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The Republic of Bulgaria would like to refer to its Negotiating Position on Chapter 10 Taxation  (CONF-BG 22/01).

The Republic of Bulgaria confirms that it accepts the new acquis under Chapter 10 Taxation between July 01, 2002 and September 30, 2004 and will implement it as of the date of accession January 01, 2007 except for the requested transitional periods. 

The Republic of Bulgaria would like to make a request for a transitional period up to January 01, 2011 with regard to the implementation of the minimum excise rate on unleaded petrol according to the provisions of Art.7 (1) of Council Directive 2003/96/EC, Annex 1, Table A.

The Republic of Bulgaria would like to make a request for a transitional period up to  January 01, 2010 with regard to the implementation of the minimum excise duty rate on gas oil and kerosene, used as motor fuel at a level of 302 EUR/1000l and measured at a temperature of 15° C and to reach the minimum excise rate of 330 EUR/1000l up to January 01, 2013 according to the provisions of Art.7 (1) of Council Directive 2003/96/EC, Annex 1, Table A.

The Republic of Bulgaria would like to make a request for a transitional period up to January 01, 2010 with regard to the implementation of the minimum excise rate on coal and coke used for district heating purposes according to the provisions of Art.9 (1) of Council Directive 2003/96/EC, Annex 1, Table C.

The Republic of Bulgaria would like to make a request for a transitional period up to January 01, 2009 with regard to the implementation of the minimum excise rate on coal and coke used for other purposes according to the provisions of Art.9 (1) of Council Directive 2003/96/EC, Annex 1, Table C.

The Republic of Bulgaria would like to make a request for a transitional period up to January 01, 2010 with regard to the implementation of the minimum excise rate on electricity according to the provisions of Art.9 (1) of Council Directive 2003/96/EC, Annex 1, Table C.

The Republic of Bulgaria would like to make a request for a transitional period up to January 01, 2015 not to implement the provisions of Art.1 of Council Directive 2003/49/EC as of June 03, 2003 on the common system of taxation of interest and royalty payments made between associated companies of different Member States and during which it will be authorized to levy a 10% withholding tax on royalties and interest payments for the first four years and 5% for the rest of the period.
Directive 2003/96/ЕC

Justification

As of January 01, 2004, the excise duty rates on unleaded petrol, gas oil and kerosene used as motor fuel are bellow the Community minimum levels, provided in Directive 2003/96/EC (Annex 1). Coal and coke, natural gas and electricity are not subject to excise duty taxation. The excise duty rates on unleaded petrol, diesel and kerosene are 495 BGN/ 253 EUR per 1000 l., 395 BGN/ 202 EUR per 1000 l. and 350 BGN/ 179 EUR per 1000 l. respectively measured at a temperature of 15° C. 

A great number of factors and circumstances should be considered when assessing the impact of reaching the Community minimum levels of taxation on energy products and electricity, provided in Council Directive 2003/96/EC, such as the specificity of Bulgarian economy, the state of public transport and especially the income level of the population.

The introduction of the Community minimum excise rates on unleaded petrol, gas oil and kerosene used as motor fuel, as well as on electricity, coal and coke will lead to a sharp increase of retail selling prices of unleaded petrol with 13.16%, of diesel – 13.01%, of kerosene – 12.39 %, of electricity for households – 2.68%, of coal and coke – 4.68%. Considering the tendency towards increasing the price of  energy products on global markets and the fact that Bulgaria is strongly energy dependent as it imports about 60% of its primary energy products compared to the EU which dependency on importation is about 40%, further increase of the tax burden due to the introduction of the minimum excise duty rates on energy products will result in deterioration of the trade balance by increased value of the importation and will have a negative effect on inflation. The potential increase of the inflation rate will be a direct result from the increase of energy products’ prices and an indirect result from the increased overall price level due to higher costs for electricity. Consumer price index (CPI) will increase by 1.21% – Annex 3. The foreseen inflation for 2007 is 4%. Considering the above mentioned increase, the inflation forecast will be over 5% which is inconsistent with the measures undertaken by the country over the recent years for gradual decrease of inflation in order to reach the average level for EU Member States. Also such an increase in the price level will have a negative effect on the purchasing power of the population and will entail social tension.

As the cost of energy products is essential for Bulgarian economy, the increase of petrol prices will affect negatively the supply in economy which could respectively lead to lower rates of real growth than expected. Macroeconomic (respectively price) stability creates foreseeable environment which favours the investment decision making process and generates conditions for acceleration and establishment of comparatively high rate of economic growth – an important objective set out in the Lisbon Strategy.

