THE BUDGET ACT
(consolidated text)

|. GENERAL PROVISIONS

CONTENT AND AREA OF APPLICATION OF THIS ACT
Article 1

This Act shall govern the planning, drafting, adoptand execution of the budget, asset and
debt management, public debt management, borroamnissuance of guarantees by the
State and by local and regional governments, badgetlationships in the public sector,
accounting, budget oversight and other mattersel public finance management.

Article 2

(1) The provisions of this Act shall relate to #tate budget and budgets of local and regional
governments (hereinafter: budget) and the usetBeoftate budget and budgets of local and
regional governments (hereinafter: budget users).

(2) Certain provisions of this Act shall regulatedgetary relationships and rules applicable to
extra-budgetary funds, companies and other legalope where the Government or a local
and regional government exercises a decisive infleaeover their management, specifically
over their preparation of financial plans, fundsnagement, borrowing and issuance of
guarantees, accounting, drafting and submissioemdrts and conduct of budget oversight,
and which are, due to their sources of fundingssifeed to the general budget or, in keeping
with the rules of the European Union’s statisticedthodology (ESA 2010, laid down in the
Regulation (EU) 549/2013 of the European Parlianamt of the Council) classified to the
general government sector, but which are not budgets themselves (hereinafter: extra-
budgetary users).

(3) The Minister of Finance shall, by means of atirance, specify budget users and extra-
budgetary users of the state budget and budge$ aser extra-budgetary users of local and
regional government budgets, as well as the maoineraintaining a register of budget and

extra-budgetary users.

DEFINITIONS
Article 3
For the purpose of this Act, the following termsalhave the following meanings:

1. AFCOS denotes a system co-ordinating the ldgislaadministrative and operational
activities aimed at protecting the financial instseof the European Union and direct co-
operation with the European Anti-Fraud Office (ODAF

2. an activity is a part of a programme whose domats not pre-defined and for which
expenditure and outlays have been budgeted tonatte objectives set out in such
programme,

3. planning documents means projects, plans, pruges, strategies and similar,



4. grants payable shall mean current or capitahsteas to non-profit organisations,
individuals and households, including grants indkiwhich are payable from a budget or by a
budget user for a specific purpose,

4.the Republic of Croatia’s contribution to the gatlof the European Union based on EU’s
own resources means that part of total revenudsedEuropean Union’s budget which is paid
by the Republic of Croatia,

5. the state budget means a document estimatingstite’'s revenues and receipts and
determining its expenditure and outlays for a giyear, in compliance with law, which is
adopted by the Croatian Parliament (hereinafterRarliament),

6. the State Treasury means a system which coasedidin terms of organisation and
information, the budgetary processes: budget pasipar, budget execution, state accounting,
funds management and public debt management,

7. a state guarantee means a security instrumegriei the Republic of Croatia guarantees
the fulfilment of the obligation that the guarantees been issued for,

8. state debt means the central budget debt,

9. state aids mean actual and potential expenditumreduced state revenues granted by a
state aid provider to a state aid beneficiary whiisupt, or may disrupt, market competition
by affording such state aid beneficiary an advamtagthe marketplace, irrespective of the
type of state aid, to the extent this may influetieefulfilment by the Republic of Croatia of
its international obligations,

10. economic classification means a presentatiaewdnues and receipts by their nature and
of expenditure and outlays by the economic purpissy serve, classified into classes,
groups, sub-groups, sections and basic accounts,

11. financial assets means cash, receivables,ssbém@nd, equity interests in, legal persons,
securities and other investments in legal persons,

12. a financial plan is a document of a budget wseextra-budgetary user setting out its
revenues and receipts and expenditure and outlaysadcordance with budgetary
classifications,

13. financial reporting is a set of information thke financial position, performance and cash
flows of the budget, budget users and extra-budgetsers,

14. functional classification is a representatiérexpenditure of the budget, of budget users
and of extra-budgetary users classified by purpose,

15. investments or capital expenditure means invests made to increase and preserve asset
value, investments in land, buildings, equipmert ather long-term tangible and intangible
assets, including investments in education andnitrgj new technology development,
improvements to quality of life and other investisegenerating benefits,

16. extra-budgetary users means extra-budgetasfurtompanies and other legal persons
where the state or a local and regional governragatcises a decisive influence over their
management and which are classified to the gegerarnment sector under the rules of the
European System of Accounts (ESA 2010, laid dowthéRegulation (EU) 549/2013 of the
European Parliament and of the Council), but wlaiehnot budget users,

17. an extra-budgetary fund means an extra-budgesar which is a legal person established
under law that is funded by earmarked contribut@md other revenues,

18. sources of funding means groups of revenuesetspts out of which expenditure and
outlays of a specific type and purpose are settled,



19. an executive body means the Government of #qguBlic of Croatia (hereinafter: the
Government) and the executive body of a municipatite City of Zagreb, a city or a county
(hereinafter: executive body) which proposes thdgeti and submits the semi-annual and
annual budget execution reports to its represeetaidy,

20. public debt means the debt of the general budge

21. the public sector shall comprise of the staidget, local and regional governments,
budget users and extra-budgetary users of the lstiatget and budgets of local and regional
governments,

22. local and regional government means a munitypatity and county whose bodies
perform functions, carry out tasks and adopt pnognas prescribed by law and decisions
taken under law, the funding for which is secureds budget,

23. consolidation means a presentation of finanafgrmation of multiple interconnected
budgets and/or budget users and extra-budgetary asdelonging to a single entity,

24. classification by location means a presentadioexpenditure and outlays by territorially
defined wholes in accordance with the organisatibthe Republic of Croatia, the European
Union and other states,

25. a monthly financial plan of a budget user memmsonthly presentation of expenditure
and outlays by economic, organisational and progranclassification containing planned
values by source of funding with expected due date,

26. local self-government means local boards, bitycks and city districts which are
established under a local government’s statute,

27. benefit encompass pensions and benefits payahledividuals and households under
specific regulations,

28. non-financial assets means non-produced artihped assets,

29. an accountable person means the head of atbhugkyeor extra-budgetary user, municipal
mayor, city mayor and county prefect and any persomnvhich such authority has been
conferred by the former’s decision,

30. the general budget means the central budget bamdets of local and regional
governments and extra-budgetary users of locategidnal governments,

31. organisational classification means the predem, by way of headings, chapters and
budget users, of connected and mutually co-ordihatetities (hierarchically in terms of

relationship of entitlements and responsibiliti@g)hin a budget and budget users which
achieve established objectives by utilising apgedpresources,

32. a developmental program plan means a docunrestted by a local and regional
government for a period of three years and contgirthe objectives and priorities of
development of such local and regional governmerktetl with the organisational and
programme classification of the budget,

33. aid means current or capital transfers to matgonal organisations, foreign governments,
budgets, extra-budgetary users, banks and otherdial institutions and companies,

34. European Union funds means the funds receiyetthd Republic of Croatia by way of
European Union’s pre-accession programmes and funds

35. a legal person under the majority ownership@mpwnership of the Republic of Croatia

means a legal person in which the Republic of Gadadlds shares or an equity interest and
over whose management it exercises a decisiveeimdlel or in respect of which the Republic
of Croatia has founder’s and ownership rights,



36. a legal person under the majority ownershica@ownership of a local and regional

government means a legal person in which such kedlregional government holds shares
or an equity interest and over whose managemeexédtcises a decisive influence or in

respect of which such local and regional governrhastfounder’s and ownership rights,

37. a representative body means the Croatian Remlig county assembly, the Assembly of
the City of Zagreb and municipal and town counleéréinafter: Parliament and representative
body) which adopts the budget, the law and decisiofudget execution, annual and semi-
annual reports on budget execution,

38. special purpose revenues means revenues wtilesatian and purpose are established by
specific regulations,

39. recipients of funds means legal and naturasqrex that receive budget funds under
specific regulations, court decisions and contracts

40. donations receivable means earmarked fundsveecéy the budget and budget users
from natural persons, non-profit organisations, pames and other entities outside the
general budget,

41. aid receivable means current and/or capitabkfeas received by budgets and budget users
from foreign governments, international organigatioor other entities within the general
budget,

42. a programme means a set of autonomous, closalgd activities and projects aiming at
meeting a common objective,

43. programme classification means the presentaifoprogrammes and their component
parts, activities and projects as defined in kegpuith planning documents and objectives
and tasks of the budget, budget users and extrgebary users,

44. budget projection (hereinafter: projection) sian estimate of budget revenues and
receipts and expenditure and outlays over a muitiahperiod adopted by the Parliament or
representative body,

45. a project means a component part of a programitiea pre-determined duration and
planned expenditure and outlays for the achievemigmtogramme objectives,

46. the local and regional government budget maath@dcument estimating the revenues and
receipts and determining expenditure and outlaysuoh local and regional government for a
given year, in compliance with law and a decisiasged in compliance with law, which is
adopted by its representative body,

47. budget classification means a framework stadimg systematically monitoring revenues
and receipts and expenditure and outlays by regsilenbody, objective, purpose, type,
location and source of funding,

48. a budgetary fund means a budget user estathllshehe day this Act enters into force
which is funded from the budget and earmarked neegf such fund,

49. budget users means state bodies, institutiomgpority self-government councils,
budgetary funds and local self-government boardsselpersonnel and material expenditure
is secured in the budget,

50. budget oversight means inspection audits ofaality, purposefulness and timeliness of
utilisation of budget funds, of the timeliness ammnpleteness of collection of revenues and
receipts within the purview of budget users andalland regional government bodies and
inspection audits of compliance with, and applmatof, laws and other regulations, which



bear upon budget funds and funds from other sourdes it revenues/receipts,
expenditure/outlays, refunds, assets and liatslitie

51. budget accounting means an accounting systéamtedeto book-keeping monitoring,
analysis and reporting on transactions in the budge those of budget users and extra-
budgetary users,

52. country-specific recommendations of the Couoicthe European Union means economic
policy measures a European Union member statepigosed to undertake with the aim of
achieving sustainable economic growth,

53. financing account means that part of a buddeithwstates how a budget deficit is
financed and how a budget surplus is utilised,

54. a register of budget users and extra-budgetseys is a list of budget users and extra-
budgetary users of the state budget and budget aseérextra-budgetary users of budgets of
local and regional governments,

55. the central budget means the state budgethenfinancial plans of state budget’'s extra-
budgetary users,

56. a strategic plan means a document setting wisi@n, strategic goals, ways of achieving
such goals (planning documents), measures to degheaformance and a system to monitor
performance,

57. subsidies means current transfers of fundsradyzers for the production of specific
products or provision of services, which may beedatned on the basis of the level of
production and/or quantity of goods and serviceslpced, sold or imported,

58. a municipal, city or county administrative depeent in charge of finance (hereinafter:
administrative department in charge of finance)lgirapare the budget, the annual and semi-
annual reports on budget execution and perforny dithencial tasks for the executive body,

59. borrowing means the taking of a credit, loarssuance of securities.

BUDGETARY PRINCIPLES
Article 4

The budget shall be adopted and executed in congdliavith the principles of budget unity
and accuracy, annuality, equilibrium, unit of aatuuniversality, specification, sound
financial management and transparency.

Principle of budgetary unity and accuracy
Article 5

(1) All revenues and receipts appertaining to theteSand local and regional governments,
and all of their expenditure and outlays for spegtrposes, shall be presented in the budget
by applying the gross principle.

(2) Budget funds shall be used to finance experaitiunctions and programmes of State
bodies and bodies of local and regional governmasitwell as other budget users and extra-
budgetary users in the amount determined by thgddud

(3) Proposals for ordinances, other regulations plashning documents (projects, plans,
programmes, strategies, policies, etc.) to be adbpy the Government as well as proposals
for laws and planning documents to be adopted byRéarliament (hereinafter, laws, other



regulations and planning documents) shall containassessment of fiscal impact on the
budget in accordance with special regulations.

Principle of annuality
Article 6
(1) The budget shall be adopted for the budget gedrshall be valid for that year.

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

(3) Parliament or the local or regional represévtabody shall adopt the budget for the
budget year corresponding to the calendar year poidhe commencement of the year to
which it pertains.

(4) Any revenues and receipts paid to the budgetréehe end of the current year shall be
deemed budgetary revenues for the current year.

(5) The budget shall provide for funds to cover angnmitments undertaken in the previous
year(s), as well as funds to pay any liabilitiesuimed in the current fiscal year for which the
budget is being adopted.

Principle of equilibrium
Article 7

(1) The budget shall be balanced: total revenudseeeipts shall cover total expenditure and
outlays.

(2) If, during the budget year, expenditure andlayst increase or revenues and receipts
decrease as a result of extraordinary unpredidtedrastances, the budget shall be balanced
by identifying new revenues and receipts and/ouced) the budgeted expenditure and
outlays.

(3) Budget balancing shall be done during the buggar by making budget amendments
pursuant to the budget adoption procedure.

Principle of unit of account
Article 8

All revenues, receipts, expenditure and outlaystained in the budget shall be expressed,
and all financial statements shall be prepare@roatian kuna (HRK).

Principle of universality
Article 9

(1) Revenues and receipts shall be used for thterseint of all expenditure and outlays,
unless otherwise provided in this Act, the Stateldai Execution Act or the decision on
budget execution.

(2) In accordance with Articles 48 and 70 of thist,,earmarked revenues and receipts shall
be used for financing specific expenditure andayst!



Principle of specification
Article 10

(1) Budgetary revenues and receipts shall be aedang the budget according to economic
classification and presented by source.

(2) Budgetary expenditure and outlays shall benged in the budget according to budget
classifications and balanced with revenues andptxe

Principle of sound financial management
Article 11

Budgetary funds shall be used in compliance witk trinciple of sound financial
management and, in particular, in keeping with phi@ciples of economy, efficiency and
effectiveness.

Principle of transparency
Article 12

(1) The budget shall be adopted and executed irordance with the principle of
transparency.

(2) The budget, budget projections and budget aments as well as any decision on interim
financing shall be published in the Official Journéthe Republic of Croatia (hereinafter:
0J) or the official journal of each local and regabgovernment.

(3) Semi-annual and annual budget execution remorissemi-annual and annual financial
plan execution reports by extra-budgetary userd bleaposted on the internet site of the
Croatian Government or the internet sites of lecal regional governments.

(4) The general and special parts of semi-annuzlaamual reports on budget execution and
the general and special parts of semi-annual andahmeports on the execution of financial
plans by extra-budgetary users shall be publishetthe OG or the official journal of each
local and regional government.

(5) Local and regional governments and budget usedsextra-budgetary users shall post
their annual financial statements on their intesitts not later than eight days after the date
of their submission.

(6) Budget users and extra-budgetary users nonbatieir own internet sites shall post the
financial statements referred to in paragraph (Sthis Article on the internet sites of their
responsible institutions at the heading level attestoudget organizational classification or
their responsible local or regional governmentslaigr than eight days after the date of their
submission.

