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1. Executive summary  
 
The current analysis is prepared in the framework of VIRTEU, a high-profile European Union 
initiative, which includes comparative and multidisciplinary studies, in the framework of the 
Hercules III 2019 Program, managed by the European Commission's Anti-Fraud Office 
(OLAF). The research is focused on the phenomena of tax crime and corruption, with special 
emphasis on VAT fraud. The report is divided into five sections and covers topics such as the 
national legal framework; the interconnections between tax crimes and corruption; and the 
selection and review of research topics. 

In the first part of the report (Section 2), the most significant Bulgarian legislative 
instruments in the fight against tax crimes are reviewed, with a special focus on VAT fraud and 
corruption. Taxation in Bulgaria is formally regulated by the national legislation, and is also 
affected in various ways by the processes of harmonization of tax legislation at the level of the 
European Union. Internally, the country has both a general rule and specific rules to combat 
evasion, and the authorities are empowered to adjust the tax base if they identify a transaction 
or a series of transactions, either between affiliates or between independent parties, that have 
been concluded under unfair conditions that give rise to tax evasion.  

Subsequently, some of the possible gaps in the regimes to fight tax crimes and corruption are 
critically identified, showing the gap between the efforts made with the support of the EU and 
the objective results in the fight against corruption, continuing to be relegated to the other 
partners of the bloc. In this regard, the report also selected and analyzed four deficiencies 
identified by civil society and experts, also discussing some useful solutions based on local 
analyses and on the best international experiences and practices. In particular, the first section 
notes that Bulgaria suffers from chronically high corruption, low trust in government and 
serious rule of law shortcomings, which all suggest low tax morale and high fiscal resistance.  

The second part of the report (Section 3) addresses the critical examination of the complex 
links between fiscal crime and corrupt practices in Bulgaria. In this regard, the analysis of the 
dimensions, dissemination, and consequences of the phenomenon of the shadow economy, 
malpractice, tax fraud, evasion and public and private corruption has been a phenomenon of 
intense debate in the public agenda, which undoubtedly increased after the country’s entry into 
the European club in 2007. 

However, the country's historical variable and political-economic legacy has also played a 
relevant role in these phenomena, not only because of factors that delayed further material 
development during the transition, but also because of the needs for tax reform since 1989, 
adopting a public finance model that emphasized consumption-based taxation (VAT). 

The issue of fraud and organized VAT evasion has gained significant attention in recent years, 
especially since 1997 when authorities began to identify the systematic, extensive and selective 
stratagems of certain groups to obtain fraudulent refunds. After the first cases of large-scale 
fraud in the second half of the 1990s, Bulgaria introduced the first measures to counter this 
phenomenon, which continued to reproduce itself in the following years, aggravating internal 
corruption. These countermeasures included: 1) revision and additional legislation to fill some 
legal gaps; 2) rationalization of the dependence on large taxpayers; 3) reform of the tax audit 
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dimension to include credit abuse; 4) establishment of specialized anti-fraud agencies; and 5) 
monitoring of continued VAT losses.  

According to reports from the European Commission, in 2018 the "VAT gap" in Bulgaria was 
EUR 614 million, down from EUR 649 million in 2017.1 According to the Bulgarian National 
Revenue Agency Bulgaria has achieved continuous improvement in VAT fraud detection and 
respectively the levels of organised crime VAT fraud have continuously declined since 2008. 
Yet, the Bulgarian Organised Crime Threat Assessment notes that VAT fraud still remains 
among the top ten organised crime markets in Bulgaria in 2020.2  

The second section also warns that the fight against VAT fraud is the most serious challenge 
for Bulgarian tax and customs administrations, as it is a complex issue because it requires the 
search for balanced but sufficiently robust measures to tackle fraud at the best cost to bona fide 
businesses in a country ravaged by poverty and unemployment. This balance is not easy to 
achieve, especially when networks of fraudsters have internationalized and penetrated state 
institutions by infiltrating insufficiently-rewarded or threatened officials, managing to avoid 
deterrent and sanctioning actions, while compliant companies incur additional costs and 
burdensome disadvantages because of them. Therefore, one of the general challenges is to 
sophisticate the controls but without ignoring the context conditions and the current 
particularities of the country.  

The third part of the report (Section 4) refers to the selection of research topics, and is aimed 
at identifying the most relevant issues at stake for each specific area of interest within the 
framework of VIRTEU, as well as proposing possible solutions to resolve them. The topics 
chosen as the most crucial revolve around four dimensions: 1) Tax crime, VAT evasion and 
modernization of legislation and the State; 2) Institutional and practical harmonization with 
European regulations; 3) Corporate responsibility regime; 4) Whistleblowers in the debate and 
efforts against tax and VAT evasion. 

With respect to VAT evasion and state modernization, it is noteworthy that despite significant 
legal advances coupled with an economic recovery with robust growth in 2019 and 
unemployment levels at historic lows, the country still has a long way to go in terms of reforms 
and improvements, especially given the current uncertainty arising from the global health crisis. 
In this regard, IMF recommends that Bulgaria should improve its public services and 
governance to improve macroeconomic and fiscal conditions. On the subject of institutional 
and practical harmonization with European regulations, it can be concluded that the Bulgarian 
Tax Administration is still in the process of reform and modernization, continuously trying to 
adapt to the EU requirements.  

In regard to the regime of corporate responsibility, the analysis highlights that not only the 
company law is regulated by various instruments of national commercial law, but also that in 
Bulgaria, as a Member State, the resolutions of the EU on company law are in force, as well as 
several commercial directives, which are applied in the internal company legislation. One 
element that is also relevant is the adoption of legal and administrative measures by local 

 
1 European Commission (2020). VAT Gap - €140 billion in 2018, with a potential increase in 2020 due to coronavirus. Brussels: European 
Union. Retrieved from https://ec.europa.eu/taxation_customs/business/tax-cooperation-control/vat-gap_en 
2  CSD (2020). Bulgarian Organised Crime Threat Assessment 2020. Sofia: CSD, 2020. Retrieved from: 
https://csd.bg/publications/publication/bulgarian-organised-crime-threat-assessment-2020/ 



 

4 | P a g e  
 

authorities in order to make the country a preferred destination for investment in Eastern 
Europe, including for example the introduction of one of lowest corporate tax (amounting to 
10%) and support for the construction of new infrastructure in private investment areas. 
However, it is important to note that this national strategy of corporate tax competitiveness is 
in contradiction with the recent EU debate on harmonizing taxation across the EU. 

The last analysed topic focuses on the whistleblowers in the debate and the efforts against tax 
and VAT evasion. In this regard, while whistleblowers play a key role in exposing corruption 
and the European Parliament has called for the need for a legal framework in the EU for their 
protection, especially after the many large-scale scandals revealed by whistleblowers, in 
Bulgaria in particular, as in many of the former Eastern European countries, the work of 
whistleblowers is not perceived positively, relegating them to informants or “moles”.  

Although the country is a party to several anti-corruption conventions, clear and comprehensive 
procedures for the protection of whistleblowers do not exist in the current Bulgarian legislation. 
Given the confusing and disconnected set of mechanisms, it is not surprising that most 
Bulgarian media investigations are limited to crime, malpractice, and low-level corruption, 
probably leaving high-level corruption unpunished. While some companies comply with the 
Sarbanes-Oxley Act, given the absence of comprehensive legislation at the national level, firms 
are also free to interpret and apply these standards according to their own interests and 
convenience, rather than based on general criteria of transparency. 

The final part of the report (Section 5) focuses on some specific practical institutional 
challenges in Bulgaria as identified in a national practical workshop with various stakeholders.  

2. National legal framework  
 
The legal and institutional framework for the nexus between the fighting against corruption 
and tax crimes in Bulgaria is guided by a multitude of domestic legal instruments, among which 
the following can be highlighted: (1) Constitution of the Republic of Bulgaria; (2) Criminal 
Code of the Republic of Bulgaria; (3) Tax and Social Insurance Procedure Code; (4) Bulgarian 
Corporate Income Tax Act ("CIT Act"); (5) the Value Added Tax Act; the (6) the National 
Revenue Agency Act; (7) the Counteracting Corruption and the Forfeiture of Illegally Acquired 
Property Act; and (8) the Ministry of Interior Act.3  

2.1. Tax evasion regulation 
Taxation in Bulgaria is regulated by the national tax legislation. In addition, as an EU Member 
State, Bulgaria is impacted by the processes of harmonization of tax legislation at EU level. 
Similar to other EU members from Central and Eastern Europe, this has led to full convergence 
of law in some areas, such as customs, high level of harmonization in others, such as value 
added tax and excise duties, and limited approximation in areas, such as corporate and personal 
income taxation. The core principles of the EU Treaties, as well as the case law of the Court of 
Justice of the European Union could thus be applied to a wider range of areas, related to tax 
matters. Naturally, as taxation is decided predominantly by member states, but they need to 

 
3 Please note that due to the fact no “official” translations are available, this report has used translations from the most reputable online 
sources. 
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ensure the proper functioning of the EU internal market, and facilitate indirect taxation, 
including VAT, it is more harmonised with EU regulations than direct taxation.  

Direct taxation is further regulated by the Double Tax Treaties that Bulgaria has concluded. 
These bilateral agreements serve to determine which country has the right to impose tax in 
cases of cross-border receipt of income.4  

Bulgaria’s controlled foreign corporation (CFC) rules came into effect on 1 January 2019. They 
were introduced in the aftermath of Council Directive (EU) 2016/11645 of 12 July 2016 laying 
down rules against tax avoidance practices that directly affect the functioning of the internal 
market. 

Constitution of the Republic of Bulgaria (1991)  

Article 60 determines that: “(1) Citizens shall pay taxes and duties established by law 
proportionately to their income and property. (2) Any tax concession or surtax shall be 
established by law.”  

Criminal Code and the Criminal Procedure Code of the Republic of Bulgaria (1968, 
amended 2020)  

The Criminal Code and the Criminal Procedure Code ensure the legal definition, prevention, 
detection, and investigation of crimes on the territory of the Republic of Bulgaria, including 
such related to corruption and taxes. In that regard, is important to highlight from the beginning 
that, although the criminal defines different “corruption” related offences such as bribery, 
abuse of office, embezzlement, etc., it does not include a general offence of definition of 
corruption. Tax evasion and fraud related crimes are defined and outlined in Chapter 7, and 
more particularly article 255 of the Criminal Code, which reads that “(1) A person who avoids 
the declaration or payment of large-scale tax obligations by: 1. failing to file a tax return; 2. 
telling a lie or withholding the truth in a statement filed by him/her; 3. failing to issue an invoice 
or another accounting document; 4. destroying, concealing or failing to store accounting 
documents or registries within the statutory timelines; 5. carrying out or allowing accounting 
to be carried out in violation of accounting legislation requirements; 6. compiling or making 
use of a document with untrue content, a false or counterfeited document in economic 
operations, in accounting or in providing information to revenue authorities or public 
enforcement agents; 7. obtaining undue input tax (tax credit) shall be punished by 
imprisonment of up to six years or a fine of up to BGN 2,000”.6 The Criminal Code defines 
“large-scale tax obligations” as such above BGN 3,000 and “particularly large-scale tax 
obligations” are such above BGN 12,000.  

In general, Chapter 7 of the Criminal Code deals with the offences against the financial, tax 
and social security system, including non-payment or underpayment of taxes, tax evasion, 

 
4 EY Bulgaria (2020). Doing Busines in Bulgaria 2020. Sofia. Retrieved from https://www.ey.com/en_bg/start-ups/doing-business-in-
bulgaria 
5 Council Directive (EU) 2016/1164 of 12 July 2016 laying down rules against tax avoidance practices that directly affect the functioning of 
the internal market. Retrieved from https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2016.193.01.0001.01.ENG  
6 Criminal Code. Promulgated in State Gazette 26 from 2 April 1968, last amended State Gazette 108, 22 December 2020. Retrieved in 
Bulgarian from: https://www.lex.bg/bg/laws/ldoc/1589654529 Translation benefited from an EC translated text retrieved online and adapted 
here: https://ec.europa.eu/anti-trafficking/sites/antitrafficking/files/criminal_code_bulgaria_en_1.pdf  
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money laundering related to taxes, etc. Chapter 6 covers some related economic crimes, while 
Chapter 5 is dedicated to property crimes, including theft, fraud, and embezzlement. These 
chapters of the Criminal Code constitute the core of Bulgaria’s legal base for repression against 
VAT fraud. The rest of the laws outlined below provide further procedural and institutional 
details for such repression, as well as for prevention.7 

Tax and Social Insurance Procedure Code (TSSPC) (2020) 

The Tax and Social Security Procedure Code (TSSPC) sets out the proceedings for determining 
obligations for taxes and compulsory social-insurance contributions, as well as for securing 
and collecting public claims, assigned to the revenue authorities and public enforcement agents. 
It regulates who owes what taxes in Bulgaria and how these taxes are collected, as well as the 
rights and obligations of tax collection authorities towards the Bulgarian citizens and 
companies. The two most relevant chapters concerning the uncovering of fraud and corruption 
are Chapter 15, ‘Tax and Social Security Control’ and Chapter 15a, ‘Fiscal Control over the 
Movement of Goods with High Fiscal Risk’.8  

The Audit of Special Cases stands out among the most important provisions of TSSPC 
regarding tax fraud and tax crimes.9 According to article 122, the revenue authority may apply 
the rate of tax as established by the applicable law to a taxable amount as ascertained by the 
said authority, where at least one of several circumstances exists: a return has not been 
submitted until the commencement of the audit; there is reason to believe that revenue or 
income has been concealed; false documents or documents making a false statement have been 
used in the accounts; access to the entity subject to control or its book-keeping documents is 
denied; the person subject to control cannot be found on the provided residential address; the 
declared profit and income does not correspond to his/her property acquired for the period that 
is controlled. 

Secondly, in Chapter 15 "A", Article 127a states that “(1) Revenue authorities authorized by 
an order by the Executive Director of the National Revenue Agency may exert fiscal control 
on the movement of goods of high fiscal risk within the territory of the Republic of Bulgaria, 
for which no explicit written assignment shall be required”, and also that “(4) Fiscal control on 
the movement of goods of high fiscal risk shall be a pool of actions by revenue authorities 
aimed at preventing tax evasion and tax fraud and performed in relation to the movement of 
goods of high fiscal risk within the territory of the Republic of Bulgaria.” 

Finally, some important provisions are provided in the section addressing “Confidentiality and 
Disclosure of Information. Evaluation.”, which states that: “The Executive Director of the 
National Revenue Agency shall communicate to the European Commission any relevant 
information necessary for the evaluation of the effectiveness of administrative cooperation in 
combating tax evasion and tax avoidance information, a yearly assessment of the effectiveness 
of the automatic exchange of information, as well as the practical results achieved. The yearly 

 
7 Ibid.  
8 Tax and Social Security Code. Promulgated in State Gazette 105 from 29 December 2005, last amended State Gazette 105, 11 December 
2020. Retrieved in Bulgarian from: https://www.lex.bg/bg/laws/ldoc/2135514513  
9 It has to be specified that the Tax and Social Insurance Procedure Code does not list “corruption” explicitly among the targeted crimes. 
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assessment shall be communicated in the form and under the conditions adopted by the 
European Commission.” 

Bulgarian Corporate Income Tax Act ("CIT Act") 

The Bulgarian Corporate Income Tax Act was promulgated in State Gazette 105 from 22 
December 2006 and last amended through State Gazette 110 from 29 December 2020.10  

Bulgaria has introduced changes to its corporate income tax rules that extend the scope of 
taxable cross-border intra-company transfers of assets and business activities. In line with the 
EU Anti-Tax Avoidance Directive, the new exit tax rules not only have an effect on the 
institutional anti-corruption framework, but may also impact all businesses operating across 
borders while maintaining a taxable presence in Bulgaria. 

Amendments to the Bulgarian Corporate Income Tax Act ("CIT Act") introduced new exit 
taxation rules that entered into force on 1 January 2020. The new provisions extend the scope 
of the taxable cross-border intra-company transfers of assets and business activities under 
Bulgarian law and implement Council Directive (EU) 2016/1164 of 12 July 2016 laying down 
rules against tax avoidance practices that directly affect the functioning of the internal market 
("EU Anti-Tax Avoidance Directive").11 

This reformed instrument brings with it several provisions related to tax evasion and other 
crimes. Firstly, the section "Prevention of tax evasion" is divided into two subsections: 
“Transactions between Related Parties” and “Tax Evasion”. Regarding the former, the act 
establishes through its Article 15 that “Where related parties enter into commercial and 
financial relationships under terms which affect the amount of the taxable financial result and 
which differ from the terms between unrelated parties, the taxable financial result shall be 
determined and taxed under the terms which would have arisen in respect of unrelated parties”. 

Second, directly related to the crime of tax evasion, the act determines in its Article 16 that: 
“(1) Where one or more transactions, inter alia between unrelated parties, has been concluded 
under terms whereof the fulfilment leads to tax evasion, the taxable financial result shall be 
determined ignoring the said transactions, certain terms thereof or the legal form thereof and 
taking into consideration the taxable financial result that would have been obtained upon the 
effecting of a customary transaction of the relevant type at market prices and intended to 
achieve the same economic result but which does not involve tax evasion”. Based on this same 
article, the CIT Act defines the circumstances that will be considered tax evasion.12 

Value Added Tax Act (VATA) 

 
10 Corporate Income Tax Act. Promulgated in State Gazette 105 from 22 December 2006, last amended State Gazette 110, 29 December 
2020. Retrieved in Bulgarian from: https://www.lex.bg/bg/laws/ldoc/2135540562  
11 Rizova, A. & Radeva, Y. (2020). New exit tax rules introduced in Bulgaria. London: Law Business Research. Retrieved from 
https://www.lexology.com/library/detail.aspx?g=0d8c01c7-2f60-4b0c-911b-73cd496743df 
12 CIT Act defined that the following circumstances will be considered as tax evasion: “1. any substantial excess of the quantities of raw and 
prime materials used as production inputs and other production costs over the customary quantities and costs for the activity carried out by 
the person, where any such excess is not due to reasons beyond the control of the person; 2. any contracts of loan for use or other gratuitous 
provision for use of tangible and intangible benefits; 3. any borrowing or lending at interest diverging from the market rate of interest as 
applicable at the time of conclusion of the transaction, including in the cases of interest-free loans or other temporary gratuitous financial 
assistance, as well as the write-off of debts or repayment of non-business debts for own account; 4. payment of any remunerations or 
compensations for any services which have not been actually performed.” 
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The value added tax (VAT) is regulated by the Value Added Tax Act (VATA)13 and the Rules 
on the Application of the Value Added Tax Act (RAVATA), which implement in the Bulgarian 
legislation the rules of Directive 2006/112/ЕО14 on the common system of value added tax in 
the EU. 

The VAT model under Bulgarian law follows the common VAT regime within the EU, where 
personal expenses are taxable by applying the credit (invoice) method. According to this 
method, each stage of production of goods or services and the sale thereof to end users is 
chargeable with VAT on the entire value of the supply, such that through the mechanism of tax 
credit the final price of the goods or services includes a single VAT charge in the amount of 
the respective tax rate.15 According to the Act the following supplies may give rise to an 
obligation to charge VAT: (1) Local supplies of goods or services; (2) Intra-community 
acquisitions of goods or services; and (3) Import of goods. 

VATA contains several relevant provisions related to evasion and tax crimes. Firstly, the Act 
transposes into national legislation Directive 2008/11/EC16 of the Council of 16 December 
2008 amending Directive 2006/112/EC on the common system of value added tax to combat 
tax evasion; and Directive 2009/69/EC regarding the common system of the value added tax 
regarding the avoidance of taxes upon imports.  

It is worth mentioning some elements included under Chapter 25: “Powers of revenue 
authorities and prevention of tax fraud”, and Chapter 26: “Coercive administrative measures 
and administrative penalty provisions”. Regarding the first chapter, Article 176 states that “Any 
competent revenue authority may refuse to register or may terminate the registration of a person 
who: 3. fails systematically to fulfil the obligations thereof under this Act”.  

