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1. Basic Information

1.1 Basic information about the tax-benefit system

e The Bulgarian tax-benefit system is largely a unified national system. The Consolidated
National Budget has three major components: the budget of the central government (Republican
Budget), the budget of the Social Insurance Funds, and the summary budget of the local
governments (or Municipal Budgets). The parameters of the main taxes (VAT, corporate tax,
personal income tax (PIT), and social insurance contributions (SIC)) are determined by legal acts
of the National Parliament and the respective revenues are collected by the central government.
Under some regulation, the local taxes are set by the local governments (Municipal Councils) but
the revenues from these taxes have insignificant shares in the overall tax burden. Social transfers
are set and administered by agencies of the central government and there are not any significant
benefits that are provided by the local governments

e Social benefit system is governed at a central level and there are no regional differences in
the application of the relevant legislative acts. The legislation is adopted by the National
Assembly (laws) but some of the legislative acts (regulations, decrees, orders, etc.) are adopted by
the Council of Ministers.

e The municipalities, at their own initiative, can also adopt and implement policies in that
field. In principle, these initiatives envisage the provision of in-kind benefits (housing, social
services, targeted support to the vulnerable groups of the population, transportation services for
people with disabilities, etc.).

e The fiscal year for taxes and benefits runs from 1% of January to 31% of December. The
start of the calendar year is usually the moment when changes in tax-benefit regimes apply

e According to Code on Social Insurance (Koodekc 3a coyuanno ocueypseane) the standard
retirement age in 2014 was 60 years and 8 months for women and 63 years and 8 months for men.
However, the right to an old-age pension arises if the following cumulative conditions are
fulfilled: (1) the person has reached the statutory retirement age and (2) the person can prove the
existence of a minimum period of a contributory service.

Table 1.1 Conditions for acquiring a right to an insurance and old-age pension (2014-2017)

Year Women Men
Standard Minimum period of Standard Minimum period of
retirement age contributory service retirement age contributory service
2014 60y.8m. 34y.8m. 63y.8m. 37y.8m.
2015 60y.8m. 35y.0m. 63y.8m. 38y.0m.
2016 60y.10 m. 35y.2m. 63y.10 m. 38y.2m.
2017 61y.0m. 35y.4m. 64y. 0 m. 38y.4m.

¢ In 2015, a pension reform regarding conditions for acquiring a right to an old-age pension
was introduced. According to the reform, the retirement age for women should rise by 2 months
per calendar year and by 3 months after the beginning of 2030 until reaching 65 years of age. The
retirement age for men should rise by 2 months per calendar year in 2017, and by 1 month per
calendar year after that until reaching 65 years of age. In addition, from 2017 the length of
required contributory service will rise by 2 months be per calendar year until reaching 37 years
for women and 40 years for men.
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e If the condition on the minimum period of contributory service is not fulfilled, both
women and men can retire at the age of 66 years (65 years and 10 months in 2016 and 65 years
and 8 months in 2013-2015) if they can prove that they have completed at least 15 years of
contributory service. From 2007, the required minimum age will be increased by 2 months per
calendar year until reaching 67 years of age.

e Main definitions used in tax-benefit system in Bulgaria:
Family: The Bulgarian tax-benefit legislation contains different definitions of ““family””:

Family Allowances Act (3akon 3a cemeiinu nomowu 3a deya): Family includes: (a) spouses
(married couples) and their children up to 18 years of age and children aged 18-20 years if
they are still in secondary education (born, fathered, adopted, stepchildren, except those who
have marriage); (b) parents living together outside marriage (have the same current address)
and their children up to 18 years of age and children aged 18-20 years if they are still in
secondary education (born or fathered, except those who have marriage); (c) the parent and
her/his children up to 18 years of age and children aged 18-20 years if they are still in
secondary education (born, fathered or adopted, except those who have marriage). This
definition entered into force in August 2015 as the points (b) and (c) were added to the
existing definition.

Regulation on the Implementation of the Social Assistance Act (Ilpasuanux 3a npunazane
Ha 3axona 3a coyuanno noonomazane): For the purposes of social assistance policy, “family”
includes spouses (married couple) and their spouses (married couples) and their children up to
18 years of age and children aged 18-20 years if they are still in secondary education (born,
fathered, adopted, stepchildren, except those who have marriage). However, the Social
Assistance Law distinguishes the category ‘““cohabiting people”, i.e. people, relatives or not,
who live together, share the same dwelling and are registered at the same address.

Regulation on the Implementation of the Integration of People with Disabilities Act
(Ipasunnux 3a npunazane na 3axona 3a unmezpayus na xopama c yepexcoanuss): According
to this Law, the term “family” means spouses (married couple) and their children up to 18
years of age (born, fathered, adopted, stepchildren, except those who have marriage).

Child: The Child Protection Act (3akon 3a 3axpuna na dememo) stipulates that “child” is any
natural person, who has not reached the age of 18. However, for social protection purposes a
broader definition for a “dependent child” is used. According to the Family Allowances Act
(Baxon 3a cemetinu nomowu 3a oeya) and Social Assistance Act (3axon 3a coyuanno
noonomazare) apply a “child” could be a person up to 20 years of age if he/she is still
enrolled in the secondary school (see the definition of “family”). According to the Public
Education Act, schooling up to the age of 16 is compulsory.

Twins: Family Allowances Act (3akon 3a cemetinu nomowu 3a deya) stipulates that “twins”
are two or more children born alive after multiple gestation pregnancy.

Single parent (lone parent): According to the Regulation on the Implementation of the Social
Assistance Act (Ilpasunnux 3a npunazane na 3axona 3a coyuanno noonomazane), ‘‘single
parent” is a person, who, due to widowhood, divorce or other reason, brings up alone
children up to 18 years of age (20 years of age if the child is still enrolled in the secondary
school).

Child with one living parent: Family Allowances Act (3axon 3a cemetinu nomowu 3a deya)
stipulates that ““child with one living parent™ is a child who has not come of age, or a child of
legal age who continues his/her studies, until graduation from high school, but not after the
age of 20, one of whose parents (adoptive parents) has died, and who is being brought up by
his/her other parent (adoptive parent), where the latter has not been married before the
registrar.

Child with permanent disability: As of 01.01.2017, according to the Family Allowance Act
(3akon 3a cemetinu nomowu 3a oeya), “child with permanent disability” is a person up to 20
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years of age with a type and degree of disability of 50% or more, or permanently reduced
working capacity. This is a major change as far as until the end of 2016, the definition
considered that “child with permanent disability” is a child who has not reached the age of 16
with a specific type and degree of disability of 50% or more and a person between 16 and 20
years of age with reduced working capacity of 50% or more. The same definition is currently
used in the Regulation on the Implementation of the Integration of People with Disabilities
Act (Ilpasunnuk 3a npunacane na 3axkona 3a unmezpayusi Ha xopama c yepexcoanus). AS a
result of the change, these two acts employ different definitions concerning children with
permanent disabilities.

Orphan child: According to the Regulation on the Implementation of the Social Assistance
Act (Ilpasunnux 3a npunaeane na 3axona 3a coyuanno noonomaeane), “orphan child” is a
child who has not reached age of 18 and whose parent (or both parents) has passed away.

Mothers of multiple children: Family Allowances Act (3akon 3a cemetinu nomowu 3a deya)
stipulates that “mothers of multiple children” are mothers who have given birth, or have
adopted, and brought up three or more children above the age of one.

o Bulgarian PIT system is based on the taxation of the individual, with the spouses being
assessed independently. After subtracting the tax exemptions from the annual tax base and
applying all legal deductions, the personal income tax amount for 2013-2016is calculated using a
flat income tax rate of 10%.

e The incomes from different sources are taxed with the same tax rate of 10%, but the tax
exemption from the annual tax base varies for different income sources

e The period of taxation with PIT covers one fiscal year. Each individual with taxable
income is obliged to submit a Tax Declaration regulated by the Income Taxes on Natural Persons
Act (Baxon 3a 0anvra évpxy ooxooume Ha guzuueckume auya) usually till the end of April the
following year. There is an important exclusion for this duty — it applies to any individual that has
received income only from employment relations on labour contract.

e The social insurance contribution rates are determined in the Code on Social Insurance
(Kooexc 3a coyuanno ocueypssane) With the exception of the rates of the contributions to
Employment Injury and Occupational Disease Fund (@ono ,, Tpyoosa 3nononyxa u
npoghecuonanna 6orecm ) to the Guaranteed Receivables of Workers and Employees Fund
(Dono ,, F'apanmupanu ezemanuss na pabomuuyume u cayxcumenume) Public Social Insurance
Budget Act (3axon 3a 6rwoocema na Ovpoicasnomo obwecmeerno ocueypsaeane). The health
insurance contribution rate is determined in the Health Insurance Fund Budget Act (3axon 3a
6r00scema na Hayuonannama 30pasno-ocuzypumenna Kaca).

e The Public Social Insurance Budget Act (3axon 3a 6woocema na OwvprcasHomo
obwecmeeno ocueypseane) determines: (1) the maximum monthly amount of the contributory
income during the calendar year for all categories of insured people; (2) the minimum monthly
amount of contributory income for the calendar year for self-employed persons; (3) the minimum
monthly amount of the contributory income for employees, according to main economic activities
and occupation groups.

¢ In Bulgarian tax-benefit system all social insurance and social assistance benefits are not
taxable.

e There is no systematic statutory indexation of tax schedules and benefit levels to inflation
in general in Bulgaria. There are no specific rules imposing an obligation to the public authorities
to apply an automatic indexation of social benefits. The following table gives an overview of the
indexation of pensions as they have the largest share in the total social protection expenditures:
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Table 1.2 Pension indexation rules (2014-2017)

Year

Indexation rules

Ad-hoc increases and lump-sum
supplements

2014

2015

2016

2017

As of 01.7.2014 all pensions granted
before 31.12.2013 were increased by
2.7%.

As of 01.7.2015 all pensions granted
before 31.12.2014 were increased by
1.9%.

As of 01.7.2016, all pensions granted
before 31.12.2015 were increased by
2.6%.

It is envisaged that, as of 01.7.2017, all
pensions granted before 31.12.2016 to be
increased by 2.4%.

In April 2014, all pensioners received a
lump-sum supplement. It was
differentiated according to the amount of
the pension:
- pensions up to BGN 150 - BGN 40
- pensions between 150.01-251.00 - BGN
30
- pensions above BGN 251.00 - BGN 20
In  December all pensioners whose
pensions are below BGN 286 per month,
received a lump-sum supplement of BGN
40.
In April 2015, all pensioners the amount
of whose pension is below BGN 286 per
month, received a lump-sum supplement
of BGN 40.
In December 2015, all pensioners the
amount of whose pension is below BGN
300 per month, received a lump-sum
supplement of BGN 40.
In April 2016, all pensioners the amount
of whose pension is below BGN 300 per
month, received a lump-sum supplement
of BGN 40.
In December 2016, all pensioners the
amount of whose pension is below BGN
300 per month, received a lump-sum
supplement of BGN 40.
In April 2017, all pensioners the amount
of whose pension is below BGN 314 per
month, received a lump-sum supplement
of BGN 40.

e Pension indexation rules and absolute amount of the minimum old-age pension is
determined annually in the Law on the Budget of the Public Social Insurance (3akon 3a Oropketa
Ha Ibp:KaBHOTO oOImmecTBeHo ocurypssane). With regard to pension indexation, as of 01.1.2017,
new rules have entered into force. It is envisaged that the pensions shall be increased by annual
re-calculation — the weight of each contributory year in the pension formula was 1.1% until the
end of 2016 and since the beginning of 2017 it shall be increased according to the sum equal to
50% of the consumer price index and 50% of the increase of the average contributory income for
the country for the previous calendar year. These rules will last until the weight of each year of
insurance in the pension formula reaches 1.5%. In 2017, this percentage is fixed at 1.126%, i.e.
pensions granted before 31.12.2016 shall be increased as of 01.07.2017 by 2.4% approximately,

e The same is for the minimum amount of the unemployment benefit and the amount of the
cash benefit for bringing up a child up to age of 2.
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e The amount of the social old-age pension is determined in a decree adopted by the
Council of the Ministers.

e The absolute amounts of the family allowances are determined annually in the State
Budget of the Republic of Bulgaria Act (3axon 3a Owvpoicasnus 6100xcem na Penybauxa
Bwreapus) as that they should not be lower than the levels in the previous year.

e Regarding the social assistance benefits, the benefit amount is determined on the basis of
the amount of the Guaranteed Minimum Income (I'apanmupan munumanen doxoo — GMI). The
GMI amount is determined by the Council of Ministers.

e There are different rules concerning the assessment of the means-tested benefits:

Allowances under the Family Allowances Act (3akon 3a cemeiinu nomouiu 3a deua):

- The means-test includes all gross incomes of the family, taxable under the Income Taxes
on Natural Persons Act (3axon 3a oanvyume 6wvpxy doxooume Ha guzuyeckume auya), as
well as all received pensions, benefits and scholarships

- Scholarships of students until graduation from high school, but not after the age of 20, as
well as allowances and funds received under the Family Allowances Act and under the
Child Protection Act are not included in the means-test. As of 01.01.2017, all allowances
and benefits received under the Integration of People with Disabilities Act (3axon 3a
unmeepayusma ua xopama c yepedxcoanusi) shall not be included in the means-test as
well.

- The supplement for care by assistant, which is granted under the Code on Social
Insurance (Kooexc 3a coyuanno ocueypsasane) is not included in the means-test.

- The reference income is the income for the last 12 months.

- The assessment is done annually. However, the recipients are obliged to inform public
authorities and to declare any changes which might have influence their eligibility.

Allowances under the Social Assistance Act (3akon 3a coyuannuo noonomazane):.

- The means-test includes: wages and all other incomes from labour activities; incomes
from economic activity in agriculture, forestry and fishing; income from sales of
immovable or/and movable property; income from rents, leases, etc.; royalties; equity
yields and other capital incomes; allowances and benefits; pensions; scholarships;
monthly family allowances; alimonies; other incomes (not included in the list).

- The following incomes are not included in the means-test: allowances granted under the
Social Assistance Act (3akon 3a comnmanno noamomarane); the supplement for care by
assistant; one-off pensions and ad-hoc compensations to the pensions; supplements to
pensions of war veterans; the one-off benefit upon childbirth; targeted allowances for free
railway and bus transport to mothers of multiple children; targeted allowances to
schoolchildren; monthly allowances for social integration of people with disabilities;
allowances granted by the Council of Ministers” act.

- The reference income for determining the right to monthly social assistance allowance is
the income for the last month. The income for the last 6 months is used for determining
the right to targeted heating allowances.

- The recipients are obliged to inform public authorities and to declare any changes which
might have influence their eligibility to social assistance benefits.

Allowances under the Child Protection Act (3akon 3a 3axkpuna na dememo):
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- The means-test includes: wages and all other incomes from labour activities; incomes
from economic activity in agriculture, forestry and fishing; income from sales of
immovable or/and movable property; income from rents, leases, etc.; royalties; equity
yields and other capital incomes; allowances and benefits; pensions; scholarships;
monthly family allowances; alimonies; other incomes (not included in the list).

- The following incomes are not included in the means-test: allowances granted under the
Child Protection Act (3axon 3a 3axpuna na dememo); the supplement for care by
assistant; one-off pensions and ad-hoc compensations to the pensions; supplements to
pensions of war veterans; the one-off benefit upon childbirth; monthly allowances for
social integration of people with disabilities; allowances granted by the Council of
Ministers’ act.

- The reference income for determining the right to monthly social assistance allowance is
the income for the last month.

- The assessment is done once (for the one-off allowances) and annually (for the monthly
allowances). The recipients are obliged to inform public authorities and to declare any
changes which might have influence their eligibility.

Allowances under the Integration of People with Disabilities Act (Baxon 3a
UHmezpauuis Ha xopama c vepemdanuﬂ):

- The means-test includes: wages and other incomes from labour activity; incomes from
economic activity in the agriculture, forestry and fishing; income from rents, leases, etc.;
equity yields and all capital income; royalties; family allowances; social assistance
allowances; pensions; scholarships; alimonies; other incomes (not included in the list).

- The following incomes are not included in the means-test: all allowances granted under
the Integration of People with Disabilities Act (3akon 3a ummeepayus ma xopama c
yepeocoanus); the supplement for care by assistant; the one-off benefit upon childbirth;
one-off pensions and ad-hoc compensations to pensions; allowances granted under the
Child Protection Act (3axon 3a saxkpuna na dememo); humanitarian aid; supplements to
the pensions of the war veterans; allowances granted by the Council of Ministers’ act.

- The reference income is the income for the last 12 months.

- As means-tested allowances granted under the Integration of People with Disabilities Act
(Bakon 3a unmeepayusa na xopama c yepescoanus) are one-offs, the assessment is done
only once.

1.2 Social Benefits

1.2.1. Unemployment benefits

Unemployment benefit (Obeswemenue 3a 6espabomuya): it is a contributory benefit provided to
the unemployed, only if the person became unemployed involuntarily and is actively searching for
a job. The beneficiary should not be entitled to an old-age pension and should not undertake an
economic activity requiring compulsory social insurance. Furthermore, since the benefit is
contributory it is granted if the unemployed person has been insured for at least 9 months during
the last 15 months before the termination of the employment. It is equal to 60% of the
contributory income for the last 24 months (since 01.01.2012). The duration of the benefit is
between 4 and 12 months depending on the length of the contribution history of the individual.

1.2.2. Sickness benefits

10
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Cash benefit for sickness due to general disease (/lapuuno obeswemenue 3a 6pemeHHa
Hepabomocnocobrocm nopaou obwo sabonssane). it is a contributory benefit granted upon a
medical referral and under the condition that the person has been insured for at least 6 months.
The requirement for 6 months of insured length of service shall not apply to those under the age
of 18. The daily cash benefit for temporary disability through common disease shall be calculated
at the rate of 80 % of the contributory income for the last 18 months (18 months — since
01.01.2012).

Cash benefit for sickness due to an employment injury or occupational disease (/lapuuno
obesuemenue 3a GpeMeHHA HepabOMOCNOCOOHOCM Nopaou mpyoosda 310NOAYKA  ULU
npoghecuonanna 6onecm). it is a contributory benefit granted upon a medical referral.
Notwithstanding that the benefit is contributory, no qualification period is required. The daily
cash benefit for temporary disability through common disease shall be calculated at the rate of 90
% of the contributory income for the last 18 months (18 months — since 01.01.2012).

1.2.3. Maternity benefits and family allowances

Cash benefit for pregnancy and childbirth (ITapuuno o6eswemenue npu 6Gpemennocm u
pasxcoane): it is a contributory non means-tested benefit granted to mothers upon a medical
referral and under the condition that the mother has been insured at least for 12 months. The
benefit is paid for a period of 410 days, 45 days of which — before the anticipated date of delivery.
Fathers have a right to a benefit for a period of 15 days immediately after the childbirth. The same
eligibility conditions apply. Moreover, the benefit can be received by the fathers (instead of
mothers) from the 6™ month until the 1% year of the child and upon the mother’s approval. The
benefit amounts 90% of the contributory income for the last 24 months (2013) and for the last 18
months (2014) and for the last 24 months (from 2015). The daily cash benefit may not be more
than the average daily net remuneration for the period based on which the benefit has been
calculated, or less than the minimum daily wage. As of 01.06.2017, mothers can receive 50% of
the benefit if they do not use the rights that they are entitled to (if eligibility conditions are
fulfilled), or if they interrupt the receipt of the benefit due returning to work. In some cases (in
case of mother’s death or if she has been denied paternity rights) this opportunity can be used by
the father (if he fulfills the eligibility conditions). As of 01.06.2017, if some of the following
events occur before the 42th day after the childbirth: (1) the child is born dead or deceases before;
(2) the child is accommodated to a family of relatives or foster families as a child protection
measure; (3) the child is included in the list of children available to be fostered, mothers can
receive a maternity and family benefit until the 42th day following the childbirth. If her working
capacity is not fully recovered, the duration of receipt can be prolonged upon a decision of
competent medical authorities. If the mentioned events occur after the 42th day following the
childbirth, the benefit receipt shall be terminated if mother’s working capacity is fully recovered.

Cash benefit for bringing up a child up to age of 2 (Ilapuuno obezwemenue 3a oenexcoane na
manko deme): it is a contributory non means-tested benefit granted upon a medical referral and
under the condition that the person has been insured at least for 12 months. The benefit is paid
after the expiration of the period of payment of the cash benefit for pregnancy and childbirth, i.e.
since the 1% to the 2" year of the child. The mother can receive 50% of the benefit if she does not
use the right which she is entitled to (in case that she fulfills all eligibility conditions), or if she
interrupts the receipt of the benefit due to returning to work. In some cases, the benefit can be
paid to the father (if he uses the paid-leave for bringing up a child up to age 2 according to the
regulations of Bulgarian Labour Code (Kooexc na mpyoa)). The father has the same rights as the
mother. The amount of the benefit is determined by the Public Social Insurance Budget Act
(Bakon 3a 610020cema na OvpIHCaABHOMO 0OUWECMBEHO OCULYPABAHE).

Cash benefit in case of adoption of child between 2 and 5 years (Ilapuuno obezwemenue npu
ocunosaeane na oeme om 2- 00 5 2o0uwna ewspacm). it is a contributory non means-tested
benefit which has been introduced since 1* of January 2014. It is given to people who have been
insured against the sickness and maternity risks for at least 12 months and who are in paid leave

11
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in case of adoption of child between 2 and 5 years, according to the Labour Code (Koodexc na
mpyoa). The duration of the benefit is 365 days, but cannot be received after the 5™ year of the
child. The benefit amount is equal to 90% of the contributory income for the last 24 months. The
daily cash benefit may not be higher than the average daily net remuneration for the period used
as a basis for determining the amount of the benefit, or lower than the minimum daily wage.

Monthly allowance for bringing up a child up to age of 1 (Meceuna nomow 3a omanescoane na
Ooeme 0o Hasvpweane na 1 coouna): it IS a non-contributory means-tested allowance paid to
mothers of children up to one year of age. The benefit is means-tested and shall be paid to
claimants living in families where the average monthly income per family member for the last 12
months is lower than a certain threshold. To receive the benefit, mothers should not be insured
and should not be in receipt of contributory benefit for pregnancy and childbirth or for bringing
up a child up to age 2. The threshold level and the amount of the allowance are determined by the
State Budget Act.

Monthly allowances for a child until graduation from high school, but not after the age of 20
(Meceuna nomow 3a deme 0o 3asvpuieane Ha cpeoHO 00pazosanue, HO He noseye om 20-
200uwna éw3pacmy). it is a non-contributory means-tested allowance paid to a parent bringing up a
child until the completion of secondary education, but no longer than the moment when the child
reaches 20 of age. The benefit is means-tested and shall be paid to claimants living in families
where the average monthly income per family member for the last 12 months is lower than a
certain threshold. The threshold level and the amount of the allowance are determined by the State
Budget Act. As of 01.1.2017, this allowance cannot be received simultaneously with the monthly
allowance for permanently disabled children below 18 years of age and prior to finishing
secondary school, but not later than reaching 20 years of age.

Monthly allowance for permanently disabled children below 18 years of age and prior to
finishing secondary school, but not later than reaching 20 years of age (Meceuna oobaexa 3a
deya ¢ mpainu yepescoauusi 00 18-eoduwna evspacm u 00 306bPUIBAHE HA CPEOHOMO
obpaszosanue, HO He no-kbcHo om 20-200uwna év3pacm): it is a non-contributory means-tested
allowance paid to a parent of a child with permanent disability up to 18 years of age and until
completion of secondary education but not later than 20 years of age. The allowance is paid
regardless of the family income and upon a medical referral. The amount of the allowance is
determined by the State Budget Act. As of 01.1.2017, this allowance cannot be received
simultaneously with the monthly allowances for a child until graduation from high school, but not
after the age of 20, and (2) monthly allowances for social integration under the Integration of
People with Disabilities Act (3axon 3a unmezpayus na xopama ¢ yspesxicoanust).