RESPONSIBILITY FOR BUDGET PLANNING AND EXECUTION
Article 13

(1) Each executive body shall be responsible togpsesentative body for budget planning
and execution and shall report to it thereof asi§ipd in this Act.

(2) The accountable person in each local or regigngernment and each budget user or
extra-budgetary user shall be responsible fordhdul and proper planning and execution of
the budget or the financial plan.



SCOPE OF BUDGET EXECUTION REGULATIONS FOR THE BUDGKEAR
Article 14

(1) The State Budget Execution Act shall be adofiigdther with the State Budget, while the
Decision on Budget Execution shall be passed alwitly the budget of each local and
regional government.

(2) The legislation referred to in paragraph (1)ttwé Article shall govern the structure of
budgetary revenues, receipts, expenditure andysyttaidget execution, the volume of debt
to be assumed and guarantees to be issued byates d@tlocal and regional governments,
public debt management, financial and non-financaiset management, rights and
obligations of budgetary fund users, specific penef the Government, local and regional
executive bodies, the Prime Minister, chief offisiaf local and regional executive bodies,
the Ministry of Finance and the Finance Ministertlie process of budget execution for a
particular year, penalties for failing to meet ghlions and other issues related to budget
execution.

FISCAL ESTIMATE OF THE IMPACT OF LAWS, OTHER REGULAONS AND
PLANNING DOCUMENTS ON THE BUDGET

Article 15

(1) Proposals for laws, other regulations and pleprdocuments shall contain a fiscal
estimate of impact on the budget, which shall ¢feshow whether budget revenues or
expenditure are increasing or decreasing. Eachlfestimate of impact on the budget shall
include:

1. budgetary revenues and expenditure and recamotoutlays planned for the budget year
and the following two years;

2. proposals to cover any increase in budgetargredifure and outlays;
3. proposals to cover any decrease in budgetagnums and receipts;

4. approval from the Ministry of Finance if proptsstor laws, other regulations and planning
documents have any fiscal impact on the budgeb@opinion of the Ministry of Finance on
the claims by the sponsors that their proposalsldas, other regulations and planning
documents have no fiscal impact on the budgetcaor@ance with special regulations.

(2) If any laws, other regulations and planning adgepted during the year, on the basis of
which new commitments are created against the liutlgerequired funding shall be secured
in the budget for the next budget year, in accordamith projections and possibilities.

(3) Proposals for laws, other regulations and plamdocuments shall not contain provisions
on earmarking any revenues, unless the Ministifyilmince approves so.

(4) The provisions of this article shall be appligetordingly to extra-budgetary users and
local and regional governments.



Il. CONTENT OF THE BUDGET AND FINANCIAL PLANS

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

(1) The budget shall be composed of a general apeeal part and, at the local and regional
government level, a developmental programme plamedls

(2) The general part of each budget shall consiatRevenue and Expenditure Account and a
Financing Account.

(3) The special part of each budget shall congist\eenues and expenditure planned for each
budget user, presented by type, and classifiedrymmgrammes consisting of activities and
projects.

(4) The developmental programme plan shall be ameat to be prepared by each local and
regional government for a three-year period, coimigi local or regional government
developmental goals and priorities linked with tlegganizational and programme
classification of the budget.

Article 17

(1) The financial plan of each budget user shalhsi of revenues and receipts and
expenditure and outlays classified under progranooasisting of activities and projects.

(2) The financial plan of each extra-budgetary el consist of a general part composed of
a revenue and expenditure account and a finanaoguat, and a special part presenting
revenues, receipts, expenditure and outlays cledsifinder programmes consisting of
activities and projects.

REVENUE AND EXPENDITURE ACCOUNT
Article 18

The Budget Revenue and Expenditure Account shailkisb of revenues and expenditure
presented according to economic classification:

1. Revenues:

a) tax revenues;

b) mandatory insurance contributions;
c) aid transfers;

d) revenues from assets;

e) revenues from charges and fees;

f) other revenues; and

g) revenues from sale of non-financial assets.
2. Expenditure:

a) personnel expenditure;

b) material expenditure:,

c) financial expenditure,

d) subsidies;



e) aid transfers;

f) insurance-based and other benefits to citizewsheuseholds;
g) other expenditure; and

h) expenditure for purchase of non-financial assets

FINANCING ACCOUNT
Article 19

The Financing Account shall present receipts frorarfcial assets and borrowing and outlays
for financial assets and the repayment of creditslaans.

FINANCIAL PLANS OF BUDGET USERS AND EXTRA-BUDGETARYJSERS
Article 20

(1) The financial plan of each budget user andaeltrdgetary user shall contain programmes
defined by planning documents.

(2) Such programmes shall present the planned vegeneceipts, expenditure and outlays
itemized by:

— type of revenues and receipts;

— particular activity and project;

— year in which they will be incurred against thelpet.
(3) Each programme shall contain:

a) programme title;

b) programme description (including goals and aijes);
c) legal grounds for programme implementation;

d) funding required for programme implementation;

e) number of staff required for programme impleragan;
f) assessment of outcomes;

g) assessment of contingent costs and risks.

BUDGET CLASSIFICATION
Article 21

(1) In the budget and financial plan, revenuesegips, expenditure and outlays shall be
presented according to budget classifications.

(2) Budget classifications shall be:
a) organisational,

b) economic;

c) functional;

d) location-based,;

e) programme-based;



f) funding source-based.

(3) The minister of finance shall issue an Ordirraon Budget Classifications referred to in
paragraph (2) of this Article.

[ll. BUDGET AND FINANCIAL PLAN PREPARATION

BUDGET PREPARATION REQUIREMENTS
Article 22

(1) The State Budget shall be prepared based oasessment of economic development and
macroeconomic indicators specified in regulatiomd ether documents passed by Parliament,
the Government and the Finance Minister in accardawith their scope of work and
competence.

(2) The provisions of paragraph (1) of this Articleall apply accordingly to the budgets of
local and regional governments.

STRATEGIC PLANNING
Article 23

(1) The Ministry of Finance shall, in cooperationthwthe ministry in charge of structural
reform and coordination of European Union fundgppre instructions for the preparation of
strategic plans for a three-year period and subtimain to the ministries and other state bodies
at the heading level of organizational classifmatnot later than the end of February of the
current year.

(2) The ministries and other state bodies at ttezling level of organizational classification
shall prepare their strategic plans for a three-yeaiod on the basis of sectoral strategic
documents designated for the use of European Ufiuods and in keeping with the
instructions referred to in paragraph (1) of thididke, and submit them to the Ministry of
Finance no later than the end of March of the curyear.

(3) Such three-year strategic plans shall contassions, visions, strategic goals, actions to
achieve them and their correlation with the orgatdnal and programme classifications, and
performance evaluation measures.

(4) The ministries and other state bodies at trezling level of organizational classification
shall furnish the Ministry of Finance with semi-aiah and annual reports on the
implementation of their strategic plans in keepwith the schedule for reporting on state
budget execution.

NATIONAL REFORM PROGRAMME AND CONVERGENCE PROGRAMME
Article 24

(1) Relying on strategic plans referred to in Adi@3 of this Act, the ministry in charge of

structural reform and coordination of European Wnfonds shall, in cooperation with the

ministries in charge of specific structural reformpgepare the National Reform Programme,
and the Ministry of Finance shall prepare the Cogeece Programme.

(2) The Convergence Programme shall define the@eaonomic and fiscal framework of the
Republic of Croatia for the current year and thet tieree years.



(3) The Convergence Programme shall contain:

a) an overview of macroeconomic trends;

b) an overview of the mid-term budgetary framewanricluding general budget and public
debt projections;

c) fiscal risks and a sensitivity analysis of gehdyudget deficit/surplus and public debt
trends; and

d) the qualitative and institutional characterstid public finance.

(4) The National Reform Programme shall define aatsgic framework for the
implementation of structural reforms in the currgear and over the next three years.

(5) The National Reform Programme shall containana&ements of the macroeconomic
scenario and key reform measures which ensue fhenstrategic goals set in the strategic
plans and which are being taken or are plannedettaken by the State over a mid-term
period, all in keeping with the fiscal frameworkfided by the Convergence Programme.

(6) The Government shall take a decision adoptimegNational Reform Programme and the
Convergence Programme no later than the end of éjoitie current year.

ECONOMIC AND FISCAL POLICY GUIDELINES
Article 25

(1) Relying on the strategic plans, the NationafoRa Programmes, the Convergence
Programme and the country-specific recommendatdnise Council of the European Union

for the Republic of Croatia, the Ministry of Finanshall prepare draft economic and fiscal
policy guidelines for a three-year period (heramafGuidelines) and the Government shall
adopt them by its decision no later than the engLof.

(2) The Guidelines shall contain:

1. macroeconomic policy objectives for a three-ygaiod in accordance with paragraph (1)
of this Article;

2. the macroeconomic and fiscal framework of thpuRdic of Croatia, including any changes
in the environment as defined in the Convergenogmf@amme referred to in Article 24 of this
Act;

3. the level of planned funding for each institatiat the heading level of organizational

classification, including the levels of funding pied for the previous budget year and the
current budget year, as well as the level of fuggtanned for the next budget year and the
following two years.

(3) the level of funding planned for each instibatiat the heading level of organizational
classification shall include:

a) the level of funding required to implement thdseng programmes and/or activities
ensuing from the effective legislation; and

b) the level of funding required to introduce amadpilement new or change the existing
programmes and/or activities.

INSTRUCTIONS FOR PREPARATION OF THE DRAFT BUDGET
Article 26

(1) Relying on the Government’s Guidelines referi@th Article 25 of this Act, the Ministry
of Finance shall furnish the ministries and oth&tes bodies at the heading level of



organizational classification with instructions tte preparation of the draft State Budget no
later than 15 August of the current year.

(2) The instructions referred to in paragraph fithe Article shall contain:
1. key economic indicators as set in the Guidelreésred to in Article 25 of this Act; and
2. the methodology and schedule for the preparatidghe State Budget.

Article 27

(1) Relying on the Government’s guidelines andruxttons for the preparation of the draft
State Budget, the Ministry of Finance shall prepastructions for the preparation of local
and regional government budgets and shall delivemtto local and regional governments
not later than 15 August of the current year.

(2) Once it receives the instructions referred mo paragraph (1) of this Article, the
administrative department in charge of financelgbralpare instructions for the preparation of
the local/regional government budget and deliventito budget users and extra-budgetary
users of the local/regional government budget.

(3) The instructions referred to in paragraph 2he Article shall contain:
1. key economic sources and assumptions for degtfti@ local/regional government budget;
2. a description of the planned local/regional goweental policies;

3. an estimate of local/regional government budgetnues/expenditure and receipts/outlays
for the next three years,

4. the level of funding planned for each budger useluding the levels of funding planned
for the previous budget year and the current buggat, as well as the level of funding
planned for the next budget year and the following years, with a breakdown by:

a) the level of funding required for the implemeiota of the existing programmes and/or
activities ensuing from the effective legislatiamd

b) the level of funding required to introduce amaplement new or change the existing
programmes and/or activities;

5. the methodology and schedule for the preparaifdoudgets and draft financial plans by
budget users and extra-budgetary users of the/legainal government budget.

DRAFT FINANCIAL PLANS OF BUDGET USERS
Article 28

(1) Based on the instructions for the preparatibtne draft State Budget, budget users of the
State Budget draft their financial plans.

(2) Each draft financial plan shall contain:
1. revenues and receipts presented by type;

2. expenditure and outlays planned for a three-ysaiod and presented according to
budgetary classifications;

3. an explanation of the draft financial plan.



Article 29

(1) Based on the instructions for the preparatiordraft budgets for local and regional
governments, budget users at the local and regigmarnment levels draft their financial
plans.

(2) Each draft financial plan shall contain:
1. revenues and receipts presented by type;

2. expenditure and outlays planned for a three-ymarod and presented according to
budgetary classifications;

3. an explanation of the draft financial plan.

Article 30

The explanation of each draft financial plan, ascded in Articles 28(2)3 and 29(2)3 of this
Act, shall contain:

a) a summary of the budget user's scope of work;

a) explained programmes;

b) legal and other grounds underlying each programm

c) goals, strategies and programmes aligned with-term development documents;

d) sources and indicators underlying calculatiomsl a&stimates of funds required to
implement programmes;

e) a report on goals achieved and programme outdonghe previous year, measured by
performance indicators under the purview of thegatdiser,

f) other explanations and documentation.

Article 31

(1) Budget users of the State Budget shall delikeir draft financial plans to the ministries
and other State bodies at the heading level ofnizgonal classification not later than 15
September of the current year.

(2) The ministries and other state bodies refetceth paragraph (1) of this Article shall
deliver harmonized draft financial plans to the Miry of Finance no later than the end of
September of the current year.

Article 32

Budget users of local and regional governmentsl| sleiver their draft financial plans to
relevant administrative bodies no later than 15&aper of the current year.

DEVELOPMENTAL PROGRAMME PLAN
Article 33

(1) Administrative bodies shall, in cooperation twilocal or regional government
administrative bodies in charge of finance as coatdrs, and pursuant to strategic
documents aimed at the development of their londl @gional government units, prepare
local or regional developmental programme planafthree-year period.



(2) In preparing their developmental programme qladministrative bodies referred to in
paragraph (1) of this Article shall include all lyed users and extra-budgetary users under
their purview.

Article 34

(1) The development programme plan of any locakgional government shall contain goals
and priorities for the development of such locaregional government, correlated with the
organizational and programme classification obitglget.

(2) The Finance Minister shall, subject to apprdvam the minister in charge of regional
development, issue an ordinance providing for tletent and methodology for the
preparation of developmental programme plans aggstem to monitor the implementation
of developmental programmes.

DRAFT FINANCIAL PLANS OF EXTRA-BUDGETARY-USERS
Article 35

(1) Extra-budgetary users of the State Budget ginapare their draft financial plans pursuant
to the instructions specified in Article 26 of tiist.

(2) Extra-budgetary users shall, no later than pt&nber, submit their draft financial plans
to the competent ministries, which shall then delithem, together with their own financial
plans, to the Ministry of Finance.

(3) The Parliament shall approve the draft finahplans referred to in paragraph (2) of this
Article along with the adoption of the State Budget

Article 36

(1) Extra-budgetary users of local and regionalegpmnents shall prepare their draft financial
plans pursuant to the instructions referred tofiticke 27 of this Act.

(2) Extra-budgetary users of local and regionalegoments shall submit their draft financial
plans to the competent administrative bodies riet han 15 September.

(3) The representative body shall approve the diradhcial plans referred to in paragraph (2)
of this Article together with the adoption of tlezél or regional government budget.