On the enforcement mechanisms and administrative sanctions available, VATA highlights in 
Article 178 (Chapter 26) that “Any taxable person under this Act who is obligated but fails to 
submit an application for registration or an application for termination of registration within 
the time limits established under this Act, shall be liable to a fine, applicable to natural persons 
who are not merchants, or by a pecuniary penalty, applicable to legal persons17 and sole traders, 
of BGN 500 (EUR 255) or exceeding this amount but not exceeding BGN 5,000 (EUR 2,554)”. 
Article 186 specifies the sanction18 of sealing (closing down) of the commercial establishment 
in case of non-compliance or tax fraud, or the use of manipulated automated devices to carry 
out such illicit acts.  

National Revenue Agency Act 

 
13 Value Added Tax Act. Promulgated in State Gazette 63 from 4 August 2006, last amended State Gazette 107, 18 December 2020. 
Retrieved in Bulgarian from: https://www.lex.bg/bg/laws/ldoc/2135533201  
14 EUR-Lex (2006). Council Directive 2006/112/EC of 28 November 2006 on the common system of value added tax. Brussels: European 
Union. Retrieved from https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32006L0112  
15 Ministry of Economy (2020). VAT reporting and refund. Sofia: Government of Bulgaria. Retrieved from 
https://mi.government.bg/en/pages/otchitane-i-vazstanovyavane-na-dds-
249.html#:~:text=The%20value%20added%20tax%20(VAT,added%20tax%20in%20the%20EU 
16 EUR-Lex (2008). Directive 2008/11/EC of the European Parliament and of the Council of 11 March 2008 amending Directive 
2003/71/EC on the prospectus to be published when securities are offered to the public or admitted to trading, as regards the implementing 
powers conferred on the Commission (Text with EEA relevance). Brussels: European Union. Retrieved from https://eur-lex.europa.eu/legal-
content/EN/TXT/?uri=CELEX%3A32008L0011  
17 Please note that this is an administrative sanction and there is no criminal liability for legal persons on this matter. 
18 This sanction is defined in Bulgaria as an “administrative enforcement measure.” 
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This Act provides for the establishment, status, organization and the activity of the National 
Revenue Agency (NRA),19 as well as for the powers granted to its bodies. NRA, a specialized 
state body under the Minister of Finance, collects and administers income tax, patent taxes, 
VAT, corporate taxes and obligatory social security contributions, including contributions to 
health insurance, pension insurance, and additional mandatory pension insurance. NRA 
controls the Administrative Register of Social Security, which oversees labour contracts and 
declarations. The Agency has been taking action to improve access to and analysis of its data 
in order to better detect tax evasion and malpractice (e.g. ACL Analytics Exchange system was 
installed to provide direct system access to all the necessary information from company 
databases that are being audited).20 

The Act assigns the following key functions to NRA through Article 3: (1) Serving taxpayers, 
insurers, insured, and self-insured by providing them with necessary information, explaining 
their rights and obligations; (2) Establishing statutory government claims for taxes and 
compulsory insurance contributions, for statutory purposes and amounts; (3) Ensuring and 
enforcing the collection of statutory government claims and collecting voluntary payments of 
statutory government claims; (4) Determining infringements and imposing administrative 
sanctions under tax laws and compulsory insurance laws; and (5) enforcing orders for the 
confiscation or seizure of property and decisions imposing monetary penalties, issued in a 
Member State of the European Union and recognized and enforceable on Bulgarian territory.  

2.2. Anti-corruption regulation 
As a country that has continuously been under special EU monitoring concerning corruption 
and organised crime under the commonly referred to Cooperation and Verification Mechanism, 
Bulgaria has adopted many anti-corruption legal and institutional safeguards since its accession 
to the EU in 2007.21 It has also acceded to all known international legal acts on anti-corruption 
such as the United Nations Convention against Corruption 2003 , the Council of Europe legal 
instruments related to anti-corruption (Criminal Law Convention on Corruption No. 173; Civil 
Law Convention on Corruption No. 174; Additional Protocol to the Criminal Law Convention 
on Corruption No. 191), and the OECD Convention on Combating Bribery of Foreign Public 
Officials in International Business Transactions. Yet, these anti-corruption legal regulations 
and institutions are not presented here as they do not explicitly tackle tax and VAT fraud, and 
corruption.  

The OECD Anti Bribery Framework 

All EU Member States are parties to the 1997 OECD Convention on Combating Bribery of 
Foreign Public Officials in International Business Transactions (OECD Anti Bribery 
Convention) Convention). As such, they have committed to define as a criminal offence "for 

 
19 National Revenue Agency Act, promulgated in State Gazette 112 from 29 November 2002, last amended State Gazette 105, 11 December 
2020. Retrieved in Bulgarian from: https://www.lex.bg/bg/laws/ldoc/2135461320  
20 Data Consulting (2011). ACL success story- Government - National Revenue Agency, Bulgaria. London. Retrieved from 
http://www.dataconsulting.co.uk/acl-success-story-government-national-revenue-agency-bulgaria-2/ 
21 The Cooperation and Verification Mechanism has been introduced upon Bulgaria’s EU accession in 2007 and is still ongoing to help 
Bulgaria meet its rule of law obligations under EU regulations in the areas of judicial reform, anti-corruption, and organized crime. Annual 
progress reports under the mechanism are available at the European Commission web-page: https://ec.europa.eu/info/policies/justice-and-
fundamental-rights/upholding-rule-law/rule-law/assistance-bulgaria-and-romania-under-cvm/cooperation-and-verification-mechanism-
bulgaria-and-romania_en  
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any person intentionally to offer, promise or give any undue pecuniary or other advantage, 
whether directly or through intermediaries, to a foreign public official, for that official or for a 
third party, in order that the official act or refrain from acting in relation to the performance of 
official duties, in order to obtain or retain business or other improper advantage in the conduct 
of international business" (art. 1(1)). Complicity in such an offence (including incitement, 
aiding and abetting, or authorizing bribery), as well as attempt and conspiracy to bribe a foreign 
public official, shall equally be punishable offences (art. 1(2)). Legal persons should be liable 
for bribery thus defined, either by the imposition of criminal liability, or by the imposition of 
"effective, proportionate and dissuasive non-criminal sanctions, including monetary sanctions" 
(art. 2 and art. 3(2)).22 

Criminal Code and the Criminal Procedure Code of the Republic of Bulgaria (1968, 
amended 2020)  

Chapter 8 concerns corruption-related crimes, such as crime against the public institutions and 
persons holding a public office, including bribery.23  

National Revenue Agency Act 

In its Article 9 the act specifies that the Director and the Deputy Directors of NRA are 
dismissed upon the entry into force of an act certifying conflict of interest under the 
Counteracting Corruption and the Forfeiture of Illegally Acquired Property Act.24 

Counteracting Corruption and the Forfeiture of Illegally Acquired Property Act25 

In 2018 under pressure from the European Commission’s Cooperation and Verification 
Mechanism, Bulgaria carried out an overhaul of its anti-corruption legal and institutional 
framework. 26  The most notable development was the introduction of a centralized anti-
corruption body, namely the Commission for Counteracting Corruption and the Forfeiture of 
Illegally Acquired Property. The Commission has been established with the merging of a 
number of existing bodies and units within other public institutions (the Commission for 
Confiscation of Illegally Acquired Property and the Commission for the Establishment of 
Property Acquired from Criminal Activity) to ensure a centralized response to corruption 
through both prevention and repression. The new Commission is assigned with far-reaching 
powers to identify the illegal acquirement of assets, conflict of interest, disparities between 
assets and income that amount to no less than BGN 20,000 (EUR 10,218), to gather evidence 
about activities or the lack of such that reveal corruption practices and to form a case for 
submission to the relevant persecution authorities. Besides these powers the Commission has 
been mandated by law to cooperate with all other public institutions dealing with corruption 
and tax evasion, including the prosecutor, the National Revenue Agency, the Customs Agency, 

 
22 Transparency International (April 2021). The prevention of corruption as part of mandatory due diligence in EU legislation. Retrieved 
from: https://transparency.eu/wp-content/uploads/2021/04/Web_The_Prevention_of_Corruption_Due_Diligence_EU-Legislation.pdf  
23 Criminal Code. Promulgated in State Gazette 26 from 2 April 1968, last amended State Gazette 108, 22 December 2020. Retrieved in 
Bulgarian from: https://www.lex.bg/bg/laws/ldoc/1589654529  
24 National Revenue Agency Act, promulgated in State Gazette 112 from 29 November 2002, last amended State Gazette 105, 11 December 
2020. Retrieved in Bulgarian from: https://www.lex.bg/bg/laws/ldoc/2135461320  
25 Counteracting Corruption and the Forfeiture of Illegally Acquired Property Act, promulgated in State Gazette 7 from 19 January 2018, 
last amended State Gazette 70, 07 August 2020. Retrieved in Bulgarian from: https://www.lex.bg/bg/laws/ldoc/2137180227  
26 European Commission (2020), 2020 Rule of Law Report Country Chapter on the rule of law situation in Bulgaria. Brussels: 30.9.2020 
SWD (2020) 301 final. Retrieved from: https://ec.europa.eu/info/sites/info/files/bg_rol_country_chapter.pdf  
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the Ministry of Interior, the Inspectorate General, and the State Agency National Security.27 
The Commission’s mandate is to focus on high-level corruption, conflicts of interest and the 
detection and seizure of illegally acquired property.  

In parallel, Bulgaria has established a specialized prosecution and court, which oversees high-
level corruption cases. The specialized jurisdictions in the Republic of Bulgaria have been 
established with an act of the National Assembly - Law for amendment and supplement of the 
the Judiciary Act, applied since 1 January 2012. Additional legal regulation of their activity is 
given in the Law on amendment of the Criminal Procedure Code (CPC). According to the 
Constitutional Court of the Republic of Bulgaria the Specialized Criminal Court and the 
attached to it Specialized Prosecutor's Office established are not extraordinary in nature. They 
- by their activity and subject jurisdiction - are specialized jurisdictions to deal with a certain 
category of cases. The Specialized Criminal Court deals with organized crime issues. The 
Specialized Prosecution also has a “Tax Department” dealing with tax crimes.28  

According to the data from the 2019 Annual Report of the Bulgarian prosecution,29 the number 
of cases initiated by the Specialised Prosecutor's Office for corruption crimes has increased by 
nearly 50%, although the report does not specify the timeframe for this increase. This 
development was most probably a direct result of the expanded jurisdiction of the Specialised 
Criminal Court with the legal amendments in 2017. 

The Commission’s most powerful tool is the establishment and subsequent seizure of illegally 
acquired property.30 The Commission can start a procedure for seizure of illegally acquired 
property when there is reasonable doubt that it had been acquired illegally and after a check 
(verification), which discovers significant discrepancies between the declared and owned 
property of a physical person (Article 107). The check (verification) can be triggered among 
others when (i) a criminal investigation has been initiated against the natural person, including 
on crimes related to VAT fraud and corruption under the Criminal Code; (ii) the Commission 
establishes a discrepancy of more than BGN 20,000 (EUR 10,218)31 between the declared and 
established property or in case of a court conviction on conflict of interest; and (iii) another 
public institution or a person notifies the Commission (according to Art 47 and 48 of the Law 
on combating corruption and on confiscation of illegally acquired property) of the imposition 
of an administrative penalty in relation to a violation, which could lead to a benefit of more 
than BGN 50,000 (EUR 25,544) for the physical person under investigation.  

Ministry of Interior Act 

 
27 See Chapter 3 of the Counteracting Corruption and the Forfeiture of Illegally Acquired Property Act. 
28 Specialized Prosecution (2017). Activity Report 2017 (Годишен доклад за дейността за 2017). Retrieved in Bulgarian from: 
https://prb.bg/sp/bg/dokumenti  
29 Prosecutor’s Office of Republic of Bulgaria (2020). Report on the implementation of the law and on the activities of the prosecution and 
the investigative bodies in 2019. Retrieved in Bulgarian from: https://prb.bg/bg/pub_info/dokladi-i-analizi 
30 According to the Bulgarian Law on Countering Corruption and Confiscation of Illegally Acquired Property, Art 5 (1) “Property according 
to Art 1 and 2 is considered property that has not been acquired through established lawful means.” 
31 The law does not clarify if it has to be considered the actual market value of the property or how this figure has to be calculated. In that 
regard, an internal regulation was supposed to offer clarification, but it has not been adopted yet. 
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The Ministry of Interior Act32 regulates the work of the police in Bulgaria, which is the primary 
authority, which carries out investigative work in relation to crimes, including tax crimes. In 
addition, the act stipulates the creation and operation of the Directorate General for the Fight 
against Organised Crime. This Directorate General is specifically tasked with investigating 
organised crime, including such related to the customs, financial, tax and social security 
system, corruption, money laundering, and EU funds’ fraud (Article 39). The Directorate 
General for the Fight against Organized Crime is entrusted with the same investigatory powers 
as the Police, Border Police, and the rest of the specialized units of the Ministry of Interior. 
Аccording to the Special Investigatory Tools Act, the Directorate General is vested with the 
power to gather evidence by executing physical and electronic surveillance, controlling 
deliveries and undercover operations.33 

The national legal framework on anti-corruption in Bulgaria is subject to changes as corruption, 
including such related to tax crimes, is considered an ongoing problem by the citizens of the 
country as well as by the country’s EU partners. In late 2021, a new four-party coalition 
government took over the power in the country with a pledge to reform yet again the anti-
corruption framework of the country to tackle high-level corruption. It is therefore likely that 
the above framework will change in 2022 – 2023.  

 

3. Interconnections between tax crimes and corruption  
 
3.1. General corruption trends. Setting the Bulgarian anti-corruption agenda 
Corruption,34 as a clearly defined social problem, drew political attention in Bulgaria towards 
the end of the 1990s, as the autocratic socialist regime in the country collapsed and was 
replaced by a chaotic, unstructured transition to market economy.35 Bulgaria was among the 
slow reformers from Central and Eastern Europe, and was the only one to have a double-dip 
transition recession, which saw the country’s GDP plummet twice in a decade, shedding more 
than a third of its value. In 1997 Bulgaria was on the brink of social disintegration with 
hyperinflation, runs on the banks, an essentially non-functional government, a defunct and 

 
32 Ministry of Interior Act. Promulgated in State Gazette 53 from 27 June 2014, last amended State Gazette 85, 02 October 2020. Retrieved 
in Bulgarian from: https://www.lex.bg/bg/laws/ldoc/2136243824  

33 Special Investigatory Tools Act. Promulgated in State Gazette Nr. 95 from 21 October 1997, last amended State Gazette 69, 4 August 
2020. Retrieved in Bulgarian from: https://lex.bg/laws/ldoc/2134163459  

34 According to the Bulgarian Law on Countering Corruption and Confiscation of Illegally Acquired Property, Art 3 (1): “Corruption within 
the meaning of this law shall exist, where as a result of the occupied high public position, the person abuses with power, violates or fails to 
perform official obligations in view to direct, or indirect retrieving of unreasonable material or intangible benefits for themselves or for other 
persons”.  
35 Grodeland, A., Koshechkina, T. & Miller, W. L. (2001). A Culture of Corruption? Coping with government in post-communist Europe. 
Budapest: Central European University. Retrieved from: 
https://books.google.bg/books?id=kridyB7CRaYC&printsec=frontcover&dq=A+culture+of+corruption%3F+Coping+with+government+in
+post-
communist+Europe&hl=bg&sa=X&redir_esc=y#v=onepage&q=A%20culture%20of%20corruption%3F%20Coping%20with%20governme
nt%20in%20post-communist%20Europe&f=false 
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bankrupt still predominantly state-owned economy, and no functioning market institutions. The 
delayed transition, coupled with the introduction of the Yugoslavia-wars related UN embargo 
created the perfect breeding grounds of powerful organised crime structures36 to emerge on 
multiple levels with enormous resources to corrupt private and public institutions, including 
media, the prosecution and courts. 

 The problem of corruption in Bulgaria was first studied and brought to the social agenda by 
non-governmental actors. Broad corruption awareness campaigns, studies on corruption, and 
many other initiatives got underway at that time, with the support of the international donor 
community. In 1997 a group of civil society organisations led by the Sofia-based Center for 
the Study of Democracy established Coalition 2000, a public-private initiative for good 
governance and anti-corruption, which introduced a series of tools for tackling corruption, 
including the Clean Future Action Plan, an annual state of the art victimization-based 
Corruption Monitoring System, and an annual comprehensive Corruption Assessment Report 
and Policy Forum. The CMS and the Action Plan have been designated as a best practice by 
the UN and included in many resource repositories on anti-corruption globally.37  

Gradually, the anti-corruption agenda pervaded political parties and governmental programmes 
as some of its main principles were converted into legislation. In spite of all these 
achievements, corruption and organized crime were identified by the European Commission as 
two of the most serious problems in Bulgaria at the time of the accession of the country to EU 
in 2007. Further systemic reforms, as well as practical results in the fight against corruption 
and organized crime, were required by Bulgaria from the EU Commission in order to avoid the 
imposition of safeguard clauses and other sanctions.38 Upon Bulgaria’s accession to the EU, 
the European Commission and its Member States established a special Cooperation and 
Verification Mechanism to oversee the country’s progress in anticorruption, organised crime 
and judicial reform. This monitoring mechanism provides the Commission’s assessment and 
formal reports on the progress of Bulgaria according to several criteria ('benchmarks') related 
to the areas of freedom, security, justice and internal market policy. These reports contain also 
the Commission's recommendations to Bulgaria, and it is subsequently discussed and endorsed 
by the Council of Ministers.39 As of 2021 the mechanism is still in place, denoting Bulgaria’s 
continuing challenges in tackling corruption, although it is already considered ineffective.40  

The Corruption Monitoring System, probably the longest existing series of corruption (bribery) 
victimisation data on Bulgaria,41 shows corruption in the country remains an endemic problem, 

 
36 For a comprehensive overview of organized crime and related corruption see CSD (2007). Organized Crime in Bulgaria: Markets and 
Trends. Sofia: CSD, 2007. Retrieved from: https://csd.bg/publications/publication/organized-crime-in-bulgaria-markets-and-trends/  
37 For a description of the Action Plan and its constituent elements, please visit: https://etico.iiep.unesco.org/fr/resource/clean-future-anti-
corruption-action-plan-bulgaria  
38 Daniel, S. & Dorosiev, R. (2007). Perceptions of Corruption in Bulgaria: A Content Analysis of Interviews with Politicians, 
Representatives of the Judiciary, Police, Media, Civil Society and Economy. Crime and Culture: discussion paper series (7), 1-18. Konstanz: 
University of Konstanz. Retrieved from https://kops.uni-konstanz.de/handle/123456789/11427?locale-attribute=en  
39 For more information on Cooperation and Verification Mechanism see European Commission, Cooperation and Verification Mechanism 
for Bulgaria and Romania, please visit https://ec.europa.eu/info/policies/justice-and-fundamental-rights/upholding-rule-law/rule-
law/assistance-bulgaria-and-romania-under-cvm/cooperation-and-verification-mechanism-bulgaria-and-romania_en 
40 To read the latest and previous reports under the mechanisms, please visit: https://ec.europa.eu/info/policies/justice-and-fundamental-
rights/upholding-rule-law/rule-law/assistance-bulgaria-and-romania-under-cvm/reports-progress-bulgaria-and-romania_en  
41 For the reports on progress in Bulgaria and Romania see European Commission (2021). Reports on progress in Bulgaria and Romania. 
Please visit: https://ec.europa.eu/info/policies/justice-and-fundamental-rights/upholding-rule-law/rule-law/assistance-bulgaria-and-romania-
under-cvm/reports-progress-bulgaria-and-romania_en 
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returning to stubbornly high levels, as internal and external anti-corruption pressure has ebbed 
and flowed. Thus far the CMS has identified two periods with low levels of corruption. The 
first one was in 2005 – 2006 immediately before the country’s EU accession, while the second 
one was in 2010,42 right before the CVM’s so-called precautionary clause43 was about to expire. 
Yet as of 2016 levels were back to their average level for the 1999 – 2016 period.44 The pattern 
of anti-corruption achievements led to the presumption that political priorities such as the EU 
accession distort actual corruption levels. The rise in corruption levels since 2016 is not due to 
the refusal of the institutions to adapt to the changing nature of corruption since there were 
significant efforts in anti-corruption legislation, but rather due to the decrease in political will 
to install additional reforms45 and an all-encompassing strategy to combat corruption. 

