BUDGET ACT

. GENERAL PROVISIONS

THE CONTENT AND SCOPE OF APPLICATION OF THE ACT
Article 1
This Act shall regulate the planning, preparatjmassage and execution of the budget,
asset and debt management, public debt managemoerdwing and the guarantee of the
state and of the local and regional self-governmeits, budgetary relations in the public
sector, accounting, budgetary control and otheueissin related to public finance
management.

Article 2

(1) The provisions of this Act shall relate to gtate budget and the budgets of local
and regional self-government units (hereinafteenredd to as: the budget), and to state
budget users and users of the local and regionfdlgeeernment units' budgets
(hereinafter referred to as: budget users).

(2) Particular provisions of this Act shall rega@lahe budgetary relations and rules
applied to extra-budgetary funds, companies andrdégal persons in which the state or
the local and regional self-government unit hag@sgive influence on the management,
or on the preparation of financial plans, cash rganeent, borrowing and issuing
guarantees, accounting, producing and submittipgrte and carrying out the budgetary
control, which are, with regards to financing s@sicincluded in the general budget
(hereinafter referred to as: extra-budgetary users)

(3) The Minister of Finance shall establish by aoB®f Rules budget and extra-
budgetary users of the state budget and the lowhlregional self-government units’
budgets, as well as the manner of keeping thetezgtd budget and extra-budgetary
users of state budget and of local and region&lgesiernment units’ budgets.

THE MEANING OF TERMS
Article 3

For the purpose of this Act certain terms shallehte following meaning:

1. AFCOSis a system through which the coordination ofdkdive, administrative
and operative activities is implemented with thepose of protecting financial
interest of the European Union and direct coopematwith the European anti-
fraud office (OLAF);

2. Activity is a part of a program for which duration is netedmined and in which
the expenditures and expenses for achieving thectbgs established by the
program are planned;

3. Acts of planningare projects, plans, programs, strategies andasidocuments;

4. Given donationsare a current or capital transfer of funds to poofit
organizations and to citizens and households tightide transfers in kind, made
by the budget and budget users for a specific @a;po



5. State Budgets an act, passed by the Croatian Parliament (iefter referred to
as: Parliament), by which the revenues and receaps estimated and state
expenditures and expenses for one year establisteadordance with law;

6. State Treasuryis a system which provides organizational and rinftional
integration of budgetary processes: budget preparastate budget execution,
state accounting, financial resources managemehnpalolic debt management;

7. State guaranteés an instrument of insurance by which the Repubfi Croatia

guarantees the settlement of liabilities for whith guarantee is given;

State debis central budget debt;

State grantare actual and potential expenditures or reduceehiees of the state

allocated by state grant payers to state gransubat are undermining, or that

could undermine market competition by granting aka&aadvantage to a state
grant user, regardless of the form of the grantth® extent in which it can
influence the settlement of internationally assurabligations of the Republic of

Croatia;

10. Economic classificatiors a presentation akvenues and receipts by natural types
and expenditures and expenses according to th@egopurpose they serve, and
they are classified in classes, groups, subgralipisjons and basic accounts.

11.Financial assetsare monetary funds, claims, legal persons’ stockd$ equity
shares, securities and other investments in legyabps;

12.Financial planis the budget user's and extra-budgetary usertument that
establishes their revenues and receipts and expessliand expenses in
accordance with budget classifications;

13.Financial reporting is a set of information on financial position, mess
performance and cash flows of the budget, budgetsusaand extra-budgetary
users;

14.Functional classifications a presentation of budget and extra-budgetarysuse
activities and projects classified according topibhepose they serve;

15. Capital investmentare investments in the increase and preservatidheotalue
of assets, investments in land, buildings, equignaed other long-term material
and nonmaterial assets, including investments imca&tbn and training,
development of new technologies, improvement inliguaf life and other
investments that will create gain;

16. Extra-budgetary usersre extra-budgetary funds, companies and otherl lega
persons in which the state or the local and redgiead-government unit has a
significant influence on the management;

17.Extra-budgetary funds an extra-budgetary user, legal person foundedhen
basis of law, which is financed from the earmarlemhtributions and other
revenues;

18. Sources of financingre groups of revenue and receipts from which rcipgres
and expenses of specific type and defined purpessedtied;

19. Executive bodys the Government of the Republic of Croatia (heater referred
to as: the Government) and the executive bodyehthnicipality, City of Zagreb,
town and county (hereinafter referred to as: laal regional executive body)
that submits the budget and annual and semi-amapait on budget execution to
its representative body;

© ®



20.Public debtis general budget debt;

21.Public sectorare the state budget, the units of local and redisalf-government,
budget and extra-budgetary users of the state buadge of the budgets of the
local and regional self-government units;

22.Local and regional self-government uimst the municipality, town and county,
whose bodies perform functions, carry out tasks@ags programs prescribed by
laws and decisions made on the basis of law, faclwtine funds are provided in
their budget and in the financial plan of the budgser;

23.Consolidationis a presentation of financial data of several intategl budgets
and/or budget users, and extra-budgetary user$ assingle entity were in
question;

24.Location classifications a presentation of expenditures and expensesdiuego
to the territorially defined structures in accordarwith the constitution of the
Republic of Croatia, the European Union countries @ther countries;

25.Budget user’'s monthly financial plas a monthly presentation of expenditures
and expenses by economic, organizational and progekassification with
planned values by sources of financing in accordavith the expected maturity;

26.Local self-governmenincludes local administrative offices, residentglarters
and districts established by the statute of thellself-government units;

27.Compensationncludes pensions, and compensations to citizedshanseholds
by virtue of special laws;

28.Non-financial fixed assetse non-produced and produced fixed assets.

29.Responsible persoare the budget and extra-budgetary user’s Headjcipah
prefect, mayor or county prefect and a person tehvbuch authority is delegated
by their decision;

30.General budgets the central budget and the local and region&lgexernment
units’ budgets and extra-budgetary users of lacal regional self-government
units;

31.0Organizational classificationis a presentation of connected and harmonised
(hierarchically and according to relation of riglasd responsibilities) structures
of budget and budget users which by appropriateemahtresources achieve set
goals, and which is established through first lelvetiget users, second level
budget users and budget users (third level);

32.Development programs plas a presentation of planned expenditures concgrnin
conducting investments and giving capital aids @mitions;

33.Aids are current or capital transfers to internationafjaaizations, foreign
governments, budgets, extra-budgetary users, beaarks other financial
institutions and companies;

34.European Union aidare funds that the Republic of Croatia receivesuph pre-
accession programs and funds of the European Union;

35.Legal person with a direct or indirect majority staownershigs a legal person
whose shares or equity share constitute the RepablCroatia’s portfolio, or in
relation to which the Republic of Croatia has foumgd ownership) rights;

36.Legal person with a direct or indirect majority oemship of the local and
regional self-government unis a legal person whose shares or equity share
belong to the local and regional self-governmentsiportfolio, or in relation to



which the unit of the local or regional self-goverent has the founding
(ownership) rights;

37.Representative bodyg the Croatian Parliament, county assembly andeta@ity
Assembly, as well as the municipal and city couficéreinafter referred to as:
Parliament and the representative body) that patsebudget, the state budget
execution act and the decision on budget executimmannual and semi-annual
report on budget execution;

38.Revenues for special purposa® revenues whose use and purpose is determined
by special laws;

39.Recipients of fundare legal and natural persons receiving budgetsfiordthe
basis of special regulations, court decisions andeaments;

40.Received donationsre earmarked funds which the budget and budgets us
realise from natural persons, non-profit organ@aj companies and other
subjects outside of the general budget;

41.Received aidsre current and/or capital transfers which thegeticand budget
users receive from foreign governments, internafionganizations or from other
subjects within the general budget;

42.Programis a set of independent, closely related activided projects oriented
towards the achievement of a common goal;

43.Program classificationis a presentation of programs and their componartsp
activities and projects, defined in accordance whth acts of planning as well as
goals and tasks of the budget and budget and butigetary users of the budget;

44.Budget projectior(hereinafter referred to as: projectiag)an estimate of budget
revenues and receipts and expenditures and expérsdse period of several
years, which is adopted by the Parliament or thessentative body;

45.Project is a component part of a program for which durati®rmetermined in
advance and in which the expenditures and expdoseshieving the objectives
established by the program are planned,;

46.Local and regional self-government unit's budget an act, passed by its
representative body, by which the revenues andiptscare estimated and
expenditures and expenses of the local and regisefitgovernment unit
established for one year, in accordance with lad/ @ecision made on the basis
of law;

47.Budget classificationsare a frame by which revenues and receipts and
expenditures and expenses are stated and systaltgaticonitored by the
responsible body, goal, purpose, type, locationssmatce of financing;

48.Budgetary funds a budget user founded on the basis of law byl#te of coming
into force of this Act, and is financed from thaliget and the earmarked revenues
of the fund,

49.Budget usersre state bodies, institutions, boards of minaslf-governments,
budgetary funds and local self-government, whosdf stxpenditures and/or
material expenditures are provided for in the baidge

50.Budget supervisions a system of control of material and financialsiness
operation of budget and extra-budgetary users ef diate budget, local and
regional self-government units and their budget ertta-budgetary users and



legal and natural persons for which the funds amviged in the budget
(hereinafter referred to as: subjects of control);

51.Budget accountings an accounting system that regulates the bookkgep
analysis and reporting on business events of tligdiuand budget and extra-
budgetary users;

52.Financing Accounis a part of the budget which shows the manndmahcing
budget deficit and the use of budget surplus;

53.Register of budget and extra-budgetary users akdbadget and of local and
regional self-government units' budgst a list of budget and extra-budgetary
users;

54. Central budgets the state budget and the financial plans ofeelatrdgetary users;

55. Strategic planis a document that contains the vision, stratggals, methods of
achieving goals (acts of planning), measures aflt®@assessment and the system
of monitoring of achieving results;

56. Subsidiesare current transfers of funds to producers to erage the production
of certain products and the providing of serviselsich can be determined on the
basis of the level of production and/or the amooahtthe produced, sold or
imported goods and services;

57.The municipal and county financial affairs admirasitve body (hereinafter
referred to as: financial affairs administrativedipp prepares the budget, annual
and semi-annual report on budget execution anapesfother financial tasks for
the local and regional executive body;

58. Borrowingis obtaining a loan or issuing of securities.

BUDGET PRINCIPLES
Article 4
The budget shall be adopted and executed in acooedaith the principle of budget
unity and accuracy, one year principle, principfebalance, accounting unit principle,
universality principle, specification principle,sal financial management principle and
transparency principle.

The principle of budget unity and accuracy
Article 5

(1) Revenues and receipts belonging to the statk lacal and regional self-
government units, as well as all their expendited expenses for particular purposes
shall be presented in the budget on the grossiplnc

(2) Budget funds shall be used for financing ofengtitures, functions and programs
of government bodies and bodies of local and regdiself-government units and other
budget and extra-budgetary users of the budgéeimmount determined by the budget.

(3) Proposed decrees, other regulation and agiknhing (projects, plans, programs,
strategies, policies and similar documents) whiehaalopted by the Government as well
as proposed laws and acts of planning which arptaddoy the Parliament (hereinafter
referred to as: laws, other regulations and acfdasfning) shall contain an assessment of
fiscal impact on the budget in accordance with speegulations.



One year principle
Article 6

(1) The budget shall be passed for the budget yeabaimlforce in that year.

(2) The budget year shall be a twelve-month periodtistaas of January 1 and
ending on December 31 of the calendar year.

(3) Parliament or the representative body shall passbtidget for the budget year
that corresponds to a calendar year prior to tiggnbeng of the year to which it relates.

(4) The revenues and receipts paid to the budget bgrtleof the current year shall
be the revenues of that current year’'s budget.

(5) Funds for covering of assumed liabilities from grevious year/s as well as funds
for settlement of liabilities created in the cutréscal year, for which the budget is being
adopted, shall be planed in the budget.

Principle of balance
Article 7

(1) The budget shall be balanced — total revenues aodipts shall cover total
expenditures and expenses.

(2) If expenditures and expenses increased, or if re@®rand receipts decreased
during the budget year due to extraordinary evantsrequirements, the budget shall be
balanced by finding of new revenues and receiptgl/aa reduction of projected
expenditures and expenses.

(3) The budget balance shall be carried out during lieget year through
amendments to the budget, pursuant to the procéalutiee passage of the budget.

Principle of the accounting unit
Article 8
Revenues, receipts, expenditures and expenses ibutiget shall be presented in
HRK and financial reports shall be prepared in HRK.