IV. BUDGET ADOPTION PROCEDURE

PROPOSING THE BUDGET
Article 37

(1) The Ministry of Finance or the administrativepadrtment in charge of finance shall review
proposals and reconcile financial plans with estsdaevenues and receipts.

(2) The Ministry of Finance or the administrativepartment in charge of finance shall
prepare a draft budget for the budget year anceptions for the next two years, and shall
submit these to the Government or the local oromai executive body no later than 15
October of the current year.



(3) If, during the debate on the proposed StategBtjcany disagreement arises between the
Finance Minister and a budget user or a ministgparsible for particular budget users, the
minister of finance shall prepare a report for iveane Minister, who shall then make a final
decision thereon.

(4) The Government or the local or regional exeeubody shall set forth a proposal for the
budget and projections and shall, not later thalNdsember of the current year, submit them
to Parliament or the representative body for adopti

(5) The provisions of paragraph (3) of this Artigdkall apply accordingly to local and
regional governments.

BUDGET DEBATE
Article 38

(1) No amendments to the proposed State Budgetpaogctions shall, if adopted by
Parliament, exceed the established amount of tloaved deficit of the State Budget and
projections.

(2) During the debate on the proposed State Bualggtprojections, submitted amendments
proposing any increase in budgetary expenditurecanidys beyond the amounts established
in the proposed State Budget may be accepted mavidat a proposal is also made to
decrease other expenditure and outlays in the apeanit of the budget.

(3) No proposal referred to in paragraph (2) ofstiirticle shall be made against the
budgetary reserve or any previously undertaken doments nor shall it require any
additional borrowing.

(4) The provisions of this Article shall apply acdimgly to local and regional governments.

ADOPTION OF THE BUDGET AND PROJECTIONS
Article 39

(1) Parliament or the representative body shafpreethe end of the current year and, in any
case, no later than such time that allows the egiptin of the budget as from 1 January of the
year for which it is being passed, adopt the budgethe subgroup level of economic

classification for the next budget year and thggutoons at the group level of economic

classification for the following two budget years.

(2) Any budget amendments shall be made by follgwine procedure for the adoption of the
budget and projections.

Article 39a

The deficit established by the budget for the rimxdget year shall not be higher than that
established by the projection adopted by Parlianoerthe local or regional representative
body in the previous year for that budget year.

SUBMISSION OF LOCAL AND REGIONAL GOVERNMENT BUDGETS
Article 40

Municipal mayors, city mayors and county prefedtslls submit their local or regional
government budgets, budget execution decisionsbaddet amendments to the Ministry of



Finance in the manner and form set forth in thérilcsions for the preparation of local and
regional government budgets referred to in Artileof this Act, within 15 days of their entry
into force.

MONTHLY FINANCIAL PLANS OF BUDGET USERS
Article 41

(1) For the purposes of state budget executionMinéstry of Finance may ask budget users
to prepare financial plans by month, for the whygaar, in accordance with the State Budget
adopted by the Parliament and the planned matoiriigbilities.

(2) Should the Ministry of Finance request the prapon of a financial plan under paragraph
(1) of this Article, the latter shall be prepareat later than 15 January of the current year.

(3) In the course of the year, monthly financiaednd may be modified to reflect changes in
the maturity of liabilities, approved reallocaticaxsd amendments to the State Budget.

(4) The provisions of this Article shall apply acdimgly to local and regional government
budgets and budget users.

INTERIM FINANCING OF THE STATE OR LOCAL AND REGIONA
GOVERNMENTS

Article 42

(1) If Parliament or the representative body fealsadopt the budget before the beginning of
the budget year, financing of the tasks, functiand programmes of state bodies, local and
regional government bodies and other budget usetseatra-budget users shall temporarily

continue pursuant to a decision on interim finagcito the amount necessary to ensure their
performance and execution as well as the righteapients of budgetary funds established

by laws and other regulations adopted on the Ithsreof (hereinafter: interim financing).

(2) The decision on interim financing shall be magid’arliament or the representative body.

(3) Interim financing within the meaning of parggna(1) of this Article shall be conducted
proportionally to expenditure incurred in the sapeeiod of the preceding year, but shall in
no case exceed one fourth of total expenditureriady net of outlays.

(4) By way of derogation from paragraph (3) of tAigicle, aid transfers, donations, special-
purpose revenues and earmarked receipts as wietiresving proceeds that have been paid
in and transferred and were under-planned or unpldmay be executed above the amount
set forth in paragraph (3) of this Article, subjeot prior approval from the Ministry of
Finance or the local or regional executive body.

(5) Interim financing shall be carried out for aipd not longer than the first three months of
the budget year.

(6) During the period of interim financing, the saiprogrammes shall be financed and users
shall not increase their employment levels as coatpto the status as at 31 December of the
previous year.

(7) During the period of interim financing, budgesers shall not assume any new
commitments.

(8) Once the period of interim financing expirels,ravenues and receipts generated and all
expenditure and outlays incurred during that pesbdll be included in the budget for the
current year.



TEMPORARY BUDGET BALANCING MEASURES AND BUDGET AMEBMENTS
Article 43

(1) If, during the budget year, state budgetaryeexiiture and/or outlays increase or state
budgetary revenues and/or receipts decrease asilagEnew commitments incurred against
the State Budget or changes in economic trendsGtwernment may, at the proposal of the
Ministry of Finance, suspend the execution of dpecexpenditure and/or outlays
(hereinafter, temporary suspension of executiom)afgeriod of no longer than 45 days.
Through its measures for temporary suspension@tdion, the Government may:

— halt the making of commitments and/or
— propose the extension of agreed payment tertirgeinvith special regulations and/or
— halt the reallocation of budgetary funds.

(2) In addition to the measures specified in paplgr(1) of this Article, the Government may
issue a decision providing that budget users ofStade Budget must obtain prior approval
from the Ministry of Finance before concluding aontract.

(3) The Ministry of Finance shall, with the pantiation of ministries and other state bodies at
the heading level of organizational classificatiprepare proposals for temporary measures to
suspend execution. Such measures for temporargissism of execution shall equally apply
to all ministries and other state bodies at thalimgplevel of organizational classification.

(4) The Government shall notify Parliament of aegidion made under paragraph (2) of this
Article immediately after its adoption.

(5) If the State Budget cannot be balanced durhmgy implementation of measures for
temporary suspension of state budget executionGtheernment shall, not later than 15 days
before the period for temporary suspension of statdget execution expires, propose
amendments to the State Budget.

(6) Amendments made to the State Budget under polad5) of this Article shall rebalance
its revenues and receipts and its expenditure atidys.

(7) The provisions of this Article shall apply acdmgly to local and regional government
budgets.

MAKING COMMITMENTS AGAINST THE BUDGET
Article 44

(1) Budget users of the State Budget may assumendaments against the State Budget for
the current year solely for the purposes and taatheunts set forth in their financial plans,

provided that all requirements set to this effegtldw and other regulations have been met
and unless otherwise specified by this Act.

(2) Budget users of the State Budget may assumendaments under contracts requiring
payment in the following years, but only subjecafiproval from the Government and at the
proposal of the Finance Minister.

(3) By way of derogation from paragraph (2) of tAisicle, budget users of the State Budget
may, subject to approval from the minister of filtenmake commitments under contracts
requiring payment in the following years up to #mount of total contractual commitment as
laid down in the State Budget Execution Act.

(4) The restrictions referred to in paragraphsdadl (2) of this Article shall not apply to
commitments associated with State borrowing andlipuilebt management or those



undertaken pursuant to international agreementesjdcts co-financed by European Union
funds.

(5) Budget users of the State Budget shall inceiepayments stemming from commitments
made under this Article in their financial plan the year where such commitment becomes
due and payabile.

(6) The provisions of this Article shall apply acdimgly to local and regional governments.

ASSUMING COMMITMENTS UNDER INVESTMENT PROJECTS
Article 45

(1) Budget users of the State Budget may assumendoments under investment projects
only once an expert evaluation and feasibility afficiency assessment of any such
investment project are completed.

(2) The provisions of paragraph (1) of this Articeall apply, as appropriate, to local and
regional governments

(3) The Government shall issue a directive stipugptthe methods to assess and the
procedures to approve investment projects.

REALLOCATION OF FUNDS
Article 46

(1) Budgetary funds shall not be reallocated, saveéer the conditions and in the manner
stipulated by this Act.

(2) Funds under budgetary line-items may be reaféxt within a budget user or between
budget users and within an extra-budgetary user noaximum of 5 percent of expenditure
and outlays under the budgetary line-item which baen adopted by Parliament or
representative body and which is being reducesh dpproved by the Finance Minister or the
municipal mayor, city mayor or county prefect.

(3) By way of derogation from paragraph (2) of tAigicle, funds may be reallocated up to a
maximum of 15 percent if this ensures an increasgational matching funds planned in the
budget for projects co-financed by the Europeanobnif so approved by the minister of
finance or the municipal mayor, city mayor or couptefect.

(4) Together with its request for the reallocatmnthe approved funds, a budget user shall
submit relevant documentation allowing the MinisbfyFinance or the administrative body in
charge of finance to understand the reasons behmaeed to have additional funds under
the budget item being increased by the end of da& gr, as the case may be, the reasons to
decrease the approved budget items.

(5) Budgetary funds shall not be reallocated betwke Revenue and Expenditure Account
and the Financing Account.

(6) The Government or the municipal mayor, city orapr county prefect shall notify
Parliament or the representative body of any sealiacation in the semi-annual and annual
budget execution reports.



V BUDGET EXECUTION

REVENUES AND RECEIPTS AND PAYMENTS INTO THE BUDGET
Article 47

(1) Budget users and local and regional governnhéatddies shall be responsible for the
complete and timely collection of revenues and ipgseunder their purview, for their
payment into the budget and for the execution bégbenditure and outlays in compliance
with stated purposes.

(2) Budgetary revenues shall be collected and paid the budget in compliance with law
and other regulations, regardless of the leveéeénues planned in the budget.

EARMARKED REVENUES AND RECEIPTS
Article 48

(1) Earmarked revenues and receipts in the budgetaal, donations, special-purpose
revenues, receipts from the sale or exchange efsaass/ned by the State or local and regional
governments, insurance-based compensation and k@an@ceipts from borrowing and the

sale of shares and equity interests.

(2) The revenues and receipts referred to in papg(l) of this Article shall be paid into the
budget.

(3) State budget execution legislation or the buidgecution decision shall dictate exceptions
from the obligation to pay the revenues and resegderred to in paragraph (1) of this Article
into the budget.

Article 49

Earmarked revenues and receipts not used in tlvedlirey year shall be carried forward to the
budget for the current budget year.

Article 50

(1) If earmarked revenues and receipts are paat anlevel lower than that presented in the
state budget, the user may assume and pay liabilinly to the level of actually paid-in, or
available funds.

(2) Paid in and transferred aid, donations and iapparpose revenues which have been
under-budgeted may be executed above the levdilisstad in the state budget and up to the
level of paid-in and transferred funds.

(3) Paid-in and transferred earmarked receipts flmrrowing which have been under-
budgeted may be executed above the amounts ekt&blis the budget, up to the level of
paid-in and transferred funds, with the prior carisef the Ministry of Finance or the
administrative department in charge of finance.

(4) Paid-in and transferred aid, donations, spegmigbose revenues and earmarked receipts
from borrowing which have not been budgeted mayubed for subsequently established
activities and/or projects in the budget with thi@ipconsent of the Finance Minister or the
administrative department in charge of finance.



(5) The provisions of this Article shall be appliadcordingly to extra-budgetary users and
local and regional governments.

Article 51

The amount of any funds referred to in Article 48tlis Act spent for than designated
purpose shall be deducted from such budget uskosation in the year in which such funds
spent for other thatn designate purpose are tetoened.

OWN REVENUES
Article 52

(1) Own revenues shall be revenues which budget ugenerate from the performance of
activities in the market and under market condgjamhich are not financed from the budget.

(2) The revenues referred to in paragraph (1) isfAlticle shall be paid into the budget.

(3) If own revenues are paid in amounts less tharlével shown in the state budget, the user
may assume and settle liabilities only to the lefelctually generated, or available funds.

(4) Paid-in and transferred, but under-planned megs may be executed above the amount
established in the budget, up to the level of paidnd transferred funds.

(5) Paid-in but unplanned own revenues may be asedrding to subsequently established
activities and/or project, with the prior consent the Ministry of Finance or the
administrative department in charge of finance.

(6) Own revenues not used for the preceding yealf bk carried forward to the budget for
the current budget year.

(7) The state budget execution legislation or teeigion on budget execution shall regulate
the exceptions from the obligation to pay the ressnreferred to in paragraph (1) of this
Article into the budget.

(8) The provisions of this Article shall be appliaccordingly to extra-budgetary users and the
budget users of local and regional governments.

DISBURSEMENT OF FUNDS FROM THE BUDGET
Article 53

(1) Payment of advances shall only be possible garelly, subject to the consent of the
Finance Minister or the chief official of the loaal regional executive body.

(2) Notwithstanding, a budget user may pay an acvamithout the consent referred to in

paragraph (1) of this Article up to an amount daped in state budget execution legislation
or budget execution decision and for liabilitieswased under agreements for projects co-
financed by funds from the European Union.

Article 54

(1) Each expenditure and outlay from the budgettnigs based on a valid accounting
document which proves the payment obligation.

(2) The accountable person must verify and sigrutigerlying legal document and the level
of liability ensuing from the accounting documeribpto payment.



Article 54a

Local and regional governments, budget users atrd-bxdgetary users shall be obliged to
verify the lawful and earmarked use of funds paigursuant to special legislation.

Article 55
(1) The budget shall be executed in compliance awtilable funds and due liabilities.

(2) Payment of the principal and interest on thatestdebt and state guarantees and
contributions of the Republic of Croatia to the betof the European Union based on the
own resources of the European Union may be exedut@ounts higher than those planned.

(3) If the activities and projects for which fundscured in the current-year budget are not
executed to the level established by the budgely thay be executed at that level in the
budget for the subsequent year in the manner addruhe conditions stipulated by the state
budget execution legislation or the budget exeoutiecision.

(4) The Finance Minister shall issue rules, and lteal or regional body shall issue an
ordinance to elaborate the methods and conditionsexecution of the budget from the
budget account.

BUDGETARY RESERVE
Article 56
(1) Funds shall be established in the budget fmrdgetary reserve.

(2) The funds of the budgetary reserve shall bel dee unforeseen purposes for which no
funding has been secured in the budget, or forqaap for which it is ascertained during the
course of the year that insufficient funds werealglsthed for them because they were
impossible to foresee during budget planning.

(3) Budgetary reserve funds shall be used to fieapenditure which emerged during the
alleviation of the consequences of natural disastepidemics, environmental mishaps or
extraordinary events and other unforeseeable caémnand for other unforeseen expenditure
during the year.

(4) The budgetary reserve funds referred to ingragzhs (2) and (3) of this Article may not
exceed 0.5 percent of planned budgetary revenuex receipts.

