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GENERAL
Legal system
How would you explain your jurisdiction’s legal system to an investor?

The Bulgarian legal system is a civil law system. The main source of law is codified legislation (the Constitution, codes,
laws and regulations). Bulgarian courts are not courts of equity, but rather courts of law. Only in some cases (eg, for
non-pecuniary damages), the courts will decide on the basis of equity reasons (principles of law or morals) if this is
provided by law.
Bulgarian law permits a party to obtain an injunction of its claim, including a preliminary injunction. The aim of the
injunction is to prevent the party from causing harm to the creditor’s interests. According to article 397 of the Civil
Procedure Code, the protective measures include seizure of movable property and bank accounts, foreclosure of
immovable property, suspension of enforcement and any other measure the court deems suitable.
Relations between legal entities are governed by the general rules of law and by contracts that could not contradict
mandatory legislation. Depending on the subject of the contract, it may be in written form (in ordinary written form or
notarial) or in oral form. In certain cases, provided for by law, the written form of the contract is the form of its validity.
The legislation on the acquisition, disposal, management and construction of real estate is applicable to the entire
territory of the country. Certain local taxes and fees are set at the municipal level.

Land records
Does your jurisdiction have a system for registration or recording of ownership, leasehold and
security interests in real estate? Must interests be registered or recorded?

In Bulgaria, there is a system for registration of ownership, rental contracts and security interests in real estate. The
relevant documents have to be registered in the Land Register, and where the real estate is part of a commercial
enterprise, an entry shall also be made in the Central Register of Special Pledges and in the Commercial Register.
The absence of a registration of a title deed of real estate in the Land Register does not render it null and void, but it
does render it unopposed to third parties who have a registered title deed for the same property. This rule is not
applicable to the mortgage deeds, which must be registered in order to be valid (to have a legal effect). The mortgages
over real estate follow the order of its registration – creditors with earlier registered mortgages could be satisfied
before creditors with later registered mortgages.

Registration and recording
What are the legal requirements for registration or recording conveyances, leases and real estate
security interests?

Documents subject to registration or recording must generally be in the form of a notary deed or notarial certification of
signatures. Contracts for the transfer of property to which the state or the municipality is a party may be in ordinary
written form.
Deeds for transfer of real estate, establishing of rights in rem, lease contracts with a term of more than one year and
other deeds concerning real estate shall be registered in the Land Register to the relevant Registry Office where the
property is located.
The transfer of real estate is subject to payment of local tax, notary’s fee and fee for registration in the Land Register.
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The local tax is payable by the purchaser unless otherwise agreed between parties. The notary fees and fee for
registration are payable by the parties equally, unless otherwise agreed by them.

Foreign owners and tenants
What are the requirements for non-resident entities and individuals to own or lease real estate in
your jurisdiction? What other factors should a foreign investor take into account in considering an
investment in your jurisdiction?

In general, foreign natural or legal persons may acquire the right of ownership in buildings and limited real rights over
real estate in Bulgaria, unless otherwise provided by special law.
Citizens and legal entities of the member states of the European Union or the states – parties to the European
Economic Area Agreement have the right to acquire ownership of land in Bulgaria.
In addition, other foreign natural or legal persons have the right to acquire ownership of land in Bulgaria under the
terms of an international agreement, ratified, promulgated and entered into force, while natural persons can also
acquire land through succession.
There are specific requirements and restrictions regarding the acquisition of agricultural land.

Exchange control
If a non-resident invests in a property in your jurisdiction, are there exchange control issues?

There are no exchange control issues in such cases. There are no restrictions on payments being agreed and made in a
foreign currency by fixing the amount to be paid to the recipient. Euro-leva exchange rate is fixed. For the transfer of
profits, there shall be provided documents before the banks through which the transfer is being made. There are a
certain set of documents normally required for EU and non-EU nationals.

Legal liability
What types of liability does an owner or tenant of, or a lender on, real estate face? Is there a
standard of strict liability and can there be liability to subsequent owners and tenants including
foreclosing lenders? What about tort liability?

There is a general rule in Bulgarian law, according to which the owner of the property and the person in whose custody
it is are jointly liable for the damage caused by this item.
The environmental issues and liability for damage caused to the environment are regulated in several special laws: Act
on Liability for Preventing and Remedying Ecological Damages , Environmental Protection Act , Protection of Rural
Economy Property Act , Act on Waters and others. There are two types of liability – culpable liability and objective
liability, but in both cases, the liability is connected to the activities of a specific person and not directly to the property
they own.