Lump sum pregnancy grant (Eonokpamna napuuna nomows npu dpemennocm). it is a non-
contributory means-tested lump sum allowance paid to mothers who are not insured and do not
receive a contributory maternity benefit. The allowance is means-tested and is paid to persons
living in families where the average monthly income per family member for the last 12 months
(preceding the period which starts from the 45" day prior to the anticipated date of delivery) is
lower or equal to a certain threshold. If the parents are divorced, only the income of the parent
who has received the right to take care for the child shall be taken into account. The threshold
level and the amount of the allowance are determined by the State Budget Act.

One-off allowance upon childbirth (Eoroxpamna napuuna nomows npu pasxcoarne na deme): it is
a non-contributory non-means-tested allowance paid to mothers upon childbirth regardless of the
family income. The right to a benefit occurs since the date of the childbirth. The amount of the
benefit depends upon the number of the born children. It is determined by the State Budget Act. In
case of twins, the benefit for each child shall be paid in the amount for the second child. If the
parents are divorced, only the income of the parent who has received the right to take care for the
children shall be taken into account.

Targeted allowance for schoolchildren (IJeresa nomow 3a yuenuyu): it is a non-contributory
means-tested lump sum allowance paid to a family whose child is enrolled in 1* grade at state or
municipal schools. The benefit is means-tested and is paid to persons living in families where the
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average monthly income per family member for the last 12 months is lower or equal to a certain
threshold. The threshold level is determined by the State Budget Act and the amount of the benefit
— by an act of the Council of Ministers.

Lump sum allowance for raising a child until 1 year of age for mothers who are regular
tertiary students (Eonoxpamna nomow 3a omenedxcoane Ha deme 00 Hasvpuweane Ha 1 2o0una 3a
Matiku cmyoeHmKu 8 pedosHa gopma Ha obyuenue): it is a non-contributory non means-tested
allowance introduced in 2009. Its amount is determined by the State Budget Act.

Lump sum allowance for raising twins until 1 year of age (Eowoxpamna nomow 3a
omanexcoane Ha Onusnayu 00 Hasvpwsane wa 1 2oduna): it is a non-contributory non means-
tested allowance introduced in 2009. Its amount is determined by the State Budget Act.

Lump sum allowance in case of adoption (Eorokpamna nomows npu ocunosasare na oeme): it
is a non-contributory non means-tested benefit granted to adoptive parents if they and the adopted
child/children reside in Bulgaria permanently, i.e. more than 183 days per year. The amount of the
benefit is determined annually in the State Budget Act — it should not be lower than the amount
for the previous year and not higher than the amount of the cash benefit for pregnancy and
childbirth (ITapuuno ob6eswemenue npu bpemennocm u pasxcoane). The allowance has been
introduced since 1% of January 2016.

1.2.4. Child Protection Allowances

Financial support for the prevention of the abandonment, bringing up of a child by relatives
or foster family (ITomow 3a npesenyus, omenesxcoane na dememo npu OAUKU U POOHUHU UTU 8
npuemno cemeticmeo). there are some non-contributory means tested allowances granted in order
to support the bringing up of a child at risk. Allowances could be paid on a monthly basis or as a
one-off payment. The total amount of the one-off allowance cannot be higher the 5-time amount
of the GMI. The monthly amount of the allowance could be up to 3 times the amount of the GMI
(for children up to 7 years of age), up to 3.5 times the amount of the GMI (for children between 7
and 14 years of age) or up to 4 times the amount of the GMI (for children between 14 and 20
years of age). For children with disabilities, a supplement of 75% of the GMI should be paid to
the monthly allowances. Social workers assess the income of the family and the necessity the
financial support to be provided.

1.2.5. Pensions

Pension for insurance and old age (Ilencus 3a ocueypumenen cmasic u éwvspacm). it is a
contributory benefit granted to persons who have reached the standard retirement age (in 2017 —
61 years for women and 64 years for men) and whose length of contributory service is minimum
35 years and 4 months (women) and 38 years and 4 months (men). Persons having insufficient
period of insurance can retire at age of 66 if they have at least 15 years of insurance. The amount
of the pension depends on: (1) the amount of the average contributory income for the country for
the last 12 months preceding the date of retirement; (2) the monthly ratios between the past
earnings of the claimant and the average contributory income for the country for the assessment
period; (3) the duration of the pension insurance (number of years). The reference (or assessment)
period for calculating the pension includes only three consecutive years from the period before
1997, and all periods of insurance afterwards. Since 1% of January 2016 individuals who have the
necessary length of contributory service can get an insurance and old-age pension maximum 12
months prior reaching the statutory retirement age, i.e. to retire up to one year earlier. In that case
the amount of their pension shall be reduced by 0.4% per each insufficient month. The minimum
amount of the insurance and old-age pension is determined by the Public Social Insurance Budget
Act. The maximum amount of the pension is equal to 35% of the maximum amount of the
contributory income for the country.
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Pension for invalidity due to general sickness (/lencus 3a unsanuonocm nopadu 06w
sabonssane). it is a contributory benefit granted to persons with permanent disabilities upon a
medical referral. The minimum required period of insurance varies according to the age of the
claimant — it is between 0O for persons up to age 20 and 5 years for persons of age 30 or above. The
calculation formula is the same as for the pension for insurance and old age. However, the number
of years of insurance is corrected with a coefficient based on the percentage of reduced working
capacity. The calculation formula is the same as for the pension for insurance and old age but it
cannot be lower than a certain minimum (which varies according to the degree of reduced
working capacity) and higher than a certain maximum (35% of the maximum amount of the
contributory income for the country — for pensions granted until 31.12.2018, and 40% - for
pensions granted since 01.7.2019).

Pension for invalidity due to employment injury or occupational disease (/lencus 3a
UHBATUOHOCI NOpaAou mpyoosa 310N0ayKa uiu npogecuonarna 6Gorecm). it is a contributory
benefit granted to persons with permanent disabilities upon a medical referral. A minimum
gualifying period is not required. The calculation formula is the same as for the pension for
insurance and old age. However, the number of years of insurance is corrected with a coefficient
based on the percentage of reduced working capacity. The calculation formula is the same as for
the pension for insurance and old age but it cannot be lower than a certain minimum (which varies
according to the degree of reduced working capacity) and higher than a certain maximum (35% of
the maximum amount of the contributory income for the country).

Social Old-Age Pension (Coyuanna nencus 3a cmapocmy): it is a non-contributory benefit granted
to persons who are over 70 years of age. In order to receive that benefit, the person should live in
a family where the annual income per family member by the date after reaching the age is less
than the sum of the so-called “Guaranteed Minimum Income” (I"apanmupan munumanen 00xoo)
for the last 12 months. Furthermore, the claimant shall not be granted any other type of pension.

Social Invalidity Pension (Coyuanna nencus 3a unearuonocm): it is a non-contributory and non-
means tested benefit granted to persons who have reached 16 years of age with reduced working
capacity of over 71%. The amount of the social invalidity pension varies according to the degree
of reduced working capacity and should be determined as a percentage of the social old-age
pension.

Survivor’s pension (Hacreocmeena nerncus): it is a contributory benefit and can be received by
the surviving spouse, children (not older than 18 years of age; 26 years of age for students) and
parents. Divorced and non-married partners are not entitled to that benefit. The survivor’s pension
is calculated as a percentage of the pension of the deceased person (one survivor — 50%; two
survivors — 75%; three or more survivors — 100%). It is granted to all entitled persons and is
divided equally between them. The amount of the survivor’s pension (provided to all the
survivors) cannot be lower than the 75% of the minimum amount of the insurance and old age
pension and cannot be higher than a certain maximum (35% of the maximum amount of the
contributory income for the country — for pensions granted until 31.12.2018, and 40% - for
pensions granted since 01.7.2019). As of 01.1.2017, the survivor’s pension for insurance and old
age or survivor’s pension for disability due to general disease cannot be received together with a
survivor’s pension of the same kind.

Pension supplement in case of deceased spouse ([Jobasxa om nencusma na nouunan conpye): it
is a non-contributory benefit granted to a pensioner whose spouse has deceased. Since 01.9.2011
the amount of the allowance has been fixed at 26.5% of the pension (or the sum of pensions) of
the deceased spouse). It is granted for life but should be terminated in case of re-marriage. The
supplement cannot be combined with a survivor’s pension, but full accumulation with other
pensions is possible.

Pension from supplementary mandatory pension insurance (Ilencus om ¢ono 3a
OONBAHUMETHO 3A0BINCUMENHO NeHCUOHHO ocueypaeane). it is a contributory benefit paid to
persons having been insured in a private fund for supplementary mandatory pension insurance.
Pension contributions are accumulated in the so-called “individual accounts”. There are two types
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of such funds: (1) Universal Pension Funds (Vrueepcannu nencuonnu gponoose) — the insurance is
mandatory only for people born after 31* of December 1959) and (2) Professional Pension Funds
(ITpogpecuonannu nencuonnu onoose) — the insurance is mandatory for persons working under
the 1% and 2™ category of labour, i.e. in risky and unhealthy working conditions. The insurance in
the Universal Pension Funds (Vrusepcanrnu nencuonnu ghonoose) entitle the insured person to: (1)
a supplementary lifelong old-age pension after acquisition of an insurance and old age pension;
(2) a lump-sum payment of up to 50 % of the resources accrued on the individual account in case
of lifelong, permanently reduced working capacity exceeding 89.99% (70.99% until 31% of
December 2015); (3) a lump-sum payment or payment by installments of amounts to the survivors
of a deceased person or of a pensioner. The insurance in the Professional Pension Funds
(IIpogecuonannu nencuonnu ¢onooge) entitle the insured person to: (1) fixed-period early-
retirement occupational pension; (2) lump-sum payment of up to 50 %of the resources accrued on
the individual account in case of lifelong, permanently reduced working capacity exceeding
89.99% (70.99% until 31* of December 2015); (3) lump-sum payment or payment by installments
of amounts to the survivors of a deceased insured person or of a pensioner. Since 1% of January
2016, people insured in both Universal Pension Funds (Vuusepcannu nencuonnu gponoose) and
Professional Pension Funds (IIpoghecuonannu nencuonnu ponoose) have been given the
opportunity to decide whether to remain insured only in the State Public Social Insurance
(wporcasno obwecmseno ocuzypsieane) With an increased pension contribution. Individuals
insured in Universal Pension Funds (Vuusepcannu nencuonnu ¢ponoose) who decide to be insured
only in the State Public Social Insurance (Jwpoicasno obwecmeerno ocueypsasawne), can restore
their insurance in the Universal Pension Funds (Vuusepcannu nencuonnu gponoose) not later than
5 years before reaching the statutory retirement age if they do not receive an insurance and old-
age pension from the existing public schemes. Individuals insured in Professional Pension Funds
(ITIpogpecuonannu nencuonnu ornoose) cannot reverse their choice to be insured only in the State
Public Social Insurance (Joporcasro obuecmeeno ocueypsasane), individuals cannot

Pension from voluntary pension insurance (I1encus om ¢ono 3a oonvanumento 006po6oIHO
nencuonno ocueypssane): it is a contributory benefit paid to persons having been insured in a
private fund for supplementary voluntary pension insurance. Pension contributions are
accumulated in the so-called “individual retirement accounts™. There are two types of pensions —
old-age pension (paid if the person has gained a right to a pension from public pension fund) and
invalidity pension (paid upon a medical referral). The pension can be paid as a periodic or lump-
sum benefit depending on the choice of the insured person.

1.2.6. Social Assistance, Heating and Housing Allowances

Bulgarian system of social assistance allowances is based upon the concept of the so-called
“Guaranteed Minimum Income” (I'apanmupan munumanen doxod — GMI). The amount of the
GMI is determined by the Council of Ministers. Its amount has been fixed at BGN 65 per month
since 01.1.2009.

Monthly social assistance allowance (Meceuna coyuanna nomows): it is a non-contributory
means-tested allowance granted to persons living alone or to families whose income for the
previous month is below the so-called “Differentiated Minimum Income” (DMI). Except the
income-test, the beneficiaries should fulfill other eligibility criteria. DMI is determined for each
person that falls in a particular beneficiary category as a percentage of GMI. It shall be calculated
at individual (when a person lives alone) or at family level. The DMI at family level is calculated
as a sum of the DMIs of all family members. DMI varies between 30% of GMI for a child
between 7 and 16 years of age (20 years of age when studying) and 165% of GMI for a person
aged 75 or more who lives alone. The amount of the monthly social assistance allowance is equal
to the difference of the DMI for the individual/family and their actual income.

Targeted Heating Allowance (I]eresa nomows 3a omonnenue): it is a non-contributory means-
tested allowance granted to persons living alone or families whose income is below the so-called
“Differentiated Minimum Income for Heating” (DMIH) and who also fulfill other eligibility
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criteria. DMIH is calculated following the same procedure as the DMI for the monthly social
assistance allowance, but the percentages for the different categories of beneficiaries are higher. It
varies from 167.08% of GMI for an adult living in the same lodging with her/his spouse to
311.08% of GMI for a person aged 75 years or more who lives alone. The amount of the
allowance is determined by the Minister of Labour and Social Policy. It is granted for a period of
5 months — from November to March — because this period is considered as the heating season in
the country. However, depending on the type of the heating, the actual level of the support is
different.

Lump-sum social assistance allowance (Eowoxpamna coyuanna nomow). it is a non-
contributory means-tested allowance. Its amount is up to 5 times the GMI amount. It can be
granted only once per year to cover unexpected health, educational, living and other emergencies.
The allowance can be received by all citizens regardless of their income or material status but
upon the result of the so-called “social assessment” by the social workers.

Targeted allowance for issuing a personal ID card ([{eresa nomows 3a uzdasane na auuna
xkapma): it is a non-contributory means-tested allowance. It is granted upon an assessment of
needs made by social workers and its amount is determined by the social workers.

Targeted allowance for medical treatment abroad (IJeresa nomows 3a neuenue 6 uyxcouna): it
is a non-contributory means-tested allowance. It is granted upon an assessment of needs made by
the social workers only to persons having received permission for medical treatment abroad from
the Ministry of Health, at the expense of its budget. The financial support shall be granted as a
lump-sum allowance to cover the personal expenses of the beneficiary and her/his relatives.

Targeted allowance for free traveling (IJeresa nomow 3a 6esniamno nvmysane): it is a non-
contributory non-means tested allowance. It is granted to mothers of many children, persons with
reduced working capacity over 71%, and children up to age 16 with permanent disabilities.
Mothers of many children are entitled to free travel once per year — 1 return ticket by the railway
or bus transport anywhere within the country. To facilitate the social adaptation individuals with
reduced working capacity over 71%, children up to age 16 with a specific type and degree of
disability of 50% or more, and war-disabled individuals have the right to free travel twice a year —
2 return tickets by rail or bus transport anywhere within the country.

Targeted allowance for paying rent for a municipal lodging (l/ezesa nomows 3a naem na
obwuncku  acunuwa): it IS a non-contributory means-tested allowance paid to persons
accommodated in municipal lodgings whose income for the previous month are below 150% of
the DMI (see ““Monthly social assistance allowances™). Only the following groups are entitled to
such allowance: (1) orphans up to 25 years of age who have graduated at a specialized institution
providing vocational training for disabled children and children at risk; (2) persons over 70 years
of age living alone, and (3) lone parents. The amount of the benefit depends on the actual
expenditures made by the beneficiaries.

1.2.7. Non-contributory allowances for the integration of people with disabilities

Monthly allowance for social integration (Meceuna dobaexa 3a coyuarna unmezpayus): it is a
non-contributory non-means tested allowance granted to people with permanent disabilities. There
are 7 types of social integration allowances (for transport services; for ICT services; for
education; for medical bath treatment and rehabilitation; for dietary purposes and medicines; for
accessible information; for paying the rent of a municipal dwelling). Their amounts are calculated
as a percentage of GMI and vary from 15%, for example - monthly allowance for transport
services, to 300% of GMI, for example the allowance for medical bath treatment and
rehabilitation. As of 01.1.2017, only permanently disabled people above 18 years of age are
entitled to this allowance.

Targeted financial support for buying and repairing supportive means, devices, equipment
and medical products (IJeresa nomows 3a noxynka u pemMoHm HA NOMOWHU CPeOCmed,
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npUCnocobnienust, cvbopviceHus u meouyuncku uzdenus). it is a non-contributory in-kind benefit
provided to persons with permanent disabilities. The support is granted upon a medical referral
and without means-test. The support is provided in form of reimbursement of the expenses
actually made by the beneficiary, but not more than a fixed maximum level. The maximum level
of the possible financial support is determined per each item (mean, device, equipment, or other
product) by an Ordinance of the Minister of Labour and Social Policy.

Supplement for care by assistant ([Jo6asxa 3a uyscoa nomow): it is non-contributory benefit
paid to pensioners with disability over 90% who need permanent assistance of an attendant. The
amount of the supplement is determined as 75% of the social-old age pension amount.

1.2.8. Education related allowances

Scholarship for pupils (Cmunenous 3a yuenuyu): it is a non-contributory means-tested benefit
provided to pupils enrolled in state and municipal schools depending on their marks achieved
during the last school year. The scholarship is paid for the period from October 1% to June 30" (or
paid 12 months for pupils with special educational needs and orphans). There are three types of
scholarships which amount depends on whether the pupil has special educational needs or not;
what is the average mark of the pupil; what is the family income of the pupil.

Scholarship for students, PhD students and post-graduate students (Cmunenous 3a
cmydenmu, ookmopanmu u cneyuaruzanmu). it is a non-contributory and means-tested benefit.
Scholarships for students are paid for a period of 5 months (per each semester). The eligibility
rules and scholarship amounts are determined by each university. While determining the
eligibility rules the state universities shall take into account two criteria: average grade per
semester and average monthly income per family member for the last 6 months. PhD students
studying in Bulgaria at state-supported organizations (universities, institutes at the Bulgarian
Academy of Sciences, or other scientific organizations) can receive a scholarship amounting to
BGN 450 per month. The scholarship is paid for a period of 3 years. The rector of a state
university can grant students lump-sum awards and allowances in case of severe financial
difficulties experienced by the students.

1.2.9. Other incomes — not part of the benefit system

Cash benefit for the first three days of the temporary incapacity (ITapuuno obeswemenue 3a
epemenna Hepabomocnocobrocm nopaou obwjo 3abonseane). The insurer (employer) shall pay
out to the insured person, for the first three business days of the temporary incapacity to work —
the amount of the benefit is 70% of the contributory income.

Loans for students and doctoral candidates (Kpeoumu 3a cmydemwmu u Ookmopanmu):
Eligibility to apply for a loan is limited to students and doctoral candidates who meet
simultaneously the following requirements have not attained the age of 35 and are studying full-
time. The State guarantees shall guarantee the principal and the interest (interest agreed and
interest for delay) on the amount payable under the loan.

1.3 Social contributions

The statutory contributions in the Social insurance system in Bulgaria (SIS) are compulsory for all
individuals having earnings from at least one source of taxable income. The Social insurance
contributions (SIC) are to be split between the employer and employee. There are three different
classes of insured (Labour categories) according to the level of professional risk. The vast
majority of hired employment in Bulgaria work under the so-called “I1l Category of Labour”. For
this category the proportion of SIC is 56.5% for the employer and 43.5% for the employee
(pension insurance) and 60% to 40% (other risks). In addition, the State provides additional
transfers (to cover financial shortages) which amount is determined by the Public Social Insurance
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Budget Act (3axon 3a 6Grodicema na Ovpocasnomo obwecmeeno ocucypasane). Until 1% of
January 2016, except for transfers to cover the financial shortages, the State had been providing
an additional contribution in amount of 12% for each person insured in Pensions Fund. The
insurance against employment injury and occupational disease is for the sake of the employer. In
the same time, for the public employee (civil servants, military, judicial system) the total amount
of compulsory SIC is covered by the State.

1.3.1. Pensions Fund (®ouga ,ITencun‘). Bulgarian pension insurance is built on the so called
“three pillar” system. The first pillar — called “State Pension Insurance” — is the public PAYG
pension insurance. The second pillar is the so called “Supplementary Mandatory Pension
Insurance” /SMPI/. It is a fund-based compulsory pension insurance managed by private pension
funds. In the second pillar there are two types of pension funds — “Universal” (for all born after
31% of December 1959) and “Professional” (only for a narrow set of professions). SIC on this
pillar are allocated to an individual retirement account /IRA/ at a private fund selected by each
individual. It entitles the employee to a second pension from the IRA at her retirement. Since 1%
of January 2016, people insured in Universal and Professional Pension Funds have been given the
opportunity to decide whether to remain insured only in the State Public Social Insurance (first
pillar) or to participate simultaneously in the first and second pillar. The third pillar is the
“Voluntary Pension Insurance” which is managed also by private funds and the respective SIC are
also allocated to IRAs at these private funds.

1.3.2. General Diseases and Maternity Fund (®oHa ,,001mo0 3a6oasaBaHe U MaiiYHHCTBO”)
This SIC is used to provide eligibility of the employee to benefits in cases of general illness or
maternity. An exclusion of this duty is applied if the person has been hired for a period shorter
than 5 workdays (or 40 hours) during a particular month.

1.3.3. Unemployment Fund (®oux ,,bespadorumna”). The contribution to the Unemployment
Fund is used to provide eligibility of the employee to benefits in cases of unemployment spells.
Exclusions of this duty are applied if the person has been actually hired for a period shorter than 5
workdays. Also, the self-employed are not obliged to contribute to this fund.

1.3.5. Employment Injury and Occupational Disease Fund (®ouna ,,TpynoBa 310monyka u
npodecuonanana 6oaect™). The contribution to this fund is between 0.4 and 1.1% and is paid
solely by the employer. The contribution rate is determined by economic sector in the Public
Social Insurance Budget Act (3akon 3a 61002cema na Ovporcagromo oduecmseeno ocucypsagane).

1.3.6. Teachers’ Pension Fund (Yuuresicku neacuoneH ¢onm). The teachers insure themselves
for old age in the Teachers’ Pensions Fund with a separate insurance contribution. The
contribution is 4.2% and is paid solely by the employer.

1.3.7. Fund “Pensions for the individuals under art. 69” (®oux ,,Ilencun 3a JIUOAaTa MO WiI.
69). The fund has been established since 1% of January 2016. The insurance in that fund is
obligatory for military servicemen and several categories of civil servants performing their duties
within the systems of Ministry of Inferior, Ministry of Defense and Ministry of Justice. The
contribution rate to the Fund depends on whether the insured have decided not to insure
themselves in the Professional Pension Funds.

1.3.8. Fund “Guaranteed claims of workers and employees”. The insurance to this fund
provides protection to workers and employees in case of insolvency of their employer. The
contribution is paid by employers only. Since 2011 the contribution rate to this Fund is 0.0% as
the accumulated funds are sufficient to cover all arising expenditures on benefits.

1.3.9. Health insurance (3apaBno ocurypsiane). The compulsory health insurance is the main
source of funding for the public health system. Only the recognized contributors are eligible to
use the services of the state health system. If a pensioner continues to work after retirement under
a labour contract (or other contractual hired work) or as self-employed, only the health insurance
element and no other SIC is still due. The state budget contributes to the health fund for the
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pensioners, registered unemployed, individuals under 18 years, students in the tertiary education
and public employees.

1.4 Taxes

1.4.1. Personal Income Tax (1anbk BbpXy 10X0auTe Ha (puzmueckure auna) Personal income
tax /PIT/ is levied on the earnings of the individual defined in the system as “physical” (or
“natural”) person. The period of taxation with PIT is one fiscal year and every individual with
taxable income is obliged to submit a Tax Declaration about her income. There is an important
exclusion for this duty — in case that the individual has received income only from employment
relations under a Labour Contract or as a kind of public servant — in this case it is assumed that
the employer has calculated, withheld, and transferred the due PIT liability on behalf of the
employee and submission of a Declaration is not necessary.