(5) The level of funding for the budgetary resergterred to in paragraph (4) of this Article
shall be established by state budget executiosl&gn, or the budget execution decision.

(6) Budgetary reserve funds cannot be used foiingnd

Article 57

(1) The Government or local or regional executiedyy Prime Minister or chief official of a
local or regional executive body, and the Financmidter shall decide on use of the
budgetary reserve funds referred to in Article 5éhes Act.

(2) The level of use of the funds referred to iraggaph (1) of this Article shall be
established by state budget execution legislatrahebudget execution decision.

(3) Every month, the Finance Minister shall be gédi to notify the Government, and the
chief official of a local or regional executive hodhall be obliged to notify that executive
body of the use of the budgetary reserve refewed paragraph (1) of this Article.



Article 58

If during the course of the year, the scope ofvégtior jurisdiction of a budget user is
curtailed pursuant to valid legislation, leadingatoeduction of funding, or if the budget user
is terminated, the unexpended funds to cover ipeediture and outlays shall be transferred
to the budgetary reserve or to the budget useraggtmes its tasks.

REIMBURSEMENT OF FUNDS TO THE BUDGET
Article 59

(1) If it is subsequently ascertained that disbuessts from the budget were executed
illegally and/or without justification, the budgaiser must immediately demand the
reimbursement of budgetary funds to the budget.

(2) If it is ascertained during budgetary oversitifett funds were used contrary to law or the
budget, the budgetary oversight inspector shalkeissdecision on the reimbursement of funds
to the budget.

(3) If it is ascertained during budgetary oversighdat budgetary funds, for which payment
into the state budget has been ascertained undeiaspegislation, are not paid into the state
budget or they were paid in an amount less thah gtipulated, the budgetary oversight
inspector shall issue a decision ordering theinpayt into the state budget.

(4) Appeals to the decisions referred to in panalgsa(2) and (3) of this Article shall not be
permitted, but an administrative complaint may ikeslf

(5) The Finance Minister shall, by means of thesuleferred to in Article 55(4) of this Act,
define the method for the reimbursement of fundd #re maintenance of records on the
reimbursement of the funds referred to in paragdfhand (2) of this Article.

SYSTEM OF ACCOUNTS FOR EXECUTION OF THE STATE BUDGRAND LOCAL
AND REGIONAL GOVERNMENT BUDGETS

Article 60

(1) The state budget and the budgets of local agtbmal governments shall have a single
account for all payments.

(2) Budget users shall have a single account whach component of the budget account
referred to in paragraph (1) of this Article.

(3) The accountable person of the budget or budsggt shall open the account referred to in
paragraphs (1) and (2) of this Article.

VI. MANAGEMENT OF STATE ASSETS AND OF THE ASSETS QOCAL AND
REGIONAL GOVERNMENTS

ASSETS OF THE STATE AND LOCAL AND REGIONAL GOVERNM¥YTS
Article 61

(1) The assets of the State and local and regigmarnments shall, for the purposes of this
Act, mean financial and non-financial assets owbgdthe State and local and regional
governments.



(2) In order to render public service and actigitia the public interest, the State and local
and regional governments may use their assetstablist institutions, companies and other
legal persons.

MANAGEMENT OF MONETARY ASSETS
Article 62

(1) Any available monetary assets on the budgebwatdcshall be managed by the Finance
Minister or the chief official of the local or remial executive body in compliance with
Article 60 of this Act.

(2) The monetary assets referred to in paragrapbf(this Article may be deposited with the
Croatian National Bank, a commercial bank and itegesn government securities, with due
observance of the principles of safety, liquidibhdacost-effectiveness of investment.

(3) The decision on selection of the bank refetoeth paragraph (2) of this Article shall be
made by the Finance Minister or the chief offi@&the local or regional executive body.

(4) The monetary assets referred to in paragrapbf(this Article may not be invested in the
shares and equity interests of commercial companies

REPORTING OBLIGATIONS OF LEGAL PERSONS
Article 63

(1) Legal persons in which the Republic of Croatiaa local or regional government holds a
minimum share of 25 percent of their capital shalthin a period not later than 9 months
after the close of the business year, but not flekae 30 days prior to the release of the
summons to the session of the general assemblwistd the Ministry of Finance or the
local or regional executive body the agenda ofsision of the general assembly and submit
all auditors’ reports and reports from supervisboglies for the preceding business year if
such are not contained in the agenda of the geassaimbly session.

(2) The Government or the local or regional exeeuthody shall submit to Parliament the
request for an extraordinary audit of the operatiohlegal persons in which the Republic of
Croatia or a local or regional government holdsimimmum capital interest of 25 percent.

ESTABLISHMENT AND TERMINATION OF LEGAL PERSONS ANIACQUISITION
AND SALE OF EQUITY SHARES IN COMPANIES

Article 64

(1) The decision on the establishment and ternonatf a legal persons founded or co-
founded by the State or by local or regional goregnts shall be made by Parliament or the
local or regional representative body, at the psapmf the Government or the local or
regional executive body, unless stipulated othexving special legislation or the Local and
Regional Governments Act.

(2) The Government or the local or regional repnesiere body may, at the proposal of the
relevant minister or local or regional executivedypodecide to purchase shares or capital
interests in companies if funding from the budgat been secured for such purchase and if
this constitutes protection of the public interestthe interests of the local or regional
government.



(3) The provision of paragraph (2) of this Articéhall not pertain to local and regional
governments that are the beneficiaries of aid égians of special state care allocated from
the state budget.

(4) In case the public interest of the RepublicCobatia or of a local or regional government
in ownership of shares or interests in the camfdkegal persons ceases, Parliament or the
local or regional representative body shall, atgh@posal of the Government or the local or
regional executive body, decide to sell such shardsaterests in capital, provided that this
does not contradict special legislation.

SALE OF SHARES AND CAPITAL INTERESTS BY THE STATENMD LOCAL AND
REGIONAL GOVERNMENTS

Article 65

(1) Receipts from the sale of the shares and edutiéyests referred to in Article 64 of this
Act shall be used solely for debt servicing in Eueancing Account.

(2) If the funds referred to in paragraph (1) aétArticle are generated in an amount higher
than that needed for the debt servicing referreith fparagraph (1) of this Article, it shall be
used to procure non-financial and financial assets.

(3) The provisions of this Article shall be applietcordingly to local and regional
governments.

COLLECTION OF RECOVERY CLAIMS BASED ON GUARANTEES
Article 66

(1) If budgetary funds are used to fulfil the ligi@s under loan agreements or other liabilities
for which a local or regional government has issaeguarantee, a recovery claim shall be
established against the primary debtor on whosalb#te liability was paid.

(2) Immediately after settlement of the liabiligferred to in paragraph (1) hereof, the chief
official of the local or regional executive bodyadihlaunch the procedure to collect the
recovery claim from the primary debtor based osegurity agreement.

DEBT-TO-EQUITY SWAP
Article 67

(1) The Republic of Croatia may acquire an intefasthe capital of a company without
compensation and by using budgetary funds.

(2) The Republic of Croatia may acquire interestshe capital of a company:

1. in exchange for receivables based on unpaidakes, contributions and other mandatory
levies owed by the debtor,

2. in exchange for receivables based on grantetlaad paid guarantees,

3. by investment in movable property and real estaxcept for real estate used to render
public services,

4. by exchanging shares and capital interests,
5. by purchase using state budgetary funds.



(3) The Government shall decide on the acquisitibimterests in the capital of companies by
the Republic of Croatia as delineated in paragri@)h, 2, 3 and 4 of this Article, at the
proposal of the relevant ministry which has begorayed by the Ministry of Finance.

(4) The local or regional representative body statlide on the acquisition of interests in the
capital of companies by local or regional governteeas delineated in paragraph (2)1, 2, 3
and 4 of this Article, at the proposal of the looalegional executive body.

WRITE-OFF, PARTIAL WRITE-OFF, DEFERRAL AND DEBT SBRCING IN
INSTALMENTS

Article 68

(1) The Government may, at the proposal of the $fiigiof Finance and upon the request of
the debtor, and with the opinion of the body withigdiction, defer payment or approve debt
servicing in instalments, or sell, write off or pally write off receivables if such action
significantly improves the possibility of repaymenftthe debt of the debtor, from whom it
would otherwise not be possible to recover theremtebt.

(2) The Government shall issue a directive to raguihe type of debt or receivables, criteria,
measures and procedure for the deferral of paynuatitt servicing in instalments and the
sale, write off or partial write-off of receivables referred to in paragraph (1) of this Article
for the State and local and regional governments.

(3) By way of derogation from paragraph (1) of tAmicle, the Ministry of Finance may, at
the request of the debtor and with the opiniorhefthody with jurisdiction, defer payment or
approve debt servicing in instalments, or sell artiplly write off receivables up to the
amount stipulated by the directive referred toanggraph (2) of this Article.

(4) The provisions of paragraph (1) of this Articleall be applied accordingly to local and
regional governments.

(5) The Government, Ministry of Finance and locadl aegional governments shall be obliged
to disclose data on the level of debt and debtorshtom they approved deferred payment or
debt servicing in instalments, and to disclose daamtahe level of debt and debtors whose
debts owed thereto they sold, wrote off or pastialtote off.

(6) The disclosure referred to in paragraph (5)haf Article shall mean posting on the web
sites of the Government, Ministry of Finance oraloar regional government within a period

of 30 days after the decision becomes legally Ibigdand it shall contain: the name and
surname or entity designation of the taxpayer, ythar of birth of the natural person, the

domicile or residence of the natural person, orrdggstered head office of the legal person,
the total amount of debt, type of the approved meaeferred to in paragraphs (1) and (3) of
this Article and the amount of sold or written-oétceivables.

ACQUISITION OF NON-FINANCIAL FIXED ASSETS BY THE SATE AND LOCAL
AND REGIONAL GOVERNMENTS

Article 69

(1) Non-financial fixed assets may be acquired bycpase only to the extent necessary to
fulfil the tasks of budget users.

(2) In order to acquire assets without compensattma budget users referred to in paragraph
(1) of this Article must obtain the prior conserittke Government, or the regional or local
executive body or other authorized body designatedhe charter of the local or regional



government, if such acquisition may incur greatests for the State or local or regional
government.

FUNDS FROM THE SALE OR EXCHANGE OF NON-FINANCIAL KED ASSETS OF
THE STATE OR LOCAL AND REGIONAL GOVERNMENTS AND FRRE
INSURANCE-BASED COMPENSATION

Article 70

(1) Funds from the sale and exchange of non-fimdmssets of the State or local and regional
governments and from insurance-based compensdi#dibe used for the capital expenditure
of the State or local and regional governmentsifeestment in shares and capial interests in
companies and for repaying principal on long-teormrdwing.

(2) The capital expenditure referred to in paragré) of this Article shall be expenditure for
the procurement of non-financial assets, experalifar the maintenance of non-financial
assets, and capital aid granted to companies irchwlhe State or local and regional
governments have a decisive influence on managefoetite procurement of non-financial
assets and additional investment in non-finansaéts.

(3) The provisions of this Article, to the extehey pertain to investment in shares and capital
interests in companies, shall not apply to the llacal regional governments referred to in
Article 64(3) of this Act.

VIl. BORROWING, DEBT MANAGEMENT, GUARANTEES FROM TH STATE,
LOCAL AND REGIONAL GOVERNMENTS AND THE PUBLIC SECTR

BORROWING AND STATE DEBT
Article 71

(1) The basic objective of borrowing and debt mamagnt shall be to meet the financial
needs of the state budget by attaining the lowestimm- and long-term financing costs and
assuming a reasonable degree of risk.

(2) Borrowing may be incurred at home and abroatiecextent stipulated by law.

(3) The State Budget Execution Act shall specify tpper limit for new borrowing, as well
as liabilities based on current state debt sergicin

(4) During interim financing periods, the state magur debt up to the amount dictated by
the interim financing decision referred to in Aléi@l2 hereof.

Article 72
(1) Borrowing shall be implemented for the purpoge
1. state budget deficit financing,

2. financing investment projects and special pnognas in compliance with approval by
Parliament,

3. current state debt servicing,
4. settlement of payments due under state guagntee



5. budgetary liquidity management,
6. coverage of the Croatian National Bank’s need$dreign-exchange reserves.

(2) Borrowing for the purposes of early redemptadrstate debt shall be implemented with
the objective of:

1. reducing the current level of state debt semg@osts,
2. extending the average maturity (changing theodeaf servicing) of state debt,
3. achieving a balanced state debt repayment skshedu

Article 73

The State Budget Execution Act shall, for each letiggar, establish the total amount of new
state debt and state guarantees which may be asdsamigsued during that budget year and
the total amount of state debt at the end of tligbuyear.

Article 74
Deleted

Article 75

(1) The decision on the debt level and the amodnstate guarantees shall be made in
compliance with the amounts and purposes stipulagethe annual budget and state budget
execution legislation.

(2) The Finance Minister shall make the decisionstate budget borrowing up to the sum
established in compliance with paragraph (1) of tArticle and sign agreements on state
budget borrowing and state guarantees.

(3) The Government may propose constraining meaqeggaining to the borrowing of local
and regional governments and extra-budgetary usersified in the state budget execution
legislation for a given year.

(4) The Ministry of Finance shall maintain a ligtdebts, issued guarantees and loans.

Article 76
(1) The state debt may be negotiated and servic€uloatian kuna or a foreign currency.

(2) Liabilities due for payments for the interesidgprincipal on state debt shall be priority
payments for the state.

STATE DEBT MANAGEMENT
Article 77

(1) The State may raise credits and loans and sstgities to acquire the funding necessary
to repay state debt prior to maturity or to redésnown securities.

(2) The Finance Minister may temporarily buy bat#tes bonds and temporarily repay credit
and loans when the buy-back of bonds and tempgragyment of credit and loans are
permitted by agreement, in case temporary paymey be done by means of a more



favourable form of borrowing and this creates sgwinn interest payment and other
advantages.

(3) The Finance Minister may, with the Governmert®sent, obtain the funding necessary
to repay the state debt which will become due & nbxt budget year by borrowing in the
current budget year. The gathered funds shall pesied with the Croatian National Bank.

(4) The Finance Minister may conclude transactiangolving derivative financial
instruments in order to achieve more favourableunitstt currency or interest structure for the
state debt and to minimize the risk of exchange ftattiations and interest rate growth.

(5) The borrowing referred to in paragraphs (2) é)dof this Article shall not enter into the
limit specified in Article 71(3) hereof.