Universality principle
Article 9
(1) The revenues and receipts shall serve for theegetit of all expenditures and
expenses unless otherwise prescribed by this Aate Budget Execution Act or the
decision on budget execution.
(2) In accordance with the provisions of Articles 481af0 of this Act earmarked
revenues and receipts shall be used for finandisgecific expenditures and expenses.

Principle of specification
Article 10
(1) Budget revenues and receipts shall be allocategcbgiomic classification in the
budget and presented by sources.
(2) Budget expenditures and expenses shall be allogatdte budget according to
budget classifications and balanced with revenundseceipts.

Principle of sound financial management
Article 11



Budget funds shall be used in accordance with ttreciples of sound financial
management, and especially in accordance with timeiple of cost-effectiveness and
efficiency.

Principle of transparency
Article 12

(1) The budget is passed and executed in accordande thé principle of
transparency.

(2) The budgetand the projection, the amendments to the budgetd projection
and the decision on temporary financing shall be published in the National Official
Gazette, the official gazette of the Republic ob&ra (hereinafter referred to as: the
National Official Gazette) or in the official bulle of the local and regional self-
government unit.

(3) Semi-annual and annual report on budget executat e published in the
National Official Gazette, or in the official bulie of the local and regional self-
government unit.

RESPONSIBILITY FOR BUDGET PLANNING AND EXECUTION
Article 13
(1) Executive body shall be responsible to its repriedme body for budget planning
and execution and shall report to it thereof inamner prescribed by this Act.
(2) The responsible person of the local and regiondigeeernment unit and of
budget and extra-budgetary user shall be respenfblthe lawful and proper planning
and execution of the budget or the financial plan.

SUBJECT MATTER OF THE REGULATIONS ON BUDGET EXECUJN FOR THE
BUDGET YEAR
Article 14

(1) The Sate Budget Execution act shall be passed althghe state budget and a
decision on budget execution along with the budgfethe local and regional self-
government unit.

(2) The regulation referred to in section 1 of thisiélet shall regulate the structure of
revenues and receipts and expenditures and expehtesbudget and its execution, the
magnitude of borrowing and guarantees of the siatef the local and regional self-
government units, public debt management and fiahnand non-financial asset
management, the rights and obligations of the usd#rdudget funds, particular
authorizations of the Government or local and negi@xecutive body, and of the Prime
Minister or the president of the local and regioeakcutive body, the Ministry of
Finance and the Minister of Finance in the procekshe budget execution for a
particular year, the penalties for failing to méat obligations, and other issues in the
budget execution.

FISCAL ESTIMATE OF THE IMPLICATIONS OF LAWS, OTHEREGULATIONS
AND ACTS OF PLANNING FOR THE BUDGET
Article 15



(1) Proposals of laws, other regulations and acts afirphg shall contain a fiscal
estimate of the implications for the budget, whettall make clear whether the budget
revenues or expenditures are increasing or deagadihe fiscal estimate of the
implications for the budget shall include:

1. projected budget revenues and expenditures angptreead expenses for
the budget year and for the following two years,

2. proposals for the covering of increased budget edipgres and expenses,

3. proposals for the compensation of the reduced hudgeenues and
receipts, and

4. the consent of the Ministry of Finance.

(2) If laws, other regulations and acts of planning @assed during the year on the
basis of which new liabilities for the budget arisiag, the funds shall be provided in the
budget for the next budget year in accordance witke-year fiscal projections and
possibilities.

(3) The provisions of this Article shall apply accomgiynto extra-budgetary users and
local and regional self-government units.

1. THE CONTENT OF THE BUDGET AND FINANCIAL PLAN

THE CONTENT OF THE BUDGET AND STRUCTURE OF THE USER
FINANCIAL PLANS
Article 16

(1) The budget shall be composed of a general anda@asjpart, and at the level of
local and regional self-government units also ofeligoment programs plan.

(2) The general part of the budget shall include theeRees and Expenditures
Account and Financing Account.

(3) The special part of the budget shall include theégeti users' plan of expenditures
and expenses presented by type, allocated to pnsgvehich consist of activities and
projects.

(4) The development programs plan by years shall imcltide budget users'
development programs plans established by docunoents medium-term or long-term
development plans, special laws or other regulation

Article 17
(1) The budget users' financial plan shall consist efenues and receipts,
expenditures and expenses allocated to progranthwbnsist of activities and projects.
(2) The extra-budgetary users' financial plan shalls&inof a general part, which
includes a Revenues and Expenditures Account dfidancing Account, and a special
part, where the revenues and receipts, and expeeslitand expenses, allocated to
programs which consist of activities and projestsll be presented.

THE REVENUES AND EXPENDITURES ACCOUNT
Article 18
The budget Revenues and Expenditures Account goaisist of revenues and
expenditures in accordance with the economic dleason:



1. Revenues
a)
b)
c)
d)
e)
f)
9)
h)

2. Expenditu
a)
b)
c)
d)
e)

f)

9)
h)

revenues from taxes,

contributions,

aids,

property income,

revenues from fees and compensations,

penalties and administrative measures,

other revenues, and

revenues from the sale of non-financial assets.

res

expenditures for employees,

material expenditures,

financial expenditures,

subsidies,

aids,

compensation to citizens and households on thes bakiinsurance
premiums and other compensations,

other expenditures, and

expenditures for the acquisition of non-financisdets.

FINANCING ACCOUNT
Article 19

The receipts from financial assets and borrowirsgwall as expenses for financial

assets and th

e repayment of loans shall be statée iFinancing Account.

FINANCIAL PLAN OF BUDGET AND EXTRA-BUDGETARY USERS

Article 20

(1) The financial plan of budget and extra-budgetargraishall include programs
established by acts of planning.

(2) Programs shall describe planned revenues and teceip well as expenditures
and expenses classified by:

types of revenues and receipts,
particular activities and projects,
years in which they will charge the budget.

(3) The programs shall include:

name of program,

program description (general and specific goals),

legal basis for the introduction of a program,

funds needed for the implementation of the program,
number of staff necessary for the implementatiothefprogram,
results assessment, and

an estimate of unpredicted expenditures and risks.

BUDGET CLASSIFICATIONS
Article 21



(1) Revenues, receipts, expenditures and expense® diuidiget and financial plan
shall be presented according to budget classifinati
(2) The budget classifications shall be:
a) organizational,
b) economic,
c) functional,
d) location,
e) program,
f) according to sources of financing.
(3) The Minister of Finance shall pass a Book of Raleghe budget classifications
referred to in section 2 of this Article.

1. BUDGET AND FINANCIAL PLAN PREPARATION

ASSUMPTIONS FOR BUDGET PREPARATION
Article 22

(1) The state budget preparation shall be based omdtmation of the economic
development and macroeconomic indicators spedifiede regulations and other acts of
the Parliament, Government and the Minister of kogain accordance with their scope
of work and competencies.

(2) The provisions of section 1 of this Article sha# bpplied accordingly on the
budgets of local and regional self-government units

STRATEGY OF GOVERNMENT PROGRAMS FOR A THREE-YEAR REOD
Article 23

(1) The Ministry of Finance in cooperation with the tahstate administrative body
responsible for the development strategy and ttwedooation of the European Union
Funds shall prepare the instruction for developnadrgtrategic plans for a three-year
period and deliver it to responsible ministries atlder state bodies at the first level of
budget users, by mid March of the current year.

(2) Ministries and other state bodies shall preparateggic plans for a three-year
period in accordance with the instruction refertedin section 1 of this Article, and
deliver it to the Ministry of Finance by mid Apof the current year at the latest.

(3) Strategic plans for a three-year period shall danggion, strategic goals, ways
of achieving these goals (acts of planning), messstor result assessment and the system
of monitoring of achieving results.

Article 24

(1) On the basis of strategic plans referred to inAtiele 23 of this Act the Ministry
of Finance in cooperation with the central statmiadstrative body responsible for the
development strategy and the coordination of theiean Union Funds shall prepare the
strategy of Government programs for a three-yedogend propose the strategy to the
Government.

(2) The strategy of Government programs shall contain:

a) joint vision, strategic goal and macroeconomic feamrk,
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b) main strategic areas of Government activities wdtémtified goals, ways
of achieving these goals and measures for ressdsament,
c) ranked strategic priorities and their link to orgational and program
classification.
(3) The Government shall enact the strategy of Govenhim@grams for a three-year
period by mid May of the current year at the latest

GUIDELINES OF ECONOMIC AND FISCAL POLICY
Article 25
(1) On the basis of the strategy of Government progriamsa three-year period the
Ministry of Finance shall prepare draft guidelinlfseconomic and fiscal policy for a
three-year period (hereinafter referred to as: ginds) and propose them to the
Government by the end of May at the latest.
(2) The guidelines shall contain:
strategic goals of economic and fiscal policy & Bepublic of Croatia,
basic macroeconomic indicators of the Republic mfa@a,
basic indicators of fiscal policy of the RepublicGroatia,
an estimate of revenues and expenditures and te@pg expenses of all
levels of the general budget,
a proposal of the financial plan scope by budgetaisf the first level of
organizational classification, which consist of fir@ncial plan scope for
the previous budget year and the current budget wsawell as proposal
of the financial plan scope for the following butigear and for the
following two years, and
6. projected changes in public debt and a strategyublfic debt management.
(3) The Government shall enact the guidelines by mite Qf the current year at the
latest.

PN E
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INSTRUCTIONS FOR DEVELOPMENT OF BUDGET PROPOSAL
Article 26
(1) On the basis of the Government's guidelines redetman Article 25 of this Act,
the Ministry of Finance shall deliver to ministriaad other state bodies at the first level
of organizational classification and extra-budgetairsers the instructions for the
development of the state budget proposal by theoéddne of the current year.
(2) The instructions referred to in section 1 of thisiédle shall include:
1. the basic economic indicators from the guideliredsired to in Article 25
of this Act, and
2. the method and time limits for the state budgeparation.

Article 27
(1) On the basis of the Government's guidelines and itis¢ructions for the
development of the state budget proposal the Minisf Finance shall prepare the
instructions for the development of budgets of lauad regional self-government units
and deliver them to local and regional self-govesntrunits.
(2) After receiving the instructions referred to in @e 1 of this Article, the
financial affairs administrative body shall prepére instructions for the development of
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local and regional self-government unit’s budged aleliver the instructions to budget
and extra-budgetary users of the local and regisslélgovernment unit’s budget.
(3) The instructions referred to in section 2 of thisiéle shall include:

1. basic economic outcomes and assumptions for tigapgon of the local
and regional self government unit’'s budget proposal

2. description of the policies planned for local ardional self-government
units,

3. an estimate of revenues and expenditures and te@eid expenses of the
local and regional self-government unit’s budgetthe following three
years,

4. a proposal of the financial plan scope by budgetsjsvhich consist of the
financial plan scope for the previous budget yeat the current budget
year, as well as proposal of the financial planpscéor the following
budget year and for the following two years, and

5. the method of preparation and the time schedul¢hpreparation of the
budget and financial plans of budget and extra-btatyg users of the local
and regional self-government unit’s budget.

BUDGET USER'S FINANCIAL PLAN PROPOSAL
Article 28
(1) State budget users shall prepare their finance proposal on the basis of the
instructions for the preparation of the state btuggeposal.

(2) The financial plan proposal shall include:

1. revenues and receipts presented by types,

2. expenditures and expenses anticipated for a theaeqyeriod, classified

according to the budget classifications prescrigethis Act, and
3. an explanation of the financial plan proposal.

Article 29
(1) Budget users of local and regional self-governmemits shall prepare their
financial plan proposal on the basis of the instoms for the preparation of the local and
regional self-government units’ budget proposal.
(2) The financial plan proposal shall include:
1. revenues and receipts presented by types,
2. expenditures and expenses anticipated for a theaeqyeriod, classified
according to the budget classifications prescrigethis Act,
3. an explanation of the financial plan proposal, and
4. adevelopment programs plan.

Article 30
The explanation of the financial plan proposal mefeé to in Article 28, section 2,
item 3 and Article 29, section 2, item 3 of thistAball include:
a) aresume of the budget user’s scope of work,
b) a statement of reasons for programs in a partieuka,
c) legal and other backgrounds that the programsasecbon,
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d) goals, strategies and programs harmonized withdtdeuments on the
long-term development,

e) outcomes and indicators on which the calculationd assessments of
funds necessary for the implementation of the @ogare based,

f) areport on the goals achieved and results of tbgram from the budget
user's area in the previous year based on perfaeriadicators, and

g) other explanations and documentation.

