AGREEMENT

between

THE GOVERNMENT OF THE REPUBLIC OF CROATIA

and

THE COMMISSION OF THE EUROPEAN COMMUNITIES

on

THE RULES FOR CO-OPERATION CONCERNING
EUROPEAN COMMISSION FINANCIAL ASSISTANCE TO
THE REPUBLIC OF CROATIA
AND

THE IMPLEMENTATION OF THE ASSISTANCE UNDER
COMPONENT V (IPARD) OF THE
INSTRUMENT FOR PRE-ACCESSION ASSISTANCE (IPA)



AGREEMENT

The Commission of the European Communities, hefteineeferred to as "the Commission”,
acting for and on behalf of the European Communitgreinafter referred to as "the
Community"

of the one part, and

The Government of the Republic of Croatia, actimgbehalf of the Republic of Croatia,
hereinafter referred to as "Croatia"

of the other part,

hereinafter jointly referred to as “the ContractiParties”,



Whereas:

(1) On 17 July 2006, the Council of the Europeaniobnadopted Regulation (EC)
No 1085/2006 establishing an instrument for pre-accession w@ssis (hereinafter
referred to as “IPA Framework Regulation”). Thastmment constitutes with effect
from 1 January 2007 the legal basis for the prowisif financial assistance to candidate
countries and potential candidate countries in rthefforts to enhance political,
economic and institutional reforms with a view &cbming members of the European
Union.

(2) On 12 June 2007, the Commission adopted Corionis&egulation (EC) No 718/2007
implementing the IPA Regulation, detailing applieabmanagement and control
provisions (hereinafter referred to as "IPA Impleteg Regulation”).

(3) The instrument for pre-accession assistancl)(tBplaces the five previously existing
pre-accession instruments: Council Regulation (EER®©) 3906/89 of 18 December
1989 on economic aid to the Republic of Hungary #relPolish People’s Republic
Council Regulation (EC) No 1267/1999 of 21 June988tablishing an Instrument for
Structural Policies for Pre-AccessforCouncil Regulation (EC) No 1268/1999 of 21
June 1999 on Community support for pre-accessiomsares for agriculture and rural
development in the applicant countries of centnadl @astern Europe in the pre-
accession periggd Council Regulation (EC) No 2500/2001 of 17 DecemB001
concerning pre-accession financial assistance tiokel’ and Council Regulation (EC)
No 2666/2000 of 5 December 2000 on assistance lfzarda, Bosnia and Herzegovina,
Croatia, the Federal Republic of Yugoslavia and Foeemer Yugoslav Republic of
Macedonid.

(4) Those instruments shall continue to apply égal acts and commitments implementing
the budget years preceding 2007.

(5) Croatia is eligible under IPA as provided forthe IPA Framework Regulation and in
the IPA Implementing Regulation.

(6) Croatia figures in Annex | of the IPA Framewdrkgulation, and should therefore have
access to the 5 components established under IBAthe Transition Assistance and
Institution Building Component, the Regional and o§3-Border Co-operation
Component, the Regional Development Component, tHeman Resources
Development Component and the Rural Developmentg@oent (hereinafter referred
to as “IPARD").

(7) Croatia has approved and submitted a progratortbe Commission in accordance
with Article 184 of the IPA Implementing Regulatidor approval as its Agriculture
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and Rural Development Programme (hereinafter rederto as "the IPARD
Programme”).

(8) The IPARD Programme was approved by CommisBiecision of 25 February 2088
taken in accordance with Article 7(3) of the IPAafrework Regulation. It is therefore
necessary to set out the conditions for the execwf the IPARD Programme, and any
amendments thereof, by Croatia.

(9) According to Article 17 of the IPA Framework dregation the Commission and the
beneficiary countries shall conclude Framework A&grents on the implementation of
the assistance. Sectoral Agreements concerningemwitation of the IPARD
Programme shall be concluded between the Commissidrthe beneficiary countries
or its implementing authorities as required.

(10) On 17 December 2007 a Framework Agreetemas concluded between the
Government of the Republic of Croatemd the Commission on the rules for co-
operation concerning Community financial assistandgroatiaand the implementation
of the assistance under IPA.

(12) The assistance under IPA is implemented throfudly decentralised management
according to Article 10 of the IPA Implementing Riégion.

(13) It is therefore necessary to set out furthetaked rules for Croatia for the
implementation and management of the IPARD Progranmma Sectoral Agreement
(hereinafter referred to as the “Agreement”),

HAVE AGREED AS FOLLOWS:

SECTION | GENERAL PROVISIONS

Article 1
Scope

This Agreement relates to the management and ingsiation of the IPARD Programme of
Croatia and complements the Framework Agreement.

Article 2
General provisions of the Framework Agreement

Articles 1 and 2 of the Framework Agreement shalpla mutatis mutandis to this
Agreement. References in those provisions to the HPamework Regulation and IPA
Implementing Regulation shall be construed as ialdoding the Framework Agreement.
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Article 3
Compliance with the Agreements

Croatia shaltake all necessary steps in order to ensure theeprexecution of all
assistance activities and to facilitate the impletagon of the IPARD Programme in
compliance with the Framework Agreement and thisreAgent. Reference to
compliance with these Agreements shall be undedstooalso include compliance
with the IPARD Programme, the Multi annual Finamgci®greement and the
Commission Decision referred to in Article 25.

In case of conflict, the provisions of the Agremnts shall prevail over those in the
IPARD Programme.

Article 4
Consistency with other Instruments

In addition to Article 4(1)(a) of the Framework Agment, the Commission and
Croatia shall ensure consistency and co-ordinatioassistance within and between
the IPARD Programme, the other components undetRAeFramework Regulation
and assistance from the European Investment Baii&) (&d other international
financial instruments, at the levels of planninggggamming and implementation.

Any overlap between actions covered by assistanméded under the different IPA
components shall be avoided and no expendituré Bbdinanced under more than
one component.

Croatia shall ensure in particular that where gegotounder the IPARD Programme,
due to its nature, could also be potentially elaib full or in part for assistance under
one of the other instruments referred to in pagatyry there is no risk of expenditure
being aided more than once. For all such projaditseceipted invoices as referred to
in Article 44(1)(b), shall be clearly stamped "IPBRby an authorised official before

being the subject of a payment from the IPARD Ageias referred to in Article 12.

Implementation of the IPARD Programme shall baststent with the relevant rules
applicable to rural development programmes in Manshates.

Article 5
Protection of the Community's financial interests

In the implementation of Articles 28 and 29 loé tFramework Agreement by Croatia,
Council Regulation (EC, Euratom) No 2988/95 of 1&cBmber 1998 on the
protection of the European Communities financialeriests shall applynutatis
mutandis

Without prejudice to paragraph 1, in the evdrguspected or proven failure by a final
beneficiary to respect obligations in relation he tiPARD Programme as well as
attempts to secure from the IPARD Agency, as reteto in Article 12, and the
National Fund payments for which there is no estignt, Croatia shall pursue all
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such failures and attempts under national legatqaores in a manner no less rigorous
than in instances involving national public funds.

Article 6
State aid

1. For the purpose of this Agreement the contractinthaity in accordance with
Article 167 of the Financial Regulation shall beational public-sector body who is
beneficiary of assistance under the Programme.

2. Croatia shall ensure that for any public aid whdiktorts or threatens to distort
competition by favouring certain undertakings oe tbroduction of certain goods
granted under IPARD, which concern products othan those referred to in Title IV,
Chapter Il of the Stabilisation and Association égment’, Article 70 of the
Stabilisation and Association Agreement is respkcte

SECTION I M ANAGEMENT AND CONTROL SYSTEM

Sub-section 1 General provisions

Article 7
Scope

This Section sets out the management and contebémsyfor the execution of the IPARD
Programme and complements the provisions underioBsctl and Ill of the Framework
Agreement.

Article 8
Implementing principles

1. Implementation of the IPARD Programme shall beiedrout by Croatia on the basis
of decentralised management without ex ante catnohereby the Commission
confers the management of the IPARD Programme enrtAnagement and control
system designated for IPARD, while retaining oVefiabl responsibility for general
budget execution in accordance with Article 53d¢he Financial Regulation and the
relevant provisions of the EC. It shall be impleteeinin accordance with the
provisions laid down in Article 53c of Council Regtion (EC, Euratom) No
1605/2002 of 25 June 2062

2. The financial year shall be from 1 January to 3tddeber.

' Council and Commission Decision No 2005/40/EC,afam of 13 December 2004 (OJ L 26, 28.1.2005, p.
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Sub-section 2 Structures and authorities

Article 9
Functions and common responsibilities of the streg, authorities and bodies

The structures, authorities and bodies mentionedirticle 6 of the Framework
Agreement shall be allocated the functions and amspilities as set out in its
Annex I.

Croatia shall, by a formal act at ministerial levéécide on the designation of the
structures, authorities and bodies referred toaragraph 1 after it has satisfied itself
that the administrative arrangements of the comckrstructures, authorities and
bodies offer sufficient assurance that they arealkgpof fulfilling their functions and
responsibilities

The structures, authorities and bodies mentionedrticle 6(d), (e) and (f) of the
Framework Agreement, and any of their functions aesiponsibilities including
functions delegated to other bodies, constitutentaeagement and control system and
therefore shall be, after their designation, subjecaccreditation by Croatia and
conferral of management by the Commission. Theyl dtw allocated the main
functions and responsibilities as set out in Anriexhereinafter referred to as
accreditation criteria), including all necessaryangements adopted to protect the
Community's interests.

All other structures, authorities and bodies esthbd within the overall framework
defined in Article 6 of the Framework Agreement loutside the management and
control system shall be designated before firsteatitation of the management and
control system. They shall not be subject to astagdn by Croatia nor conferral of
management by the Commission.

The National Fund and the IPARD Agency, as refetceth Article 12, and any of
their delegated bodies, shall maintain a separat®uating system or separate
accounting codifications that meet Internationaln&elly Accepted Accounting
Principles. They shall as well set up proceduresemsure the retention of all
documents required to guarantee an adequate eaidit t

Article 10
Functions and responsibilities of the Competentréditing Officer

The Competent Accrediting Officer (hereinafter redd to as the "CAQ") shall act as
the sole interlocutor for all questions relatingP®ARD as regards the communication
to the Commission of the information referred tAirticles 22, 23 and 25(1) of this

Agreement.

In performing its tasks, the CAO may, in accordawdé national procedures, call on
other administrative bodies or departments, pderbuon those with accounting or
technical expertise.

The CAO shall ensure that any proposed changehamtanagement and control
system's paying and implementing arrangements thiegar accreditation and conferral
of management are submitted to the Commission, gafty to the Audit Authority,

for examination and approval in advance of theiplamentation. It shall state, in



written form, after duly examination of the propdsghanges, whether it is satisfied
that the continuous fulfilment of all the requireme set out in the Agreements is
confirmed.

Article 11
Functions and responsibilities of the National Aurtking Officer and the National Fund

The National Authorising Officer (hereinafter refet to as the "NAQO") including the
National Fund (NF) shall be allocated the functians responsibilities in accordance
with Annex I.

The NAO shall bear overall responsibility for thénaincial management of
Community funds in Croatia and shall be respondinie¢he legality and regularity of
the underlying transactions. The NAO shall act las $ole interlocutor with the
Commission for all questions relating to IPARD agards:

€)) the distribution of Community texts and guideB relating thereto to the
management and control system and to any otheedadsponsible for their
implementation, as well as their harmonised apptoa

(b) the communications to be made to the Commissidhe information referred
to in Article 24;

(c) the availability to the Commission of a fullcoed of all accounting
information required for statistical and controlposes.

The NAO shall ensure that any proposed changesh& IPARD Agency's
implementing or paying arrangements, as referrad #rticles 12 and 14, after their
accreditation are submitted to the CAO and the Cmsion, with copy to the Audit
Authority, for examination and approval in advané¢heir implementation.

Article 12
Designation of the Operating Structure

The Operating Structure to be designated for IPARRccordance with Article 28
of the IPA Implementing Regulation, Article 6(1)é&hd Annex A of the Framework
Agreement shall consist of the following separaidies:

(&) the Managing Authority;
(b) the IPARD Agency.
They shall be set up according to Articles 13 ashd 1

The heads of the bodies constituting the Operaftigicture shall be clearly
designated and shall be responsible for the taskigraed to their respective bodies,
in accordance with Article 8(3) of the Frameworkrégment.



Article 13
Functions and responsibilities of the Managing Awity

1. The Managing Authority shall be allocated the fiorts and responsibilities in
accordance with Annex 1.

2. The Managing Authority shall carry out of the fellmg tasks:
@ drafting of the IPARD Programme,;

(b) ensuring that operations are approved and flindeaccordance with the
criteria and mechanisms applicable to the IPARDgRnmme, and that they
comply with the relevant Community and nationaég;l

(c) IPARD Programme monitoring and assisting therkwof the IPARD
Monitoring Committee as defined in Article 61, nagta by providing the
documents necessary for monitoring the quality raplementation of the
IPARD Programme;

(d) drawing up the annual and final implementatieports as defined in Article
68 and, following consultation with the IPARD Agencand after their
examination by the IPARD Monitoring Committee, suthimg to the
Commission, the National IPA Co-ordinator (NIPAQ@)dahe NAO;

(e) setting up, maintaining and updating the repgrand information system.

3. The Managing Authority shall in pursuance of Ad&l63 - 67, set up a system to
gather financial and statistical information on gness of the IPARD Programme, if
the setting up of such a system is not undertakethé IPARD Agency, and shall
forward this data to the IPARD Monitoring Committean accordance with
arrangements agreed between Croatia and the Coioamisassing where possible
computerised systems permitting the exchange afwih the Commission.

4. The Managing Authority shall propose adjustmentshef IPARD Programme to the
Commission and to the NIPAC after consultation witile IPARD Agency, and
following agreement by the IPARD Monitoring Comragt The Managing Authority
is responsible for ensuring that the relevant aitibe are informed of the need to
make appropriate administrative changes when shahges are required following a
Decision by the Commission to amend the IPARD Rxoygne.

5. The Managing Authority shall each year draw up atioa plan for the operations
envisaged under the Technical Assistance measuiehvghall be submitted to the
IPARD Monitoring Committee for agreement.

6. The Managing Authority shall each year consult arfdrm the Commission, having
taken advice from the IPARD Monitoring Committeétlee initiatives taken and those
to be taken, with regard to informing the genemabliz about the role played by the
Community in the IPARD Programme and its results.

7. The Managing Authority shall ensure that IPARD PRapmgme evaluations are
conducted within the time limits laid down in thdggreement and conform to the
common monitoring and evaluation framework in parse of Article 63(5), and for



submitting evaluations undertaken to the relevaational authorities and the
Commission.

The Managing Authority shall ensure compliance witle obligations concerning
publicity referred to in Article 24 of the Framewokgreement.

When a part of its tasks is delegated to anothdy,bthe Managing Authority shall
retain full responsibility for the efficiency andortectness of management and
implementation of those tasks.

Article 14
Functions and responsibilities of the IPARD Agency

The IPARD Agency shall be allocated the fundtiand responsibilities in accordance
with Annex I.

The IPARD Agency shall carry outer alia, the following implementing and paying
tasks:

(@ making calls for applications and publicisingrnis and conditions for
eligibility;

(b) selecting and checking operations in accordamgéh the criteria and
mechanisms applicable to the IPARD Programmes, camdplying with the
relevant Community and national rules;

(c) checking of applications for approval of pragagainst terms and eligibility
conditions, and compliance with the Agreementsudiclg, where appropriate,
public procurement provisions;

(d) laying down contractual obligations in writibgtween the IPARD Agency and
the final beneficiaries including information ongsthle sanctions in the event
of non-compliance with those obligations and, wheeeessary, the issue of
approval to commence work;

(e) arranging for the implementation of grant scesmand the ensuing contracting;
(H  making payments to, and recovery from, thelflmeneficiary;

(g) execution of on-the-spot checks to establisiibglity both prior to and
following project approval;

(h) carrying out checks to ensure that the exparalitleclared has actually been
incurred in accordance with applicable rules, tfapcts or services have been
delivered in accordance with the approval decisang the payment requests
by the final beneficiary are correct. These chesksll cover financial,
administrative, technical and physical aspectspefrations, as appropriate;

()  follow-up action to ensure progress of projemsng implemented,;

()  reporting of progress of measures being implei@e against indicators;
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(k) ensuring that the final beneficiary is made mwaf the Community
contribution to the project;

()  ensuring irregularity reporting;

(m) ensuring that the NAO, the National Fund arel Managing Authority receive
all information necessary for them to perform thasks.