Article 78

(1) The Finance Minister may transfer borrowed &l state bodies, financial institutions
and/or other legal entities in compliance with caatual terms and conditions in cases when
credit or loan contracts allow for earmarked finagc

(2) The state bodies, financial institutions anditirer legal entities referred to in paragraph
(1) of this Article may use the received fundsit@ahce investment projects or the activities
of third parties that meet the requirements of itoesl

(3) Upon any business change, the state bodieandial institutions and/or other legal
entities referred to in paragraph (1) of this Adishall submit accounting documentation to
the Ministry of Finance on the status and trendsapeng to funds within the framework of
approved lines of credit or loans in the mannetaded by the Finance Minister.

Article 78a

Every three years and not later than 15 Novembdhefurrent year, the Government shall
adopt a conclusion whereby it sets the public debbhagement strategy for the subsequent
three budget years.

TERMS AND CONDITIONS FOR THE CONCLUSION OF CREDITN®D LOAN
AGREEMENTS GUARANTEED BY THE STATE

Article 79

(1) Pursuant to the State Budget Act, Parliament endhorize the Government to conclude
agreements on state-guaranteed lines of crediloamd for specific purposes and in favour of
specific domestic legal persons, within the framawof the sums established for such
purposes by the state budget for each year.

(2) At the Finance Minister's proposal, the Goveemin shall grant approval for the
agreements referred to in paragraph (1) of thisckerbased on a separate decision for each
individual transaction.

Article 80

(1) The decision to issue state guarantees shatidae by the Government, except in cases of
state guarantees which are under the purview diaRant.



(2) The Ministry of Finance shall participate ingoéiations on the raising of lines of credit or
loans guaranteed by the state and shall, on beh#ie Government, approve agreements on
the issuing of state guarantees in compliance avidkcision of the Government.

(3) The Government may assign other state bodigsattcipate in negotiations on state-
guaranteed lines of credit or loans together withMinistry of Finance.

(4) The manner of issuing state guarantees shabBtipelated by state budget execution
legislation for each individual year.

Article 81

(1) The State shall conclude agreements on linexexfit or loans with non-residents and
issue guarantees under these agreements with silemes in compliance with state budget
execution legislation or pursuant to special legish for each agreement.

(2) The credit-line agreements, loan agreements qaradtantee agreements referred to in
paragraph (1) of this Article concluded with nosidents which are subject to international
law and international treaties based on succegsiosuant to which financial liabilities are or

may be incurred shall be ratified by law.

(3) The law referred to in paragraphs (1) and (2his Article shall regulate the sources of
funding and terms and conditions for the settlenoébhe State’s liabilities which are or may
be incurred on the basis of negotiated lines ditreans or guarantees.

(4) The Finance Minister shall conclude a sepaagteement with the user of the credit line
or loan for the guarantee referred to in paragdplinereof after the signing of the guarantee
agreement, and prior to the initiation of the pchae referred to in paragraph (2) of this
Article.

(5) The Republic of Croatia shall, based on theagent referred to in paragraph (4) of this
Article, acquire the rights of a creditor for thens of completed payment pertaining to the
liabilities ensuing from the credit-line or loanragment.

(6) The Croatian National Bank shall be notifiedfafeign credit transactions in the manner
and within the deadlines established by the Croatiational Bank.

Article 82

(1) A legal person under the majority ownershigorownership of the Republic of Croatia
shall conclude agreements on lines of credit ondoar issue guarantees based on the
Government’s decision granting consent theretthef value of the transaction or guarantee
does not exceed the sum established by the cyrneaditl state budget execution legislation.

(2) The decision referred to in paragraph (1) @ #rticle shall contain provisions on the
liability for servicing the credit or loan until fal repayment and provisions on other
guarantees with reference to indemnification argliiance of the state budget in cases of
changes in the ownership structure of the usenettedit, loan or guarantee.

(3) The legal persons referred to in paragraph ofithis Article shall ensure that the
agreements on lines of credit or loan agreemeets@ncluded with the intention of avoiding
the provision of paragraph (1) of this Article.



Article 83

Amendments to the agreements on lines of crediloans or guarantees, when state
guarantees are already issued, shall be permiitety svith the consent of the Government.

Article 84

(1) The users of credit and loans guaranteed bptae shall submit monthly information on
the status of the approved credit and loan fundsegdinistry of Finance by the fifteenth day
of the month.

(2) The Finance Minister may, as needed, seek iaddltinformation on credit lines and
loans guaranteed by the State from the state ashimatve bodies which have proposed the
issuing of state guarantees.

Article 85

(1) The users of credits and loans guaranteed byStiate shall be obliged to duly and
regularly pay all liabilities to creditors.

(2) Payment pertaining to issued state guarantedst®e made:

1. when the user of the credit or loan does notenfak or partial payment in compliance
with the terms and conditions of the credit or lagneement,

2. when the creditor undertakes measures and teesivestablished by the credit or loan
agreement.

(3) When the conditions referred to in paragrapf2 (@ this Article are not regulated by

agreement on the issuing of a state guarantedsitiamce Minister shall ascertain measures
with the creditor that will be undertaken in caseg/ &ollection becomes due under state
guarantees as well as the deadlines in which thte $bust settle due unpaid liabilities in

compliance with special regulations.

(4) The Finance Minister shall, by means of a sglemgreement with the user of the state-
guaranteed credit or loan, establish the mannevhich the State shall acquire the right of
creditor in the amount of completed payment basethe state guarantee.

(5) The user of the credit or loan shall be obligedeimburse all amounts that the Ministry of
Finance paid on the basis of the state guarantee.

(6) The Finance Minister shall be obliged to unalegtall measures established by agreement
and law for the reimbursement of amounts paid erbtisis of the state guarantee.

BORROWING AND ISSUING OF GUARANTEES BY LOCAL AND RGIONAL
GOVERNMENTS

Article 86

(1) Local and regional governments may borrow ling out lines of credit, loans and
issuing securities.

(2) Deleted.



Article 86a

(1) Local and regional governments may incur skema debt for a period not to exceed 12
months, without the possibility of further reschialy or settling of existing short-term credit
or loan liabilities by taking out new short-termds of credit or loans.

(2) Local and regional governments may incur skena debt in compliance with paragraph
(1) of this Article only to bridge the gap which erged due to the varying dynamics of
incoming revenues and due liabilities.

Article 87

(1) Local and regional governments may incur lozgrt debt only for investments that are
financed from their budgets and which are ratifizdtheir representative bodies with the
consent of the Government at the proposal of thartéie Minister.

(2) The borrowing agreement shall be concludedhieychief official of the local or regional
executive body on the basis of the enacted budggt the consent of the Government and at
the proposal of the Finance Minister.

(3) The consent referred to in paragraph (1) of futicle shall be a mandatory annex to the
borrowing agreement.

(4) The Government shall decide on the requesgifanting consent for borrowing within a
period not to exceed 40 days after the completeesigs submitted.

(5) Consent shall not be granted if the requestidrary to law.

(6) The Finance Minister shall issue rules to decthe mandatory components of the request,
the mandatory attachments and documentation, tmaenaf reporting on borrowing and the
conferral of consent for borrowing, the issuinggofrantees and consent.

(7) An agreement concluded contrary to the promsiof paragraph (2) of this Article shall
be null and void.

(8) Local and regional governments shall be obligedotify the Ministry of Finance of
concluded agreements within a period not to ex&dedys after the date on which they are
concluded.

(9) Local and regional governments shall be obligedotify the Ministry of Finance during
the budget year, on a quarterly basis, by the téayhof the month for the preceding reporting
period, of the servicing of loans for which consevds granted by the Government as
specified in paragraph (2) of this Article.

Article 88

(1) The total annual liabilities of local and reg@d governments referred to in Article 86 of
this Act may not exceed 20 percent of revenuescidt in the year preceding the year in
which debt is incurred.

(2) The amount of the total annual liabilities reéel to in paragraph (1) of this Article shall
encompass the amount of the average annual deliteseommitment based on credit lines
and loans, liabilities under issued securities gndrantees and any consent granted under
Article 90(2) of this Act, as well as due liabiis outstanding from preceding years.

(3) Annual liabilities under issued securities shmd ascertained for annuity bonds in the
amount of the annual debt service commitment, wiatebonds in which the principal is



amortized upon maturity, liabilities shall be asaegred for the projected maturity of the
corresponding annual portion of the principal amelelated interest.

(4) Collected budgetary revenues shall imply thikected revenues of individual local and
regional governments referred to in Article 18(LLjlos Act, less revenues:

1. from domestic and foreign aid and donations,
2. from special agreements: co-financing of citezéar community government purposes, and

3. from additional shares in income tax and eqatibn aid to finance decentralized
functions.

(5) The provisions of this Article shall not pertdab projects co-financed from pre-accession
programmes and funds of the European Union anddjegis aimed at of improving energy
efficiency and involving participation by local anegional governments.

Article 89

(1) Local and regional governments, institutionsnfded by local and regional governments
and companies under the majority ownership of lacal regional governments (hereinafter:
public partners) may conclude public-private pashg agreements if the total annual
amount of all fees paid by the public partner paygrivate partners on the basis of all public-
private partnership agreements does not exceec@em of the budgetary revenues in the
preceding year less capital revenues, subjectdaofhinion of the Ministry of Finance and

other bodies according to special regulations gaagrpublic-private partnerships.

(2) The collected budgetary revenues referred toamagraph (1) of this Article shall be the
revenues cited in Article 88(4) of this Act.

(3) The capital revenues referred to in paragrdptof this Article shall be revenues from the
sale of non-financial assets, receipts from thessaf securities and receipts from the sale of
shares and capital interests.

Article 90

(1) Legal persons under the majority ownership orownership of local and regional
governments and institutions founded by a local mgional government may incur long-
term debt only for investments with the conserthefr majority owner or founder.

(2) The consent referred to in paragraph (1) of #hiticle shall be included in the scope of
borrowing allowed to local and regional governmaumtder Article 88 of this Act:

1. for borrowing by legal persons under the majaoitvnership or co-ownership of local and
regional governments which reported a loss in themual financial statements for the year
preceding the year in which debt is to be incurred,

2. for borrowing by legal persons under the majaoivnership or co-ownership of local and
regional governments incurring debt for a periodvad years after the date of their entry in
the court register,

3. for borrowing by institutions founded by localdaregional governments.

(3) If the charter or a decision of a local anda@agl government does not stipulate who is to
make the decision on the consent referred to iagraph (1) of this Article, the decision shall

be made by the representative body of the localraginal government, in proportion to its

ownership share.



(4) A local and regional government shall be oldige notify the Ministry of Finance of the
consent referred to in paragraph (1) of this Aetialithin a period not to exceed 8 days after
the date on which consent is granted, as well anpfconcluded agreement on borrowing by
the legal person and institution referred to inagaaph (2) of this Article within a period not
to exceed 8 days after the date of its conclusion.

(5) Local and regional governments shall be obligedotify the Ministry of Finance during
the budget year, on a quarterly basis, by the téayhof the month for the preceding reporting
period, of any payments pursuant to agreementsasrowing by the legal persons and
institutions referred to in paragraph (2) of thigiéle.

Article 91

(1) Regional governments may issue guarantee<éb gmvernments within their jurisdiction
with the consent of the Government. The issuedagueae shall be included in the scope of
borrowing allowed to regional governments undeicht88 of this Act.

(2) Local and regional governments may issue gueesno legal persons under the majority
ownership or indirect ownership of local and regiogovernments and to institutions
founded thereby in order to meet the liabilitiessaid legal persons and institutions. The
issued guarantee shall be included in the scopeowimrg allowed to local and regional
governments under Article 88 of this Act.

(3) If the charter or a decision of a local andaagl government does not stipulate who is to
make the decision on the guarantee referred taiagpaph (2) of this Article, the decision

shall be made by the representative body of thal laed regional government in proportion

to its ownership share.

(4) The majority owner or founder shall be obliged secure consent from the Finance
Minister prior to issuing the guarantee referrethtparagraph (2) of this Article.

(5) The agreement on the guarantee referred taragpaphs (1) and (2) of this Article shall
be concluded by the chief official of the executh@dy on behalf of the local and regional
government.

(6) Local and regional governments shall be oblitgedotify the Ministry of Finance of the
concluded agreement on the guarantee referred paragraphs (1) and (2) of this Article
within a period not to exceed 8 days after the détes conclusion.

(7) Local and regional governments shall be obligedotify the Ministry of Finance during
the budget year, on a quarterly basis, by the téayhof the month for the preceding reporting
period, of the status of active guarantees for Wwikmnsent has been granted.

Article 92

(1) Newly-established local and regional governmaenay not incur debt nor grant consent
and guarantees for borrowing until mutual propeights matters have been regulated in
compliance with the Local and Regional Governméats

(2) After the regulation of mutual property rightgtters, a local and regional government
may incur debt and issue guarantees only if, ob&8@ember of the year when the previous
local and regional government ceased functionindid not surpass the limit for borrowing
and issuing guarantees in compliance with the grons of Article 88 of this Act.



(3) If the newly-established local and regional gmment cannot ascertain the revenues
collected in the year preceding the year in whiebtdvas incurred, the estimated revenues
for the current year shall be used as a measure.

BORROWING AND GUARANTEES ISSUED BY EXTRA-BUDGETARYSERS
Article 93

(1) Extra-budgetary users of the state budget meyridebt and issue guarantees only under
the conditions dictated by the Government by itsigien at the proposal of the Finance
Minister.

(2) The total level of borrowing and issued guasastreferred to in paragraph (1) of this
Article shall be regulated by state budget execoutgislation.

Article 94

(1) Extra-budgetary users of the budgets of loca eegional governments may incur debt
and issue guarantees only for investments, withctitesent of the relevant local or regional
government. Borrowing and issued guarantees waitgd consent shall be included in the
scope of borrowing allowed to local and regionavggaments as specified in Article 88 of
this Act.

(2) Local and regional governments shall be obligedecure the consent of the Finance
Minister prior to granting the consent referredrtigaragraph (1) of this Article.

(3) Local and regional governments shall be obligeedotify the Ministry of Finance of
concluded agreements on the borrowing and issuachgtees referred to in paragraph (1) of
this Article within a period not to exceed 8 dajfteathe date of conclusion.

(4) Local and regional governments shall be obligedotify the Ministry of Finance during
the budget year, on a quarterly basis, by the téayhof the month for the preceding reporting
period, of loan repayment and the status of aajwarantees for which consent has been
granted.

(5) The total level of borrowing and issued guagastreferred to in paragraph (1) of this
Article shall be ascertained by the decision orallawr regional budget execution for each
year.

VIIl. AUTHORITY AND ACCOUNTABILITY OF CHIEF OFFICIALS OF LOCAL AND
REGIONAL GOVERNMENTS AND BUDGET USERS AND THE PRINELE OF
SEPARATION OF DUTIES
AUTHORITY AND ACCOUNTABILITY OF CHIEF OFFICIALS OFLOCAL AND

REGIONAL GOVERNMENTS AND BUDGET USERS

Article 95

(1) The chief officials of local and regional gomerents and budget users shall be
accountable for:

a) the planning and execution of their portionghefbudget,



b) the collection of revenues and receipts undeir fjlarisdiction and their payment into the
budget,

c) the assumption of liabilities, verification aélilities, the issue of payment orders against
the budgetary funds of the bodies which they adstenj ascertaining the right to collection
and the issue of collection orders to the benéfitunigetary funds,

d) the legality, purposiveness, efficiency and @f&tctive administration of budgetary funds.