Article 31
(1) State budget users shall deliver financial plarppsals to ministries and other
state bodies on the first level of organizationaksification by July 15 of the current
year.
(2) Ministries and other state bodies referred to iotise 1 of this Article shall
deliver harmonized financial plan proposals toMigistry of Finance by the end of July
of the current year.

Article 32
Budget users of local and regional self-governmanits deliver their financial plan
proposal to the financial affairs administrativedipdoy September 15 of the current year
at the latest.

DEVELOPMENT PROGRAMS PLAN
Article 33

(1) The budget user of the local and regional self-gawent unit shall prepare the
proposal of the development program plan with aplamation and submit it to the
administrative body responsible for the budget.user

(2) The development program plan proposal referrechteection 1 of this Article
shall be harmonised with the budget user’s findrtan proposal.

(3) The administrative body responsible for the budgpet referred to in section 1 of
this Article shall prepare a joint proposal of thevelopment program plan that shall be
harmonised with the local and regional self-goveentmunit’s budget proposal and
deliver it to the financial affairs administratipedy.

Article 34
(1) The planned expenditures of the local and regisaliigovernment unit’'s budget
in connection with investment implementation, gyicapital aids and donations in the
following three years shall be presented in devalemt programs plan and classified:
1. by particular programs,
2. by years in which the expenditures for programs etirge the budgets of
the following years, and
3. by sources of financing for the entire implememtatdf program.
(2) The development programs plan referred to in sectiof this Article shall be
adjusted every year.

EXTRA-BUDGETARY USER'S FINANCIAL PLAN PROPOSAL
Article 35
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(1) The extra-budgetary user of the state budget ghralpare a financial plan
proposal on the basis of the instructions refetoad Article 26 of this Act.

(2) The extra-budgetary user shall deliver the findng@tan proposal to the
responsible ministry, which shall deliver it to thenistry of Finance along with its own
financial plan proposal.

(3) The Parliament shall approve the financial plarppsal referred to in section 2
of this Article along with the passing of the sthtelget.

Article 36

(1) The extra-budgetary user of the local and regia®dl-government unit shall
prepare the financial plan proposal on the basith@finstructions referred to in Article
27 of this Act.

(2) The extra-budgetary user of the local and regia®dl-government unit shall
deliver the financial plan proposal to the finaheiffiairs administrative body.

(3) Representative body shall approve the financiah pteoposal referred to in
section 2 of this Article along with passing thedband regional self-government unit's
budget.

IV.PROCEDURE FOR THE PASSAGE OF THE BUDGET

BUDGET PROPOSAL
Article 37

(1) The Ministry of Finance or the financial affairsnaidistrative body shall review
the proposals and reconcile the financial plank tie estimated revenues and receipts.

(2) The Ministry of Finance or the financial affairsnaidistrative body shall prepare
the draft budget for the budget year and the ptigjedor the following two years and
submit them to the Government or the local andorei executive body by October 15
of the current year.

(3) If during the deliberations on the proposed statdget a disagreement should
occur between the Minister of Finance and a budgetr, or between the ministers
responsible for particular budget users, the Mamisf Finance shall prepare a statement
for the Prime Minister who shall make a final demisthereof.

(4) The government or the local and regional execubedy shall establish the
proposal of the budget and the projections and guthrem to the Parliament or the
representative body for adoption by November 1thefcurrent year.

(5) The provisions of section 3 of this Article shabpdy accordingly to the units of
the local and regional self-government.

DEBATE ON THE BUDGET
Article 38
(1) Al amendments to the proposed budget and propstiadopted by the
Parliament must not exceed the established amdutiteoallowed deficit of the state
budget and the projections.
(2) During the debate on the proposal of the budgetlaagrojections, the submitted
amendments proposing an increase of budget expeesliand expenses beyond the
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amounts established by the budget proposal maygdepted provided that the reduction
of other expenditures and expenses is proposée gaime time.

(3) The proposals from section 2 of this Article may borden the budgetary reserve
or cause additional borrowing.

(4) The provisions of this Article shall apply accomlinto the units of the local and
regional self-government.

PASSING OF THE BUDGET AND THE PROJECTIONS
Article 39

(1) The Parliament or the representative body shak pias budget on the level of
subgroup (third level) of economic classificatiam the next budget year and projections
on the level of division (second level) of econordiassification for the following two
years by the end of the current year, within theetframe that allows for the application
of the budget as of January 1 of the year for wkirehbudget is passed.

(2) Amendments to the budget arile projection shall be carried out by the
procedure for the passing of the budget and prioject

SUBMISSION OF THE LOCAL AND REGIONAL SELF-GOVERNMENUNITS’
BUDGETS
Article 40
The president of the local and regional executive body shall submit the budget
and amendments to the budget of the local an regional self-government units to the
Ministry of Finance, as well the decision on the budget execution to the State Audit
Office within 15 days from the date of the coming intcceof the said documents.

THE BUDGET USER’S MONTHLY FINANCIAL PLAN
Article 41

(1) On the basis of amounts planned in the state butlgetstate budget user shall
prepare a financial plan by months for the wholary@& accordance with the planned
maturity of liabilities.

(2) The financial plan referred to in the section 1o Article shall be prepared by
January 15 of the current year.

(3) The Ministry of Finance shall review and approve thudget users’ financial
plans in order to establish that they are in caonftyr with the budget passed by the
Parliament.

(4) During the year the monthly financial plans maynbadified in accordance with
the changes in the liabilities’ maturity, approvedllocations and the amendments to the
state budget.

(5) The provisions of this Article shall apply accorgly to the local and regional
self-government units’ budgets and their budgetaise

TEMPORARY FINANCING OF THE GOVERNMENT OR THE LOCARND
REGIONAL SELF-GOVERNMENT
Article 42
(2) If the Parliament or the representative body fatiegass the budget before the
beginning of the budget year, the financing of tdeks, functions and programs of the
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state bodies and bodies of the local and regiagiglgevernment units and other budget
and extra-budgetary users shall continue tempgraoih the basis of the decision on
temporary financing, in the amount necessary feir therforming and execution, and for
the rights of the recipients of budgetary fundslethed by laws and other regulations
passed on the basis of laws (hereinafter refeoedttemporary financing).

(2) The Parliament or the representative body shallenthk decision on temporary
financing.

(3) Temporary financing in terms of section 1 of thigtiéle shall be carried out
proportionally to the revenues realized in the sa@@od pursuant to the budget for the
previous year and up to 1/4 of the total reveneafized excluding the receipts.

(4) In an exception to section 3 of this Article, paiad carried over aids, donations,
revenues for special purposes and earmarked reckipin borrowing, which were
planned less or not planned at all, may be execatexve the amount prescribed in
section 3 of this Article with a prior consent betMinistry of Finance, or the local and
regional executive body.

(5) Temporary financing shall be carried out for thrstfthree months of the budget
year at the longest.

(6) During the period of temporary financing, the sgmnegrams shall be financed
and users may not increase the number of theif istaklation to the condition as of
December 31 of the previous budget year.

(7) During temporary financing, the budget users mayassume new liabilities.

(8) After the expiry of temporary financing, the revesuand receipts realized and
expenditures and expenses executed in that penaltise included in the budget of the
current budget year.

TEMPORARY MEASURES FOR THE BUDGET BALANCE AND AMENRIENTS
TO THE BUDGET
Article 43

(1) If during the budget year expenditures and/or egesrnincrease, or if revenues
and/or receipts decrease due to the occurrencewfliabilities for the state budget or
changes in the economic developments, the Govertnmay, at the proposal of the
Ministry of Finance, suspend the execution of dpe@xpenditures and/or expenses
(hereinafter: temporary suspension of executiony. &plying the measures for
temporary suspension of execution, the Governmeamyt m

- stop the assumption of liabilities and/or
- propose the extension of the time frame of payragreed upon, and/or
- stop the reallocation of budget funds.

(2) The Government may, in addition to the measuresrned to in section 1 of this
Article, issue a decision that state budget useal sbtain the previous consent of the
Ministry of Finance in order to enter into contsact

(3) The Ministry of Finance shall prepare, with thetjgpation of ministries and
other state bodies at the first level of organtadi classification, the proposal of
measures for temporary suspension of executionnigasures for temporary suspension
of execution shall apply equally to all ministriezsd other state bodies at the first level of
organizational classification.
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(4) The Government shall notify the Parliament ondbeision referred to in section
2 of this Article immediately upon its adoption.

(5) If the state budget cannot be balanced during teanpasuspension of budget
execution, the Government shall propose amendnteritee state budget, not later than
15 days prior to the expiry of the term for tempgrauspension of the state budget
execution.

(6) The revenues and receipts and expenditures anchsegshall be rebalanced by
amendments to the state budiggerred to in section 5 of this Article.

(7) During the procedure of amending the budget, theze@onent may again
temporarily suspend the execution of particularezges, at the proposal of the Minister
of Finance.

(8) The provisions of this Article shall apply accomglynto the budgets of local and
regional self-government units.

ASSUMING OF LIABILITIES AGAINST THE BUDGET
Article 44

(1) State budget users may assume liabilities agalmestctirrent year state budget
only for purposes set and up to the amount detewmniby the state budget, if all
requirements for assuming liabilities establishgdldw and other regulations are met,
unless otherwise provided by this Act.

(2) A state budget user may assume liabilities basedoatracts requiring payment
in the following years with the approval of the @avment, and at the proposal of the
Minister of Finance.

(3) The restriction referred to in section 1 of thigiéle shall not apply to liabilities
in relation to state borrowing and public debt ngeraent, as well as to liabilities
assumed on the basis of international agreements.

(4) The state budget user shall include payments grisom liabilities assumed in
conformity with this Article in the financial plan the year in which the liability is due.

(5) The provisions of this Article shall apply accorgly to local and regional self-
government units.

ASSUMING OF LIABILITIES FOR INVESTMENT PROJECTS
Article 45

(1) State budget users may assume liabilities for imvest projects only after expert
assessment has been completed and the investnogadtisr justification and efficiency
were evaluated.

(2) The provisions of this Article shall apply accorgly to local and regional self-
government units

(3) The Government shall prescribe the methodologyreparation, evaluation and
execution of investment projects by a decree.

REALOCATION OF FUNDS
Article 46
(1) Budgetary funds may not be reallocated, exceptmutheéeterms and in the manner
stipulated by this Act and a Sate Budget Execudionor a decision on budget execution.
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(2) Exceptionally, if the reallocation was not madeactordance with section 1 of
this Article, the reallocation of funds under budigems by state budget users or between
state budget users and at extra-budgetary usstatefbudget, may be executed up to 5%
of expenditures and expenses at the most for ¢ine 0 be reduced which is adopted by
the Parliament, if the Minister of Finance approites

(3) With the request for reallocations of the approftedis the state budget user shall
submit relevant documentation which allows the Bliryi of Finance insight into reasons
for the need for additional funds under the budigsh being increased by the end of the
year that is for the decrease of the approved hutiges.

(4) The budgetary funds may not be reallocated betwden Revenues and
Expenditures Account and the Financing Accountepkeinder the terms prescribed by
the State Budget Execution Act or the decision wthget execution.

(5) The Government or the local and regional executheely shall notify the
Parliament or the representative body on reallonatwithin the time limit specified by
the State Budget Execution Act or the decision uhget execution.

V. BUDGET EXECUTION

BUDGET REVENUES AND RECEIPTS AND PAYMENTS INTO THEBUDGET
Article 47
(1) Budget users and local and regional self-governmemt bodies shall be
responsible for the full and timely collection @venues and receipts in their scope of
work, their payment into the budget and for the ceien of all expenditures and
expenses in accordance with their purposes.
(2) Budget revenues shall be collected and paid intobtidget in conformity with
law and other regulations, independently of the @mhoof revenues planned in the
budget.

EARMARKED REVENUES AND RECEIPTS
Article 48

(1) Earmarked budget revenues and receipts are aidatidos, revenues for special
purposes, revenues arising from the sale or swasgtaté or local and regional self-
government units’ property, compensations on adcafninsurance premiums and
earmarked receipts from borrowing and sale of s@aid equity shares.

(2) The revenues and receipts referred to in sectiofthis article are paid into the
budget.

(3) The State Budget Execution Act or the decision odget execution determines
exception from the obligation of payment of revesiaad receipts referred to in section 1
of this Article in the budget.

Article 49
Earmarked budget revenues and receipts not uséukiprevious year are carried
over into the budget for the current budget year.