In respect of investments in infrastructure prgect a type that would normally be
expected to generate substantial net revenuePthBD Agency shall assess, prior to
entering into contractual arrangements with a pg@krbeneficiary, whether the
project is of this type. Where it can be concludleat it is, the IPARD Agency shall
ensure that the public aid from all sources doeé®rceed 50% of total costs related to
the project and considered as eligible for Comnyurat financing.

In respect of investments in projects excepsého infrastructure of a type not
generating substantial net revenue, the IPARD Agesitall ensure that for any
project under the IPARD Programme the accumulatiopublic aid granted from all
sources does not exceed the maximum ceilings folipexpenditure set out in
Article 34. Measures for training are considered b® human capital and not
investment for the purposes of this paragraph.

Article 15
Designation of the Audit Authority

The Audit Authority to be designated for IPARD iocardance with Article 29 of the
IPA Implementing Regulation and Article 6(g) and nex A of the Framework
Agreement shall be designated by Croatia.

The Audit Authority shall be operationally and faooally independent of the
management and control system and shall have fire@ate technical vocation.

Article 16
Functions and responsibilities of the Audit Authyri

The Audit Authority shall act as the Commissiorotesinterlocutor for all questions
relating to IPARD as regards the distribution ofn@ounity texts and guidelines
relating thereto to its functions and responsilesit

The Audit Authority shall act under the respongtipibf its head. It shall in particular
fulfil the following functions and assume the fallmg responsibilities:

€)) During the course of each year, it shall esghband fulfil an annual audit
work plan which encompasses audits aimed at vagfyi

I. the effective functioning of the management aadtrol systems;
il. the reliability of accounting information praled to the Commission.

The annual audit work plan shall be transmitiedhe Commission and the
CAO, with copy to the NAO, before the start of gear in question.

(b) It shall submit reports and opinions as follows

11



I. an annual audit activity report following the modelAnnex C to the
Framework Agreement which sets out the resourced bg the Audit
Authority, with a summary of any weaknesses foumd the
management and control system or in transactiodings from the
audits carried out in accordance with the annuditawork plan during
the previous 12 month period, ending on 30 Septernbdhe year
concerned. The annual audit activity report shallddoldressed to the
Commission and the CAO, with copy to the NAO byCBcember each
year. The first such report shall cover the pedodanuary 2007 - 30
September 2008.

il. An annual audit opinion following the model set autANNEX D to
the Framework Agreement, accompanied by a repgpating this
opinion, as to whether the management and conysies functions
effectively and conforms to the requirements ofAlgeeements and the
IPA Implementing Regulation. The opinion shall i@essed to the
Commission and the CAO, with copy to the NAO. lakltover the
same period and have the same deadlines as thalamit activity
report.

ii. An annual audit opinion on the accounts and statemmieexpenditure,
accompanied by a report supporting this opinionatothe time of the
final closure of the IPARD Programme an audit opmiaccompanied
by the final Audit Report, on the final statemert expenditure
according to the model in Annex E to the Framewagkeement. It
shall be sent to the Commission and to the CA@asame time as the
relevant final statement of expenditure submittgdtie NAO, or at
least within three months of the submission of fivsl statement of
expenditure.

The reports and opinions referred to in paragraghdl be based on an examination
of procedures and of a sample of transactions.

The annual audit opinion on the management andaa@ystem, and the related audit
reports, shall cover conformity of the accreditedures with the Agreements as to
whether their management and control system - dedigto contribute to the
production of reliable accounts and statements )qgfeediture presented to the
Commission and therefore to help to ensure, iriar the legality and regularity of
the transactions underlying those statements - o@eeated effectively.

The Audit Authority shall state, in the opinionegfed to in this paragraph, whether it
has gained reasonable assurance that:

@) the management and control system establistrethé operations under the
IPARD component during the period concerned wereratpd effectively in
all material respects, and

(b) audit findings are of a representative naturgdaspect of the Statement of
Assurance by the NAO.

The report referred to in this paragraph shalkstdtether:

(@) the management and control system compliesthtlaccreditation criteria;
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(b) the management and control system's procedun@gunctions are such as to
give reasonable assurance that the operations ezhatg the IPARD
Programme comply with this Agreement, and what mecendations have
been made for the improvement of the system;

(© recommendations on the improvement of the mamagt and control system
addressed to the NAO have been followed up;

(d) audit findings are consistent with the preseoca@bsence of reservations by
the NAO to the Statement of Assurance;

(e) any exceptional transactions or technical aitfies have been experienced
regarding the period concerned;

) any significant modification has been made sitice previous report of the
information.

The report shall be accompanied by information fen iumber and qualifications of
staff undertaking the audit, on the work done,f@nriumber of transactions examined,
on the level of materiality and confidence obtained any weakness found and
recommendations made for improvement, and on tleatipns of both the Audit
Authority and other audit bodies, internal and mxdéto the management and control
system, from which all or part of the Audit Authiyi$ assurance on the matters
reported was gained.

The annual audit opinion on the accounts and stteonf expenditure or, at the time
of the final closure of the IPARD Programme, thditapinion on the final statement

of expenditure, the closure of a IPARD Programmeants of a IPARD Programme,

and the related audit reports, shall cover compéasf payments with the Agreements
only as regards the capability of the accrediteniattrative structures to ensure that
such compliance has been checked before a paymerade.

The Audit Authority shall state, in the opinionegfed to in this paragraph, whether it
has gained reasonable assurance that:

€)) the certified accounts and statements of expeedand for the closure of a
IPARD Programme or parts of a IPARD Programme tleeladation of
expenditure for the final balance of the Commuuiytribution to the IPARD
Programme, to be transmitted to the Commission faee of material
misstatements; and

(b) no significant changes have affected its annaallit opinion on the
management and control system.

For final closure purposes, this opinion shall addr the validity of the final
declaration of expenditure, the accuracy of tharfoal information and be supported
by a final audit activity report.

The report referred to in this paragraph shalkstdtether:

(@) the annual accounts referred to in Article &) ia accordance with the books
and records of the National Fund and the IPARD Aggen

13



(b) the declarations of expenditure as providedirfioArticle 39 are a materially
true, complete and accurate record of the opematatrarged to the IPARD
Programme;

(c) the financial interests of the Community ar@garly protected as regards
amounts to be collected and, where appropriateagtees obtained,;

(d) any exceptional transactions or technical dlifies have been experienced
regarding the financial year concerned,;

(e) any significant change has affected the managemnd control system, in
particular regarding the compliance with the acitagidn criteria and,
wherever areas of improvement were previously ifledt appropriate follow-
up has been given since the previous report andiapireferred to in
paragraph 4.

The report shall be accompanied by information len iumber and qualifications of
staff undertaking the audit, on the work done,f@nriumber of transactions examined,
on the level of materiality and confidence obtained any weakness found and
recommendations made for improvement, and on tleatipns of both the Audit
Authority and other audit bodies, internal and mxdéto the management and control
system, from which all or part of the Audit Authiyi$ assurance on the matters
reported was gained.

6. The Audit Authority shall conduct its examinatiof the management and control
system according to International Generally Accgpteiditing Standards and any
guidelines on the application of these standardabkshed by the Commission.
Where the body appointed is a national audit ttin, it may delegate some or all of
the examination tasks referred to in paragraph @iged the tasks are discharged
effectively. The Audit Authority in all cases rataioverall responsibility for the tasks.

The checks shall be undertaken both during and thiteend of each financial year.

7. The Audit authority's opinion on the annual accoumd the audit report of its findings
referred to in paragraph 2(b)(iii) shall in partenu state whether it has gained
reasonable assurance that the accounts to be iteetsio the Commission are true,
complete and accurate, and that the internal cbrgrocedures have operated
satisfactorily. The opinion and the report shalldoawvn up by 15 April at the latest of
the year following the financial year concerned ammmunicated by the Audit
Authority to the Commission by 30 April at the Istte

8. The IPARD Monitoring Committee referred to in Ale®G1 shall receive a copy of the
opinions and reports.

Article 17
Communication of information

Croatia shall send to the Commission the follownfgrmation, declaration and documents:

1. for the accredited structures, authorities and dmdif the management and control
system as defined in Articles 9, 10 and 15 of trerfework Agreement:

(@) their accreditation act;

14



(b) their functions and responsibilities;

(c) where relevant, the withdrawal of their acctation;

(d) and all other relevant information requiredtbg Commission.
2. For the NIPAC, the CAO, and the Audit Authority:

(@) its name;

(b) its address details;

(c) all other relevant information required by themmission.
3. For measures relating to operations financed byRIPA

(@) declarations of expenditure, which also agbagment applications, signed by
the NAO and accompanied by the requisite infornmaiio accordance with
Article 39;

(b) estimates of its financial requirements in adaace with Article 38(4);

(© audit opinions and audit reports on the managérand control system drawn
up by the Audit Authority referred to in Article 28

(d) the annual accounts referred to in Article Shva statement of assurance
signed by the NAO as set out in Article 27, accomga by the requisite
information for their clearance in accordance walticle 51, and audit
opinions and audit reports on the accounts andmtits of expenditure drawn
up by the Audit Authority referred to in Article 28

Exchange of information and documents between tber@ission and Croatia authorities
shall be made by electronic means, using a segsters. Where there is a malfunction in a
computer system or no stable connection, Croatig, ndth the prior approval of the
Commission, send the documents in another formeutiee conditions laid down by it. The
arrangements concerning the exchange of data eshjire to be agreed between the
Commission and Croatia not later than the designaif the concerned structures, authorities
and bodies defined in Article 6 of the Frameworkégnent.

Sub-section 3 Controls

Article 18
General principles of control

1. Controls shall, where appropriate, include pregubj selection checks,
remeasurement, checks on quantity and quality eidgoor services delivered, an
analysis or a sample check, pre-payment checkposipayment checks and any
special provisions for implementing the Agreemexstgo the regularity and legality of
the expenditure.

2. Without prejudice to specific provisions in the Agments, Croatia shall ensure that
the legality and regularity of the amount to bedp# a claimant or to their
assignee(s), including all the eligibility criterégstablished by the Community or by
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the IPARD Programme, can be checked accordingget af verifiable indicators to
be established by Croatia.

Without prejudice to specific provisions in the Agments, no payment shall be made
in favour of a claimant or to their assignee(s) Wdrom it is established that they
artificially created the conditions required fortaining such payments with a view to
obtaining an advantage contrary to the objectivéeedsupport.

Croatia shall define suitable criteria, methods arehns for verifying the conditions
for granting support for each support measure.

Verification of the eligibility criteria shall comst of administrative and on-the-spot

checks, undertaken on all applications for appreval claims for payment, and shall
cover all elements that it is possible and appeaterio control. These checks shall also
be carried out after the final payment is madeaqroject, as set out in Article 21.

The procedures shall ensure the recording of moengavork undertaken, the results

of the verification and the measures taken in reispiediscrepancies.

Where applicable, verification of the eligibilityriteria shall take into account the
results of verifications carried out by other seed, bodies or organisations involved
in checks on agricultural subsidies.

Article 19
Administratives checks

Administrative checks on applications for approwdlall in particular include a
verification of:

(@) the eligibility of the operation for which sugpis requested,;
(b) the respect of the selection criteria set nuhe IPARD Programme,;

(c) the compliance of the operation for which supp®requested with applicable
national and Community rules on, in particular, amdere relevant, public
procurement, state aid and other appropriate stdadsstablished by national
legislation or established in the IPARD Programme;

(d) the reasonableness of the costs proposed, vgtiah be evaluated using a
suitable evaluation system, such as reference,c@stsmparison of different
offers or an evaluation committee;

(e) the reliability of the applicant, with referento any third party information.

Administrative checks on claims for payment shadlude in particular, and as far as
this is appropriate for the claiming question, afieation of:

@) the delivery of the products and services nasfted,;
(b) the reality of expenditure claimed,;

(c) the completed operation compared with the djerdor which the application
for support was submitted and granted.
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Payments by beneficiaries shall be supported bgir@i invoices and documents
proving payment. Where this cannot be done, paysnehiall be supported by
documents of equivalent probative value.

Administrative checks shall include procedures Yoia irregular double financing
with other Community or national schemes. Wherarfting from other sources exists
these checks shall ensure that the total aid rededloes not breach the maximum
permissible aid ceilings.

Indications of irregularities shall be followed-upy any other appropriate
administrative procedure.

Article 20
On-the-spot checks

On-the-spot checks shall cover all the commitmants obligations of a claimant or a
final beneficiary which can be checked at the tohthe visit.

Before any payment is made, Croatia shall orgamsdhe-spot checks on all
applications for approval and claims for payment.

The results of on-the-spot checks shall be evaluatestablish whether any problems
encountered are of a systemic character, entaglingk for other similar operations,
final beneficiaries or other bodies. The evaluasball also identify the causes of such
situations, any further examination which may beumeed and the necessary
corrective and preventive action.

Advance notice of on-the-spot checks may be gipeovided that the purpose of the
control is not jeopardised. If the advance notigeeeds 48 hours then it should be
limited to the minimum necessary, depending onrtatire of the measure and the
operation being co-financed.

Through the on-the-spot checks, Croatia shall eraeao verify the following:

(@) that the payments made to the final benefictary be supported by accounting
or other documents held by the bodies or firmsywagr out the operations
supported;

(b) for an adequate number of expenditure itensg, tthe nature and timing of the
relevant expenditure comply with Community provisoand correspond to
the approved specifications of the operation aedatbrks actually executed or
services delivered,;

(c) that the use or intended use of the operat®rcansistent with the use
described in the application for Community support;

(d) that the publicly funded operations have beeplémented in accordance with
the Agreements, especially the rules on public éend and relevant
mandatory standards established by the IPARD Pnogea

Except in exceptional circumstances, duly recordad explained by the national

authorities, the on-the-spot checks shall includeis& to the operation or, if the
operation is intangible, to the operation provider.
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Where specific controllers have been given resditgifor checking applications for
approval, they shall not be involved in checkstfa claims for payment of the same
investment operation.

Article 21
Ex-post checks

Where required by contractual obligations betwdenIPARD Agency and the final
beneficiary or by provisions of the IPARD Programrokecks on final beneficiaries
after payment of aid shall be carried out to esthbivhether the terms and eligibility
conditions of the support continue to be respected.

The controllers for the ex-post checks shall natehbeen involved in any ex-ante
checks of the same investment operation.

The objective of the ex-post checks shall be to:

(@) verify the regularity and legality of the unlyerg transactions of the
investment operations;

(b) verify the reality and finality of payments nealdy the final beneficiary;

(c) ensure that the same investment has not beanced in an irregular manner
from different national or Community sources.

The ex-post checks shall be carried out within &ryef the date of final payment to
the final beneficiary and cover each year at 1886 in monetary value of eligible
expenditure for operations referred to in paragragor which the final payment has
been made within the year. All investments shalttbecked at least once.

Any investment, for which the ceiling of 50% of thetal eligible cost of the
investment in accordance with Article 34(2) is eeded, shall be checked once within
the 4 years of the date of final payments and @rskdime during the Byear
following the date of the final payment to the fibaneficiary.