(2) The chief officials of local and regional gomerents and budget users may, in order to
perform the tasks referred to in paragraph (1o Article, authorize a third party by special
decision in compliance with the by-laws governingernal organization. Delegation of
authority shall also mean the transfer of accodliygbwhich shall not exclude the
accountability of the chief official.

(3) The delegation of authority referred to in pmegph (2) of this Article must be
implemented with due observance of the principlsegfaration of duties.

PRINCIPLE OF SEPARATION OF DUTIES
Article 96

The duties of lawful execution of the orders reddrto in Article 95 of this Act in compliance
with finance and accounting regulations and theedudf lawful and purposeful spending of
public monies for the purposes established by thdget and financial plan shall be
incompatible.

IX. BUDGETARY ACCOUNTING

CONTENT OF ACCOUNTING
Article 97

Budgetary accounting shall be employed to govemsinass records, accounting documents
and data processing, the content of accounts incliaet of accounts, the recognition of
revenues and receipts and expenditures and outlagsgstimation of balance-sheet items,
value adjustment, financial reporting and othemésspertaining to budgetary accounting.

PRINCIPLES OF BUDGETARY ACCOUNTING
Article 98

(1) Budgetary accounting shall be based upon ghyweecepted accounting principles:
accuracy, verity, reliability, and the individuakregsentation of businss events, and on
international accounting standards for the pul@icter.

(2) Budgetary accounting shall be conducted putst@nthe principle of double-entry
bookkeeping, and according to the schedule of adsan the chart of accounts.

APPLICATION OF BUDGETARY ACCOUNTING
Article 99

(1) Budgetary accounting shall be applied in thddats and by the budget users referred to in
Article 2(1) of this Act.



(2) The Finance Minister shall issue the rules ggekin Article 100(1) of this Act in order
to stipulate the criteria for determination of thigligation to apply budgetary accounting for
the extra-budgetary users referred to in Artic) 2 this Act.

(3) The extra-budgetary users referred to in Agti2(2) of this Act shall be obliged to apply
financial reporting in compliance with budgetargaanting.

AUTHORITY TO ISSUE RULES
Article 100
(1) The Finance Minister shall issue rules on btalyeaccounting and the chart of accounts.
(2) The Finance Minister shall issue rules on foahreporting in budgetary accounting.

ACCOUNTABILITY AND OBLIGATIONS
Article 101

(1) The accountable person in the local and redigngernment and budget user shall be
responsible for the organization and the lawful praper conduct of budgetary accounting.

(2) The conduct of budgetary accounting may beusted to an authorized professional
organization or person.

(3) The individual managing the accounting depaninod the local and regional government
and budget user or the person to whom accountisksthave been entrusted shall be
accountable for the compilation of financial statens.

(4) The accountable person in the local and regigoaernment and budget user or the
person authorized thereby shall sign the finanstatement and is accountable for their
submission.

OPERATING LEDGERS AND ACCOUNTING DOCUMENTS
Article 102

(1) The operating ledgers of local and regionalegnments and budget users are the journal,
main ledger and auxiliary ledgers.

(2) The Finance Minister shall, under the rulesemefd to in Article 100(1) of this Act,
stipulate the type and content of the operatingeesl referred to in paragraph (1) of this
Article.

Article 103

(1) An accounting document is a written or eledalty stored evidence on a completed
operational change.

(2) The entry of data in operating ledgers intorapieg ledgers shall be based on credible,
accurate and proper accounting documents.

(3) The accountable person in the local and regigoaernment and budget user or the
person authorized thereby shall certify the prdprigf accounting documents with his/her
signature or electronic signature.

(4) The data referred to in paragraph (2) of thische shall be secured by the accountable
person in written form as well.



PRINCIPLE FOR RECORDING ASSETS, LIABILITIES, OWN RRCES, REVENUES
AND EXPENDITURE

Article 104

(1) The acknowledgement of revenues and receiftseapenditure and outlays is based on
the modified accounting accrual principle.

(2) The estimate of assets, liabilities and soudfeswnership shall be conducted according
to the modified accounting principle of accrual lwihe application of the historical cost
method.

(3) The Finance Minister shall, under the rulesemefd to in Article 100(1) of this Act,
stipulate the content and meaning of the modifiedrwal principle and the fixed asset
revaluation procedure.

FINANCIAL REPORTING
Article 105
(1) Financial statements shall be compiled forlthdget and budget users.

(2) Financial statements for the budget and budgets are statements detailing the status
and structure, and changes in the value and eaterssets, liabilities, own sources, revenues,
expenditure, receipts and outlays, and cash flows.

(3) Financial statements are compiled for the mirio the course of the budget year and for
the current budget year.

(4) Financial statements for periods in the couwr$ethe year are maintained until the
submission of financial statements for the sameaogeof the subsequent year, while the
annual financial statement is permanently mainthinats original form.

(5) The users referred to in Article 2 of this Atiall draft and submit financial statements in
compliance with the rules referred to in Articled{®) of this Act.

(6) The Finance Minister shall, by means of thesukferred to in Article 100(2) of this Act,
regulate the form and content of financial statets\ethe periods for which they are compiled
and the obligation and deadlines for their subrarssi

Article 106

For the needs of compilation of the financial stegats referred to in Article 105 of this Act,
the central state administrative authority in cleanfymanagement of state-owned assets shall
compile and submit to the Ministry of Finance byFdbruary of the current budget year a list
of the state-owned assets with their status ag &e&ember of the year for which the list is
compiled.

Article 107

(1) Ministries and other state bodies at the headével shall consolidate the financial

statements of budget users which are, accordirgganizational classification, under their

jurisdiction into their own financial statementsdatompile consolidated financial statements
which they shall submit to the Ministry of Finance.

(2) Local and regional governments shall consodidhe financial statements of budget users
that are, according to organizational classifiaatiander their jurisdiction into their own



financial statements and compile consolidated firrstatements which they shall submit to
the Ministry of Finance.

(3) The Ministry of Finance shall consolidate:

1. the consolidated financial statements from paay (1) of this Article and the financial
statement of the state budget and compile a calaetl financial statement of the state
budget,

2. the consolidated financial statement of theesbatdget from paragraph (1) of this Article
and the financial statements of extra-budgetarysusé the state budget and compile a
consolidated financial statement of the centralgetd

3. the consolidated financial statements of thegbtslof all local and regional governments
and the financial statements of all extra-budgetegrs of local and regional governments
and record them in the consolidated financial stet#,

4. the consolidated financial statement of the reémiudget referred to in sub-paragraph 2 of
this paragraph and the consolidated financial stete referred to in sub-paragraph 3 of this
paragraph and compile the consolidated financééstent of the general budget.

X. SEMI-ANNUAL AND ANNUAL BUDGET EXECUTION REPORT

CONTENT OF SEMI-ANNUAL AND ANNUAL BUDGET EXECUTIONREPORTS
Article 108
(1) Semi-annual and annual budget execution regbeh contain:

1. the general section of the budget consistinggeénues and expenditure and the Financing
Account at the level of section economic classifaa

2. the special section of the budget broken down obganizational and programme
classification and the level of section economassification,

. the report on borrowing on domestic and foremgmey and capital markets,

. the report on use of budgetary reserves,

. the report on issued state guarantees and sytlaguant to state guarantees,
. an explanation of macroeconomic indicators,

. an explanation of generated revenues and receigpenditure and outlays,

8. the general budget deficit.

(2) The semi-annual and annual budget executioortrey the extra-budgetary user shall
contain:

1. the general section of the financial plan conitey the Revenue and Expenditure Account
and the Financing Account at the level of sectioonemic classification,

2. the special section of the financial plan byamigational and programme classification and
the level of section economic classification, and

3. an explanation of generated revenues and receigpenditure and outlays.

(3) The annual budget execution report shall aletude a report on implementation of the
public debt management strategy.
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(4) The provisions of paragraph (1) of this Artjolath the exception of sub-paragraphs 6 and
8, shall be applied accordingly to local and reglgovernments.



(5) The semi-annual and annual budget executioortepf local and regional governments
shall also contain a report on implementation afetigpmental programme plans.

(6) The Finance Minister shall, by means of thesujoverning the semi-annual and annual
budget execution reports, prescribe the contenthef semi-annual and annual budget
execution reports and the those responsible far coenpilation.

ADOPTION OF THE SEMI-ANNUAL BUDGET EXECUTION REPORT
Article 109

(1) The Ministry of Finance or the administrativepdrtment in charge of finances shall
submit to the Government or the relevant localegional executive body the semi-annual
budget execution report for the first six monthghe current budget year not later than the
fifth day of September of the current budget year.

(2) The Government or the relevant local or regdioegecutive body shall submit to
Parliament or the relevant representative bodystmai-annual budget execution report for
adoption not later than the fifteenth day of Seftenof the current budget year.

ADOPTION OF THE ANNUAL BUDGET EXECUTION REPORT
Article 110

(1) The Ministry of Finance or the administrativepdrtment in charge of finances shall
submit to the Government or the relevant localegional executive body the annual budget
execution report by 1 May of the current year fa preceding year.

(2) The Government or the relevant local or regdioegecutive body shall submit to
Parliament or the relevant representative bodytireial budget execution report for adoption
by 1 June of the current year for the preceding.yea

SUBMISSION OF SEMI-ANNUAL AND ANNUAL FINANCIAL PLAN EXECUTION
REPORTS BY EXTRA-BUDGET USERS

Article 111

(1) Extra-budgetary users must compile the semuahand annual financial plan execution
reports for the preceding period, with attachedangtions, and submit them to the Ministry
of Finance by 30 July of the current year and byatch of the current budget year.

(2) The semi-annual and annual financial plan ette@cueports of extra-budgetary reports
shall be submitted by the Government or relevactll@mr regional executive body to

Parliament or the relevant representative bodyfpmroval together with the semi-annual and
annual budget execution reports referred to inchati09 and 110 of this Act.

SUBMISSION OF THE ANNUAL BUDGET EXECUTION REPORT BYOCAL AND
REGIONAL GOVERNMENTS

Article 112

(1) The annual budget execution report of local egilonal governments shall be submitted
to the Ministry of Finance and the State Audit Gdfiwithin a period not to exceed 15 days
after its adoption by the representative body eflttal and regional government.



(2) Notwithstanding, insofar as the representdbiwdy does not adopt the report referred to in
paragraph (1) of this Article, it shall be subndtt® the Ministry of Finance and the State
Audit Office within a period not to exceed 60 dafser the date of its submission to the
representative body.

SUBMISSION OF DATA FROM THE BUDGETS OF LOCAL AND RHONAL
GOVERNMENTS

Article 113

Those local and regional governments which fagubmit their data within the deadlines and
in the manner stipulated by the provisions of Aesc40, 87, 90, 91, 94 and 112 of this Act
shall have the remittance of aid and equalizatidriram the state budget temporarily halted.

XI. EUROPEAN UNION FUNDS

Article 114

(1) Activities and projects financed from funds yided by the European Union shall be
planned in the state budget.

(2) The system for utilization of European Uniomdiing shall be regulated by special laws
and in compliance with the internationally assurcechmitments of the Republic of Croatia.

(3) The Republic of Croatia, as a user of Eurogdaion funding, shall, through the system
of implementation of European Union assistancejreec

a) the observance of the principle of separatiotuties,
b) the functioning of internal financial controls,

c) the particular monitoring of projects financity European Union funds and annual
reporting on expenditures,

d) the existence of institutions to perform indegimt external audits,

e) transparent, non-discriminatory public procuretrrocesses which preclude conflicts of
interest,

f) regular controls which ensure the proper executf activities financed by European
Union funds,

g) the implementation of the appropriate measwegzévent irregularities and fraud and, if
necessary, the initiation of judicial proceedingsecover store improperly spent funds.

Article 114a

(1) The Republic of Croatia, as a user of Euroggaion funds, shall secure the safeguarding
of the financial interests of the European Uniorotigh the establishment of systems to
combat irregularities and fraud (AFCOS).

(2) The Government shall issue a directive to $tiiguthe institutional framework for the
system to combat irregularities and fraud as reteto in paragraph (1) of this Article.



XIl. BUDGETARY OVERSIGHT

SCOPE OF BUDGETARY OVERSIGHT
Article 115

(1) Budgetary oversight is inspectorial supervisioh the legality, purposiveness and
timeliness of the use of budgetary funds, the tynagld comprehensive collection of revenues
and receipts under the purview of budget users thwed bodies of local and regional
governments, and inspectorial supervision of adiwréo and enforcement of laws and other
regulations pertaining to budgetary funds and funai® other sources, regardless of whether
they concern revenues/receipts, expenditures/@jttajunds, assets or liabilities.

(2) Budgetary oversight shall encompass oversightaacounting, financial and other
operating documents and an inspection of operginegnises, buildings, physical articles,
goods and other items in compliance with the purpdsnspectorial supervision.

(3) The Ministry of Finance shall conduct budgetamersight of budget users and extra-

budgetary users of the state budget, local andmaggovernments and their budget users and
extra-budgetary users, companies and other legahatural persons who receive funds from

the budgets and financial plans of extra-budgetesrs, as well as oversight of the use of
credit funds based on guarantees from the Statdoaatland regional governments (subject

of oversight).

(4) The Finance Minister shall issue rules on btalyeoversight to regulate the objectives,
jurisdiction, content, methods and conditions, bedand accountable persons to whom
budgetary oversight inspectors are obliged to stulveports on completed oversight, the
individual authorized for budgetary oversight andigeetary oversight measures.

METHODS FOR CONDUCTING BUDGETARY OVERSIGHT
Article 116

(1) Budgetary oversight shall be conducted purst@pietitions from citizens, requests from
central state administrative bodies, local andawegi governments and other legal persons
which indicate reasonable suspicion of irregulesitor fraud, and at the behest of the Finance
Minister.

(2) The decision to conduct budgetary oversightl ftieamade by the Finance Minister.

(3) Budgetary oversight of the operations of a latdgser shall be conducted by direct
inspection in the premises of the subject of oghtsi and by analysis of its
financial/accounting documentation.

Article 116a

(1) The budgetary oversight inspector shall begdalito compile a report on the completed
budgetary oversight.

(2) The report referred to in paragraph (1) of tiscle shall be submitted to the accountable
person in the subject of oversight.