Article 50
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(1) If the earmarked revenues and receipts are paodtimet budget at the level lower
than the one presented in the budget, the usetassyme the liabilities and pay for them
only in the amount of funds actually paid or avaléa

(2) Aids, donations and revenues for special purpdsatsare paid and carried over,
but planned at a lower level in the state budget beaexecuted above the planned level
and up to the amount of paid and/or carried oved$u

(3) Earmarked receipts from borrowing that are paid @ndied over, but planned at
a lower level in the state budget may be execubedeathe planned level and up to the
amount of paid and/or carried over funds, with pdonsent of the Ministry of Finance.

(4) Aids, donations, revenues for special purposes eemtnarked receipts from
borrowing that are paid and carried over, but datiped in the state budget may be used
according to subsequently established activitieBarprojects in the state budget, with a
prior consent of the Ministry of Finance.

(5) The provisions of this Article shall apply accorgly to local and regional self-
government units.

Article 51
For the amount of funds referred to in Article 48tos Act spent for purposes other than
designated the budget funds shall be reduced &btidget user in the year in which he
must return the funds spent for purposes other deaignated.

OWN REVENUES
Article 52

(1) Own revenues are revenues that budget useligerdsy the activities on the
market within the market conditions that are noaficed from the budget.

(2) Revenues referred to in section 1 of this Aetghall be paid into the budget.

(3) Own revenues that are not used in the preweas shall not be carried over into
the budget for the current budget year.

(4) The State Budget Execution Act or the decismm budget execution shall
determine exception from the liability of the payrhef revenues referred to in section 1
of this Article into the budget.

PAYMENTS FROM THE BUDGET
Article 53
(1) An advance payment shall be possible only exceplipand on the basis of the
consent of the Minister of Finance or the presidéra local and regional executive body.
(2) Exceptionally, the budget user shall be allovwednake an advance payment
without the consent referred to in section 1 of tAiticle up to the amount prescribed by
the State Budget Execution Aat the decision on budget execution.

Article 54
(1) Every expenditure and expense paid from the buslgell be based on a valid
bookkeeping document evidencing the payment oliigat
(2) Prior to the payment, a responsible person shatk and sign the legal basis and
the amount of the liability arising from the bookkéng document.
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Article 55

(1) The budget shall be executed consistently thighfunds available and arrears.

(2) Repayments of the principal and interests ef dtate debt and state guarantees
can be executed above the planned level.

(3) If activities and projects, for which the fundgre planned in the current year
budget, were not executed in the amount deternbydatie budget, they may be executed
in that amount in the following year in a way andaccordance with the terms prescribed
by the State Budget Execution Act or the decisinrbodget execution.

(4) The Minister of Finance, and the representaiody, shall elaborate in the Book
of Rules, and an act respectively, the means andittons of executing the budget from
the budget account.

BUDGETARY RESERVE
Article 56

(1) The funds for budgetary reserve shall be éstadal in the budget.

(2) The budgetary reserve funds shall be usedripredicted purposes, for which the
means were not provided in the budget, or for thpsgoses for which it will be
revealed during the year that sufficient funds wewoe established in the budget during
the budget planning, as it was not possible tosieehem at that time.

(3) The budgetary reserve funds shall be usednanée the expenditures created
during the removal of consequences of natural thessepidemics, ecological accidents
or extraordinary events and other unforeseeabledemts, as well as for other
unforeseeable expenditures during the year.

(4) The budgetary reserve funds referred to itiges 2 and 3 of this Article may not
exceed 0.50 % of the planned budget revenues @rdueceipts).

(5) The State Budget Execution Act or the decismm budget execution shall
establish the level of budgetary reserve fundsmedeto in section 4 of this Article.

(6) The budgetary reserve funds may not be useddimowing.

Article 57

(1) The Government or the local and regional exeeutody, the Prime Minister or
the president of local and regional executive baalg the Minister of Finance shall make
a decision on the use of the budgetary reservesfraférred to in Article 56 of this Act.

(2) The State Budget Execution Act or the decismn budget execution shall
establish the level of the use of funds referreith ®ection 1 of this Article.

(3) On a monthly basis, the Minister of Financalkhotify the Government, and the
president of local and regional executive body Ishalify the local and regional
executive body on the use of the budgetary resefeered to in section 1 of this Article.

Article 58
If, over the course of the year and on the basiegilations, the scope of work or
the responsibility of the budget user became redjueguiring reduced funds, or if the
budget user is dissolved, the funds that were pentsfor their expenditures and
expenses shall be carried over to the budgetagrwesor to the budget user who has
assumed their operations.
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RETURN OF FUNDS INTO THE BUDGET
Article 59

() If it is subsequently established that a payrfeom the budget was unlawful
and/or unjustified, the budget user shall immedyatequest the return of the budgetary
funds into the budget.

(2) Should the budgetary supervision establish ttiea use of funds was contrary to
law or the budget, the budgetary supervision ingpeshall issue a decision on the return
of the funds into the budget.

(3) Appeal against the decision referred to inieac® of this Article shall not be
admitted but an administrative dispute can beatati.

(4) The Minister of Finance shall regulate by theoB of Rules referred to in Article
55 section 4 the means of the return of the fumdscd making records on the return of
the funds referred to in section 1 and 2 of thigcle.

SYSTEM OF ACCOUNTS FOR THE EXECUTION OF THE STATEJBGET AND
BUDGETS OF LOCAL AND REGIONAL SELF-GOVERNMENT UNITS
Article 60

(1) The state budget and budgets of local andbonadiself-government units shall
have one account for all payments.

(2) The budget users shall have one account tladitlst a part of the budget account
referred to in section 1 of this Article.

(3) The person responsible for the budget or far bludget user shall open the
account referred to in section 1 and 2 of thisdeti

VI.STATE, LOCAL AND REGIONAL SELF-GOVERNMENT ASSET
MANAGEMENT

ASSETS OF THE STATE AND LOCAL AND REGIONAL SELF-GABRNMENT
UNITS
Article 61

(1) Pursuant to this Act, the state and local l@mional self-government assets shall
be financial and non-financial assets owned by dta¢e and local and regional self-
government units.

(2) In order to provide public services and atigg in the public interest, the state or
local and regional self-government units may usertlassets to found institutions,
companies and other legal persons.

MANAGEMENT OF MONETARY FUNDS
Article 62
(1) In accordance with Article 60 of this Act, the Mster of Finance or the president
of the executive body of local and regional selgmment unit shall manage the
available monetary funds in the budget account.
(2) The available monetary funds referred to in sectloof this Article may be
deposited in the Croatian National Bank, businemskpand invested in government
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securities, following the principles of safety, didity and cost-efficiency of the
investment.
(3) The Minister of Finance or the president of locatl aegional executive body
shall issue a decision on the selection of the bafdtred to in section 2 of this Article.
(4) The monetary funds referred to in section 2 of Arcle may not be invested in
the stocks and equity shares of companies.

LIABILITIES OF LEGAL PERSONS REGARDING THE REPORT(®I
AND REVISING OF ACCOUNTING STATEMENTS
Article 63

(1) Legal persons in which the Republic of Croatrathe local and regional self-
government unit has at least 25% equity share,sldhin the time frame of 9 months
after the expiry of the business year, but at 188stays prior to the convening of the
assembly session at the latest, submit to the iynig Finance or the local and regional
executive body the agenda for the assembly sessidrall audit reports, as well as the
reports of supervisory bodies for the previous hess year, if these are not included in
the agenda of the assembly session.

(2) The Government or the local and regional etteeubody may submit to the
Parliament a request for the extraordinary audithef business operation of the legal
persons under the jurisdiction of the State Audfto® in which the Republic of Croatia
or the local and regional self-government unit &laleast 25% of equity share.

SETTING UP AND CLOSING OF LEGAL PERSONS
AND THE ACQUISITION AND SALE OF EQUITY SHARES IN CMPANIES
Article 64

(1) At the proposal of the Government or the lcmadl regional executive body, the
Parliament or the representative body shall deardthe setting up or the closing of legal
persons whose founder or co-founder is the stateherlocal and regional self-
government unit, unless otherwise defined by spéaves or by the Law on Local and
Regional Self-government.

(2) The Government or the representative body hef bcal and regional self-
government unit may, at the proposal of the resptmminister or the local and regional
executive body, decide on the purchase of stockeqaity shares in a company, if the
funds for the purchase are provided for in the letidmnd if the public interest or the
interest of the local and regional self-governmenits is protected thereby.

(3) The provisions in section 2 of this Article 8haot apply to local and regional
self-government units, users of state budget aidarkeas of special government care.

(4) In case the public interest of the Republi€obatia or the local and regional self-
government unit ownership of stocks or equity skarklegal persons should cease to
exist, the Parliament or the representative botliheaproposal of the Government or the
local and regional executive body, shall make asitat about the sale of the stocks or
equity shares, if this is not contrary to speca.|

FUNDS OBTAINED FROM THE SALE OF EQUITY SHARES

OF THE STATE AND LOCAL AND REGIONAL SELF-GOVERNMENTNITS
Article 65
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(1) Funds obtained from the sale of stocks andtyghares referred to in Article 64
of this Act shall be used only for the repaymendelbt in the Financing Account.

(2) If the funds from section 1 of this Articleearealized in the amount greater than
the one necessary for the repayment of the debtreef to in section 1, it shall be used
for the purchase of non-financial and financiakéss

(3) The provisions of this Article shall apply im @appropriate manner to the local
and regional self-government units.

COLLECTION OF REIMBURSEMENT CLAIMS ON ACCOUNT OF GARANTEES
Article 66

(2) If the budgetary funds were used for the seitiet of liabilities arising from loan
agreements or any other liabilities for which thelget of the local and regional self-
government units provided a guarantee, a debitnckhall be established against the
main debtor, instead of whom the obligation waslpai

(2) The president of the local and regional exeeutiody shall, immediately after the
payment of liabilitiess from section 1 of this At#, institute proceedings for the
collection of the reimbursement claim from the mdébtor on the basis of the security
contract.

SWAP OF DEBIT CLAIMS FOR EQUITY SHARE
Article 67

(1) The Republic of Croatia may acquire an egshgre in companies without any
compensation and from the budget funds.

(2) The acquisition of equity shares in a companay be carried out by the Republic
of Croatia through:

1. the swap of non-collected taxes, contributiomd any other mandatory payments
of debtors,

2. the swap of debit claims on account of loansitgand guarantees paid,

3. by the investment of movable and immovable esahtes, except for real estates
used for delivering public services,

4. the swap of stocks and shares,

5. the purchase from the state budgetary funds.

(3) At the proposal of the responsible ministry amdccordance with the Ministry of
Finance, the Government shall decide on the adounisif the Republic of Croatia equity
share in a company referred to in section 2, iténi¥5 3, and 4 of this Article.

(4) At the proposal of local and regional executresly, the representative body shall
make a decision on the acquisition of company ggglitare by the local and regional
self-government.

WRITING OFF, PARTIAL WRITING OFF, ROLLING BACK ANDREPAYMENT
OF DEBT IN INSTALLMENTS
Article 68
(1) The Government may, at the proposal of the &tani of Finance, and at the
request of the debtor, with an appropriate secuanity interest, roll back the payment or
approve repayment of debt in installments if thggsicantly improves the ability of the
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debtor, from whom it would not be possible to cdlthe entire debt otherwise, to repay
the debt,.

(2) As an exception to section 1 of this Articlee tMinister of Finance may, at the
request of the debtor and with an appropriate #gcaind interest, roll back or approve
the repayment of debt in installments up to the am@rescribed by The State Budget
Execution Act.

(3) The Minister of Finance may request the paynoithe entire debt the collection
of which debt was rolled back if any of installmemtere not paid timely.

(4) The Government may at the proposal of the $famiof Finance sell, write off or
partially write off the debit claim.

(5) As an exception to section 4 of this Article tdinister of Finance may sell, write
off or partially write off the debit claim up toghramount prescribed by The State Budget
Execution Act.

(6) The provisions of sections 1 to 5 of this Adishall apply in an appropriate
manner to the local and regional self-governmeitsun

(7) The Government shall by a decree prescribectiberia, standards and procedure
for the rolling back of debt, repayment of debtimstallments, writing off and partial
writing off debit claim referred to in this Articllor the state and local and regional self-
government units.

(8) The debts referred to in this Article shall motlude the debts to the state or the
local and regional self-government units on accadimublic levies.

ACQUISITION OF NON-FINANCIAL ASSETS OF THE STATE OROCAL AND
REGIONAL SELF-GOVERNMENT UNITS
Article 69

(1) Non-financial fixed assets may be acquired lycpase only to the extent
required for the fulfilling of the tasks of the usef state budget or users of the local and
regional self-government units budget.