The ex-post checks shall be based on an analysieeaisks and financial impact of
different operations, groups of operations or messu

The sample of approved operations to be checkaddardance with paragraphs 4 and
5 shall take into account in particular:

(@) the need to check an appropriate mix of typekssizes of operations;

(b) any risk factors which have been identifieddaing national or Community
checks;

(c) the need to maintain a balance between theangkmeasures.
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Sub-section 4 Accreditation and conferral of management powers

Article 22
Common requirements

Where specific persons have been given resportgifoli an activity in relation to the
management, implementation and monitoring of IPARDgrammes, Croatia shall
enable such persons to exercise the duties assbeidh that responsibility, including
in cases where there is no hierarchical link behwtbem and the bodies participating
in that activity. Croatia shall, in particular, prde those persons with the authority to
establish, through formal working arrangements betw them and the bodies
concerned:

(@) an appropriate system for the exchange of im&bion, including the power to
require information and a right of access to doaushand staff on the spot if
necessary;

(b) the standards to be met;
(© the procedures to be followed.

In order to be accredited and conferred for mamaginmeasure, the structures,
authorities and bodies of the management and dasystem as defined in Articles 6,
7 and 8 of the Framework Agreement shall have d-aefined administrative
organisation and system of internal controls with ihternal rules of procedure, clear
institutional and personal responsibilities, whadmply with the criteria set out in
Annex | regarding the following areas:

€)) internal control environment;
(b) planning and risk management;
(c) control activities;

(d) information and communication;
(e) monitoring activities.

Where the Managing Authority is concerned, theedatas set out in Annex | regarding
control activities, planning and risk managemend amonitoring activities shall not

apply.

Croatia may lay down further accreditation critet@ take account of the size,
responsibilities and other specific features ofrttnagement and control system

Prior to accrediting the concerned structures, autbes and bodies of the
management and control system, Croatia shall besfiedt that their functions,
procedures and responsibilities include all neggsaaangements adopted to protect
the Community's interests, in respect of transastito be financed by the IPARD
Programme, namely:

(@) the execution of payments;
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(b) the safeguarding of the treasury;

(c) the security of computer systems;

(d) the maintenance of accounting records;

(e) the division of duties and the adequacy ofrirdeand external controls;
)] guarantees to be obtained;

(9) gamounts to be collected;

(h) the selection of projects, tendering, contragtand

0] the respect of procurement rules.

National accreditation may be provisionally dgeshfor a period to be fixed in relation
to the seriousness of the problem pending the img@h¢ation of any requisite changes
to the administrative and accounting arrangemehtsinstances where such a
provisional accreditation is envisaged, there niessatisfactory compliance with the
accreditation criteria, in particular in the followy areas:

@) internal control environment;
(b) control activities;
(c) monitoring activities.

In reference to paragraph 2, where the Managingdnéity is concerned, the criteria
set out in Annex | regarding control activitiesamhing and risk management and
monitoring activies shall not apply.

The communication provided for in Article 17 BHze made immediately after the
structures, authorities and bodies defined in Agticof the Framework Agreement are
first designated and, where appropriate, accreditedl in any case before any
expenditure effected by them is charged to IPARBeyTshall be accompanied by the
following declarations and documents concerning:

(a) their functions and responsibilities;
(b) the allocation of responsibilities between tligpartments;

(c) their relationship with other bodies, publicprivate, which are responsible for
implementing any measures under IPARD;

(d) the procedures by which the main functionsespect of IPARD expenditure
are ensured;

(e) the provisions concerning the security of infation systems; and

() all other relevant information required by tBemmission.
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Article 23
Procedure for accreditation of the NAO and the Niadil Fund by the CAO

Before accrediting the NAO and the National Fuhe, CAO shall be satisfied that the
administrative and internal control arrangementhos$e structures offer the following
guarantees:

€)) the checks laid down by the Agreements are made

(b) the requisite documents are presented withentitme-limit and in the form
stipulated by the Agreements;

(© the documents are accessible and kept in a enawhich ensures their
completeness, validity and legibility over time,cluding with regard to
electronic documents within the meaning of the &gnents.

The examination referred to in paragraph 1 shall doeducted according to
International Generally Accepted Auditing Standards

The CAO shall ensure that the National Fund's atmog system meets
Internationally Generally Accepted Accounting Pijohes.

Communication in respect of the accreditation ef M AO and the National Fund shall
be submitted to the Commission, copy to the Auduth@rity. It shall include
following particulars of the NAO and National Furatcredited to carry out the
functions and responsibilities set out in Articlie 1

€)) the name and statute of the concerned strig;toglies and authorities;

(b) the administrative, accounting and internal toanconditions under which
payments are made relating to implementation ofRARD Programme;

(© the act of accreditation which shall consistaofvritten confirmation that the
concerned structures, bodies and authorities rheetriteria for accreditation,
and, when relevant, shall set out the instructiamso changes and the period
set;

(d) information on the following:

the responsibilities vested in the NAO and the dfal Fund,

» the allocation of responsibilities between thepakements,

» their relationship with other bodies, public orvatie, which also hold
responsibilities for executing measures under witicdiharges expenditure
to the IPARD Programme,

» the procedures which ensure that the managementird@cdhal control

system has been implemented in an adequate mammeder to fulfil the

criteria set out in Annex | and, where applicaldepropriately planned
procedures and structures, subject to accreditadi@nactually operating,

 the provisions for internal audits.
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The CAO shall ensure that any proposed changelosetparticulars referred to in

Articles 22 and 23 after their accreditation arémsiited to the Commission, with

copy to the Audit Authority, for examination andpapval before those changes are
implemented.

If the CAO is not satisfied that the NAO and/or tdational Fund comply with the
accreditation criteria, it shall address to the Nid€tructions specifying the conditions
it is required to fulfil before accreditation mag granted.

After accrediting the NAO and the National Funde BBAO shall keep them under
supervision. For this purpose, he shall use thermm&tion at his disposal, including,
inter alia, the statements of assurance by the [dA@®the reports and opinions of the
Audit Authority. At least every two years, he shaliew whether the NAO and the
National Fund continue to comply with the accretbta criteria. It shall inform the
Commission of the results of its review.

Croatia shall establish a system that ensuresatinatinformation suggesting that the
NAO and/or the National Fund do not comply with thecreditation criteria is
communicated to the CAO without delay.

Article 24
Procedure for accreditation of the Operating Sturet

Before accrediting the IPARD Agency, the NAO shake satisfied that its
administrative, accounting, payment and internahtmd arrangements offer the
following guarantees:

@) the eligibility of applications and complianeéh the Agreements are checked
before contracts with claimants are signed anatimemitments recorded;

(b) the admissibility of claims as well as theing@iance with the Agreements are
checked before payment is authorised;

(c) the commitments and payments effected are atmlyr and completely
recorded in the accounts;

(d) the checks laid down by the Agreements are made

(e) the requisite documents are presented withentitine-limit and in the form
stipulated by the Agreements;

)] the documents are accessible and kept in a eramhich ensures their
completeness, validity and legibility over time,cluding with regard to
electronic documents within the meaning of the &gnents.

If the NAO is not satisfied that the IPARD Agencgnaplies with the accreditation
criteria, it shall address to the head respongdi¢he tasks assigned to his respective
body instructions specifying the conditions it équired to fulfil before accreditation
may be granted.

The IPARD Agency shall hold documents justifyinge tipayments effected and
documents concerning the carrying out of the presdradministrative and physical
checks. Where the relevant documents are held By bibdies responsible for
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authorising the expenditure, those bodies mussindreports to the IPARD Agency
on the number of checks carried out, their consemt the action taken in the light of
the results.

The NAO shall ensure that the IPARD Agency's actiagn system meets
International Generally Accepted Accounting Pritesp

The NAO shall be satisfied that the administratiwel internal control arrangements
of the Managing Authority offer the following guataes:

€)) the requisite documents are presented withentithe-limit and in the form
stipulated by the Agreements;

(b) the documents are accessible and kept in a enawhich ensures their
completeness, validity and legibility over time,cluding with regard to
electronic documents within the meaning of the &guents.

The examinations referred to in paragraphs 1 astldl be conducted according to
International Generally Accepted Auditing Standards

If the NAO is satisfied that the Operating Struetwwomplies with all relevant
requirements, it shall proceed with its accreditatiOtherwise, it shall address to the
Operating Structure instructions relating to themamsstrative and accounting
arrangements, and in particular to any conditiblesQperating Structure is required to
fulfil before accreditation may be granted.

Communication in respect of the accreditation & tperating Structure shall be
submitted both to the CAO and the Commission, witpy to the Audit Authority. For
this purpose, the NAO shall communicate the follmyvparticulars of the Operating
Structure accredited to carry out the functions segponsibilities set out in Articles
13 and 14:

(@) the name and statute of the constituting baoafi¢ise Operating Structure;

(b) the administrative, accounting and internal tomnconditions under which
payments are made relating to implementation ofRA&RD Programme;

(c) the act of accreditation which shall consistaofvritten confirmation that the
constituting bodies meet the criteria for accrdatitga and, when relevant, shall
set out the instructions as to changes and thegsesit;

(d) information on the following:

» the responsibilities vested in the constituting ibsdof the Operating
Structure,

» the allocation of responsibilities between thepa®ments,
» their relationship with other bodies, public orvatie, which also hold

responsibilities for executing measures under wthely charge expenditure
to the IPARD Programme,
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10.

11.

» the procedures by which claims by final benefigarare received, verified,
and validated, and by which expenditure is autkedripaid and accounted
for,

» the provisions for internal audits.

It shall also communicate to the Commission and@A&®, with copy to the Audit
Authority, the results of both examinations refdrte in paragraphs 1 and 5 of this
Article.

The NAO shall ensure that any proposed changebkaset particulars referred to in
Articles 22 and 23(1) and (5) after their accradtaare submitted to the Commission
and the CAO, with copy to the Audit Authority, fekamination and approval before
those changes are implemented.

The NAO shall keep the Operating Structure understamt supervision. At least
every two years, it shall review whether the OpegaGtructure continues to comply
with the accreditation criteria. It shall informetlCAO and the Commission, with copy
to the Audit Authority, of the results of its rewie

Croatia shall establish a system that ensuresatinatinformation suggesting that the
Operating Structure does not comply with the adtagdn criteria is communicated
to the NAO without delay.

Article 25
Procedure for conferral of management powers byGbmmission

The CAO shall notify the Commission of the accraiiiin of the NAO and the
National Fund and the designation of the othercstres, authorities and bodies
established within the overall framework defined Article 6 of the Framework
Agreement but outside the management and contrslersy not later than the
notification of the first accreditation of the Op&ng Structure.

Croatia shall permit the Commission to verify corapte with the conditions as laid
down in Article 9, prior to taking a decision omderral of management powers.

For the establishment of compliance with the cood# and with the Articles
mentioned in the second paragraph, the Commisiaih s

. examine the NAOQO's, National Fund's and OperatingicBire's accredited
procedures and structures related to the implertienteof the IPARD
Programme and, where appropriate, procedures amctises of other bodies
to which functions may have been delegated in aegare with Annex I,

. ensure the existence and effective functioning loé tother structures,
authorities and bodies established within the divdramework defined in
Article 6 of the Framework Agreement but outside titmanagement and
control system,

. carry out verifications on-the-spot.

24



Conferral of management by the Commission to Caoatay be considered for the
concerned structure, authority or body of the mansnt and control system where
the following conditions, hereinafter referred &“the conditions”, are met:

@) commitment by the NAO to bear the full finanaiesponsibility and liability
for the IPARD Programme,;

(b) compliance with the minimum criteria as set wuparagraphs 1, 2, 3 and 4 of
Article 22;

(c) a recent financial and operational audit showieffective and timely
management of Community assistance or national unesi®f similar nature;

(d) procurement rules which are endorsed by the r@igsion as meeting the
requirements of Article 23 of the Framework Agreemme

(e) all the other structures, authorities and bodestablished within the overall
framework defined in Article 6 of the Framework Agment but outside the
management and control system) are established aed functioning
effectively.

For the purpose of paragraph 4, the concernedtstas; authorities and bodies shall
have procedures in place to ensure that:

@) all communications to the Commission are baseohformation from properly
authorised sources;

(b) communications to the Commission are properlytharised before
transmission;

(c) a proper audit trail exists to support the infation transmitted to the
Commission;

(d) a record of information received and transmitie securely stored, either in
paper or in computerised format.

The decision to confer management of aid on theagement and control system in
Croatia may be made on a provisional basis forreogpeo be fixed in relation to the
seriousness of the problem pending the implememtati any required conditions. In
instances where such a provisional conferral ofagament is envisaged, there must
be satisfactory compliance with the two first cdimhis set out in paragraph 4.

The CAO shall inform the Commission, with copy be tAudit Authority, of any plan
drawn up pursuant to paragraph 6 as well as ahjpgementation.

Where the Commission finds that Croatia has notpdi@ah with its obligation to draw
up a remedial plan pursuant to paragraph 6 orttieatnanagement and control system
continue to be accredited without having fully ieplented such a plan within the
determined period, it shall either suspend or waldthe conferral of management
and pursue any remaining deficiencies in accordaitteArticle 54.
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9. The Commission shall inform the Committee on thei@gdtural Funds of its decision
to confer management powers to Croatia or any fgignit change affecting this
decision.

Article 26
Supervision, control and audit by the Commissiot e European Court of Auditors

1. The application by Croatia of the Agreements asl vasl the resulting IPARD
Programme and subsequent contracts shall be subjedntrol by the Commission
including the European Anti-Fraud Office (OLAF) aaddits by the European Court
of Auditors. The duly authorized agents or représteres of the Commission and of
OLAF shall have the right to carry out any techharad financial verification that the
Commission and OLAF consider necessary to follow tmplementation of the
IPARD Programme including visits of sites and pressi at which Community
financed activities are implemented. The Commissimall give sufficient prior notice
of such inspections to Croatia. Officials of Craatiay take part in the inspections.

2. Croatia shall supply all requested information addcuments including any
computerized data and take all suitable measuréaciitate the work of the persons
instructed to carry out audits or inspections.

3. Croatia shall maintain records and accounts adedaatentify the services, supplies,
works and grants financed under the Multi annuabRcing Agreement referred to in
Article 35 in accordance with sound accounting poages. Croatia shall also ensure
that the agents or representatives of the Commissm@uding OLAF have the right to
inspect all relevant documentation and accountsipémg to items financed under the
related Multi annual Financing Agreement and ashistEuropean Court of Auditors
to carry out audits relating to the use of Commuhinds. In order to improve checks,
the Commission may, with the agreement of Croaidist the assistance of the
national authorities for certain inspections oruarigs.

4. In order to ensure the efficient protection of timancial interests of the Community,
the Commission including OLAF may also conduct doeatary and on-the-spot
checks and inspections in accordance with Counegufation (EC, Euratom) No
2185/1996 of 11 November 1996

5. The controls and audits described above are abpdid@ all contractors and sub-
contractors who have received Community funds ohicly all related information to
be found in the documents of the National Fund mda@ia concerning the national
contribution.

6. Without prejudice to the responsibilities of then@uission and the European Court of
Auditors, the accounts and operations of the Natiéund and, where applicable, of
the IPARD Agency may be checked at the discretibrihe Commission by the
Commission itself or by an external auditor assijog the Commission.

130JL292,15.11.1996, p. 2.
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Article 27
Statement of assurance by the NAO

The statement of assurance shall comply with thaeteed and format set out in

Annex B of the Framework Agreement and may be Gedliby reservations which

shall quantify the potential financial impact. Imat case, it shall include a remedial
action plan and a precise timetable for its impletagon, and subsequently provide
confirmation of the implementation of the measusesl the withdrawal of the

corresponding reservations.

The statement of assurance shall rely on an effestipervision of the management
and control system in place throughout the year.

The statement of assurance shall be accompanieahfbymation covering the
previous 12 months period, in particular on:

(@) the number of payment claims for each IPARD meassrevell as the total
amount checked;

(b) the results of the ex-ante checks carried out co@@ance with Articles 19
and 20 indicating the reductions and exclusions;

(© the number of ex-post checks undertaken under |&rf2d, the amount of
expenditure verified and the results of the cheakdicating the reduction
and exclusions;

The NAO shall conduct his examination of the managg and control system in
accordance with the Agreements and any other gnekebn the application of these
provisions established by the Commission. It majeghie some or all of the
examination tasks provided the tasks are dischagffedtively. The NAO in all cases
shall retain overall responsibility for these tasks

The IPARD Monitoring Committee as referred to irtiéle 61 shall receive a copy of
the statement of assurance.