Out of all the EU Member States, Bulgaria has the worst standing in the Corruption Perception 
Index (CPI), ranking 69th out of 180 countries in the world in 2020.46 Although the fight against 
corruption has been set as a priority by various Bulgarian governments, anti-corruption policies 
and approaches have changed inconsistently over time, and it could even be argued that the 
fight against corruption has been overly politicized. Many observers have noted that following 
the expiration of the precautionary clause under CVM in 2010 Bulgarian political leaders have 
completely taken over the anti-corruption rhetoric, masking growing state capture trends.47  

Weaknesses persist due to the poor law enforcement, judicial corruption, and the lack of 
political will, capacity, and coordination among the institutions. For example, in 2015, the 
Romanian Anti-Corruption Prosecutor’s Office produced 1250 criminal charges against public 
officials, including against a Prime Minister, five ministers, 16 MPs, five senators, and 97 
mayors and deputy mayors. In contrast, in Bulgaria, there were only 8 indictments against 
corruption offences against high-level public officials over the course of one year. In addition, 
Bulgarians have the lowest levels of trust in the judicial branch compared to the other fellow 
EU countries, with 63% rating their independence either as “fairly bad” or “very bad.48 

Bulgaria consistently demonstrates very high levels of perceived corruption. Public officials 
reportedly engage with impunity in embezzlement, trading in influence, violations of public 
procurement, and bribery. Not only do Transparency International's reports, but other rankings 
such as the Global Corruption Barometer, the Freedom Barometer and the Rule of Law Index 
also show worrying trends.49 The EU Rule of Law Report 2020’s country chapter on Bulgaria 
notes that “important challenges remain, as also illustrated by the perception surveys that show 

 
42 For the latest results of the Corruption Monitoring System and a historical overview see CSD (2016). State Capture Unplugged: 
Countering Administrative and Political Corruption in Bulgaria. Sofia: CSD, 2016. Retrieved from: 
https://csd.bg/publications/publication/state-capture-unplugged-countering-administrative-and-political-corruption-in-bulgaria/  
43 Until 2010 the European Commission could trigger a so-called precautionary clause under the CVM, which would allow it to exclude 
Bulgaria from certain common mechanisms within the EU.  
44 While in 2010 1 out of 10 Bulgarians experienced bribery in 2016 the number was twice higher, i.e. 1 in 5.  
45 Bratu, R., Sotiropolous, D. & Stoyanova, M. (2017). Through the Lens of Social Constructionism: The Development of Innovative Anti-
Corruption Policies and Practices in Bulgaria, Greece, and Romania, 2000-2015. The Slavonic and East European Review, 95(1). Retrieved 
from: https://www.jstor.org/stable/10.5699/slaveasteurorev2.95.1.0117?seq=1&cid=pdf-reference#references_tab_contents 
46 Transparency International (2020). Corruption Perception Index. Retrieved from: https://www.transparency.org/en/cpi/2020/index/nzl  
47 CSD (2016). State Capture Unplugged: Countering Administrative and Political Corruption in Bulgaria. Sofia: CSD, 2016. Retrieved 
from: https://csd.bg/publications/publication/state-capture-unplugged-countering-administrative-and-political-corruption-in-bulgaria/ 
48 Giegold, S. (2018). Bulgaria: New study highlights corruption and calls for action at EU level. Brussels. Retrieved from https://sven-
giegold.de/en/bulgaria-study/ 
49 Kandilorov, E. (2020). Bulgarian social briefing: the corruption is one of the most serious issues for the Bulgarian society. 26 (3) (BG), 
China-CEE Institute. Retrieved from https://china-cee.eu/wp-content/uploads/2020/04/2020s02Bulgaria.pdf 



 

15 | P a g e  
 

a very low level of public trust in the anti-corruption institutions. … A solid track-record of 
final convictions in high-level corruption cases remains to be established.”50 

3.2. Legal definitions of corruption in Bulgaria and at international level 
Legal definition of corruption in Bulgaria 

According to the Bulgarian Law on Countering Corruption and Confiscation of Illegally 
Acquired Property,51 Art 3 (1):  

“Corruption within the meaning of this law shall exist, where as a result of the occupied high 
public position, the person in charge abuses power, violates or fails to perform official 
obligations in view to receiving a direct, or indirect undue material or intangible benefit for 
themselves or for other persons”.  

Legal definition of corruption at EU and international level 

In the EU context, corruption is seen as the abuse of power for private gain, which could take 
many forms, such as bribery, trading in influence, abuse of functions, but can also hide behind 
nepotism, conflicts of interest, or revolving doors between the public and the private sectors.52 

Specific anti-corruption acquis includes the 1997 Convention on fighting corruption involving 
officials of the EU or officials of Member States.53 It defines two types of corruption: 

 Article 2. Passive corruption - the deliberate action of an official, who, directly or 
through an intermediary, requests or receives advantages of any kind whatesoever, for 
himself or for a third party, or accepts a promise of such an advantage, to act or refrain 
from acting in accordance with his duty or in the exercise of his functions in breach of 
his official duties.54 

 Article 3. Active corruption - the deliberate action of whosoever promises or gives, 
directly or through an intermediary, an advantage of any kind whatsoever to an official 
for himself or for a third party for him to act or refrain from acting in accordance with 
his duty or in the exercise of his functions in breach of his official duties.55 

The 2003 Framework Decision 56  on combating corruption in the private sector aims to 
criminalise both active and passive bribery. It provides a definition of "breach of duty", noting 
that the concept of breach of duty in national law should cover as a minimum “any disloyal 
behaviour constituting a breach of a statutory duty, or, as the case may be, a breach of 
professional regulations or instructions, which apply within the business of a person who in 
any capacity directs or works for a private sector entity”. Similar to the 1997 Convention, 

 
50 European Commission (2020). Country Chapter of the Rule of Law Situation in Bulgaria, SWD/2020/301 final. Retrieved from: 
https://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1602582109481&uri=CELEX%3A52020SC0301  
51 Bulgarian Law on Countering Corruption and Confiscation of Illegally Acquired Property. Retrieved in Bulgarian from: 
http://www.ciaf.government.bg/web/attachments/Page/29/3227/5cd2e4029c89d.pdf  
52 European Commission, Migration and Home Affairs. Corruption. Retrieved from: https://ec.europa.eu/home-affairs/what-we-
do/policies/organized-crime-and-human-trafficking/corruption_en  
53 Convention drawn up on the basis of Article K.3 (2) (c) of the Treaty on European Union on the fight against corruption involving 
officials of the European Communities or officials of Member States of the European Union. Retrieved from: https://eur-lex.europa.eu/legal-
content/EN/ALL/?uri=CELEX:41997A0625(01)  
54 Ibid.  
55 Ibid.  
56 Council Framework Decision 2003/568/JHA of 22 July 2003 on combating corruption in the private sector. Retrieved from: https://eur-
lex.europa.eu/legal-content/en/ALL/?uri=CELEX%3A32003F0568  
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Article 2 “Active and passive corruption in the private sector” of the 2003 Framework Decision 
sets that Member States shall take the necessary measures to ensure that the following 
intentional conduct constitutes a criminal offence, when it is carried out in the course of 
business activities: 

(a) promising, offering or giving, directly or through an intermediary, to a person who 
in any capacity directs or works for a private-sector entity an undue advantage of any 
kind, for that person or for a third party, in order that that person should perform or 
refrain from performing any act, in breach of that person's duties; 

(b) directly or through an intermediary, requesting or receiving an undue advantage of 
any kind, or accepting the promise of such an advantage, for oneself or for a third party, 
while in any capacity directing or working for a private-sector entity, in order to 
perform or refrain from performing any act, in breach of one's duties. 

3.3. Corruption in the private sector 
Although the shortcomings of the public sector are often pointed out as one of the main reasons 
for the generation of fiscal crimes and the corresponding aggravation of corruption, in a vicious 
circle that is difficult to break, it is no less true that the business sector has also been involved 
in serious malpractice scandals, including multinationals such as Enron, Parmalat, Lehman 
Brothers, Siemens, Volkswagen, Danskebank, Deutschebank, etc. Corporate crimes are even 
more difficult to detect and prosecute, "either because the wrongdoing can be transferred to 
one or more individual employees or because the illegal behaviour is embedded in complex 
transaction networks hidden behind companies or hidden in offshore accounts”.57 

However, it should be remembered that corruption is a concept that encompasses a set of crimes 
listed in the United Nations Convention against Corruption 2003, most of which are defined as 
such in the criminal and administrative legislation in force in the States. Regularly, among the 
most common crimes foreseen are the following: 1) Bribery or bribery of public officials and 
the private sector; 2) peculiarity or embezzlement of public and private resources; 3) illicit 
enrichment; 4) money laundering. 

It is clear from this list that corruption operates indiscriminately in the public and private 
sectors. No one is immune to this phenomenon. In some cases, it is "linear" when it occurs on 
each side without collusion with the other: private with private and public with public.58  

Public officials and individuals involved in acts of corruption not only frequently require the 
support of third parties to evade legal responsibilities, but also to incorporate the obtained 
resources back into economic activity. That is why money laundering is typified as corruption 
in the Merida Convention and is sanctioned in criminal legislation at the European level in 
general, and at the Bulgarian level in particular. On the other hand, although tax fraud is not 

 
57 De La Torre Lascano, C. M. (2017). Existing relationship between tax havens, money laundering and tax defraud. An analysis 
from the norms of Ecuador. Revista de la Facultad de Derecho, 43. Retrieved from 
http://www.scielo.edu.uy/scielo.php?script=sci_arttext&pid=S2301-06652017000200003 
58 Pérez de Acha, L. M. (2015). Corrupción y evasión fiscal. Mexico City: Instituto Mexicano para la Competitividad A.C. Retrieved from 
https://imco.org.mx/indices/la-corrupcion-en-mexico/capitulos/analisis/corrupcion-y-evasion-fiscal 
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conceived as corruption under the UN Convention against Corruption 2003, 59  it can be 
qualified as such to the extent that it involves illegal machinations of taxpayers and, very often, 
illicit dealings with officials of the regulatory agencies and state institutions in charge. 

In Bulgaria, some forms of corruption in the private sector (e.g. cash in exchange for obtaining 
a business deal) are relatively common.60 The same is true regarding the practice of paying 
bribes to avoid inspections or fines. Reflecting on the most frequently mentioned scenarios and 
forms of corruption in the interaction with state agencies, business executives paint a rather 
alarming picture in a Centre for the Study of Democracy 2018 survey. On average, between 
70% and 75%61 of them indicate that bribes to (or for) politicians, bribes to employees of the 
public administration, clientelism and state capture occur often or very often. Overall, 
corruption practices and practices that affect transparency and fairness are widespread in the 
private sector. In this environment, the probability of detection and prosecution is relatively 
low, and many of the illegitimate dealings of companies and their employees remain 
unsanctioned. In terms of the available ‘soft’ anti-corruption measures, the most widespread 
one is the so-called ethical code, i.e. a set of norms for business behaviour, contacts with clients 
and suppliers. The share of companies which have adopted such ethical codes is 32.9 %, and 
in about 70 % of the cases company employees comply with these codes. The other two ‘soft’ 
measures are significantly less common: special protection for whistle-blowers for corruption 
practices (7.3 %) and anti-corruption training (3.2 %).62 Asked about the relative effectiveness 
of various anti-corruption measures, company executives overwhelmingly prefer the so called 
‘hard’ measures, i.e. policies and measures which support the system of delegation of powers 
from principal to agents (employees), and the system of control and sanctions for compliance 
with the established rules of conduct.63 Companies in Bulgaria are not obliged by law to effect 
any specific anti-corruption policies outside those prescribed by the law, such as anti-money 
laundering regulations. Most multinationals, however, have elaborate rules for defining and 
tackling corruption in their dealings with the local economy.  

3.4. Fiscal impacts of corruption 
The negative impact of corruption on economies and the potential for global economic growth 
has been estimated by the IMF in 2018, noting that a significant increase in corruption reduces 
the annual growth rate of GDP per capita by half a percentage point and decreases investment 
by 1.5 or 2 percentage points over GDP.64 

More recently, after analysing more than 180 countries, the IMF pointed out that corruption 
helps to evade taxes, also determining that the most corrupt countries collect less taxes, since 
people pay bribes and use tax loopholes to avoid them. Bulgaria’s tax collection revenue as 
share of the GDP is the third lowest in the EU, preceded by Ireland and Romania.65 In addition, 

 
59 For the full text of the UN Convention against Corruption (2003) please visit 
https://www.unodc.org/unodc/corruption/tools_and_publications/UN-convention-against-corruption.html 
60 CSD (2018). Private Sector Corruption in Bulgaria. Retrieved from https://csd.bg/publications/publication/private-sector-corruption-in-
bulgaria/ 
61 Ibid. 
62 Ibid. Data from CSD, Private Corruption Barometer (survey carried out in July-August, 2017) 
63 Ibid.  
64 International Monetary Fund (2019). Fiscal monitor: curbing corruption. Washington D.C. Retrieved from 
https://www.imf.org/en/Publications/FM/Issues/2019/03/18/fiscal-monitor-april-2019  
65 Eurostat (2020). Taxation in 2019. Tax-to-GDP ratio at 41.1 % in EU. Retrieved from 
https://ec.europa.eu/eurostat/documents/2995521/11469100/2-29102020-BP-EN.pdf/059a7672-ed6d-f12c-2b0e-10ab4b34ed07 
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when taxpayers believe the state is corrupt, tax evasion becomes more likely. In fact, it was 
found that, globally, the least corrupt governments collect 4% more of GDP in tax revenue than 
countries at the same level of development that have the highest levels of corruption.66 

The Greens party at the European Parliament have estimated that the Bulgarian economy loses 
EUR 11 billion annually due to corruption which amounts to 14% of the GDP as of 2018. This 
equals nearly twice the social security budget of EUR 6.1 billion annually. Breaking this down 
further, the money lost to corruption in Bulgaria is more than 360 times bigger than the whole 
budget for unemployment social assistance (around EUR 31 million).67 

In addition, one of its most pernicious effects is the loss of confidence in the public institutions, 
which weakens the strategy of promoting voluntary compliance with tax obligations and has a 
very negative effect on "fiscal certainty".  

3.5. Actions against corruption, tax avoidance and fraud at national and EU 
level  
The Bulgarian Law on Countering Corruption and Confiscation of Illegally Acquired 
Property68 provides mandate to the Commission for counteracting corruption and for seizure of 
illegally acquired property, to tackle corruption related to tax avoidance and fraud. Moreover, 
the Commission compares the information on the reported property and assets for tax purposes 
with the actual property status of the individual, to uncover other forms of crimes, such as 
corruption and abuse of office.  

Section III. Checking the declarations and the property status  

Art 44 (6) The Commission may request also disclosure of insurance secret, as well as tax and 
security information. 

Art 46 (3) In case of found incompatibility after the term under Para. 1, in an amount not smaller 
than BGN 5000 (about EUR 2557), the Commission shall adopt a decision for sending the 
materials from the check to the National Revenue Agency for undertaking actions under the 
Tax-Insurance Procedure Code.  

Chapter Eleven. Powers of the Commission bodies while performing checks in relation to 
establishment of illegally acquired property  

Art 115 (5) The Commission and the Directors of the territorial Directorates may extend a 
request to revenue bodies for the provision of tax and social security information about the 
checked persons. 

 
66 International Monetary Fund (2019). Fiscal monitor: curbing corruption. Washington D.C. Retrieved from 
https://www.imf.org/en/Publications/FM/Issues/2019/03/18/fiscal-monitor-april-2019 
67 For more comprehensive information see The Greens/EFA (2018). The Costs of Corruption Across the EU, please visit 
https://www.greens-efa.eu/files/doc/docs/e46449daadbfebc325a0b408bbf5ab1d.pdf 
68 Bulgarian Law on Countering Corruption and Confiscation of Illegally Acquired Property. Retrieved in Bulgarian from: 
http://www.ciaf.government.bg/web/attachments/Page/29/3227/5cd2e4029c89d.pdf  
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The EU Member States also foresee confiscation measures for proceeds of crime, including tax 
crimes. The Commission Staff Working Document “Analysis of non-conviction-based 
confiscation measures in the European Union” (2019)69 explains that the EU countries (as well 
as UK and Ireland) usually apply the following models: 

 Model 1: Classic non-conviction-based confiscation applies where confiscation is not 
possible on the basis of a final conviction. While proceedings have been instituted 
against an offender, they cannot be concluded, as the offender cannot be brought before 
the court or convicted due to his/her death, because the offender has absconded or 
because the court deems him/her unfit for prosecution due to immunity, age or mental 
state. 

 Model 2: Extended confiscation allows for the confiscation of assets, which are not 
connected to the crime for which the offender is being prosecuted. The order to 
confiscate is effectively ‘extended’ beyond the assets related to the prosecution, to other 
assets owned by the defendant. 

 Model 3: In rem proceedings (action against the assets not the person) are initiated to 
confiscate assets obtained through unlawful conduct. 

 Model 4: The unexplained wealth model compares the actual property a person has 
acquired against income declared by that person in order to identify any disparity 
between the two. Establishing a direct or indirect link to a predicate offence is not 
necessary. 

OLAF and the European Public Prosecutors Office (EPPO) can also investigate tax abuses in 
Bulgaria is they are related to EU funded projects. Bulgaria has the highest share of delegated 
prosecutors per capita in the EPPO of all EU countries – 10, which is compareable to those of 
Germany and France.  

3.6. Value Added Tax (VAT) evasion and corruption  
It is a well-established fact that corruption hits hard on tax evasion rates, the effectiveness of 
tax collection and labour informality.70 Similarly to corruption, tax evasion71 has proven to be 
a particularly complex and challenging social phenomenon for the development of countries, 
since it is influenced by different factors that lead to the admission or reluctance to transfer a 
part of personal, family and business assets to the public treasury.  

 
69 European Commission, (12 April 2019). Staff Working Document “Analysis of non-conviction based confiscation measures in the 
European Union”. Retrieved from: https://ec.europa.eu/transparency/documents-register/detail?ref=SWD(2019)1050&lang=EN  
70 For more information on the relationship between corruption and taxes see U4 Expert Answer (2010). Exploring the Relationships 
between Corruption and Tax Revenue. Retrieved visit: https://www.u4.no/publications/exploring-the-relationships-between-corruption-and-
tax-revenue.pdf 
71 According to Bulgarian Law, aggressive tax avoidance has been considered only in line with the EU Directive 2011/2016/EU 
implemented on 25 June 2018 which requires the transnational exchange between national governments on disclosure of information on 
cross-border arrangements affecting at least one EU Member State. The directive was enforced in Bulgaria in January 2021 but guidance on 
tax declaring has not been issued by the local administration yet. For more information of aggressive tax avoidance see Kambourov and 
Partners (2020). To disclose or not to disclose: Bulgaria extends reporting deadlines under DAC 6. Please visit: 
https://www.kambourov.biz/en/publications/to-disclose-or-not-to-disclose-mandatory-disclosure-obligation-for-the-tax-world-bulgaria-
extends-reporting-deadlines-under-dac-6 



 

20 | P a g e  
 

Traditionally, states have set taxes on income (i.e., the income a citizen obtains in a year), 
however in order to increase the tax collection and the tax base (and also to reduce fiscal 
resistance), Governments also explore and implement other tax innovations, applying taxes on 
patrimony (the wealth owned by a citizen), inheritance and donations (originating from 
inheritances, legacies or concessions received), and occasional winnings (from lotteries, raffles, 
bets and similar), among others. 