Protection against liability
How can owners protect themselves from liability and what types of insurance can they obtain?
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In Bulgaria, there is no universally applicable scheme for discharging an owner from liability in relation to the real estate
he or she owns. Some insurance companies offer as a product insurance for damages caused by real estate or its use
to third parties. Depending on the specific nature of the property and the use to which it is put, such insurance may be
negotiated and concluded with a particular insurance company.

Choice of law
How is the governing law of a transaction involving properties in two jurisdictions chosen? What
are the conflict of laws rules in your jurisdiction? Are contractual choice of law provisions
enforceable?

According to Bulgarian legislation possession, right of ownership and other property rights over real estate shall be
settled by the law of the state where they are located. There is no possibility for the choice of another applicable law.

Jurisdiction
Which courts or other tribunals have subject-matter jurisdiction over real estate disputes? Which
parties must be joined to a claim before it can proceed? What is required for out-of-jurisdiction
service? Must a party be qualified to do business in your jurisdiction to enforce remedies in your
jurisdiction?

Only state courts have subject-matter jurisdiction over real estate ownership disputes. Jurisdiction is vested in the
court of the location of the property. In the cases of claims of ownership or other real rights over a property with a price
of the claim under 50,000 lev, the District Court will serve as the first instance, while in cases with claims with a value
over 50,000 lev, the County Court will serve as the first instance. Where a party to the dispute is located in another
member state of the European Union, service of notices shall be effected in accordance with the procedure laid down
in EU Regulations. Every owner of real estate in Bulgaria could enforce remedies.

Commercial versus residential property
How do the laws in your jurisdiction regarding real estate ownership, tenancy and financing, or
the enforcement of those interests in real estate, differ between commercial and residential
properties?

There are no principal differences in the procedure for the acquisition and disposal of commercial and residential
property. In certain cases, tax benefits are provided for owners of residential property serving as their main residence.
According to Bulgarian legislation, the lease contracts may not be concluded for a period longer than 10 years, unless it
is a commercial transaction (transaction concluded by a merchant, related to the occupation exercised by him).

Planning and land use
How does your jurisdiction control or limit development, construction, or use of real estate or
protect existing structures? Is there a planning process or zoning regime in place for real estate?

The spatial planning of the territory of Bulgaria is carried out on the basis of general and detailed development plans.
The general development plans determine the predominant use and method of development of the individual structural
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parts of the territories covered by the plan and have no direct application in the permitting of construction. Detailed
development plans determine the specific use and layout of the individual parcels of land covered by the plan and on
their basis development is permitted.
Development plans are subject to the coordination and approval of municipal councils, mayors, regional governors or
ministers depending on the scope or subject of the plan. Plans in force may be amended under certain statutory
prerequisites at the initiative of the owners or holders of limited property rights over the properties affected by the plan.

Government appropriation of real estate
Does your jurisdiction have a legal regime for compulsory purchase or condemnation of real
estate? Do owners, tenants and lenders receive compensation for a compulsory appropriation?

The Bulgarian legislation provides a possibility for compulsory purchase or condemnation of real estate in favour of the
state and the municipality to satisfy their needs that cannot be satisfied in any other way. Specific procedures have
been introduced by the State Property Act and the Municipal Property Act . Expropriation is made in return to
compensation for the owner and for the persons in whose favour an encumbrance on the property has been
established. There is a procedure for the determination of the amount of the compensation that cannot be negotiated.

Forfeiture
Are there any circumstances when real estate can be forfeited to or seized by the government for
illegal activities or for any other legal reason without compensation?

Under the Act on Counteracting Corruption and on Seizure of Illegally Acquired Property , illegally acquired property
(including real estate) may be forfeited to the State. Within the meaning of the Act illegally acquired property is any
property, for the acquiring of which no legal source has been established.

Bankruptcy and insolvency
Briefly describe the bankruptcy and insolvency system in your jurisdiction.

Insolvency proceedings are regulated by the Commercial Act and are opened in cases of illiquidity or overindebtedness of a merchant. In the insolvency proceedings, the company may be recovered. After the opening of the
insolvency proceedings, transactions with real estate forming part of the insolvency estate may be carried out only
within the proceedings by the persons designated for that purpose. Transactions carried out by the owner of the
property shall be null and void for the creditors of the insolvent estate.
In some cases, bankruptcy under Bulgarian law (Penal Code) may be recognised as a crime (ie, behaviour for which
natural persons are criminally liable).