Article 28
Establishment of reports and opinions by the Aadthority
and follow up by the NAO and the Commission

The Audit Authority shall in particular provide t@lowing reports and opinions:

(@) an annual audit activity report according te tmodel in Annex C to the
Framework Agreement;

(b) an annual audit opinion, accompanied by a tepgpporting this opinion, on
the management and control systems according tmtitel in Annex D to the
Framework Agreement;

(c) an annual audit opinion on the accounts andersiant of expenditure,
accompanied by a report supporting this opinionatothe time of the final
closure of the IPARD Programme an audit opiniortoagpanied by the final
Audit Report, on the final statement of expenditaceording to the model in
Annex E to the Framework Agreement.
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2. Following receipt of the annual audit activity repand the annual audit opinions
referred to in paragraph 1, the CAO shall assestheh the continuous fulfilment of
all the requirements for this accreditation is aonéd. If any of the applicable
requirements set out in Article 23 are not, orramdonger fulfilled, the CAO shall act
in accordance with Article 13(2) of the Frameworgiréement.

3. Following receipt of the annual audit activity repand the annual audit opinion
referred to in paragraph 1, the NAO shall:

(@) decide whether any remedial plan or specific idextiimprovements to the
management and control system are required, retwrddecisions in that
respect and ensure the timely implementation ofdhremedial actions or
improvements;

(b) make any necessary adjustments to the declarafioexmenditures to the
Commission in accordance with Article 55.

4. The Commission may decide either to take followaggion itself in response to the
reports and opinions, for example by initiatingreahcial correction procedure, or to
require Croatia to take action, while informing BAO and the NAO of its decision.

Article 29
Specific bodies

Within the overall framework defined by the struetsiand authorities as set out in Article 9,

the functions described in Articles 13 and 14 mayglouped and assigned to specific bodies
within or outside the Operating Structure initiathgsignated. This grouping and assigning
shall respect the appropriate segregation of dutpesed by Regulation (EC, Euratom) No

1605/2002 and ensure that the final responsibibtythe functions described in the said

Article shall remain with the Operating Structurstially designated. Such a restructuring

shall be formalised in written agreements and db@alsubject to accreditation by the NAO

and, whether the CAO is satisfied that the contusuiolfilment of all the requirements set out

in the Agreements is confirmed, submitted for comafieof management powers by the

Commission.

SECTION Il F INANCIAL PROVISIONS

Sub-section 1 General provisions

Article 30
Scope

This Section sets out the financial provisionstfa execution of the IPARD Programme and
complements Sections | and IV of the Framework Agrent.

Article 31
General rules on financial assistance

1. All activities receiving assistance under the IPAREogramme shall require co-
financing by Croatia and the Community. Where tkecation of activities depends
on financial contributions from Croatia's own resms or from other sources of
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funds, the funding of the Community shall becomailable at such time as the
financial contribution of Croatia and/or the otlseurces of funds themselves become
available. However, in the case of final benefigiarin the public sector, the
Community contribution may be made later than daither public bodies. In no case
may the Community contribution be made before thardoution by public bodies in
Croatia.

In cases where the balance on the IPARD euro atasunsufficient to cover the

payment requests submitted by final beneficiareysdg the receipt of payment from
the Commission Croatia shall use national fundzrésfinance the EU contribution. In
these cases the national funds shall be treat€@bmsnunity funds and the provisions
of Article 45(1) and (2) shall apply at the momeviten the full payment of the
national contribution and the Community contribatipre-financed from national

funds is recorded in the accounts of the Nationaid-

The Community contribution will co-finance publigpenditure actually paid to the
final beneficiary.

Community financing shall be subject to the fuli@n of Croatia's obligations under
the Agreements and under the Multi-annual Finanéiggeement in accordance with
Article 35.

The National Fund, on behalf of Croatia, shall opeauro account for the IPARD
Programme, hereinafter referred to as "IPARD egomant”, in a financial or treasury
institution bearing interest. The account shallused to receive payments referred to
in Article 38 and shall be used exclusively fonsactions relating to that Programme.
It shall be maintained in euro and shall not bgesttio any charges or taxes.

Croatia shall notify the Commission of the accoonaie or numbers in accordance
with the format under Annex V.

Croatia shall communicate to the Commission a sarapthe signatures of all actors
involved in applications for payment from the Commity under Article 39. The NAO
shall be the contact point for financial informatisent between the Commission and
Croatia. The exchange of information shall, wheyprapriate, be made by means of
the secure system as referred to in Article 1 hgiprocedures agreed upon between
the Commission and Croatia.

Article 32
Eligibility of expenditure

Expenditure paid earlier than the date of caafesf management shall in no case be
eligible with the exception of technical assistaacel general costs, covered by the
technical assistance measure of the IPARD Prograamdehe activities referred to in
paragraph 6(c).

Expenditure shall be eligible if it is in accardte with the principles of sound
financial management and, in particular, of econamy cost-effectiveness.

Croatia shall notify the Commission of the ruleseligibility of expenditure for each
measure. It shall also notify the Commission ofdbsts explicitly provided for in the
standard contract(s) for each measure as issutdtediARD Agency to beneficiaries.
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The Commission shall notify Croatia of its acceptamr otherwise of the proposed
rules within three months of their receipt but imyacase no later than the date when
the Commission Decision conferring management afpaovided for in Article 25 is
taken. The rules and costs shall be applicable#fier.

The following expenditure shall not be eligibleder the IPARD Programme:

(@)
(b)
()

(d)
(e)
(f)
(9)
(h)

(i)
()
(k)
()

taxes, including value added taxes;
customs and import duties, or any other charges

purchase, rent or leasing of land and exidbuiddings, irrespective of whether
the lease results in ownership being transferredddessee;

fines, financial penalties and expenses ajdiion;
operating costs;

second hand machinery and equipment;

bank charges, costs of guarantees and sinm&ges;

conversion costs, charges and exchange lossesiated with the IPARD euro
account, as well as other purely financial expenses

contributions in kind;

the purchase of agricultural production rigldajmals, annual plants and their
planting;

any maintenance, depreciation and rental costs;

any cost incurred by public administration iramaging and implementing
assistance, namely those of the Operating Structn@, in particular,
overheads, rentals and salaries of staff employedctivities of management,
implementation, monitoring and control.

Unless the Commission expressly and explicithcides otherwise the following
expenditure is also not eligible:

(@)

(b)

()
(d)

the costs of any services, supplies and wodsting more than an amount
equivalent to € 10 000 for which the beneficiarys ot obtained quotations
from at least three suppliers, the originals ofséhéoeing included in the
applications for approval of projects;

expenditure on projects which, before comptetivave charged fees to users or
participants unless the fees received have bearctstifrom the costs claimed;

promotional costs, other than in the collectiverest;

expenditure incurred by a final beneficiary wéhenore than 25% of whose
capital is held by a public body or bodies unléms €ommission has so decided
in a specific case on the basis of a complete remscequest from Croatia. The
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6.

Commission shall take its decision within three therof receiving the request.
This exclusion shall not apply to expenditure dnastructure or human capital.

Notwithstanding paragraphs 4 and 5, in the ochsevestments:

(@)

(b)

()

eligible expenditure shall be limited to thenstvuction or improvement of
immovable property;

the purchase or lease-purchase of new machiaedy equipment, including
computer software, up to the market value of theetashall be considered as
eligible; other costs connected with the leasingtiaet, such as lessor's margin,
interest refinancing costs, overheads and insurelnaeges, shall not be eligible;

general costs linked to expenditure referredntgoints (a) and (b) of this
paragraph such as architects’, engineers’ and athesultation fees, feasibility
studies, the acquisition of patent rights and leesnshall be eligible up to a
ceiling of 12% of the costs referred to in the saints (a) and (b) according to
the following conditions:

» for projects with eligible expenditure of the intregnts referred to in sub-
paragraphs (a) and (b) greater than € 3 millioa bihisiness plan preparation
costs cannot be greater than 3% of the eligibleeedpure of these
investments,

« for projects with eligible expenditure of the intreents referred to in points
(a) and (b) of at least € 1 million and no morent€a3million, the business
plan preparation costs cannot be greater than 4#tecéligible expenditure
of these investments, and

» for projects with eligible expenditure of the istiments referred to in points
(a) and (b) less than € 1 million, the business plieparation costs cannot
be greater than 5% of the eligible expendituréenete investments.

The detailed provisions concerning the maximumitdkgamount under this paragraph
shall be established in the IPARD Programme onbtss of an assessment of the
level of costs for similar actions in Croatia.

Investment projects shall remain eligible forn@ounity financing provided they do
not, within five years from the final payment byethPARD Agency, undergo a
substantial modification. Substantial modificatid@as project are those which:

affect its nature or its implementation condigarr give undue advantage to a
firm or public body, and/or

result either from a change in the nature of osim@ of an item of
infrastructure, or a cessation or relocation of@lpctive activity co-financed.

Where any such modification is detected by Croattiahall immediately inform the
Commission.

No project shall be eligible for co-financing eve Croatia reduced the amounts
payable or paid to the final beneficiary, wheres tteduction applies only to payments
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10.

under the IPARD Programme. However, the IPARD Agemeay make reductions for
amounts owing to it due to:

- overpayments under the IPARD Programme,

- a failing by a final beneficiary to respect cdimmhs under the IPARD
Programme.

In the event that the Commission determines dha¢xceptional natural disaster has
affected Croatia it may, on the basis of a reasaorqdest by Croatia, authorise, for
relevant projects in the region affected and fapacified period, derogation from

provisions of paragraphs 5(a), (d) and 7.

In the event that the Commission determines tina expenditure is not fully in
conformity with the Agreements and in particulae firinciples set out in this Article,
it shall assess the amounts to be not eligible utheel PARD Programme on the basis
of the gravity of the non-conformity recorded. liai take due account of the nature
and the gravity of the non-conformity and of theaficial damage caused to the
Community. In instances where such a decision igisaged, there must be
satisfactory compliance with the two first conditso set out in paragraph 4 of
Article 25.

Article 33
Rules on procurement

For the purposes of this Agreement the contractinthority in accordance with
Article 167 of the Financial Regulation shall baaional public-sector body who is a
final beneficiary of assistance under the Programme

As regards Article 23(4) of the Framework Agreement cases where the final
beneficiary is a public-sector body, any requiremfam ex-ante approval by the
Commission included in the procedures and standacdments referred therein shall

not apply.

In the event that the Commission determines thagxaeptional natural disaster has
affected Croatiaand on the basis of a reasoned request by CrolagiaCommission
may in accordance with Article 57(2)(d) authorik®, relevant projects in the region
affected and for a specified period, less burdemspracedures

Article 34
Aid intensities and rate of Community contribution

For the purpose of the IPARD Programme the Commucintribution shall be
calculated on the basis of public expenditure.

Public expenditure shall not exceed a ceiling d#56f the total eligible cost of the
investment. However, that ceiling shall be:

€)) 55% for investments in agricultural holdingsdady young farmers;

(b) 60% for investments in agricultural holdingsmountain areas;
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(c) 65% for investments in agricultural holdingsmountain areas made by young
farmers;

(d) 75% for investments referred to in paragraph) 4nd for investments in
agricultural holdings to implement the Council Riige 91/676/EEC of
12 December 1991 subject to the existence of a national stratemyits
implementation;

(e) 100% for investments in infrastructure not afisedure to generate substantial
net revenue;

() 100% for measures referred to in Article 182 tbk IPA Implementing
Regulation.

3. In determining the rate of public expenditure foe fpurposes of this Article, account
shall not be taken of national aid to facilitatecess to loans granted without any
Community contribution provided under the IPA Implenting Regulation.

4. The Community contribution shall not exceed a ngiliof 75% of the public
expenditure. However, that ceiling shall be:

(@) 80% for the measures covered by priority axisf@rred to in Article 171(3) of
IPA Implementing Regulation and for activities coaek by Article 182 of IPA
Implementing Regulation;

(b) 85% in the case of investment projects cared in regions where the
Commission determines that exceptional naturaktksa have occurred.

Sub-section 2 Financial Management

Article 35
Financing Decisions and Agreements

No earlier than the adoption of the financing diecisby the Commission approving the
IPARD Programme in accordance with Article 39 af IRA Implementing Regulation, and
conclusion of the Framework Agreement and this Agrent, a Multi-annual Financing
Agreement (hereinafter referred to as “MFA”) shmdlconcluded in accordance with Article 8
of the IPA Implementing Regulation. The MFA shadit ®ut the breakdown of the multi-
annual legal commitments and the period of validitthose commitments, which are broken
down over several years into annual instalments.NIRA shall be revised on an annual basis
to take account of the amounts provided for in Malti annual Indicative Planning
Document (MIPD) concerned and, where appropriateraments of this Agreement.

Article 36
Commitments from the Commission

The Commission shall automatically decommit anytiparof a budget commitment for the
IPARD Programme where, by 31 December of the thaar following yean being the one
in which the budget commitment was made:

. It has not been used for the purpose of pre-fimgniri accordance with Article 40, or

40JL375,31.12.1991, p. 1.
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It has not been used for making interim paymentcoordance with Article 41, or

No declaration of expenditure has been presenteslation to it.

Article 37
Financing plan for the IPARD Programme

The financing plan for the IPARD Programme shail @Gown, in particular, the
maximum amount of the Community contribution, itsaal breakdown, a breakdown
by priority and the co-financing rates applicalwe éach priority, and, for Programme
monitoring purposes, an indicative breakdown bysuea

The financing plan shall enter into force and ficiah operations of the IPARD
Agency shall only start after the IPARD Programmes theen adopted by the
Commission and after the decision on the confefratanagement to the management
and control system has been taken.

The financing plan for the IPARD Programme and adpstments thereof shall be
entered in a secure system for the exchange ofn@fiton and documents between
the Commission and Croatia as referred to in Aeticl.

Article 38
Payments from the Commission

Only assistance under the IPARD Programme grantecadcordance with the
Agreements and paid by the IPARD Agency shall Hges to cefinancing by the
Community.

Payments by the Commission of the Community coatitim shall be made within the
limits of the funds available in accordance witle tMFA referred to in Article 35.
Each payment shall be posted to the earliest opeigdt commitment made for the
IPARD Programme.

Payments shall take the form of pre-financing, rimepayments and payment of the
final balance. They shall be calculated on theshbasthe Community contribution to
the financing of the operations concerned, up ¢éamount obtained by applying the
co-financing rate laid down for each priority akisthe financing plan in force to the
eligible expenditure, subject to the maximum Comityurtontribution for each
priority axis.

By 28 February each year, Croatia shall send tcCilnamission, using the model in
Annex 1V, a forecast of its likely declarations eXpenditures for the financial year
concerned and for the subsequent financial yeaglation to the IPARD Programme.
The Commission may ask for an update of the fotexsaappropriate.

The combined total of pre-financing and interim pa@yts shall not exceed 95% of the
Community contribution as set out in the financiaple of the IPARD Programme.

When the ceiling referred to in paragraph 5 is hed¢ the NAO shall continue
transmitting to the Commission the certified deafimns of expenditure in accordance
with Article 39, as well as information about the@unts recovered.
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Payments by the Commission to the National Fundl ¢lea made in euro to the
IPARD euro account, subject to the availability midget appropriations and in
accordance with the provisions laid down in Articlé0, 41, 42 and 43 and in the
MFA, provided that the verifications referred tothese Articles have not indicated
any problems

Croatia shall ensure that the final beneficiarisseive the total amount of the public
contribution in due time and in full. No specificarge or other charge with equivalent
effect shall be levied which would reduce these amwfor the final beneficiaries.