One of the most relevant innovations in the last 40 years is the value added tax (VAT), an 
instrument that was born in the most advanced European and Latin American countries, but in 
the last 15 years it began to be applied in many developing and transition economies. This is a 
tax of indirect nature applicable to domestic consumption of goods and services produced both 
in the national territory and abroad. Thus, it is not applied directly to the income of the 
taxpayers, but is collected when the transaction of purchase and sale of the products and 
services takes place. Bulgaria introduced VAT already in 1994 with the Value Added Tax 
Act.72  

In practice, this and other forms of taxation have also been plagued by avoidance and evasion. 
Evasion can be understood as any partial or total action or omission, tending to evade, reduce 
or delay compliance with tax evasion. Its practice constitutes a crime or other type of legal 
infringement, depending on the evaded amount of taxes which must equal at least BGN 3 000 
(EUR 1 532) in order to be considered a crime.73  

On the other hand, tax avoidance is a figure that consists of not paying some taxes that have 
been established, by using subterfuges or legal loopholes, not foreseen by the legislator, either 
because of a deficient drafting of the law or because the law produces unforeseen effects when 
coming into play with the rest of the tax rules. It differs from tax evasion in that it is not 
officially a crime or any other type of legal infringement, since the use of legal tricks and 
technicalities gives it complete legitimacy, for legal purposes. 

Nonetheless, the distinction between the two is merely conceptual, because certain legal 
situations are blurred, in particular because the use of legal subterfuge is generally not done in 
a completely innocent manner, and, furthermore, because many behaviours intended to "lower" 
taxes may be considered criminal or not, depending on whether or not there is a criminal code 
text that punishes such conduct. Tax avoidance is a consequence of the principle of legality of 
the tax, since the tax must be established by law, then a tax cannot be collected if the law has 
not established it, which opens the flank to take advantage of the fragile points or omissions 
that the law has left. 

Precisely, while tax evasion is more "simple" to pursue and punish by means of an adequate 
control given its explicit criminal nature, the pursuit of tax avoidance is enormously difficult, 
since basically it is a matter of taking advantage and exploiting situations and loopholes 
allowed or present within the same law.74  

 
72 Value Added Tax Act Application Regulation (1994). Published in the State Gazette 17. Please visit: https://www.ciela.net/svobodna-
zona-darjaven-vestnik/document/-14147068/issue/1163/pravilnik-za-prilagane-na-zakona-za-danak-varhu-dobavenata-stoynost-(dv-br-90-
ot-1993-g) 
73 Ruskov and Collegues (2016). Criminal liability of accountants for tax evasion. Retrieved from https://www.ruskov-
law.eu/sofia/article/nakazatelna-otgovornost-na-schetovoditelite-za-ukrivane-na-danci.html 
74 Gale, G.G. & Krupkin, A. (2019). How big is the problem of tax evasion? Washington D.C.: The Brookings Institution. Retrieved from 
https://www.brookings.edu/blog/up-front/2019/04/09/how-big-is-the-problem-of-tax-evasion/ 
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3.7. VAT gap and VAT fraud in Bulgaria and comparison with other EU 
countries  
EU Member States lose billions of euros in VAT revenue every year due to this type of crime. 
Hence, the EU has introduced many estimates of the potential losses, such as the "VAT gap". 
The European Commission defines the VAT gap as the difference between the amount of VAT 
collected and the Total VAT Fiscal Responsibility (TLV), i.e. the fiscal responsibility 
according to tax law. In other words, it is the difference between the expected VAT revenue 
and the amount actually collected. On average, while 24% of the share of the total VAT gap is 
considered to be due to carousel fraud, the rest of the gap is usually attributed to revenue losses 
due to domestic fraud and evasion, tax evasion, bankruptcies, financial insolvencies, and 
miscalculations.75 

This places phenomena such as the shadow economy and tax evasion as major concerns for 
most emerging economies, including Eastern and South-East European countries. The resulting 
lack of tax revenues could lead to rising public debt, inadequate public services and, 
respectively, problems with future growth prospects. In particular, VAT fraud is among the 
challenges facing the Bulgarian tax administration.76 Variables such as the access to the EU 
which meant the elimination of border controls on the flow of people and goods, the expansion 
of trade in services in addition to electronic commerce, only made the management of VAT 
even more complicated both in the country and at the intra-community level.77 

In this regard, a study commissioned in 2018 by the European Parliament's Special Committee 
on Financial Crime, Taxation and Fiscal Evasion (TAX3) found that despite institutional 
improvements and the existence of a comprehensive regulatory framework against VAT fraud, 
EU Member States continue to lose billions of euros each year to fraud and the persistence of 
backlogged, inadequate, and difficult to standardize tax collection systems.78 According to the 
TAX3 study, while the largest decreases in the VAT gap of more than five percentage points 
occurred in Bulgaria, Latvia, Cyprus and the Netherlands, another study concludes that VAT 
losses in Bulgaria would reach EUR 400 million per year. Following a pessimistic perspective, 
Hangáčová and Strémy consider that the economic impact of the VAT gap remains extremely 
significant and could represent approximately 1.5% of the Member States' GDP,79 and Bukhsh 
and Weigand estimate that it could reach levels of up to 10% of VAT revenues in some of the 
partner countries.80 

According to the "Study and Reports on the VAT Gap in the EU-28 Member States 2020 Final 
Report" prepared by the Center for Social and Economic Research (CASE), it is estimated that 

 
75 Sarnowski, J. & Selera, P. (2020). European compact against tax fraud—VAT solidarity and new dimension of effective and coherent tax 
data transfer. ERA Forum 21, 81 – 93. Retrieved from: https://link.springer.com/article/10.1007/s12027-020-00603-z 
76 Pashev, K. V. (2006). Fighting VAT Fraud: The Bulgarian Experience. MPRA Paper (998), 1-20. Retrieved from https://mpra.ub.uni-
muenchen.de/998/1/MPRA_paper_998.pdf 
77 Ibid.  
78 Lammensch , M., & Ceci , E. (2018). VAT fraud: economic impact, challenges and policy issues. Brussels: European Parliament. 
Retrieved from https://www.europarl.europa.eu/cmsdata/156408/VAT%20Fraud%20Study%20publication.pdf 
79 Hangáčová, N. & Strémy, T. (2018). Value added tax and carousel fraud schemes in the European Union and the Slovak Republic. 
European Journal of Crime, Criminal Law and Criminal Justice, 26 (2). Retrieved from https://www.deepdyve.com/lp/brill/value-added-tax-
and-carousel-fraud-schemes-in-the-european-union-and-Cv09P5H4zP?key=brill  
80 Bukhsh, F. A., & Weigand, H. (2014). VAT Fraud: Possible technical and ontological solutions. VMBO 2015. 9th International 
Workshop on Value Modeling and Business Ontology, 1-6. Retrieved from 
https://vmbo2015.blogs.dsv.su.se/files/2015/02/VMBO2015_submission_14.pdf  
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the countries of the Union lost some EUR 140 billion in VAT revenue in 2018, and although it 
is still very high, the "VAT gap" has been continuously improving since 2014. In fact, while 
the smallest gaps were observed in Sweden (0.7%), Croatia (3.5%) and Finland (3.6%), the 
largest were in Romania (33.8%), Greece (30.1%) and Lithuania (25.9%). Bulgaria also 
recorded a difference of more than the EU median of 9.2%.81  

Fraud and organized VAT evasion began to spread after 1997. One of the reasons for this "late" 
outbreak (the tax was introduced in 1994) was the delays in credit repayment terms, coupled 
with the very high rate of inflation, which made these ruses not very widespread as they were 
unfavourable in terms of cost-benefit and low in terms of final profitability. It was not until the 
second half of the 1990s, when the first cases of large-scale VAT fraud were recorded in the 
country such as fake exports, overstated quantity of exports and selling products without an 
invoice.82 In 1999-2000 Sofia introduced countermeasures to counter this phenomenon, which 
only increased in the following years. These countermeasures included: 1) revision and 
additional legislation to fill some gaps in the current legal framework; 2) rationalization of 
dependence on large taxpayers; 3) reforming the dimension of tax auditing to include credit 
abuse; 4) establishing specialized anti-fraud agencies (National Revenue Agency; Economic 
and Border Police tasked with combating VAT crime); and 5) monitoring VAT losses and 
identifying patterns of abuse. Nevertheless, these mechanisms for control exist mainly on paper 
and their efficient application remains to be seen. 

According to the 2019 and 2020 reports on the VAT gap in the EU-28 Member States prepared 
for the European Commission by the Center for Social and Economic Research (CASE) (which 
also follows up on previous reports published between 2013 and 2018), the VAT gap in 
Bulgaria remained stable in 2017, amounting to approximately 12% of VAT Total Tax 
Liability (VTTL). It declined further in 2018 and was projected to rise marginally in 2019, 
(based on flash estimates). Yet the VAT Gap for Bulgaria declined from more than 20% of 
GDP since 2014.  

According to the CASE report in 2018 the "VAT gap" in Bulgaria was 614 million euros, below 
the EUR 649 million in 2017. The total VAT tax debt, that is, the tax debt according to the 
Bulgarian tax law, was about 5.71 billion. The amount collected by the Bulgarian tax 
authorities was 5 billion, bringing the VAT gap to 10.8% of the total due. This figure was an 
improvement compared to 2017, when the VAT gap was 12.2%.83 

According to the Center for the Study of Democracy’s Bulgarian Organised Crime Threat 
Assessment (BOCTA) 2020 with BGN 120 million (~ EUR 61 million) VAT fraud was among 
the top 10 largest organised crime markets in the country.84 According to CSD, which cites 
National Revenue Agency data, in 2020 VAT fraud volume was the lowest on record since 
2005, with a continuous steady decline since 2008. BOCTA notes that some 80% of the VAT 

 
81 Center for Social and Economic Research [CASE] (2020). Study and reports on the VAT gap in the EU-28 member states. Brussels: 
European Commission. Retrieved from https://ec.europa.eu/taxation_customs/sites/taxation/files/vat-gap-full-report-2020_en.pdf  
82 Pashev, K. (2006). Fighting VAT Fraud: The Bulgarian Experience. Sofia: CSD. Retrieved from: https://mpra.ub.uni-
muenchen.de/998/1/MPRA_paper_998.pdf: 
83 Ibid. 
84 CSD (2020). Bulgarian Organised Crime Threat Assessment 2020. Sofia: CSD, 2020. Retrieved from: 
https://csd.bg/publications/publication/bulgarian-organised-crime-threat-assessment-2020/  
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fraud organised crime groups are active in Sofia. Yet, their number has declined from about 
150 immediately after Bulgaria’s EU accession to less than 15 nowadays due to the 
improvement in institutional capacity and the rule of law following the European guidelines. 
Yet, the presence and size of the VAT fraud organised crime market signals that corruption 
pressure on the tax authorities remains high and hence calls for specific measures also in this 
respect in Bulgaria.  

Earlier estimates of losses due to VAT fraud have been sporadic. According to the Bulgarian 
tax authorities, the fraud detected under the Law on Value Added Tax (VAT) during the period 
2000-2004 amounted to an annual average of BGN 280-300 million 85  (10-12% of VAT 
revenues collected). The actual loss, according to the administration's own estimates, is two to 
four times higher, i.e., between BGN 600 million (EUR 307 million) and BGN 1,20 billion / 
EUR 613 million (20-45% of VAT revenues). International estimates have been sporadic. The 
Canadian consultant SG Group estimates that VAT evaded in 1999 and 2000 amounted to BGN 
605 million/EUR 309 million (31.5% of VAT revenues collected) and BGN 454 million / EUR 
232 million (19.4%), respectively. According to World Bank estimates, the difference in VAT 
compliance in 2002 was about BGN 900 million / EUR 460 million (33% of VAT revenues).86 
In 2014 the Bulgarian Academy of Sciences estimated that Bulgaria loses BGN 2 billion (EUR 
1.02 billion) annually due to VAT fraud.87 

3.8. Bulgarian tax reform and VAT Collection  
The analysis of the dimensions, diffusion and consequences of the phenomenon of the 
underground economy, malpractice, tax fraud, evasion, and public and private corruption in 
Bulgaria continues to be the subject of intense public policy debate, even after the country's 
official integration into the EU since January 2007. Many aspects of this debate consider the 
interrelationship between corruption, the extent of under-reporting of transactions, and the 
prospects for economic development within the EU's common economic space. Factors such 
as aging and obsolescence of infrastructure and services, weaknesses in economic policy, brain 
drain and the corresponding loss of human capital through migration, have created obstacles to 
the process of economic recovery during the country’s transition to market democracy. These 
circumstances created a favourable environment for the spread of the shadow economy and 
corrupt practices that link successful business operations to political or administrative 
protection against undue payments.88 

After the fall of the communist regime in 1989, Bulgaria had to reform its tax system to reflect 
the new market reality. Both its historical heritage and the spirit of European solidarity led to 
the adoption of a model of public finance that emphasized taxation based on consumption 
(VAT). Income tax in Bulgaria was of much lesser importance for the budget: for example, in 
the period 2007-2014, taxation of individuals constitutes between 9 and 11% of total tax 

 
85 This was approximately equal to 280 – 300 million Deutsch Marks then or to €143 – 153 million. The Bulgarian lev was fixed to the 
German Mark in 1999 and later on to the euro at an exchange rate of €1 = BGN 1.95583. 
86 Pashev, K. V. (2006). Fighting VAT Fraud: The Bulgarian Experience. MPRA Paper (998), 1-20. Retrieved from https://mpra.ub.uni-
muenchen.de/998/1/MPRA_paper_998.pdf  
87 Bulgarian National Radio (20 March 2014). BAS: Bulgaria losess BGN 2 billion annually form VAT fraud. Retrieved in Bulgarian from: 
https://bnr.bg/sofia/post/100358125/ban-budjetat-gubi-2-miliarda-leva-godishno-ot-dds-izmami  
88 Goev, V., & Boshnakov, V. (2008). Grey Economy and Corruption in Bulgaria: Empirical Evidence. Development: Cooperation and 
Competitiveness 4th International ASECU Conference Proceedings, 246-253. Retrieved from 
http://www.asecu.gr/files/RomaniaProceedings/26.pdf  
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revenues. Another reason was the absence of a sufficiently qualified tax administration in the 
early 1990s.89 

Since the 1990s, VAT collection has rapidly become one of the main sources of tax revenue 
for Bulgaria, just like in other countries from Central and Eastern Europe. In this regard, the 
importance of this tax in the total tax revenue increased continuously since its introduction in 
1994, from 25% to 35% in the years following the implementation of the currency board in 
1997. These results were also due to the macroeconomic stability achieved by fixing the 
Bulgarian lev (BGN) at parity with the German mark. After 1997, the share of VAT revenues 
in total state revenues only continued to increase until it stabilized at about 45% of total tax 
revenues after Bulgaria's accession to the EU in 2007, and the subsequent income tax reforms 
that followed, which meant a proportional (flat) tax rate of 10% on both corporate and personal 
income, starting in 2007 and 2008, respectively.90 

While these measures provided conditions for some macroeconomic stabilization and sustained 
economic growth in the years following EU accession (albeit with limited annual rates between 
4% and 6%), it is no less true that the country still carries the reputation of being considered 
amongst the poorest partner and the "most corrupt" country in the EU.91 

With a per capita GDP of EUR 8,680 in 2019, well below the European average of EUR 26,500, 
the country ranks as the poorest in the Union,92 which is reflected in different perception 
surveys that recorded that 74% of the Bulgarian population considers the economic situation 
in their country as "bad". In addition, one fifth of the 7.1 million Bulgarians live in poverty and 
another third of the population has serious difficulties in earning enough income to provide for 
basic needs, according to 2018 data from the National Statistical Institute (NSI).93 All these 
factors make Bulgaria particularly vulnerable to tax and VAT evasion, as they combine low 
tax culture, high distrust in government, low quality of public services and low capacity of the 
public administration to prevent and punish tax evasion and avoidance. In addition, Bulgaria 
has one of the highest rates of hidden economy in Europe 94  and some of the highest 
offshorisation propensity rates on the continent.95  

In 2020, the provisions of Directive 2017/245596 and Directive 2019/199597 were introduced in 
the Bulgarian VAT Act. They aim to improve the functioning of the VAT regime applied 
throughout the European Union in the context of the supply of services and distance selling of 
goods, and import of low value shipments. The new provisions cover: intra-Community remote 

 
89 Ibid.  
90 Ibid.  
91 Rankin, J. (2017). Cloud of corruption hangs over Bulgaria as it takes up EU presidency. Brussels: The Guardian. Retrieved from 
https://www.theguardian.com/world/2017/dec/28/bulgaria-corruption-eu-presidency-far-right-minority-parties-concerns 
92 De Miguel, B. (2017). Rumania y Bulgaria cumplen 10 años de precariedad en la UE. Brussels. Retrieved from 
https://cincodias.elpais.com/cincodias/2017/01/08/economia/1483901118_566927.html 
93 Elperiodico (2018). Bulgaria, el país más pobre de la UE, preside el semestre europeo. Sofia. Retrieved from:  
https://www.elperiodico.com/es/internacional/20180102/bulgaria-el-pais-mas-pobre-de-la-ue-preside-el-semestre-europeo-6527197 
94 SELDI.net (2016), Shadow power: assessment of corruption and hidden economy in Southeast Europe, Sofia: CSD, 2016. Retrieved from: 
https://seldi.net/publications/reports/shadow-power-assessment-of-corruption-and-hidden-economy-in-southeast-europe/  
95 Zuckman, G. (2015), The Hidden Wealth of Nations, university of Chicago Press, Chicago: September 2015. 
96 Council Directive (EU) 2017/2455 of 5 December 2017 amending Directive 2006/112/EC and Directive 2009/132/EC as regards certain 
value added tax obligations for supplies of services and distance sales of goods. Retrieved from: https://eur-lex.europa.eu/legal-
content/EN/TXT/HTML/?uri=CELEX:32017L2455&from=bg  
97 Council Directive (EU) 2019/1995 of 21 November 2019 amending Directive 2006/112/EC as regards provisions relating to distance sales 
of goods and certain domestic supplies of goods. Retrieved from: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex:32019L1995  
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sales of goods; remote sales of goods imported from third countries or territories; internal 
remote sales and deliveries facilitated by a person operating an electronic interface. The 
amendments aim to improve and simplify certain rules in the VAT system, in the context of 
the supply of services and remote selling of goods and certain domestic supplies of goods, in 
order to improve the collection of tax revenues and alleviate administrative burdens.98 

3.9. VAT fraud in Bulgaria: Legal definitions and foreseen sanctions  
VAT fraud can be broadly described as behaviour aimed at obtaining an illegal and improper 
advantage of VAT and/or causing an illegal loss of VAT revenue for the budget. Bulgarian 
legislation covers the crimes of "tax avoidance" and "tax evasion" and identifies and sanctions 
them as follows: with regard to tax avoidance, it is understood as a legal act of using the tax 
regimes for one's own benefit in order to reduce the tax burden. The sanctions foreseen for this 
crime include a fine of 3,000 to 5,000 BGN (EUR 1533 to EUR 2554) and even possible 
imprisonment for up to 3 years.99 

With regard to the crime of tax evasion, the Bulgarian law defines it as an illegal act carried 
out by concealing income, obtained legally or illegally, from detection and collection by the 
tax authorities. It is defined in Articles 255 and 255a of the Penal Code as "fraudulent tax 
evasion", and is considered administrative in nature (if it is for an amount below BGN 3000 or 
EUR 1533) or criminal (if it exceeds BGN 3000 or EUR 1533). That said, national legislation 
provides for sanctions that include a fine of up to 20,000 BGN (EUR 10,218) (or up to BGN 
10,000 / EUR 5,109 in case of proven evasion of payment of large obligations through 
malicious transaction), and possible imprisonment of 1 to 6 years. 

The link between corruption and tax fraud is visible through the violations and sanction 
foreseen under Article 255 (2) of the Bulgarian Penal Code. 