The Tax Declaration consists of several consecutive sections each of which is to be filled out if
earnings from the respective source have been received by the individual. Specific preliminary
treatment of the income from some sources is applied (for example, in respect of the standard
rates for exempting parts of the gross taxable income). After deriving the amounts of tax bases in
each section, the total annual tax base is obtained as a sum of the tax bases from the sections. All
contributory and non-contributory (social assistance) benefits are exempted from income taxation,
the main of which are. Since the beginning of 2013 incomes from interest on deposits have been
included in the annual tax base. In the tax base are included also incomes from sole
entrepreneurship and the tax base from this source is obtained as an annual financial result of the
business activity. It can be assumed that the net income from this source has been utilized by the
family budget and is plausibly recorded in the survey data.

1.4.2. Property (real estate) tax (mambk crpaau) Property tax is a local tax levied on the so
called “tax estimate” of the value of any real estate object (building, land spot, etc.). Its revenues
are allocated directly to the respective local (or municipal) budget. The tax on buildings is
determined along with the sewage fee using differentiated rates on the basis of the tax estimate.
The local governments (Municipal Councils) are allowed to set the local tax rates by their own
legal act in established by the National Parliament limits (minimum and maximum thresholds).

1.4.3. Inheritance tax (1anbk HacaeacTso) Inheritance tax is also a local tax and is a version of
a tax on capital transfer. It is a liability of both the heritor and heritage-giver and emerges as
payable at the time of enacting the inheritance. Any kind of assets (both non-financial and
financial) can be objects of the tax and its rate is determined differentially for each inheritor
depending on her relation to the heritage-giver and the legal evaluation of the amount inherited. If
the recipients are the partner and/or/ the children there is no liability for inheritance tax. In other
cases the rates vary between 0.4% and 6.6% for amounts higher than BGN 250,000.

1.4.4. Motor vehicle tax (1anbk npeBo3nu cpeacrra) Motor vehicle tax is also a local tax and is
determined by the Municipal Councils. The local government can set the unit tax as much as three
times its minimum threshold. The tax is due to the owners of motor vehicles and is determined
according to the power of the engine corrected by a coefficient depending on the year of its first
registration.

1.4.5. Corporate profit tax (kopmopaTtuBed nambk) Corporate tax is due by all resident
companies — Bulgarian or foreign controlled — that are registered as legal entities under the
Commercial Law. Also, non-profit organizations or public bodies that have own divisions
operating as business units are also subject to the corporate tax. For the period 2011-2015 the tax
rate is 10% and is levied on the corporate profit value specifically assessed by a financial
accounting procedure under the regulations of the Accounting Law and the Law on Corporate
Taxation.

1.4.6. Value added tax (1anbk BbpXy H00aBeHaTa croiinoct) Value added tax has a rate for the
period 2014-2017 of 20% for almost all goods and services. Since 01.04.2011 for hotel
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accommodation the rate has been 9%. VAT is levied on the sales of domestically produced
goods and services as well as on the sale of products imported to Bulgarian market, except on a
list of VAT-exempted products.

1.4.7. Excise duties (axkum3m) Excise duties are levied on various products (so called “excise
goods”), e.g. alcohol and alcohol beverages, coffee, tobacco products, fuels and energy products
(mineral oils, gas, etc.), electricity, and gambling. The amount of each excise duty is determined
per unit of the naturally measured quantity of the respective excise good (e.g. per kilogram, liter,
cubic meter, etc.).

2. Simulation of taxes and benefits in EUROMOD

2.1 Scope of simulation

The scope of taxes and benefits in Bulgarian tax-benefit system 2014-2017 simulated by
EUROMOD covers only those instruments that have been identified as feasible for simulation in
the framework of EU-SILC 2014 survey data coverage. Tables 2.1 and 2.2 present the status of
simulation feasibility about social benefits and taxes covered by this country report along with
brief comments on the main reasons for each instrument not simulated.

e Some items such as VAT and excise taxes are beyond the scope of the model. The reason
is the lack of information in the underlying dataset on these items and/or on the components
necessary to simulate them in EUROMOD.

e Other items available in SILC were, however, found to be infeasible to simulate due to
lack of data which would allow for simulating eligibility conditions and/or conditions for the
assessment of tax or benefit amount (e.g. information on contributory history necessary to
simulate 10A pension, or on rights necessary for “patent” income tax, etc.).

o In fact, most of the contributory benefits are not simulated by EUROMOD due to lack of
data essential for the simulation of entitlement rights (e.g. contribution and/or former employment
history /including earnings received/, occurrence of disability or work accident, deceased spouse
contribution history, etc.). There are several exclusions from this rule (marked as “partially
simulated™). For these cases, some necessary conditions have been plausibly assumed in order to
identify eligible individuals and simulate their entitlements.

e Asarule, the major direct income taxes and SIC are simulated (as far as they are assessed
on the basis of the gross employment and self-employment available in the EU-SILC database).
However, application of some income tax or SIC legal rules in detail is not practically possible
due to lack of information about some economic activity type, specific income sources or other
elements that are not recorded by the EU-SILC survey. A particular case is the social insurance of
the self-employed where the minimum wage is used as a simulation basis for SIC. In reality, the
minimum contributory base differs depending on the occupation (type of profession and type of
the industry).

e For some of the contributory and for most of the non-contributory means-tested benefits
the assessment unit is the family. Family shall mean parents (married or cohabiting) and their
dependent children till the age of 18 or till the age of 20 but only if they are enrolled in school
(see page 6).
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Table 2.1 Simulation of benefits in EUROMOD

Benefit Variable Why not fully simulated?
name(s) 2013 2014 2015 2016 2017

Unemployment benefit bunct_s PS PS PS PS PS No data on contribution history; eligibility
partially simulated based on observed receipt of
the benefit

Benefit for long-term unemployment The benefit was abolished

Cash benefit for sickness due to general disease 1A 1A 1A IA 1A No data on contribution history and sickness
duration

Cash benefit for sickness due to employment injury 1A 1A 1A IA 1A No data on contribution history and events

or occupational disease occurrence

Cash benefit for the quarantine E E E E E

Cash benefit for sanatorium treatment E E E E E

Cash benefit for caring for a sick family member E E E E E

Cash benefit for reassignment E E E E E

Cash benefit for pregnancy and childbirth bmaprct_s PS PS PS PS PS No data on contribution history; eligibility
partially simulated based on observed receipt of
the benefit

Cash benefit for bringing up child up to age of 2 bmaycct_s PS PS PS PS PS No data on contribution history; eligibility
partially simulated based on observed receipt of
the benefit

Cash benefit in case of adoption of child between 2 No data on whether the children in the household

and 5 years are adopted or not; No data on contribution
history

Monthly allowance for bringing up child up to age  bmaprnc_s S S S S S

of 1

Monthly child allowance for bringing up a child bchmt00_s S S S S S

until completion of secondary education but not

longer than 20 years of age

Monthly child allowance for bringing up a 1A 1A 1A IA 1A No data on individual disability level
permanently disabled child up to 18 years of age

and until completion of secondary education but not

longer than 20 years of age

Lump sum pregnancy grant 1A 1A 1A IA 1A

Lump sum allowance upon childbirth bchbals_s S S S S S

Targeted allowance for pupils bchedyc_s S S S S S
S S S S S

Lump sum allowance for raising a child until 1 year bchnm01_s
of age for mothers who are regular tertiary students
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Lump sum allowance for raising twins until 1 year ~ bchnm02_s S S S S S

of age

Lump sum allowance in case of adoption No data on whether the children in the household
are adopted or not

Pension for insurance and old age /IOA/ 1A 1A 1A IA 1A No data on contribution history

Pension for invalidity due to general sickness 1A 1A 1A IA 1A No data on contribution history and incapacity
occurrence

Pension for invalidity due to employment injury or 1A 1A 1A IA 1A No data on contribution history and incapacity

occupational disease occurrence

Social old-age pension poamt_s S S S S S

Social invalidity pension 1A 1A 1A IA 1A No data on individual disability level

Survivor’s pension 1A 1A 1A IA 1A No data on the loss of family members, their
contribution history, and benefit split among the
relatives

Pension supplement in case of deceased spouse 1A 1A 1A IA 1A No data on the loss of family members and their
contribution history

Pension from voluntary pension insurance | I I I | No data on contribution history

Monthly social assistance allowance bsa00_s S S S S S

Targeted allowance for heating bsaht_s S S S S S

Monthly allowance for social integration 1A 1A 1A IA 1A No information on special purchases or other
relevant conditions

Targeted financial support for buying and repairing 1A 1A 1A IA 1A No information on special purchases or other

of supportive means, devices, equipment and relevant conditions

medical products

Supplement for care by assistant 1A 1A 1A IA 1A No data on explicit medical certification of a
person in need of such care

Scholarships 1A 1A 1A IA 1A No information on school achievements and
grades

Notes: “-”: policy did not exist in that year; “E”: excluded from the model as it is neither included in the micro-data nor simulated; “I””; included in the micro-data but not

simulated; “IA”: included in the microdata in an aggregated variable but not simulated; “PS” partially simulated as some of its relevant rules are not simulated; “S”

simulated although some minor or very specific rules may not be simulated.
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Table 2.2 Simulation of taxes and social contributions in EUROMOD

Why not fully simulated?

Benefit 2013 2014 2015 2016 2017

Employers SIC S S S S S Only Ilird category employees; no data necessary to
identify the three different categories

Employees SIC S S S S S Only Ilird category employees; no data necessary to
identify the three different categories

Self-employed SIC S S S S S Note: minimum compulsory insurance assumed

Health insurance S S S S S

contributions

Personal income tax S S S S S Note: “patent” tax on small businesses excluded

Motor vehicle tax E E E E E No relevant characteristics of the vehicles owned

Real estate tax E E E E E No relevant characteristics of the real estate assets
owned

Value added tax E E E E E Out of scope of the model; no data on consumption

Excise taxes E E E E E Out of scope of the model; no data on consumption

Notes: “-” policy did not exist in that year; “E” policy is excluded from the model’s scope as it is neither included in the microdata nor simulated by EUROMOD; “PS”
policy is partially simulated as some of its relevant rules are not simulated; “S” policy is simulated although some minor or very specific rules may not be simulated.
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Table 2.3 Means-testing and legal provisions of the social benefits covered by the
Country Report for Bulgaria, 2014-2017

. . Means test  Provided under the
Social benefit : :
regulation of:
1. Unemployment benefit No Csl
2. Cash benefit for sickness due to general disease No Csl
3. Cash benefit for sickness due to employment injury or No Csl
occupational disease
4. Cash benefit for the quarantine No Csl
5. Cash benefit for sanatorium treatment No Csl
6. Cash benefit for caring for a sick family member No Csl
7. Cash benefit for reassignment No Csl
8. Cash benefit for pregnancy and childbirth No Csl
9. Cash benefit for bringing up child up to age of 2 No Csl
10. Cash benefit in case of adoption of child between 2 and 5 years No Csl
11. Monthly allowance for bringing up child up to age of 1 Yes FACA
12. Monthly child allowance for bringing up a child until completion Yes FACA
of secondary education but not longer than 20 years of age
13. Monthly child allowance for bringing up a permanently disabled No FACA
child up to 18 years of age and until completion of secondary
education but not longer than 20 years of age
14. Lump sum pregnancy grant Yes FACA
15. Lump sum allowance upon childbirth No FACA
16. Targeted allowance for pupils Yes FACA
17. Lump sum allowance for raising a child until 1 year of age for No FACA
mothers who are regular tertiary students
18. Lump sum allowance for raising twins until 1 year of age No FACA
19. Lump sum allowance in case of adoption No FACA
20. Pension for insurance and old age No Csl
21. Pension for invalidity due to general sickness No Csl
22. Pension for invalidity due to employment injury or occupational No Csl
disease
23. Social old-age pension Yes Csl
24. Social invalidity pension No Csl
25. Survivor’s pension No Csl
26. Pension supplement in case of deceased spouse No Csl
27. Pension from voluntary pension insurance No Csl
28. Monthly social assistance allowance Yes SAA
29. Targeted allowance for heating Yes SAA
30. Monthly allowance for social integration No IPDA
31. Targeted financial support for buying and repairing of supportive No IPDA
means, devices, equipment and medical products
32. Supplement for care by assistant No Csl
33. Scholarships No Reg.Ne 90 & 207*

Abbreviations:

CSI - Code on Social Insurance (Kooexkc 3a coyuanno ocuzypsasane)
FACA - Family Allowances for Children Act (3axon 3a cemeiinu nomowu 3a deya)
SAA - Social Assistance Act (3axon 3a coyuanno noonomazane)
IPDA - Integration of Persons with Disabilities Act (3akon 3a unmespayus na xopama ¢ ygpescoanus)
Regulation Ne 207 of the Council of Ministers: On the conditions for receiving scholarships by pupils
after completion of basic education/ Regulation Ne 90 of the Council of Ministers: On the conditions
and procedure for granting scholarships to students, PhD and other post-graduate students at the state
tertiary schools and scientific organizations.
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Table 2.3 summarizes the sources of legal regulations of the tax-benefit instruments covered
by this Country Report. Regarding the means tested benefits, four of them are child-related
allowances which are simulated according to the Family Allowances for Children Act
IFACA/. As a general rule, for each such benefit the scope of income test excludes any benefit
received under the same law. The other three benefits (social old age pension, targeted heating
allowance and monthly social assistance allowance) are simulated according to different
regulations: the first one under the Code on Social Insurance /CSI/ and the next two under the
Social Assistance Act /SAA/. The benefits provided under SAA are subjected to the same rule
as those under FACA, i.e. the scope of the income tests excludes any benefit received under
SAA.

Benefits which entitlement is granted after a submission of a medical evidence for a type/level
of disability or pregnancy/childbirth are assumed to have fulfilled this condition. Such
benefits are the social invalidity pension, supplement for care by assistant, cash benefit for
pregnancy and childbirth, cash benefits for bringing up child up to 2 years of age, monthly
child allowance for bringing up a permanently disabled child up to 18 years of age and until
completion of secondary education.

Following the logic of the social protection system, the last benefit in the order of simulation
should be the social assistance for low income — if the family unit does not have any other
sources of income (which otherwise can be received due to various circumstances, e.g.
retirement and/or old age, large multi-child families, health problems and/or disability, etc.) or
the income is at a very low level, the system evaluates the necessity of income support at a
level related to GMI.
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2.2 Order of simulation and interdependencies

Table 2.4 EUROMOD Spine: order of simulation, 2014-2017

Policy Description Main output
SetDefault_bg Set default values
UAA bg Uprating by Average Adjustment (switch policy, off in
Uprate_bg the baseline)
Uprating factors
Uprate_bands_hg Uprating pensions in bands
ConstDef bg Definition of constants used in the simulation
lldef _bg Definition of income lists
Tudef_bg Definition of tax and benefit units
TCA bg correction for tax evasion: 1) UDB SILC - comparing
yem_bg gross and net income from employment; 2) UDB

SILC+ national SILC variables - using information on
base for calculating SIC (switch policy, on in the

baseline)
neg_bg Recoding negative values of self-employment income
to 0
tscer_bg Employers social insurance contributions ils_sicer
tscee_bg Employees social insurance contributions ils_sicee
tscse_bg Self-employed social insurance contributions ils_sicse
bunct_bg Unemployment benefit bunct_s
bmaycct_bg Contributory maternity benefit: cash benefit for bmaycct_s
bringing up child up to age 2
bmaprct_bg Contributory maternity benefit: cash benefit for bmaprct_s
pregnancy and childbirth
bsa00_bg Social assistance - guaranteed minimum income (1% bsa00_s
run)
bsaht_bg Means tested benefit for heating (1% run) bsaht_s
bchmt00_bg Child benefit means-tested (Monthly child allowance ~ bchmt00_s

for bringing up a child until completion of secondary
education but not longer than 20 years of age)

bchedyc_bg Targeted allowance for pupils bchedyc_s

bchbals_bg Birth grant (also for adoption) bchbals_s

bmaprnc_bg Benefit for raising a child under the age of 1, non- bmaprnc_s
contributory

bchnmO1_bg Lump sum allowance for raising a child until 1 year of bchnmO1_s

age for mothers who are regular tertiary students

bchnm02_bg Lump sum allowance for raising twins until 1 year of  bchnm02_s
age

poamt_bg Social old-age pension poamt_s

bsa00_hg Social assistance - guaranteed minimum income (2" bsa00_s
run)

bsaht_bg Means tested benefit for heating (2™ run) bsaht_s

tin_bg Personal income tax tin_s

Bulgarian tax-benefit system has not undergone any substantial structural changes for the 5-
years period covered, so the spine sequence is identical for all five years. For this reason we
present only one table with the suggested order of simulation (table 2.4).

Several structural changes can be outlined for the period 2013-2016:
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e Since the beginning of 2013 incomes from interest on deposits have been included in
the annual tax base. These incomes are taxed automatically and paid directly from the bank
account (there is no information about incomes from interest on deposits in the tax
declaration) and the incomes and the taxes cannot be simulated

e The minimum monthly payment for uninsured people only for health insurance is
BGN 16.80 per month (2011-2016). As of 01.1.2017, the minimum payment is BGN 18.40
per month, as the minimum contributory income taken as a basis for the calculations has been
increased from BGN 420 per month to BGN 460 per month.

e From 2016 onwards, the definition of “family” for the purposes of the family
allowances is expanded to include cohabiting individuals who are not married but share a
common dwelling and are registered at the same current address.

The order of simulation is dependent on some interactions between particular tax and benefit
policies. For example, the entitlement for the “lump sum pregnancy grant” (a non-
contributory benefit) is granted only for those mothers who have not received “cash benefit
for pregnancy and childbirth” (a contributory benefit). Hence, the contributory cash benefit is
simulated before the non-contributory one.

The order of simulation is established as a sequence of the social transfers that can facilitate
an accurate — as much as possible — application of the income tests. These tests are conducted
on the basis of the gross income of the assessment units. In principle, no social transfer is
subjected to SIC and Personal Income Taxation (PIT) so income taxation could be positioned
at the start of the policy spine. However, in 2014 a tax exemption for employees was
introduced (abolished again in 2015) which interacts with the income received from family
and social assistance benefits. Therefore, the PIT policy is placed at the end of the policy
spine. Employee’s SIC are simulated before PIT since they are deductible from the taxable
income assessed for PIT.

2.3 Policy switches

The policy TCA_bg calibrates the results from the policy simulations by taking into account
potential tax evasion. TCA_bg is a switch policy, i.e. the model can be run both with and
without the correction taking place (i.e. the policy can be switched on or off). In the baseline,
the policy is switched on in all policy years; hence, the results are calibrated for tax evasion.
For detailed explanation on how the correction is carried out, see section 3.3.4.

UAA_bg is another switch policy in the Bulgarian model which adjusts the uprating of public
pensions. In the baseline simulations, the switch policy UAA_bg is off and public pensions
are uprated over time by taking into account the indexation rules (see section 3.4 for more
details on uprating). However, for certain research purposes e.g. nowcasting poverty figures it
might be more useful to adjust pensions by the growth in their average amounts. By doing so,
pensions will be adjusted not only according to the indexation rules but also by taking into
account compositional changes e.g. in the pensioners population. This adjustment can be
enabled by switching on the policy UAA_bg.

2.4 Social benefits

2.4.1  Unemployment benefit (o6e3merenne 3a 6e3padoruna) (bunct_s)
e Definition

The unit of analysis is the individual (tu_individual_bg).
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o Eligibility conditions

This is a contributory benefit. It is granted to a resident person who:

e is currently not entitled to an old-age pension;

e is not undertaking an economic activity requiring compulsory social insurance (i.e.
employed or self-employed; registered agricultural producer) became unemployed
involuntarily;

e has been insured for at least 9 months amid the last 15 months before the termination
of the employment;

e s registered at the Territorial Public Employment Office as an unemployed person
and is ready to accept a proposed job.

e [ncome test
Not applicable
e Benefit amount

The amount of the benefit is equal to 60% of the average gross contributory income
calculated for the assessment period which is the last 24 months (since 1% of January 2012).
The amount of the benefit shall not be lower than a certain amount (BGN 7.2 per day or
approximately 151.20 per month since 2012):

Monthly thresholds for the unemployment benefit: 2014 2015 2016 2017
Minimum (BGN) 151.20 151.20 151.20 151.20
Maximum (BGN) N/A N/A N/A N/A

The benefit is provided for a duration that depends on the length of the contribution history at
the moment of benefit assessment. The following table contains the duration of the payment
(until 31.12.2016):

Contribution

. 0to 3 3to5 5t0 10 10to 15 | 15t020 | 20to 25 | Over 25
period (years)

Payment period

(months) 4 6 8 9 10 11 12

As of 01.1.2017, the periods are determined according to the duration of the contributory
history acquired after 31.12.2001, as follows:

Contribution period

(years, after 0to3 3to6 6t09 9to 12 Over 12
31.12.2001)

Payment period 4 6 8 10 12
(months)

EUROMOD Note: The estimation of contributory history is based on the variable for time
spent in work (liwwh). Previous earnings for those who are observed to receive the
unemployment benefit in SILC survey are imputed based on the amount of the benefit (using
the inverse function). For those not observed to receive the unemployment benefit in SILC,
previous earnings are assumed to be equal to either current earnings or to estimated income
from employment. In addition, changes in the unemployment benefit eligibility rules apply to
the cases when the employment has been terminated after 01.1.2017. Taking into account that
the employment status of the individuals in the sample refer to a period before 01.1.2017,
these changes are not currently incorporated into the model.
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The table below provides a summary of the benefit characteristics (those simulated in
EUROMOD):

2014-2017
Eligibility  Contribution period Last 2 years
Other conditions No receipt of old-age pension, aged 16+ and not
above retirement age
Eligibility of self-employed n/a
Payment  Contribution base Gross earnings
Basic amount 60% of previous gross earnings
Additional amount n/a
Floor BGN 151.20 per month
Ceiling n/a
Duration  Standard (in months) Between 4 and 12 months
Special cases (in month) n/a
Subjectto  Taxes No
SIC No

2.4.2  Contributory maternity benefit for pregnancy and childbirth (o6e3merenne 3a
opemennoct u maiiuuncTio) (bmaprct_s)

o Definition
The unit of analysis is the family (tu_bmaprct_bg).

o Eligibility conditions

This is a contributory benefit provided to mothers who have been insured for a certain period
before the childbirth. There is a minimum contributory period at the time the benefit is
claimed:

Years 2014 | 2015 | 2016 | 2017
Contributory period 12 months

e Income test
Not applicable

e Benefit amount

The amount of the benefit is 90% of the average gross contributory income for the last 24
calendar months (24 months — in 2013; 18 months in 2014; 24 months — since 1% of January
2015). The amount of the benefit should not be lower than the statutory minimum wage and
not higher than the person’s net wage:

Thresholds 2014 2015 2016 2017
Minimum (BGN) Minimum monthly wage
Maximum (BGN) Person’s net wage
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The benefit is paid for a particular period linked to the birth date. It is split into two parts: (1)
45 days — before the anticipated date of birth delivery; (2) the rest of the days — after the birth.

Years 2014 2015 2016 2017

Payment period 410 days (45/365)

EUROMOD Note: The estimation of contributory history is based on the variable for time
spent in work (liwwh). Previous earnings for those who are observed to receive the cash
benefit for pregnancy and childbirth in SILC are imputed based on the amount of the benefit
(using the inverse function). For those not observed to receive the benefit in SILC, previous
earnings are assumed to be equal to either current earnings or to an estimated income from
employment.