The expenditure may be covered by Community finagainly if it has actually been
incurred and paid by the final beneficiary. Expémai paid by final beneficiaries shall
be substantiated by receipted invoices or accogntdocuments of equivalent
probative value. Where assistance is not a funaifoexpenditure, other appropriate
documents, as specified in the IPARD Programme bayaccepted. In all cases,
expenditure shall be certified by the NAO.

Article 39
Declaration of expenditure

The NAO shall make declarations of expendituretfe IPARD Programme. These
declarations shall also act as payment applicatzons shall cover, for each IPARD
Programme measure, the amount of eligible publpeegiture for which the IPARD

Agency has actually paid the corresponding Commuadntribution during the

reference period.

Declarations of expenditure shall be drawn up icoadance with the model in
Annexll. They shall be signed and certified, arahémitted by the NAO, on behalf of
Croatia, to the Commission, with copies to the C#&@ the Audit Authority.

Once the provisions of Article 37(2) have beenilfeli, Croatia shall submit to the
Commission its declarations of expenditure by tiilwing deadlines:

(@) by 30 April at the latest in the case of expenéitur the period 1 January to
31 March;

(b) by 31 July at the latest in the case of expenditaréhe period 1 April to
30 June;

(c) by 31 October at the latest in the case of experain the period 1 July to
30 September;

(d) by 31 January at the latest in the case of expamdih the period 1 October to
31 December.

Expenditure declared in respect of a period manaio corrections to data declared in
respect of the preceding declaration periods os#mee financial year.

Declarations shall be sent even in cases in whicteimbursement is requested.

Where there are disagreements, differences ofpirgtion or inconsistencies relating
to declarations of expenditure for a referenceqokrresulting in particular from the
failure to communicate the information required eindhe Agreements, and these
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require further checks, Croatia shall be requiredrovide additional information.
Such information shall be provided in accordandd Witicles 40, 41 and 43.

The time limit for payment laid down in paragrapimay in such cases be interrupted
for all or part of the amount for which paymentiaimed, from the date on which the
request for information is sent until receipt oé timformation requested but no later
than the date on which the declaration of expenglifor the following period is
submitted.

Where no solution is found within that time lintite Commission may suspend or
reduce payments in accordance with Article 46.

Cumulative data relating to expenditure made by8ptember, to be submitted to the
Commission by 31 October at the latest, may beected only in the annual accounts
to be sent to the Commission in accordance witiclked 50 and 51.

Interim payments shall be made by the Commissidhiwi45 days of registering a
declaration of expenditure for which the requiretseset out in Article 41 are met,
without prejudice to the decisions referred to midles 53 and 54 provided that:

(@) the expenditure declared is eligible for Commuiutyding in accordance with
Article 32;

(b)  the checks in Article 41 have not indicated anybfems;

(c) no suspension of payments has been de@dederning the measure(s) that is
or are the subject of the application in question;

(d) appropriations are available.

Article 40
Pre-financing

Pre-financing payments may amount to 30% of the i@amity contribution for the
first three years of the IPARD Programme. It mayspét between several financial
years and paid in two or more instalments.

The Commission shall make an initial pre-financpayment of at least 50% of the
amount referred to in paragraph 1 as first instalme

The first instalment of the pre-financing paymehals be made by the Commission
when the following conditions are fulfilled:

€)) the NAO has notified to the Commission the apgrof the IPARD euro
account for the IPARD Programme;

(b) the accreditations delivered by the CAO and M#O are in force and the
conferral of management by the Commission remaatid;v

(c) the MFA has entered into force.

Additional instalments may be paid following awegqt of Croatia in accordance with
the requirements provided for in paragraph 1 antithis Article.
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Where the pre-financing payments referred to irageaph 1 are not sufficient to

ensure timely payment of claims from final benefi@s, they may be increased. The
increase shall be the amount needed for this pargbshall be based on the sum of
substantiated expenditure incurred by beneficiabes not yet settled due to the
exhaustion of Community funding in the IPARD euroc@unt. However, the

cumulative amount of payments for pre-financinglisimat exceed 30% of the

Community contribution for the three most recerdrgeestablished in the MFA.

The total amount paid as pre-financing shall bmbeirsed to the Commission with all
interest accrued if no declaration of expendituwethe IPARD Programme is sent
within 15 months of the date on which the Commissiwade the first pre-financing
payment. The Community contribution to the IPARDdamme shall not be affected
by such reimbursement.

In accordance with Articles 31 and 45 interestgmatfinancing shall be recognized
on a monthly basis. The interest rate applied namoi case be lower than theerest
rate Croatia is receiving on its foreign currenepasits for this month.

Article 41
Interim payments

In the case of a declaration of expenditure forirdarim payment, in order for the
Commission to approve the application the minim@guirements to be fulfilled are
the following:

(@) the NAO has sent to the Commission a paymeplicapion and a statement of
expenditure relating to the payment in questior; skatement of expenditure
shall be certified by the NAO;

(b) the ceilings for Community assistance undemeaitority axis in accordance
with Article 42(4) have been respected,;

(c) the annual implementation reports as referwad Article 68, including the most
recent one due have been sent to the Commission;

(d) information requested by the Commission necgssa clarify any elements
relevant to the declaration of expenditure has beeovided, including
information on the reporting of irregularities iocardance with Article 28 of the
Framework Agreement.

If one or more of the conditions mentioned in fhégagraph are not met, Croatia shall,
when so requested by the Commission and within tiihme limit fixed by the
Commission, take the necessary steps to remedgitination before the payment is
made.

If it appears that the applicable rules have nenbeomplied with or that Community
funds have been improperly used, the Commission radyce interim payments to
Croatia or temporarily suspend them, in accordavitte the provisions of Article 39(4)
and 46. It shall inform Croatia accordingly

The suspension or reduction of interim paymentd| steemply with the principle of
proportionality and shall be without prejudice toetdecisions of conformity and
clearance of account and financial corrections
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1.

Article 42
Calculation of the amount to be paid

The Community contribution to be paid in respecttlad eligible public expenditure
declared for each priority axis for each referepegod shall be calculated on the basis
of the financing plan in force on the first daytloat period.

The amounts of the Community contribution recoveredh final beneficiaries under
the IPARD Programme during each reference periatithe debts that have not been
collected within 2 years of their registration imetdebtor’'s ledger shall be deducted
from the amount to be paid by the Commission indbearation of expenditure for that
period in accordance with Article 55.

Amounts resulting from the clearance of accountsezhout in accordance with Article
53 which may be re-used for the IPARD Programmd blkeaadded to or deducted from
the amount of the Community contribution at theetiaf the next declaration.

Without prejudice to the ceiling of 95% as provided in Article 38(5), where the
combined total of declarations of expenditure ededbe total programmed for a given
priority axis, the amount to be paid shall be cabatthe amount programmed for that
priority axis in the financing plan in force. Exmbture excluded as a result may be
taken into account in a subsequent declaratiorxpémditure provided that an adjusted
financing plan has been submitted by Croatia acd@ed by the Commission.

Article 43
Payment of the final balance

In the case of the payment of the final balance déadline of Article 36 as laid down
in the MFA shall apply and the minimum requiremeotsthe Commission to approve
the application are the following:

@) the NAO has sent to the Commission a final atation of expenditure and a
final statement of expenditure; the final statemehtexpenditure shall be
certified by the NAO and supported by a final statat of assurance;

(b) the Managing Authority has sent to the Commisdine final report for the
IPARD Programme, as referred to in Article 68;

(© the decision referred to in Article 53 is adapt

The payment shall not prejudge the adoption of egsnt decisions pursuant to
Article 54.

The payment shall also not prejudge the follow-@iphe provisions laid down under
Article 44(8), Article 48 and Article 55.

No further financial transactions may be made byaGa on the IPARD euro account
after the final payment claim was sent to the Cossion. Croatia shall ensure that the
requirements referred to in paragraph 1 are resgauottil the requirements mentioned
under Article 48 are fulfilled. As regards the pmions under Article 55 the
Commission should be informed whenever the recavamsounts are recorded in the
national accounts.
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Croatia shall set up a system which allows it #ofe-up on the requirements set out
in paragraph 4. Croatia shall identify the resplllesibody and shall inform the
Commission of the practical arrangements concenhiadransfer of responsibilities to
this body.

Article 44
Payments to final beneficiaries

Croatia shall ensure that payments to the finakbeiaries are:

(@) made in national currency and debited as apjatepagainst the IPARD euro
account. The payable order(s) or any other accogirdocuments of equivalent
probative value to the final beneficiary(ies) or tteeir assignee(s) shall as a
general rule be issued within 3 working days of tihebit;

(b) based on declarations of expenditure incurrgdthe final beneficiary and
evidenced by original receipted invoices. Wherdasémsce is not a function of
expenditure, other appropriate documents, as spedif the IPARD Programme
may be accepted.

In order to be eligible, expenditure shall not beurred before the date of conclusion
of the contract which made the claimant a final dfiemary under the IPARD
Programme. In the case where aid is not a funafoexpenditure, the events which
trigger assistance shall not occur before that. ddtese restrictions on date shall not
apply for feasibility and related studies and foe Technical Assistance measure.

Except for actions under the Technical Assistaneasure and activities referred to in
paragraph 6(c) of Article 32 expenditure shall m case relate to projects selected,
contracts concluded by or on behalf of the IPARDeAgy and final beneficiaries, and

expenditure paid earlier than the date(s) specifiele Commission Decision referred

to in Article 25.

No payments shall be made in cash.

Where original invoices or the other relevant doenta referred to in paragraph 1(b)
are not retained by the IPARD Agency following rigtethe IPARD Agency shall
ensure that copies shall be taken and arrangemeads to ensure that the originals
will be made available for audit and inspectiongmses.

The NAO and the IPARD Agency shall ensure thatltptablic expenditure by all
public bodies in Croatia for each measure and prageidentifiable in the IPARD
Agency's accounts.

The IPARD Agency shall maintain records of eachnpayt which include at least the
following information:

€)) the amount in national currency;
(b) the corresponding amount in euros.

The ratios of Community and national contributiomgublic expenditure, and of total
public expenditure to total eligible costs, shaldetermined in national currency.
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10.

11.

12.

13.

The NAO and the IPARD Agency shall ensure that@ampunt(s) which they find has

been inadvertently paid in excess of the sum dagdnby them and which have been
incorporated in expenditure declarations chargedhto IPARD euro account, are

recorded within 3 working days in the IPARD eurc@mt and deducted from the
next application for payment to the Commissionnrefeé to in Article 39.

The NAO and the IPARD Agency shall ensure timegatment of payment requests
by final beneficiaries. In cases where the inteftweween receipt of the supporting
documents needed to make the payment and issuitigegbayment order exceeds
three months, Community co-financing may be reduoedaccordance with the

following rules:

(@) where expenditure effected after the deadlisexjual or less than 4% of the
expenditure effected before the deadlines, no temucshall be made,
irrespective of the number of months' delay;

(b) where expenditure effected after the deadlimsegreater than 4% of the
expenditure effected before the deadlines, alh&mrexpenditure effected with
a delay of up to:

I. one month shall be reduced by 10%;

il. two months shall be reduced by 25%;

ii. three months shall be reduced by 45%;

V. four months shall be reduced by 70%;

V. five months or more shall be reduced by 100%.

However, the Commission may apply a different tisoale and/or lower or zero
reductions, if exceptional management conditions ancountered for certain
measures, or if well-founded justifications areyided by Croatia.

Before taking the decision the Commission shalbrimf Croatia allowing it to make
its position known within 10 working days. The Corsion shall inform Croatia of
its final decision, stating the reasons on whi@dRcision is based.

For any expenditure effected after the deadlinesattx shall submit to the
Commission a detailed justification of the delayitien evidence to substantiate this
justification as well as a demonstration of a direelationship between the
justification and the relevant expenditure effecéidr the deadlines.

Article 45
Exchange rate and interest

Croatia shall ensure that the rate recorded fovemmon between euro and national
currency is the monthly accounting rate of the eagtablished by the Commission for
Croatia for the month during which the expenditwaes registered in the accounts of
the National Fund and the IPARD Agency. However:

(@) for payments by the IPARD Agency the date tagnpent order is issued to the
final beneficiary or their assignee shall be thieeddown in the accounts;
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(b) for overpayments by the IPARD Agency in accoawith Article 44(9) and
for debts not recovered, as well as debts that havéeen collected within 2
years of their registration in the debtor’s ledgeaccordance Article 55, the rate
in the month preceding the month during which therpayment or the debt
were first noted;

(c) for amounts fixed by the clearance of accouward/or conformity clearance
Decisions, the rate in the month preceding the mdnting which the Decision
was taken;

(d) for debts and interest recovered in accordamitie Article 55 the rate in the
month preceding on the month during which the e\eds recovered,;

(e) for irregularities recovered in accordance wdtticle 28 of the Framework
Agreement, the rate in the month preceding the mdating which the amount
was recovered,

() for interest earned on the National Fund's #relIPARD Agency's account(s),
the rate on the month the interest was creditédg@ccount(s) which must be at
least monthly.

These provisions shall also apply to cases covayettticle 31(2).

In the event that a rate for a month is not puklishthe rate for the most recent
previous month of publication shall be used.

Where the time-limits in the Decisions taken purgua Articles 53 and 54 are not
complied with, any outstanding amount shall gemenaterest at a rate equal to the
Euribor rate for three month deposits publishedth®y European Central Bank plus
1.5% points. That rate shall be the monthly averafg¢he month in which those

Decisions were taken.

Any interest earned on the IPARD euro account remdne property of Croatia.
Interest generated by the financing by the Commufithe IPARD Programme shall
be posted exclusively to the IPARD Programme, beaggrded as a resource for the
Croatia in the form of a national public contrilmutj and shall be declared to the
Commission, at the time of the closure of the IPARDgramme.

Accounts related to the IPARD Programme funds hgidhe IPARD Agency shall
bear interest. Interest earned on those accoumtbutdble to the Community
contribution shall also be used exclusively for HRARD Programme and shall not be
subject to any charges or taxes. All interestlaitable to the Community contribution
shall be additional to the amounts included in MA and shall be regarded as a
resource for Croatia.

However, interest not accounted for by projectsstes$ under the IPARD Programme
shall be notified to the Commission within threentins of this amount being known
and shall be paid to the Commission in euros

Article 46
Suspension of payments

All or part of the payments may be suspended byimamission where:
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(@) there is a serious deficiency in the managenaeudt control system of the
IPARD Programme which affects the reliability of ethprocedure for
certification of payments and for which correctiweeasures have not been
taken; or

(b) the accreditations delivered by the CAO andf@ NAO are suspended or
withdrawn; or

(©) the conferral of management decision by the @@sion is suspended or
withdrawn; or

(d) expenditure in a certified statement of exptnmdi is linked to a serious
irregularity which has not been corrected; or

(e) clarifications are needed regarding the infdromacontained in the declaration
of expenditure; or

() the most recent audit reports and audit opisidoe have not been sent to the
Commission in accordance with Article 28; or

(9) the NAO has not sent to the Commission the ahstatements of assurance as
referred to in Article 27, including the most retene due.

Croatia shall be given the opportunity to presénbbservations within a period of 1
month before the Commission decides on a suspeirsextordance with paragraph 1
of this Article.

The Commission shall end the suspension when G@rdas taken the necessary
measures to remedy the deficiency, irregularitylamk of clarity referred to in
paragraph 1 of this Article.

If those measures have not been taken by Cro&gaCbmmission may decide to
cancel all or part of the Community contribution e IPARD Programme in
accordance with Article 54.

Article 47
Closure of the IPARD Programme

After an application for final payment has beenereed by the Commission, the
IPARD Programme is considered closed as soon asfdhe following occurs:

@ payment of the final balance due by the Comionss
(b) issuance of a recovery order by the Commission;
(c) de-commitment of appropriations by the Comnoissi

The closure of the IPARD Programme does not preguthe Commission's right to
undertake a financial correction in accordance Witiicle 54 at a later stage.