Article 255 of the Bulgarian Penal Code 

“(1) A person who avoids the establishment or payment of large-scale tax obligations by: 
1. failing to file a tax return; 
2. confirming a lie or withholding the truth in a statement filed by him/her; 
3. failing to issue an invoice or another accounting document; 
4. destroying, concealing or failing to store accounting documents or registries within the 
statutory timelines; 
5. carrying out or allowing accounting to be carried out in violation of accounting legislation 
requirements; 
6. compiling or making use of a document with untrue content, a false or counterfeited 
document in economic operations, in accounting or in providing information to revenue 
authorities or public enforcement agents; 
7. obtaining undue input tax, 
shall be punished by imprisonment from one to six years and a fine from up to BGN 2,000 
(EUR 1022).” 

 
98 Bulgarian Ministry of Finance (2021). Bulgaria - Convergence Programme 2021. Retrieved from: 
https://ec.europa.eu/info/sites/default/files/2021-bulgaria-convergence-programme_en.pdf  
99 European Parliament (2017). Member States capabilities in fighting tax crimes. Brussels: European Union. Retrieved from 
https://www.europarl.europa.eu/cmsdata/124694/Bulgaria%20fiche.pdf  
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(2) Where the act under Paragraph 1 has been committed with the participation of a border 
police, customs administration, National Revenue Agency official or a registered auditor, the 
punishment shall be imprisonment from two to six years and a fine from up to BGN 5,000 (EUR 
2554), as well as by deprivation of rights under Art. 37, Paragraph 1, subparas 6 and 7.  
(3) Where particularly large-scale tax obligations are at stake, the punishment shall be 
imprisonment from three to eight years and confiscation of a part or the whole property of the 
guilty person.  
(4) If the undeclared and unpaid tax obligation together with the interest due is paid to the 
budget prior to completion of the judicial inquiry at the court of first instance, the punishment 
under paras 1 and 2 shall be imprisonment of up to two years and a fine of up to BGN 500 
(EUR 255), and under Paragraph 3 - imprisonment of up to three years and a fine from up to 
BGN 1,000 (EUR 511). 
 
Article 255a  
(1) Anyone avoiding the assessment or payment of large-scale tax obligations through the 
transformation of a commercial company or another legal entity, through a transaction 
involving a business, or related parties, within the meaning of the Tax and Social Insurance 
Procedure Code, shall be punished by imprisonment from one to six years and a fine of up to 
BGN 10,000 (EUR 5109).  
(2) Where particularly large-scale tax obligations are at stake, the punishment shall be 
imprisonment from three to eight years and confiscation of a part or the whole property of the 
guilty person.  
(3) Where, until completion of judicial inquiry at the first-instance court, undeclared or unpaid 
tax obligations are paid into the budget together with the interest due, the punishment  
shall be imprisonment of up to three years and a fine from up to BGN 1,000 (EUR 511).100 
 

In criminal law, the term "fraud" is defined as actions by which the perpetrator misleads another 
in order to obtain for himself or for another property benefit (Article 209 of the Bulgarian Penal 
Code).  

Article 209  
(1) A person who for the purpose of acquiring material benefit for himself or for another evokes 
or maintains in somebody a misleading idea, and thereby causes material damage to that 
person or to another, shall be punished for deceit by imprisonment from one to six years.  
(2) A person who for the same purpose takes advantage of the misleading ideas, the 
inexperience or the lack of information of another and causes thereby material damage to that 
person or to another, shall be punished by imprisonment for up to five years.  
(3) In minor cases under the preceding paragraphs, the punishment shall be imprisonment for 
up to one year, or probation. 
"Misleading" occurs when the perpetrator with words or actions creates in the mind of the 
victim false ideas about the objective reality. In other words, fraud involves manipulating the 
deceived person's perceptions by creating misconceptions and "distorting" his perceptions of 

 
100 Bulgarian Penal Code. Retrieved from: https://www.lex.bg/laws/ldoc/1589654529 and 
https://www.legislationline.org/documents/section/criminal-codes/country/39/Bulgaria/show  
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objective reality.101 It is up to the courts to prove if any “misleading” has occurred, as the 
notion of “false ideas” could be sometimes considered a controversial term.  

In the area of evasion, the country's Criminal Code also defines other tax-related crimes and 
corresponding punishments, striving to have the widest possible scope, and to reduce 
uncertainty and abuse of the interpretation of legal loopholes. These crimes are:  

1) obstruction of tax authorities (Art. 258);  
2) fraudulent creation of non-profit organizations for tax purposes (Art. 259);  
3) provision of a false assessment by an authorized appraiser or certification of incorrect 

annual financial statements by a registered auditor (Art. 260).  

In addition, taking into account the high complexity of tax crimes, the legislation includes a 
list of aggravating or mitigating circumstances that include the participation of an organized 
criminal group, the repetition of the illicit act, the complicity of a border or customs agent, and 
if the crime is of a large scale. Money laundering crime, for example, refers to acts that involve 
the processing of the proceeds of crime in order to conceal their illegal origin and return them 
to legality, and is further defined in Article 253 of the Criminal Code and Article 2 of the Law 
on Measures against Money Laundering. Objectively, the Bulgarian law refers to this 
phenomenon as the conclusion of a transaction (financial or real estate) which is known or 
presumed to have been acquired through a crime or other act dangerous to the public. While 
this offence is punishable by a fine of between BGN 3,000 and 5,000 (EUR 1533 to EUR 2554) 
and imprisonment from 1 to 6 years, the country's legislation also provides for two aggravating 
circumstances, namely if perpetrated by an organized criminal group or if the offence is 
recurring.102  

The Additional Provisions of the Bulgarian Tax Procedure Code (§ 1 item 6; repealed 
01.01.2006) also used to contain a legal definition of the term. According to the Code "tax 
fraud" was defined as “misleading the tax authority in determining the tax basis and amount 
of the tax liability by concealing data and circumstances relevant to taxation, as well as the 
deliberate provision of incorrect and inaccurate data in order to reduce the tax burden and / 
or tax evasion”. Double invoicing, the use of transfer pricing and other methods aimed at 
reducing the tax liability in violation of the rules for determining the tax base and obligations 
of tax subjects were also defined as tax fraud in the repealed text.103  

 

Some examples of sanctioned persons in related to VAT fraud are: 

 
101 Lex.bg (24 August 2021), Problems in proving the reality of the supply and tax fraud with VAT (Проблеми при доказване на реалност 
на доставката и данъчни измами с ДДС). Retrieved from: 
https://www.legalex.bg/bg/publications/%D0%BF%D1%80%D0%BE%D0%B1%D0%BB%D0%B5%D0%BC%D0%B8-%D0%BF%D1%
80%D0%B8-%D0%B4%D0%BE%D0%BA%D0%B0%D0%B7%D0%B2%D0%B0%D0%BD%D0%B5-%D0%BD%D0%B0-%D1%80%
D0%B5%D0%B0%D0%BB%D0%BD%D0%BE%D1%81%D1%82-%D0%BD%D0%B0-%D0%B4%D0%BE%D1%81%D1%82%D0%B
0%D0%B2%D0%BA%D0%B0%D1%82%D0%B0-%D0%B8-%D0%B4%D0%B0%D0%BD%D1%8A%D1%87%D0%BD%D0%B8-%D
0%B8%D0%B7%D0%BC%D0%B0%D0%BC%D0%B8-%D1%81-%D0%B4%D0%B4%D1%81-48  
102 European Union. Member states capabilities in fighting tax crimes: Bulgaria. Brussels. Retrieved from 
https://www.europarl.europa.eu/cmsdata/124694/Bulgaria%20fiche.pdf 
103 Lex.bg (24 August 2021), Problems in proving the reality of the supply and tax fraud with VAT (Проблеми при доказване на реалност 
на доставката и данъчни измами с ДДС). Retrieved from https://nova.bg/. 
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 In April 2021, the Supreme Court of Cassation convicted a person to seven years of 
imprisonment for evading the payment of BGN 778,868 (EUR 398,632) of VAT.104  

 In February 2020, the Specialised Criminal Court convicted to between four and seven 
years of prison five persons, who used the “missing trader” VAT fraud scheme to 
damage the state budget with BGN 13 million.  

 In 2019, the Specialised Criminal Court convicted seven persons for intra-EU supply 
related tax fraud, which resulted in national budget losses amounting to BGN 1,4 
million (EUR 0.72 million). The sentence was once again seven years of 
imprisonment.105  

 In 2018, another person was imprisoned for four years for failing to pay BGN 570,000 
(EUR 291,730) of VAT.106  

3.10. Legal definitions of tax fraud and evasion at international and EU level 
In the European context, “tax fraud” definitions are often derived by interpretation from Art. 
273 of Council Directive 2006/112 / EC of 28 November 2006107 on the common system of 
value added tax. 

Article 273 of Council Directive 2006/112 

Member States may impose other obligations which they deem necessary to ensure the correct 
collection of VAT and to prevent evasion, subject to the requirement of equal treatment as 
between domestic transactions and transactions carried out between Member States by taxable 
persons and provided that such obligations do not, in trade between Member States, give rise 
to formalities connected with the crossing of frontiers. 

 
Recital (4) of Directive (EU) 2017/1371108 further clarifies that “The notion of serious offences 
against the common system of value added tax (‘VAT’) as established by Council Directive 
2006/112/EC (the ‘common VAT system’) refers to the most serious forms of VAT fraud, in 
particular carrousel fraud, VAT fraud through missing traders, and VAT fraud committed 
within a criminal organisation, which create serious threats to the common VAT system and 
thus to the Union budget. Offences against the common VAT system should be considered to 
be serious where they are connected with the territory of two or more Member States, result 
from a fraudulent scheme whereby those offences are committed in a structured way with the 
aim of taking undue advantage of the common VAT system and the total damage caused by 
the offences is at least EUR 10 000 000. The notion of total damage refers to the estimated 
damage that results from the entire fraud scheme, both to the financial interests of the Member 

 
104 Trud.bg (4 February 2021). Veliko Tarnovo resident has been imprisoned for 7 years for VAT fraud for nearly BGN 800,000 
 (Великотърновец влиза за 7 години в затвора заради ДДС измами за близо 800 000 лева). Retrieved from https://nova.bg/. 
105 Nova (17 June 2019). Seven people enter prison for tax fraud. Retrieved from https://nova.bg/. 
106 News.bg (23 March 2018). The leader of VAT fraud scheme for BGN 570,000 was sentenced to 4 years in prison 
 (4 години затвор получи ръководител на ДДС измами за 570 хил. лева). Retrieved from: https://news.bg/crime/4-godini-zatvor-
poluchi-rakovoditel-na-dds-izmami-za-570-hil-leva.html 
107 Council Directive 2006/112/EC of 28 November 2006 on the common system of value added tax. Retrieved from: https://eur-
lex.europa.eu/eli/dir/2006/112/oj  
108 Directive (EU) 2017/1371 of the European Parliament and of the Council of 5 July 2017 on the fight against fraud to the Union's 
financial interests by means of criminal law. Retrieved from: https://eur-lex.europa.eu/legal-
content/EN/ALL/?uri=CELEX%3A32017L1371  
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States concerned and to the Union, excluding interest and penalties. This Directive aims to 
contribute to the efforts to fight those criminal phenomena”. 
 
Council Directive (EU) 2016/1164 of 12 July 2016 laying down rules against tax avoidance 
practices that directly affect the functioning of the internal market notes lays down rules how 
to correctly calculate tax deductions and avoid hybrid mismatches, but does not provide any 
concrete definition of “tax fraud” or “tax avoidance”.  
 
It is however based on the “need for ensuring that tax is paid where profits and value are 
generated”. More specifically, recital (5) underlines that “It is necessary to lay down rules 
against the erosion of tax bases in the internal market and the shifting of profits out of the 
internal market. Rules in the following areas are necessary in order to contribute to achieving 
that objective: limitations to the deductibility of interest, exit taxation, a general anti-abuse rule, 
controlled foreign company rules and rules to tackle hybrid mismatches. Where the application 
of those rules gives rise to double taxation, taxpayers should receive relief through a deduction 
for the tax paid in another Member State or third country, as the case may be. Thus, the rules 
should not only aim to counter tax avoidance practices but also avoid creating other obstacles 
to the market, such as double taxation.” Recital (11) further clarifies that: “General anti-abuse 
rules (GAARs) feature in tax systems to tackle abusive tax practices that have not yet been 
dealt with through specifically targeted provisions. GAARs have therefore a function aimed to 
fill in gaps, which should not affect the applicability of specific anti-abuse rules. Within the 
Union, GAARs should be applied to arrangements that are not genuine; otherwise, the taxpayer 
should have the right to choose the most tax efficient structure for its commercial affairs. It is 
furthermore important to ensure that the GAARs apply in domestic situations, within the Union 
and vis-à-vis third countries in a uniform manner, so that their scope and results of application 
in domestic and cross-border situations do not differ. Member States should not be prevented 
from applying penalties where the GAAR is applicable. When evaluating whether an 
arrangement should be regarded as non-genuine, it could be possible for Member States to 
consider all valid economic reasons, including financial activities”. 
 
The anti-avoidance measures in the Anti-Tax Avoidance Directive other than the rule on hybrid 
mismatches, are: 

 Controlled foreign company (CFC) rule: to deter profit shifting to a low/no tax 
country. 

 Switchover rule: to prevent double non-taxation of certain income. 
 Exit taxation: to prevent companies from avoiding tax when re-locating assets. 
 Interest limitation: to discourage artificial debt arrangements designed to minimise 

taxes. 

 General anti-abuse rule: to counteract aggressive tax planning when other rules don’t 
apply.109 

 

 
109 Taxation and Customs Union website. The Anti Tax Avoidance Directive. Retrieved from: 
https://ec.europa.eu/taxation_customs/business/company-tax/anti-tax-avoidance-package/anti-tax-avoidance-directive_en  
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Some extracts from Council Directive (EU) 2016/116 related to the alienation of those rules 
are provided in the box below.  
 

Council Directive (EU) 2016/1164110 

 

Article 6. General anti-abuse rule 

1. For the purposes of calculating the corporate tax liability, a Member State shall ignore an 
arrangement or a series of arrangements which, having been put into place for the main 
purpose or one of the main purposes of obtaining a tax advantage that defeats the object or 
purpose of the applicable tax law, are not genuine having regard to all relevant facts and 
circumstances. An arrangement may comprise more than one step or part. 

2. For the purposes of paragraph 1, an arrangement or a series thereof shall be regarded as 
non-genuine to the extent that they are not put into place for valid commercial reasons which 
reflect economic reality. 

3. Where arrangements or a series thereof are ignored in accordance with paragraph 1, the 
tax liability shall be calculated in accordance with national law. 

 

Article 9. Hybrid mismatches 
1. To the extent that a hybrid mismatch results in a double deduction, the deduction shall be 
given only in the Member State where such payment has its source. 

2. To the extent that a hybrid mismatch results in a deduction without inclusion, the Member 
State of the payer shall deny the deduction of such payment. 

 

Article 2. Definitions 

(9)‘hybrid mismatch’ means a situation between a taxpayer in one Member State and an 
associated enterprise in another Member State or a structured arrangement between parties 
in Member States where the following outcome is attributable to differences in the legal 
characterisation of a financial instrument or entity: 

 
110 Council Directive (EU) 2016/1164 of 12 July 2016 laying down rules against tax avoidance practices that directly affect the functioning 
of the internal market. Retrieved from: https://eur-lex.europa.eu/legal-content/en/ALL/?uri=celex:32016L1164  
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(a) a deduction of the same payment, expenses or losses occurs both in the Member State in 
which the payment has its source, the expenses are incurred or the losses are suffered and in 
another Member State (‘double deduction’); or 

(b) there is a deduction of a payment in the Member State in which the payment has its source 
without a corresponding inclusion for tax purposes of the same payment in the other Member 
State (‘deduction without inclusion’). 

 

Council Directive (EU) 2016/1164 is based on the initiative against base erosion and profit 
shifting (BEPS) by the Organisation for Economic Cooperation and Development (OECD). 
According to OECD’s Action Plan on Base Erosion and Profit Shifting (2013):111 
 
“BEPS relates chiefly to instances where the interaction of different tax rules leads to double 
non-taxation or less than single taxation. It also relates to arrangements that achieve no or 
low taxation by shifting profits away from the jurisdictions where the activities creating those 
profits take place. No or low taxation is not per se a cause of concern, but it becomes so when 
it is associated with practices that artificially segregate taxable income from the activities that 
generate it. In other words, what creates 
tax policy concerns is that, due to gaps in the interaction of different tax systems, and in some 
cases because of the application of bilateral tax treaties, income from cross-border activities 
may go untaxed anywhere, or be only unduly lowly taxed.” 
 
In the U.S. context, “tax evasion” is an illegal activity in which a person or entity deliberately 
avoids paying a true tax liability. Those caught evading taxes are generally subject to criminal 
charges and substantial penalties. To willfully fail to pay taxes is a federal offense under the 
Internal Revenue Service (IRS) tax code.112  

3.11. Sectors at risk from VAT and tax fraud 
Traditionally, the fast turnover sectors such as trade with fresh produce and other food products 
such as sugar and wheat, fuels and carbon emissions are at high risk from VAT and tax fraud, 
as confirmed by the National Revenue Agency’s Annual Report for 2020. Fiscal risk has also 
been identified in the services sector, while COVID-19 intensified the risk of fraud and evasion 
in the trade with sanitizing and medical products.113  Moreover, under the pressure of the 
deteriorating economic situation in 2020 due to the COVID-crisis, VAT avoidance schemes 
and organized VAT fraud are expected to increase, even in companies that have previously 
been categorized as low-risk. Increased attention should be payed to the sectors that were 
assigned temporary VAT decrease to 9% for 2020 such as hotels, restaurants and entertainment 

 
111 OECD, (2013). Action Plan on Base Erosion and Profit Shifting. Retrieved from: https://www.oecd.org/ctp/BEPSActionPlan.pdf  
112 Investopedia (29 May 2020). Tax Evasion. Retrieved from: https://www.investopedia.com/terms/t/taxevasion.asp  
113 National Revenue Agency (2021). Annual Report of the Inspectorate’s Activity 2020 (Годишен доклад за дейността на Инспектората 
на Националната агенция по приходите). Retrieved in Bulgarian from: https://old.nra.bg/document?id=20931 
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facilities. The discrepancy in the taxation for these groups of products and services can lead to 
new models of VAT evasion and VAT fraud organization.114  

3.12. Actions against VAT fraud. The role of the National Revenue Agency  
Actions against VAT fraud 

As VAT is the single largest budgetary source in Bulgaria and an EU own source, the fight 
against VAT fraud is the most seriously taken challenge by the Bulgarian tax and customs 
administrations. It is a complex issue because it requires seeking balanced but sufficiently 
robust measures to tackle fraud at the best cost to bona fide businesses in a country plagued by 
corruption and poverty. This balance is not easy to achieve, especially when networks of 
fraudsters have been internationalized and have penetrated audit institutions through well-
placed and paid accomplices, with whom they successfully evade deterrent and sanctioning 
actions, while compliant companies incur additional costs and burdensome disadvantages 
because of them.115 As noted above VAT crime has been growing ever more complex and 
international, and organised criminal groups take continued notice of evolving tax regulations 
to stay ahead of the game and continue their illicit operations.116  

The Bulgarian Supreme Court of Cassation recently issued an interpretative ruling 
concerning the treatment of tax evasion as a criminal offence when dealing with corporate 
taxpayers. The rulings establish that criminal liability may arise for any person formally 
employed or commissioned by a company that has evaded taxes. This includes not only high-
ranking individuals, such as appointed executives and managers, but also individuals within 
the company and third parties performing tax related tasks, such as accounting and tax return 
preparation. The ruling also states that the State may file a civil suit against an individual in 
addition to the tax assessment suit filed by the tax authorities. However, if the sanction under 
one lawsuit is enforced, the other is voided. If the refund is made by the responsible 
individual, or another person on his behalf, the criminal liability is remitted and replaced by 
administrative penalty.117 

Organization of the Bulgarian justice system 

The main court of first instance is the district court. It examines all cases except those which 
are assigned to other courts by law. It examines civil, criminal and administrative cases. 
Decisions of district courts are subject to appeal before the respective provincial court. 

