersection of administrative control
and administrative penal enforcement. From a doctrinal perspec-
tive, the concentration of such powers necessitates heightened pro-
cedural safeguards, including the right of defense, judicial review,
and adherence to the principle of proportionality. More broadly,
this institutional design reflects a defining feature of the modern
fiscal state: the effective protection of public revenue must be bal-
anced against the protection of taxpayers’ rights and the prevention
of administrative arbitrariness.

2. MAIN TAx PROCEEDINGS UNDER THE TAX AND SociAL
SEcURrITY PROCEDURE CODE

Taken as a whole, the system of proceedings under the Tax
and Social Security Procedure Code (TSSPC) represents a co-
herent and sequential procedural framework governing the inter-
action between taxpayers and the revenue administration. Rather
than constituting isolated mechanisms, these proceedings form an
integrated lifecycle through which tax obligations are identified,
verified, enforced, and, where necessary, contested. This struc-
tured continuum reflects the dual objective of modern fiscal gov-
ernance: ensuring the effective collection of public revenue while
safeguarding the procedural rights of taxpayers.

Tax registration (Articles 80-86 TSSPC) establishes the fis-
cal identity and procedural capacity of taxable persons. Function-
ing as the entry point into the tax system, it enables the revenue
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administration to maintain accurate taxpayer records, perform
risk assessments, and facilitate structured communication. From a
systemic perspective, registration operates as a preventive instru-
ment that enhances transparency and supports the early detection
of compliance risks.

Under the principle of financial automatism, taxpayers are re-
quired to declare and calculate their liabilities (Declaration and
Self-Assessment (Articles 8§7-92, 103, 107-109 TSSPC)). This
model reflects the evolution of contemporary tax administration
toward cooperative compliance, shifting part of the responsibility
for accurate tax determination onto obligated persons. Self-assess-
ment reduces administrative burden, promotes efficiency, and en-
courages voluntary compliance, thereby aligning Bulgarian prac-
tice with broader European trends in fiscal governance.

Inspections constitute a preliminary form of administrative
control aimed at verifying factual circumstances relevant to taxa-
tion without directly establishing liabilities (Inspection Proceed-
ings (Articles 110-111 TSSPC). Their preventive nature allows
revenue authorities to identify irregularities at an early stage, mini-
mizing the need for more intrusive interventions. Such proceed-
ings exemplify the increasing reliance on risk-based supervision,
a hallmark of modern revenue administration.

The tax audit represents the core instrument of fiscal control
and occupies a central position within the procedural architecture.
It involves a comprehensive examination designed to determine
both the legal basis and the precise amount of tax liabilities (Tax
Audit (Revision) (Articles 112—-121; Indirect Methods — Ar-
ticles 122 and 124 TSSPC). Where reliable accounting data is
unavailable or compromised, the administration may apply indi-
rect methods of assessment under Articles 122 and 124 TSSPC,
relying on economic indicators and comparable data. While such
methods strengthen enforcement capacity, they simultaneously re-
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quire heightened procedural safeguards to prevent disproportion-
ate interference in the taxpayer’s economic sphere.

A Audit Assessment Act (Article 118 TSSPC) is issued as a
result of subsequent tax control carried out in the form of a tax au-
dit under the terms and procedure established by the TSSPC. The
tax assessment act shall: establish, amend, and/or offset liabilities
for taxes and mandatory social security contributions; determine
refundable amounts for a tax period where such reimbursement is
provided for by law; provide for the recovery of amounts unduly
paid or collected. Prior to the issuance of the assessment act, a tax
audit report is prepared, setting out the factual findings and legal
conclusions of the audit authorities and providing the basis for the
determination of public liabilities. The tax assessment act is issued
in a legally prescribed form and constitutes an individual admin-
istrative act. As such, it must comply with the requirements for
legality under Article 146 of the Administrative Procedure Code.
In particular, the act must be adopted by a competent authority, is-
sued in the form required by law, conform to both substantive and
procedural legal provisions, and pursue the purpose of the law. Fur-
thermore, the act is subject to judicial control through a structured
appeal mechanism. It must first be challenged through mandatory
administrative review, after which it may be appealed before the
competent court under the procedures of the Administrative Proce-
dure Code. This two-tier review system strengthens the protection
of taxpayers’ rights while ensuring the legality and accountability of
the revenue administration. The audit assessment act individualizes
the public claim and renders it enforceable, thereby transforming an
abstract statutory obligation into a concrete legal duty. As a binding
administrative act, it frequently serves as the procedural trigger for
appeal. Doctrinally, this act illustrates the authoritative nature of tax
administration: the obligation exists ex lege, but its enforceability
depends upon formal administrative individualization.
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Administrative Appeal (Articles 144—155 TSSPC) enables
taxpayers to challenge acts of the revenue authorities within the
administrative hierarchy before resorting to judicial litigation. This
internal review mechanism promotes administrative self-correc-
tion, enhances procedural efficiency, and may reduce the volume
of court disputes. At the same time, it reinforces the principle of
legality by subjecting fiscal decisions to structured scrutiny. Ju-
dicial Review (Article 156 TSSPC) ensures independent court
control over the legality of administrative acts and constitutes a
fundamental guarantee for taxpayer protection. By enabling courts
to assess both procedural compliance and substantive legality, this
mechanism anchors tax procedure firmly within the constitutional
framework of the rule of law. It also reflects the European princi-
ple of effective judicial protection, ensuring that fiscal authority
remains subject to impartial oversight.