(2) For acquisition of assets without compensatiba,budget user from section 1 of
this Article shall obtain a previous consent of Gevernment or the local and regional
executive body or any other body authorized byStetute or a local and regional self-
government unit if such acquisition should causesmerable costs for the state or the
local and regional self-government unit.

FUNDS FROM THE SALE OR SWAP OF NON-FINANCIAL FIXEBSSETS OF
THE STATE OR LOCAL AND REGIONAL SELF-GOVERNMENT UNIS AND
FROM THE INDEMNITY FOR THE DAMAGE ON THE BASIS OFHE
INSURANCE PREMIUM
Article 70
(1) The funds from the sale or the swap of the stattherlocal and regional self-
government non-financial fixed assets and the imdignon the basis of insurance shall
be used exclusively for the capital expenditureshef state or local and regional self-
government units.
(2) Capital expenditures referred to in section 1 @ thrticle are expenditures for
the acquisition of non-financial assets, expendguor the maintenance of non-financial
assets, capital aids, which are given to compainieghich the state or the local and
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regional self-government unit has a decisive infeee on the management, for the
acquisition of non-financial assets and additiangestments in non-financial assets as
well as investments in stocks and equity shareswipanies.

(3) The provisions of this Article that refer to invesnts in stocks and equity shares
of companies shall not apply to the local and negicelf-government units referred to in
Article 64 section 3 of this Act.

VIl. BORROWING, DEBT MANAGEMENT, THE STATE, LOCAL AND
REGIONAL SELF-GOVERNMENT UNITSAND PUBLIC SECTOR
GUARANTEES

BORROWING AND STATE DEBT
Article 71

(1) The main objective of borrowing and debt mamaget shall be the securing of
financial requirements of the state budget by seguhe lowest medium and long-term
cost of financing at a reasonable risk level.

(2) The borrowing can take place in the countrglaroad in magnitudes prescribed
by law.

(3) The State Budget Execution Act shall determine upper limit of the new
borrowing, as well as the liability on the basiscafrent repayments of the state debt.

(4) During temporary financing, the state may barup to the amount necessary for
the repayment of the state debt principal due a pleriod.

Article 72
(1) The borrowing shall be carried out with the purpoke
financing the budget deficit,
financing investment projects and special programdger Parliament approval,
payment of current repayments of state debt,
settling the payments due associated with stateagteses,
budget liquidity management,
meeting the needs of the Croatian National Bankdiaign exchange reserves
(2) The borrowing with the purpose of a premature bgiyoff of state debt shall be
carried out with the objective of:
1. lowering the existing costs of the state debt repayt,
2. extending the average period of maturity (changthélength of repayment) of
public debt
3. achieving a balanced schedule of state debt repatyme

OUAWNR

Article 73
The State Budget Execution Act shall establishtierfiscal year the total amount
of the new state debt and state guarantees thabenagsumed or issued during the fiscal
year and the total amount of the state debt a¢tideof the budget year.

Article 74
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The ratio of the unsettled amount of the state detite end of the year in relation
to the projection of the gross domestic product m@ygreater than the last year’s ratio,
provided that the mentioned ratio does not exc&8d 6f the gross domestic product.

Article 75

(1) The decision on the level of borrowing and the amaif state guarantees shall be
made in accordance with the amounts and purposaslisked by the annual budget and
The State Budget Executidict that is enacted by the Parliament at the propdstileo
Government.

(2) The Minister of Finance shall issue a decision lon dtate budget borrowing to
the level determined in accordance with sectionf thes Article and shall sign the
agreements on the state budget borrowing and giiatantees.

(3) The Government may propose restriction measuregoimection with the
borrowing made by local and regional self-governmenits and extra-budgetary funds
specified in The State Budget Execution Amtthe particular year.

(4) The Ministry of Finance shall keep the records ebtd issued guarantees and
loans.

Article 76
(1) The state debt may be contracted and paid i biRforeign currency.
(2) The liabilities due on account of the paymehtirderests and the state debt
principal shall be the priority payments of thetesta

STATE DEBT MANAGEMENT
Article 77

(1) The state may acquire the funds necessaryhforepayment of the state debt
before its maturity date, or for the redemptiontsfown securities by raising loans and
issuing securities.

(2) The Minister of Finance may prematurely buy tfe state bonds and make
premature repayments of bank and other loans wbed tedemption and premature loan
repayment are allowed by the agreement in the tadepremature repayment can be
carried out by funds obtained under more favordbien of borrowing with resulting
savings in interest payments and other benefits.

(3) The Minister of Finance may carry out trangaxg with financial derivatives in
order to achieve more favorable maturity, curreacg interest structure of the state debt,
and the least possible risk of inter-currency clesrend interest rate growth.

(4) Borrowing for the purpose of premature redeampbf bonds and repayment of
bank and other loans, and claims and liabilitied #rise due to financial derivatives shall
not be part of restrictions in Article 71 sectionf3his Act.

Article 78
(1) The Minister of Finance may transfer the borrowedds to government bodies,
financial institutions and/or other legal entitiasaccordance with the terms agreed upon
in the case when the agreement on the state lwamsdior earmarked financing.
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(2) The government bodies, financial institutions anddther legal entities from
section 1 of this Article may use the funds receive finance investment projects or
activities of third parties meeting the requirensenitthe creditors.

(3) The government bodies, financial institutions anddther legal entities from
section 1 of this Article shall present to the Miny of Finance bookkeeping documents
regarding the balance and movements of the funtsinvhe approved loan in a way
specified by the Minister of Finance.

CONDITIONS AND WAYS OF CONTRACTING LOANS WITH FOREN
COUNTRIES
Article 79

(1) The Parliament may authorize the Governmenfhy State Budget Execution
Act to enter into loan arrangements for specifieppges and to issue guarantees to
specific domestic legal persons within the amousrtm@arked for such purposes and
established in the state budget for each partigaar.

(2) At the proposal of the Ministry of FinanceetGovernment shall give consent for
loan arrangements and guarantees referred to fiosedcof this Article on the basis of a
separate decision made for each particular arraegem

Article 80

(1) The decision on issuing state guarantees bleathade by the Government, with
the exception of those state guarantees whichrateruhe authority of the Parliament

(2) The Ministry of Finance shall take part in tiegotiations for obtaining loans with
the state guarantee and shall approve agreementsssoing state guarantees in
accordance with the Government decision on belfiaifeoGovernment

(3) The Government may appoint other state bodi¢ake part in the negotiations for
loans with state guarantee alongside the Ministfyimance.

(4) The Minister of Finance shall prescribe by aBof Rules the terms and the way
of issuing state guarantees.

Article 81

(1) The state shall enter into any loan arrange¢meéth a non-resident and shall
provide guarantee regarding a loan arrangement avitbn-resident in conformity with
the State Budget Execution Act or on the basissgexial law for each loan arrangement.

(2) Loan agreements as well as the guarantee agreemeferred to in section 1 of
this Article entered into with non-residents, whie the subjects of international law, and
treaties on the basis of succession, on the bagikioh financial obligations for the state
arise or may arise shall be ratified by law.

(3) The Act referred to in sections 1 and 2 of tArticle shall regulate the sources of
funds and terms and ways of settling state obbgatithat result, or could result, on the
basis of the loans or guarantees agreed.

(4) The Minister of Finance shall enter into a spleagreement with the user of the
loan for guarantees referred to in section 1 of thiticle, following the signing of the
loan contract and before initiating proceduresrreféto in section 2 of this Article.
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(5) The Republic of Croatia shall by the contraonf section 4 of this Article obtain
the rights of the creditor in the amount of theaed payment regarding liabilities form
the loan contract.

(6) The Croatian National Bank shall be informedttué loan arrangements with a
foreign county, in a way and according to the tifreme specified by the Croatian
National Bank.

Article 82

(1) A legal person in the majority direct or inditestate ownership shall enter into a
loan arrangements or issue guarantees on thedidhis decision of Government consent
if the value of the arrangement or guarantee exxterlamount established by The State
Budget Execution Act.

(2) The decision from section 1 of this Articleafilcontain provisions regarding the
obligation of loan repayment until final repaymeas well as provisions on other
guarantees with respect to the compensation andettrity of the state budget in the
event of the change of ownership structure of ¢laa lor guarantee user.

(3) The legal person referred to in section 1hid tArticle shall ensure that a loan
arrangement is not entered into with the intentbmvoiding provisions from section 1
of this Article.

Article 83
Proposals of amendments to a loan or guaranteeragre when state guarantees
have already been issued shall be given with aiguevconsent of the Minister of
Finance.

Article 84
(1) The users of loans with the state guaranteléIspthe 15" of every month deliver
to the Ministry of Finance information regardingetiipalance of funds of the loan
approved.
(2) If necessary the Minister of Finance may reggditional information on the
loans with the state guarantee from the state adtration bodies that have proposed the
issuing of the state guarantee.

Article 85

(1) The users of loans with the state guaranta# séttle all liabilities to the creditor
duly and regularly.

(2) The payment related to the issued state gteamall be made:

1. when the user of the loan fails to make fulpartial payment in accordance with
the terms from the loan agreement,

2. when the creditor takes action established bydhn agreement.

(3) When the terms referred to in section 2, iteof this Article are not regulated by
the agreement on the issuing of state guaranteéitnster of Finance shall establish, in
cooperation with the creditor, the measures toalzert in the case of the payment due
from the state guarantee and time limits withinahhihe state should settle the arrears,
pursuant to special regulations.
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(4) The Minister of Finance shall establish in &gpl agreement with the user of
loan with the state guarantee how the state shglliee the rights of the creditor to the
amount of the payment made on the basis of statmgtee.

(5) The user of loan shall return to the stateryewnount paid by the Ministry of
Finance on the basis of the state guarantee.

(6) The Minister of Finance shall take all measugstablished by the agreement and
law for the return of the amounts paid on the bassate guarantees.

BORROWING AND ISSUING OF GUARANTEES OF LOCAL AND REHONAL
SELF-GOVERNMENT UNITS
Article 86
(1) A local and regional self-government unit nragke borrowings by obtaining a
loan and by issuing securities.
(2) A local and regional self-government unit $iedue securities according to law.

Article 87

(1) A local and regional self-government unit may makag-term borrowings only
for an investment financed from its own budget apgroved by its representative body
with the consent of the Government and at the walpaf the Minister of Finance.

(2) The borrowing agreement shall be contracted byptiesident of the local and
regional executive body on the basis of the apmtdwedget, with the consent of the
Government and at the proposal of the Ministerinfce.

(3) The consent referred to in section 1 of this Aetishall be a constituent part of the
borrowing agreement.

(4) The Government shall decide on the request forctiressent to the borrowing
within 40 days following the receipt of the compgleequest.

(5) The consent shall not be issued if the requesingary to law.

(6) The Minister of Finance shall prescribe by the BaskRules the mandatory
components of the request, mandatory attachmentsdaoumentation, the manner of
reporting on the borrowings, and on the grantingarfsent to borrowing and issuing of
guarantees and consent.

(7) An agreement entered into in a manner contrarféogptrovisions of section 2 of
this Article shall be void.

(8) The local and regional self-government unit is gédi to inform the Ministry of
Finance of the contracted agreement within 8 d&ys contracting.

(9) The local and regional self-government unit igsa to inform the Ministry of
Finance quarterly within the budget year, by théh16f the month for the previous
reporting period, on the repayment of loan for whicobtained the Government consent
referred to in section 2 of this Article.

Article 88
(1) The total annual liability of the local and regibsalf-government unit referred to
in Article 86 of this Act may amount up to 20 pertef the revenues realized in the year
preceding that in which it makes the borrowing.
(2) The amount of the total annual liability referredn section 1 of this Article shall
include the amount of average annual annuitiesobyd, liabilities on the basis of the
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issued securities and guarantees and consents rggheened to in Article 90 section 2
of thisAct and due outstanding liabilities from the previgears.

(3) The annual liabilities on the basis of securitissued shall be established for
annuity bonds in the amount of the annuity, andlierbonds for which the principal on
the liability is depreciated they shall be estdidi$ for the assumed liability for the
pertaining annual part of the principal and thegieing interest.

(4) The realized budget revenues shall mean the regeraadized by a particular
local and regional self-government unit referredrntdArticle 18 of this Act minus the
revenues:

1.from domestic and foreign aids and donations,

2.from special agreements: co-financing of citizemdocal self-government, and

3.realized on the basis of additional share inpiirsonal income tax and equalization

grants for the financing of decentralized functions

(5) Provisions of this Article shall not apply to proje co-financed from European
Union pre-accession programs and European Uniodsfum which units of local and
regional self-government participate.