When acting as a court of first instance, the provincial court examines civil cases (e.g. actions 
to establish ownership of or real rights over a property if the value of the claim is higher than 
BGN 50,000 or EUR 25,607; civil or commercial disputes over a sum of more than 
BGN 25,000 or 12,803) and some criminal cases. A City Court is established in Sofia and has 
the powers of a provincial court. The Sofia City Court acts as a court of first instance for cases 
relating to crimes of a general nature committed by persons enjoying immunity or members of 

 
114 CSD. 2020. Bulgarian Organized Crime Threat Assessment. Sofia: CSD. Retrieved from: 
https://csd.bg/publications/publication/bulgarian-organised-crime-threat-assessment-2020/ 
115 Pashev, K. V. (2006). Fighting VAT fraud: the Bulgarian experience. MPRA Paper (998), 1-20. Retrieved from https://mpra.ub.uni-
muenchen.de/998/1/MPRA_paper_998.pdf  
116 CSD, 2020. Bulgarian Organised Crime Threat Assessment 2020. Sofia: CСД, 2020. Retrieved from: 
https://csd.bg/publications/publication/bulgarian-organised-crime-threat-assessment-2020/ 
117 Orbitax (2020). Bulgarian Supreme Court Rules on Criminal Liability of Individuals for Corporate Tax Evasion. San Francisco. 
Retrieved from https://www.orbitax.com/news/archive.php/Bulgarian-Supreme-Court-Rules--17542 
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the Council of Ministers. The provincial courts, acting as courts of second instance, examine 
acts appealed against in district court cases, as well as other cases assigned to them by law. 

The Supreme Court of Cassation is the supreme judicial instance in criminal and civil cases. 
Its jurisdiction covers the entire territory of the Republic of Bulgaria.118  

Another relevant cross-cutting measure has been the improvement and updating of interdiction 
capabilities through the reform and supplementation of the Bulgarian Tax and Social 
Procedure Code (TSPC), mainly with regard to the automatic exchange of information. 
Specifically, in early October 2018, the Council of Ministers of Bulgaria approved a project in 
this area that aims to implement the European Union Directive 2016/2258,119 which addresses 
tax evasion and tax fraud and aims to increase transparency in the field of taxation, including 
the exchange of information between relevant tax authorities. According to Jivko Sedlarski, 
tax director at Markov & Partners, this is a legislative measure in the right direction to 
strengthen the national tax system and is a decisive step for effective control and punishment 
of tax evasion and fraud.120 

According to Penkov, Markov & Partners,121 it will now be possible to hold personally liable 
persons who have concealed facts and circumstances from the tax authority or public bailiff 
which result in the impossibility of collecting tax and/or compulsory social security obligations. 
However, the personal liability of such representatives is limited to the outstanding tax 
obligation, since in the country legal entities cannot be held criminally liable but only 
administratively liable.122  

Finally, this reform to the TSPC also contains measures to prevent people from carrying out a 
series of operations to buy shares in order to avoid the responsibility of shareholders in cases 
of insolvency and over-indebtedness. In effect, the majority shareholders and, to a certain 
extent depending on the legal type of enterprise, the minority shareholders will be jointly and 
severally liable for the company's outstanding obligations in respect of taxes and mandatory 
social security contributions in the event that they transfer their stake (so that they cease to be 
majority shareholders) in bad faith, the liability being proportional to their share in the disposal 
of capital. 

According to Sedlarski, while most of these amendments may be useful both to facilitate tax 
collection and to improve the tax culture of taxpayers by further clarifying cases of exposure 
to criminal liability of persons involved in large fraud operations inside and outside the country, 
it is expected that once fully implemented they will lead to changes in tax and judicial practice 
and custom, especially with respect to information collection.123 

 
118 E-justice website (10 May 2021). Organisation of justice – judicial system. Retrieved from: https://e-
justice.europa.eu/content_ordinary_courts-18-bg-en.do?member=1  
119 Council Directive (EU) 2016/2258 of 6 December 2016 amending Directive 2011/16/EU as regards access to anti-money-laundering 
information by tax authorities. Retrieved from: https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=celex%3A32016L2258  
120 Sedlarski, J. (2018). Improvement of the measures against tax evasion and tax fraud in Bulgaria. Sofia: Penkov, Markov & Partners. 
Retrieved from https://ceelegalmatters.com/bulgaria/7938-improvement-of-the-measures-against-tax-evasion-and-tax-fraud-in-bulgaria 
121 Ibid.  
122 European Union. Member states capabilities in fighting tax crimes: Bulgaria. Brussels. Retrieved from 
https://www.europarl.europa.eu/cmsdata/124694/Bulgaria%20fiche.pdf 
123 Sedlarski, J. (2018). Improvement of the measures against tax evasion and tax fraud in Bulgaria. Sofia: Penkov, Markov & Partners. 
Retrieved from https://ceelegalmatters.com/bulgaria/7938-improvement-of-the-measures-against-tax-evasion-and-tax-fraud-in-bulgaria 
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These new capabilities, together with a greater and necessary transnational cooperation have 
contributed to strengthen the fight against tax crime and VAT fraud in Europe. An example of 
this is the dismantling operation on May 4, 2018 carried out by Europol, in which Bulgarian 
authorities assisted in the raid of an organized crime group involved in a pan-European VAT 
fraud and money laundering macro-operation, and which also had Bulgarian bank accounts 
with which this group diverted the money.124 

The damage caused to the EU economy by these illegal activities is estimated at some EUR 
60 million and affected Belgium, Bulgaria, Germany, Hungary, Italy, Portugal, Romania and 
Spain. It was found that this network included more than 100 companies (most of them 
fictitious companies registered with front men), but also a centre for producing false invoices 
with the aim of committing VAT fraud with electronic products and luxury vehicles, registered 
below the invoice price. Once collected, the money was accumulated along the network of 
fictitious companies before being channelled to Bulgarian or Hungarian bank accounts, 
reaching almost EUR 140 million in two years through two Hungarian fictitious companies.125 

According to CSD, the National Revenue Agency carries out an annual detailed survey on 
VAT fraud since 2009. The NRA experts identified three main VAT fraud schemes, which 
accounted for the bulk of this organised crime market in 2019:  

(i) inter-EU deals (imports from EU countries);  
(ii) missing trader deals. The "missing trader" has the task to acquire the goods from 

another member state of the European Union and to sell them in their country 
without paying value added tax. In order to avoid checks and detection by the 
National Revenue Agency, the accountants of such companies could keep their 
financial records balances for a long time (so that no VAT is due) and “activate” 
them only when needed for a large-scale VAT fraud. Alternatively, such companies 
could be “hidden” at second or third level down the supply chain.  

(iii) specialised “cleaning” of VAT dues through hollow companies. This is often 
implemented in sectors such as tourism, advertisement, consultancy, etc. where it 
is difficult to prove if the service has really been provided or not. In order to avoid 
VAT payment, the ones violating the law purchase fictitious services from such 
hollow companies. After the service is paid by bank transfer, the amount is 
withdrawn from the bank in cash, and provided back to the original purchaser, with 
small “commission” retained by the hollow company.  

NRA and external experts note that in all cases organised crime is quick to adapt to measures 
introduced by the tax authorities and that the level of complexity and professionalisation of the 
schemes has increased considerably in recent years.126 It should also be noted that very often 
tax evasion schemes involve current or former tax officials, as well as lawyers, accountants, 
etc.  

 
124 Europol (2018). EU-wide VAT fraud organized crime group busted. The Hague: European Union. Retrieved from 
https://www.europol.europa.eu/newsroom/news/eu-wide-vat-fraud-organised-crime-group-busted 
125 The Sofia Globe (2018). Bulgarian connection as EU-wide VAT fraud organized crime group busted. Sofia. Retrieved from 
https://sofiaglobe.com/2018/05/04/bulgarian-connection-as-eu-wide-vat-fraud-organised-crime-group-busted/ 
126 CSD (2020). Bulgarian Organised Crime Threat Assessment 2020. Sofia: CSD, 2020. Retrieved from: 
https://csd.bg/publications/publication/bulgarian-organised-crime-threat-assessment-2020/ 
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For example, organised crime groups have started registering at one and the same physical 
offices as many legal and tax companies, thus making it difficult for inspectors and the police 
to identify, which computers belong to which company. This leads to higher level of mistakes, 
which then often renders subsequent criminal procedures void. In another example, after the 
Bulgarian tax authorities introduced recently reverse charge system for grain traders, exporters 
started labelling their exports as fodder, and continued claiming VAT refunds and perpetrating 
fraud. Fraudsters have also started playing the risk assessment systems introduced by the NRA 
but running “normal” business operations for a long period of time through entities in a 
particular VAT chain before using it for fraud. This leaves these companies out of the NRA’s 
early warning systems and possible risks of inspection.127  

The role of the National Revenue Agency  

The National Revenue Agency Act128 from 2002 further sets the NRA’s powers and mandate: 

Art. 3. (1) The Agency shall: 
2. establish the public receivables from taxes and obligatory insurance instalments by grounds 
and by size; 
3. secure and collect by compulsion the public receivables under item 2; 
4. collect the voluntary payments of public receivables; 
5. establish administrative offences and impose administrative sanctions according to the tax 
laws, as well as according to the laws stipulating the obligatory insurance instalments; 
6. consider complaints against acts issued by its bodies or against refusals to issue acts, as well 
as against actions or refusals to act by its bodies or employees; 
14. carry out information exchange with the European Commission and other institutions 
concerning the application of Art. 256 of the Treaty establishing the European Community and 
carry out the hedging and enforcement or receivables according to decisions of the European 
Commission, the European Union Council, the Court of Justice of the European Communities 
and the European Central Bank, imposing pecuniary obligations, which are enforceable on the 
grounds of Art. 256 of the Treaty establishing the European Community. 
16. enforce decisions for confiscation or suspension of property and decisions for imposition 
of financial sanctions delivered in a Member State of the European Union and acknowledged 
and subject to enforcement in the Republic of Bulgaria; 
Art. 24. (1) The courts and the municipalities, the state and the municipal bodies and the 
National Insurance Institute shall provide the Agency with the information, necessary for the 
implementation of its functions and powers, for free. 
Art. 26. The Agency, the authorities of the Ministry of Interior and the prosecutor's office, the 
control bodies of the Ministry of Finance and other state and municipal authorities, shall carry 
out joint actions in connection with the implementation of their functions.129 
 
NRA’s main activities of the tax and social security control constitute audits and inspections. 
While carrying out checks, NRA exercises control in the cases of refund of amounts unduly 
paid or taxes or social security contributions declared for refund. For the period 2017-2019 

 
127 Ibid. 
128 National Revenue Agency Act (SG. 112/29 Nov 2002, amended in State Gazette 13/12 Feb 2019). Retrieved from: 
https://old.nra.bg/en/document?id=419  
129 Ibid.  
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there is a slight decrease in the volume of control actions performed, according to NRA’s 2019 
Annual Report.130 In fulfillment of the strategic goals of the NRA, an approach aimed at 
stimulating the voluntary compliance with the obligations is applied during 2019 for the third 
consecutive year. The obligated persons are invited to submit corrective declarations, with 
which to eliminate mistakes, discrepancies or incorrect treatment in the documentation or 
reporting of specific business operations. In 2019, invitations for corrections were sent to 
taxpayers in the course of 18,407 inspections, 318 revisions and 118 selection procedures for 
checks. Adjustments were made through 24,101 corrective declarations, the total effect of 
which was BGN 33,528,000 (EUR 17,150,944) additionally declared taxes and BGN 
7,985,000 (EUR 4,084,654) additionally declared social security contributions and BGN 
6,662,000 (EUR 3,407,885) reduced tax loss.131  

In 2019, NRA maintained the practice of conducting audits to establish liability for unpaid 
debts of third parties. NRA completed a total of 559 audits with established joint and several 
liability of third parties in the amount of BGN 157 million (EUR 80 million). Of the audits 
completed in 2019, 384 are under Art. 19 of TSSPC - for establishing responsibility of 
management bodies of legal entities and 175 are for establishing responsibility under Art. 177 
of the VAT Act for abuse of value added tax. In the first type 317 proceedings established 
liability for BGN 129 million (EUR 66 million), and in the second type 128 proceedings 
confirmed abuses for nearly BGN 28 million (EUR 14 million).132 

NRA also implements electronic audits and inspections and control proceedings of persons 
performing e-commerce. A total of 210 NRA employees are tasked with checking data in 
electronic format, as of 2019. During 2019, NRA assigned to its employees a total of 617 
inspections and 341 revisions to be performed using a specialized risk assessment software, 
while they completed 672 inspections and 328 revisions throughout the year (some of them 
initiated in previous reporting periods). The amount of the additionally established liabilities 
in which the software was used was over BGN 20.85 million (EUR 10,67 million).133 

In addition, the officials of the National Revenue Agency (NRA) implement fiscal control, 
which is aimed at preventing tax evasion and tax fraud and is performed regarding the 
movement (transportation) of goods of high fiscal risk on Bulgarian territory. Fiscal control is 
applicable to all the goods of high fiscal risk, irrespective of the place of delivery/unloading: 
Bulgaria, other EU Member State or a third country. It is not applicable to goods under a 
customs procedure. The fiscal control is regulated by Tax and Social Security Procedure Code 
(TSSPC), Art. 12, Para. 1-8, except for Para. 4; Art. 13; Art. 121a; Art. 127a-h; Art. 278b; §1 
of the Additional Provisions, bullets 26-28, and the Ordinance No. N-2 of January 30th, 2014, 
on the Conditions and Procedure to Perform Fiscal Control on the Transportation of Goods of 
High Fiscal Risk Across the Territory of the Republic of Bulgaria, and the Requirements for 
the Fiscal Control Check Points (BG) .134 

 
130 National Revenue Agency (2019). Annual Report for the NRA activity for 2019 (Годишен доклад за дейността на НАП през 2019 г.). 
Retrieved in Bulgarian from: https://nra.bg/wps/portal/nra/za-nap/osnovni-dokumenti/Godishni-otcheti-za-deynostta-na-NAP  
131 Ibid. 
132 Ibid.  
133 Ibid.  
134 National Revenue Agency website (2021). Fiscal control. Retrieved from: https://old.nra.bg/en/page?id=582  
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The fiscal control check points (FCCPs) are designated areas, parts of the road infrastructure 
or areas of public railway stations, public airports and public ports, including the adjacent parts 
of these sites, in which the revenue officials can perform fiscal control. The fiscal control of 
the movement of goods of high fiscal risk includes such actions as: 

1. Stopping transport vehicles carrying goods on Bulgarian territory; 
2. Checking whether the transport vehicle is carrying goods of high fiscal risk; 
3. Checking the identity of the driver and the person(s) accompanying the goods; 
4. Checking the documents accompanying the goods; 
5. Installing technical devices for control purposes (TDCPs) on the transport vehicles 

carrying goods of high fiscal risk; 
6. Removing the installed TDCPs; 
7. Examining/inspecting the transported goods inside the transport vehicle and at the place 

of goods delivery/unloading.135 

The revenue officials are entitled to stop transport vehicles with load capacity over 3 tons. The 
information on goods type and quantity/volume, sender and recipient, place and date of goods 
delivery, the expected time of delivery/unloading, information on the goods movement and the 
fiscal control actions undertaken by the revenue officials are entered in the ‘Fiscal Control’ 
electronic register. The actions of the revenue officials can be appealed within 14 days from 
their execution before the head of the respective territorial directorate of the NRA, based on 
Art. 127g and in relation to Art. 41 of the TSSPC. The submission of an appeal does not stop 
the undertaken actions.136 

Besides control of goods transportation, in 2019 NRA performed fiscal control by observing a 
total of 46 007 commercial sites. Administrative measure “sealing of commercial site” was 
imposed on 2 253 of them for a duration of 12 calendar days on average.137  

The specific NRA activities related to countering tax and / or insurance fraud are presented in 
the table below.  

Table 1. NRA activities related to countering tax and / or insurance fraud 

Indicator Measurement 
unit 

2018 2019 

Analysed persons Number 74 523  61 352  
Reports for organized tax and / or insurance 
fraud 

Number 128 133  

Number of participants in the tax and / or 
insurance fraud 

Number 1 089  
 

1 385  

Estimated amount of damage to the national 
budget according to the reports 

BGN Thousands 80 162  
 

45 941  

 
135 National Revenue Agency website (2021). Fiscal control. Retrieved from: https://old.nra.bg/en/page?id=582  
136 Ibid.  
137 National Revenue Agency (2019). Annual Report for the NRA activity for 2019 (Годишен доклад за дейността на НАП през 2019 г.). 
Retrieved in Bulgarian from: https://nra.bg/wps/portal/nra/za-nap/osnovni-dokumenti/Godishni-otcheti-za-deynostta-na-NAP 
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Assigned inspections (checks) in connection 
with the reports 

Number 400 632  

Assigned revisions (audits) in connection with 
the reports 

Number 258  
 

295  

Additional tax charged as a result of the 
completed revisions (audits) 

BGN Thousands 62 459  
 

45 497  

Effectively paid tax as a result of completed 
revisions (audits)  

BGN Thousands 8 135  
 

3 081  

Source: National Revenue Agency (2019). Annual Report for the NRA activity for 2019. 
Note: Exchange rate: EUR 1 = BGN 1,95 

3.13. Modernization of the administration and the approach to tax collection 
According to the final mission statement of the International Monetary Fund (IMF) of February 
14, 2020,138 Bulgaria's economy had a robust growth in 2019 and unemployment fell to a 
historical low. However, there is still a long way to go, and economic and institutional reform 
and modernization efforts must continue, especially in the face of the current uncertainty 
resulting from the global health crisis. Indeed, the success of existing and future needed reforms 
could produce considerable efficiency gains and catalyse greater investment. Higher and more 
efficient investment is needed to maintain faster growth and convergence to the EU. It will also 
help moderate Bulgaria's current account surplus, which now appears high for an economy that 
should invest more to achieve faster income recovery. Similarly, more and better spending on 
public services could also lead to higher citizen satisfaction and lower fiscal resistance. 

Specifically, "improving public services and governance", "investing in people" and 
"strengthening the financial sector" are the areas in which the country must move forward in 
order not only to protect the progress achieved, but also to improve macroeconomic and fiscal 
conditions, ensuring the revenues needed for further growth and public investment in the 
future.139 According to the IMF, the country has room for greater revenue mobilization to 
maintain a balanced budget in the medium term, provided that small deficits are sought, and 
public debt is kept under control. 

The IMF's mission also noted that more effective revenue collection in Bulgaria would increase 
usable resources for the government, and improve efficiency and transparency in the public 
sector.140 Options include reducing the significant VAT compliance gap and increasing the 
property tax. A diagnosis based on the IMF Tax Administration and Diagnostic Assessment 
Tool framework could help assess the administrative capacity of the tax authorities and identify 
key areas for improvement. 

3.14. Institutional vulnerabilities in Bulgaria  
The Bulgarian public bodies tasked with countering corruption and tax fraud face various 
challenges, including lack of staff and financial resources, slow introduction of e-services and 
e-Government, political pressures leading to doubts about their independence, as well as 

 
138 International Monetary Fund (14 February 2020). Bulgaria: Staff Concluding Statement of the 2020 Article IV Mission. Retrieved from: 
https://www.imf.org/en/News/Articles/2020/02/14/mcs021420-bulgaria-staff-concluding-statement  
139 Ibid. 
140 Ibid. 
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focusing the checks and control functions on the SMEs, instead of the large companies or the 
high-level public officials.  