INVESTMENT VEHICLES
Investment entities
What legal forms can investment entities take in your jurisdiction? Which entities are not required
to pay tax for transactions that pass through them (pass-through entities) and what entities best
shield ultimate owners from liability?
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In Bulgaria, the following companies could be established: general partnership, limited partnership, limited liability
company, joint-stock company, and limited stock partnership. limited liability companies and joint-stock companies
best shield ultimate owners from liability – the shareholders are not responsible for the company’s debts – the
company itself is responsible for them. Shareholders in a limited liability company are liable to the extent of their
shareholding in the capital, as shareholders in a joint-stock company are not liable with their personal assets for the
company’s debts except with their shares. All of these entities are taxed at the company level – the owner is not taxed
directly – the company is. Pass-true entities (real estate investment trusts are not regulated under the Commercial Act
of Bulgaria). In all cases, the transaction costs related to real estate, including local tax, registration fee, notary fee are
due by the buyer (in general). In certain real estate donation transactions between individuals to close relatives, no
local tax is payable (but other costs are payable). With regard to special purpose entities, there are reliefs of various
kinds – no corporate tax is payable related to the activity of the company (not directly to transactions).

Foreign investors
What forms of entity do foreign investors customarily use in your jurisdiction?

Foreign investors customarily use the following companies, due to the limitation of the liability of their owners: a
limited liability company and, for larger investments, a joint-stock company (the shareholders are not responsible for
the company’s debts – the company itself is responsible for them). In addition, the formalities for the establishment of
a limited liability company are minimal – the amount of the founding capital is very low, and with the registration of a
company with an address on the territory of Bulgaria, where the sole shareholder is a foreign natural or legal person,
the same is considered a Bulgarian company and can act as such in relations with third parties.

Organisational formalities
What are the organisational formalities for creating and maintaining the above entities? What
requirements does your jurisdiction impose on a foreign entity? Does failure to comply incur
monetary or other penalties? What are the tax consequences for a foreign investor in the use of
any particular type of entity, and which type is most advantageous?

The foreign investor usually incorporates an entity in Bulgaria (with registered address in Bulgaria) and the company
acts further as a Bulgarian legal entity (in most cases a limited liability company). There shall be prepared
incorporation documents – Constitutive Protocol, an Act of Constitution, articles of association, declarations by the
managers. Part of them shall be notarised. The legal entities shall draw up annual financial statements that are subject
to an announcement in the Commercial Register. In some cases, these are audited (particularly for a joint-stock
company). It is possible also declarations of inactivity to be made and no annual reports to be drawn up. In the case of
missing deadlines for an announcement of annual reports or declarations, fines are usually imposed. Аlso, the investor
may register a place of business in Bulgaria. In this case, the profits of the place of business are taxed under Bulgarian
law. The corporate tax in Bulgaria is 10 per cent and there is no difference as per the type of company (special
investment companies may be exempted).

ACQUISITIONS AND LEASES
Ownership and occupancy
Describe the various categories of legal ownership, leasehold or other occupancy interests in real
estate customarily used and recognised in your jurisdiction.
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The owner of real estate may freely possess, use and dispose of it, including to sell, lease, establish limited property
rights or other encumbrances on the property. Bulgarian legislation introduces the regime of condominium ownership
in cases where floors or parts of floors of a building belonging to separate owners, in which case the common parts of
the building are managed under the Condominium Ownership Management Act .
The real estate may be granted for use to a third party by establishing a right of use by notary deed or by renting it out
by concluding a lease agreement. The main difference between the two methods is that the right of use is granted to a
specific person, cannot be transferred and upon the death or termination of the user, the right of use is extinguished.
Real estate is usually granted for use by entering into a lease agreement. Lease agreements are differentiated mainly
according to the type of real estate being leased. For retail premises and areas located in shopping centres, standard
lease agreements drawn up by the shopping centre concerned are normally used, together with a common areas
management agreement governing the tenant's rights and obligations in the use of the common areas of the shopping
centre and the maintenance and management fees payable in connection therewith.
The real estate may serve as security, for which purpose a mortgage shall be established on it. Separately, a right of
use or a right to build may be established. With the building right, the owner of the land gives a third party the
opportunity to construct and own a building on the land he owns or to transfer ownership of an already constructed
building, while retaining ownership of the land.
Easements (rights of way, rights to lay, etc) may also be established with respect to immovable property. There are two
legal methods for this – by concluding a contract with the owner of the property or in the absence of an agreement –
by an act of authority (order).

