FISCAL RESPONSIBILITY ACT
CONTENTSAND OBJECTIVESOF THE ACT
Article1

This Act shall set forth the rules aimed at limitigovernment spending, strengthening
responsibility for a legal, earmarked and purpdssfiending of budget resources and
reinforcing the system of controls and supervisionthe purpose of ensuring fiscal
responsibility.

Article2

(1) The objective of this Act shall be to ensured anaintain fiscal responsibility,

transparency and medium- and long-term sustaimyabilipublic finance.

(2) The objective referred to in paragraph 1 o$ thrticle shall be achieved through the
establishment and strengthening of fiscal rules amds aimed at ensuring fiscal
responsibility on the basis of which the Governmetthe Republic of Croatia

(hereinafter referred to as the Government) slealand run the fiscal policy.

Article3

The provisions contained in this Act shall pertairihe state budget and budgets of local
and regional self-government units, the budget exitia-budgetary users of the state
budget and budgets of local and regional self-gowent units as identified in the
Budget and Extra-Budgetary Users Register in keppith the Rulebook on identifying
budget and extra-budgetary users of the state bualgk budget and extra-budgetary
users of the budgets of local and regional selfegoment units and on the manner of
keeping the Budget and Extra-Budgetary Users Rag(bereinafter referred to as the
general budget).

MEANING OF TERM S
Article4

Some terms in the context of this Act shall haweftllowing meanings:

1. Cyclically-adjusted primary fiscal balance shall befiscal ratio of the
difference between revenues and expenditures neihtefest under the
circumstances where there shall be an equality deiwthe actual and
potential Gross Domestic Product calculated via é#pplication of the
European Central Bank (ECB) methodology with anesssent of the
discrepancies against the potential Gross Dome&stduct with the help of
the HP filter.

2. The Fiscal Responsibility Statement shall be anuahstatement whereby
heads of budget and extra-budgetary users of #te btidget and budgets of
local and regional self-government units and heddscal and regional self-



government units (hereinafter referred to as theadjeshall confirm that
he/she has ensured legal, earmarked and purpagefnding of resources in
the work, as well as an efficient and effective diioning of the financial

management and control system within the framewofk resources

determined in the budget, i.e. the financial plan.

3. General budget shall be the central budget anddisdy local and regional
self-government units as well as the financial plaf the extra-budgetary
users of the local and regional self-governmentsuni

4. Primary fiscal balance of the general budget shalthe difference between
total revenues and total expenditures of the gémerdget less expenditures
of the general budget for interest.

5. The central budget shall be the state budget arahdial plans of the extra-
budgetary users of the state budget.

FISCAL RULES
Article5

(1) Total expenditures of the general budget exy@@ss a share in the estimated Gross
Domestic Product shall annually be reduced by as flean 1 percentage point.

(2) The reduction referred to in paragraph 1 o$ tArticle shall be conducted until a
point when the primary fiscal balance of the gehéralget shall be equal to nil or
positive in nominal terms.

(3) From the point when the primary fiscal balan€éhe general budget shall be equal to
nil or positive in nominal terms onwards the olpztshall be the reaching of the
cyclically-adjusted primary fiscal balance of thengral budget at nil level or positive
during the cycle to achieve public debt to GrossnBstic Product share stabilisation and
reduction.

FISCAL RESPONSIBILITY STRENGTHENING RULES
Article6

() In an instance of creating commitments with unidies in excess of the amount
envisaged in the state budget, the financial pkwellfor a state budget user for the
following budget year shall be reduced by the amaminthe commitments created in
excess of the amount envisaged in the state budget.

(2) Proposed acts, decrees, other regulations aactraents that the Government shall
adopt or that the Government shall propose forpgsage by the Croatian Parliament
may not be adopted or defined without a prior apinof the Ministry of Finance
concerning the Fiscal Impact Assessment Statement.

(3) During the state budget execution process tlaiskly of Finance may carry out
financial control of legal and earmarked spendihiguzlget resources with central budget
users and end beneficiaries.

(4) The control referred to in paragraph 3 of tAiicle shall be carried out by persons
authorised by the Minister of Finance.



(5) The persons referred to in paragraph 4 of Antcle shall be obliged to report the
detected suspicion of irregularities to an orgarosal unit of the Ministry of Finance in

charge of conducting budget supervision in keepiith the provisions contained in the
Budget Act.

(6) The provisions contained in this Article shegbpropriately apply to local and regional
self-government units.