The closure of the IPARD Programme does not affezbbligations of Croatia under
Articles 44(9), 48 and 55 and to continue to retalated documents, in accordance
with Article 48.
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Article 48
Retention of documents

All documents related to the IPARD Programme, iditlg those relating to projects
that have not been selected, shall be retainedrbgti@ for at least 3 years after the
closure of the IPARD Programme or in case of inwesit projects for a period of 5
years following the date of the final payment ad toown in Article 172(4) of the IPA
Implementing Regulation. This period shall be initpted either in the case of legal
proceedings or at the duly motivated request ofxbemission.

The IPARD Agency and the National Fund shall ensia if they do not hold those
documents themselves, the documents are kept aigpesal of the Commission for
that period. In the case of irregularities or nggptice, the supporting documents
referred to in paragraph 1 shall be kept at thpasial of the Commission for at least
five years following that in which the sums areimty recovered from the final
beneficiary and credited to the IPARD Programme irorwhich the financial
consequences of non-recovery are determined urrdefe?5.

In case of a conformity clearance procedure pral/ide in Article 54, the supporting

documents referred to in paragraph 1 shall be &efite disposal of the Commission
for at least one year after the conclusion of gratedure or, if a conformity decision
is the subject of legal proceedings before the CofirJustice of the European
Communities, for at least one year after the caichuof those proceedings.

Sub-section 3 Financial corrections

Article 49
Protection of the financial interests of the Comityuand
assurances regarding the management of Commumitisfu

Croatia shall adopt all legislative, regulatory aamministrative provisions and take
any other measures necessary to ensure effecowection of the financial interests of
the Community, and particularly in order to:

I. check the genuineness and compliance of opesatiihanced by the
Community;

il. prevent and pursue irregularities;
iii. recover sums lost as a result of irregulasitoe negligence.

Croatia shall inform the Commission of the prousicadopted and measures taken
under paragraph 1 and the measures taken for maeagj@and control in compliance
with Community legislation concerning support foetiPARD Programme in order to
protect the financial interests of the Community.

Article 50
Content of the annual accounts

The annual accounts referred to in Article 27(3hd Framework Agreement shall
include:
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(@) acomplete set of financial statements in accorelath the books and records
of the National Fund and the IPARD Agency, showi@gmmunity and
national parts, and including the following compotse

I. balance sheet;
il economic outturn account (including segmepioréng by measures);
iii. statement of changes in net assets/liabilities

Iv. cash flow table, accompanied by informationatielg to the IPARD
euro account;

V. annex to the financial statements.

(b) The revenues and the expenditure of the IPARD progre, showing
Community, national and total revenues and experelisummarised by
measures and presented on an annual basis, agdefein first subparagraph
of paragraph 1 and submitted using Form D 2 aswgah Annex llI;

(c) information regarding expenditure and revenues tfee whole period of
implementation of the IPARD programme or confirroatithat the detail of
each transaction is held on computer file at tepakal of the Commission;

(d) a table of differences by IPARD Programme and nreashetween the
expenditure and the revenues declared in the amcgalints and that declared
for the same period in the documents referred #riitle 39, accompanied by
an explanation for every difference;

(e) the table of the amounts to be recovered for tlaeoéthe exercise.

The form and content of the financial statementsrred to in the first subparagraph
of paragraph 1 shall be established in accordanite imternational Generally
Accepted Accounting Principles and any guidelings tbe application of these
standards established by the Commission.

Article 51
Transmission of the clearance information

For the purpose of the clearance of accounts potst@a Article 30(1) of the
Framework Agreement, the NAO shall send to the Casion, with copy to the
CAO:

(@) the items included in the annual accounts, as regfeto in Article 50,
together with any reports by authorities acting emdlelegation from
structures, authorities and bodies mentioned el in the Article 9(3);

(b) the opinions and reports established by the AudihArity, as referred to in
Article 16;

(c) complete recording of all the accounting informatias referred to in Article
50 and required for control purposes;
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(d) the statement of assurance as referred to in Ar&¢l

The documents and the accounting information re€eto in paragraph 1 shall be
signed and certified, and transmitted by the NAQ@, behalf of Croatia, to the
Commission by 30 April at the latest of the yediofeing the end of the financial
year which it concerns, with copies to the CAO &hd Audit Authority. The
documents referred to in points (a) and (b) of treaagraph shall be sent in one copy
together with an electronic copy in accordance wtile format and under the
conditions established by the Commission, followihg model set out in Annex Ili
and in the table referred to under Article (50)(e).

At the request of the Commission or on the iniatdf the NAO, further information
concerning the clearance of accounts may be adatdssthe Commission within a
time period set by the Commission, taking into actdhe amount of work required
for providing that information. In the absence bétt information, the Commission
may clear the accounts on the basis of such infitomas is in its possession.

In duly justified cases, the Commission may aceeptquest for a late submission of
information, if that request is addressed to itobefthe deadline for submission
concerned.

Article 52
Form and content of the accounting information

The form and content of the accounting informatieferred to in Article 51(1)(c)
shall be established in accordance with Internati@enerally Accepted Accounting
Principles and any guidelines on the applicatiotheke standards established by the
Commission and shall ensure that total public edjgere by all public bodies in
Croatia for each measure and project is identdiabl the books and records of the
National Fund and the IPARD Agency by an adequateunting code.

Where there are disagreements, differences ofpirgtion or inconsistencies relating
to documents and the accounting information refetoein paragraph 1 of this Article
for a reference period, resulting in particularnfrghe failure to communicate the
information required under this Agreement, and ehesjuire further checks, Croatia
shall be required to provide additional information

The accounts referred to in Article 50 shall bersitted using Form D 2 as set out in
Annex Il

Where payments due under the IPARD Programme amgndrered by claims, they
shall be deemed to have been made in their entirety

(@) on the date of the payment of the sum still duthé&beneficiary, if the claim is
less than the expenditure settled;

(b) on the date of the settlement of the expendit@ithei latter is less than or equal
to the claim.

The accounting information shall be used by the @@sion for the sole purposes of:

(@) carrying out its functions in the context of thearlance of accounts pursuant to
IPA implementing rules;
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10.

(b) monitoring developments and providing forecasttheagricultural sector;

(c) in this context, the European Court of Auditors @hd European Anti-fraud
Office (OLAF) have access to that information.

Payment orders not executed and payments debitbe @mccount and then re-credited
shall be shown in Form D2 as deductions from experedin respect of the month

during which the failure to execute or the cantigitais reported to the IPARD

Agency.

Croatia shall set up, in respect of the IPARD Paogne, a system for the recognition
of all amounts due and for the recording in a debtiedger of all such debts,
including irregularities prior to their receipt. WWout prejudice to Article 44(6) or any
national provisions concerning recovery of debty, fanancial contribution charged to
the Community in respect of these sums includinggularities shall be written off at
the end of the second year following its registrain the debtors ledger and deducted
from the next application for payment as providedih Article 42(2).Any interest
recovered by the IPARD Agency attributable to them@hunity contribution in
respect of debts recovered shall be recorded INRAKRD Agency account(s) and
used exclusively for the IPARD Programme. The IPAR@ency and the National
Fund shall ensure that any amounts recovered adited to the IPARD euro account
within 3 working days of the date of recovery.

Any personal data included in the accounting infation collected shall only be
processed for the purposes specified in paragrapm 2articular, if accounting
information is used by the Commission for the psgoeferred to in paragraph 5, the
Commission shall make such data anonymous andgmaice aggregated form only.

Any queries concerning the processing of their reskdata shall be addressed by the
persons concerned to the Commission as set outettioB 5 of Commission
Regulation (EC) No 1828/2006 of 8 December 2006

The Commission shall ensure that the accountinynmédtion is kept confidential and
secure.

Article 53
Financial clearance

The clearance of accounts decision referred to nticld 30(1) of the Framework
Agreement shall determine the amounts of experaligffiected in Croatia during the
financial year in question which shall be recogdias being chargeable to the IPARD
Programme on the basis of the accounts referréa Asticle 50 and the funds which
may be re-used by Croatia under Article 35 of treafework Agreement.

The Commission shall, by 30 September at the ladésthe year following the
financial year concerned, on the basis of the m#iion referred to in paragraph 1,
take a Decision to clear the accounts of the Natiéiund and the IPARD Agency
(hereinafter referred to as “the clearance of actDecision”).

10J L 371, 27.12.2006, p. 1.
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The clearance of accounts Decision shall covelrttegrality, accuracy and veracity
of the accounts submitted and shall not prejudioe adoption of a subsequent
conformity clearance Decision, pursuant to Artisle

The clearance of accounts Decision shall also cthesclearance of the IPARD euro
account and amounts to be credited to that acaaumtcordance with Article 55 and
Article 52(6).

The Commission shall also communicate to Croagar¢isults of its verification of the
information supplied, together with any amendmeénpsoposes, by 15 July following
the end of the financial year at the latest.

If, for reasons attributable to Croatia, the Consiais is unable to clear the accounts
before 30 September of the following year, the Cassian shall notify the NAO,
with copy to the CAO and the Audit Authority, ofade additional inquiries it
proposes to undertake pursuant to Article 26.

The amount which, as a result of the clearancecobunts decision, is normally
recoverable from or payable to Croatia shall baldsthed by deducting the interim
payments in respect of the financial year concefnat the expenditure recognised
for the same year in accordance with paragraphthisfArticle. That amount shall be
deducted by the Commission from or added to thieviahg interim payment or the

final payment.

However, where the amount to be deducted fixed Hey dlearance of accounts
Decision exceeds the level of possible subsequayments, the NAO shall ensure
that the amount not covered by the balance shatiredited to the Commission in
euro within two months of notification of that Dsiin. The Commission may
however, on a case by case basis, decide thatraoyrd to be credited to it shall be
offset against payments due to be made by the Cssioni to Croatia under any
Community instrument.

This Article shall apply, mutatis mutandis, to firgancing payments within the
meaning of Article 40.

Article 42 of the Framework Agreement does not ypplthe financial clearance.

Article 54
Conformity clearance

If the Commission finds that expenditure under tIRARD programme has been
incurred in a way that has infringed applicableesylit shall decide what amounts are
to be excluded from Community financing.

The Commission shall assess the amounts to bed®clon the basis of the gravity of
the non-conformity recorded. It shall take due actf the nature and the gravity of
the non-conformity and of the financial damage edus the Community.

When, as a result of any inquiry, the Commissionsaers that expenditure was not
effected in compliance with the applicable rulésshall communicate its findings to
the CAO and the NAO, and indicate the correctivesnees needed to ensure future
compliance with those rules.
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The communication shall make reference to thischatiThe NAO shall reply within

two months of receipt of the communication, witlpgdo the CAO and the Audit
Authority, and the Commission may modify its pasitiin consequence. In justified
cases, the Commission may agree to extend thedperioeply.

After expiry of the period for reply, the Commissishall convene a bilateral meeting
and both parties shall endeavour to come to aneagget as to the measures to be
taken as well as to the evaluation of the gravitytree infringement and of the
financial damage caused to the Community budget.

Within two months from the date of the receptiontieé minutes of the bilateral
meeting referred to in the third subparagraph ofag@ph 3, the NAO shall
communicate any information requested during the¢ting or any other information
which it considers useful for the ongoing examiordi

In justified cases, the Commission may, upon reagaaquest of the NAO, authorise
an extension of the period referred to in the fgbparagraph. The request shall be
addressed to the Commission, with copy to the CA@tae Audit Authority, before
the expiry of that period.

After the expiry of the period referred to in thest subparagraph, the Commission
shall formally communicate its conclusions to thAQy with copy to the CAO and
the Audit Authority, on the basis of the informaticeceived in the framework of the
conformity clearance procedure. The communicatioall evaluate the expenditure
which the Commission envisages to exclude from Camty financing.

Where the Commission proposes a financial correaiiothe basis of an extrapolation
or at a flat rate, the NAO shall be given the opynaty to establish the actual extent
of the irregularity, through an examination of th@cuments available. In agreement
with the Commission, the NAO may limit the scope thfs examination to an
appropriate proportion or sample of the documenslable. Except in duly justified
cases, the examination and the communication okgalts to the Commission shall
take place within two months from the date of réigpof the Commission's proposal
for a financial correction.

The NAO shall inform the Commission, copy to the@And the Audit Authority, of
the corrective measures it has undertaken to erumpliance with the applicable
rules and the effective date of their implementatio

The deductions from the Community financing shal rnade by the Commission
from the following interim payment or the final pagnt. However, at Croatia's
request and where warranted by the materialithefdeductions the Commission may
set a different date for the deductions.

In accordance with Article 35(1) of the Frameworgréement the deductions made
by the Commission shall not be reallocated to BRD Programme.

Article 42 of the Framework Agreement does not gpplthe conformity clearance.
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Article 55
Recovery of funds in case of irregularity or fraud

The NAO shall recover the Community contributiondpso the final beneficiaries
from those who committed the irregularity, fraudcorruption or benefited from it, in
accordance with Article 29(2) of the Framework Agreent.

The NAO shall make financial adjustments wheregutarities or negligence are
detected in operations of the IPARD Programme kalljoor partially cancelling the
Community contribution to the operations concerngéle NAO shall take into
consideration the nature and gravity of the irragties detected and the financial loss
to the Community contribution.

The Community contribution recovered pursuant toageaph 1 and cancelled
pursuant to paragraph 2 may be reused in accordetitparagraph 4(c).

The financial adjustments and reuse of funds dtalundertaken by the NAO and
shall be subject to the following conditions:

(@) where irregularities are detected, the NAO shatlked its inquiries to cover all
operations liable to be affected by such irregtits;j

(b) the NAO shall notify the corresponding adjustmeiatdshe Commission, with
copy to the CAO and the Audit Authority;

(c) amounts of the Community contribution which are cedled and amounts
recovered, as well as the interest thereon, shaltelallocated to the IPARD
Programme concerned. However, the cancelled orveeed Community
contribution may be reused only for an operatiomennthe same IPARD
Programme and provided the contribution is reatletao operations which
have not been the subject of a financial adjustment

When the annual accounts are sent, as providednhférticle 51, the NAO shall

provide the Commission, with copy to the CAO and #udit Authority, with a

summary report on the recovery procedures undertakeesponse to irregularities.
This shall give a breakdown of the amounts not rgebvered, by administrative
and/or judicial procedure and by year of the prymaaministrative or judicial finding

of the irregularity.

After the procedure laid down in Article 54(3) amdthe first three subparagraphs of
Article 54(4) has been followed, the Commission rdagide to charge the sums to be
recovered to Croatia in the following cases:

(@ where the NAO has not initiated all the administeabr judicial procedures for
the recovery of the contribution paid to the fit@neficiaries within the year
which follows the first administrative or judicifihding;

(b) where the NAO has failed to comply with its obligas under paragraph 4.

The Community contribution not recovered by the REA Agency from the final
beneficiaries within two years of their registration the debtor's ledger shall be
refunded by the NAO to the Community budget. Wheossible, the contribution
recovered shall be deducted by the Commission firwrfollowing interim payment
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or the final payment to Croatia. Any interest rem@d by Croatia attributable to the
Community contribution in respect of debts recodesball be recorded in Croatia's
account(s). Croatia shall ensure that any amoeatsvered are credited to the IPARD
euro account within 3 working days of the dateemfovery.

8. Where it has been possible to effect the recoveligrred to in paragraph 1 when the
combined total of declarations of expenditure eslsetbe ceiling of 95% as provided
for in Article 38(5) or after closure of the IPARBrogramme, the NAO shall refund
the sums recovered to the Community budget in decme with the procedures laid
down in Article 34 of the Framework Agreement.

9. This Article shall cease to apply five years aftkrsure of the IPARD Programme.
Any contribution not yet recovered at that datellsha written-off in the debtor's
ledger and the corresponding amount shall be refdintd the Community budget.
This payment shall not prejudice the adoption &fuasequent decision pursuant to
Article 54.