Pre-contract
What are the typical pre-contractual steps?

Usually, in Bulgaria, the purchase and sale of real estate include the following steps:
signing an agreement with the potential buyer, whereby the potential buyer undertakes to pay a certain amount to
stop the property from being offered to third parties until a preliminary or final contract for its purchase is signed
– the usual clause in this kind of agreement is that the potential buyer forfeits the amount paid if he does not sign
a contract (preliminary or final) for the purchase within a certain period;
conclusion of a preliminary contract governing the main terms of the final purchase contract; and
signing a definitive contract.

In general, brokers do not engage in legal analysis of the status of the property and it is advisable to use specialised
legal services in this respect.

Contract of sale
What are typical provisions in a contract of sale?

The typical contract provisions of a sale contract include a detailed description of the real estate, sale price, payment
schedule and general representations and warranties of the seller regarding the ownership and lack of encumbrances
over the property.
In the case of the sale of a completed and constructed object, it is usually agreed that the entire sale price will be paid
at the date of the sale. In the case of a newly constructed property, the payment of the instalments of the sale price is
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normally linked to the stages of construction of the property, as the last instalment is paid after the object has been put
into use and transferred to the seller by notary deed. If bank credit is used for the purchase, the price is paid after a
mortgage has been duly established in favour of the financing bank. For larger investments, as well as for property
transactions in the capital city, for the payment of the price usually the parties sign an escrow agreement.
For evidence of good title to the property the seller usually provides the following documents: title deeds, sketches,
certificates for encumbrances over the property. In the event that they prove to be insufficient for the purpose of the
analysis of the ownership over the property, additional documents are usually provided at the buyer's expense.
It is customary that all costs of taxes, fees and utilities up to the time of transfer of the ownership over real estate be
paid by and at the expense of the seller. Moreover, according to the legislation, a real estate transaction may not be
done unless all taxes on the property have been paid. Batch for utilities supply is usually opened in the name of the
owner, the user or the tenant who is personally liable for the payment of the relevant costs.

Environmental clean-up
Who takes responsibility for a future environmental clean-up? Are clauses regarding long-term
environmental liability and indemnity that survive the term of a contract common? What are
typical general covenants? What remedies do the seller and buyer have for breach?

The owner of the land has obligations in this respect, as the seller and the buyer may agree between themselves the
actual actions to be carried out within the contract and the terms and conditions thereof.

Lease covenants and representation
What are typical representations made by sellers of property regarding existing leases? What are
typical covenants made by sellers of property concerning leases between contract date and
closing date? Do they cover brokerage agreements and do they survive after property sale is
completed? Are estoppel certificates from tenants customarily required as a condition to the
obligation of the buyer to close under a contract of sale?

The basic principle of law regarding lease contracts and their effect vis-à-vis the new owner is set out in article 237 of
the Obligations and Contracts Act. According to it, the lease agreement remains valid against the new owner if it has
been entered in the Land Register. However, if it is not entered in the Land Register, but is with notarised signatures, it is
binding on the new owner for the duration of the lease, but not for more than one year.
If the lease contract is neither registered or notarised, the lease is deemed to have been concluded without a fixed term
in respect of the new owner, and accordingly may be terminated by giving one month’s notice, or, if the rent is payable
by the day, by giving one day’s notice.
In addition to the above general principle, there is an established practice that when a change of ownership of real
estate takes place and there is a lease agreement for the property, a tripartite agreement is signed between the seller
(old owner), the buyer (new owner) and the tenant, setting out in detail the relationship between the parties in relation
to the lease.

Leases and real estate security instruments
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Is a lease generally subordinate to a security instrument pursuant to the provisions of the lease?
What are the legal consequences of a lease being superior in priority to a security instrument
upon foreclosure? Do lenders typically require subordination and non-disturbance agreements
from tenants? Are ground (or head) leases treated differently from other commercial leases?

The general rule of leases is that they are opposable to the person acquiring the property at foreclosure if they were
recorded in the Property Registry prior to the first mortgage on the property.

Delivery of security deposits
What steps are taken to ensure delivery of tenant security deposits to a buyer? How common are
security deposits under a lease? Do leases customarily have periodic rent resets or reviews?

