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OVERVIEW

Purpose:
* Prevent double taxation of cross-border income
 Allocate taxing rights between countries

Applies to:

v’ Corporate profits
v Dividends

v Interest

v Royalties

Key benefit:
* Reduced withholding tax rates



Key Treaty Provisions 01 PROVISIONS

* Article 5 — Permanent Establishment
Defines when business presence creates tax liability

 Article 7 — Business Profits
Profits taxed where economic activity occurs

 Article 10 — Dividends
5% withholding tax if 210% ownership



Corporate Structure
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Tax Flow Example

« US subsidiary earns profit
Taxed in US at 21% federal rate

 Dividend distributed to BG parent
Withholding tax reduced to 5%

* Remaining profit transferred to BG parent
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Foreign Tax Credit Explained

Foreign Tax Credit prevents double taxation

* Mechanism:
Tax paid in US is credited against Bulgarian tax liability

« Example:

US corporate tax paid = creditable amount
Dividend income declared in Bulgaria

BG tax reduced by US tax already paid

 Result:
Same income is not taxed twice



Foreign Tax Credit — Detailed Example 05 DETAILED

EXAMPLE

 Example:

US subsidiary profit: 1,000
US corporate tax (21%): 210
Profit after tax: 790

Dividend withholding tax (5%): 39.5

Dividend received in Bulgaria: 750.5

Total US tax already paid: 249.5

Foreign Tax Credit allows Bulgaria to reduce

domestic tax already paid in the US

 Result:

Same income not taxed twice



SR IN

Structuring Considerations

Transfer pricing must follow arm's length principle

Intercompany agreements required
Avoid unintended Permanent Establishment

Documentation:
residency certificate
transfer pricing documentation

dividend distribution records

()6 consiberaTiONS




Foreign Tax Credit — Visual Flow ()/ visuaL FLow

Profit 1,000 790 Enas Foreign Tax Credit

WHT 5% No double tax

Tax 21%
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