Article 56
Definition of primary administrative or judicialrfdings

The primary administrative or judicial finding refed to in Article 55 means the first written
assessment of a competent authority, either adiratiise or judicial, concluding on the basis
of actual facts that an irregularity has been cotteahj without prejudice to the possibility that
this conclusion may subsequently have to be adjuste withdrawn as a result of
developments in the course of the administrativigidicial procedure.

Sub-section 4 Exceptional natural disasters

Article 57
Exceptional natural disasters

1. The Commission may, in the event that it determthasan exceptional natural disaster
has affected Croatia, on the basis of a reasorpase by Croatia, for relevant projects
in the region affected and for a specified peripdrmit rates of Community co-
financing to total public expenditure above thopecified in the IPARD Programme
but within the ceiling of 85%.

2.  Moreover, the Commission may authorise the follgnerogations from provisions of
this Agreement as follows:

(@) the 50% thresholds as provided for in Articlé(Z3 may be replaced by
thresholds of up to 75%;

(b) requests for additional pre-financing paymentsy also be based on estimates
of needs flowing from the expected impact of theeptional natural disaster in
addition to the conditions referred in Article 40(4

(c) the requirement for declarations of expendiinoairred by the final beneficiary
to be evidenced by receipted invoices may be refdldy a formal decision by
the IPARD Agency to support the project. The crdor such decisions shall
be specified in the reasoned request submittedrbgti@ and approved by the
Commission. The final beneficiary shall undertakthin a period not exceeding
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(d)

one year to provide declarations of expendituraallstincurred as provided for
in Article 44(1)(b). No payment to any beneficigayrsuant to this derogation
may exceed 20% of the total cost of the investnagmproved by the IPARD
Agency and any such payment shall be the subjeeppfopriate guarantees.
The provision limiting expenditure declarationseaeents occurring no earlier
than the date the contract was concluded makingl#imant a final beneficiary
may be replaced by a limit of no earlier than tla¢edthe exceptional natural
disaster occurred;

the obligation for procurement by public bodeésservices, works and supplies,
referred to in Article 23(4) of the Framework Agmeent, may in accordance
with Article 33(3) be replaced by less burdensomavigions including those

permitting negotiated procedures whereby autharitiensult providers of their

choice and negotiate the terms of the contract o or more of them.

SECTION IV M ANAGEMENT , PROGRAMME MONITORING AND EVALUATION

Sub-section 1 General provisions

Article 58
Scope

This Section sets out the provisions for the mamegg, monitoring and evaluation of the
IPARD Programme and complements the related passiunder Section V of the
Framework Agreement. Croatia shall ensure thaiptias these provisions.

Article 59
Partnership

1. Assistance under the IPARD Programme shall be imgiged through close
consultations (hereinafter referred to as “partmery between the Commission and
Croatia and with the authorities and bodies desgghby Croatia under national rules
and practices, including:

(@)
(b)
(©)

the competent regional, local authorities atfeéiopublic authorities;
the economic and social partners;

any other appropriate body representing civkisty, non-governmental
organisations, including environmental organisatjoand bodies responsible
for promoting equality between men and women.

Croatia shall designate the most representativimgrar at national, regional and local

level and in the economic, social, environmentabihier sphere (hereinafter referred
to as “partners”). It shall create the conditioosd broad and effective involvement of
all appropriate bodies, in accordance with natiandés and practices, taking into
account the need to promote equality between mehvawmen and sustainable
development through integration of environmentabtgetion and improvement
requirements.
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The partnership shall be conducted with due retzatde respective institutional, legal
and financial responsibilities of each categorpaiftner as defined under paragraph 1.

The partnership shall be involved in the prepamtimplementation, monitoring and
evaluation of the IPARD Programme. Croatia shalblwe all appropriate partners at
the various programming stages, due regard bewengo the time limit set for each
step.

Sub-section 2 Monitoring of the |PARD Programme

Article 60
Programme Monitoring and Monitoring Indicators

The Managing Authority and the Monitoring Committiee the rural development
component (hereinafter referred to as "IPARD Mamig Committee™) shall monitor
the effectiveness and the quality of the implem@maof the IPARD Programme.
They shall report to the IPA Monitoring Committeadato the Commission on
progress of the measures.

Programme Monitoring shall be carried out by rafeee to relevant physical,
environmental and financial indicators. These iatlics, concerning the inputs, the
outputs and the results of the IPARD Programme) stlate to the specific character
of the assistance concerned, its objectives andstitéo-economic, structural and
environmental situation of Croatia.

Article 61
IPARD Monitoring Committee

In Accordance with Article 36 of the IPA Framewokgreement the IPARD
Monitoring Committee shall be set up by Croatidhmtsix months after the entry into
force of the first MFA, after consultation with tf@ommission and the partners
referred to in Article 59.

The IPARD Monitoring Committee shall satisfy itselé to the effectiveness and
qguality of the implementation of the IPARD Programnm order to attain the
Programme's objectives.

The IPARD Monitoring Committee shall be composedeaygresentatives of relevant
authorities and bodies, and appropriate econorm@akand environmental partners. It
shall draw up and approve in consultation with Menaging Authority, the IPARD
Agency and the Commission its rules of procedules€ rules of procedure shall be
adopted by the IPARD Monitoring Committee at itsstfimeeting. These may be
changed by this Monitoring Committee as the neesesr Such changes shall be
communicated in advance to the Commission.

The IPARD Monitoring Committee shall report to A Monitoring Committee. It
shall provide the IPA Monitoring Committee in patiar with information relating to:

(@) the progress made in implementing the IPARDgRnmme, by priority axis

and, where relevant, by measures or operations;stimll include the results
achieved, financial implementation indicators, anbder factors and shall be
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10.

11.

12.

13.

14.

established with a view to improving the impleméiota of the IPARD
Programme;

(b) any aspects of the functioning of the manage¢rard control system raised by
the Audit Authority, the NAO or the CAO.

The IPARD Monitoring Committee shall be chaired dyepresentative of Croatia.
The person designated shall not hold a positidghenPARD Agency.

The Commission, the Head of the IPARD Agency arel NIAO shall participate in
the work of the IPARD Monitoring Committee.

The IPARD Monitoring Committee shall be consultedthin four months of the
Decision approving the IPARD Programme on the seleccriteria for financed
operations. The selection criteria shall be revesatbrding to programming needs.

The IPARD Monitoring Committee shall examine thesules of the IPARD
Programme in particular the achievement of theetisrget for the different measures
and the progress on utilisation of the financidbadtions to those measures and
allocations to sub-measures within measures wherdRARD Programme includes
such allocations. In this regard, the Managing Atitih shall ensure that all relevant
information on the progress of measures and, asmppate, sub-measures, is made
available to the Monitoring Committee and the NIRAC

The IPARD Monitoring Committee shall periodicallgview progress made towards
achieving the objectives set out in the IPARD Pangme. For this purpose, it shall, in
particular, be given the following:

(@) information on any sectors where difficulties axperienced;
(b) information on the results of checks carrietl and
(c) the list and characteristics of approved pigjand those not approved.

The IPARD Monitoring Committee shall consider amapb@ve, where appropriate,
any proposal to the Commission to amend the IPARIyRAMMe.

The IPARD Monitoring Committee may, following coistion with the Managing
Authority and the IPARD Agency, propose to the Cassion and to the NIPAC,
with copies to the NAO and the CAO, amendments emiewvs of the IPARD
Programme to ensure the achievements of the Progeaobjectives and enhance the
efficiency of the assistance provided.

The IPARD Monitoring Committee shall consider amprve the annual and final
implementation reports before they are sent tcdbmmission, the CAO, the NIPAC
and the NAO, with a copy to the Audit Authority.

The IPARD Monitoring Committee shall examine thegming and interim evaluation
of the IPARD Programme referred to in Articles 6l 6.

The IPARD Monitoring Committee shall consider amprve the communication
plan referred in Article 70 as well as any subsetjupdates of the plan.
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15.

When required by the IPARD Programme to give amiopi on any matter, the
IPARD Monitoring Committee shall act accordingly.

Article 62
Indicators

The progress, efficiency and effectiveness of B#®RD Programme in relation to its
objectives shall be measured by means of indicatdesing to the baseline situation
as well as to the financial execution, outputsyltesand impact of the programme.

The IPARD Programme shall specify a limited numloéradditional indicators
specific to that Programme.

Sub-section 3 Evaluation

Article 63
Principles for the evaluation of the IPARD Prograsnm

Evaluations shall aim to improve the quality, effeeness and consistency of the
assistance from Community funds and the strategyimplementation of the IPARD
Programme.

The IPARD Programme shall be subject to ex-ante tandn on-going evaluation
system which shall take the form of ex-post and,emghappropriate, interim
evaluations carried out by independent evaluatodeuthe responsibility of Croatia.

The evaluations shall assess the implementatioimeofiPARD Programme towards
the achievement of objectives set out in Articleof2he IPA Framework Regulation.
In particular the effectiveness of the measureshef IPARD Programme shall be
assessed on the basis of their overall impact on:

(@) contributing to the preparation of Croatia floee implementation of the acquis
communautaire concerning the Common Agriculturalidgoand related
polices;

(b) contributing to the sustainable adaptationhe &gricultural sector and rural
areas in Croatia;

(c) the objectives in the IPARD Programme.

The evaluations shall examine the degree of uiitisaof resources, the effectiveness
and efficiency of the programming, its socioecormimmpact and its impact on the
defined priorities. They shall cover the goals ¢ iPARD Programme and aim to
draw lessons concerning rural development polidyeyTshall identify the factors
which contributed to the success or failure of thmplementation of the IPARD
Programme, including the sustainability of actioasd identifications of best
practices.

Evaluations shall respond to a common monitorind) @aluation framework defined
by the Commission in consultation with Croatia ssfthll, as a general rule, be
accompanied by achievement related criteria andtahots. In addition, evaluations
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may be required to answer specific questions mlaiehe objectives of the IPARD
Programme.

Croatia shall assemble the appropriate resourabsdalect the data required to ensure
that evaluations can be carried out in the mostcéffe manner. In this connection,
evaluation shall make use of the various partisutaat the Programme monitoring
arrangements may Yyield, supplemented where negesbyr the gathering of
information to improve its relevance.

Evaluation reports shall explain the methodologieglied, and include an assessment
of the quality of the data and the findings.

The quality and implications of evaluations sha#i bssessed by the Managing
Authority, the IPARD Monitoring Committee and ther@mission.

The results of the ex-ante and the interim evadnatshall be taken into account in the
programming and implementation cycle.

Article 64
Ex-ante evaluation of the IPARD Programme

Ex-ante evaluation shall form part of drawing up tRARD Programme and aim to
optimise the allocation of budgetary resources iamagtove programming quality. It
shall identify and appraise medium and long-termdsethe goals to be achieved, the
results expected, the quantified targets partibularterms of impact in relation to the
baseline situation, the Community value-added, @éktent to which the priorities
defined have been taken into account, the lesseasdd and the quality of the
procedures for implementation, Programme monitgriagaluation and financial
management.

Ex-ante evaluation shall be carried out under éspansibility of Croatia.

Article 65
On-going evaluation

Croatia shall establish a system of on-going evanaor the IPARD Programme.
This system shall be organised on the initiativetlod Managing Authority in
cooperation with the Commission on a multi-annuadi® and shall cover the entire
programming period.

The Managing Authority and the IPARD Monitoring Camttee for the Programme
shall use on-going evaluation to:

(@) examine the progress of the IPARD Programmeelation to its goals by
means of result and, where appropriate, impactaidrs;

(b) improve the quality of IPARD Programme and theiplementation;
(c) examine proposals for substantive changesat®tbgramme;

(d) prepare for interim and ex-post evaluation.
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The Managing Authority shall report each year andh-going evaluation activities to
the IPARD Monitoring Committee with copies to th&@ and the Audit Authority. A
summary of the activities shall be included in tenual report provided for in
Article 68.

Article 66
Interim evaluation

If the Commission considers as appropriatehen third year following the year of
adoption of the first Decision of the conferral mbnagement of aid of the IPARD
Programme, the on-going evaluation shall take thenfof a separate interim
evaluation.

The interim evaluation shall propose measurasfwove the quality of the IPARD
Programme and its implementation. In particularafieoshall ensure that the interim
evaluation examines the initial results of the IFARrogramme, their consistency
with the ex-ante appraisal, the relevance of thgeta and objectives and the extent to
which they have been attained. It shall also assksesquality of Programme
monitoring and implementation and the experiengeeghin setting up the system for
implementation of the IPARD Programme.

The interim evaluation shall be submitted to BBARD Monitoring Committee, and
to the Commission by 31 December of the year refeto in the paragraph 1 of this
Article.

In addition to the assessment referred to inckert63(8), the IPARD Monitoring
Committee, the Managing Authority and the Commissishall consider the
implications of the evaluation with a view to rewiag the IPARD Programme.

The Managing Authority shall inform the Commassiabout the follow-up to the
recommendations in the evaluation report.

If Croatia fails to submit the interim evaluatioeport by the date referred to in
paragraph 3 the provisions of Article 39(4) shalblg.

Article 67
Ex-post evaluation

During the last year of validity of the commitmi@stablished in the most recent MFA
concluded with Croatia, the on-going evaluationllstake the form of a separate ex-
post evaluation. It shall be completed and subndhitbethe Commission not later than
the end of that year.

On the basis of the evaluation results alreadylable as well as evaluation questions
relevant to the IPARD Programme, the ex-post evi@oahall cover the utilisation of
resources and the effectiveness and efficiencheflPARD Programme, its impact
and its consistency with the ex-ante evaluatiorshtll cover factors contributing to
the success or failure of implementation, the adneents of the IPARD Programme
and results, including their sustainability. It Bhdraw conclusions relevant to the
IPARD Programme and to the enlargement process.

If Croatia fails to submit the ex-post evaluaticeport by the date referred to in
paragraph 1 the provisions of Article 39(4) shalblg.
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Sub-section 4 Reporting

Article 68
Annual and Final reports

The Managing Authority, following consultation withe IPARD Agency, shall draw
up annual reports and a final report on the impleateon of the IPARD Programme.

The annual reports on implementation of the IPARDgPamme shall cover the
calendar year and shall include the cumulativenionel and monitoring data for the
whole period of implementation of the IPARD Progrmaen The final reports on
implementation of the IPARD Programme shall covée twhole period of
implementation and may include the last annualntepo

The reports referred to in paragraph 1 of thisdetshall be sent to the Commission,
to the NIPAC, and to the NAO, with copies to the@And the Audit Authority, after
examination and approval by the IPARD Monitoringn@oittee.

The annual reports shall be submitted within sixnthe of the end of each full
calendar year of the implementation of the IPARDdPamme. The final report shall
be submitted at the latest six months after thal fttate of eligibility of expenditure
under the IPARD Programme.

All annual and final implementation reports shatilude the following information:

(@) any change in general conditions of relevaiocéhe implementation of the
IPARD Programme, in particular, the main socio-eguoit trends, changes in
national, regional or sectoral policies and, whagpplicable, their implications
for the consistency between IPARD assistance aaidtbm other Community
financial instruments;

(b) the progress in the implementation of priesteand measures in relation to the
attainment of the objectives of the IPARD Programtheir specific targets in
the IPARD Programme, with a quantification, whereaed whenever they
lend themselves to quantification, of the physiadicators and indicators of
results and of impact, in the IPARD Programme;

(c) the steps taken by the Managing Authority, IRARD Agency where
appropriate, and the IPARD Monitoring Committee help to ensure the
quality and effectiveness of implementation, inticafar:

I programme monitoring and evaluation measuresgjuding data
collection arrangements;

ii. a summary of any significant problems encougdein implementing
the IPARD Programme and any action taken, includihgt on
recommendations for adjustments made pursuantréyph 9;

ii. a summary of the results of the controls eadrout per measure and of
the irregularities detected;

iv. the use made of technical assistance;
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V. the steps taken to involve local bodies to agreextend;
Vi. the steps taken to ensure publicity for the REAProgramme;

Vii. data to demonstrate that Community funds ammmementing
funding available in Croatia.