Institutional vulnerabilities in the area of anti-corruption 

The European Semester annual report on Bulgaria from May 2020 comments on the capacity 
of the institutions to prevent and fight corruption. It confirmed the CVM findings that “Bulgaria 
carried out an extensive reform of its anti-corruption legal framework, however, a solid track 
record of final convictions in high-level corruption cases is needed to build public trust. 
Furthermore, a number of challenges persist, in particular ensuring effective criminal 
investigations, rebalancing the workload among courts, and streamlining local prosecution 
service offices.”141 

For example, in 2019-2020, the Commission for Combating Corruption and Confiscation of 
Illegally Acquired Property issued several prominent decisions for established conflicts of 
interests on ex-mayors and municipality officials. However, higher-ranking officials still evade 
effective sentences for corruption or wrongdoing. According to the 2019 Annual Report of the 
Commission, the confiscated illegally acquired property related to all types of offences 
amounted to BGN 8.1 million (EUR 4.14 million) in 2019. There were however only 14 
confirmed and sanctioned persons with cases of conflicts of interest in 2019, out of 166 
received notices (signals). 142  According to the 2020 Annual Report, the total confiscated 
illegally acquired property amounts to BGN 7.5 million (EUR 3.83 million) while the received 
notices (signals) in 2020 have doubled from 2019 to 242 and only 30 of which were confirmed 
and led to sanctions .143 

 

On 2 June 2021, the U.S. Department of the Treasury’s Office of Foreign Assets Control 
(OFAC), in its largest designation to date, sanctioned three Bulgarian individuals for their 
extensive roles in corruption in Bulgaria, as well as their networks encompassing 64 entities. 
This designation was under the Global Magnitsky sanctions program, and as a result of the 
action, all property and interests in property of these persons in the United States or in the 
possession or control of U.S. persons were blocked and must be reported to OFAC. In addition, 
any entities that are owned, directly or indirectly, 50 percent or more by one or more blocked 
persons were also blocked.144 The fact, that the U.S. undertook actions against Bulgarian high-
ranking persons, that have not been otherwise sanctioned in Bulgaria, sends a strong message 
about the lack of capacity and efficiency of the Bulgarian institutions.  

 
141 European Commission (2020). Recommendation for a Council Recommendation on the 2020 National Reform Programme of Bulgaria and 
delivering a Council opinion on the 2020 Convergence Programme of Bulgaria, 20 May 2020. Retrieved from: https://eur-lex.europa.eu/legal-
content/EN/TXT/HTML/?uri=CELEX:52020DC0502&from=EN.  
142 Commission for Combating Corruption and Confiscation of Illegally Acquired Property (2020), Report on the activities of the Commission 
for Combating Corruption and Confiscation of Illegally Acquired Property for 2019 (Доклад за дейността на Комисията за 
противодействие на корупцията и за отнемане на незаконно придобитото имущество за 2019 година). Retrieved in Bulgarian from: 
http://www.ciaf.government.bg/web/attachments/Page/56/3515/5e82f20046878.pdf.  
143 Commission for Combating Corruption and Confiscation of Illegally Acquired Property (2021), Report on the activities of the 
Commission for Combating Corruption and Confiscation of Illegally Acquired Property for 2020 (Доклад за дейността на Комисията за 
противодействие на корупцията и за отнемане на незаконно придобитото имущество за 2020 година). Retrieved in Bulgarian from: 
http://www.ciaf.government.bg/pages/view/godishni-dokladi-56/ 
144 U.S. Department of the Treasury (2021). Treasury Sanctions Influential Bulgarian Individuals and Their Expansive Networks for 
Engaging in Corruption. Retrieved from: https://home.treasury.gov/news/press-releases/jy0208  
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Despite the official claims of the prosecution’s independence, there have been multiple 
statements to the contrary. For example, in July 2020 the Bulgarian Association of Judges 
issued a declaration145 underlining that prosecutors and investigators are under high political 
pressure from within and without the system. The anti-corruption street protests, which started 
in Bulgaria in mid-June 2020 and demanded the resignation of the Bulgarian government and 
the Prosecutor General, are further proof of the lack of trust in the judicial system. 

Institutional vulnerabilities in the tax and VAT area  

On 15 July 2019 the personal data of 5 million Bulgarian citizens was leaked after a hacker 
attack on the National Revenue Agency (NRA) database. Bulgaria’s Commission for Personal 
Data Protection (CPDP) launched on 22 July 2019 a major inspection at the NRA related to the 
case.146 One of the most sensitive databases hacked appears to be EUROFISC, a mechanism 
provided for member states for quick and targeted sharing of information in combating 
organised VAT fraud and especially carousel fraud. This antifraud system was put in place in 
2012.147  

The NRA’s 2021 – 2025 Strategic Plan148 further underlines the digitalisation challenge to 
tackling tax non-compliance and the need for NRA to further build its capacity. Along with the 
development of digital technologies, NRA are witnessing unprecedented economic and social 
consequences and related changes in the behaviour of the debtors. Trade and financial services 
are becoming faster and more easily accessible, as well as more frequently used, with a large 
volume of transactions now being made electronically. In these new conditions, new markets 
and innovative business models are emerging, new supply chains are created and, in the context 
of digitalisation, new risks and challenges to the compliance with the tax legislation appear. 
The Plan highlights that, in order to effectively manage the risks associated with the compliance 
with the law and to achieve the behaviour desired, NRA will deploy both communication and 
control measures and will work in collaboration with the public and key partners in national 
and international context. NRA will expand the implementation of preventive actions and 
provide support to citizens and businesses for the correct compliance with legal obligations 
emphasising on communication, assistance to persons with disabilities, constant monitoring 
and timely and voluntary correction of misconduct. In cases where preventive actions are not 
sufficient, a key lever for compliance with legal requirements and fulfilment of obligations is 
the implementation of impartial control based on risk analysis and aimed at risk industries and 
individuals. Organised tax evasion schemes and acts constituting tax and social security crimes 
will be reported to the law enforcement authorities and investigated with the assistance of the 
NRA in the interest of justice, the rule of law, the equal treatment and the predictable economic 
environment. In the context of digitalisation, NRA will take action to improve the compliance 
with tax and social security requirements by dialogue and cooperation with business 
organisations in the field of e-commerce, including the transformation from conventional to 
electronic audits. NRA will continue to improve the quality of the control process by further 

 
145 Bulgarian Judges Association (2020), Declaration. Retrieved from: http://judgesbg.org/wp-
content/uploads/2020/07/deklarazia_13072020_EN.pdf  
146 Bulgarian National Television (2019). Check launched into revenue agency over taxpayers’ data leak after hacker attack. Retrieved from: 
https://bnt.bg/news/check-launched-into-revenue-agency-over-taxpayers%E2%80%99-data-leak-after-hacker-attack-235362news.html  
147 Euroactiv (2019). EU anti-fraud network EUROFISC hacked in Bulgaria. Retrieved from: 
https://www.euractiv.com/section/cybersecurity/news/eu-anti-fraud-network-eurofisc-hacked-in-bulgaria/  
148 National Revenue Agency (2021). 2021 – 2025 Strategic Plan. Retrieved from: https://old.nra.bg/en/document?id=448  
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developing processes and procedures, training teams, educating citizens and businesses and 
continuous monitoring of the legality of all actions.  

In addition, the 2017 Activity Report of the Bulgarian Specialized Prosecution (the latest 
available) notes the need of further capacity building among investigators in the field of tax 
law (e.g. through trainings on the best methods of detection of tax crimes).149  

3.15. Cross-border cooperation and combating fraud in the field of VAT 
Council Regulation (EU) No 904/2010 of 7 October 2010150 sets the rules for administrative 
cooperation and combating fraud in the field of value added tax. It aims to enable the competent 
authorities of the Member States to cooperate and to exchange with each other any information 
that may help the correct assessment of VAT, monitor the correct application of VAT, 
particularly on intra-Community transactions, and combat VAT fraud. In the framework of the 
Regulation, the EU set up the VIES (VAT Information Exchange System) - an electronic 
mean of validating VAT-identification numbers of economic operators registered in the 
European Union for cross border transactions on goods or services. When a person needs to 
verify the VAT number of a customer in another Member State / Northern Ireland through 
VIES on-the-web, this request will be sent, through a secure connection, to the relevant national 
database to check if the given number is recorded there. If yes, the "Valid" status will be 
displayed. If not, "Invalid" status will be displayed. Depending on the national rules on data 
protection, some Member States / Northern Ireland will also provide the name and address 
linked to the given VAT number as they are recorded in the national databases.151 

Since 2019, the European Council has been planning the introduction of a new electronic 
system – the Central Electronic System of Payment information (CESOP). A 2019 
European Parliament report 152  underlines that the system CESOP, where Member States 
transmit payment information they store at national level, would achieve the objective of 
fighting e-commerce VAT fraud more effectively. This system should aggregate, in relation to 
individual payees, all VAT relevant information regarding payment transactions transmitted 
by Member States and should allow for a full overview of payments received by payees from 
payers located in the Member States. Furthermore, this information system should recognise 
multiple records from the same payment transactions, clean the information received from the 
Member States (e.g. remove duplicates, correct error in data, etc.) and permit Eurofisc liaison 
officials of Member States to cross-check payment data with the VAT information they dispose 
of and make enquiries for the purpose of an investigation into suspected VAT fraud or to detect 
VAT fraud. All Member States should participate in all Eurofisc working groups and appoint 
liaison officials accordingly. The exchange of payment data between tax authorities is crucial 
to combat fraud effectively. The Eurofisc liaison officials should process the payment 

 
149 Specialized Prosecution (2017). Activity Report 2017 (Доклад за дейността 2017). Retrieved in Bulgarian from: 
https://prb.bg/sp/bg/dokumenti  
150 Council Regulation (EU) No 904/2010 of 7 October 2010 on administrative cooperation and combating fraud in the field of value added 
tax. Retrieved from: https://eur-lex.europa.eu/eli/reg/2010/904/oj  
151 European Commission website. Taxation and Customs Union – VIES. Retrieved from: 
https://ec.europa.eu/taxation_customs/vies/faq.html#item_1  
152 European Parliament (2019). A report on the on the proposal for a Council regulation amending Regulation (EU) No 904/2010 as regards 
measures to strengthen administrative cooperation in order to combat VAT fraud. Retrieved from: 
https://www.europarl.europa.eu/doceo/document/A-9-2019-0047_EN.html  
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information and only with the objective of fighting VAT fraud. The management of CESOP as 
well as the analysis of crucial information constitute additional tasks for Eurofisc. 

The work of Eurofisc was further improved and operationalised through Council Regulation 
(EU) 2018/1541 of 2 October 2018 as regards measures to strengthen administrative 
cooperation in the field of value added tax. 153  The Regulation simplified procedures and 
conditions for administrative enquiries when the taxable person is not established in the 
Member State where the tax is due (requiring Member State). The enquiry is conducted in the 
Member State of establishment, under close cooperation with the requiring Member State. It 
also regulates the access for Eurofisc liaison officials to vehicle registration data via EUCARIS 
in order to tackle fraud arising from the dual VAT regime applicable to cars, and foresees a 
possibility to carry out joint administrative enquiries. The text also provides regulation of the 
request for information from Europol and OLAF by Eurofisc and the exchange of information 
between the network and the bodies.154 In 2019, Eurofisc started to use an electronic system, 
the Transaction Network Analysis (TNA) tool,155 to rapidly exchange and jointly process VAT 
data. TNA enables Eurofisc to detect suspicious networks earlier and more efficiently.156 

4. Select research topics  
The research agenda of the future in the field of taxation with a focus on VAT fraud must 
certainly go through two parallel paths, in order to offer not only an analytical and relevant 
look at the phenomenon, but also to contribute to the fight against criminality and the protection 
of the welfare and development of Bulgaria in the EU. The first path consists in persisting in 
the fields and diagnostics already carried out so far, seeking to deepen the main debates, 
especially on the gaps and legislative fragilities and the situation of resources, willingness and 
institutional capacities (both national and community) to carry out reforms and apply the 
appropriate corrections and sanctions.  

The second path has to do with setting the tone for the research topics that will be key in the 
coming years, and which relate to tax crimes and VAT evasion. Setting the tone means 
contributing with flexibility to the academic and institutional debate, with the intention of 
improving diagnoses, offering tools and proposals for change, and also anticipating and 
identifying trends, problems and opportunities in the fight against fiscal crime. 

This section is dedicated to exploring such issues in light of their importance in safeguarding 
the stability and financial interests of the Union, identifying some of the most crucial issues in 
each area of interest, proposing equally useful resolution alternatives, and when applicable, 
accompanying each topic with an analysis of the most relevant judicial decisions in the field. 
Likewise, discussions on the nature and relevance of sanctions applied within such jurisdictions 

 
153 Council Regulation (EU) 2018/1541 of 2 October 2018 amending Regulations (EU) No 904/2010 and (EU) 2017/2454 as regards 
measures to strengthen administrative cooperation in the field of value added tax. Retrieved from: https://eur-lex.europa.eu/legal-
content/EN/TXT/?uri=celex%3A32018R1541  
154 EUCRIM (2019). Improved Cooperation Tool Benefits Fight Against VAT Fraud. Retrieved from: https://eucrim.eu/news/improved-
cooperation-tool-benefits-fight-against-vat-fraud/  
155 For more information on TNA please visit European Commission. 2019. VAT Fraud: New tool to help EU countries crack down on 
criminals and recoup billions. Please visit: 
https://ec.europa.eu/commission/presscorner/api/files/document/print/en/ip_19_2468/IP_19_2468_EN.pdf 
156 European Commission. Taxation and Customs Union. VAT and Administrative Cooperation. Retrieved from: 
https://ec.europa.eu/taxation_customs/business/tax-cooperation-control/administrative-cooperation/vat-administrative-cooperation_en  
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will be addressed, the corporate liability regime related to both tax crimes, regulations to avoid 
duplication of sanctions, and the role played by complainants in the areas and related legal 
issues will be explored. 

4.1. Institutional and practical harmonization with European regulations  
In parallel with the establishment and strengthening of economic and political integration in 
the EU, people and individuals acquire greater freedom to benefit from the opportunities 
offered by foreign economies. Thus, international tax competition increases along with the 
increased mobility of capital and labour. Tax harmonization is indispensable to ensure fair 
competition in the EU single market and efficient tackling of the transnational dimension of 
tax offences and corruption, since the disparity and asymmetry between taxation and 
assessment systems have direct and lasting impacts on the costs of living and production, the 
level of prices and the choice of location of investment. At the same time, it is an extremely 
complicated process because the agreed modification of the tax affects the entire national tax 
system. 

Thus, the ambitions of tax harmonization can be classified into three levels. Two of them would 
be to avoid the immediate imbalance resulting from the opening of the borders, the softening 
of the EU tax system. Both direct and indirect taxes distort the four main freedoms of the EU 
single market (as lower taxes are expected to attract more people and businesses, although the 
living standards are also a crucial factor). But most of the EU directives concern VAT and 
excise duties, which are indirect taxes.  

This process also forecasts the gradual loss of the particularities and fiscal autonomy of nations, 
or at least a good part of them, making the model of extraction and fiscal sanctioning go from 
being a national problem to a communitarian issue. The common consolidated corporate tax 
base is not the only object of the European Union as far as the tax harmonization of direct taxes 
is concerned, but it also aims at creating a common tax system, applicable to mergers, divisions, 
asset allocation and exchange of shares within companies belonging to different EU member 
states and a common system of profit tax between sub-national offices and headquarters.157 

It is possible to observe that the Bulgarian Tax Administration is still in the process of reform 
and modernization, continuously seeking to adapt to the requirements of the EU to the tax 
administrations of the partner countries and thus adopt more and more pieces of the so-called 
"Acquis Communautaire.”158 Thus, on 21 November 2019, the Bulgarian Parliament approved 
amendments to its tax legislation, specifically in the areas of corporate income tax and value 
added tax, which came into force on 1 January 2020.159  

 
157 Sabau-Popa, D., Kulcsar-Pop, E., & Gherman, A.-T. (2010). Current trends in tax harmonization and competition within the European 
Union. Annuals of Faculty of Economics, 1(2), 635-640. Retrieved from 
https://EconPapers.repec.org/RePEc:ora:journl:v:1:y:2010:i:2:p:635-640  
158 The EU's 'acquis' is the body of common rights and obligations that are binding on all EU countries, as EU Members. It covers all 
treaties, EU legislation, international agreements, standards, court verdicts, fundamental rights provisions and horizontal principles in the 
treaties such as equality and non-discrimination (see: https://eur-lex.europa.eu/summary/glossary/acquis.html) 
159 European Commission (2005). Standard Summery Project Fiche. Brussels: European Union. Retrieved from 
https://ec.europa.eu/neighbourhood-enlargement/sites/near/files/pdf/fiche-projet/bulgaria/bg-fm/2005/2005-017-353.08.03-taxation.pdf 
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With regard to VAT changes, Bulgaria implemented Directive 2006/112 of 4 December 
2018,160 allowing the country to introduce "quick fixes" to simplify the VAT rules for intra-
Community supplies (i.e. supplies marketed by EU Member States). These solutions include 
three specific measures:  

1) clear and harmonized requirements on the evidence needed to apply the 0% VAT rate 
to intra-community supplies of goods;  

2) simplification of the rules and creation of new information requirements for "reserve 
stocks"; and  

3) creation of new rules for chain transactions between EU member states.161 

The new law introduces clear rules for VAT credits for construction and improvements and 
repairs of public infrastructure if the person or entity to be taxed can prove that these 
developments are directly related to its economic activities. 

