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Dear Mr. Verwey,

Thank you for your letter of 26 October 2026 concerning the Commission services' preliminary
assessment of Bulgaria's Draft Budgetary Plan for 2027. We have carefully considered the issues raised
and would like to provide further clarifications on the factors underlying the projected developments in
net expenditure, as well as on the measures envisaged to ensure compliance with the Council
Recommendation of 10 July 2026 under Article 126(7) of the Treaty on the Functioning of the European
Union.

As you are aware, 2026 has been an exceptional year for Bulgaria in several aspects. The year began
without an adopted annual budget, under the temporary budget extension arrangements. These
circumstances limited the scope for effectively containing the significant increase in expenditure, given
the full-year impact of a number of spending policies and the necessity to accelerate the absorption of
funds as the implementation of the Recovery and Resilience Plan (RRP) approaches completion. More
specifically, part of the increase in net expenditure in 2026 reflects a substantial rise in expenditure
related to non-recoverable VAT under the RRP, which is financed from national resources. At the same
time, in the absence of additional revenue measures, budget revenues could not grow at a comparable
pace. The significant deficit and increase in net expenditure in 2026 also reflect structural imbalances
accumulated over recent years.

Against this background, given the limited time remaining until the end of the budgetary year and the
fact that the annual budget was adopted only in the middle of the year, we have no fiscal space to
implement additional measures that could have a significant impact on reducing the deficit in 2026.
Nevertheless, I would like to assure you that we are determined to identify opportunities for savings in
nationally financed expenditure by the end of the year.

As regards 2027, the government is making every effort to contain net expenditure growth and advance
fiscal consolidation over the correction period.

Further to the measures included in the Draft Budgetary Plan for 2027, the government envisages
reinforced control over expenditure execution by first-level budget spending units in 2027, whereby
they would be allowed to spend up to 90% of their respective approved annual budget appropriations.
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This measure would not be applied to municipal budgets, state budget spending units operating under
delegated budget arrangements, or funds allocated for benefits and allowances to households under the
budget of the Ministry of Labour and Social Policy. After 1 November 2027, the remaining 10% of
budget appropriations would be made available only provided that this does not lead to a deterioration
in the State Budget balance. This approach is expected to strengthen expenditure discipline and create
opportunities for identifying further savings.

Based on the preliminary fiscal projections incorporating the effects of all proposed measures, the
general government deficit is expected to decline from approximately 5.0% of GDP in 2026 to 4.2% in
2027, 3.5% in 2028 and 2.8% in 2029. At the same time, the general government debt-to-GDP ratio is
projected to remain well below the Treaty reference value of 60% of GDP throughout the correction

period.

We trust that the above information will help clarify the context and assumptions underlying Bulgaria's
Draft Budgetary Plan for 2027. The Bulgarian authorities remain firmly committed to sound and
sustainable public finances and to fulfilling Bulgaria's obligations under the European Union's fiscal
framework. We are making every effort to ensure compliance with the applicable EU fiscal rules and
the relevant Council Recommendation, while taking due account of the flexibility provided by the
national escape clause.

We will continue to further elaborate our projections and work constructively with the Commission
services to ensure an effective and lasting correction of the excessive deficit by 2029.

We remain at your disposal should you require any further clarification or wish to discuss this matter
further.

GALAB DONEV
DEPUTY PRIME MINISTER AND
MINISTER OF FINANCE
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