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Introduction
The Bulgarian tax legislation requires that taxpayers determine their taxable profits 
and income by applying the arm’s-length principle to the prices for which they 
exchange goods, services and intangibles with related parties (i.e. transfer prices). 
Interest on loans provided by related parties should be consistent with market 
conditions at the time the loan agreement is concluded.

The transfer pricing rules apply for transactions between resident persons, as well as 
for transactions between resident persons and non-residents.

Statutory rules
Bulgarian transfer pricing rules are provided in the Corporate Income Tax Act (CITA), 
Tax and Social Security Procedures code, as well as in the Ordinance № H-9 for 
implementation of the transfer pricing methods, issued by the Minister of Finance on 
29 August 2006.

The CITA sets the arm’s-length principle and explicitly determines cases where the 
prices are deemed not to comply with the principle (e.g. in cases of receiving or 
granting loans against an interest, which differs from the market interest rate effective 
at the time the loan agreement is concluded).

The Tax and Social Security Procedures code includes a definition of related parties 
and stipulates the method to be used when determining prices on transactions between 
related parties.

Definition of related parties
For tax purposes, related parties are:

• Spouses, relatives of the direct descent without restrictions and relatives of the 
collateral descent up to the third degree included, and in-law lineage, up to and 
including the second degree.

• Employer and employee.
• Persons, one of whom participates in the management of the other or of 

its subsidiary.
• Partners.
• Persons in whose management or supervisory bodies one and the same legal 

or natural person participates, including when the natural person represents 
another person.

• A company and a person who own more than 5% of the voting shares of 
the company.
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• Persons whose activity is controlled directly or indirectly by a third party or by 
its subsidiary.

• Persons who control together directly or indirectly a third party or its subsidiary.
• Persons, one of whom is an agent of the other.
• Persons, one of whom has made a donation to the other.
• Persons who participate directly or indirectly in the management, control or capital 

of another person or persons where conditions different from the usual may be 
negotiated between them.

• Persons, one of whom controls the other.

In addition, according to specific provisions in the Tax and Social Security Procedures 
code, if a party to a transaction is a non-resident person, the revenue authorities may 
deem that the parties are related if:

• the non-resident entity is incorporated in a country, which is not a European Union 
(EU) Member and in which the profit or the corporate tax due on the income, 
which the non-resident has realised or would realise from the transactions, is below 
40% of the tax due in Bulgaria, except if there is evidence that the non-resident 
person is subject to preferential tax treatment, or that the non-resident has sold the 
goods or services on the domestic market, and

• the country in which the non-resident is incorporated, denies or is not able to 
provide information regarding the effected transactions or the relations, when 
there is an applicable double-tax treaty with this country.

Methods for determining market prices
For the purposes of transfer pricing rules, market prices are determined by:

• the Comparable Uncontrolled Price (CUP) method
• the Resale Price Method (RPM)
• the Cost Plus Method (CPM)
• the Transactional Net Margin Method (TNMM), and
• the Profit Split Method (PSM).

The Ordinance № H-9 for implementation of the transfer pricing methods stipulates 
the methods to be used when determining prices on related party transactions, the 
application of each method, as well as the approach of the tax authorities in case the 
taxpayer has transfer pricing documentation in place.

Documentation requirements
According to the Bulgarian legislation, the taxable person is obliged to hold evidence 
that its relations with related parties are in line with the arm’s-length principle. The tax 
provisions do not contain specific requirements regarding the filing of transfer pricing 
documentation with revenue authorities.

The recently issued internal transfer pricing guidelines of the National Revenue 
Agency, however, contain indications as to the types of documents that the revenue 
authorities may request from taxpayers during tax procedures (e.g. during tax audits, 
procedures for double-tax treaty application, etc.). Although the guidelines do not 
introduce obligatory transfer pricing documentation requirements for taxpayers, 
they do specify the approach the revenue authorities should follow when examining 
intragroup transactions.
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According to the Ordinance № H-9 for implementation of the transfer pricing 
methods, if companies have available transfer pricing documentation the revenue 
authorities are obliged to start their analyses of the intragroup prices based on the 
method chosen by the taxpayer.

Other regulations
The Bulgarian National Revenue Agency published internal transfer pricing guidelines 
on 8 February 2010. Generally, the guidelines contain information on recommended 
documentation that the revenue authorities should request during tax procedures, the 
transfer pricing methods, as well as some procedural rules for the avoidance of double 
taxation. The guidelines will be used by the revenue authorities when auditing related 
party transactions and are not obligatory for taxpayers.

Legal cases
To date there have been few court cases related to transfer pricing issues, and all of 
them occurred prior to the implementation of the Ordinance № H-9. Most of them set 
the general principle for determination of the prices on related party transactions by 
referring to the transfer pricing methods stipulated in the tax legislation.

Burden of proof
Taxpayers should be able to prove that the transfer prices are market-based. If the 
taxpayer does not provide evidence that the transfer prices are market-based, the 
revenue authorities may estimate the market prices. In such a case, the burden of 
proof shifts to the revenue/tax authorities and they should back up their findings with 
sufficient evidence.