Bulgarian economy is an energy-intensive type of economy. The energy consumption in relation to a GDP unit is several times higher than the same indicator for EU – about 0.38 tons of oil equivalents/ 1000 USD GDP compared to 0.18 tons of oil equivalents/ 1000 USD GDP for EU in 2001
. Considering this, as well as the structure of the energy balance in relation to the energy independency of the country, high prices of energy products do not allow Bulgarian economy to be competitive as it spends about 2 times more energy per production unit than EU Member States.

The state of public transport should be also considered when assessing the impact of reaching the Community minimum levels of taxation on energy products and electricity, provided in Council Directive 2003/96/EC. The share of expenses on refined oils in the expenses on supply of road transport is 13.69% and 24.90% for air and water transport. About 325 urban bus lines operate on the territory of the country which transport about 700 000 thousand passengers annually, as well as lots of interurban lines. Public passenger transport is the basic means of transport used in the country due to the following reasons:

· It is considerably cheaper than private transportation ( the number of cars per family is 0.62)
· Lack of alternative means of fast urban transport. At present there is only one metro line in the capital city connecting one of the distant quarters with downtown.
The increase of excise duty rates will therefore result in increase of ticket prices of public transport which will entail social tension as the share of public transport expenses in the total monthly expenses of Bulgarian citizens is 5.7%. As the public transport in Bulgaria is subsidized by the state this will also affect in increase of budget expenditure.
Furthermore, the income level of the population is very low so that any measure that will lead to destabilization and decrease in the purchasing power of the population should be considered very carefully. In 2003, the average annual personal income was 2129 BGN/ 1089 EUR, which equals to a monthly income of 91 EUR. At the same time, money income is 1658 BGN/ 848 EUR per year and 71 EUR per month respectively. 
A Program for gradual annual increase of excise duty rates for the period 2005 – 2013  has been elaborated which aims at diminishing the negative effect from reaching the Community minimum levels of taxation for energy products and electricity / Annex 2/. The expected annual effect from the gradual increase of the excise duty rates is presented in Annex 4. 

For the above-mentioned calculations IMF forecasts for the international price of petrol and the exchange rate EUR/USD are used. Any change in these two factors leads to changes in production prices of petrol derivatives in the country. For the above covered period a strong EUR and an increase in the price of crude petrol are expected. The level of basic production prices 
(before taxation with excise duties and other taxes) is left unchanged – that is the level as of April, 2004 – international expectations with regard to the prices of petrol products are not taken into account.

Directive 2003/49/ЕC

Justification

Most of the foreign direct investments in Bulgaria come from EU Member States (the top 7 states are of the EU, Greece being in the first place with some USD 1000 mln., almost twice as much as the other countries). This implies that most of the associated companies within the meaning of Directive 2003/49/EC are particularly EU companies possessing holdings in Bulgarian companies. 

The figures of withholding tax revenues compared to the figures of the tax credit for the paid withholding tax abroad clearly show that Bulgaria is a net importer of capital. Hence the losses for the budget arising form the abolition of withholding tax on Royalties and Interest are incomparably greater than the savings from not crediting withholding tax paid abroad. The trend for growing revenues from withholding tax is evident (Figure 1 Annex 5). These losses are to be mounted over the losses expected from the abolition of withholding tax on the dividends distributed between subsidiaries and their parent companies in the sense of Directive 90/435/EEC. The other figures show the following:

· The amount  of interest and royalties payments for the corresponding years (Figure 2 Annex 5)

· The ratio of the WHT on interest and royalties payments compared the corporate income tax revenues for the corresponding years (Figure 3 Annex 5)

· The ratio of the WHT on interest and royalties payments compared GDP for the corresponding years (Figure 4 Annex 5
· The share of the WHT on interest and royalties payments in the overall WHT revenues(Figure 5 Annex 5)

The current withholding tax rate is 15% both for the interest and royalties.

Bulgaria has concluded Conventions for the avoidance of double taxation with all Member States except with some of the new Member States (Estonia, Lithuania, Latvia and Slovenia). In the case of Conventions for the avoidance of double taxation lower rates apply, ranging from 0% to 10% (see table 1 Annex 5). Under those conventions the average rate for withholding tax on royalties is 7.40% and the one for interest payments is 6.08% (the data is calculated as mean value). However the mean value is not fully reliable indicator since the investments from EU countries differ in volume and the real withholding tax rates should take into consideration the actual amount of royalties/interest received and paid abroad. For example, as mentioned above, Greece has the biggest share of foreign direct investment in Bulgaria and even though Bulgaria has concluded a Conventions for the avoidance of double taxation with Greece, the rates under it are relatively high (10% for both interest payments and royalties).






� Data from the Statistical Reference Book of International Energy Agency for 2003


2The level of production prices of Lukoil.
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