2.4.3  Birth grant (exnoxparua nomomur npu paxkaane) (bchbals_s)

e Definition
The unit of analysis is the family (tu_bmaprct_bg).

o Eligibility conditions

The benefit is a non-contributory benefit performing as a universal birth grant paid to every
mother upon childbirth. The benefit is not paid if the child is placed in a specialized child-care
institution after the birth.

e Income test
Not applicable
e Benefit amount

The amount of the benefit depends on the child rank:

Birth grant amount (BGN) 2014 2015 2016 2017
First child 250 250 250 250
Second child 600 600 600 600
Third child 200 200 300 300

Fourth and each subsequent child 200 200 200 200

2.4.4  Contributory maternity benefit for bringing up a child up to the age of 2 (06e3merenne
3a oTrJaeKaaHe Ha aere a0 2r.) (bmaycct_s)

o Definition
The unit of analysis is the family (tu_bmaycct_bg).
o Eligibility conditions

This is a contributory benefit provided to an insured mother with a dependent child of age 1
until completion of age 2. It is paid after the expiration of the pregnancy-and-childbirth leave
during which the mother receives the cash benefit for pregnancy and childbirth. There is a
minimum contributory period at the time of benefit claim:
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Years 2014 2015 2016 2017

Contributory period 12 months

However, according to the Bulgarian social insurance legislation all periods of leave (paid or
not paid) due to pregnancy and childbirth are recognized as a period of insurance.

e |ncome test
Not applicable

e Benefit amount

Years 2014 2015 2016 2017
Benefit amount 340 340 340 340
(BGN)

The benefit is paid for up to 12 months (after 1 year of age and up to 2 years of age of the
child).

EUROMOD Note: Assumptions for contributory history and previous earnings are the same
as for the cash benefit for pregnancy and childbirth (see 2.4.2).

2.4.5 Non means-tested child benefit for mothers in tertiary education (bchnm01_s)

e Definition
The unit of analysis is the family (tu_bmaprnc_bg).

o Eligibility conditions

This is a non-contributory lump sum benefit for a mother of a child up to age 1 under the
condition that she is a regular tertiary student. The benefit can be received if the child is not
placed in a specialized child-care institution. In addition, the mother shall not be insured and
shall not receive contributory maternity benefit for pregnancy and childbirth or contributory
maternity benefit for bringing up a child up to the age of 2.

e [ncome test
Not applicable
e Benefit amount

The benefit is introduced in 2009 and is determined as a fixed amount.

Year 2014 2015 2016 2017

Benefitamount (BGN) 2880 2880 2880 2880

EUROMOD Note: Since 1% of January 2016, the benefit is paid on two instalments. The first
instalment is paid immediately after the approval of the application and the second — after the
mother proves that she has been enrolled in the next semester. For the purposes of the
simulations, it is presumed that the benefit is paid in full during the policy year.
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2.4.6  Non means-tested child benefit for twins (bchnm02_s)
o Definition
The unit of analysis is the family (tu_bmaprnc_bg).

o Eligibility conditions

This is a non-contributory lump sum benefit for a mother of twins up to age 1. The benefit
cannot be received if even one of the children is placed in a specialized child-care institution.

e Income test
Not applicable
e Benefit amount

The benefit was introduced in 2009.
Year 2014 2015 2016 2017

Benefit amount (BGN) 2 400 2400 2400 2400

2.4.7  Child benefit for education (ue;reBa momoin 3a yuenuiu) (bchedyc_s)
o Definition
The unit of analysis is the family (tu_bchedyc_bg).

o Eligibility conditions

It is a non-contributory lump-sum allowance paid to a family which has one or more children
enrolled in 1% grade at state or municipal schools in the respective calendar year.

e Income test

The benefit is paid to a family with average monthly income per family member for the last
12 months up to the following threshold:

1% of January 1% of July -
Year -30" of June 31" of December

2014 2015 2016 2016 2017

Upper monthly threshold (BGN) 350 350 350 400 400

Calculation of the average income does not apply any equalization method. The income
definition for the test includes the gross income from all sources of all family members,
namely:
(1) All components of the original (market) income which are defined as taxable by PITA.
(2) All pensions:
e pension for insurance and old age /10A/;
pensions for invalidity due to general sickness;
pension for invalidity due to employment injury or occupational disease;
social old-age pension;
social invalidity pension;
survivor’s pension;
pension supplement in case of deceased spouse;
e pension from voluntary pension insurance.
(3) All contributory benefits:
e unemployment benefit (incl. the benefit for long-term unemployment);
e cash benefit for sickness due to general disease;
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o cash benefit for sickness due to employment injury of occupational disease;
o cash benefit for pregnancy and childbirth;
e cash benefit for bringing up a child up to the age of 2.
(4) All social assistance benefits and allowances:
e monthly social assistance allowance;
e targeted allowance for heating;
e monthly allowances for social integration.
(5) All tertiary education scholarships (for students, PhD and other post-graduate students).

Exceptions:
(1) All benefits granted under FACA:

e monthly allowance for bringing up child up to age of 1;

e monthly child allowance for bringing up a child until completion of secondary
education (but not longer than 20 years of age);

e monthly child allowance for bringing up a permanently disabled child up to 18 years
of age and until completion of secondary education but not longer than 20 years of
age;

e lump sum allowance upon childbirth;

e lump sum pregnancy grant;

e lump sum allowance for raising a child until 1 year of age for mothers who are
regular tertiary students;

e lump sum allowance for raising twins until 1 year of age.

e lump sum allowance in case of adoption

(2) All secondary education scholarships (for pupils still in secondary school)
(3) Supplement for care by assistant
(4) Allowances granted under the Integration of People with Disabilities Act

e Benefit amount
School year 2013/14 2014/15 2015/16 2016/17

Lump-sum amount (BGN) 250 250 250 250

EUROMOD Note: It is a lump-sum benefit paid in the beginning of the school year
(September of the respective year). The amount of the benefit is determined for a school year
(September — May of the respective calendar year). Thus, the school year differs from the
calendar year.

2.4.8  Non-contributory benefit for raising a child under the age of 1 (Meceuna momomx 3a
oTrJIeKAaHe Ha JeTe 10 1 r. Bp3pact) (bmaprnc_s)
e Definition
The unit of analysis is the family (tu_bmaprnc_bg).
o Eligibility conditions

This is a non-contributory allowance paid to mothers of children up to one year of age. The
benefit is granted under the condition that the mother is not in receipt of the cash benefit for
pregnancy and childbirth or the cash benefit for bringing up a child up to age of 2, i.e. it is
granted only to the so-called ,,non-insured mothers”.

EUROMOD Note: Some specific eligibility rules are not simulated here but a substantial
bias is not expected as a result of this.
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e Income test

The benefit is paid to individuals living in families with average monthly income per family
member for the last 12 months (preceding the childbirth) up to the following threshold:

1% of January - 1% of July- 31"

Year 2014 2015 30" of June of December 2017
2016 2016
Upper monthly threshold (BGN) 350 350 350 400 400

The components included in the income test are the same as for benefit 2.4.7.

NB! One change is necessary in the “Exceptions” list: the current benefit (monthly allowance
for bringing up child up to age of 1) must be replaced with “targeted allowance for pupils”.

e Benefit amount
The monthly amount of the benefit is BGN 100 and is a constant for the period 2007-2017. It
is paid each month until the completion of age 1 of the child.

249  Means-tested child benefit (Meceuna momomnr 3a oTrJIeKIaHe Ha JieTe 10 3aBbPIIBAHE HA

CpeaHOTO 00pa30BaHue, HO He MO-KbCHO oT 20-rogumna Bb3pact) (bchmt00_s)

o Definition
The unit of analysis is the family (tu_bchmt00_bg).

o Eligibility conditions

This is a non-contributory allowance paid to families with children up to 18 years of age (or
20 years of age if the child is enrolled in secondary education).

e Income test

The benefit is paid to families with average monthly income per family member for the last
12 months up to the following threshold:

Year 1 of July -

ey osmwer 2017
2014 2015 2016 2016
Upper monthly threshold (BGN) 350 350 350 400 400

The components included in the income test are the same as for benefit 2.4.7.

NB! One change is necessary in the “Exceptions” list: the current benefit (monthly child
allowance for bringing up a child until completion of secondary education) must be replaced
with “targeted allowance for pupils”.

e Benefit amount

Since 1* of January 2016, the amount of the benefit is determined at family level, i.e. not per
child and depends on how many children are entitled to monthly allowances.

Year 2013 2014 2015
First child (per child) 35 35 35
Second child (per child) 35 50 50
Third child and each consequent child (per

child) 35 35 35
Twins (per child) 52.5 75 75
Permanently disabled child (per child) 70 100 100
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Note: Figures are in BGN, per month.

Year 2016 2017
Family with one child 37 37
Family with two children 85 85
Family with three children 130 130
Family with four children 140 140
Each child after the fourth +20 +20
Twins (per child) 75 75
Permanently disabled child (per child) 100 100

Note: Figures are in BGN, per month.

EUROMOD Note: Special case: (1) Until 1% of January 2016, the amount of the allowance
for twins was determined as 50% higher than the standard amount of the benefit (per each
child). From 1% of January 2016, the Family Allowances Act (3axon 3a cemetinu nomowu 3a
Oeya) stipulates that when determining the amount of family allowances per family, the
amount of the allowance for twins shall be at least 1.5 times the amount of the allowances for
family with one child. The exact amount is determined in State Budget Act and in 2016 it is
BGN 75 per month per each child. (2) Until 1* of January 2016, the amount of the allowance
for a child with permanent disability (i.e. with reduced capacity level of 50% or more) was 2
times the amount of the allowance for the 1% child. From 1% of January 2016, the Family
Allowances Act (3axon 3a cemetinu nomowu 3a deya) stipulates that when determining the
total amount of all family allowances to be received by a given family, the amount of the
allowance for a permanently disabled child shall be at least 2 times the amount of the
allowances for family with one child. The exact amount is determined in State Budget Act
and in 2017 it is BGN 100 per month per each child (the same amount as in 2016). The
additional monthly allowance for permanently disabled children is granted without means-
testing (this is valid for the whole period from 2014-2017).

2.4.10 Social old-age pension (poamt_s)

e Definition

The unit of analysis is the household (tu_individual_bg).
The legislation does not use the term “household” but the actual scope of the assessment unit
practically includes all individuals which cohabit with the claimant in the same dwelling.

o Eligibility conditions

This is a non-contributory benefit granted to a person who has turned 70 years of age. The
person should not be in receipt of any other pension.

e Income test

The benefit is paid to individuals living alone or in households with annual income per
household member which is below a threshold obtained as “annual Guaranteed Minimum
Income™:

Year 2014 2015 2016 2017
Monthly GMI (BGN) 65 65 65 65
Annual GMI (BGN) 780 780 780 780

The amount of the “annual GMI” for the test of particular claimant is obtained as a sum of the
monthly amounts of GMI for the last 12 months preceding the date of turning the age of 70.
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The income definition for the test includes the gross income from all sources of all
household members, namely:
(1) All components of the original (market) income which are defined as taxable by PITA.
(2) All pensions:
e pension for insurance and old age /1I0A/;
pensions for invalidity due to general sickness;
pension for invalidity due to employment injury or occupational disease;
social old-age pension;
social invalidity pension;
survivor’s pension;
pension supplement in case of deceased spouse;
e pension from voluntary pension insurance.
(3) All contributory benefits:

e unemployment benefit (incl. the benefit for long-term unemployment);

e cash benefit for sickness due to general disease;

e cash benefit for sickness due to employment injury of occupational disease;

e cash benefit for pregnancy and childbirth;

e cash benefit for bringing up a child up to the age of 2.

(4) All family benefits:

e monthly allowance for bringing up child up to age of 1;

e monthly child allowance for bringing up a child until completion of secondary
education but not longer than 20 years of age;

e monthly child allowance for bringing up a permanently disabled child up to 18 years
of age and until completion of secondary education but not longer than 20 years of
age;

o targeted allowance for pupils;
lump sum allowance for raising a child until 1 year of age for mothers who are
regular tertiary students;

e lump sum allowance for raising twins until 1 year of age;

e lump sum allowance in case of adoption.

(5) Irregular income sources (e.g. lottery winnings, bequests, etc.).

Exceptions:
(1) All benefits granted under LSA:

e monthly social assistance allowance;
e targeted allowance for heating.
(2) Supplement for care by assistant
(3) All allowances for social integration of disabled people
(4) Lump sum pregnancy grant
(5) Lump sum grant upon childbirth.

e Benefit amount

Year 2014 2015 2016 2017
Social old-age pension
111.50 114.08 116.65 119.56

Note: Figures are in BGN, annual averages, per month. The 2017 data is based on the
legislation currently in force, i.e. on the presumption that as of 1% of July all pensions will be
increased by 2.4%.

EUROMOD Note: At the time of writing, the social old-age pension is part of the UDB
aggregated variable for old-age pensions (PY100, EUROMOD variable poa). So the social
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old-age pension is not double counted in household net income — once as poamt_s and once as

part of poa — we do not include it in household disposable income.

2.4.11 Targeted allowance for heating (ueesa momon 3a oromenue) (bsaht_s)

o Definition
The unit of analysis is the household (tu_hh_bg).

o Eligibility conditions

This is a non-contributory allowance granted to lone persons or households with low incomes.

e Income test

The allowance is granted to households whose average income per household member is
below the threshold of the so-called “Differentiated Minimum Income for Heating” (DMIH).

The following table contains the levels of DMIH for various categories of persons.

Category of person 2013 2014-2017
person living alone 233.08% 233.08%
person with reduced working capacity of 50% or more living

alone 272.68% 272.68%
orphan child 219.88% 219.88%
lone parent with one or more children aged under 18 (under 20

for children attending school) 272.68% 272.68%
two spouses living together (per each spouse) 167.08% 167.08%
child aged between 0-18 (up to 20 when studying) 180.28% 180.28%
child with permanent disabilities 219.88% 219.88%
child accommodated in relatives’ family or in foster family (as a

result of a child protection measure) N/A 224.68%
person cohabiting with other persons 224.68% 224.68%
pregnant woman 45 days before the term 206.68% 206.68%
parent taking care of a child under age of 3 206.68% 206.68%
person over the age of 70 206.68% 206.68%
person over the age of 75 living alone 297.88% 297.88%
person over the age of 65 living alone 311.08% 311.08%
person with reduced working capacity of 50% or more 206.68% 206.68%
person with reduced working capacity of 70% or more 246.28% 246.28%
person with reduced working capacity of 90% or more 297.88% 297.88%

Calculation of the average income does not apply any equalization method. The income

definition for the test is the same as defined for 2.4.10.
Exceptions:

(1) All benefits granted under LSA: monthly social assistance allowance.

(2) Supplement for care by assistant

(3) All allowances for social integration of disabled people
(4) Lump sum pregnancy grant

(5) Lump sum grant upon childbirth.

EUROMOD note: While determining the right to a benefit, the income from pensions,
determined after 01.07.2008, shall be reduced by a coefficient equal to 1.302 (1.269 - heating

seasons 2015/2016; 1.245 for the heating season 2014/2015).
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e Benefit amount

The amount of the benefit is determined by the Minister of Labour and Social Policy for each
“heating season” (a period of 5 months: from 1% of November to 30" of March). The
allowance for electricity, solid fuel and natural gas is paid to the beneficiary in accordance
with the following schedule: 1) for November and December — not later than the month in
which the allowance is granted; 2) for January, February and March — not later than 31
January. The allowance for central heating is paid by the Social Assistance Agency to the
given heating companies, i.e. in that case this is in-kind (not cash) benefit. It is paid for each
month of the heating season. The amount of the allowance is the same for all heating types.

2013/2014 heating 2014/2015 heating 2015/2016 heating 2016/2017 heating
season season season season

Benefit amount 65.72 72.20 72.20 72.46

Note: Figures are in BGN, per month of the heating season.

2.4.12 Monthly social assistance allowance (guaranteed minimum income) (meceuna
conuaHa nomour nmopaau nucku goxoau) (bsa00_s)

o Definition
The unit of analysis is the household (tu_hh_bg). See also the definition in 2.3.14.
o Eligibility conditions

e This is a non-contributory allowance granted to households with low incomes.
However, there are particular categories of persons who are non-eligible for this
benefit. If such persons are part of the household, then they should be removed from
the assessment unit. These categories are:

e persons who have relatives that are legally obliged to maintain them;

e persons accommodated for more than 30 days in medical, social, military or other
institutions;

e persons studying in high schools or in evening form of education, including pupils
who are enrolled in private schools (exceptions: disabled persons, pregnant women,
and parents caring for a child up to age 3);

e persons who have refused cultivating state or municipal land suggested to them.

In addition, the right to monthly social assistance benefits depends on the following
conditions:

e the claimant should live in a lodging composed of maximum 1 room per household
member;

¢ the claimant should not be registered as sole proprietor and should own shares of the
capital of an economic undertaking;

o the claimant should not have shares or equities above 500 BGN;

e the claimant should not possess mobile and immobile assets that can be a source of
income, except for the belongings that serve the usual needs of the family (this is
evaluated by the social worker);

e the claimant should not have contracts for a transfer of property in return for the
obligation for support and care (e.g. caring for lone elderly owners);

o the claimant should not have acquired residential or summerhouse property or ideal
parts of such property through purchase or donation during the last 5 years;

e claimants who are unemployed people should have a registration at local public
employment offices for at least 6 months prior the application and should not have
declined a job or training offer (this requirement is not applicable for single parent
taking care for a child below 3 years of age; a person with permanently reduced
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working capacity of 50% or more; people taking care for a severely diseased family
member; people with mental disorders).

EUROMOD note: It is assumed that all additional requirements for granting a monthly social
assistance allowances are met.

e Income test

The allowance is granted to households whose average income per household member is
below the threshold of the so-called “Differentiated Minimum Income” (DMI). DMI is
determined for each category of a beneficiary as a percentage of GMI. It is calculated for each
individual depending on her/his age, health, family and educational status. The sum of all
DMIs represents the DMI for the whole assessment unit (the household). The following table
contains the levels of DMI for various categories of persons:
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Category of person 2014 2015 2016 2017
person over the age of 75 living alone 165.0% 165.0% 165.0% 165.0%
person over the age of 65 living alone 140.0% 140.0% 140.0% 140.0%
person over the age of 65, cohabiting with other

persons 100.0% 100.0% 100.0% 100.0%
person under the age of 65 living alone 73.0% 73.0% 73.0% 73.0%
person under the age of 65, cohabiting with other

persons 66.0% 66.0% 66.0% 66.0%
two spouses living together (per each spouse) 66.0% 66.0% 66.0% 66.0%
person with reduced working capacity of 50% or

more 100.0% 100.0% 100.0% 100.0%
person with reduced working capacity of 70% or

more 125.0% 125.0% 125.0% 125.0%
child aged between 0 and 16 (up to 20 if attending

school) 91.0% 91.0% 91.0% 91.0%
child aged between 7 and 16 (up to 20 if attending

school), if having 5 or more unexcused absences

from school 30.0% 30.0%  30.0% N/A
child aged between 5 and 16 (up to 20 if attending

school), if having 5 or more unexcused absences

from school N/A N/A N/A  30.0%
child aged between 7 and 16 and not attending

school 20.0% 20.0% 20.0% N/A
child aged between 5 and 16 and not attending

school N/A N/A N/A  20.0%
child aged 0-18 (up to 20 when studying) — if a

certificate asserting that all statutory immunisations

and medical examinations are passed is not

presented 30.0% 30.0% 30.0% 30.0%
child aged 16-18, not attending school and is

registered at a local public employment office N/A N/A N/A  66.0%
children (up to 20 when studying) if it is not proved

that all mandatory immunisations and preventive

medical checkups and done N/A N/A N/A  30.0%
orphan or child accommodated in a host family 100.0% 100.0% 100.0% 100.0%
child with permanent disability 100.0% 100.0% 100.0% 100.0%
lone parent taking care of a child under age of 3 120.0% 120.0% 120.0% 120.0%
lone parent with one or more children aged under 16

(under 20 if attending school) 100.0% 100.0% 100.0% 100.0%
pregnant woman 45 days before the term 100.0% 100.0% 100.0% 100.0%
parent taking care of a child aged under 3 100.0% 100.0% 100.0% 100.0%

Calculation of the average income does not apply any equalization method. The income

definition for the test is the same as defined for 2.4.10.

Exceptions:

(1) All benefits granted under SAA: targeted allowance for heating.

(2) Supplement for care by assistant

(3) All allowances for social integration of disabled people

(4) Lump sum pregnancy grant
(5) Lump sum grant upon childbirth.
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e Benefit amount

The amount of the benefit is determined as a difference between the DMI of the household
and the gross family income from all sources, excluding the aforementioned exceptions.

Example: The household consists of: two adults (spouses), one child aged 16 and studying,
and one more adult aged up to 65. Those persons do not have any sources of income but
social assistance benefits.

Step 1: Calculating DMI

DMI = DMI 1st spouse (66% GMI) + DMI 2nd spouse (66% GMI) + DMI 1st adult (66%
GMI) + DMI child (91% GMI) = BGN 42.9 + BGN 42.9 +BGN 42.9 + BGN 59.2 = BGN
187.85

Step 2: Calculating incomes

All cohabiting persons don’t have any incomes in the defined range, i.e. their income is 0.
Step 3: Calculating benefit amount

Benefit = DMI — incomes = 187.85 - 0 = 187.85

2.5 Social contributions

Depending on the occupation and the risk undertaken at work individuals may refer to I-st, Il-
nd or 1ll-rd labour category. Based on the category employer’s SIC vary. However, labour
category of employees is not directly recorded in SILC survey data. Hence, it is assumed that
all employees in the sample belong to the 111-rd labour category. This assumption is based on
the fact that the vast majority of employees (over 95%) are hired under I11-rd category labour
regime. An underestimation bias could be expected regarding the simulation of SIC that are
due to the employers. However, this bias is of minor significance because cases of
employment on ll-nd and especially on I-st category are rarely met in the population of
employed.

The social insurance and personal income taxation systems have not undergone substantial
structural changes for the period after 2008. For all cases of simulation of social insurance
contributions, health insurance contributions and personal income taxes the tax unit is
tu_individual_bg.

2.5.1  Employee social contributions (ils_sicee)

Liability to contributions:

e The employee social contributions for Pension fund are compulsory paid by all
employees hired on a Labour Contract and on Civil Contract.

e The employee social contributions for General Sickness and Maternity Fund and
Unemployment Fund are compulsory paid by all employees hired on a Labour
Contract.

o For the public employee (civil servants, military, judicial system) the total amounts of
compulsory SIC is paid by the State.

o If the employee is simultaneously in receipt of a pension, then he/she has a duty only
for health insurance. Pensioners hired on a Civil Contract are excluded from the range
of compulsory insured. Pensioners working under a Labour Contract, can decide to
pay social insurance contributions (with the exception of contributions to
Unemployment Fund) on a voluntary basis.

Income base used to calculate contributions:
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Cl includes all gross incomes from hired employment on Labour Contract and Civil
Contract received during the month.

There is a minimum threshold for the monthly contributory base. The threshold varies
by profession of the employee and economic activity of the company where the
employee is hired.

There is a maximum threshold (table 2.5.1) for the monthly contributory base when
the compulsory SIC are assessed — they are not due on the fraction of income beyond
the threshold.