When the ownership of real estate changes, to secure and protect the rights of the new owner and the tenant a
tripartite agreement is usually signed between the seller (the old owner), the buyer (the new owner) and the tenant.
With this agreement, the parties agree on their relationships in relation to the lease, including the obligation of provision
of the security deposit to the buyer. It is customarily to agree in tenancy agreements the provision of security deposit. A
common clause in lease agreements is also a clause for recalculation of the rent according to inflation rates.

Due diligence
What due diligence should be conducted before executing a contract? Is any due diligence
customarily permitted or conducted after contract but before closing? What is the typical method
of title searches and are they customary? How and to what extent may acquirers protect
themselves against bad title? Discuss the priority among the various interests in the estate. Is it
customary to obtain government confirmation, a zoning report or legal opinion regarding legal
use and occupancy?

The due diligence prior to the conclusion of a contract usually includes verification of the ownership of the property, its
development planning status, respectively legality of its construction and commissioning and the special regimes
applicable to it depending on the type of property (if it falls within a protected area, for example, etc). It is possible that
the verification of the property is carried out after the signing of a preliminary contract, in which obtaining a ‘positive’
legal opinion on the ownership and status of the property or the issuance of a specific document confirming the
ownership of the property or the absence of a specific claim or weight in relation to it is stipulated as a condition for
the conclusion of a final contract.
Contracts for the transfer of real estate or the imposition of encumbrances on real estate are subject to recording in the
Land Register. There is first in time, first in right priority, which cannot be changed by contract.

Structural and environmental reviews
Is it customary to arrange an engineering or environmental review? What are the typical
requirements of such reviews? Is it customary to get representations or an indemnity? Is
environmental insurance available?
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In the case of purchasing a building or a part of a building, a preliminary review of the construction documentation and
an on-site inspection is sometimes carried out, to analyse the legality and quality of the construction. In the case of the
purchase of real estate with a view to future investment plans, it is advisable to carry out a preliminary assessment of
the realisation opportunity of these plans. The scope and the subject matter of the assessment depend on the specific
investment plan.

Review of leases
Do lawyers usually review leases or are they reviewed on the business side? What are the lease
issues you point out to your clients?

Depending on the case, it is possible to have leases reviewed by lawyers and on the business side. It is recommended
that both analyses be done. From a legal point of view, the main focus of analysis is on the possibility of early
termination of the contract, penalties payable for non-performance and the possibility of renegotiating the rental price.

Other agreements
What other agreements does a lawyer customarily review?

Lawyer customarily reviews the following documents: title deeds of previous owners of the property, all types of
contracts and other documents, recorded in Land Register regarding the real estate, including mortgages, easements,
court claims and court decisions in relation to the property and others depending on the specific case.

Closing preparations
How does a lawyer customarily prepare for a closing of an acquisition, leasing or financing?

It is customarily for the closing of the transaction for the transfer of a real estate to secure decisions of the competent
authorities of the parties to the transaction if they are legal entities, up-to-date property sketches, tax assessments and
standard declarations. In the event, lending is used, and the lending requires the creation of a security over the property,
the security must be created simultaneously with the property transfer. The drawdown of the financing funds usually
requires technological time related to the provision of certificates from the Property Registry for registration of the
security.

Closing formalities
Is the closing of the transfer, leasing or financing done in person with all parties present? Is it
necessary for any agency or representative of the government or specially licensed agent to be in
attendance to approve or verify and confirm the transaction?

Contracts transferring the right of ownership, other rights in rem (right of use or right construction) or establishing a
mortgage on real estate must be signed before a notary at the location of the property. Lease agreements with a term
of more than one year shall, as a rule, also have to be signed before a notary. Other contracts may be signed in ordinary
writing form at a place chosen by the parties.
When contracts are signed before a notary public, a notary fee has to be paid, which amount is based on the material
interest being certified.
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Contracts shall be signed in the presence of the parties. If the parties or either of them is unable to be present, the
contract may be signed by a proxy, who shall present a duly issued power of attorney.

Contract breach
What are the remedies for breach of a contract to sell or finance real estate?

Remedies depend on the terms of the specific contract. If agreed, the seller may retain the down payment of the buyer
if he refuses to enter into a final contract. Either party has a right of action against the other in the event of a breach of
contract, and either party to a preliminary contract of sale may petition the court to have the contract declared final.
According to the applicable law, the cancelling of a final contract for transfer, creation, recognition or termination of
property rights on real estate shall be done through the court.