Article 89

(1) Local and regional self-government units, tsitons founded by a local and
regional self-government unit and companies witbalaand regional self-government
unit majority ownership (hereinafter referred ta asblic partner) may enter into a
public-private partnership agreement following a&vate financial initiative model if the
total annual amount of all fees, that the publictnex pays to private partners on the
basis of all public-private partnership contractsals not exceed 25% of realized
budgetary revenue of the previous year minus dagatenues, with the consent of the
Ministry of Finance and the ministry or another tcahgovernment administrative body
under whose authority the subject of the contratirms.

(2) Realized budgetary revenues from section higf Article are revenues listed in
Article 88 section 4 of this Act.

(3) Capital revenues from section 1 of this Artiale revenues from the disposal of
non-financial assets, receipts from sales of seesrand receipts from sales of stocks and
shares in the principal.

Article 90

(1) A legal person with the direct or indirect écand regional self-government
majority ownership and institution founded by adband regional self-government unit
may make long-term borrowings only for an investmeith the consent of the majority
owner or founder.

(2) The magnitude of possible borrowing of thealoand regional self-government
unit from Article 88 of this Act shall include cosrsts from section 1 of this Article:

1. for borrowings of legal persons with the directindirect local and regional self-
government majority ownership that have in annunhricial reports for the year
preceding the year of the borrowing suffered a,loss

2. for borrowings of legal persons with the directindirect local and regional self-
government majority ownership borrowing in the pdriof two years form the day of
entry of their founding into court register,
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3. for borrowings of institutions founded by a Ibaad regional self-government unit.

(3) If the Statute or the decision of the local aadional self-government unit does
not prescribe who shall decide on the consent Beation 1 of this Article, the decision
on the consent referred to in section 1 of thigchatshall be made by the representative
body of the local and regional self-government ymibportionally to its share in the
ownership.

(4) The local and regional self-government unibldiged to inform the Ministry of
Finance of the consents from section 1 of this déetiwithin 8 days from the given
consent and of loan agreement of legal personsiratidutions from section 2 of this
Article within 8 days from its contracting.

(5) The local and regional self-government unioldiged to inform the Ministry of
Finance quarterly within the budget year, by théh16f the month for the previous
reporting period, of the repayment on the basibah agreements of legal persons and
institutions from section 2 of this Article.

Article 91

(1) A regional self-government unit may issue argogee to the local self-
government unit within its area with the consenttbé Government. The issued
guarantee shall be included in the magnitude o$iptes borrowing of the regional self-
government unit from Article 88 of this Act.

(2) A local and regional self-government unit nisgue a guarantee to a legal person
in direct or indirect local and regional self-gawerent majority ownership and to the
institution whose founder it is for the fulfilmenft the obligations of the legal person and
institution. The issued guarantee shall be includedthe magnitude of possible
borrowing of the local and regional self-governmemit from Article 88 of this Act.

(3) If the Statute or the decision of the locadl aagional self-government unit does
not prescribe who shall decide on the guarantem fsection 2 of this Article, the
decision shall be made by the representative bddyhe local and regional self-
government unit proportionally to its share in dvenership.

(4) Before issuing the guarantee from sectioroinfthis Article, the majority owner
or founder is obliged to obtain the consent ofitheister of Finance.

(5) The guarantee agreement from sections 1 arfdtfisoarticle shall be contracted
by the president of local and regional executivdybon behalf of the local and regional
self-government unit.

(6) The local and regional self-government unioldiged to inform the Ministry of
Finance of the guarantee agreement from sectiond12aof this Article within 8 days
from its contracting.

(7) The local and regional self-government unibldiged to inform the Ministry of
Finance quarterly within the budget year, by théh16f the month for the previous
reporting period, of the state of active guarantees/hich the consent was given.

Article 92
(2) A newly founded local or regional self-govermmanit is not allowed to borrow,
issue consents or guarantees for borrowing, urgihtutual property rights relations have
been regulated pursuant to the Local and Regiagi&lgBvernment Act.
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(2) After the regulation of mutual property rightelations, only the local and
regional self-government that did not exceed thedwang and the issuing of guarantees
limit on the 31 December of the year when the mnewilocal and regional self-
government unit ceased to operate, may borrow asdei guarantees pursuant to
provisions of Article 106 of this Act.

(3) If the revenues realized cannot be establishedhe newly founded local and
regional self-government unit in the year precedihg borrowing, the estimated
revenues in the current year shall be used aseaiori.

BORROWING AND ISSUING OF GUARANTEES BY
EXTRA-BUDGETARY USERS
Article 93

(1) Extra-budgetary users of the state budget buayow and issue guarantees only
under conditions established by the Governmenthat groposal of the Minister of
Finance.

(2) The total level of borrowings and issued goteas referred to in section 1 of this
Article shall be established by The State Budgetdakion Act.

Article 94

(1) Extra-budgetary users of the budgets of lacal regional self-government units
may borrow and issue guarantees only for investsnesith the consent of a local and
regional self-government unit. Borrowing and theamuntee issued with the consent
given shall be included in the magnitude of posslisdrrowing of the local and regional
self-government unit from Article 88 of this Act.

(2) Before giving the consent from section 1 o§tAtrticle, the local and regional self
government unit shall be obliged to obtain the eoh®f the Minister of Finance.

(3) The local and regional self-government uniblidiged to inform the Ministry of
Finance of the loan arrangement and guaranteedd$su@ section 1 this Article within 8
days from the contracting.

(4) The local and regional self-government uniblidiged to inform the Ministry of
Finance quarterly within the budget year, by théh16f the month for the previous
reporting period, of the repayment of the loan ahstate of active guarantees for which
the consent was given

(5)The total level of borrowings and issued guteas referred to in section 1 of this
Article shall be determined by the decision on midexecution of the local and regional
self-government units for a particular year.

VIIl. POWERSAND RESPONSIBILITIESOF THE HEAD OF LOCAL AND
REGIONAL SELF-GOVERNMENT UNIT AND BUDGET USER AND THE
PRINCIPLE OF DIVISION OF RESPONSIBILITIES

POWERS AND RESPONSIBILITIES OF THE HEAD OF LOCAL ANREGIONAL

SELF-GOVERNMENT UNIT AND THE BUDGET USER
Article 95
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(1) The head of local and regional self-governmamt and budget user shall be
responsible for:

a) the planning and execution of their part oflthdget,

b) the collection of revenues and receipts witte &area of their responsibility and
their payment to the budget,

(c) the assumption of liabilities, verification @#bilities, issuing payment orders
against budgetary funds of the body that theyraharge of, and for the establishing the
claims of payment and for the issuing of paymededs in favor of budgetary funds,

(d) lawfulness, purposefulness, efficiency and -effdctive management of
budgetary funds.

(2) The head of local and regional self-government unit and budget user may,
for performing of orders from section 1 of this Article, authorize other persons by
specific decision in accordance with internal regulations. The transfer of powers
entails the transfer of responsibility but does exatlude the responsibility of the head of
the budget user.

(3) The transfer of powers from section 2 of tArticle must be carried out by the
head of the budget user respecting the principtaetlivision of responsibilities.

THE PRINCIPLE OF THE DIVISION OF RESPONSIBILITIES
Article 96
The duties of lawful execution of orders laid out Article 95 of this Act in
accordance with the financial accounting regulaiand the duties of lawful and
purposeful spending of public money for purposeterd@ned by the budget and the
financial plan are incompatible.

IX. BUDGET ACCOUNTING

CONTENT OF ACCOUNTING
Article 97
Budget accounting regulates business books, adogurdocuments and data
processing, the content of accounts in the chagicobunts, recognition of revenues and
receipts and expenditures and expenses, estinfavasance positions, value adjustment,
financial reporting and other areas related to etidgcounting.

BUDGET ACCOUNTING PRINCIPLES
Article 98
(1) Budget accounting is based on the generallye@ed accounting principles:
accuracy, authenticity, reliability and individyadesentation of business events, and on
the International Accounting Standards for the ukéctor.
(2) Budget accounting shall be kept according te ghinciple of double entry
bookkeeping and the distribution of accounts indhart of accounts.

APPLICATION OF BUDGET ACCOUNTING
Article 99
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(1) Budget accounting shall be applied to the letsl@nd by budget users referred to
in Article 2 section 1 of this Act.

(2) Budget accounting shall be applied by the aktidgetary users referred to in
Article 2 section 2 of this Act only with respeotftnancial reporting.

POWERS FOR THE PASSING OF A BOOK OF RULES
Article 100
(1) The Minister of Finance shall pass a Book ofdR® on budget accounting and
chart of accounts
(2) The Minister of Finance shall pass a Book ofeRuon financial reporting in
budget accounting.

RESPONSIBILITIES AND OBLIGATIONS
Article 101

(1) The responsible person of local and regioaltgovernment unit and budget user
shall be accountable for the organization and lawhd accurate implementation of
budget accounting.

(2) The keeping of budget accounting may be etgduso a certified professional
organization or person.

(3) The person managing the local and regiondtgeelernment unit's and budget
user's accounting unit or the person entrusted adgttounting shall be responsible for the
preparation of financial reports.

(4) The responsible person of local and regioni&ggarernment unit and budget user
or the person authorized by them shall sign fir@n@ports and be responsible for their
submitting.

BUSINESS BOOKS AND ACCOUNTING DOCUMENTS
Article 102
(1) The business books of a local and regiondg®iernment unit and budget user
shall include the journal, general ledger and sliasy ledgers.
(2) The Minister of Finance shall prescribe by B@ok of Rules from Article 100
section 1 of this Act the types and content of hess books from section 1 of this
Article.

Article 103

(1) The accounting document is written or memorieéettronic evidence of the
occurred business change.

(2) The data entry in business books shall be basedredible, authentic and
proper accounting documents.

(3) A responsible person of local and regional-gelfernment unit and budget user
or person authorized by them shall certify by trsgmature or electronic signature the
credibility of the accounting document.

(4) The responsible person shall secure the data fection 2 of this Article in
writing.

34



PRINCIPLES OF PRESENTATION OF ASSETS, LIABILITIEGWN
RESOURCES, REVENUES AND EXPENDITURES
Article 104

(1) The recognition of revenues and receipts aqetreditures and expenses shall be
based on the modified accrual accounting principle.

(2) The assessment of assets, liabilities andceswf ownership shall be carried out
according to the modified accrual accounting pprewith the application of the method
of historical cost.

(3) The Minister of Finance shall prescribe by Beok of Rules referred to in
Article 100 section 1 of this Act the concept angéaming of the modified accrual
accounting principle and procedure for the revahiron of fixed assets.

FINANCIAL REPORTING
Article 105

(1) The budget and budget users shall preparadiabstatements.

(2) The financial statements of the budget andgbtidsers are statements regarding
the condition and structure, and changes in theevahd size of assets, liabilities, own
resources, revenues, expenditures, receipts amheap, or cash flows.

(3) Financial statements shall be prepared faogdsrin the course of the budget year
and for the current budget year.

(4) Financial statements prepared for periodhéndourse of the year shall be kept
until the financial statements for the same pedabthe following year are submitted and
the annual financial statements shall be kept peemidy and in their original form.

(5) The users referred to in Article 2 of this Asttall prepare and submit financial
statements in accordance with the Book of Rules fAaticle 100 section 2 of this Act.

(6) The Minister of Finance shall prescribe by Book of Rules referred to in Article
100 section 2 of this Act, the form and contentfin&ncial statements, the period for
which they shall be prepared, liabilities and theetframe for their delivery.

Article 106
For the purpose of preparing of financial stateméram Article 105 of this Act the
central government administration body respondilriéhe management of sate property
shall prepare and submit to the Ministry of Finabgel5 February of the current budget
year at the latest the register of the state ptpmertstanding on 31 December of the year
for which the register is submitted.

Article 107

(1) The ministries and other state bodies at thst flevel of organizational
classification shall consolidate financial statetsesf the budget users that are, according
to the organizational classification, within the@gsponsibility, and their own financial
statement, and prepare the consolidated finantagtraent that they shall submit to the
Ministry of Finance.