Table 2.5.1 Social insurance contribution rates for employees at Labour Contract

2014 2015 2016 2017
1. Pension Fund
1.a. PF rate for persons born before 1960 7.9 7.9 7.9 8.34
1.b. PF rate for persons born after 1959 5.7 5.7 5.7* 6.14*
2. Supplementary Mandatory Pension Insurance
Fund (Universal Pension Funds)
2.a. SMPIF rate for persons born before 1960
2.b. SMPIF rate for persons born after 1959 2.2 2.2 2.2* 2.2*
3. General Sickness and Maternity Fund 1.4 1.4 1.4 1.4
4. Unemployment Fund 0.4 0.4 0.4 0.4
5. Work Injury and Occupational Disease Fund
Total 9.7 9.7 9.7 10.14
Upper threshold for the contributory income 2400 2600 2600 2600
(BGN)
Minimum wage (BGN) 340  360**380/ 420 460
Average contributory income (BGN) 683 726 770 809***

Notes: * Since 1% of January 2016, people insured in Universal Pension Funds (have been
given the opportunity to decide whether to remain insured only in the State Public Social
Insurance with rate 7.9% (see p.14)for 2016 and 8.34 for 2017

** from 01.01.2015 to 30.06.2015 — 360 lv, from 01.07.2015 — 380 Iv

*** This figure is a forecast included in the draft Law on the Budget of the State Public Social
Insurance for 2017.

EUROMOD notes:

The following assumptions are made:

The first one concerns the minimum thresholds for the monthly contributory base.
The survey does not provide data for reliable identification of each category for
which a different minimum threshold is normatively set. Furthermore, in EU-SILC
there are about 5 percent (weighted) of people who report employment income lower
than the minimum wage level — they may belong to a labour category with lower
minimum threshold than the minimum wage or they may be involved in the informal
economy. Because of lack of data, in the simulations we have not taken into account
for the minimum thresholds.

Labour remuneration for each month of the year is not available in EU SILC survey.
Hence, the average monthly amount of the earnings is assessed on the basis of the
annual gross employment income (PY010G) and the number of months in hired
employment as declared by the individual during the survey.

Due to lack of reliable data about remunerations received on Civil Contracts in the
EU SILC survey the gross earnings from Civil Contracts are merged with the major
source, i.e. the earnings from Labour Contracts. For this reason, an overestimation
bias could be expected regarding the compulsory SIC. However, this bias is of minor
significance due to the following reasons:
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a. Partial exemption. The gross remuneration on a Civil Contract is reduced for social
insurance and income tax purposes by the standard exemption applied to obtain CI.

b. Low levels of SIC rates on the skipped items. The total rates applied on CI from
Labour and Civil Contracts differ by less than 2 percentage points.

c. Low share in the total employment income. The share of employers’ SIC revenue
from this source is about 1% of total revenues from Labour and Civil Contracts (NSSI
Yearbooks 2011-2013).

2.5.2  Employer social contributions (ils_sicer)

The clauses stated in the preceding section 2.5.1 (regarding the employee share of SIC) are
valid also for the SIC due by the employers. Hereafter only the specific issues are presented
regarding the duties of the employer of an employee hired on a Labour Contract, on a Civil
Contract, or as a Public Servant.

Since this is the typical case of a regular labour relation, SIC due to the employer are set in
more detail (Table 2.5.2. 1a)

e The duty on “Work Injury and Occupational Disease” /WIOD/ Fund varies from
0.4% to 1.1% depending on the type of economic activity of the employer.

e For employees working under the I-st or 1I-nd category Labour Contract an additional
component emerges regarding the second pillar — contribution to Professional Pension
Fund. The rates on this fund increase from O (for category Il1) to 7% (category II) and
12% (category 1). The rate applied for the Ill-rd category (allocated to a Universal
Pension Fund) is held constant for all three categories

Table 2.5.2a

Labour Category IlI 2014 2015 2016 2017
1. Pension Fund

1.a. PF rate for persons born before 1960 9.9 9.9 9.9 10.46
1.b. PF rate for persons born after 1959 7.1 7.1 7.1*  7.66

2. Supplementary Mandatory Pension Insurance
Fund (Universal Pension Fund)
2.a. SMPIF rate for persons born before 1960 - -

2.b. SMPIF rate for persons born after 1959 2.8 2.8 28*  2.8*
3. General Sickness and Maternity Fund 2.1 2.1 2.1 2.1
4. Unemployment Fund 0.6 0.6 0.6 0.6

5. Work Injury and Occupational Disease Fund 0.7** 0.7** 0.7%* 0.7**

Total 133 133 133 13.86

* Since 1% of January 2016, people insured in Universal Pension Funds have been given the
opportunity to decide whether to remain insured only in the State Public Social Insurance with
rate 9.9% for 2016 and 10.46 for 2017(see p.14)

** on average

EUROMOD Notes:

e The exact WIOD rate is not simulated since it is infeasible to identify the necessary
categorization of the employer in the EU SILC survey data. For simulation purposes a
uniform value is assigned at the mean level (0.7%).

e It is assumed that all employees belong to the I11-rd labour category. That is why for
the simulation of the policy “SIC paid by employers” only the Ill-rd category
contributory rates are considered. Table 2.5.2.1b shows the SIC for I-st and Il-nd
labour categories.
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e Contributions for hired employment on Civil Contract are not simulated in 2014 -
2017 policy systems (see EUROMOD Note in 2.5.1).

Table 2.5.2b SIC rates for employers-insurers on Labour Contract — Ist and Il-nd

category

Labour Category Il 2014 2015 2016 2017
1. Pension Fund
1.a. PF rate for persons born before 1960 12.9 12.9 12.9 13.46
1.b. PF rate for persons born after 1959 10.1 10.1  10.1* 10.66*
2. Supplementary Mandatory Pension Fund
2.a. SMPIF rate for persons born before 1960
PPF (Professional Pension Fund) 7.0 7.0 7.0%* 7.0%*
UPF (Universal Pension Fund)
2.b. SMPIF rate for persons born after 1959
PPF (Professional Pension Fund) 7.0 7.0 7.0** 7.00**
UPF (Universal Pension Fund) 2.8 2.8 2.8* 2.8*
3. General Sickness and Maternity Fund 2.1 2.1 2.1 2.1
4. Unemployment Fund 0.6 0.6 0.6 0.6
5. Work Injury and Occupational Disease 0.7%** Q.7%** (Q.7*%**  (Q.7*%**
Fund
Total 23.3 23.3 23.3 23.86
Labour Category | 2014 2015 2016 2017
1. Pension Fund
1.a. PF rate for persons born before 1960 12.9 12.9 12.9 13.46
1.b. PF rate for persons born after 1959 10.1 10.1  10.1*  10.66**
2. Supplementary Mandatory Pension Fund
2.a. SMPIF rate for persons born before 1960
PPF (Professional Pension Fund) 12.0 120 12.0**  12.0**
UPF (Universal Pension Fund) - - -
2.b. SMPIF rate for persons born after 1959
PPF (Professional Pension Fund) 12.0 120 12.0** 12**
UPF (Universal Pension Fund) 2.8 2.8 2.8* 2.8*
3. General Sickness and Maternity Fund 2.1 2.1 2.1 2.1
4. Unemployment Fund 0.6 0.6 0.6 0.6
5. Work Injury and Occupational Disease 0.7*** Q.7%** (Q.7*%**  Q.7*%**
Fund
Total 28.3 28.3 28.3 28.3

*Since 1% of January 2016, people insured in Universal Pension Funds have been given the
opportunity to decide whether to remain insured only in the State Public Social Insurance
with an increased pension contribution 12.9% for 2016 and 13.46 for 2017(see p.14)

** Since 1% of January 2016, people insured in Professional Pension Funds have been given
the opportunity to decide whether to remain insured only in the State Public Social Insurance
with an increased pension contribution — 7% additional for Labour Category Il and 12%
additional for Labour Category I. (see p.14)

*** on average

2.5.3  Self-employed social contributions (ils_sicse)

Self-employed individuals have a legal duty to contribute to social insurance funds at a
minimum level which covers only pension and health insurance. The rates for this compulsory
state social and health insurance are presented in table 2.4.3.

e A self-employed individual can choose a particular monthly value for her
contributory base which could be higher than the minimum threshold and up to the
ceiling.
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e Compulsory SIC are due by entrepreneurs and other self-employed only for those
months during which they have conducted business activity (i.e. have maintain
records for business expenditures and revenues).

e Self-employed individuals can decide to pay contributions to General Sickness and
Maternity Fund of the State Public Social Insurance on a voluntary basis.

Table 2.5.3 Social insurance contribution rates for self-employed

2014 2015 2016 2017
1. Pension Fund 178% 178% 17.8% 18.8%
Lower threshold 420 420 420 460
Upper threshold 2400 2600 2600 2600
Lower threshold for the contributory base for registered agricultural or tobacco
producers:
If this is their only source of income
(25%)
If there are also other sources (50%) 240 300 300 300

Note: * The minimum threshold depends on the taxable income for the previous year:

For 2014-2106 up to 5400 BGN — 420 BGN; from 5401.01 to 6500 BGN - 450 BGN; from 6501.01 to
7500 BGN - 500 BGN; for 7500.01 BGN and more— 550 BGN. For new self-employed and for self-
employed without incomes form previous year the threshold is 420lv.

For 2017 up to 5400 BGN - 460 BGN; from 5401.01 to 6500 BGN — 500 BGN; from 6501.01 to 7500
BGN - 550 BGN; for 7500.01 BGN and more— 600 BGN. For new self-employed and for self-
employed without incomes form previous year the threshold is 460lv.

EUROMOD Note: Due to lack of data in EU-SILC, we have assumed that the contributory
income for each self-employed is equal to her income from self-employment. Self-employed
individuals can expand the range of the insurance risks by deliberately contributing to
“General Sickness and Maternity” Fund but this decision cannot be taken into account in the
simulation.

2.5.4  Health insurance contributions

e The health insurance contributions are legal duty for all citizens in Bulgaria.

e The employees and employers pay different proportions from the rate of health
insurance contributions

e Health insurance contributions are due by entrepreneurs and other self-employed
only for all months in the year

e The state budget contributes to the health fund for the pensioners, registered
unemployed, individuals under 18 years, students in the tertiary education and public
employees

e The unregistered unemployed, economically inactive and other uninsured people have
the duty to pay health insurance contributions

o If a pensioner continues to work after retirement only the health insurance element
(and no other SIC) is still due.

e The health insurance total rate is 8% for the period 2014-2017

e By labour contract or other contractual hired work the rate is split into 4.8% due to
the employers and 3.2% due to the employees

e The minimum and maximum thresholds for the contributory income for the health
insurances are the same as those for other social insurances (table 2.5.1 for employee
and 2.5.3 for self-employed)

e The monthly payment for uninsured people only for health insurance 16.80 BGN in
2014—2016, 18.40 BGN for 2017.
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2.5.5  Credited insurance contributions (ils_sicct)

Credited insurance contributions are the typical case for hired employment in the public
administration system. Other special cases of central government jobs (e.g. military, judicial,
and law enforcement employees) have almost the same treatment by the compulsory social
insurance, thus no separate simulation is conducted about them. Table 2.5.5 contains the total
SIC rates which are entirely due by the employer of public employees (ho contributions are
paid by the employees), up to the maximum thresholds.

Table 2.5.5Sacial insurance contribution rates for employers-insurers of Public Servants

2014 2015 2016 2017

1. Pension Fund

1.a. PF rate for persons born before 1960 178 17.8 17.8 18.1
1.b. PF rate for persons born after 1959 128 1238 12.8* 13.1*
2. Supplementary Mandatory Pension Insurance

Fund (Universal Pension Funds)

2.a. SMPIF rate for persons born before 1960

2.b. SMPIF rate for persons born after 1959 5 5 S5* S5*
3. General Sickness and Maternity Fund 3.5 3.5 3.5 35
4. Unemployment Fund 1 1 1 1
5. Work Injury and Occupational Disease Fund 0.7 0.7 0.7 0.7
6. Health insurance 8 8 8 8
Total 31.0 31.0 31.0 31.3

Upper threshold for the contributory income 2400 2600 2600 2600

*Since 1* of January 2016, people insured in Universal Pension Funds have been given the
opportunity to decide whether to remain insured only in the State Public Social Insurance
with an increased pension contribution 17.8%(see p.14)

EUROMOD Note: Identification of such employees is informed by the EU-SILC survey
concerning the type of hired employment contracts on the main job as declared by the
individuals for the respective income year.

2.6 Personal income tax (tin_bg)

2.6.1 Taxunit

e PIT system in Bulgaria in 2014-2017 is based on the taxation of the individual (The
unit of analysis is the individual (tu_individual_bg))

e PIT is due by any resident person who has earned income from one or more taxable
sources in Bulgaria or from abroad during the fiscal year. It is assumed that an
individual having one or more sources of taxable income different from the earnings
from employment on Labour Contract or on Public Servant Contract has submitted a
Tax Declaration about her income

2.6.2 Exemptions

A wide range of sources are exempted from personal income taxation (27 items explicitly
defined in PITA). The main sources of income that are not included in the range of taxable
income are:

(a) all social insurance benefits and social assistance allowances;

(b) income from private pension insurance (after regularly obtaining the right for
pension);
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(c) since the beginning of 2013 incomes from interest in local commercial banks on
deposits are taxed automatically and paid directly from the bank account (there is no
information about incomes from interest on deposits in the tax declaration)

(d) income from interest on treasury bills and bonds issued by the central or local
governments;

(e) insurance indemnities and compensations received;

(f) income obtained by registered agricultural or tobacco producers from selling
unprocessed agricultural goods;

(g) as of 01.1.2017 - prizes given in the form of a supplementary game or an
insignificant amount of prize money from slot machines within the meaning of the
Gambling Act, as well as the cash and the object profits from gambling games
organized under a license issued under the Gambling Act.

2.6.3  Tax allowances

Tax deductions (allowances) are applied in humerous sections of the Tax Declaration where
each itemized tax base is obtained for every taxable income source. Table 2.6.3.1 presents the
deductions from the major income sources that constitute the consolidated tax base on PIT.
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Table 2.6.3.1 Derivation of itemized tax bases from the main income sources

1. Earnings from Labour Contract 2014 2015 2016 2017
Gross earnings
SIC 790% 7.90%  7.90%  8.34%
HIC 3.20% 3.20% 3.20% @ 3.20%
Tax base = Gross earnings — SIC — HIC
2. Earnings from Civil Contract 2014 2015 2016 2017
Gross earnings
Normatively recognised expenditures (NRE) 25% 25% 25% 25%
Taxable income = Gross earnings — NRE
SIC 790% 7.90%  7.90%  8.34%
HIC 3.20% 3.20% 3.20%  3.20%
Tax base = Taxable income —SIC — HIC
3. Income from self-employment as sole entrepreneur 2014 2015 2016 2017
Gross self-employment earnings
SIC 17.80% 17.80% 17.80%  18.8%
HIC 8% 8% 8% 8%
Tax base = Gross earnings — SIC — HIC
4. Other sources of self-employment income 2014 2015 2016 2017*
Gross self-employment earnings from each source
NRE (separate by income source)
o Freelance professions 25% 25% 25% 25%
o Agricultural activity (processed products) 40-60% 40-60% 40-60% 40-60%
e Forestry and fishery activity 40% 40% 40% 40%
¢ Income from crafts, trade with decorative plants 40% 40% 40% 40%
o Artistic/performance activities 40% 40% 40% 40%
e Income from authorship rights (scientific/art products)  40% 40% 40% 40%
Taxable income = Gross Earnings — NRE
SIC 178% 178% 17.8%  17.8%
HIC 8% 8% 8% 8%
Tax base = Taxable income —SIC — HIC
5. Incomes from renting (real estate, non-financial 2014 2015 2016 2017
assets)
Gross income
NRE 10% 10% 10% 10%
Taxable income = Gross income — NRE
SIC - - - -
HIC 8% 8% 8% 8%

Tax base = Taxable income -SIC — HIC

The tax allowances are subtracted from the consolidated tax base before the final calculation
of PIT duty. The final tax base is obtained by reduction of the consolidated tax base by the

amount of allowances. These allowances are stipulated in annual values.
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Table 2.6.3.2 Tax allowances from the consolidated tax base

Allowances (annual amounts) 2014 2015 2016 2017
1. Standard deduction for permanently disabled persons, BGN up to up to up to up to
(i.e. with 50% or higher level of disability) 7920 7920 7920 7920

2. Deduction for voluntary social, unemployment, health and life 10% 10% 10% 10%
insurance (max.% from the consolidated tax base)
3. Standard child deduction

For 1 child (BGN) - 200 200 200
For 2 children (BGN) - 400 400 400
For 3 and more children (BGN) - 600 600 600
For permanently disabled child (BGN) - 2000 2000 2000
4. Deduction of bequests (max.% from the consolidated tax base)
¢ For social and health institutions, Red Cross, NGOs 5% 5% 5% 5%
e For sponsoring cultural events or products 15% 15% 15% 15%
o For the National Fund “Children’s Health” 50% 50% 50% 50%

In the period 2014 — 2017 there is a specific tax allowance for young families with mortgage.
The amount of the mortgage interest paid during the year is subtracted from the annual
consolidated tax base. The tax allowance for mortgage interest can be applied, if the family
fulfill the following conditions simultaneously:

1. The mortgage contract is signed by a person with a registry marriage.
2. At least one of the married partners is below 35 years old.
3. The home with the mortgage is the only dwelling owned by the family.

The mortgage interest tax allowance is valid only for interests paid on the first 200 000 leva
(50 000 Euro) of the principal amount.

The mortgage interest tax allowance can be taken only by one of the partners.

Since 1% of January 2017 new specific tax allowance is introduced. It is connected with the
non-cash transactions. The allowance is 1% from the tax duty, but no more than 500 BGN.
The tax allowance can be applied if:

1. All incomes are received by bank transactions.
2. The non-cash transactions are 80% or more from all incomes.

On the first stage, the consolidated tax base is obtained by summing-up all itemized tax bases
from the specified taxable income sources. On the second stage, the final consolidated tax
base is further reduced by the allowances in Table 2.6.3.2 (if applicable to a particular
individual).

2.6.4  Taxschedule

The tax rate for 2014-2017 is flat: 1090 of the final consolidated tax base.

Only in 2014 for earnings from labour contract up to 4080 (on annual bases) PIT is not
due. PIT is currently withdrawn monthly during the year and is refunded after the submission
of the tax declaration in 2015. To use this tax credit the individual has to fulfill
simultaneously the following conditions:

1. The incomes during the year are only from labour contracts;
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2. The annual incomes from labour contracts do not exceed the amount of 4080
BGN, excluding the additional seniority bonus (i.e. additional top-up monthly
percentage for each year of labour service).

Since the beginning of 2013 incomes from interest on deposits have been included in the
annual tax base. The tax rate is 8% for 2014-2017. (for 2017 according preliminary
information the tax rate remains 8%).

3. Data

3.1 General description

The Bulgarian dataset for EUROMOD 2014-2017 simulation is derived from the EU-SILC
standard UDB 2015 (income reference year 2014). It contains the data from wave 2015 of the
Bulgarian SILC survey which is implemented as a 6-year rotating household panel survey.
The field work for the observation usually takes place in the period March_- May each year.

The 2015 EU-SILC sample is designed as a stratified two-stage cluster sample representative
for all private households in the country and is stratified by administrative districts and urban-
rural type of residence. The primary sampling units are the so called “census enumeration
clusters” and the final sampling units are the households. At the first stage, PSUs are selected
with probability proportional to size (i.e. the number of households) and at the second stage
the households are selected by systematic sampling within the respective cluster.

According to the EU-SILC general guidelines the data about living conditions, housing, and
social exclusion is collected at the household level while personal, labour, and health
information is recorded at the individual level — for each person aged 16 or over. Income
components data is partially recorded at the individual level, however, some components are
included in the household section of SILC.

Table 3.1 EUROMOD database description

EUROMOD database BG_2015 b1

Original name CrarncTriKa Ha JOXOIWTE U yciaoBuATa Ha xuBoT, 2015 (EU-
SILC, version UDB_ver 2015-1 from 01-08-16)

Provider National Statistical Institute of Bulgaria

Year of collection 2015

Period of collection 2015

Income reference period 2014

Unit of assessment Household

Sample size 4,965HH
12,017 IND

Notes: “Household” is defined as a person living alone or a group of people who live together in the
same dwelling and share expenditures, including the joint provision of the essentials of living. Family
members living together but not sharing their income and expenditure with other family members make
up separate households.

The sample for EU-SILC 2015 is selected from the sampling frame based on the Population
Census 2011. The database includes all private households and their current members residing
in the respective territory. Persons living in collective households and in institutions are
excluded from the target population. Students’ and workers’ hostels are excluded at the first
stage of selection of PSUs because these individuals rarely stay on the same addresses and are
difficult for tracing.
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The sampling frame was updated according to the administrative changes occurred regarding
the statute of some settlements (e.g. some villages were re-categorized as towns; transitions of
municipalities or settlements from one administrative district to another were ratified, etc.).
The sample is stratified by the administrative-territorial districts of the country (28 districts,
NUTS3 level) and the type of residence of the household. As a result 56 strata are formed (28
of urban and 28 of rural population). In order to apply PPS sampling of clusters the
settlements are sorted within each stratum according to the number of their population. The
clusters on the first stage are chosen with probability proportional to size (i.e. the number of
households in the PSUs). Systematic random sampling of secondary units (households) in
each selected PSU is applied and 5 households are selected from the PSU. Addresses and
household data within the selected PSUs are updated according to the Information System
“Demaography” /ISD/ data.

3.2 Data adjustment

Data adjustments were performed occasionally as a result of edit checks and other controls.
These validations were implemented for ensuring data correctness and consistency. Addresses
and household data within the selected PSUs are updated according to the Information System
“Demography” data (ISD). Data source for the natural movement and the internal migration
of the population is the National Civil Registration System. ISD were used for verifying
correctness of identifiers and for checking against previously collected information (e.g.
household composition, birth dates, gender, etc.) for those individuals who are not observed
for the first time.

Weighting factors were calculated as required to take into account the units’ probability of
selection, non-response and to adjust the sample to external data relating to the distribution of
households and persons in the target population, such as sex and age, residence or
administrative-territorial districts (NUTS 3).

All gross income values were checked whether they are equal or greater than the net values
and whether the net values are greater or equal than half the gross values (so called “soft
error” check). Also, lower and upper boundaries were used to check for most of recorded
social transfer components (e.g. social benefits, pensions) based upon the national legislation.
Extreme income values (outliers) were compared with data provided by the National Social
Security Institute (NSSI), other administrative sources, and data from previous waves.

The person-level National SILC survey records the main items of the maternity benefits that
are by nature related to the social insurance rights of the insured individuals. Though, if an
individual receives family-related social insurance benefits she is generally not eligible for
non-contributory social assistance benefits. NSI checks for consistency of data collection in
this particular case and adjusts the data records accordingly.

Relevant corrections and adjustments are conducted if necessary, e.g. if some values are
found to exceed the maximum possible amounts of unemployment, old-age, survivor,
sickness and disability benefits. Adjustments have been performed also in order to correct for
possible double registration of income components. As typical examples, in particular cases
child allowances or personal income from agriculture, property or land were found to be
recorded in both household and individual questionnaires.

During the preparations of the EUROMOD input database, in order to guarantee consistency
between demographic variables and income variables which refer to the previous year (and on
which EUROMOD simulation are based), 14 children aged 0, i.e. born between the end of the
income reference period and the date of interview, have been dropped from the sample. The
resulting sample includes 4,965 households or 12,017 individuals.
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3.3 Imputations and assumptions

3.3.1 Time period

The reference period for the various attributes is:
e demographic variables (age, marital status, education): at the date of the interview;

e economic activity status: recorded both at the date of interview (RB210) and for each
month during the income reference year (PL211A-L);

e current employment variables: at the date of the interview;
e income data: calendar year 2014 (based on 12-months period of receipt);

¢ housing, durables possessions, financial, social, and health situation of household: at
the date of the interview;

All monetary incomes in the Bulgarian part of EUROMOD database are converted into
monthly levels.

3.3.2  Gross incomes

In the Bulgarian SILC data missing values have been imputed, where necessary. Most of the
imputations have been done by National Statistical Institute in Bulgaria. A few remaining
imputations were done by the EUROMOD developer and they are described in detail in the
Data Requirement Document (DRD).