Breach of lease terms
What remedies are available to tenants and landlords for breach of the terms of the lease? Is
there a customary procedure to evict a defaulting tenant and can a tenant claim damages from a
landlord? Do general contract or special real estate rules apply? Are the remedies available to
landlords different for commercial and residential leases?

Either party to the lease may seek enforcement of the lease in court or out of court. The specific claim depends on the
type of default and the provisions of the contract and may include a claim for liquidated damages, early termination of
the contract, restoration of the leased property, etc. Different remedies for landlords are not established depending on
whether the leased premises are commercial or residential.

FINANCING
Secured lending
Discuss the types of real estate security instruments available to lenders in your jurisdiction. Who
are the typical providers of real estate financing in your country? Are there any restrictions on
who may provide financing?

Creditors’ claims may be secured by the following collateral relating to real property – a mortgage on real property or a
pledge of a going concern, involving real property. The secured creditor may satisfy its claims by conducting a
procedure for the sale of the asset serving as collateral. The procedure for enforcement varies according to the type of
security, and at the creditor’s option, enforcement against immovable property forming part of a going concern may be
the same as against mortgaged property.
Typically, financing of real estate transactions is provided by banks, which may offer financing at various stages of the
development of a property.

Leasehold financing
Is financing available for ground (or head) leases in your jurisdiction? How does the financing
differ from financing for land ownership transactions?
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The Bulgarian legislation does not regulate the institution of ground (or head) leases.

Form of security
What is the method of creating and perfecting a security interest in real estate?

Security over real estate is provided by the establishment of a mortgage in the form of a deed, which shall be entered in
the land register to the Registry Office where the property is located. In the case of a pledge of a going concern in
which there is immovable property, the pledge shall be effected by means of a special pledge agreement, which shall
be entered in the Commercial Register and in the Land Register.

Valuation
Are third-party real estate appraisals required by lenders for their underwriting of loans? Are there
government or industry standards for appraisals? Must appraisers have specific qualifications or
required government or industry certifications? Who is required to order the appraisal?

In Bulgaria, the lenders require such appraisals, these are mostly the cases where the lenders are banks or financial
institutions – they work with independent appraisals chosen by them. The independent appraisers shall pass an
examination to qualify to carry out the valuations and they are registered in the Register of Independent Appraisers and
have the right to prepare and sign an appraisal report for objects to be appraised, applying the required standards. The
independent appraiser should have acquired legal capacity in the relevant field to be appraised: real estate, machinery,
and equipment, intellectual and industrial property rights, commercial enterprises and receivables, etc. The valuation is
the opinion of the independent valuer on the value of the object for a specific purpose at a specific time and in a
specific market. The valuation is not binding on the creditor, who may obtain several valuations to assess the value of
the property used as security against the result of those evaluations. According to our legislation, the appraiser must
apply appraisal standards that have been approved by the General Assembly of the Chamber of Independent
Appraisers. There are no restrictions on who can commission the assessment, but in practice, they are assigned by the
persons who have an interest in it – sellers, buyers, creditors, etc.

Legal requirements
What would be the ramifications of a lender from another jurisdiction making a loan secured by
collateral in your jurisdiction? What is the form of lien documents in your jurisdiction? What other
issues would you note for your clients?

With regards to collateral, there are no restrictions with respect to a lender from another jurisdiction to grant a loan
secured by collateral that shall be executed in accordance with Bulgarian law. In case the collateral is real estate, a
mortgage shall be established on the same and shall be entered into the Land Register. The execution on the property
(realisation of the security) shall be carried out under Bulgarian law. In the case of granting a special pledge of the
commercial enterprise, the same shall be entered in the Commercial Register and the Land Register (in respect of
property forming part of the assets of the commercial enterprise). The contract for a special pledge shall be concluded
in writing with notary certification of signatures of the parties.
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Loan interest rates
How are interest rates on commercial and high-value property loans commonly set (with
reference to LIBOR, central bank rates, etc)? What rate of interest is legally impermissible in your
jurisdiction and what are the consequences if a loan exceeds the legally permissible rate?