(2) The local and regional self-government unitalsktonsolidate the financial
statements of the budget users within its respditgjbaccording to the organizational
classification, as well as its own financial stagsin and prepare the consolidated
financial statement that it shall submit to the Igliry of Finance.
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(3) The Ministry of Finance shall consolidate:

1. consolidated financial statement from sectioroflthis Article and financial
statement of the state budget and prepare the lodeteal financial statement of the state
budget,

2. consolidated financial statement of the statgktifrom item 1 of this section and
financial statements of extra-budgetary users & #tate budget and prepare the
consolidated financial statement of the centralgetd

3. consolidated financial statements of all locadl aegional self-government unit
budgets and financial statements of all extra-btatgeusers of local and regional self-
government units and present them in the conselitifbancial statement.,

4. consolidated financial statement of the ceritalget from item 2 of this section
and consolidated financial statement from item 3tlwE section and prepare the
consolidated financial statement of the generagbtid

X. SEMI-ANNUAL AND ANNUAL STATEMENT ON BUDGET EXECUTION

CONTENT OF SEMI-ANNUAL AND ANNUAL STATEMENT ON BUDGET
EXECUTION
Article 108
(1) The semi-annual and the annual statement dgdtiexecution shall include:
1. the overview of the total revenue and recegoid expenditures and expenses
on the level of division of the chart of accounts
2. the special part of the budget according to dhganizational and program
classification on the level of division of the chaf accounts
3. the statement on borrowing on domestic anddoreoney and capital market
4. the statement on the use of budgetary reserve
5. the statement on the state guarantees issdegkpenses on state guarantees
6. the explanation of the realization of revennd eeceipts and expenditures and
expenses
7. the explanation of macroeconomic indicators
(2) The semi-annual and annual financial stateranbudget execution in addition
to the content from items 1 to 7 of the sectiorf this Article shall include:
1. the execution of the financial plans of extraidpetary users on the level of
division of the chart of accounts
2. the explanation of the realization of revenued eeceipts, expenditures and
expenses
3. the general budget deficit
(3) The provisions of section 1 of this Articlesciuding item 7 and section 2 of this
Article shall apply in an appropriate manner to beal and regional self-government
units.
(4) The Minister of Finance shall prescribe by Bwok of Rules on semi-annual and
annual statement on budget execution the contehtbadies obliged to prepare semi-
annual and annual statement on budget execution.
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ADOPTION OF SEMI-ANNUAL STATEMENT ON BUDGET EXECUTON
Article 109

(1) The Ministry of Finance or financial affairsrashistrative body shall deliver to
the Government or the local and regional execubiedy the semi-annual statement on
the budget execution for the first half of the emtrbudget year by the September 5 of
the current budget year.

(2) The Government or the local and regional exeeubody shall submit to the
Parliament or to the representative body for adopthe semi-annual statement on the
budget execution by September 15 of the currengéiugkar.

ADOPTION OF ANNUAL STATEMENT ON BUDGET EXECUTION
Article 110
(1) The Ministry of Finance or financial affairsrahistrative body shall prepare the
annual statement on the budget execution and subtoithe Government or the local
and regional executive body by the May 1of theeniriyear for the previous year.
(2) The annual statement on the budget executierGivernment or the local and
regional executive body shall submit to the Par&ator to the representative body for
adoption by June 1of the current year for the neviyear.

SUBMISSION OF SEMI-ANNUAL AND ANNUAL STATEMENT ON
FINANCIAL PLAN EXECUTION OF EXTRA-BUDGETARY USERS
Article 111

(1) The extra-budgetary user shall prepare and guii@® semi-annual and annual
statement on the financial plan execution for thevjus period, including the
explanation, to the Ministry of Finance by July &he current year or March 31 of the
current budget year.

(2) The semi-annual and annual statement on trendial plan execution of the
extra-budgetary users together with the semi-anaundl annual statement on budget
execution from Articles 109 and 110 of this Actlsba submitted by the Government or
the local and regional executive body for conserthe Parliament or the representative
body.

SUBMISSION OF ANNUAL STATEMENT ON BUDGET EXECUTIONDF
LOCAL AND REGIONAL SELF-GOVERNMENT UNITS
Article 112
The local and regional executive body shall sulimthe Ministry of Finance and the
State Audit Office the annual statement on budgetuation of local and regional self-
government unit within 15 days of its adoption bpnesentative body.

SUBMISSION OF DATA OF THE LOCAL AND REGIONAL SELF-GVERNMENT
UNITS
Article 113
For the local and regional self-government unitt thas failed to submit the data
within the time frame and in the way prescribedpbgvisions of Articles 40, 87, 90, 91,
94 and 112 of this Act the transfer of aids andadigation grants from the state budget
shall be temporarily suspended.
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XI. EUROPEAN UNION AIDS
Article 114
(1) Activities and projects which are financed from tBaropean Union aids are
planned in the state budget.
(2) The European Union aids implementation systemgslated by special laws and
in accordance with internationally assumed oblaatiof the Republic of Croatia.
(3) The Republic of Croatia as a country user of theogegan Union aids, through
the European Union aids implementation system smallire:
(a) application of the division of responsibility pripte,
(b) functioning of financial internal control,
(c) specific monitoring of projects financed from ther&pean Union funds and
annual reporting on expenditures,
(d) the existence of national institution for perforgiimdependent external audit,
(e) transparent, indiscriminating public procuremenbgass by which conflicts of
interest shall be prevented,
(H regular controls by which proper execution of dtigg financed from the
European Union funds is ensured,
(9) undertaking of relevant measures for preventiomrefularities and fraud and, if
necessary, initiating of court procedure for thteime of wrongfully spent funds.
(4) The Republic of Croatia as user of the Europ®aimon aids shall ensure the
protection of financial interests of the Europeamdd by establishing the system for
prevention of irregularities and fraud (AFCOS).

X1. BUDGET SUPERVISION

SCOPE OF BUDGET SUPERVISION
Article 115

(1) Budget supervision is a procedure of monirihe lawfulness, purposefulness
and timeliness of the use of budgetary funds wipigtscribes measures for eliminating
the identified unlawfulness and irregularities.

(2) Budget supervision shall include the supéwwisof accounting, financial and
other business documents of subjects of supervision

(3) The Ministry of Finance shall conduct budgepervision of budget users and
extra-budgetary users of the state budget, locdlragional self-government units and
their budget users and extra-budgetary users, lagdl physical persons that are the
recipients of budget funds and financial plans xtfa&budgetary users as well as the
supervision of the use of loan funds based on saai@ local and regional self-
government units’ guarantees (hereinafter refeiwexs: subjects of supervision).

(4) The Minister of Finance shall issue a BookRofles on the budget supervision
and in it prescribe the goals, scope of work, aunptenethod and requirements,
authorized person for budget supervision as wetasneasures of budget supervision.

METHOD OF CONDUCTING THE BUDGET SUPERVISION
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Article 116

(1) Budget supervision shall be conducted basedittrens’ petitions, requests of
central government administration bodies, local eeglonal self-government units and
other legal personshich arise suspicion of irregularities and fraud, as well as on the
order of the Minister of Finance.

(2) Budget supervision of the operations of a budger shall be carried out by direct
supervision on the premises of budget user, anthéyanalysis of their financial and
accounting documentation.

(3) The provisions of general administrative prages shall be accordingly applied
to the procedure of budget supervision.

Article 117

(1) The budget supervision inspector who has, énctburse of supervision, identified
the actions that constitute an offence, shall, emalf of the Ministry of Finance, prepare
an indictment proposal against the ofender and gubta the responsible regional office
of Tax Administration.

(2) The procedures regarding the offences estaulisly this Act shall, in the first
instance, be carried out by the competent regioffige of Tax Administration.

(3) It is imposible to initiate ofence prosecutiafter three years have expired since
the ofence was commited.

Article 118
(1) The provisions of Offence Law shall apply te thules for conducting offence
proceedings, appellate proceeding and extraordiegg}t remedies.
(2) Regarding the coercive collection of the finghwinal force and effect in offence
proceedings, provisions of the General Tax Lawlstpgly.

Article 119
Should the budget supervision inspector in the s®wf supervision identify the
actions for which a reasonable doubt for offenaamiited exists he shall submit offence
report to the competent state attorney’s office.

OBLIGATION OF PARTICIPATION OF THE SUBJECT OF SUPERSION IN
THE COURSE OF SUPERVISION
Article 120

(1) The responsible person of the subject of sugerv or the person authorized by
them is obliged to participate in the course ofesugzion and on the request of the
budget supervision inspector shall submit all neagsdocumentation.

(2) The responsible person of the subject of sugervis obliged to ensure for the
budget supervision to be conducted without distocbaand shall ensure the appropriate
working conditions.

SPECIAL AUTHORIZATIONS OF PERSONS CONDUCTING BUDGET

SUPERVISION
Article 121
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(1) Authorized budget supervision persons shaliheebudget supervision inspectors
from the Ministry of Finance.

(2) Budget supervision inspectors shall have dficards that shall be issued by the
Minister of Finance.

(3) The Minister of Finance shall issue the BoolRofes by which he shall prescribe
the look of the official card of the budget supsion inspector, the keeping of the
inquest register of official card and their pubiigl) usage and replacement.

Article 122
The budget supervision inspector is obliged to keepfidential the business and
professional secret and classified information Wwhice shall come to know when
conducting supervision and other doings in his aaspbility in accordance with the
established degree of confidentiality.

XII. PREPARATION AND IMPLEMENTATION OF TRAINING

Article 123

(1) The Ministry of Finance shall prepare and impbat the training for the
employees in the budget system.

(2) The Ministry of Finance shall organize the salkest trainig program in the budget
area for the civil servants according to specigutations.

(3) After the successful completion of the trainprggram an appropriate certificate
shall be issued.

(4) The Government shall prescribe the progranmitrg categories, conditions for
participants, organization, ways of implementatonl the conditions the participants have
to fulfill and looks and content of the certificabea successful completion of the program
by a decree on forms, ways and conditions of tngiim the budget system.

XI11. PENALTY CLAUSES

Article 124

A fine of 500,000.00 kn up to 2,000,000.00 kn sballimposed on a legal person for

the offence:

1. if budget funds were not used in accordance witiickr5 section 2 of this Act,

2. if during preparation and proposal of a developnmeagram plan the budget user
of local and regional self-government unit actedtary to provisions of Article
33, section 1 and 2, and Article 34 of this Act,

3. if the state budget user failed to prepare thenfired plan in accordance with
provisions of Article 41, section 1 of this Act,

4. if the budget user of the local and regional selfernment unit acted contrary to
provisions of Article 41 of this Act,

5. if the budget user acted contrary to provisionfuicle 42, section 6 of this Act,

6. if the budget user acted contrary to provisionfuicle 42, section 7 of this Act,
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7. if the budget user assumed liabilities againstcilmeent year's budget contrary to
provisions of Article 44, section 1 of this Act,

8. if the budget user assumed liabilities based orraots requiring payment in the
next years contrary to provisions of Article 44ctsen 2 of this Act,

9. if the budget user assumed liabilities for invesimerojects contrary to
provisions of Article 45, sections 1 and 2 of tAid,

10.if the budget funds were reallocated contrary wvgmions of Article 46, sections
1, 2 and 4 of this Act,

11.if the budget user failed to establish, make tHection and payment of revenues
and receipts in the budget in accordance with gromns of Article 47, sections 1
and 2 of this Act, and if it failed to execute ergiures and expenses in
accordance with provisions of Article 47, sectioof this Act,

12.if the budget user acted contrary to provisionéicle 48, section 2 of this Act,

13.if the budget user acted contrary to provisionéicle 52, section 2 of this Act,

14.if, while paying in advance, the budget user actaatrary to provisions of Article
53 of this Act,

15.if the budget user acted contrary to provisionéicle 60, section 2 of this Act,

16.if the amount from the sale of stocks and equitgrel was used contrary to
provisions of Article 65, section 1 of this Act,

17.if the budget user used funds obtained by thedatéocks and equity shares in a
manner contrary to provisions of Article 65, seatibof this Act,

18.if the local and regional self-government unit maa@rowings contrary to
provisions of Article 87, section 1 of this Act,

19.if a public partner signs a public-private parthgps contract contrary to
provisions of Article 89 of this Act,

20.if a legal person with a controlling direct or irettt ownership of the local and
regional self-government unit and an institutionoat founder is a unit of local
and regional self-government made borrowings conti@ provisions of Article
90, section 1 of this Act,

21.if a regional self-government unit issued guarameg local self-government unit
in a manner contrary to provisions of Article 9&ctson 1 of this Act,

22.if a local and regional self-government unit issug@rantee to a legal person
with a controlling direct or indirect ownership tfe local and regional self-
government unit and an institution, whose founderthe unit, contrary to
provisions of Article 91, section 2 of this Act,

23.if a decision on the issuing of a guarantee wasmatle in accordance with
provisions of Article 91, section 3 of this Act,

24.if a local and regional self-government unit aatedtrary to provisions of Article
91, section 4 of this Act,