Bulgarian SILC 2015 survey provided the respondents with the option of reporting their
income net or gross at component level. From 2012 Employee cash or near cash income
(PY010) collected only net. The form in which the net amounts were recorded in the database
was net of both income tax and SIC. In the same time, each respondent was asked to record
explicitly the average contributory base on which she has been insured by the employer (or
has paid SIC as self-insured individual) during the income year. This amount was used for the
calculation of SIC and PIT duties by “forward calculation” according to the respective
legislation (about PIT and compulsory SIC).

However, when both the gross income and the information on the contributory base were
missing these amounts were imputed by “backward calculation” applying the PIT-SIC rules
on the net income. This net-to-gross conversion was performed internally by NSI without
making special adjustments for tax evasion, i.e. assuming full tax compliance. The procedure
was informed by all the relevant information available in the national SILC database.
Moreover, administrative records from NSSI were used to assist this procedure. The gross
income was obtained by summing up the assessed PIT duty and compulsory SIC to the
recorded net income.

3.3.3  Disaggregation of benefit variables

A range of UDB EU-SILC benefit variables have been obtained after aggregation of several
country-specific benefits that are recorded by the National SILC survey. The aggregation is
done by benefit function, e.g. old-age, disability, sickness, unemployment, family. A typical
case is the target variable HY052 “contributory non-means-tested family / children related
allowances” which includes the sum of maternity benefits (see 1.3.3). However, to simulate
certain policies in EUROMOD information about the entitlement of single benefits is
required. Thus, efforts were made to disaggregate the broader benefit categories by imputing
the separate components. Recipients to the separate benefits are identified based on
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information on their individual/household characteristics in SILC data and the policy rules
that were in place in 2014. For example, to disaggregate SILC variable HY052 mothers with
children aged 1-2 are first identified. The amount of HY052 they report to have received is
assigned to them. The remaining amount of HY052 is assigned to mothers with babies aged 0.
If families with no babies report to have received HY052, the residual benefit amount is
assigned to them under variable bfanmot.

Table 3.3.3.1 lists the benefits imputed into the EUROMOD input data set based on
information from the aggregated EU-SILC variables for family/maternity (HY052, HY053
and HYO054), unemployment (bun/PY090) and social assistance (HY063 and HY064)
benefits. These variables were disaggregated into as much detail as possible. After the
disaggregation, the remaining benefit amounts which could not be split further were included
in the benefits bfamtot and bfanmot (Other means-tested and non-means-tested family
benefits), bunot (Other unemployment benefits), bsaot (Other social assistance benefits) as
well as bsacm (Complementary social assistance benefits).

All benefits listed in Table 3.3.3.1 are also simulated in EUROMOD apart from the following
five benefits — bfamtot, bfanmot, bunot, bsaot and bsacm. Thus, among all imputed benefits
only these five are used in the calculation of household disposable income. The rest of the
imputed benefits are not used as their simulated in EUROMOD counterparts are taken into
account instead.
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Table 3.3.3.1 Imputed variables from EU-SILC 2015

Variable name Component of the aggregated

in !EUROMOD Variable description variable in EU-SILC
input data
Contributory maternity benefit for pregnancy
bmaprct and childbirth (o0e3meTenue 3a GpeMEeHHOCT U HY052
MaiuYMHCTBO)
Contributory maternity benefit for bringing up
bmaycct a child up to the age of 2 (00e3miereHue 3a HY052

OTTJICXKIaHEe Ha JIETe JI0 2T.)
bchbals Birth grant (emHoxparHa oMol npu paxxaaHe) HY054

Child benefit for education (uenesa nomor 3a
YUYCHULH B IIbPBH KJIAC)
Non-contributory benefit for raising a child
bmaprnc under the age of 1 (Meceuna momor 3a HY053
OTTJIeKIAaHEe Ha JIeTe /10 |1 T. Bb3pacT)
Means-tested child benefit (Meceuna momorr 3a
OTIJIeXKIaHEe Ha JIeTe 10 3aBbPIIBaHE Ha

bchedyc HY053

bchmt00 HY053
CpPeIHOTO 00pa3oBaHme, HO HE MO-KHCHO OT 20-
TOJIWIITHA BBH3PACT)
bfamtot Other means-tested family benefits The remdglaigg:? efit from
. . The residual benefits from
bfanmot Other non-means-tested family benefits HY052 and HY054
bunct Unemployment benefit (o6e3mieTenne 3a bun/PY090
Oe3paboTHia)
bunot Other unemployment benefit - assistance for The residual benefit from
dismissal (00e311eTeHNe P ChKPaLeHne) bun/PY090
Monthly social assistance allowance (guaranteed
bsa00 minimum income) (Mece4YHa mapu4Ha IIOMOLI] HY063
Topajii HUCKH JTOXOJIN)
bsaht Targeted allowance for heating (1ieneBa momorr 3a HY063
OTOIUJICHHE)
. . . The residual benefit from
bsaot Other social assistance benefits HY063
bsacm Complementary social assistance benefits HY064

Table 3.3.3.2 compares the total amount of benefits reported in national SILC (column 1) and
the total amount of benefits after our benefit disaggregation in UDB SILC (column 3). It does
the same for the total number of benefit recipients reported in national SILC (column 2) and
after benefit imputations in UDB SILC (column 4). There are two main messages from Table
3.3.3.2: First, there are quite big differences between national SILC variables and the imputed
benefits. Hence, benefit disaggregation procedures have not been successful in approximating
accurately the separate benefit components. Second, the total amount of the residual benefits
— bfamtot, bfanmot, bunot, bsaot and bsacm — comes very close to the total amount of these
benefits reported in national SILC. For it is the sum of these benefits only that enters the
calculation of household net income, we believe that our imputations provide satisfactory
results after all.
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Table 3.3.3.2 Comparison between national SILC benefit variables and imputed benefits in UDB SILC 2015

National SILC National SILC  Imputed total Imputed Ratio Ratio
2015: Total 2015: Number  amount based number of 3)/(1) @I(2)
amount of recipients  on UDB SILC recipients
(thousand) (1) 2 2015 based on UDB
(thousand) (3) SILC 2015 (4)
bfa Family benefits (total) 1,127,364 577,525 1,127,364 577,525 1.00 1.00
bmaprct Contributory maternity benefit for pregnancy and 120,804 34,538 56,182 20,089 0.47 0.58
childbirth (o6e3merenne 3a GpeMEHHOCT U
MalYUHCTBO)
bmaycct  Contributory maternity benefit for bringing up a child 64,087 43,167 79,498 28,359 1.24 0.66
up to the age of 2 (o6e3uieTeHre 3a OTrIeKAAHE HA
JieTe 1o 2r.)
bchbals Birth grant (eqrokpaTHa IIOMOIIL [IPH paXkIaHe) 15,213 35,676 12,434 33,875 0.82 0.95
bchedyc Child benefit for education (1ienesa momour 3a 1,944 8,690 4,245 28,298 2.18 3.26
YICHUIIN)
bmaprnc  Non-contributory benefit for raising a child under the 17,388 21,705 6,729 8,585 0.39 0.40

age of 1 (MeceuHa OMOII 32 OTTIIXKAAHE HA JeTe 10
1 r. BB3pacr)

bfamtot Other means-tested family benefits 499,673 501,839
bfanmot Other non-means-tested family benefits n/a n/a 237,531 123,919 n/a n/a
Lump sum benefit for pregnancy (eaHoKpaTHa ITOMOIIT 1,458 9,334 n/a n/a n/a n/a
pu OPEMEHHOCT)
Monthly child benefit for raising a child with 22,848 6,494 n/a n/a n/a n/a

permanent disability (Meceuna qobaBka 3a
OTIVICKAaHEe Ha JIeTe C TPAHHU YBPESKIAHHUS 10
3aBBIIBAHE HA CPSIHO 0Opa3OBaHHE)
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Monthly benefit for bringing up small child with 1,498 1,248 n/a n/a n/a n/a
permanent disability (Mece4Ha moMor 3a OTIIekKIaHe
HA JIeTe C TpailHu yBpEXXTaHUS 10 2 T.)

Social benefits for children accommodated at 7,741 2,710 n/a n/a n/a n/a
relatives, foster family, etc. (momonrm 3a oTriexaaHe
Ha JIeTe, HACTAHEHO B MPUEMHO CEMEUCTBO MU

OIIM3KH)
Other family benefits in National SILC 607,773 missing info n/a n/a n/a n/a
bun Unemployment benefits (total) 515,203 350,182 511,431 348,169 0.99 0.99
bunct Unemployment benefit (o6e3iereHue 3a 367,191 334,911 261,092 154,608 0.71 0.46
6e3paboTuia)
bunot Other unemployment benefit - assistance for 189,183 17,836 250,339 193,561 1.32 10.85
dismissal (o6e3iieTeHre mpu ChKpalieHue)
bsa Social assistance (total) 74,164 150,546 74,161 150,547 1.00 1.00
bsa00 Monthly social assistance allowance (guaranteed 29,226 33,172 20,399 17,256 0.70 0.52

minimum income) (Mece4YHa napuvHa MOMOII]
MOpaJii HUCKH JOXO/IN)

bsaht Targeted allowance for heating (1ieneBa momor 3a 40,743 121,826 42,373 100,959 1.04 0.83
OTOIUICHHUE)

bsaot Other social assistance benefits n/a n/a 7,832 14,348 n/a n/a
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3.3.4  Correction for tax evasion

In the simulation of social insurance contributions, income tax and means-tested family and
social assistance benefits, a correction for tax evasion has been taken into account. The
approach can be summarized as follows:

The baseline is based on the UDB dataset in which the benefit disaggregation has been
informed by imputations (BG_2015_b1). The user can apply tax evasion correction through
the policy TCA bg which is based on a comparison between net and gross employment
incomes. Under this approach, it is assumed that an individual is evading taxes if her
(positive) net and gross employment incomes are equal. The individual is assumed to be a full
tax evader and hence, no income tax and social insurance contributions are simulated.

Furthermore, for the simulation of the income-test for family and social assistance benefits,
individual earnings are not taken into account if the individual is assumed to be a full tax
evader.

There is no correction for tax evasion of self-employment income.

3.4. Uprating factors

To account for any time inconsistencies between the input dataset and the policy year,
uprating factors are used. Each monetary variable (i.e. each income component) is updated so
as to account for changes in the non-simulated variables that have taken place between the
year of the data and the year of the simulated tax-benefit system. Uprating factors are
generally based on changes in the average value of an income component between the year of
the data and the policy year. In case no data were available, official forecasts of prices is used.
Uprating factors for pensions are based on the official indexation rules. They cover changes in
pension amounts occurred during the period from 1% of July of the previous year to 30" of
June of the current year. For social transfers which amounts are determined by the authorities,
the change in the statutory amounts is used. For detailed information about the construction of
each uprating factor as well as the sources that have been used, see Table 3.4 in Annex 1.

As a rule, updating factors are provided both for simulated and non-simulated income
components present in the input dataset. It should be noted however that in the case of
simulated variables, the actual simulated amounts are used in the baseline rather than the
uprated original variables in the dataset. Uprating factors for simulated variables are provided
so as to facilitate the use of the model in cases when the user wishes to turn off the simulation
of a particular variable.

57



EUROMOD Country Report — BULGARIA

3.4.1 Uprating of pensions by bands

Although due to data limitations we do not simulate old-age, disability and survivor pensions,
to account for over-time changes we uprate (backrate) pensions by the statutory indexation
rule and approximate pension supplements in EUROMOD. Table 3.4.1.1 below shows the
indexation rate we apply on pensions; in other words, this is the uprating factor from one year
to another. Table 3.4.1.2 summarises the rules for calculating the December and Easter
pension supplements.

Table 3.4.1.1 Implementation of pension indexation rules (2013-2016) in EUROMOD

2014-2015 2015-2016 2016-2017

Indexation rate 1.027 1.019 1.026

Note: In October 2017, it became clear that not all pensions have received the July 2016 indexation of
2.4%. The issue is due to a change in the formula for indexation which unintentionally has left some
pensions unchanged. At the time of writing, it seems unlikely that we can identify in the SILC data the
affected pensions. Possibly, about 5,000 pensioners — out of 2.2 million — have been affected. Although
our estimates for public pension changes will be overestimated, we do not expect any sizeable
distributional effects.

Table 3.4.1.2 Implementation of pension supplements (2013-2016) in EUROMOD

2014-2015 2015-2016 2016-2017
December (from | - 40BGN if - 40BGN if - 40#m BGN if
start-year) pensions<=285BGN | pensions<=300BGN | pensions <=300#m
supplement BGN
Easter (April | - 40BGN if - 40BGN if - 40#m BGN if
from  end-year) | pensions<=285BGN | pensions<=300BGN | pensions
supplement <=314#mBGN

Pension December and Easter supplements are granted to individuals who receive old-age,
disability and/or survivor pensions. Whenever supplement entitlement is linked to the income
received from pensions, the relevant income concept refers to the sum of all pensions received
by the individual (i.e. the sum of all non-zero old-age, disability and survivor pensions).

In terms of receiving the payment, individuals can either collect their pensions and pension
supplements from the post office or receive them via bank transfer. In both cases, they receive
one payment which comprises the sum of all pensions and supplements they are entitled to
and so, supplements are not always directly linked to a particular pension type: As long as the
individual receives only one type of pension (e.g. old-age), then it is clear that the supplement
is granted on the basis of that particular pension type. However, if the person receives more
than one pension type, then the supplement is no longer linked to a particular pension. This
latter case poses a difficulty in identifying the pension supplements in the household survey
data because it is unclear as part of which pension type respondents report their supplements.

To be able to uprate (or backrate) pension supplements over time, we have made the
following assumptions in EUROMOD about the way supplements have been reported in EU-
SILC:
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a. If the person receives a non-zero amount of old-age pension (poa>0), we assume that the
old-age pension variable contains the supplement. In case supplement entitlement is linked to
the level of pension income, we consider the level of poa or the sum of poa and any other
pension type that has been received (pdi and/or psu).

b. If the person does not receive poa but receives disability pension (pdi>0) (with or without
survival pension (psu)), we assume that the disability pension variable contains the
information on the supplement. In case supplement entitlement is linked to the level of
pension income, we consider the level of pdi or the sum of pdi and psu (if survivor pension is
also received).

c. If the person does not receive poa and pdi but receives psu, we assume that psu contains the
information on the supplement. In case supplement entitlement is linked to the level of
pension income, we consider the level of psu.

Finally, in terms of the order of calculations:

i. Uprating: 1. apply the indexation rate; 2. add the December supplement; 3. add the Easter
supplement

ii. Backrating: 1. subtract the Easter supplement; 2. subtract the December supplement; 3.
apply the indexation rate.

4. Validation

4.1. Aggregate Validation

EUROMOD results are validated against external figures. Detailed comparisons of the
number of people receiving a given income component and total yearly amounts are shown in
Annex 2. Both market incomes and non-simulated taxes and benefits in the input dataset as
well as simulated taxes and benefits are validated against external official data which is
available for most items up to year 2015 at the moment of finalisation of this report. The main
discrepancies between EUROMOD results and the external data are discussed in the
following subsections. Factors that may explain the observed differences are also discussed.

4.1.1. Components of disposable income

EU-SILC gross incomes are obtained following the standard Eurostat instruction regarding
the common elements. The disposable household income variable is derived after the
subtraction of the regular taxes on wealth (HY120G), income tax and SIC (HY140G), and any
regular transfers paid to other households (HY130G).
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Table 4.1 Components of disposable income

EUROMOD Bulgarian EU-SILC 2015
[2014-2017] [income year 2014]
ils_dispy HY020
Employee cash or near cash income + +
Employer's social insurance contribution + n/a
Company car n/a +
Contributions to individual private pension plans n/a n/a
Cash benefits or losses from self-employment + +
Pension from individual private plans + n/a
Unemployment benefits + +
Old-age benefits + +
Survivor’ benefits + +
Sickness benefits + +
Disability benefits + +
Education-related allowances + +
Income from rental of a property or land + +
Family/children related allowances + +
Social exclusion not elsewhere classified + +
Housing allowances + +
Regular inter-household cash transfer received + +
Interests, dividends, etc. + +
Income received by people aged under 16 + +
Regular taxes on wealth - -
Regular inter-household cash transfer paid - -
Tax on income and social contributions - -
Repayments/receipts for tax adjustment n/a n/a

4.1.2. Validation of incomes (not simulated in EUROMOD)

Table 4.2 presents the annual average number of employed and unemployed in Bulgaria for
the period 2014-2016. The official number of employed — as collected by the annual
compulsory census of enterprises — underestimates the actual number because of the
systematic downward bias of the employment figures officially reported by small and
medium-sized businesses /SMEs/. For this reason data from the Labour Force Survey (LFS)
are preferred since the LFS estimates the quarterly number of employed and unemployed
taking into account the actual employment status of the sampled individuals at the critical
moment of observation. This way the LFS statistics are suggested here as a better source of
external statistics due to two main reasons:

- methodological consistency of the identification of target individuals;
- high accuracy of LFS (operating with the largest representative sample in the
country).

Table 4.2 shows that the number of employed in EU-SILC is very close to the one in LFS.
However, this is not the case with the number of unemployed — in 2014 this number is 83
percentage points (pp) larger in EU-SILC than in LFS. This could be explained by
respondents misreporting their employment status, i.e. a tendency of overstating the
unemployment status by some individuals, especially workers on minimum wages and
temporary employment, during the survey.

It should be kept in mind that there are several sources providing data about the number of
employed and self-employed (LFS; National Accounts; National Social Security Institute
(NSSI): Statistics on insured persons). To maintain consistency, we validated the number of
recipients of employment and self-employment income as well as the aggregate amounts of
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these income sources in EU-SILC against data from National Accounts (see Table 4.3 and
Table 4.4 in Annex 2).

Table 4.3 shows that the number of individuals with employment income — labeled in
EUROMOD as yem — in the EU-SILC survey for 2014 is 34pp higher than the number from
the National Accounts data. This could be explained mainly by unofficial employment
providing “grey economy” incomes that are not reported to NSSI and the National Revenue
Agency (NRA)." In contrast, Table 4.4 shows that the total income from employment in EU-
SILC is lower than the National Accounts figure for “Wages and Salaries” by 4pp and is by
just 1pp higher for 2015 and 2016. It should be noted though that, in addition to gross
wages/salaries, the National Accounts data should include also in-kind payments (e.g.
company car) which are reported separately from employment income in EU-SILC; however,
these figures for Bulgaria are economically insignificant.

The average employment income in EU-SILC (Table 4.4) is around 23-28pp lower than the
average in the National Accounts data for 2014-2016. It could be assumed that a possible
reason is that individuals involved in the grey economy — who may be captured in the survey
but not in the National Accounts — earn lower wages which could push down the average
employment income in EU-SILC. Finally, it is also possible that employment income (on
average) has been underreported in EU-SILC (e.g. due to undercoverage of top earners in EU-
SILC data).

In terms of the self-employment income (yse), Table 4.3 shows that the number of self-
employed individuals in EU-SILC is 26pp lower than according to external data. At the time
of writing, there was no publicly available external data on aggregate self-employment
income for the period under consideration.

Investment income (yiy) was found not to be feasible for validation, as the recording of such
sources in surveys is usually not reliable. Similarly, the income from shares and other
securities, e.g. the dividend income, is not recorded consistently in the National Accounts or
in the survey data.

We could not find information from external sources on the number of recipients/payers
and total amount of private transfers (paid to and received from other households). The
figure for incomes from rent in the National Accounts is not available at the moment of
writing.

Table 4.5 and Table 4.6 contain the validation results for the benefits and pensions in EU-
SILC which are not simulated in EUROMOD. As an overall result, EU-SILC provides a
relatively good representation of the major cash benefits paid to individuals and households in
2014 in Bulgaria.

Regarding the main types of pensions receivers (old-age, disability, and survivor), Table 4.5
shows that the total number of recipients identified in EU-SILC matches well external
statistics — there is a small overestimation of 2pp. As far as different types of pensions are
concerned, old-age pension recipients are overestimated (by 13pp) while disability and
survivor pensions are heavily underestimated — by 24pp and 46pp respectively in 2014. The
figures are almost the same for 2015 and 2016.

In Table 4.6, we can see that EU-SILC estimates very well the total amount of pension
expenditure (all types of pensions) — there is underestimation amounting 2pp. Regarding the
expenditure by a pension type, old-age pensions are overestimated compared to the NSSI data
(by 12pp) and disability and survivor pensions are underestimated (by 47pp and 68pp
respectively). As different types of pensions are paid jointly to recipients (either via a bank
transfer or by post), it is very likely that recipients do not know the exact amount of the

! For analysis on the grey economy in Bulgaria, see Nonchev et al. (2011) and BICA (2016). Up-to-
date estimates for the spread of shadow economy in Bulgaria see Schneider & Hassan (2016).
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different pensions they receive and thus, they may misclassify pensions in EU-SILC. This is
why we see such discrepancies between EU-SILC and external statistics for the separate
pension components but not for the total.

It should be noted that according to the legislation rules entitlement to family or social
assistance benefits which are simulated in EUROMOD is based on the sum of all pensions.
Therefore, we expect that pensions will not cause (large) bias to the simulation results for
these benefits.

The number of recipients of sickness benefits is lower in EU-SILC compared to external
data (in EU-SILC the number of benefit receipts is about 0.45-0.50 times the number from the
NSSI data). However, in EU-SILC the aggregated amount of sickness benefits is much higher
than the external figure — by 32pp in 2014 and 24pp in 2017. One possible explanation could
be linked to misreporting of this benefit from the side of respondents in EU-SILC — according
to social insurance legislation, the first three days of the general sickness should be paid by
the employer — NSSI pays the benefit from the fourth day onwards. Therefore, the
respondents might report as a sickness benefit both the sum received by their employers and
the transfers paid by the social insurance system.

4.1.3. Validation of simulated incomes

In this subsection, we validate the results from the policy simulations carried out in
EUROMOD. Table 4.7 shows the number of benefit recipients, social insurance contributors
and tax payers according to EUROMOD simulations and external sources. Table 4.8 shows
the aggregate amount of benefits, social insurance contributions or income tax simulated in
EUROMOD and based on external data.

First, the number of recipients of the contributory unemployment benefit (labeled in
EUROMOD as bunct_s) has been oversimulated in EUROMOD, i.e. it is higher than the
figures from external official sources (Table 4.7). The number of recipients in EUROMOD is
46pp higher for 2014 (64pp for 2015, 68pp for 2016, and 73pp for 2017) than the external
figure produced by NSSI. Similar discrepancy could be expected also for the monetary
amounts — however, EUROMOD underestimates the aggregate unemployment benefit
expenditure (Table 4.8). The discrepancy is very high — 27pp in 2014 declining to 16pp in
2017. Due to lack of information in EU-SILC on previous contributory history, we can only
approximate it which may case bias to the simulations. Furthermore, due to other data
limitations EUROMOD cannot take into account all eligibility conditions. The benefit is also
only partially simulated, i.e. it is conditioned on having received the contributory
unemployment benefit (bunct) which we impute in EU-SILC. Our imputations of the
contributory unemployment benefit are not accurate (overstate the number of recipients and
understate the aggregate spending of the benefit) when compared against external figure.
Therefore, the simulation of bunct_s which depends on the imputed benefit variable is biased.

Second, there is a mismatch between EUROMOD simulation results and external figures in
terms of the contributory benefit for pregnancy and childbirth (bmaprct_s). Similar to
bunct_s, the simulation of bmaprct_s is partial, i.e. it is conditioned on reporting to have
received the benefit in EU-SILC. As the aggregate variable for family benefits in EU-SILC
(HYO050 or labeled in EUROMOD as bfa) contains receipts of various family transfers, it was
more sensible to condition the simulation of bmaprct_s on the imputed variable bmaprct (for
details on the imputations see section 3.3.3). However, as Table 4.7 shows the imputed
variable included only 20 thousand (weighted) benefit receivers in 2014 and as a result, so did
the simulated variable. This number is much lower than the external figure of 58 thousand
benefit receipts in 2014. The aggregate amount of the benefit bmaprct_s simulated in
EUROMOD is also significantly lower compared to NSSI sources — BGN 133 million based
on EUROMOD simulations versus BGN 293 million according to external figure in 2014.
The difference remains almost the same for 2015 and 2016. This can be easily explained by
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already underlined difference in the simulated and actual number of benefit recipients. Other
possible reasons relate to: (i) assumed number of months is different from the actual; (ii)
monthly amount estimated on under-assessed contributory income base.