Interest rates are set by commercial banks on a market basis based on tariffs set by them (there are differences
between loans for individuals and for enterprises, between consumer loans and mortgage loans, as the latter generally
include loans secured by a property – real estate). Banks apply formulas to determine the annual interest rate on
mortgage and consumer loans – annual interest rate is equal to reference interest rate plus fixed (non-variable)
premium. The Reference Rate is a market interest rate index (EURIBOR, LIBOR, etc). Commercial banks determine the
reference interest rate applicable to the different types of loans and how it will be changed over the term of the
contract. The interest rates depend on the term of the contract, the borrower, proven profitability, loan securities, etc.
The Bulgarian National Bank publishes information on the central base rate. It is important for a statutory interest,
which is not determined by contract, but by law – based on a decree of the Council of Ministers. Thus, unless otherwise
agreed, in the case of default in the performance of a monetary obligation the debtor shall pay statutory interest for the
delay. It shall be equal to the central interest rate announced by the Bulgarian National Bank for the period of delay,
increased by 10 percentage points. The parties may agree on a penalty for late payment, which shall differ from the
statutory interest rate and shall be determined by agreement of the parties. The basic principle is that the penalty
should not be contrary to 'good morals’ (ie, its value should be determined in a fair manner and serve as compensation
for the damage and not be excessive and merely punitive).

Loan default and enforcement
How are remedies against a debtor in default enforced in your jurisdiction? Is one action
sufficient to realise all types of collateral? What is the time frame for foreclosure and in what
circumstances can a lender bring a foreclosure proceeding? Are there restrictions on the types of
legal actions that may be brought by lenders?

Remedies against a debtor in default are generally enforced through a judicial procedure. However, there are some nonjudicial options available. For example, a creditor with a special pledge established by the debtor in accordance with
the Special Pledges Act may initiate a non-judicial enforcement procedure and directly sell the debtor’s pledged
assets. In a judicial procedure, the creditor has to file a court claim against the debtor, to obtain a final decision and a
writ of execution. Enforcement is carried out by a private bailiff based on the writ of execution.
In Bulgaria, there is no equivalent of the security-first or the one-action rule. If the debt is secured by real property, the
creditor is not required to foreclose against the real property to collect on the debt. The creditor is free to choose the
assets on which to direct. One action is sufficient to realise all types of collateral in the subsequent enforcement
procedure.
A lender is free to file a claim and bring a foreclosure procedure in any case of default. Usually, specific prerequisites
are agreed upon by the parties in the contract. It is common to include acceleration clauses in bank loan agreements.
In this case, the creditor must first give notice to the debtor that in the event of non-performance within the period
specified by the creditor the loan shall be accelerated.
No general time frame for the foreclosure procedure may be provided.

© Copyright 2006 - 2021 Law Business Research

www.lexology.com/gtdt

16/20

Lexology GTDT - Real Estate

Loan deficiency claims
Are lenders entitled to recover a money judgment against the borrower or guarantor for any
deficiency between the outstanding loan balance and the amount recovered in the foreclosure?
Are there time limits on a lender seeking a deficiency judgment? Are there any limitations on the
amount or method of calculation of the deficiency?

The debtors remain liable for the balance of the debt – the difference between what was collected in the enforcement
and the outstanding debt. Until the debt has been paid in full, the enforcement proceedings that have been initiated
against the debtor cannot be terminated. There is an exception only for insolvency proceedings in respect of a
commercial company – once the bankrupt estate has been exhausted, the company is dissolved and there is no legal
entity against which enforcement can proceed.

Protection of collateral
What actions can a lender take to protect its collateral until it has possession of the property?

The creditor has the right to foreclose on the property in case of default of the debtor and before the property is
announced for public sale. In this case, the debtor is deprived of the right to dispose of the claim or the property by
virtue of the law and may not, under pain of criminal liability, alter, damage or destroy the property. However, the
creditor cannot establish possession of the property while the foreclosure is in effect, but any acts by which the debtor
harms may result in the debtor’s criminal liability.

Recourse
May security documents provide for recourse to all of the assets of the borrower? Is recourse
typically limited to the collateral and does that have significance in a bankruptcy or insolvency
filing? Is personal recourse to guarantors limited to actions such as bankruptcy filing, sale of the
mortgaged or hypothecated property or additional financing encumbering the mortgaged or
hypothecated property or ownership interests in the borrower?