Tax audit procedures
Transfer pricing may be examined during a regular tax audit, as there are no separate 
procedures for transfer pricing investigations.

During a tax audit, the revenue authorities may request additional information in 
order to make an assessment related to transfer pricing. The term for provision of 
information by the taxpayer will be determined in the tax authority’s request (however, 
the term cannot be less than seven days).

Revised assessments and the appeals procedure
If the transfer prices are not market-based, the revenue authorities may adjust the 
taxable result of the entity, and assess additional tax liabilities. Any tax assessments 
can be appealed at an administrative level. If the appeal fails, the assessments may be 
challenged in the court.

The statute of limitations (i.e. the period within which state authorities are entitled to 
collect the tax liabilities and other related mandatory payments) is five years from the 
end of the year in which the tax liabilities became payable. However, this period could 
be extended in certain cases (e.g. a tax audit). However, the maximum period of the 
statute of limitation is 10 years.

Additional tax and penalties
Apart from an adverse tax assessment in respect of additional tax liabilities, the 
taxpayer may be subject to certain penalties.
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If the taxpayer does not determine his tax obligations correctly and files a tax return 
declaring lower tax liabilities than as per strictly applying the transfer pricing 
provisions, a penalty between 250 and 1,500 euros (EUR) may be imposed.

The difference between the agreed transfer prices and the market price may be 
considered as a hidden profit distribution, which will be associated with a penalty 
equal to 20% of the respective difference.

If the taxpayer does not provide evidence that the prices agreed with the related 
parties are market-based, a penalty between EUR 125 and EUR 250 may be levied.

Resources available to the tax authorities
Bulgarian revenue authorities do not have special teams dealing with transfer 
pricing issues. The relevant investigations are performed as a part of the general tax 
audit procedures.

Use and availability of comparable information
The taxpayers may use all relevant sources of comparable information, in order 
to support the arm’s-length compliance of the transfer prices with the relevant 
market conditions.

If the tax authorities challenge the transfer prices, they may use various sources such 
as statistical information, stock market data, and other specialised price information. 
The tax authorities should duly quote the source of its information.

In Bulgaria there are no databases containing information on unrelated 
party transactions.

The financial statements of the local companies are publicly available, but are not 
collected in a single database that can be used for transfer pricing studies.

Risk transactions or industries
No transactions or industries can be considered exposed to transfer pricing 
investigations at a higher risk.

Limitation of double taxation and competent authority 
proceedings
The double-tax treaties concluded by Bulgaria provide taxpayers the opportunity to 
initiate a mutual agreement procedure for the purposes of eliminating double taxation.

Regulations with respect to the mutual agreement procedure and the exchange of 
information with EU Member States have been introduced in the Bulgarian Tax and 
Social Security Procedures Code as of 1 January 2007.

EU Arbitration Convention is applicable to Bulgaria per the European Parliament 
resolution of 17 June 2008.

There is no publicly available information on the competent authority proceedings 
undergone in Bulgaria.
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Advance pricing agreements (APAs)
There is no possibility of obtaining APAs, pursuant to the local legislation. However, it 
is possible to obtain a written opinion from the revenue authorities on a case-by-case 
basis. Such opinions are not binding, but they may provide protection from assessment 
of interest for late payment and penalties.

Anticipated developments in law and practice
Although certain transfer pricing rules have been present in the Bulgarian tax 
legislation for a long time, there are no developed transfer pricing practices. However, 
in view of the recent amendments to the legislation, we expect revenue authorities will 
begin to pay greater attention to this area.

Liaison with customs authorities
Pursuant to the customs legislation, the base on which the customs’ duties are 
calculated may be amended when the parties in the transaction are related. There 
are rules for determining the arm’s-length price for customs’ duties purposes using 
available data on comparable transactions.

OECD issues
Bulgaria is not a member of the Organisation for Economic Co-operation and 
Development (OECD). However, the general principles of the OECD Guidelines are 
implemented in the Bulgarian transfer pricing rules and followed by the Bulgarian 
tax authorities.

Joint investigations
We are currently unaware of any simultaneous transfer pricing audits performed by the 
Bulgarian tax authorities and those of other countries.

Thin capitalisation
According to the Bulgarian thin capitalisation rules, the interest expenses incurred by a 
resident company may not be fully deductible if the average debt-to-equity ratio of the 
company exceeds 3:1 in the respective year. However, even if the debt-to-equity test is 
not met, the thin capitalisation restrictions may not apply if the company has sufficient 
profits before interest to cover its interest expenses.

Interest under bank loans or financial leases are not restricted by the thin capitalisation 
rules unless the transaction is between related parties or the respective loan or lease is 
guaranteed by a related party.

The Bulgarian thin capitalisation rules also do not apply to interest disallowed on 
other grounds (e.g. for transfer pricing purposes) and interest and other loan-related 
expenses capitalised in the value of an asset in accordance with the applicable 
accounting standards.

Even if some interest expenses are disallowed under thin capitalisation rules, they may 
be reversed during the following five consecutive years if there are sufficient profits.

Management services
The Bulgarian transfer pricing rules do not contain specific tax regulations regarding 
management services.