Also, according to the amendments, goods entering the area of the continental shelf and the 
exclusive economic zone of Bulgaria will be subject to VAT, and there are now explicit rules 
for the re-export of goods from these areas. Moreover, the new legislation simplifies the way 
online merchants report sales transactions in which payments by debit and credit card will no 
longer require the issuance of a cash receipt.162 

4.2. Corporate liability regime 
Bulgarian company law is regulated by Articles 63 and following of the Bulgarian Commercial 
Law. This law contains most of the rules of the company law - incorporation of the companies, 
rules concerning the decision-making bodies, changes in the capital / increase or decrease -, 
insolvency and liquidation, and mergers and acquisitions of companies. It should also be noted 
that in Bulgaria, as a Member State, the resolutions of the European Union in the field of 
company law are in force, as well as several commercial directives, which are applied in the 
company legislation of Bulgaria .163 

Following the country's legislation, depending on the type of participation of the company's 
members, companies can be divided into: "capital companies" and "partnerships". The former 
includes the following entities: the limited liability company, the joint-stock company and the 
limited partnership by shares. On the other hand, the so-called partnerships and limited 
partnerships belong to the partnership type. The main differences between the two are in the 
degree of internal personal liability.164 Thus, while the members of the limited partnerships 
are not personally liable for the obligations of the company, and their liability is limited to the 

 
160 Roskov & Colleagues Lawyers (2014). The value-added tax in Bulgaria. Sofia. Retrieved from http://www.bulgaria-tax-law.bg/value-
added-tax.html 
161 Georgieva, G. (2015). Value added tax (VAT) in Bulgaria - Part 1. Sofia: Roskov & Colleagues Lawyers. Retrieved from 
https://www.ruskov-law.eu/bulgaria/article/value-added-tax-vat.html 
162 CMS Legal (2019). Bulgaria amends tax laws. Sofia. Retrieved from https://www.cms-lawnow.com/ealerts/2019/11/bulgaria-amends-
tax-laws?cc_lang=en 
163 ILP Abogados (2020). Corporate law in Bulgaria. Madrid. Retrieved from https://www.ilpabogados.com/en/corporate-law-in-bulgaria/ 
164 The term “personal” is used in that, in the Bulgarian legal system, criminal and administrative liability is differently distributed according 
to the type of partnership, but this does not mean that the ruling of the Supreme Court of Cassation approaches these entities differently, it’s 
only the personal liability that is affected according to the type of company. 
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amount of the capital contribution; the members of the partnerships are personally and 
unlimitedly liable with all their assets for the obligations of the firm.165 

More specifically in the area of legal and fiscal liability, in Bulgaria the behaviour of legal 
persons is regulated by the Law on Administrative Offences and Sanctions (LAOS), which also 
contains the relevant procedural rules. According to Article 83 of this Act, a financial penalty 
may be imposed on a legal person when it has been enriched or is enriched from an offence 
under the Criminal Code, as well as any offence committed by order of an organized criminal 
group, when it has been committed by: 1) an individual authorized to formulate the will of the 
legal person; 2) an individual representing the legal person; 3) a natural person acting as a 
control or supervisory body of the legal person; or 4) an employee to whom the legal person 
has assigned a certain task, when the crime was committed during or in connection with the 
performance of that task.166  

4.3. The role of whistle-blowers in anti-VAT and tax evasion efforts 
A "whistleblower" is a person who decides to report an allegedly illegal, unethical act or 
irregularity in a government, public or other organization. Whistleblowers167 play a critical role 
in exposing corruption, fraud, and mismanagement, as well as preventing enormous damage 
from inaction and/or illegal actions by the administration. In most cases, whistleblowers take 
great professional and physical risk to protect the public interest, and it is not uncommon for 
them to be constantly threatened by official harassment, job dismissal, and even physical 
abuse.168 

Despite the essential role played by whistleblowers in preventing and combating crime, 
corruption and tax evasion, at the regional level the absence of EU action to ensure minimum 
performance and harmonization among Member States on this phenomenon, makes it very 
likely that reforms in Member States will be insufficient and uncoordinated, maintaining the 
current unequal level of protection and divergences between countries, as well as legal 
uncertainty and insecurity. As the recent unsuccessful attempts in Bulgaria, Denmark and 
Germany to introduce new rules on the protection of whistleblowers illustrate, it is not certain 
that all the planned reforms will be successful.169  

On the other hand, this legislative asymmetry could also lead to instruments with very different 
scopes and effects. Thus, while in some countries legislation may have broad coverage, 
addressing both private and public sector cases, in other cases, less ambitious and elaborate 
laws may end up generating only marginal adjustments without affecting the systemic nature 

 
165 Roskov & Colleagues Lawyers (2020). Companies in Bulgaria – the Bulgarian corporate law. Sofia. Retrieved from http://www.bulgaria-
commercial-law.bg/company-law.html 
166 Organisation for Economic Co-operation and Development (2015). Liability of legal persons for corruption in eastern Europe and central 
Asia. Paris. Retrieved from https://www.oecd.org/corruption/acn-liability-of-legal-persons-2015.pdf  
167 The definition of whistleblower according to the EU directive is “Persons who work for a public or private organisation or are in contact 
with such an organisation in the context of their work-related activities are often the first to know about threats or harm to the public interest 
which arise in that context. By reporting breaches of Union law that are harmful to the public interest, such persons act as ‘whistleblowers’ 
and thereby play a key role in exposing and preventing such breaches and in safeguarding the welfare of society.” Please visit: Directive 
(EU) of the European Parliament and of the Council of 23 October 2019 on the protection of persons who report breaches of Union law. 
Please visit: https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32019L1937 
168 Potchekanski, G. (2020). Whistleblowing – legal situation in Bulgaria. Bucharest: East Legal Team. Retrieved from https://east-
legal.com/whistleblowing-in-bulgaria/ 
169 For more information on Whistleblower´s Protection see European Parliament (2019). Directive (EU) of the European Parliament and of 
the Council of 23 October 2019 on the protection of persons who report breaches of Union law. Please visit: https://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:32019L1937 
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of behaviours, providing insufficient security for whistleblowers, on an ad hoc basis through 
fragmented provisions within one or more laws. The recent EU Directive on Whistleblower’s 
Protection 2019/1937 adopted EU-wide whistleblower’s protection measures, with the 
deadline for the implementation of the EU law into national legislation being set at December 
2021. 170  However, protection applies only to internal market infringements of EU laws 
regarding reports of tax fraud, money laundering or public procurement offences, product and 
road safety, environmental protection, public health and consumer and data protection. 

In Bulgaria in particular, as in many of the former Eastern European countries, despite the 
laudable work done by the "whistleblowers", they are generally not perceived as role models 
and advocates of a better society, but rather as informants. Although the country is also a party 
to several anti-corruption conventions, a member of the European Union, and as such is subject 
to compliance with all EU directives, there are no clear, comprehensive and exclusive 
procedures for the protection of whistleblowers in current legislation. 171  The Bulgarian 
government is expected to adopt whistleblower’s protection relating to EU laws infringements 
by the end of 2021.172 

In fact, one of the few instruments that refer to the treatment of complaints of irregularities is 
the Administrative Procedure Code (APC). The APC addresses the possibility for individuals 
to report alleged acts of corruption and crime, and provides some general protection for 
whistleblowers against possible acts of repression. This instrument also includes a complaint 
procedure, as well as the obligation of the host institution to conduct an internal audit as a result 
of the complaint received. APC establishes that any person (natural or legal), citizen or legal 
entity, in addition to the Ombudsman, may report suspected corruption. 

Another instrument that addresses the issue is the Conflict of Interest Act, which provides that 
any person who has information about a person holding public office in violation of the rules 
can point to an alleged conflict of interest. However, CPA does not provide for a specific body 
that is competent to accept and verify the complaint. In this sense, each ministry and state 
agency were under the legal obligation to create Service Inspections, which are administrative 
bodies empowered to perform signal checks. Alerts are issued through open channels such as 
direct phone lines, e-mails, through the official website or via e-mail. For example, the 
Inspectorate to the National Revenue Agency (NRA) receives signals for law violations, fraud, 
and/or corruption among the Agency’s employees. The Inspectorate then performs inspections 
to establish any violations, manifestations of corruption and inefficient work of the revenue 
administration. In case of confirmed violation of the official duties of the employee, it proposes 
the initiation of disciplinary proceedings within the meaning of the Civil Servant Act, the Labor 
Code, as well as the Code of Conduct for Civil Servants and the Ethical Norms for Conduct of 
NRA Employees. The Inspectorate also notifies the prosecution, when during inspections it 

 
170 European Commission (2018). Proposal for a Directive of the European Parliament and of the Council on the protection of persons 
reporting on breaches of Union law. Brussels: European Union. Retrieved from 
https://ec.europa.eu/transparency/regdoc/rep/10102/2018/EN/SWD-2018-116-F1-EN-MAIN-PART-1.PDF 
171 Potchekanski, G. (2020). Whistleblowing – legal situation in Bulgaria. Bucharest: East Legal Team. Retrieved from https://east-
legal.com/whistleblowing-in-bulgaria/ 
172 As of January 2022 thought the legislation is still not implemented due to the protracted political crisis in Bulgaria throughout 2021. 
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establishes data for committed crime.173 In 2020, the Inspectorate to the National revenue 
Agency has concluded 142 checks, based on received signals, complaints and self-referrals.174  

There are the Public Administration Law and the Law on Prevention and Disclosure of 
Conflicts of Interest, which contain provisions on the basis of which it is prohibited to disclose 
the identity of the complainant or the facts and data relating to the signal. 

Based on these confusing and unconnected mechanisms, it is not surprising that most Bulgarian 
media investigations are limited to crimes, malpractice, and low-level corruption, leaving high 
level corruption probably unpunished. In June 2021 the US found guilty of large-scale 
corruption several persons under the Magnitsky Act175 but action against them on a national 
level has not been undertaken. Although the media sometimes go so far as to report cases of 
high-level corruption, they must rely mostly on signals insinuated by a state institution, that is, 
they are exposed more to ad hoc political machinations than to broad intentions of denunciation 
from the standpoint of ethics and public morals.176  

However, according to East Legal Team (an alliance of independent law firms in the Central 
and Eastern European region), none of these channels provide a special system to protect 
whistleblowers and therefore the identity of the sender is not protected and can be easily 
disclosed. Moreover, in practice, most administrations (including in Bulgaria) do not take into 
account anonymous complaints, although experience shows that if the signal contains sufficient 
facts, the relevant authority, on its own initiative, can follow up and investigate and ultimately 
instigate prosecution. 

Given the absence of explicit and exclusive legislation on whistleblowers, private companies 
are free to interpret and apply these rules according to their own interests and convenience, 
rather than on the basis of overall transparency criteria. As a result, companies' internal systems 
for irregularities do not always encourage anonymous complaints, leaving whistleblowers in 
practice exposed to threats of legal action in the courts on the grounds of defamation or damage 
to honour and good name. 

Considering this scenario, the experts of East Legal Team conclude that factors such as the 
legacy of the communist era against whistleblowers, coupled with ineffective and insufficient 
legislation, make it highly likely that employees will avoid whistleblowing and corruption due 
to social rejection, the absence of real objective and legal protection, and the very likely 
retaliation that they risk.177 

 
173 National Revenue Agency (2019). Internal Rules of the Inspectorate’s Activities (Вътрешни правила за дейността на инспектората в 
Националната агенция по приходите). Retrieved from: https://old.nra.bg/document?id=16326  
174 National Revenue Agency (2021). Annual Report of the Inspectorate’s Activity 2020 (Годишен доклад за дейността на инспектората 
на Националната Агенция по Приходите). Retrieved from: https://old.nra.bg/document?id=20931  
175 Dzhambazova, B. & Bayer, L. (2021). Bulgaria sinks under wave of pre-election scandals. 15 June 2021 POLITICO. Retrieved from: 
https://www.politico.eu/article/bulgaria-sinks-under-pre-election-scandals-corruption-gerb-boyko-borissov/ 
176 Osservatorio Balcani Caucaso Transeuropa (2018). Why does a "whistlеblower" remain an exotic phenomenon for Bulgaria? Trento. 
Retrieved from https://www.balcanicaucaso.org/eng/Areas/Bulgaria/Why-does-a-whistleblower-remain-an-exotic-phenomenon-for-
Bulgaria-184969  
177 Potchekanski, G. (2020). Whistleblowing – legal situation in Bulgaria. Bucharest: East Legal Team. Retrieved from https://east-
legal.com/whistleblowing-in-bulgaria/  
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5. Undue influence and institutional challenges in Bulgaria  
 
Part of the VIRTEU project was to identify potential cases that may be symptomatic of undue 
influence on the political decision-making process. The following table includes issues relevant 
to Bulgaria that deserve to be further investigated.  

Table 1. Potential cases of undue influence and institutional challenges in Bulgaria 

The practice of 
limiting the scope of 
the criminalization of 
tax evasion practices 

There is no established practice of investigating and applying 
criminal or even disciplinary sanctions to professionals, who act 
as enablers of financial crime.178 

 

No criminalization of corporations for tax crimes. As outlined in 
the text of the report Bulgarian law does not foresee criminal 
liability for corporates but relies instead on administrative fines, 
which in extreme cases could lead to the dissolution of a 
company. Otherwise, criminal liability is reserved only for those 
individuals that manage or represent the company. This often 
reduces the possible actions against tax crimes, when these are 
hidden behind collective bodies’ decisions.179  

The adoption of legal 
instruments 
favourable to tax 
evaders (e.g., tax 
amnesties and forms 
of negotiated 
resolutions). 

Judicial intervention against corrupt practices in Bulgaria appears 
inadequate. In any given year there are around 200/220 cases of 
corruption that are investigated, and they usually do not lead to 
the imposition of an effective sanction.180 In addition, such cases 
are typically for sums that are in the thousands, not millions. In 
2008 Bulgaria introduced a flat corporate income tax of 10%, 
which effectively acted as a partial amnesty. Given the explosion 
of tax crimes seen in the country before this year,181 some of the 
increased collection of personal and corporate income tax after 
2008 could be the result of such amnesty.  

The continued 
reluctance to adopt 
effective transparency 
regimes 

Bulgaria has struggled to tackle corruption, in particular as it 
relates to higher levels of power. Hence, the country has been 
subject to a special monitoring mechanism on progress in tackling 
corruption and organised crime commonly referred to as the 
Cooperation and Verification Mechanism. 182  In addition, the 

 
178  Nikolova, Bistra (2021) VIRTEU National Workshop - Bulgaria, Session 2 [Online]. Video recording at 18:09. Available at: 
https://www.corporatecrime.co.uk/virteu-workshop-bulgaria.  
179 For a comparative review of the regime of corporate criminal liability in the world, in Europe, and in Bulgaria please see 
http://gramada.org/корпоративна-наказателна-отговорно-2/  
180 Stefanov, Ruslan (2021) VIRTEU National Workshop - Bulgaria, Session 2 [Online]. Video recording at 37:24. Available at: 
https://www.corporatecrime.co.uk/virteu-workshop-bulgaria.  
181 Traykova, E. (2013), Престъпност, свързана с ДДС и превенция /научноизследователски доклад/, Министерство на вътрешните 
работи, Научноизследователски институт по криминалистика и криминология, Център за полицейски изследвания (Criminality in 
relation to VAT and prevention /scientific report/, Centre for Police Research, Research Institute for Criminiology, Ministry of Interior). 
Retrieved from: https://www.mvr.bg/docs/librariesprovider62/default-document-library/52ba60fb-052013_dds_traikovapdf.pdf  
182 European Commission (2021). Reports on progress in Bulgaria and Romania. Retrieved from: https://ec.europa.eu/info/policies/justice-
and-fundamental-rights/upholding-rule-law/rule-law/assistance-bulgaria-and-romania-under-cvm/reports-progress-bulgaria-and-romania_en 
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regular Rule of Law Report of the European Commission has 
noted continuing issues with effective transparency in Bulgaria. 
The latest report notes in particular that “challenges remain 
concerning the effectiveness of measures related to the integrity 
of public administration, lobbying and whistleblowing 
protection” and ”final convictions for high-profile cases of 
corruption”.183  

Deregulation, 
exceptionalism, and 
potential harmful tax 
practices adopted by 
national states 
competing against 
each other. 

The introduction of tax reductions could give rise to potential tax 
fraud scenarios. For instance, the introduction in Bulgaria of a 
COVID-19 measure that reduced the VAT tax to 9% for hotel, 
restaurants, and entertainment facilities increased the risk of 
misrepresentation of other trade activities in a way that it seems 
they fall into those categories, this also because of the vagueness 
of the criteria used to distinguish between different types of 
business operations.184 This has been further exacerbated with the 
rise of inflation at the end of 2021, giving motivation for further 
requests for (temporary) reductions in VAT rates, among others 
for energy, food necessities, etc.  

Revolving door 
practices, unethical 
lobbying and undue 
influences on the 
political decision-
making process, and 
other potential 
institutional 
challenges  

Due to their knowledge of tax law and tax mechanisms, 
accountants and lawyers are the professionals most likely 
involved in fraudulent tax schemes. They provide advice to the 
organizers of tax fraud schemes. In particular, the role of 
accountants is fundamental in that, without them, it would be not 
even possible for the organizers to assess the profitability of a tax 
evasion scheme. Although their intervention is not necessary in 
all cases, the role played by lawyers is also important where the 
schemes become more complex and there is the need to evaluate 
the legal relationships between the various perpetrators and 
involved legal entities.185  

In Bulgaria, oligarchs represent the most relevant group who 
exerts undue unethical pressure on the administrative process, not 
only in relation to the tax administration but also with respect to 
the functioning of the justice system.186 

The elite may use its power and wealth to unfairly distort the tax 
administration's activities in two ways: on the one hand, to avoid 
tax inspectors' controls on the aligned firms; and, on the other, to 
let the tax administration focus their investigative efforts on 

 
183 European Commission (2021), Communication from the Commission to the European Parliament, the Council, the European Economic 
and Social Committee and the Committee of the Regions, 2021 Rule of Law Report, Brussels, 20.7.2021, SWD(2021) 703 final 
184  Mineva, Daniela (2021) VIRTEU National Workshop - Bulgaria, Session 1 [Online]. Video recording at 1:10:22. Available at: 
https://www.corporatecrime.co.uk/virteu-workshop-bulgaria.  
185  Tsankov, Petar (2021) VIRTEU National Workshop - Bulgaria, Session 2 [Online]. Video recording at 4:25. Available at: 
https://www.corporatecrime.co.uk/virteu-workshop-bulgaria.  
186  Nikolova, Bistra (2021) VIRTEU National Workshop - Bulgaria, Session 2 [Online]. Video recording at 22:54. Available at: 
https://www.corporatecrime.co.uk/virteu-workshop-bulgaria.  
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competitors so to cause trouble for their business operations. As a 
result, it is in the interest of the powerful to have an effective tax 
administration, which could be manipulated according to their 
private purposes.187 

Adoption of a high 
level of complexity in 
regulation, or 
imposition of 
procedural burdens or 
other obstacles to 
investigations and 
enforcement. 

Ordinance No. H-18 of 2006 as amended in 2019 has introduced 
pervasive and complex oversight of the National Revenue Agency 
on businesses through the requirement of the submission in real 
time of data from the electronic fiscal registers to the tax 
administration. Businesses have complained that its regulations 
are very complex, impossible to implement, in particular for the 
smallest actors, and potentially breaching privacy rules for 
businesses and their clients. 188  Privacy concerns have been 
exacerbated by a massive leak of taxpayer information in 2019. 
Some 160 people sued the NRA for the leak of information which 
concerned some 5 million taxpayers.189  

In Bulgaria, it has been adopted a piece of legislation that does 
not allow individuals to report cases of corruption to the 
authorities in an anonymous way. Due to the generalized mistrust 
that people have of institutions, this discourages greatly 
whistleblowing and other forms of reporting because the potential 
reporting persons think the public authorities will share their 
identity with the accused individuals or organizations and, 
consequently, suffer retaliation.190 In 2018 Bulgaria adopted the 
Countering Corruption and the Forfeiture of Illegal Acquired 
Property Act, which established a unified anti-corruption agency 
with far reaching powers. The act also introduced regulations for 
anti-corruption whistleblowers’ protection but did not recognize 
the validity of anonymous submissions. Hence, in order for a 
signal to be acted upon the whistleblower needs to disclose their 
name and personal identification number.191  

Any other potential 
symptom of undue 
influence on the 

During 2020 – 2021 anticorruption has continued to rank high on 
Bulgaria’s political agenda. The country went through a 
protracted political crisis with three consecutive parliamentary 
elections in 2021. At the core of the crisis have been popular street 

 
187  Tsankov, Petar (2021) VIRTEU National Workshop - Bulgaria, Session 2 [Online]. Video recording at 25:51. Available at: 
https://www.corporatecrime.co.uk/virteu-workshop-bulgaria.  
188 See for example Fakti.bg (2019), “БСК: Наредбата за касовите апарати инквизира българския бизнес.” (The Ordinance on the cash 
registers ‘inquisits’ Bulgarian business) [Online]. Available at: https://fakti.bg/bulgaria/360874-bsk-naredbata-za-kasovite-aparati-inkvizira-
balgarskia-biznes  
189 Investor.bg (2021), НАП отново бе осъдена да плати обезщетение за теча на лични данни (NRA sentenced again to pay 
compensation for the leak of personal data) [Online]. Available at: https://www.investor.bg/ikonomika-i-politika/332/a/nap-otnovo-be-
osydena-da-plati-obezshtetenie-za-techa-na-lichni-danni-327751/  
190 Denizova, Vera, and Stefanov, Ruslan (2021) VIRTEU National Workshop - Bulgaria, Session 2 [Online]. Video recording at 1:03:22. 
Available at: https://www.corporatecrime.co.uk/virteu-workshop-bulgaria. 
191 Counteracting Corruption and the Forfeiture of Illegally Acquired Property Act, promulgated in State Gazette 7 from 19 January 2018, 
last amended State Gazette 70, 07 August 2020. Retrieved in Bulgarian from: https://www.lex.bg/bg/laws/ldoc/2137180227  
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political decision-
making process. 

protests demands, which have since been backed by the President 
and the newly formed government of Bulgaria, for the dismissal 
of the Prosecutor General, a key anti-corruption and tax fraud 
institution in the country’s judiciary. In an unusual public 
declaration announced on Jan 14, 2021, the new governing 
majority in the Bulgarian parliament requested the resignation of 
the Prosecutor General citing among others the lack of high-level 
anti-corruption convictions and suspicions about corruption 
within the prosecution. 192  The declaration has been the final 
instalment of a continuing confrontation between the executive 
and the Prosecutor General, with some describing it as a “war”.193 
This continuing animosity clearly impacts negatively the ability 
of the state to tackle corruption and related tax abuses, as the 
prosecution and the law enforcement within the executive have to 
work together to bring criminal cases to a successful completion 
in court.  
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