The debtor is liable for his or her debts on all his or her property. A preference in the presence of security constitutes
the creditor’s privilege to be satisfied by preference (first if it is a first ranking mortgagee of the property that serves as
security). The debtor is liable up to the amount of the debt – principal and all accrued interest and penalties. In the
event that the value of the collateral realised is not sufficient, execution proceeds on the remaining property of the
debtor (if there is no collateral the creditor will not have a privilege). The guarantor is liable to the creditor of another
person for the performance of the other person’s obligation (the principal obligation). The guarantor may be
responsible for part of the obligation or under less severe conditions. In the case of a company, the company is liable
with its assets and the shareholder is liable to the extent of his share contribution. In certain cases, in the case of bank
loans, liability may be limited (instead of unlimited) and it is limited to the security value.

Cash management and reserves
Is it typical to require a cash management system and do lenders typically take reserves? For
what purposes are reserves usually required?
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Typically, in Bulgaria, there is no requirement for cash management system. However, it is more common for a lender to
require a reserve account of the borrower. Hence, the borrower might be required to open a debt service reserve
account and operation and maintenance reserve account for covering the operating expenses.

Credit enhancements
What other types of credit enhancements are common? What about forms of guarantee?

The most common credit enhancements are bank guarantees, letters of credit, holdbacks or guarantors. As per the
issuance of bank guarantee, the bank undertakes an irrevocable obligation to pay a certain amount if the beneficiary of
the guarantee declares a breach of contractual obligations. A bank guarantee may be used as a defence against
default or non-payment in commercial transactions and may be issued as a guarantee for good performance. In the
event that the debtor undertakes acts intentionally or to the detriment of the creditor, the creditor may seek to have
them declared null and void.

Loan covenants
What covenants are commonly required by the lender in loan documents?

Usually, the lenders require evidence of the borrower’s solvency, absence of debts, absence of pending lawsuits,
profitability, amounts in bank accounts, possession of liquid assets, etc. Freehold and leasehold financings are not
applicable under Bulgarian law.

Financial covenants
What are typical financial covenants required by lenders?

The typical financial covenants are primarily based on debt-service coverage ratios (DSCR), financial reporting
requirements, equity ratios, dividend lock-up and full cash sweep if DSCR does not meet the required DSCR levels.
Annual market appraisals for the security are also typical.

Secured movable (personal) property
What are the requirements for creation and perfection of a security interest in movable (personal)
property? Is a ‘control’ agreement necessary to perfect a security interest and, if so, what is
required?

The creation of a security over a movable property shall be established by a real pledge. The real pledge is a contract
by virtue of which the pledgor delivers his or her property to the pledgee and undertakes to answer with it for the
corresponding obligation. The factual composition includes: a contract of pledge and delivery of the movable property.

Single purpose entity (SPE)
Do lenders require that each borrower be an SPE? What are the requirements to create and
maintain an SPE? Is there a concept of an independent director of SPEs and, if so, what is the
purpose? If the independent director is in place to prevent a bankruptcy or insolvency filing, has
the concept been upheld?
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There is no restriction or requirement for the borrower’s legal form. The establishment of an SPE is not a part of the
statutory regime under Bulgarian law.

UPDATE AND TRENDS
International and national regulation
Are there any emerging trends, international regulatory schemes, national government or
regulatory changes, or other hot topics in real estate regulation in your jurisdiction? (eg, transition
to a new alternative benchmark rate upon cessation of LIBOR as benchmark rate?)

There are no expected significant regulatory changes concerning real estate regulation in Bulgaria.
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Jurisdictions
Australia

Maddocks

Austria

Fellner Wratzfeld & Partner

Bulgaria

Gugushev & Partners Law Office

Dominican Republic

Guzmán Ariza

Finland

Waselius & Wist

Germany

McDermott Will & Emery

India

AZB & Partners

Ireland

Mason Hayes & Curran LLP

Japan

Nagashima Ohno & Tsunematsu

Malta

WH Partners

Mexico

M Shehoah S.C

Monaco

CMS Pasquier Ciulla Marquet Pastor Svara & Gazo

Myanmar

Mori Hamada & Matsumoto

Netherlands

Allen & Overy LLP

Portugal

PLMJ

Spain

Monereo Meyer Abogados

Switzerland

Bär & Karrer

Thailand

Nagashima Ohno & Tsunematsu (Thailand)

Ukraine

GOLAW

United Arab Emirates

Afridi & Angell

United Kingdom - England & Wales

Fried Frank Harris Shriver & Jacobson LLP

Vietnam

LNT & Partners
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