Set-off and Refund (Articles 128-131 TSSPC) procedures al-
low overpaid amounts to be offset against existing liabilities or re-
imbursed with statutory interest. These mechanisms promote fiscal
fairness, prevent unjust enrichment of the state, and strengthen trust
in the tax system. Their existence underscores that tax procedure
serves not only enforcement objectives but also corrective functions.

Precautionary Measures (Articles 195-202 TSSPC) are de-
signed to secure public receivables where collection is at risk. By
allowing the administration to act preemptively—such as through
the attachment of assets—they prevent the dissipation of property
and safeguard the financial interests of the state. Given their in-
trusive nature, such measures must be applied in strict compliance
with the principle of proportionality.

Where voluntary payment is not forthcoming, compulsory en-
forcement provides the legal mechanisms necessary for the forced
collection of public debts (Compulsory Enforcement (Articles
162, 178, 182; Enforcement Methods — Articles 202-251 TSSPC).
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Where voluntary compliance is lacking, compulsory enforce-
ment is initiated under Article 182 TSSPC following the expiration
of the voluntary payment period established in Article 178 TSSPC
(See Diagram 2.14. TSSPC Enforcement Measures below).

Diagram 2.14. TSSPC Enforcement Measures

Beyond voluntary and enforced collection, tax liabilities—clas-
sified as public state receivables pursuant to Article 162(2)(1) of
the Tax and Social Security Procedure Code—may be extinguished
through several legally regulated mechanisms that reflect the prin-
ciples of legality, proportionality, and legal certainty in fiscal rela-
tions. Under Article 168 of the same Code, public receivables are
extinguished through payment, set-off, limitation, remission, and
other grounds provided by law. Set-off (offsetting) is governed by
Articles 128-129 of the Tax and Social Security Procedure Code
and applies where the taxpayer holds an enforceable claim against
the state. Reciprocal obligations are extinguished up to the amount
of the lower claim, thereby promoting procedural efficiency and
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preventing unjust enrichment within the fiscal relationship. The
expiration of the statutory limitation period constitutes another
fundamental ground for extinguishing tax liabilities. Articles 171—
173 of the Code establish the applicable limitation periods, includ-
ing the general five-year limitation period for public receivables
and the absolute ten-year limitation period, after which the claim
is extinguished regardless of interruptions. Limitation serves the
broader objective of legal certainty by preventing the indefinite
persistence of public claims and by encouraging timely enforce-
ment by the revenue administration.

Tax amnesty, although not regulated as a permanent legal
institution within the TSSPC, may be introduced through legisla-
tive measures adopted by the National Assembly in exceptional
circumstances, typically with the aim of improving fiscal compli-
ance or addressing economic disruptions. Such measures must be
applied cautiously in order to avoid weakening long-term tax disci-
pline and voluntary compliance. Remission (forgiveness) of pub-
lic liabilities represents an extraordinary mechanism. Pursuant to
Article 98(12) of the Constitution of the Republic of Bulgaria, the
power to remit uncollectible state receivables is vested in the Presi-
dent of Bulgaria. The constitutional allocation of this competence
underscores the exceptional and discretionary nature of remission
as a departure from the ordinary principle of mandatory tax collec-
tion. Taken together, these modes of extinguishment demonstrate
that the lifecycle of tax obligations extends beyond their establish-
ment and collection, forming part of a broader legal architecture
that balances fiscal interests with fairness, predictability, and the
rule of law.
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3. LIABILITY OF THE STATE AND MUNICIPALITIES FOR
DAMAGES IN THE TAX PROCESS