(3) The accountable person in the subject of ogbtsshall be entitled to file objections
against the report on completed budgetary oversightritten form within a period of 15
days, counted from the date of delivery of the repo



(4) Insofar as new facts and material evidencecareeyed in the written objections which
should alter the state of facts ascertained inepert, the budgetary oversight inspector shall
compile a supplemental report on such facts anénmmaatvidence.

(5) The provisions of the General Administrativeéadures Act shall be applied accordingly
to budgetary oversight.

Article 117

(1) The budgetary oversight inspector who ascesthiactions whereby a violation was

perpetrated during the oversight procedure shalft dnisdemeanour charges against the
perpetrator of the violation on behalf of the Minysof Finance and submit it to the regional

office of the National Tax Administration.

(2) The misdemeanour proceedings for the infrastistipulated by this Act shall be
conducted in the first instance by the regionakefbf the National Tax Administration.

(3) Misdemeanour prosecution may not be launchedr ahe end of three years after
perpetration of the violation.

Article 118

(1) The provisions of the Misdemeanour Act shalldpplied accordingly to the rules of
conduct for misdemeanour proceedings, appeals gwoes and extraordinary legal recourse.

(2) The provisions of the General Tax Act shall dmplied accordingly with reference to
compulsory collection of legally-binding fines ingdemeanour proceedings.

Article 119

Insofar as the budgetary oversight inspector asosriactions for which there is reasonable
suspicion of perpetration of a crime, the inspestmll file criminal charges with the public
prosecutor’s office with jurisdiction.

OBLIGATION OF PARTICIPATION IN OVERSIGHT PROCEDURBY THE
OVERSIGHT SUBJECT

Article 120

(1) The accountable person in the subject of ogbtsr a person authorized thereby shall be
obliged to participate in the oversight procedund,aat the budgetary oversight inspector’s
request, present all necessary documentation $peution.

(2) The accountable person in the subject of ogktsshall be obliged to facilitate the
unimpeded conduct of budgetary oversight and sdberproper conditions for work.

SPECIAL AUTHORITY OF PERSONS CONDUCTING BUDGETARYMERSIGHT
Article 121

(1) The persons authorized to conduct budgetarysaylg are the budgetary oversight
inspectors of the Ministry of Finance.

(2) Budgetary oversight inspectors shall have @fibadges issued by the Finance Minister.



(3) The Finance Minister shall issue rules govegrilme appearance of the official badges of
budgetary oversight inspectors, the maintenanceaafrds on official badges and the manner
of their issue, use and replacement.

Article 122

(1) Budgetary oversight inspectors shall be obliggdnaintain business and professional
secrets and classified data to which they gain kedge during the performance of oversight
and other operations under their jurisdiction iimptiance with the ascertained degree of
confidentiality.

(2) The report on completed budgetary oversighgrretl to in Article 116.a(1) of this Act
may be submitted solely to the courts, bodies atesauthority and other state bodies at their
written elaborated request in judicial and admraiste proceedings under their jurisdiction.

Xlll. PREPARATION AND IMPLEMENTATION OF EDUCATION

Article 123

(1) The Ministry of Finance shall prepare and impdat the education and additional training
for staff in the public sector.

(2) The Ministry of Finance shall organize a spkstiggrogramme of education in the field of
public finance for civil servants in compliance lvgpecial regulations.

(3) Certificates shall be issued at the end otctirapleted programme of education.

(4) The programme, education categories, conditifors attendees, the organization,
implementation method and conditions which mustutfdled by the persons participating in

the implementation of education, and the appeararm: content of the certificate of

completion shall be prescribed by the Governmena lojrective on the forms, methods and
conditions for education in the field of publicdimce.

XIV. PENAL PROVISIONS

Article 124

The violation of a legal person shall carry a pgnalf a fine from HRK 500,000.00 to
2,000,000.00:

1. if budgetary funds are not used to finance edjpere, functions and programmes of state
bodies and local and regional governmental bodied ather budget users and extra-
budgetary users at the level established by thgdiu@rticle 5(2))

2. if a local or regional government, budget userextra-budgetary user fails to post its
annual financial statements on its internet sitelai@r than the eighth day after the date of
submission of the statements (Article 12(5)) ahd# budget user or extra-budgetary user that
does not have its own internet site fails to pbstfinancial statements on the internet sites of
the relevant institution at the state budget hepd@vel, or the relevant local or regional
government within a period eight days followingitreibmission (Article 12(6))



3.if a ministry or other state body at the headegl of organizational classification fails to
notify the Ministry of Finance on the implementatiof a strategic plan in compliance with
the deadlines for budget execution reporting (Aetk3(4))

4. if the state budget user fails to draft a finahplan by months for the entire year at the
behest of the Ministry of Finance in compliancehatihe state budget which was enacted by
Parliament and the planned maturity of liabilit{@sticle 41(1))

5. if the budget user which is a local and regigmiernment fails to draft a financial plan by
months for the entire year at the behest of theidtrative department in charge of finance
in compliance with the budget of the local or regibgovernment adopted by the relevant
representative body and the planned maturity oflltees (Article 41(1) and (4))

6. if the budget user does not finance the samgranomes during an interim financing
period and if the number of employees is increasedomparison to 31 December of the
preceding year (Article 42(6))

7. if the budget user assumes new liabilities dpan interim financing period (Article 42(7))

8. if the budget user assumes commitments at thense of the state budget in the current
year contrary to the purposes and above the Istabkshed by the financial plan and/or if all
conditions therefor prescribed by law and otheula&ipns were not fulfilled (Article 44(1)
and (6))

9. if the budget user assumes commitments undeeagmts under agreements which require
payment in subsequent years, regardless of thadimg source, without the Government’s
consent (Article 44(2) and (6))

10. if the budget user assumes commitments undestiment projects without conducting
expertise-based evaluation and assessments ofigtigcption and cost-effectiveness of the
investment project (Article 45(1) and (2))

11. if budgetary funds are reallocated to budgeliagritems for budget users or between
budget users and for extra-budget users by ovemnb#ie expenditure and outlays in the
budgetary line-item ratified by Parliament or thelevant representative body which is
reduced, or if they are reallocated without therapal of the Finance Minister or municipal
mayor, city mayor or county prefect (Article 46(13) and (4))

12. if the budget user fails to ascertain, coliad pay into the budget in complete and timely
fashion the revenues and receipts under its jatisdi (Article 47(1) and (2)) and if it fails to
execute expenditure and outlays in compliance stiffhulated purposes (Article 47(1))

13. if earmarked revenues and receipts are notip@idhe budget (Article 48(2))
14. if own revenues are not paid into the budgeti¢ke 52(2))

15. if advance payment is made without obtainirgyghor consent of the Finance Minister or
the consent of a municipal mayor, city mayor, ourdy prefect when such consent is
required in compliance with state budget execut@mgislation or the decision on budget
execution for a given year (Article 53)

16. if in the case of disbursements for which tlieppses were established in advance in
special regulations there is no monitoring of tbgal and earmarked use of disbursed funds
(Article 54a)

17. if the budget user has several accounts oruatsavhich are not part of a budget account
for all payments (Article 60(2))

18. if the funds obtained from the sale of shares$ equity interests are not used solely for
debt servicing in the Financing Account (Article(6)



19. if the funds from the sale of share and equiigrests earned in sum higher than necessary
to service debt in the Financing Account are n&du® procure non-financial and financial
assets (Article 65(2))

20. if the local and regional government incursgibarm debt for purposes other than
investment, or if the investment is not financednirits budget and if such debt is not
approved by its representative body and if the wipal mayor, city mayor or county prefect
concludes a borrowing agreement without obtainimg prior consent of the Government
(Article 87(1))

21. if a public partner concludes a public-privatatnership agreement and the total amount
of all fees which the public partner pays to thevagde partner pursuant to all public-private
partnership agreements surpasses 25 percent abgethéudgetary revenues in the preceding
year less capital earnings, or if the public parth@es not obtain the opinion of the Ministry
of Finance and other bodies in compliance with sphdegislation governing public-private
partnerships (Article 89)

22. if the legal person under the direct or indin@@jority ownership of a local or regional
government or the institution founded by a localregional government incurs debt for a
purpose other than investment and/or without theseot of the majority owner or founder
(Article 90(1))

23. if a regional government issue a guaranteeltwa government without the consent of
the Government (Article 91(1))

24. if a local or regional government issues a guoige to a legal person under the direct or
indirect majority ownership of the local or regibg@vernment or an institution founded by
such government for a purpose other than the sedtie of the liabilities of said legal person
or institution (Article 91(2))

25. if the decision to issue a guarantee is notentadthe representative body of a local or
regional government in proportion to its ownerssiyare, except when the charter or decision
of the local or regional government do not stipellatho makes decisions on guarantees
(Article 91(3))

26. if the local or regional government issues arguatees without obtaining the consent of
the Finance Minister (Article 91(4))

27. if the newly-organized local or regional gowesnt incurs debt, grants consent or issues a
guarantee for borrowing prior to regulation of maltproperty rights matters in compliance
with the Local and Regional Government Act (Artie(1))

28. if, after the regulation of mutual propertyhig matters, debt is incurred and guarantees
are issued by a local or regional government whashat 31 December of the year when the
preceding local or regional government ceased iomicty, surpassed the limit for borrowing
and issuing guarantees according to Article 8&isf Act (Article 92(2))

29. if the extra-budgetary user of the state budgrtrs debt or issues a guarantee contrary to
the conditions established by a decision of the gdawient at the proposal of the Finance
Minister (Article 93(1))

30. if the extra-budgetary user of a local or regiogovernmental budget incurs debt and
issues a guarantee without the consent of the toa&gional government (Article 94(1)).

Article 125

A violation by the accountable person of the budget budget user shall carry a fine of HRK
50,000.00 to 100,000.00:



1. if the drafting or execution of the budget ist m@ased on the principles of unity and
accuracy, annuality, equilibrium, unit of accoumtjversality, specification, sound financial
management and transparency (Article 4)

2. if budgetary funds are not used to finance edjpere, functions and programmes of state
bodies and local and regional governmental bodied ether budget users and extra-
budgetary users to the level established by thgdtu@rticle 5(2))

3. if the local or regional government, budget useextra-budgetary user fails to post its
annual financial statements on its internet sitelaier than a period of eight days after the
statements are submitted (Article 12(5)) or if biuelget user or extra-budgetary user that does
not have its own internet site fails to post itsaficial statements on the internet site of the
relevant institution at the state budget headingelleor the relevant local or regional
government, within a period of eight days after dia¢ée on which they are submitted (Article
12(6))

4. if a ministry or other state body at the headewg!l of organizational classification fails to
semi-annually and annually notify the Ministry oin&nce of the implementation of the
strategic plan in compliance with the deadlinesbiadget execution reporting (Article 23(4))

5. if state budget user fails to draft a finangkn by months for the entire year at the behest
of the Ministry of Finance in compliance with theate budget enacted by Parliament and
planned maturity of liabilities (Article 41(1))

6. if the user of a local or regional budget fadsdraft a financial plan by months for the
entire year at the behest administrative departnmenharge of finance in compliance with
the budget of the local or regional government &elboy its representative body and the
planned maturity of liabilities (Article 41(1) arid))

7. if interim financing is not conducted in proport to the revenues secured in the same
period according to the budget for the precedingr,yer more than one fourth of the total
revenues collected without receipts (Article 42(3))

8. if during the interim financing period the butigeer fails to finance the same programmes
and if it increases the number of employees in @mapn to the status of 31 December of the
preceding year (Article 42(6))

9. if the budget user assumes new liabilities dutine interim financing period (Article
42(7))

10. if the budget user assumes commitments atxpense of the state budget in the current
year contrary to the purposes and above the |Istabkshed by the financial plan and/or if all
conditions therefor prescribed by law and otheula&gpns were not fulfilled (Article 44(1)
and (6))

11. if the budget user assumes commitments underemgnts under agreements which
require payments in subsequent years, regardlestheoffinancing source, without the
Government’s consent (Article 44(2) and (6))

12. if the budget user assumes commitments undestiment projects without conducting
expertise-based evaluation and assessments ofigtigcption and cost-effectiveness of the
investment project (Article 45(1) and (2))

13. if budgetary funds are reallocated to budgeliagritems for budget users or between
budget users and for extra-budget users by ovemnbtie expenditure and outlays in the
budgetary line-item ratified by Parliament or thelevant representative body which is
reduced, or if they are reallocated without therapal of the Finance Minister or municipal
mayor, city mayor or county prefect (Article 46(13) and (4))



14. if the budget user fails to ascertain, coliad pay into the budget in complete and timely
fashion the revenues and receipts under its jatisti (Article 47(1) and (2)) and if it fails to
execute expenditure and outlays in compliance gtifulated purposes (Article 47(1))

15. if earmarked revenues and receipts are notip@idhe budget (Article 48(2))

16. if the user assumes and pays liabilities @&vallabove that actually paid-in, or available
funds, or if paid-in and transferred and less pdahearmarked receipts from borrowing are
executed above the amount established in the Btatget and to the level of paid-in and
transferred funds without the prior consent of kheistry of Finance (Article 50(1), (2), (3)
and (4))

17. if own revenues are not paid into the budgeti¢ke 52(2))

18. if advance payment is made without obtainirgyghor consent of the Finance Minister or
the consent of a municipal mayor, city mayor, ourdy prefect when such consent is
required in compliance with state budget executegislation or the decision on budget
execution for a given year (Article 53)

19. if the expenditure or outlay from the budgetas based on credible accounting document
whereby the payment obligation is proven (ArtictH)

20. if prior to disbursement he/she fails to veafyd does not sign the legal foundation and
level of liability which ensues from the accountishgcument (Article 54(2))

21. if in the case of disbursements for which theppses were established in advance in
special regulations there is no monitoring of tbgal and earmarked use of disbursed funds
(Article 54a)

22. if the budget user, after subsequently ascengithat a disbursement from the budget
was executed illegally and/or without justificatjdiails to seek recovery of the budgetary
funds to the budget (Article 59(1))

23. if the budget user fails to open a single antéar all payments (Article 60(3))

24. if the monetary funds are invested in shareseguity interests in commercial companies
(Article 62(4))

25. if the funds obtained from the sale of shares equity interests are not used solely for
debt servicing in the Financing Account (Article(6)

26. if the funds from the sale of share and equiigrests earned in sum higher than necessary
to service debt in the Financing Account are n&du® procure non-financial and financial
assets (Article 65(2))

27. if non-financial fixed assets are not acquibgdpurchase and to an extent necessary to
fulfil the tasks of the budget users or if the &ssee acquired without compensation without
the prior consent of the Government or the munlapayor, city mayor, county prefect or
other body authorized by the charter of the locakgional government, and such acquisition
incurred higher costs for the State or local oraegl government (Article 69(1) and (2))

28. if the proceeds from the sale and replacemient-financial fixed assets of the State or
local or regional government, and from insurancgeldacompensation are used for purposes
other than the capital expenditure of the Staleaal or regional government (Article 70(1))

29. if the local and regional government incursgibarm debt for purposes other than
investment, or if the investment is not financednirits budget and if such debt is not
approved by its representative body and if the wipal mayor, city mayor or county prefect
concludes a borrowing agreement without obtainimg prior consent of the Government
(Article 87(1))



30. if the total annual liabilities of the local megional government from Article 86 of this
Act exceeds 20 percent of generated revenues ipeidrepreceding the year in which debt is
incurred (Article 88.)