In respect to the other benefits targeted at children aged O the numbers and respectively the
amounts are undersimulated in EUROMOD for the period 2014-2016 — mainly due to
underrepresentation of the newborn in EU-SILC 2015.% These benefits include:

¢ the non-contributory benefit for raising a child under the age of 1 (bmaprnc_s) — at level
51-61pp of the official figures for the number and 43-46pp for the monetary amount,

¢ the birth grant (bchbals_s) — about 57-60pp for the number and 61-63pp for the amount,

e the non means-tested child benefit for mothers in tertiary education (bchnmOl_s) —
almost absent in the sample, and

e the non means-tested child benefit for twins (bchnm02_s) — also almost absent in the
sample.

Third, the contributory maternity benefit for bringing up a child up the age of 2 (bmaycct_s)
is also undersimulated in EUROMOD in terms of the number of benefit recipients and total
benefit amount. This is probably driven by the underrepresentation of children aged 1 to 4 in
EU-SILC: the size of that population group in the sample is lower as compared to the official
data for the population structure in Bulgaria.® The benefit is also partially simulated, i.e. it is
conditioned on reporting to have received the imputed benefit bmaycct (see section 3.3.3).
Table 4.7 shows that in 2014 the number of receipts of the imputed benefit in EU-SILC (28
thousand, weighted) is lower than the number of benefit receipts according to external data
(41 thousand). As a result of the partial simulation, EUROMOD undersimulates the number
of entitlements to bmaycct_s (28 thousand, weighted) as well as the aggregate benefit amount
(BGN 116 million, compared to BGN 144 million) according to external sources for 2014.
Similar result is obtained also for the child benefit for education — EU-SILC represents 69pp
of the first-year pupils, so the amount of the benefit is underestimated for year 2014 (reduced
to 65, 59 and 66pp for years 2015-2017).

Fourth, the standard means-tested child benefit is somewhat undersimulated by EUROMOD.
In terms of the number of simulated benefit entitlements EUROMOD results show 18pp
downward deviation of the official number in 2014. The difference increases to 21pp for
2015-2016. Regarding the expenditure on this benefit, deviations are lower and decreasing —
12pp in 2014 and just 6pp in 2017. The number of children in the EU-SILC is lower than the
official figures and this leads to underestimation of both the number of benefit recipients and
incurred expenditures.

Fifth, the simulation results for the two main social assistance benefits — the guaranteed
minimum income and the heating allowance — also deviate from the external data. In terms of
both the number of benefit receipts and aggregate benefit amounts, the two benefits have been
substantially oversimulated in EUROMOD (more than twice) which could be due to various
reasons.

2 The weighted number of children aged 0 in EU-SILC 2015 is 42.7 thousand compared to 67.2
thousand according to NSI data at 31.12.2014 (0.93% of the total population). See the population
statistics produced by the National Statistical Institute in Bulgaria, available online:
www.nsi.bg/sites/default/files/files/data/timeseries/Pop 6.1.2_Pop_DR.xls

® The weighted number of children aged 1 to 4 in EU-SILC 2015 is 230 compared to 270 thousand
(3.75% of the total population) according to NSI data at 31.12.2014 (available online:
www.nsi.bg/sites/default/files/files/data/timeseries/Pop_6.1.2 Pop DR.xls)
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e In the presence of benefit non take-up (see Tasseva, 2016), the number of benefit
entitlements and the total benefit amounts will be oversimulated in EUROMOD as the
model assumes full take-up.

e Oversimulation could also occur when income bases (on which benefit entitlements are
determined) are underreported in EU-SILC.

e Another important reason is the lack of data on assets ownership in EU-SILC. We could
not simulate the asset-test (which frequently restricts the actual eligibility for the two
benefits) hence these benefits are oversimulated because in reality not all households
may have fulfilled the asset-test.

¢ In EUROMOD we have also assumed the maximum length of benefit receipt: 12 months
for the guaranteed minimum income and 5 months for the heating allowance. However,
benefits may have been received for shorter periods of time. For example, the heating
allowance is provided for the heating season which includes only the third quarter of year
“t” and first quarter of year “t+1”. For more details on issues related to the targeting
efficiency of the benefits (i.e. benefit non take-up and leakage) and data issues, see
Tasseva (2016).

Finally, the simulation results of income tax and social insurance contributions (SICs) show
the following results:

Table 4.7 shows that EUROMOD oversimulates the number of employer and credited SICs in
2014-2015 by about 24-25pp than the figure from the external source (NSSI). The number of
employee SICs simulated in EUROMOD is also higher than the external figure on employee
SICs (18-19pp higher than the validation figure for the number of insured employees).

The oversimulations in EUROMOD could be due to the potential presence of informal
economy. Although EUROMOD results are calibrated to account for potential tax evasion,
the adjustment is very crude due to lack of data and perhaps underestimates the extent of
income underreporting to the National Social Security Institute and the National Revenue
Agency (see section 3.3.4). In fact, many respondents have reported in EU-SILC survey
employment incomes that in reality may be just partially assessed as contributory base for the
compulsory SIC. In this line, table 4.8 shows that EUROMOD oversimulates the total amount
of employee SIC by 31-33pp for 2014-2015. However, the total amount of employer SIC
simulated in EUROMOD matches quite well with the external figure. Unfortunately, the lack
of external data for credited SIC does not allow direct validation, so there is a doubt for a
possible merging of employer SIC with credited SIC in this external figure.

Although self-employment income is underreported in EU-SILC (see Table 4.3 and Table
4.4) the number of self-employed liable to pay SICs is significantly oversimulated: the
EUROMOD figure is almost 3 times higher than the external figure in 2014-2015. This could
be due to mis- or underreporting of self-employment income to the tax authorities — a
behaviour we do not model in EUROMOD. This is especially valid for the rural areas where
thousands of self-employed in family farming (i.e. without any labour contract) are not
registered at NSSI for social insurance purposes. This way, the total amount of self-employed
SICs is hugely oversimulated in EUROMOD - 2.6 and 2.5 times higher in 2014 and 2015
than the reported NSSI figures.

According to the legislation, income tax is calculated after employees and self-employed SICs
are subtracted from gross income. Thus, the quality of income tax simulation depends to a
large extent on the accuracy of the SICs simulations. We could not find any official data on
the number of taxpayers in the period 2014-2016. However, the aggregate amount of income
tax simulated in EUROMOD slightly overestimates (by 10pp for 2014 and 15pp for 2015) the
total tax revenue reported by external sources (NSI, Government Finance Statistics).
Nevertheless, given the issues with employment and self-employment incomes reported in
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EU-SILC and the simulations of SICs, the results on the income tax simulation should be
treated with caution.

4.2. Income distribution

The distributional results in Table 4.9 and Table 4.10 are derived based on equivalised
household disposable income. Household disposable income (HDI) is the sum of all income
sources of all household members net of income tax and social insurance contributions. HDI
in EUROMOD is the sum of market incomes, non-simulated pensions and benefits and
simulated benefits minus the simulated income tax and social insurance contributions paid by
employees and self-employed. HDI is equivalised by the “modified OECD” equivalence scale
which assigns the following weights to the household members: 1 to the household head; 0.5
to any other household member aged 14+; 0.3 to any other household member aged below 14.

4.2.1. Income inequality

Table 4.9 shows results on several income distribution indicators estimated on the basis of
Household Disposable Income (HDI) calculated by EUROMOD. The EUROMOD results are
then compared with estimates calculated based on the reported incomes in EU-SILC data (in
this case the external source). Apart from the first decile group, the shares of equivalised HDI
of all other decile groups are fairly estimated in EUROMOD compared to data from the
external source. The income share of the first decile group is notably overestimated in
EUROMOD: in 2014 it equals 2.65 percent compared to 2.2 percent according to EU-SILC
data. This is mainly driven by the oversimulation of social assistance in EUROMOD (the
guaranteed minimum income and heating allowance, see Table 4.7 and Table 4.8). This also
explains why the S80/S20 ratio based on EUROMOD HDI is notably lower than the ratio
from the external source.

The median and mean equivalised HDI obtained from the EUROMOD simulations fairly
deviate from the SILC figures (by +2pp and -1pp respectively for 2014) which however
expands in the next years. The results on the Gini coefficient are also satisfactory — the Gini
based on EUROMOD is about 6pp lower in 2014 and 8pp in 2015 than the Gini according to
the external figure.

4.2.2. Poverty rates

Table 4.10 shows the poverty rates based on different poverty thresholds. It includes results
based on HDI calculated by EUROMOD and from the external source (Eurostat, EU-SILC).
Because social assistance benefits are oversimulated in EUROMOD, HDI at the bottom of the
distribution is higher according to EUROMOD than external data. As a result, the poverty
rates calculated by EUROMOD are much lower than the poverty rates from the external
source. When the poverty threshold is relocated at higher percentages (60-70%) of the median
HDI, the poverty estimates derived with EUROMOD are in line with those from the external
source.

4.3. Validation of minimum wage

The minimum wage in Bulgaria (at 30™ of June) is 340 BGN in 2014. In 2015 its amount was
raised to 360 BGN per month for the period from 01.01.2015 to 30.06.2015 and to BGN 380
for the remaining part of the calendar year. In 2016 the amount of the minimum wage was
420 BGN per month. In 2017, it is BGN 460.

In this section we give a brief overview what is the impact of minimum wage policy, if
switched on. In our baseline scenario the minimum wage policy is switched off. As we can
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see in Table 4.11 (Annex 2) the minimum wage adjustments are minor and have almost no
effect on the aggregate household disposable income, income tax and social insurance
contributions.

4.4. Summary of “health warnings”

This summary provides an overview of some of the main issues that should be taken into
account when the Bulgarian component of EUROMOD is used for analysing the
distributional effect of tax-benefit policies in the period 2014-2017:

e Information on investment income in EU-SILC is found to be unreliable.

e Children aged 0 are underrepresented in EU-SILC. We suspect that this is the main
reason why some of the major benefits targeted at children aged 0 (e.g. the birth grant
and the non-contributory benefit for raising a child under the age of 1) are
undersimulated in EUROMOD.

e Although to a lesser extent, children aged 1-4 are also underrepresented in EU-SILC.
We think that this is the main reason for the undersimulation of the contributory
maternity benefit for bringing up a child up the age of 2.

e Social assistance benefits — the guaranteed minimum income and heating allowance —
are oversimulated in EUROMOD. A potential explanation is benefit non take-up.
Currently, EUROMOD assumes full benefit take-up.

e EUROMOD applies an adjustment for tax evasion. It should be noted that the aim of
the adjustment is simply to calibrate the results. Due to lack of data the adjustment
cannot reproduce the actual tax evasion behavior of individuals and households.

e Social insurance contributions by employers, employees and self-employed are
significantly oversimulated in EUROMOD due to issues with employment and self-
employment incomes reporting in EU-SILC and the presence of shadow economy.
The results on the income tax simulation should be also treated with caution.
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Annex 1: Uprating factors

Table 3.4: Uprating factors

Value of the indices

Constant
name

Index
2014

Source

Income components
uprated by the index

Harmonised Index of Consumer

Prices $HICP 101.08

For 2001-2016, Eurostat (indicator prc_hicp_aind).
For 2017, projections by DG ECFIN (indicator
ZCPIH).

Consumer price index

(2007=100) $f_cpi 126.2

National Statistical Institute - 2001-16
(https://infostat.nsi.bg/infostat/pages/module.jsf?x_
2=3&Ilang=en)

Ministry of Finance - 2017
(http://www.minfin.bg/document/18851:1)

ypp, bchprls, behbals,
bmaprnc, bchmt00, bho,
bsa00, bsaht, afc,

xhc, xhecmomi, xhcot,
xhert, xpp, aoc, bchedyc,
kfbce, kfb, bed, kivho,
bfanmot,

bsaot, bfamtot, bsacm,
bfaot

Average salary (national level,

BGN per month) $f_yem 82167

National Statistical Institute - 2001-15
(https://infostat.nsi.bg/infostat/pages/module.jsf?x_
2=3&Ilang=en);

National Statistical Institute - 2016
(http://www.nsi.bg/en/content/6439/total-economic-
activity-groupings-kind-ownership-gender)

Data for 2017 is a forecast based on the Ministry of
Finance's forecast on the nominal growth of
compensation per employee in 2017 (index 1.054)
(http://www.minfin.bg/document/18851:1)

yemtx, yemnr, yot,
ypt, ysetx, ysenr, xmp,
yivwg, yemO1,
yem02, ysebs, yem_a

Average pension per a retiree

(BGN, per month) $f_pen_av 310

National Social Security Institute - 2007-14
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/pensii/Pension_2014.pdf);

National Social Security Institute - 2015-16

pdi, poa, psu, pdi0o,
pdinc, poa00, poamt,
psuor
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http://www.noi.bg/images/bg/about/statisticsandana
lysis/statistics/pokazateli/Dinam%20pokazateli-
2010-2016.pdf

Data for 2017 is based on the Budget of the Public
Social Insurance Act [3akoH 3a OropKeTa Ha
JTbP’KaBHOTO OOIIIECTBEHO OCHTYpSIBaHE |

Average pregnancy and
childbirth benefit (BGN, per

day)

$f bmaprct  22.72

24.78

25.08

26.6

National Social Security Institute - 2007-14
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/pokazateli/2015_Demography.pdf);
National Social Security Institute - 2016
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/obz/SPRAVKA _bolnichni_31_12 2
016.pdf);

Data for 2017 is based on the Budget of the Public
Social Insurance Act [3akoH 3a OromKeTa Ha
JTBP’KaBHOTO OOIIECTBEHO OCHTYpsIBaHE |

bmaprct

Average benefit for bringing-up

a small child (BGN, per day) 1528

$f_bmaycct

15.29

15.28

16.19

National Social Security Institute - 2007-14
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/pokazateli/2015_Demography.pdf);
National Social Security Institute - 2016
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/obz/SPRAVKA bolnichni_31 12 2
016.pdf);

Data for 2017 is based on the Budget of the Public
Social Insurance Act [3akoH 3a OroKeTa Ha
JABPIKABHOTO 06III€CTB6H0 OCI/IprSIBaHe]

bmaycct

GDP (BGN, min. Current

- 83634
prices)

$f gdp

88571

92635

92395

National Statistical Institute - 2001-16 yiy
(https://infostat.nsi.bg/infostat/pages/module.jsf?x_
2=3&Ilang=en)

Ministry of Finance - 2017
(http://www.minfin.bg/document/18851:1)

Average unemployment benefit

(BGN, per month) $f bun

267.25

302.59

340.38

345.67

National Social Security Institute - 2007-15 bunct, bunot
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/pokazateli/2015_Demography.pdf);

National Social Security Institute - 2016
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Average contributory income
from previous year (national
level, BGN per month)

$f_yempv

648.73

683.34

726.4

770.07

(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/bezrabotica/unempl_2016f.pdf);
Data for 2017 is based on the Budget of the Public
Social Insurance Act [3akoH 3a OropKeTa Ha
JIIbP’KaBHOTO OOIIIECTBEHO OCHTYpSIBaHE |

National Social Security Institute - 2007-14
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/pokazateli/2014 _Demography.pdf);
Natonal Social Security Institute - 2015-16
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/pokazateli/Dinam%?20pokazateli-
2010-2016.pdf)

yempv, yempv_a

Average per hh income from
property (BGN, per month)

$f_ypr

93

65

84

85.26

National Statistical Institute - 2007-16
(http://www.nsi.bg/sites/default/files/files/data/time
series/HH_1.1.3.xls); 2017 amount projected by
uprating with the HCPI

ypr, tpr, yprld, yprrt

Average contributory income
all (national level, BGN per
month)

$f sicee_ba
se

683.34

726.4

770.07

809.41

National Social Security Institute - 2007-14
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/pokazateli/2014 _Demography.pdf);
Natonal Social Security Institute - 2015-16
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/pokazateli/Dinam%?20pokazateli-
2010-2016.pdf);

Data for 2017 is based on the Budget of the Public
Social Insurance Act [3akoH 3a OromKeTa Ha
JABPIKABHOTO 06III€CTBCHO ocnrypﬂBaHe]

tsctber

Average contributory income
for self-employed

$f sicse_ba
se

456

446.8

458.86

483.64

National Social Security Institute - 2007-14
(http://www.noi.bg/images/bg/about/statisticsandan

alysis/statistics/pokazateli/Yearbook_demogr_2013.

pdf); Natonal Social Security Institute - 2015
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/analysis/SOD_2015.pdf); for 2017, 2016
figure is multiplied by the forecasted growth in
"compensation per employee” (=1.054) published
by Ministry of Finance

tsctbse
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(http://www.minfin.bg/document/18851:1)

22.34

General sickness benefit $f_bhl

25.47

26.86

27.02

National Social Security Institute - 2007-14 bhl
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/pokazateli/2015_Demography.pdf);
National Social Security Institute - 2016
(http://www.noi.bg/images/bg/about/statisticsandan
alysis/statistics/obz/SPRAVKA bolnichni_31 12 2
016.pdf);

Data for 2017 is based on the Budget of the Public

Social Insurance Act [3akoH 3a OropKeTa Ha

JABPIKABHOTO 061HeCTBeH0 ocnryps[BaHe]

Pension indexation (2007=100)  $f _pen_ind 1.9

1.95

1.99

2.04

National Social Security Institute, Annex | of
Statistical Yearbook "Pensions" for the respective
years (http://www.noi.bg/aboutbg/st/statistic/152-
pensions); Data for 2017 is based on the Budget of
the Public Social Insurance Act [3akoH 3a OromxkeTa
Ha JBP>KaBHOTO OOIIECTBEHO OCUTYpsIBaHE]

psuor, poamt, poa00,

pdinc, pdi00

A factor of 1 $f_one 1

yds, tad, tis, tin, tscee,

tscse, tscer, yag01,

yag02, yag, poa, psu,
pdi, ydses o

N/A
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Annex 2: Validation Tables
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Table 4.2-Number of employed and unemployed

EUROMOD External

(1) 2) Ratio (1/2)
2014 2014 2015 2016 2017 2014 2015 2016 2017
Number of employed 2962502 2981400 3031900 3016800 N/A 099 098 098 N/A
Number of unemployed 703400 384500 305100 247200 N/A 183 231 285 N/A

Notes: Number of employed and unemployed computed based on months in employment/unemployment. Numbers
computed as averages of monthly data over the year.

Source: EU-SILC 2015 and EUROMOD; External: NSI, Labour Force Survey, Annual Data,
http://www.nsi.bg/en/content/6486/annual-data
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Table 4.3-Market incomes - Number of recipients (in thousands)

EUROMOD var

Income source name EU-SILC (1) External (2) Ratio (1/2)

2014 2014 2015 2016 2017 2014 2015 2016 2017
Employment income yem 3369 2506 2531 2576 1.34 1.33 1.31 N/A
Self-employed income yse 689 928 915 887 0.74 0.75 0.78 N/A
Investment income yiy 43 N/A N/A N/A N/A N/A N/A N/A N/A
Other income yot 49 N/A N/A N/A N/A N/A N/A N/A N/A
Private pensions ypp 8 1 1 1 6.92 6.40 6.25 N/A
Private transfers received from other
households ypt 355 N/A N/A N/A N/A N/A N/A N/A N/A
Income from rent ypr 627 N/A N/A N/A N/A N/A N/A N/A N/A
Private transfers paid to other
households xmp 139 N/A N/A N/A N/A N/A N/A N/A N/A

Notes: In EUROMOD, the number of recipients equals the number of individuals (earnings, self-employment income, private pensions) or households (investment
income, other income, private transfers received/paid, income from rent) who reported incomes in EU-SILC for at least one month throughout the income reference
period.

Sources: EU-SILC 2015; External: yem/yse - NSI, Employment and hours worked, ESA-2010, http://www.nsi.bg/en/content/12595/annual-data; ypp - Financial
Supervision Commission, http://www.fsc.bg/en/markets/social-insurance-market/statistics/statistics-and-analysis/
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Table 4.4-Market incomes - Annual amounts (in mil.)

EUROMOD var

Income source name EU-SILC (1) External (2) Ratio (1/2)

2014 2015 2016 2017 2014 2015 2016 2017 2014 2015 2016 2017
Employment income yem 28 237 30170 33045 34830 29276 30012 32737 N/A 0.96 1.01 1.01 N/A
Self-employed income yse 4 558 4 870 5334 5622 N/A N/A N/A N/A N/A N/A N/A N/A
Investment income yiy 189 200 210 209 N/A N/A N/A N/A N/A N/A N/A N/A
Other income yot 61 65 71 75 N/A N/A N/A N/A N/A N/A N/A N/A
Private pensions ypp 12 12 11 12 58.7 70.2 86.7 N/A 0.20 0.16 0.13 N/A
Private transfers received from
other households ypt 856 914 1002 1056 N/A N/A N/A N/A N/A N/A N/A N/A
Income from rent ypr 668 467 603 612 N/A N/A N/A N/A N/A N/A N/A N/A
Private transfers paid to other
households xmp 196 209 229 242 N/A N/A N/A N/A N/A N/A N/A N/A
Average employment income 8381 8 955 9808 10338 11681 11858 12708 N/A 0.72 0.76 0.77 N/A

Sources: EU-SILC 2015; External: yem - Eurostat, Main GDP Aggregates, Wages and Salaries, [nama_10_gdp]; yse - NSI (National Accounts, S14 Household sector, B2n); ypp
- Financial Supervision Commission, http://www.fsc.bg/en/markets/social-insurance-market/statistics/statistics-and-analysis/
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Table 4.5-Benefits (not simulated in EUROMOD) - Number of recipients/ payers (in thousands)

EUROMOD var
Benefit name EU-SILC (1) External (2) Ratio (1/2)

2014 2014 2015 2016 2017 2014 2015 2016 2017
Education benefits bed 26 N/A N/A N/A N/A N/A N/A N/A N/A
Sickness benefits bhl 871 1728 1805 1941 1889 0.50 0.48 0.45 0.46
Family benefits bfa 578 N/A N/A N/A N/A N/A N/A N/A N/A
Social assistance bsa 151 N/A N/A N/A N/A N/A N/A N/A N/A
Housing benefits bho N/A N/A N/A N/A N/A N/A N/A N/A
Unemployment benefits bun 348 N/A N/A N/A N/A N/A N/A N/A N/A
Old-age pensions poa 1835 1630 1627 1627 N/A 1.13 1.13 1.13 N/A
Disability pensions pdi 329 435 440 443 N/A 0.76 0.75 0.74 N/A
Survivor pensions psu 62 116 111 112 N/A 0.54 0.56 0.56 N/A
All pensions (counting individuals
receiving any pension) ils_pen 2221 2180 2178 2181 2180 1.02 1.02 1.02 1.02
All pensions (counting pensions) ils_pen_p 2226 2 669 2 645 2 608 N/A 0.83 0.84 0.85 N/A

Sources: EU-SILC 2015; External: bhl - NSI (Statistics and analyses, General sickness and maternity, http://www.noi.bg/aboutbg/st/statistic/155-0zm); bho - Ministry of
labour and social policy (Budget by social programmes, http://www.mlsp.government.bg/index.php?section=CONTENT&I=385&lang=); pdi, poa, psu, ils_pen, ils_pen_p -
NSI (Statistics and analyses, Pensions, http://www.noi.bg/aboutbg/st/statistic/152-pensions)
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Table 4.6-Benefits (not simulated in EUROMOD) - Annual amounts (in mil.)