The liability of the state and municipalities for damages caused
to citizens and legal entities constitutes an essential institute of pub-
lic law, grounded in Article 7 of the Constitution of the Republic
of Bulgaria, which provides that the state is responsible for damages
resulting from unlawful acts or actions of its authorities and officials.
This constitutional principle embodies the rule-of-law requirement
that the exercise of public power must be accompanied by effec-
tive legal protection and access to compensation. The constitutional
framework is further operationalized through the State and Munici-
palities Liability for Damages Act (SMDA), which establishes the
procedural and substantive conditions under which injured parties
may seek compensation for harm caused by unlawful administrative
activity, including acts of the revenue authorities. The Act affirms
that public administration is not immune from liability and that the
consequences of unlawful fiscal intervention must be borne by the
state rather than the affected taxpayer. State liability performs both
compensatory and preventive functions. On the one hand, it ensures
that individuals harmed by unlawful administrative conduct receive
appropriate redress; on the other, it incentivizes public authorities
to adhere strictly to legal standards when exercising fiscal pow-
ers. This preventive dimension is particularly significant in the tax
sphere, where administrative measures frequently interfere with the
property rights and economic activity of taxpayers. From a constitu-
tional perspective, the recognition of such liability reflects a broader
commitment to legality, proportionality, and institutional account-
ability in public administration. By subjecting the actions of revenue
authorities to judicial scrutiny and potential financial consequences,
the legal system affirms that fiscal sovereignty must operate within
the boundaries of the rule of law and respect for fundamental rights.
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The doctrine of state liability also possesses a clear European
dimension. Under the case law of the Court of Justice of the Eu-
ropean Union, Member States may incur liability for damages
caused to individuals as a result of breaches of EU law attributable
to state authorities. Established in the landmark judgment Fran-
covich and Bonifaci v Italy (Cases C-6/90 and C-9/90) and fur-
ther developed in Brasserie du Pécheur and Factortame (Joined
Cases C-46/93 and C-48/93), this principle requires that individu-
als be afforded an effective remedy where three cumulative condi-
tions are satisfied: the breached rule must confer rights on individu-
als, the breach must be sufficiently serious, and a direct causal link
must exist between the breach and the damage suffered. In the field
of taxation, this supranational doctrine reinforces the protection
available under domestic law, particularly in situations involving
incorrect application of EU tax directives, unlawful restrictions on
fundamental freedoms, or violations of State aid rules. The avail-
ability of compensation mechanisms thus strengthens trust in pub-
lic institutions and enhances the legitimacy of fiscal governance.
It signals a transition from a traditional conception of sovereign
immunity toward a modern paradigm in which public authority is
inseparable from legal responsibility. Ultimately, the liability of
the state and municipalities represents one of the most significant
guarantees against the arbitrary exercise of fiscal power. It con-
firms that taxation, while an essential attribute of sovereignty, must
remain embedded within a legal order founded upon accountabil-
ity, judicial protection, and respect for individual rights.
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REVIEW AND DISCUSSION
QUESTIONS

1. How does EU membership reshape the exercise of fiscal sov-
ereignty by Member States?

2. How are decisions adopted at the institutional level of the Eu-
ropean Union in taxation, and what does this reveal about the
balance between EU integration and national fiscal autono-
my?

3. Why is taxation considered an area of shared rather than ex-
clusive EU competence?

4. Explain the doctrine of primacy of EU law and its implica-
tions for national tax provisions.

5. To what extent do the fundamental freedoms limit the exer-
cise of national taxing powers within the European Union?

6. What is the constitutional basis of taxation in Bulgaria?

7. Why do ratified international treaties take precedence over
conflicting domestic tax provisions, and what are the implica-
tions for legal certainty?

8. What structural features distinguish the Bulgarian tax system
within the European economic framework?

9. Why is Bulgaria often characterized as a relatively low-tax
economy?

10. What policy tensions arise from reliance on consumption taxes
and flat-rate income taxation?

11. Identify the core legal elements that define the architecture of
taxation.

12. Why does taxation occupy a position at the crossroads of pub-
lic and private law?
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13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

How is the tax base determined in direct taxation, and why
does it typically originate from the accounting financial re-
sult?

What is the legal function of tax adjustments, and how do they
transform accounting profit into taxable income?

How do the principles of ability to pay and fiscal neutrality
influence the determination of the tax base in direct taxation?
Why is fiscal neutrality considered a guiding principle in the
design of corporate taxation?

How does legislation determine the taxable person under cor-
porate income tax law?

To what extent can the rules governing the tax base affect cor-
porate investment decisions and financial planning?

How are the different tax bases structured in personal income
taxation, and what is the rationale for distinguishing between
categories of income?

What is the relationship between the global tax base and sepa-
rate tax bases applicable to specific types of income?

Why are certain categories of income subject to final with-
holding taxation, and how does this approach affect tax base
determination?

To what extent does the differentiation of tax bases reflect the
principle of ability to pay?

What are the essential elements of the taxable supply under the
VAT system, and how do they determine the chargeability of
the tax?

Under what conditions does the right to deduct input VAT
arise, and how does this mechanism ensure tax neutrality?
What are the core elements of the tax on immovable property,
and how is the tax base determined?