FISCAL RESPONSIBILITY STATEMENT
Article7

(1) The Head shall be responsible for:
1. legal, earmarked and purposeful spending of regesuend
2. efficient and effective functioning of the financimanagement and control
system within the framework of funds defined by belget or the financial
plan.
(2) The Head shall be obliged to produce a FisedpRnsibility Statement (hereinafter
referred to as the Statement) each year for thequre budget year, for a period in which
he/she has been in office or performed mattersmfplinder Head’s remit.
(3) In the Statement referred to in paragraph thigfArticle, the Head shall confirm:
1. legal, earmarked and purposeful spending of regsurc
2. efficient and effective functioning of the financimanagement and control
system within the framework of funds defined by thelget or the financial
plan.
The Statement shall be accompanied by a weaknassesregularities removal plan, a
report on the removed weaknesses and irreguladéaescted in the previous year and an
opinion of internal auditors on the financial maaagnt and control system for the areas
audited a year earlier.
(4) Heads of the state budget and extra-budgetseysushall supply the Statement to a
competent Ministry which will review its contents.
(5) Heads of budget and extra-budgetary userseofatal and regional self-government
units’ budgets shall supply the Statement to a mpality head, a mayor or a county
prefect of the competent local and regional selfegoment units which will review its
contents.
(6) The Ministers and heads of other state bodi¢lseafirst organisational classification
level and the municipality heads, the mayors, the. county prefects shall supply the
Statement to the Ministry of Finance which will i@w its contents.
(7) The competent ministries and local and regiosef-government units shall be
obliged to notify the Ministry of Finance of theagularities detected on the basis the
conducted reviews as referred to in paragraphsibanf this Article.
(8) The reviews referred to in paragraphs 4 and this Article may also be conducted
by persons referred to in Article 6, paragraph Bhaf Act.
(9) The Government will pass a decree to presctitee layout and contents of the
Statement, the procedure and deadlines for theuptimsh and the supply of the
Statement as well as the deadlines for reportisgMimistry of Finance on the identified
irregularities referred to in paragraph 7 of thigide.



FISCAL RULESAPPLICATION
Article8

(1) The deficit and net borrowing levels for a #mgear period shall be determined in the
Economic and Fiscal Policy Guidelines, in keepinghwhe fiscal rules set forth in
Article 5 of this Act.

(2) Should there be an in-year creation of new caments for the general budget or
changes in the economic trends resulting in areas® in expenditures or a decrease in
revenues which my result in a failure to meet tiseal rules referred to in Article 5 of
this Act, the Government must propose amendmeritsetgtate budget and the financial
plans of the extra-budgetary users of the statgétud

(3) Increases in the general budget expendituresctty related to natural disasters,
epidemics and environmental incidents shall beuslad from the set fiscal rules referred
to in Article 5 of this Act.

(4) Increases in the general budget expenditunectty related to financing projects
under co-financing from the pre-accession aid @ognes and the European funds in the
process of Republic of Croatia’s accession to theogean Union and during the three
first years of membership shall be excluded fromgét fiscal rules referred to in Article
5 of this Act.

REPORTING
Article9
(1) The application of the rules referred to iniélg 5 of this Act shall be reported on
semi-annually and annually along with the semi-ahand annual state budget execution
report within the deadlines envisaged in the Budgstto be published in the Official
GazetteNarodne novine and on the website of the Ministry of Finance.
(2) In the Decree referred to in Article 7, pargdr® of this Act the Government shall
prescribe the form and contents of the report enagbplication of fiscal rules referred to
in Article 5 of this Act.
SUPERVISION
Article 10
The Ministry of Finance shall supervise the implataéon of this Act.
LIABILITY FOR BREACHES OF THE PROVISIONS OF THE ACT
Article11

(1) In instances where it shall be established ¢h&tead of a state budget and extra-
budgetary user has found himself/herself in breafcthe provisions contained in this



Act, he/she shall offer his/her resignation to Brane Minister, the Government, i.e. a
body that appointed him/her, in keeping with thp@ptments regulations.

(2) In instances where it shall be established ahdead of a budget and extra-budgetary
user of a local and regional self-government uag found himself/herself in breach of
the provisions contained in this Act, he/she sh##r his/her resignation to a body that
made his/her appointment.

(3) In instances where it shall be established ¢hatead of a local and regional self-
government unit has found himself/herself in breatihe provisions contained in this
Act, he/she shall offer his/her resignation in agnent with the regulations providing for
his/her election, i.e. the appointment.

TRANSITIONAL AND FINAL PROVISIONS

Article 12
The Government will pass the Decree referred tdwriicle 7, paragraph 9 of this Act
within four months after this Act’s entry into fac

Article 13
The fiscal rules referred to in Article 5 of thictAshall be applied in 2011 concerning
budget processes relative to the development aogtiad of the 2012 budget and
financial plans and the projections for the yed&r8(0i3 and 2014.

Article 14
The Statement referred to in Article 7 of this Attall be produced for the year 2011
within the deadlines set forth in the Decree ref@ro in Article 7, paragraph 9 of this
Act.

Article 15

This Act shall be published in the Official Gazeltarodne novine, and shall enter into
force on 1 January 2011.