EUROMOD

Benefit variable label EU-SILC (1)

2014
Education benefits bed 22
Sickness benefits bhl 472
Family benefits bfa 1127
Social assistance bsa 74
Housing benefits bho 0.0
Unemployment benefits bun 511
Old-age pensions poa 7 060
Disability pensions pdi 814
Survivor pensions psu 91
All pensions ils_pen 7 965

Sources: EU-SILC 2015; External: bhl - NSI (Statistics and analyses, General sickness and maternity, http://www.noi.bg/aboutbg/st/statistic/155-0zm); bho - Ministry of

External (2)

2015 2016 2017 2014
22 22 22 N/A
538 567 570 358
1131 1124 1148 N/A
74 73 75 N/A
0.0 0.0 0.0 0.1
579 651 662 N/A
7315 7524 7786 6292
836 853 874 1545
97 102 109 279.5
8291 8560 8894 8116.5

2015
N/A
398
N/A
N/A

0.1

N/A

6 550
1582
276.3
8408.9

2016
N/A
454
N/A
N/A
N/A

N/A
N/A
N/A
N/A
8706.4

2017
N/A
459
N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A

Ratio

2014
N/A
1.32
N/A
N/A
0.00

N/A
1.12
0.53
0.32
0.98

2015
N/A
1.35
N/A
N/A
0.00

N/A
1.12
0.53
0.35
0.99

2016
N/A
1.25
N/A
N/A
N/A

N/A
N/A
N/A
N/A
0.98

2017
N/A
1.24
N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A

labour and social policy (Budget by social programmes, http://www.mlsp.government.bg/index.php?section=CONTENT&I=385&lang=); pdi, poa, psu, ils_pen, ils_pen_p -

own estimates based on data from NSI (Statistics and analyses, Pensions, http://www.noi.bg/aboutbg/st/statistic/152-pensions)
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Table 4.7- Benefits, taxes and social insurance contributions simulated in EUROMOD - Number of recipients / payers (in

thousands)
Benefits / Taxes / Social Insurance EUROMOD EU-SILC Ratio
Contributions var name EUROMOD (1) (2) (1/2) External (3) Ratio (1/3)

2014 2015 2016 2017 2014 2014 2014 2015 2016 2017 2014 2015 2016 2017
Benefits
Contributory unemployment benefit bunct_s 148 148 148 150 155 0.95 101 90 88 87 146 164 168 1.73
Contributory maternity benefit for
pregnancy and childbirth bmaprct_s 20 20 20 20 20 1.00 58 60 61 56 0.35 0.34 0.33 0.36
Non-contributory benefit for raising a
child under the age of 1 bmaprnc_s 11 11 10 11 9 1.24 21 19 16 18 0.51 0.57 0.63 0.61
Contributory maternity benefit for
bringing up a child up to the age of 2 bmaycct_s 28 28 28 28 28 1.00 41 43 44 37 069 066 064 0.76
Means-tested child benefit bchmt00_s 430 391 347 380 314 1.37 524 496 440 N/A 0.82 0.79 0.79 N/A
Child benefit for education bchedyc_s 33 29 26 30 28 1.15 47 45 45 46 0.69 0.65 0.59 0.66
Birth grant bchbals_s 40 40 40 40 34 1.19 69 68 68 71 0.58 0.60 0.60 0.57
Non means-tested child benefit for
mothers in tertiary education bchnm01_s 1 1 1 1 N/A N/A 7 4 1 1 015 0.25 1.08 2.13
Non means-tested child benefit for twins bchnm02_s 2 2 2 2 N/A N/A 2 2 2 3 1.01 1.08 1.12 092
Monthly social assistance allowance
(guaranteed minimum income) bsa00_s 143 139 136 134 17 8.27 52 52 42 57 2.72 2.65 3.20 2.35
Targeted allowance for heating bsaht_s 462 432 404 366 101 4.58 254 237 218 250 182 182 186 147
Social old age pension poamt_s 6 5 4 4 N/A N/A 3 3 3 N/A  2.07 1.75 1.38 N/A
Taxes and Social Insurance Contributions
Income tax tin_s 3646 3881 3883 3883 N/A N/A N/A N/A N/A N/A N/A N/A N/A
Employer SIC - accident tscerac_s 2600 2600 2600 2600 N/A N/A N/A N/A N/A N/A N/A N/A N/A
Employer SIC - health tscerhl_s 2821 2821 2821 2821 N/A N/A N/A N/A N/A N/A N/A N/A N/A
Employer SIC - old-age tscerpi_s 2600 2600 2600 2600 N/A N/A N/A N/A N/A N/A N/A N/A N/A
Employer SIC - sickness and maternity tscersi_s 2600 2600 2600 2600 N/A N/A N/A N/A N/A N/A N/A N/A N/A
Employer SIC - unemployment tscerui_s 2600 2600 2600 2600 N/A N/A N/A N/A N/A N/A N/A N/A N/A
Credited SIC - health tsccthl_s 307 307 307 307 N/A N/A N/A N/A N/A N/A N/A N/A N/A
Credited SIC - old-age tscctpi_s 252 252 252 252 N/A N/A N/A N/A N/A N/A N/A N/A N/A
Credited SIC - sickness and maternity tscctsi_s 252 252 252 252 N/A N/A N/A N/A N/A N/A N/A N/A N/A
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Credited SIC - unemployment
Credited SIC - accident

Employee SIC - health

Employee SIC - old age

Employee SIC - sickness and maternity
Employee SIC - unemployment
Self-employed SIC - health
Self-employed SIC - old-age

Total employer SICs

Total credited SICs

Total employer and credited SICs
Total employee SICs
Total self-employed SICs

tscctui_s
tscctac_s
tsceehl_s
tsceepi_s
tsceesi_s
tsceeui_s
tscsehl_s
tscsepi_s
ils_sicer
ils_sicct
ils_sicer
ils_sicct
ils_sicee
ils_sicse

252
252
2821
2600
2600
2600
689
689
2821
307

3127
2821
689

252
252
2821
2 600
2 600
2600
689
689
2821
307

3127
2821
689

252
252
2821
2 600
2 600
2600
689
689
2821
307

3127
2821
689

252
252
2821
2 600
2 600
2600
689
689
2821
307

3127
2821
689

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
2361
140

2502
2361
233

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
2385
129

2514
2385
242

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

N/A
N/A

N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
1.19
2.19

1.25
1.19
2.95

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
1.18
2.38

1.24
1.18
2.85

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

Notes: In EUROMOD, the number of recipients equals the number of individuals (contributory benefits, income tax, SICs), families (means-tested child benefit, 2015 figure preliminary),
families (birth grant, means-tested child allowance for children up to age 1, non-means tested child benefits for mothers in tertiary education and twins, targeted allowance for pupils 1st

grade) or households (guaranteed minimum income and means-tested benefit for heating) with simulated benefit entitlements/liabilities. In SILC, the number of recipients equals the
number of households. In the external sources, the number of recipients equals the monthly-average number of benefits (guaranteed minimum income, means-tested allowance for

children up to age of 1, means-tested child benefit, unemployment benefit), number of benefits per month (heating benefit, birth grant, contributory maternity benefit for pregnancy and

childbirth (number is divided by 12 months), contributory maternity benefit for children up to age 2 (number is divided by 12 months)), number of children (non-means tested child

benefit for twins) and number of recipient parents (non-means tested child benefit for mothers in tertiary education).
Sources: EUROMOD simulations; EU-SILC 2015; External: bsa00, bsaht, bchbals, bmaprnc, bchmt00, bchnm01, bchnm02, bchdied, bchedyc - Ministry of labour and social policy (Budget by

social programmes, http://www.mlsp.government.bg/index.php?section=CONTENT&I=385&lang=); bunct - NSI (Unemployment statistics, http://www.noi.bg/aboutbg/st/statistic/157-

unemployment); bmaprct, bmaycct - NSI (General sickness and maternity, http://www.noi.bg/aboutbg/st/statistic/155-0zm); poamt - NSI (Statistics and analyses, Pensions,

http://www.noi.bg/aboutbg/st/statistic/152-pensions); ils_sicer, ils_sicee, ils_sicse, ils_sicct - NSSI (State Soc.Ins.Reports 2014,2015)
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Table 4.8-Benefits, taxes and social insurance contributions simulated in EUROMOD - Annual amounts (Million BGN)
EU-
Benefits / Taxes / Social Insurance EUROMOD SILC  Ratio

Contributions var name EUROMOD (1) (2) (1/2) External (3) Ratio (1/3)
2014 2015 2016 2017 2014 2014 2014 2015 2016 2017 2014 2015 2016 2017

Contributory unemployment benefit bunct_s 250 263 280 302 261 0.96 340 338 389 360 0.73 0.78 0.72 0.84
Contributory maternity benefit for pregnancy and

childbirth bmaprct_s 133 140 151 162 56 2.36 293 325 349 355 0.45 043 043 046
Non-contributory benefit for raising a child under

the age of 1 bmaprnc_s 13 13 12 13 7 191 25 22 20 21 051 058 062 0.61
Contributory maternity benefit for bringing up a

child up to the age of 2 bmaycct_s 116 116 116 116 79 1.46 144 153 156 145 0.80 0.76 0.74 0.80
Means-tested child benefit bchmt00_s 348 323 299 321 231 151 396 384 354 340 0.88 0.84 085 094
Child benefit for education bchedyc_s 8 7 7 8 4 192 12 11 11 12 0.69 0.65 0.59 0.66
Birth grant bchbals_s 16 16 16 16 12 131 26 26 26 27 0.62 0.63 0.62 0.61
Non means-tested child benefit for mothers in

tertiary education bchnm01_s 3 3 3 3 N/A N/A 21 12 2 1 0.15 0.26 2.01 213
Non means-tested child benefit for twins bchnm02_s 6 6 6 6 N/A N/A 3 2 3 3 205 223 212 184
Monthly social assistance allowance (guaranteed

minimum income) bsa00_s 143 140 137 136 20 7.02 55 53 43 53 261 264 319 260
Targeted allowance for heating bsaht_s 167 156 146 132 42 3.94 94 102 115 86 1.77 153 126 1.53
Social old age pension poamt_s 9 7 6 6 N/A N/A 4 4 N/A N/A 203 174 N/A N/A
Income tax tin_s 2,706 2,889 3,179 3,336 N/A N/A 2,460 2,505 N/A N/A 1.10 1.15 N/A N/A
Employer SIC - accident tscerac_s 153 164 178 187 N/A N/A 148 N/A N/A N/A 1.04 N/A N/A N/A
Employer SIC - health tscerhl_s 1,114 1,192 1,296 1,360 N/A N/A 1,098 N/A N/A N/A 1.01 N/A N/A N/A
Employer SIC - old-age tscerpi_s 2,168 2,319 2,522 2,796 N/A N/A 1,977 N/A N/A N/A 1.10 N/A N/A N/A
Employer SIC - sickness and maternity tscersi_s 460 492 535 561 N/A N/A 483 N/A N/A N/A 0.95 N/A N/A N/A
Employer SIC - unemployment tscerui_s 131 141 153 160 N/A N/A 138 N/A  N/A  N/A 0.95 N/A  N/A  N/A
Credited SIC - health tsccthl_s 226 242 264 277 N/A N/A N/A N/A N/A N/A N/A N/A N/A N/A
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Credited SIC - old-age
Credited SIC - sickness and maternity
Credited SIC - unemployment

Credited SIC - accident

Employee SIC - health

Employee SIC - old age

Employee SIC - sickness and maternity
Employee SIC - unemployment
Self-employed SIC - health
Self-employed SIC - old-age

Total employer SICs

Total credited SICs

Total employer and credited SICs
Total employee SICs
Total self-employed SICs

Sources: EUROMOD simulations; EU-SILC 2015; External: EU-SILC 2015; External: bsa00, bsaht, bchbals, bmaprnc, bchmt00, bchnm01, bchnm02,

tscctpi_s
tscctsi_s
tscctui_s

tscctac_s
tsceehl_s
tsceepi_s
tsceesi_s
tsceeui_s
tscsehl_s
tscsepi_s
ils_sicer
ils_sicct
ils_sicer +
ils_sicct
ils_sicee
ils_sicse

440
86
25

17
743
1,730
307
88
332
739
4,027
795

4,821
2,867
1,072

470
92
26

18
795
1,850
328
94
356
792
4,307
850

5,157
3,067
1,148

513
101
29

20
864
2,012
357
102
384
854
4,684
926

5,610
3,335
1,238

bchdied, bchedyc - Ministry of labour and social policy (Budget by social programmes,
http://www.mlsp.government.bg/index.php?section=CONTENT&I=385&lang=); bunct - NSI (Unemployment statistics,

http://www.noi.bg/aboutbg/st/statistic/157-unemployment); bmaprct, bmaycct - NSI (General sickness and maternity,
http://www.noi.bg/aboutbg/st/statistic/155-0zm); poamt - NSI (Statistics and analyses, Pensions, http://www.noi.bg/aboutbg/st/statistic/152-

538
106
30

21
907
2,230
374
107
401
942
5,066
972

6,038
3,618
1,343

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
1,173
256
73
122
184
3,975
N/A

N/A
2,182
418

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
4,190
N/A

N/A
2,310
466

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

pensions); tin - NSI (GFS 1.3); tsceesi, tsceeui, tscerac, tscerpi, tscersi, tscerui, tscsepi, ils_sicer, ils_sicee, ils_sicse, ils_sicct - NSSI (State

Soc.Ins.Reports 2014,2015); tsceehl, tsceepi, tscerhl, tscsehl - National Health Care - http://www.nhif.bg/web/guest/74

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
1.47
1.20
1.20
2.72
4.02
1.01
N/A

N/A
131
2.56

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
1.03
N/A

N/A
1.33
2.46

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A
N/A
N/A

N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

N/A

N/A
N/A
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Table 4.9-Distribution of equivalised household disposable income

EUROMOD (1)

2014
D1 2.65
D2 4.19
D3 5.44
D4 6.62
D5 7.81
D5 9.00
D7 10.31
D8 12.13
D9 15.08
D10 26.77
Median 6,671
Mean 7,931
Gini 34.8
$80/S20 6.1

2015
2.60
4.15
5.38
6.57
7.78
8.99

10.34
12.10
15.20
26.90
7,007
8,370
35.1
6.2

2016
2.52
4.05
5.30
6.49
7.69
8.96

10.29
12.17
15.33
27.20
7,502
9,040
35.7
6.5

2017
2.48
4.03
5.27
6.49
7.69
8.94

10.31
12.17
15.29
27.33
7,859
9,453
35.9
6.5

External (2)
2014
2.2
4.0
5.3
6.4
7.6
8.8
10.2
12.1
15.2
28.4
6,516
8,005
37.0
7.1

2015
1.8
3.9
5.1
6.3
7.4
8.8

10.3
12.2
15.3
28.9
6,163
7,614
38.3
7.9

2016
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

2017
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Ratio (1/2)
2014
1.21
1.05
1.03
1.03
1.03
1.02
1.01
1.00
0.99
0.94
1.02
0.99
0.94
0.86

2015
1.44
1.07
1.06
1.04
1.05
1.02
1.01
0.99
0.99
0.93
1.14
1.10
0.92
0.79

2016
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

2017
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A
N/A

Notes: Share of national equivalised disposable income. Mean and median values are in BGN. Based on household disposable income (HDI) equivalised by the “modified
OECD” equivalence scale. HDI are calculated as the sum of all income sources of all household members net of income tax and social insurance contributions; computed at

the individual level.

Sources: EUROMOD simulations; External: Eurostat
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Table 4.10-Poverty rates by gender and age

EUROMOD (1) External (2) Ratio (1/2)

2014 2015 2016 2017 2014 2015 2016 2017 2014 2015 2016 2017
Total 7.93 8.24 8.75 9.25 10.00 10.60 N/A N/A 0.79 0.78 N/A N/A
Males 8.02 8.27 8.81 9.27 9.90 10.90 N/A N/A 0.81 0.76 N/A N/A
Females 7.85 8.22 8.69 9.23 10.00 10.30 N/A N/A 0.79 0.80 N/A N/A
Total 15.43 15.63 16.09 16.21 15.50 16.50 N/A N/A 1.00 0.95 N/A N/A
Males 13.98 14.04 14.36 14.35 14.20 16.30 N/A N/A 0.98 0.86 N/A N/A
Females 16.81 17.13 17.72 17.97 16.70 16.70 N/A N/A 1.01 1.02 N/A N/A
Total 21.87 22.25 22.79 23.07 22.00 22.90 N/A N/A 0.99 0.97 N/A N/A
Males 19.85 20.26 20.64 20.86 20.00 21.70 N/A N/A 0.99 0.93 N/A N/A
Females 23.78 24.14 24.84 25.16 23.80 24.10 N/A N/A 1.00 1.00 N/A N/A
Total 28.90 29.01 29.04 29.48 28.80 29.60 N/A N/A 1.00 0.98 N/A N/A
Males 26.54 26.78 26.81 27.15 26.60 27.80 N/A N/A 1.00 0.96 N/A N/A
Females 31.14 31.12 31.15 31.69 30.80 31.40 N/A N/A 1.01 0.99 N/A N/A
0-15 years 23.58 23.91 24.86 25.33 25.00 32.20 N/A N/A 0.94 0.74 N/A N/A
16-24 years 24.33 24.58 24.34 24.52 25.70 26.30 N/A N/A 0.95 0.93 N/A N/A
25-49 years 16.54 16.56 16.64 16.77 16.70 20.50 N/A N/A 0.99 0.81 N/A N/A
50-64 years 17.66 17.90 17.96 17.92 17.80 17.30 N/A N/A 0.99 1.03 N/A N/A
65+ years 33.29 34.55 36.47 37.24 31.70 24.30 N/A N/A 1.05 1.42 N/A N/A

Notes: Computed for individuals according to their household disposable income (HDI) equivalised by the “modified OECD” equivalence scale. HDI are calculated as the
sum of all income sources of all household members net of income tax and social insurance contributions.
Sources: EUROMOD simulations; External: Eurostat
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Table 4.11-Minimum wage validation

Baseline (1)

2014
Equivalised household
disposable income 38242
Declared employment income 27 372
Income tax 2706
Total employee SICs 2 867
Total employer SICs 4027
Total self-employed SICs 1072

2015

40318
29 246
2 889
3067
4307
1148

2016

43 497
32033
3179
3335
4684
1238

Sources: EUROMOD calculations with and without minimum wage

2017

45 452
33763
3336
3618
5066
1343

Min Wage Incl. (2)

2014

38 322
27472
2710
2878
4042
1072

2015

40 397
29351
2 899
3078
4324
1148

2016

43 596
32165
3191
3349
4704
1238

2017

45572
33919
3350
3636
5091
1343

Ratio (2/1)
2014

1.002
1.004
1.001
1.004
1.004
1.000

2015

1.002
1.004
1.003
1.004
1.004
1.000

2016

1.002
1.004
1.004
1.004
1.004
1.000

2017

1.003
1.005
1.004
1.005
1.005
1.000
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Annex 3: Policy effects in 2016-2017

In this section we analyse the direct tax-benefit policy effect on household disposable income
in Bulgaria between 2016 and 2017. We try to understand how changes (or non-changes) to
tax-benefit policies have affected household incomes in the two periods, abstracting from
changes in the population characteristics (e.g. increased unemployment) and the distribution
of market/original gross incomes (e.g. reduction in wages). It should be noted that tax-benefit
policies in a given year are taken as of 30" of June.

Table A3.1 and Figure A3.1 show the policy effect measured in real terms by income
component and income decile group. The effect is estimated as the difference between
simulated household net income under the 2017 tax-benefit policies (deflating the tax-benefit
monetary parameters by Eurostat’s Harmonized Index of Consumer Prices, HICP=1.013) and
net incomes simulated under 2016 policies, as a percentage of mean equivalised household
disposable income in 2016. Households are ranked based on their equivalised household
disposable income. The total policy effect on household incomes is decomposed into the
different components: public pensions, means-tested benefits, non-means-tested benefits,
employee and self-employed social insurance contributions (SIC) and direct taxes. We isolate
the policy effect from changes in market/original income, i.e. changes to market/original
incomes are not considered as part of the policy effect and so, they have no effect on
disposable income.

In 2016-17, household disposable incomes increased on average by 0.19% in real terms. The
increase affected all decile groups, but the changes were pro-poor as in the bottom two decile
groups income changes (1.09-1.17%) were most considerable.

Public pensions were indexed between 2016 and 2017 by 2.6% and on average their nominal
value increased by about 2 percentage points. Additionally, a lump-sum supplement was
given to the pensioners with lowest pensions in December 2016 and April 2017. This increase
affected all decile groups, but contributed mostly at the bottom of the income distribution.
The increase in household disposable incomes due to the indexation of pensions was 0.46%
on average, and 1.1%-1.84% in the first three decile groups. The indexation had a smaller
income-increasing effect (of less than 0.5%) in the top five deciles.

There was a small income-increasing effect on incomes due to means-tested benefits. In July
2016 the threshold for child benefits was changed from BGN350 to BGN400 (average
monthly income per family member for the last 12 months) and more families gained access
to the means-tested child benefit (veceuna nomow 3a omenescoane na deme 0o 3asvpusare
Ha cpeonomo obpazosanue, Ho He no-kvcho om 20 2oouwna évspacm) and the child benefit
for education (yeresa nomow sa yuenuyu). As a result, there was a small positive income
increase in deciles 3-9. On the other hand, the lack of nominal changes in most means-tested
benefit levels as well as the increase in the heating allowance (yeresa nomows 3a omonnenue)
which lagged behind inflation led to small real income losses in the first two decile groups.

Some non-means-tested child benefits, which level is not linked to previous earnings, were
nominally frozen, i.e. their level deteriorated in real terms. However, as very few families
received them there was no noticeable income drop.

There was a reduction in household disposable income due to an increase in SIC paid by
employees and self-employed. As the contributory maximum threshold was nominally frozen
liabilities for SIC went down in real terms.* The resulting net income gains were, however,
offset by the increase in the contribution rate for old-age, disability and survivor for
employees (from 7.9% to 8.34%) and self-employed (from 17.8% to 18.8%).

* As the minimum wage increased nominally (ahead of price growth), so did the contributory
minimum threshold. However, as we keep earned incomes constant, we do not model this change.
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Finally, although the level of the child tax deduction went down in real terms (it froze
nominally), households paid less income tax as taxable income was lowered by the increase in
SIC. Household disposable income rose across all deciles as a result.

Table A3.1. Policy effects in 2016-2017, using CPI-indexation, %

Means- Non Self-
Decile C?riginal Pt{blic tested means- Employee employed Direct Disr?osable
income pensions benefits testcled SIC SIC taxes income
benefits

1 0.0 1.55 -0.39 0.10 -0.09 -0.10 0.02 1.09
2 0.0 1.84 -0.50 0.0 -0.12 -0.06 0.02 1.17
3 0.0 1.10 0.04 0.0 -0.19 -0.09 0.03 0.89
4 0.0 0.85 0.28 -0.01 -0.22 -0.08 0.03 0.84
5 0.0 0.57 0.49 -0.01 -0.29 -0.09 0.04 0.71
6 0.0 0.46 0.15 0.0 -0.28 -0.11 0.04 0.26
7 0.0 0.38 0.10 0.04 -0.30 -0.10 0.04 0.16
8 0.0 0.30 0.02 0.01 -0.31 -0.11 0.04 -0.05
9 0.0 0.25 0.01 -0.01 -0.30 -0.10 0.04 -0.11
10 0.0 0.11 0.0 0.01 -0.23 -0.13 0.04 -0.21
Total 0.0 0.46 0.05 0.01 -0.26 -0.11 0.03 0.19

Figure A3.1. Policy effects in 2016-2017, using CPI-indexation, %
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