31. if a public partner concludes a public-privpggtnership agreement and the total amount
of all fees which the public partner pays to thegie partner pursuant to all public-private
partnership agreements surpasses 25 percent abgghéudgetary revenues in the preceding
year less capital earnings, or if the public parth@es not obtain the opinion of the Ministry
of Finance and other bodies in compliance with sppdegislation governing public-private
partnerships (Article 89)

32. if the legal person under the direct or indin@@jority ownership of a local or regional
government or the institution founded by a localregional government incurs debt for a
purpose other than investment and/or without theseot of the majority owner or founder
(Article 90(1))

33. if a regional government issue a guaranteeltea government without the consent of
the Government (Article 91(1))

34. if a local or regional government issues a gutae to a legal person under the direct or
indirect majority ownership of the local or regibg@vernment or an institution founded by
such government for a purpose other than the sedtie of the liabilities of said legal person
or institution (Article 91(2))

35. if the decision to issue a guarantee is noteniadthe representative body of a local or
regional government in proportion to its ownerssliyare, except when the charter or decision
of the local or regional government do not stipellatho makes decisions on guarantees
(Article 91(3))

36. if the local or regional government issues argntees without obtaining the prior consent
of the Finance Minister (Article 91(4))

37. if the newly-organized local or regional goweamt incurs debt, grants consent or issues a
guarantee for borrowing prior to regulation of maltproperty rights matters in compliance
with the Local and Regional Government Act (Artie2(1))

38. if, after the regulation of mutual propertyhig matters, debt is incurred and guarantees
are issued by a local or regional government whashat 31 December of the year when the
preceding local or regional government ceased iomicty, surpassed the limit for borrowing
and issuing guarantees according to Article 8&isf Act (Article 92(2))

39. if he/she does not proceed in compliance wlikh tesponsibilities for planning and
executing his/her portion of the budget, collectminrevenues and receipts under his/her
jurisdiction and their payment into the budget, éissumption of liabilities, the verification of
liabilities, the issuing of payment orders at thgense of budgetary funds of the bodies
he/she administers and ascertainment of the r@letbliection and the issuing of collection
orders to the benefit of budgetary funds, or ifshe/fails to implement transfer of authority
while observing the principle of separation of dat{Article 95(1) and (3)

40. if he/she fails to delineate duties by obseanihre principle of separation of duties (Article
96)

41. if he/she fails to organize and does not contdudgetary accounting in a lawful and
proper manner, or if he/she entrusts the performaot budgetary accounting to an
unauthorized and/or unprofessional authorized arg#ion or individual (Article 101(1) and

(2))

42. if financial statements are not compiled by thdividual managing the accounting
department of the local or regional government oddet user or the person to whom



accounting tasks have been entrusted and if thens¢émts are not signed and submitted by
the accountable official of the local or region@vgrnment or budget user or the person
authorized thereby to sign the financial statemghtscle 101(3) and (4))

43. if the local or regional government or budgséruhave no operating ledgers — journal,
main ledger and auxiliary ledgers (Article 102(1))

44. if accounting documents and their handling aot credible, accurate and proper
accounting documents (Article 103(2))

45. if the financial statements are not compiled #rihey do not clearly present data on the
status and structure and changes in value and terfeassets, own sources, revenues,
expenditure, receipts and outlays, or cash flows ifinancial statements are not compiled
for a period during the course of the budget yeat for the current budget year (Article
105(1), ( 2) and (3))

46. if the financial statements for the period dgrthe course of the budget year are not
maintained until submission of the financial stagets for the same period in the subsequent
year, or if the annual financial statement is netnpanently maintained in its original form
(Article 105(4))

47. if the budget user does not draft and does sotmit the financial statements in
compliance with the rules referred to in Articledldf this Act (Article 105(5))

48. if ministries and other state bodies at thedimgalevel do not consolidate the financial
statements of budget users who are, according ganaational classification, under their
jurisdiction with their own financial statement add not compile a consolidated financial
statement and do not submit it to the Ministry ofdace, or if a local or regional government
does not consolidate the financial statements afgbu users that are, according to
organizational classification, under its jurisdactiwith its own financial statement and does
not compile a consolidated financial statement anldmit it to the Ministry of Finance
(Article 107(1) and (2))

49. if the content of the semi-annual central btidgecution report and the annual budget
execution report does not comply with Article 108(®), (3), (4) and (5) of this Act (Article
108)

50. if the annual budget execution report is nbinsitted to the Ministry of Finance and State
Audit Office by a local or regional government witta period of 15 days after it is approved
by the representative body of the local or regigg@aternment or, if the representative body
does not approve it, within a period of 60 daysrathe date of its submission to the
representative body (Article 112)

51. if he/she does not participate in the oversigidicedure and does not provide the
requested documentation for inspection (Article)120

52. if he/she prevents the unimpeded performanteidfetary oversight by securing suitable
conditions for work (Article 120(2)).

Article 126

A violation by the accountable person of the exwagetary user shall carry a fine of HRK
50,000.00 to 100,000.00:

1. if the extra-budgetary user incurs debt andeissal guarantee contrary to the conditions
established by the Government in a decision prapbgethe Finance Minister, or above the
total level of borrowing and issued guaranteeshéisteed by budget execution regulations for
a given year (Article 93(1) and (2))



2. if the extra-budgetary user of the budget afcal or regional government incurs debt or
iIssues a guarantee without the consent of the toa&gional government (Article 94(1) and

(2))
3. if the extra-budgetary user does not draft asesdot submit to the Ministry of Finance the

semi-annual and annual budget execution repor0bjuly of the current year, or 31 March
of the current budget year (Article 111(1)).

Article 127

A violation by the accountable person of a pubblctper shall carry a fine of HRK 50,000.00
to 100,000.00:

1. if the public partner concludes a public-privagetnership agreement and the total annual
amount of all compensation that the public parfpreers to private partners on the basis of all
public-private partnership agreements exceeds 2&peof the budgetary revenues in the
preceding year less capital revenues or if theipydartner fails to obtain the opinion of the
Ministry of Finance and other bodies according pecsal regulations governing public-
private partnerships (Article 89)

Article 128

A violation by the budgetary oversight inspectoalsitarry a fine of HRK 50,000.00 to
100,000.00:

1. if he/she fails to maintain the confidentialibusiness and professional secrets and
classified data to which he/she gains knowledgenduhe course of oversight and other tasks
under his/her jurisdiction in compliance with tretablished degree of confidentiality (Article
122).

Article 129

A violation by the accountable person of the budget budget user shall carry a fine of HRK
10,000.00 to 20,000.00:

1. if revenues, receipts, expenditure and outlays reot shown according to budgetary
classification (Article 21(1) and (2))

2. if a local or regional government fails to nptthe Ministry of Finance of a concluded

agreement within a period not to exceed 8 days #ieedate of its conclusion, or it fails to

notify the Ministry of Finance within the budgetayequarterly, by the tenth day of the month
for the preceding reporting period, of the repaytmeina loan for which it obtained the

Government’s consent (Article 87(8) and (9))

3. if a local or regional government fails to nptihe Ministry of Finance of consents within a
period not to exceed 8 days after the date of gchnbnsent, and concluded agreements on
borrowing by legal persons and institutions witaiperiod not to exceed 8 days after the date
of their conclusion or if a local or regional gomerent fails to notify the Ministry of Finance
within the budget year, quarterly, by the tenth dayhe month for the preceding reporting
period, of the repayment of a loan based on aneaggat on borrowing by the legal persons
and institutions referred to in paragraph (2) o #rticle (Article 90(4) and (5))

4. if a local or regional government fails to ngtthe Ministry of Finance of a concluded
guarantee agreement within a period of 8 days #feedate of its conclusion or if the local or
regional government fails to notify the Ministry Binance within the budget year, quarterly,



by the tenth day of the month for the precedingorépg period on the status of active
guarantees for which consent has been grantecl&fi(6) and (7)).

XV. TRANSITIONAL AND FINAL PROVISIONS

Article 130

As of the date of entry into force of the Amendnsetatthe Local and Regional Governments
Act (as published in the OG 109/07):

—in Article 3(19) of this Act, the words: “execui body of the municipality, City of Zagreb,
city and county (hereinafter: local or regional exteve body)” shall be replaced with the
words: “the municipal chief official in a municipil, the mayor in a city, and a prefect in a
county (hereinafter: municipal mayor, city mayar poefect)”,

—in Article 14(2) of this Act, the words “or théief official of the local or regional executive
body” shall be deleted,

— in Article 57(1) of this Act, the words: “or thehief official of the local or regional
executive body” shall be deleted,

— in Article 57(3) of this Act, the words: “and ttehief official of the local or regional
executive body” shall be replaced with the wordsid the municipal mayor, city mayor shall
inform the representative body”,

— in the entire text of this Act, the word: “loaal regional executive body” and “chief official
of the local or regional executive body” shall leplaced with the words: “municipal mayor,
city mayor, or county prefect” in the appropriatagmatical case.

Article 131

(1) The Government shall adopt the directive reféro in Article 45(3), Article 68(7) and
Article 123(4) of this Act within a period not txeeed 120 days after the date of entry into
force of this Act.

(2) The rules referred to in Article 55(4), Artidd®(4) and Article 108(4) of this Act shall be
adopted by the Finance Minister within a period toatxceed 60 days after entry into force of
this Act.

(3) The rules referred to in Article 2(3), ArticBd(3), Article 87(6), Article 100(1) and (2),
Article 115(4), and Article 121(3) of this Act shhk adopted by the Finance Minister within
a period not to exceed 30 days after entry intodaf this Act.

Article 132

Until the entry into force of the regulations reéaf to in Article 131(2) and (3) of this Act,
the following regulations shall remain effectivesafar as they do not contradict the
provisions of this Act:

1. Rules on the establishment of budget users andtemance of the register of budget users
(OG 80/04),

2. Rules on budgetary classificatio®3 94/07)
3. Instructions on state budget execution fromcthesolidated treasury accouG 4/01),



4. Rules on borrowing procedures by local and majiogovernments and issuing of
guarantees by local and regional governmehesQ@G 55/04),

5. Rules on budgetary accounting and the chartadunts the OG 27/05 and 127/07),
6. Rules on financial reporting in budgetary accmgn(the OG 27/05 and 2/07),

7. Rules on budgetary oversigtig OG 42/04 and 6/06),

8. Rules on the official badges of budgetary oghtsinspectorstbie OG 42/04).

Article 133

The provisions of Article 57(2), Articles 58, 59,661 and 140, sub-paragraphs 31, 32, and
33 of the Budget Acttlie OG 96/03) shall be applied to budgetary funds estabtigrior to
the entry into force of this Act.

Article 134
As of the entry into force of this Act, the valglivf the following shall cease:
1. Budget Actthe OG 96/03),
2. Directive on Budgetary Accountinthé OG 96/94, 108/96, 119/01 and 74/02),

3. Directive on the Treasury General Ledger Systemt Methods for Maintenance of the
Consolidated Treasury Accoutih¢ OG 97/95),

4. Rules on measures for the use of revenues afdbutsers generated on the market in the
performance of core and other activitid®e(©OG 146/98).

Article 135

This Act shall be published in the Official Jouroélthe Republic of Croatia and it shall enter
into force on 1 January 2009.

Transitional and final provisonsfrom OG 136/12

Article 43

(1) The directive specified in Article 17, ArticBS and Article 41 of this Act shall be adopted
by the Croatian Government within a period notxoeed 180 days after the entry into force
of this Act.

(2) The rules specified in Article 10 of this Adtadl be adopted by the Finance Minister
within a period not to exceed 120 days after the daentry into force of this Act.

(3) Until the entry into force of the directive eefed to in Article 25 of this Act, the Directive
on the Criteria, Measures and Procedures for DedelPayment, Instalment Payment of Debt
and Sale, Write-off or Partial Write-off of Recelas (he OG 76/12.) shall be applied.

Article 44

(1) This Act shall enter into force on the datatsfpublication in the Official Journal of the
Republic of Croatia, except Articles 4, 5, 6, 79810, 11, 18, 19, 20, 26 and 35, which shall
enter into force on 1 January 2013.



(2) Articles 4, 5, 6, 7, 8,9, 10, 11 and 18 shallapplied to budgetary processes, beginning in
2013, pertaining to the drafting and enactment wddets and financial plans for 2014 and
projections for 2015 and 2016 and beyond.

(3) The provisions of Articles 16, 23, 24, 29, 33, 34, 38 and 46 of the Budget Athq OG
87/08) shall be applied to budgetary processesipery to the drafting and enactment of
budgets and financial plans for 2013 and projestifum 2014 and 2015 and amendments to
budgets and financial plans for 2013.

Transitional and final provisionsfrom OG 15/15

Article 34

The Croatian Government shall align the Directivetioe Criteria, Measures and Procedures
for Deferred Payment, Instalment Payment of Deldt @ale, Write-off or Partial Write-off of
Receivablestfie OG 52/13 and 94/14) with the provisions of this Acthim a period not to
exceed 90 days after the entry into force of thes A

Article 35

The Finance Minister shall align the Rules on Budge Accounting and the Chart of
Accounts the OG 124/14) with the provisions of this Act within arfmel not to exceed 60
days after the date of entry into force of this.Act

Article 36

(1) Article 1, 2, 4, 5, 6, 7, 8, 9, 10, 11 and X3tlus Act pertaining to the drafting and

enactment of budgets and financial plans shallgmied to budgetary processes which are
associated with the drafting and enactment of bisdged financial plans for 2016 and

projections for 2017 and 2018 and beyond.

(2) The provisions of Articles 2, 3, 23, 24, 25, 28, 31, 35, 36 and 40 of the Accounting Act
(the OG 87/2008 and 136/2012) shall be applied to budggqtesgesses associated with the
drafting and enactment of amendments to the budgpetdinancial plans for 2015.

(3) Articles 12 and 21 of this Act shall be appltedthe budgetary processes associated with
the drafting and enactment of budgets and finanas for 2017 and projections for 2018
and 2019 and beyond.

(4) Article 17 of this Act shall be applied to tlransfer of unexpended own revenues from
2014 into 2015 and beyond.

Article 37

This Act shall enter into force on the date of pt#blication in the Official Journal of the
Republic of Croatia, except Article 12, Article 2hd Article 23(3) which shall enter into
force on 1 January 2016, and Article 23(1), whichllsenter into force on 1 January 2018.