25.if the newly organized unit of the local and regbrself-government made
borrowings and issued consent and guarantee foowimg contrary to provisions
of Article 92, section 1 of this Act,

26.if the local and regional self-government unit mdagrowings and issued
guarantees contrary to provisions of Article 9Ztiem 2 of this Act,

27.if the extra-budgetary user of the state budgetembdrrowings and issued
guarantees contrary to provisions of Article 93tiem 1 of this Act,
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28.if the extra-budgetary user of the local and regi@elf-government units' budget
made borrowings and issued guarantees contraryradaispns of Article 94,
section 1 of this Act,

Article 125

A fine of 50.000,00 kn up to 100.000,00 kn shalifposed on a responsible person

of the budget and the budget user for the offence:

1. if the budget preparation and execution is not thasethe principles established
by the provisions of Article 4 of this Act,

2. if budget funds were not used in accordance witlickr 5, section 2 of this Act,

3. if during preparation and proposal of a developnpeagram plan the responsible
person acted contrary to provisions of Article 88¢tion 1 and 2, and Article 34
of this Act,

4. if the administrative body responsible for the betdgser did not develop a joint
development program plan proposal in accordance pribvisions of Article 33,
section 3 of this Act,

5. if the budget user did not prepare the financiahph accordance with Article 41,
section 1 of this Act,

6. if the budget user of the local and regional selfernment unit acted contrary to
provisions of Article 41of this Act,

7. if the temporary financing is carried out contrdoy provisions of Article 42,
section 3 of this Act,

8. if the budget user did not finance the same programd increased the staff
number during temporary financing contrary to Adid2, section 6 of this Act,

9. if the budget user assumed new financial liabgitkeiring the period of temporary
financing, which is contrary to provisions of Atea42, section 7 of this Act,

10.if the budget user assumed liabilities against $it@te budget contrary to
provisions of Article 44, section 1 of this Act,

11.if the budget user assumed liabilities based ortraots requiring payment in the
following years contrary to provisions of Articld 4section 2 of this Act,

12.if the budget user assumed liabilities for invesitmerojects contrary to
provisions of Article 45, sections 1 and 2 of tAid,

13.if the budget funds were reallocated contrary wvgions of Article 46, sections
1, 2 and 4 of this Act and if the Parliament or tepresentative body was not
informed of reallocations in accordance with pransof Article 46, section 5 of
this Act,

14.if budget users and bodies of local and regionfitgavernment unit failed to
establish, make the collection and payment of regsrand receipts in the budget
in accordance with provisions of Article 47, sepidl and 2 of this Act, and if
they failed to execute expenditures and expensasdordance with provisions of
Article 47, section 1 of this Act,

15.if action contrary to provisions of Article 48, sien 2 of this Act was taken,

16.if action contrary to provisions of Article 50, siens 1, 2, 3 and 4 of this Act was
taken,

17.if action contrary to provisions of Article 52, sien 2 of this Act was taken,
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18.if, while paying in advance, action contrary to\psions of Article 53 of this Act
was taken,

19.if budget expenditure and expense is not based amedible bookkeeping
document by which the obligation of payment is ewickd in accordance with
provisions of Article 54, section 1 of this Act,

20.if, prior to the payment, the responsible persaledato check and sign the legal
basis and the amount of liability resulting frone thookkeeping document in
accordance with provisions of Article 54, sectioof2his Act,

21.if the budget user, upon establishing that the gatrfrom the budget was made
unlawfully and/or unjustifiably, failed to act inceordance with provisions of
Article 59, section 1 of this Act,

22.if the budget user acted contrary to provisionfuicle 60, section 3 of this Act,

23.if monetary funds were invested contrary to prauisiof Article 62, section 4, of
this Act,

24.if the amount from the sale of stocks and equitsgred was used contrary to
provisions of Article 65, section 1 of this Act,

25.if the funds obtained by the sale of stocks andtg@ares were used contrary to
provisions of Article 65, section 2 of this Act,

26.if non-financial fixed assets were not acquiredagtordance with provisions of
Article 69, sections 1 and 2, of this Act,

27.if the funds from the sale and replacement of noaricial fixed assets of the
state or of local and regional self-governmentsuaid from compensations on
the basis of insurance were used in a manner egritrgrovisions of Article 70
of this Act,

28.if the local and regional self-government unit mda®@rowings contrary to
provisions of Article 87, section 1 of this Act,

29.if the total annual obligation of local and regibsalf-government units referred
to in Article 86 of this Act is contrary to provisis of Article 88, section 1 of this
Act,

30.if a legal person with a controlling direct or irettt ownership of the local and
regional self-government unit and an institutionoat founder is a unit of local
and regional self-government made borrowings conti@ provisions of Article
90, section 1 of this Act,

31.if a regional self-government unit issued guaramteg local self-government unit
in a manner contrary to provisions of Article 9éctson 1 of this Act,

32.if local and regional self-government unit issuegntee to a legal person with
a controlling direct or indirect ownership of thecél and regional self-
government unit and an institution, whose founderthe unit, contrary to
provisions of Article 91, section 2 of this Act,

33.if a decision on the issuing of a guarantee wasmatle in accordance with
provisions of Article 91, section 3 of this Act,

34.if a local and regional self-government unit aatedtrary to provisions of Article
91, section 4 of this Act,

35.if the newly organized unit of the local and regbrself-government made
borrowings and issued consent and guarantee foowimg contrary to provisions
of Article 92, section 1 of this Act,
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36.if the local and regional self-government unit maaegrowings and issued
guarantees contrary to provisions of Article 92tiem 2 of this Act,

37.if it failed to act in accordance with the respdiigies established in the
provisions of Article 95, sections 1 and 3 of tAid,

38.if it failed to separate the responsibilities bedwein accordance with the
provisions of Article 96 of this Act,

39.if it failed to organize and carry out budgetaryc@mting in accordance with
provisions of Article 101, sections 1 and 2 of tAi,

40.if it failed to prepare, sign and submit financ&htements in accordance with
provisions of Article 101, sections 3 and 4 of tAi,

41.if it failed to keep business books in accordandd wrovisions of Article 102,
section 1 of this Act,

42.if it failed to act in accordance with provisions Article 103 of this Act with
regards to bookkeeping documents,

43.if financial statements were not prepared in acaocd with provisions of Article
105, sections 1, 2 and 3 of this Act,

44.if the financial statements were not kept in acaom with provisions of Article
105, section 4 of this Act,

45.if budget users failed to prepare and deliver tharfcial statements in accordance
with provisions of Article 105, section 5 of thi<#

46.if they failed to consolidate and deliver the fioeh statements in accordance
with provisions of Article 107, sections 1 and 2l Act,

47.if the content of the semi-annual report on budgetcution and annual report on
budget execution is not in conformity with provissoof Article 108, sections 1, 2
and 3 of this Act,

48.if the annual report on execution of local and oegl self-government unit's
budget was not delivered in accordance with prowmsiof Article 112 of this Act,

49.if it did not participate in the procedures of batigontrol and did not allow
insight into the documentation in accordance witticke 120, section 1 of this
Act,

50.if it failed to ensure an uninfluenced performaméebudget control contrary to
provisions of Article 120, section 2 of this Act.

Article 126

A fine of 50.000,00 kn up to 100.000,00 kn shallibgosed on the responsible

person of the extra-budgetary user for the offence:

1. if extra-budgetary user of the state budget madmimings and issued guarantees
contrary to provisions of Article 93, sections H&hof this Act,

2. if extra-budgetary user of the local and regiorelf-government unit's budget
made borrowings and issued guarantees contraryadaspns of Article 94,
sections 1 and 2 of this Act,

3. if the extra-budgetary user failed to prepare astiver the annual and semi-
annual report on execution of the financial plaraacordance with provisions of
Article 111, sections 1 of this Act.

Article 127
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A fine of 50.000,00 kn up to 100.000,00 kn shall ibgwosed on the responsible
person of the public partner for the offence:
- if he/she acted contrary to provisions of ArtiBR of this Act.

Article 128
A fine of 20.000,00 kn up to 50.000,00 kn shalifgosed on the financial controller
of the of the budget user for the offence:
- if he acted contrary to provisions of Article 1@Pthis Act,

Article 129
A fine of 10.000,00 kn up to 20.000,00 kn shalimgosed on the responsible person
of the budget and the budget user for an offence:

1. if revenues, receipts, expenditures and expensesmwat presented in accordance
with the provisions of Article 21, sections 1 andf2his Act,

2. if the local and regional self-government unit édilto notify the Ministry of
Finance in accordance with provisions of Article 8&ctions 8 and 9 of this Act,

3. if the local and regional self-government unit édilto notify the Ministry of
Finance in accordance with provisions of Article 88ctions 4 and 5 of this Act,

4. if the local and regional self-government unit édilto notify the Ministry of
Finance in accordance with provisions of Article 8dctions 6 and 7 of this Act.

XI11. TRANSITIONAL AND FINAL PROVISIONS

Article 130

With the day of coming into force of the Law on amdments to the Law on Local
and Regional Self-Government (National Official €&z, No. 109/07):

- in Article 3 item 19 of this Act words: “the exdteve body of the municipality, City
of Zagreb, town and county (hereinafter referredaso local and regional executive
body)” shall be replaced with the words:” in mupality municipal prefect, in town
mayor and in county county prefect (hereinafteemefd to as: municipal prefect, mayor
county prefect)”,

- in Article 14 section 2 of this Act words «or theesident of the local and regional
executive body” shall be deleted,

- in Article 57 section 1 of this Act words:” ordhpresident of local and regional
executive body” shall be deleted,

- in Article 57 section 3 of this Act words:” anbet president of local and regional
executive body shall notify the local and regioaaécutive body” shall be replaced by
the words:” and municipal prefect, mayor, countgfpct shall notify the representative
body”,

- in the entire body of this Act word:” local anelgional executive body” and words:”

the president of local and regional executive bddyddequate case shall be replaced with
the words:” municipal prefect, mayor, county préféc adequate case.

Atricle 131

(1) Decree from Article 45 section 3, Article 6&8en 7 and Article 123 section 4 of
this Act the Government shall pass within 120 dags the day of coming into force of
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this Act.

(2) Book of Rules from Article 55 section 4, ArgcBO section 4 and Article 108
section 4 of this Act the Minister of Finance shadiss within 60 days from the day of
coming into force of this Act.

(3) Book of Rules from Article 2 section 3, Artickd section 3, Article 87 section 6,
Article 100 sections 1 and 2, Article 115 sectigriviticle 121 section 3 of this Act the
Minister of Finance shall pass within 30 days frtdra day of coming into force of this
Act.

Article 132

Until the day of coming into force of regulationsrh Articles 131 sections 2 and 3
of this Act, if not contrary to the provisions dfis Act, the provisions of the following
regulations shall apply:

1. Book of Rules on identifying budget users ankeéping the register of budget
users (National Official Gazette, No. 80/04),

2. Book of Rules on Budget Classifications (NatidD#icial Gazette, No. 94/07),

3. Instruction on the budget execution from theg&inrreasury Account (National
Official Gazette, No. 4/01),

4. Book of Rules on the borrowing procedure of laoad regional self-government
units and of issuing guarantees of local and redicelf-government units (National
Official Gazette, No. 55/04),

5. Book of Rules on Budget Accounting and ChartAotounts (National Official
Gazette, No. 27/05 and 127/07),

6 Book of Rules on Financial Reporting in the Budiyecounting (National Official
Gazette, No. 27/05 and 2/07),

7. Book of Rules on Budget Supervision (Nationaficdl Gazette, No. 42/04 and
6/06),

8. Book of Rules on official card of budget supsiwn inspector (National Official
Gazette, No. 42/04).

Article 133
On budgetary funds founded by the day of coming into force of this Act, up to their
closurethe provisions of Article 57 section 2, Articles 58, 59, 60, 61 and 140 items 31,
32 and 33 of the Budget Act (National Official Gazette, No. 96/03) shall apply.

Article 134

With the day of coming into force of this Act thallbwing regulations shall become
invalid:

1. Budget Act (National Official Gazette, No. 96)03

2. Decree on Budget Accounting (National Officianz&étte No. 96/94, 108/96,
119/01 and 74/02),

3. Decree on the Treasury general ledger systenmamher of keeping the Single
Treasury Account (National Official Gazette, No/%),

4. Book of Rules on criteria for the use of budgsérs revenues realized in the
market by performing their core and other actigitidNational Official Gazette, No.
146/98).
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Article 134
This Act shall be published in the National Officizazette and shall come into force
on the January 1 2009.
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