How does property taxation reflect the principles of fiscal de-
centralization and local financial autonomy?
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27.

28.

29.

30.

31.

32.

33.

34.

How do double taxation treaties modify the application of do-
mestic withholding tax rules?

What is the functional rationale of withholding taxation, and
why is it particularly relevant in cross-border situations?

Why is the arm’s length principle regarded as the cornerstone
of modern transfer pricing regulation?

How does the interaction between withholding tax, tax trea-
ties, and transfer pricing rules contribute to protecting the na-
tional tax base?

To what extent do withholding tax obligations influence the
structuring of cross-border corporate transactions?

What are the principal stages of the tax procedure, and how
do they ensure the lawful establishment and collection of tax
liabilities?

What is the legal significance of the preliminary enforcement
of tax assessment acts, and how does it balance fiscal effi-
ciency with effective legal protection?

Why is the existence of a valid enforcement title a prerequisite
for compulsory collection?

To what extent does state liability for breaches of national or EU

tax law function as a safeguard for taxpayers and strengthen
the rule of law within the European fiscal order?
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CAPSTONE CASES

Capstone Case 1

BalkanTech AD, a Bulgarian technology company special-
izing in industrial automation software, is planning to expand its
operations within the European Union. As part of its long-term
growth strategy, the company intends to establish a wholly owned
subsidiary in the Netherlands while retaining ownership of its in-
tellectual property in Bulgaria. The proposed structure includes
the following elements:

e The Dutch subsidiary will pay royalties to the Bulgarian par-
ent company for the use of proprietary software.

* The subsidiary will also obtain intra-group financing from the
parent entity, generating interest payments.

* Management expects that these payments may benefit from
reduced withholding taxation under the applicable double
taxation treaty.

* The group must ensure that intra-group pricing complies with
the arm’s length principle to avoid transfer pricing adjust-
ments.

* External advisors caution that overly aggressive tax structur-
ing could attract scrutiny from national tax authorities and
potentially fall within the scope of EU rules on selective tax
advantages.

e The Chief Financial Officer additionally notes that a future
tax assessment could be subject to preliminary enforcement,
creating liquidity risk for the group.

Senior management must therefore determine whether the pro-
posed structure achieves an appropriate balance between tax effi-
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ciency, legal certainty, and regulatory compliance within the EU’s
multilevel tax environment.

1.

Discussion Questions 1

What are the principal tax risks associated with establishing a
subsidiary in the Netherlands under the proposed structure?
How might the applicable double taxation treaty influence the
withholding tax treatment of royalty and interest payments?

. Why is compliance with the arm’s length principle critical

in this scenario, and what risks arise from mispricing intra-
group transactions?

To what extent should the company prioritize tax optimization
over legal certainty when operating across multiple jurisdic-
tions?

. How does the interaction between EU law, treaty obligations,

and domestic tax rules shape the company’s strategic deci-
sion-making?

What procedural risks should management anticipate in the
event of a tax audit or assessment?

From a corporate governance perspective, how should the
board oversee tax risk as part of its broader fiduciary respon-
sibilities?
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Capstone Case 2

An Indian technology company is considering expanding its
global operations by outsourcing part of its activities to the Re-
public of Bulgaria. Management is evaluating the possibility of
establishing a limited liability company in order to benefit from
Bulgaria’s strategic location within the European Union, its com-
petitive tax environment, and its growing digital sector. Before
proceeding, the board seeks a comprehensive assessment of the
legal and institutional framework governing foreign investment
in Bulgaria. Particular attention is devoted to the incentives avail-
able under the Investment Promotion Act, the protection afforded
to investors, and the role of public authorities in facilitating in-
vestment projects. The company is also interested in understand-
ing the broader structure of Bulgarian commercial law and the
range of legal forms through which business activity may be con-
ducted. Senior management must determine whether Bulgaria of-
fers a sufficiently predictable and supportive legal environment
to justify long-term investment.

Discussion Questions 2

1. How does Bulgaria’s corporate tax regime influence the stra-
tegic decision of a non-EU company to establish operations
within the European Union?

2. What tax advantages and potential risks should be considered
when selecting Bulgaria as a location for outsourcing activi-
ties?

3. How can double taxation treaties and EU tax principles en-
hance legal certainty for foreign investors entering the Bul-
garian market?

4. To what extent should tax considerations shape the choice of
corporate structure for a multinational enterprise operating
within the EU?
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5. From a strategic perspective, does Bulgaria provide a tax en-
vironment conducive to sustainable long-term investment?
Justify your assessment.

6. How could a future EU-India trade agreement affect market
access, investment protection, and the tax positioning of In-
dian companies operating within the European Union?
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