(d) The steps taken to ensure co-ordination othel Community pre-accession
assistance referred to in Article 4;

(e) financial tables showing Community, nationaddatotal expenditure per
measure and, where appropriate, per sub-measure;

() a summary of the on-going evaluation activiteaccordance with Article 65;

(9) a description of the activities carried out fthre implementation of the
communication plan referred to in Article 70.

Once the Commission has received an annual rapstall inform Croatia, within a
period of one month, if the report is consideredcasiplete. Otherwise, the report
shall be deemed to be complete.

The Commission shall have three months to commeth® annual report after it has
been sent by the Managing Authority. That time tirsinall be increased to five
months for the last report of the IPARD Programifieche Commission does not
respond within the time limit set, the report sloEldeemed to have been accepted.

Every year, when the annual report is submitted acapted, the Commission, the
NAO and the Managing Authority and, where apprdprighe IPARD Agency shall
review the main outcomes of the previous year. Toenmission shall consult with
the NAO and the Managing Authority and, where appete, the IPARD Agency on
the arrangements to be defined for such a review.

If, after this review, the Commission makes commadntCroatia, it shall inform the
Commission of the action taken on these commenteré/the Commission, without
prejudice to the Decisions to be taken pursuantAtbcles 53 and 54, makes
recommendations to Croatia for adjustments aimachptoving the effectiveness of
the Programme monitoring or management arrangenfi@ntee IPARD Programme,
Croatia shall subsequently demonstrate the stdqntto improve the Programme
monitoring or management arrangements or it shallagn why it has not so acted
within three months of the receipt of the Commissiocomments. The IPARD
Monitoring Committee shall be informed on thesevéats.

Sub-section 5 Information and visibility

Article 69
Information and publicity

Croatia shall provide information on and publictee IPARD Programme and the
Community contribution in accordance with Annex &fl Commission Regulation
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(EC) No 1974/2006 of 15 December 280@vhich shall apply mutatis mutandis to
this Agreement. This information shall be aimedttz general public. It shall
highlight the role of the Community and ensure trensparency of Community
assistance.

2. The Managing Authority for the IPARD Programme $Ha#¢ responsible for its
publicity as follows:

(@) it shall inform potential beneficiaries, prasesal organisations, the economic
and social partners, bodies involved in promotiggatity between men and
women and the non-governmental organisations coeder including
environmental organisations, of the possibilitieBered by the IPARD
Programme and the rules for gaining access to IPRRigramme funding;

(b) it shall inform the general public about théerplayed by the Community in
the IPARD Programme and the results thereof.

3. The IPARD Agency shall be responsible for the mdilon of the list of the final
beneficiaries in accordance with the conditionsldsthed by Article 24(2) of the
Framework Agreement. It shall inform the final bciaries of the Community
contribution.

Article 70
Visibility

1. Activities to make available, and publicise, in @tia, information about assistance
under the IPARD Programme as referred to in Arti2#g{4) of the Framework
Agreement will be implemented based on a communicaplan to be agreed
between the Managing Authority and the Commissiefote the adoption by the
Commission of the decision referred to under Agtigb. This communication plan
shall be appraised by the IPARD Monitoring Comneitsad shall set out:

(@) the aims and target groups;

(b) the content and strategy of the communicatiod aformation measures,
stating the measures to be taken;

(c) its indicative budget;
(d) the administrative departments or bodies resiptenfor implementation;

(e) the criteria to be used to evaluate the impéd¢he information and publicity
measures in terms of transparency, awareness ¢P#RD Programmes and
the role played by the Community.

2. The amount allocated for information and publiaiay be part of the technical
assistance measure of the IPARD Programme.

16 0J L 368, 23.12.2006, p. 15. Regulation as lasrated by Regulation (EC) No 1236/2007 of 22 October
2007 (OJ L 280, 24.10.2007, p. 3).
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At the meetings of the IPARD Monitoring Committdee tChairperson shall report
on progress in implementing the information andligitlp measures and provide the
Committee members with examples of such measures.

When the implementation of the present Article ieplspecific information and
publicity activities at project level such actiei shall be the responsibility of the
final beneficiaries, and shall be funded from timeoant allocated to the relevant
project.

SECTION V' FINAL PROVISIONS

Article 71
Final provisions of the Framework Agreement

Section VI of the Framework Agreement shall gppiutatis mutandis to this
Agreement.

However, as regards Article 44(2) of the Franwbwhgreement, the addresses shall
be as follows

€)) For all correspondence other than that refamed point (b):

For the Community:

Commission of the European Communities

Directorate General for Agriculture and Rural Depghent
Unit for Pre-accession assistance

Rue de la Loi 130

BE - 1049 Brussels

Telephone:  +322 296 73 37

Fax: + 322295 17 46

E-mail: agri-ipard@ec.europa.eu

For the Republic of Croatia:

Ministry of Finance

National Authorising Officer (NAO)
Katarticeva 5

HR - 10000 Zagreb

Telephone:  +385 1 4591 479
Fax: +385 1 4591 248
E-mail: ivana.maletic@mfin.hr

(b) For correspondence relating to information eat in Article 28 of the
Framework Agreement, the addresses shall be asviall

For the Community

Commission of the European Communities
OLAF — European Anti-Fraud Office
Directorate C

Rue Joseph 1l 30

BE — 1049 Brussels
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For the Republic of Croatia:

Ministry of Finance

AFCOS - Anti Fraud Coordinating Structure
Katarticeva 5

HR - 10000 Zagreb

3. However as regards Article 48 of the Framewogte®ment, where the Commission
has detected non-compliance with the obligatiorthiefAgreement, it:

(@ shall notify Croatia of its intentions, with justétion(s); and

(b)  shall have the right, with regard to the IPARD Remgme, but without
prejudice to the Decisions referred to in Articksand 54:

I. to make financial corrections against Croatia,
il to cease to transfer monies to Croatia;

li.  to refrain from undertaking any new financ@bligations on the part of
the Community; and

iv. if appropriate, to terminate this Agreementhwéffect from the time
non-compliance was first detected.

Article 72
Entry into force

This Sectoral Agreement shall enter into force loe day on which the Contracting Parties
inform each other in writing of its approval in acdance with the existing internal legislation
or procedure of each of the Patrties.

61



Article 73
Signature

This Agreement shall be drawn up in duplicate iglish and in Croatian languages, each of
these texts being authentic. However, in the védivergence between versions, the English
version shall prevail.

Done at Brussels and at Zagreb, respectively, this day of in the y®ao
thousand and eight.

For theGovernment of the Republic of Croatia:

Mr Bozidar PANKRETI C, M. Sc.
Minister of Agriculture, Fisheries and Rural Develgpment

For the Commission of the European Communities:

Jean-Luc DEMARTY
Director General for Agriculture and Rural Development
Delegated Authorizing Officer
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ANNEX |
ACCREDITATION CRITERIA

1. INTERNAL CONTROL ENVIRONMENT (ESTABLISHMENT AND MANAGEMENT OF THE
ORGANISATION AND THE STAFF )

A. ORGANISATIONAL STRUCTURE

The structures, authorities and bodies of the mamagt and control system as defined in
Articles 6 — 8 of the Framework Agreement shalléhan organisational structure allowing
them to execute the following main functions inp@as of IPARD expenditure:

The basic approach for the allocation of functiang responsibilities shall be established in
accordance with the following table:

General Specific NAO National Operating Structure
Functions Functions Fund IPARD Managing
Agency Authority

Managing Programme *
functions monitoring
Evaluation *
Reporting *
Coordination *

Paying Authorization *
functions & control of
commitments
Authorization * *
& control of
payments
Execution of *
payments
Accounting * *
for
commitment
and payment
Treasury *

Implementing | Selection *
functions Publicity * *
Assurance *

In case it is indicated as optional (*), the fuontimay be allocated depending on the size, the
responsibilities and other specific features ofrtteagement and control systems.

Unless the Commission expressly and explicitly otiee, allocations of functions and
responsibilities must not be in contradiction te basic approach as shown in this Annex.
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Programme monitoring:the objective of this function is to monitor the
effectiveness and the quality of the implementatbthe IPARD programme.

It shall be carried out by reference to relevanysptal, environmental and

financial indicators. It shall also ensure thatrapiens are selected for funding
in accordance with the criteria and mechanism agple to the programme,
and comply with the relevant Community and nationés.

Evaluation: the objective of this function is to improve the atjty,

effectiveness and consistency of the assistanoe @ommunity funds and the
strategy and implementation of the IPARD Programiiee evaluations shall
examine the degree of utilisation of resources effiectiveness and efficiency
of the programming and its socioeconomic impacthendefined priorities, and
shall, as a general rule, be accompanied by aanienerelated criteria and

Reporting the objective of this function is to ensure timaplementation of the
Programme and progress of the individual projents measures are reported
in a way which helps to ensure the effective aritieht implementation of
the measure, using adequate information and conuation systems.

Coordination the objective of this function is to guide andmitor the work of
the IPARD Monitoring Committee as defined in Arécl36(2) of the
Framework Agreement, notably by providing the doenta necessary for
monitoring the quality of the implementation of {i@grammes.

A.1l. Managing functions
)]
(b)
indicators.
(c)
(d)
A.2. Paying functions

(@)

Authorisation and control of commitments and payisighe objective of this
function is to establish that the applications &pproval of projects and
subsequent amount to be paid to a claimant or &ir thssignee(s) is in
conformity with the Agreements and eligible for tB®@mmunity assistance
claimed, which shall include, inter alia, the adistirative and on-the-spot
controls, in particular those concerning the regiylaand legality of the
expenditure:

* checking the eligibility of applications for appadvand claims for
payment,

» checking of compliance with commitments entered suncerning project
approvals,

* and where appropriate, checking of tendering andracting procedures
and verification of the work carried out or sergcipplied.

Controls shall be executed both prior and followprgject approval and may
include pre-project selection checks, remeasurenod@icks on quantity and
quality of goods or services delivered an analysisa sample control, pre-
payment checks, ex-post payment checks and anyiabpsovisions for

implementing the Agreements as to the regularityl degality of the

expenditure. In order to establish the regularityl degality, controls shall
include, where appropriate, examinations of a teehnmature, which can
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A3.

(b)

(€)

(d)

involve economic financial assessments and chetlsspecific agricultural,
technical or scientific nature.

Execution of paymentghe objective of this function is the issuing af a
instruction to the Operating Structure's bankers, i appropriate cases, a
governmental payments office, to pay the authorasadunt to the claimant (or
their assignee(s)).

Accounting for commitment and paymethie objective of this function is the
recording of all commitments and payments in theasste books of accounts
for IPARD expenditure, which will normally be indghform of an electronic
data processing system, and the preparation ofogierisummaries of
expenditure, including the expenditure declaratiotts the European
Commission. The books of account shall also retioedassets financed by the
Funds, in particular concerning uncleared debtors.

Treasury: the objective of this function is to organise thank accounts,
requesting funds from the Commission, verifying éixéstence and correctness
of the co-financing elements, authorising the tmnsof funds from the
Commission to th&PARD Agencyr to the final beneficiaries and the financial
communication to the Commission, which includes dqoarterly and annual
declarations.

Implementing functions

Selectionthe objective of this function is:

(@)

(b)

()

Selectionthe objectives of this function are to selectragiens in accordance
with the criteria, mechanisms and rules applicabline IPARD programme.

Publicity: the objectives of this function are both:

I. the issuing of calls for applications and puisitg terms and
conditions for eligibility, including information ro contractual
obligations and possible sanctions in the evemtani-compliance with
those obligations and, where necessary, the isfsuapproval to
commence work;

ii. and to highlight of the role of the Communityndato ensure the
transparency of Community assistance.

Assurancethe objective of this function is to provide asswe to the CAO
and the Commission about the regularity and legalitIPARD expenditure
and the complete identification and immediate comication of any
irregularity relating to this expenditure, and taka the financial adjustments
required in connection with irregularities detec¢tedaccordance with Article
50 of the IPA Implementing Regulation.

The organisational structure shall provide for cleasignment of authority and
responsibility at all operational levels and fopaation of the three first paying
functions referred to in the second paragraph,résponsibilities of which shall be
defined in an organisational chart. It shall induthe technical services and the
internal audit service referred to under point 4.

66



B.

HUMAN RESOURCE STANDARD

Thestructures, authorities and bodies of the managearehcontrol systems as defined in
Articles 6 - 8 of the Framework Agreemestiall ensure the following:

(@)

(b)

(©)
(d)

(€)

(f)

(9)

Ethics and integrity policies required by top magragnt are understood throughout
the organisation.

Appropriate human resources (including positionsredponsibility and sensitive
positions’ are allocated to carry out the operations andebkenical skills required at
different levels of operations are present. Theginmave suitable technical skills and
experience, language skills and be fully trained implementing Community
Programmes.

The bodies and individuals have full legal authotdt fulfil their functions.

Establishment of accountability, responsibility, ledmted responsibility, and any
necessary related authority for all tasks and postthroughout the organisation are
formally defined (in writing), including the setgnof financial limits to manager's
authority. For commitments or payments engagedital fparties, a single manager
should be accountable for all aspects of the tdimsa Mission statements, job
descriptions etc are up to date and known.

The division of duties is such that no individuakhresponsibility for more than one of
the three functions of authorisation, execution aecdounting of sums charged to
IPARD, no individual performs one of those taskshaut his work coming under the
supervision by way of re-performance of a secordlvidual and this division of
duties complies with the principles laid down iretkRinancial Regulation and its
Implementing Rules. Each of those functions shalth®e responsibility of a separate
administrative sub-unit whose responsibilities khed defined in an organisation
chart.

Staff planning, recruitment, training and appraiaeg¢ appropriate at all levels of
operation, and there is a policy for rotating staféensitive positions, or alternatively
for increased supervision.

Appropriate measures are taken:

I. to identify and avoid a conflict of interests @k a person occupying a position
of responsibility or a sensitive position with redato the verification,
authorisation, payment and accounting of commitsieanid payments also
fulfils other functions outside the agency and twswe that appropriate
controls are applied. All the staff shall sign ac@eation of confidentiality and
impartiality to avoid conflicts of interest;

il. to ensure possible irregularities noted lowewd the organisation are reported
appropriately and followed-up, including protection ‘whistle-blowers'.

" positions where the staff may become vulnerablentiue influence by the nature of their contact whird
parties or the information they have.
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C.

DELEGATION

Part or all of the evaluation, reporting, authdi@aand control functiort& may be delegated
to other bodies provided that the following corwhis are fulfilled:

(@)

(b)

(©)

(d)

(€)

(f)

(9)

A written agreement must be concluded between dheerned structures, authorities
and bodies of the management and control systeththahbody specifying the nature
of the information and the supporting documentbaosubmitted and the time limit
within which they must be submitted. The agreenmanst permit the management
and control systems to comply with the accreditatateria. A sufficient audit trail
shall be maintained.

The overall system, including the delegated fumdiperformed by other bodies, shall
be set out in an organisation chart.

The agreement shall provide for access by dulyaxisibd agents or representatives of
Croatia or the Community to information held bydbéelelegated bodies and for the
investigation by such officials of applications luing the carrying out of checks on

projects and recipients of aid and any other infdram they need for the execution of
their tasks.

The concerned structures, authorities and bodieth@fmanagement and control
systems shall in all cases remain responsiblénfoefficient management of the Fund.

The responsibilities and obligations of the othedyy notably concerning the control
and verification of the compliance with the Agreense shall be clearly defined.

The concerned structures, authorities and bodieth@fmanagement and control
systems shall ensure that the body disposes oftekesystem for ensuring that it
fulfils its responsibilities in a satisfactory maamn

The body shall explicitly confirm to the concerrsclctures, authorities and bodies of
the management and control systems that it inftafls its responsibilities and shall
describe the means employed.

The concerned structures, authorities and bodieth@fmanagement and control
systems shall review, including sample re-perforceaof checks, on a regular basis
the functions delegated to confirm that the workigrened is of satisfactory standard
and that it is in compliance with the Agreements.

The concerned structures, authorities and bodieth@fmanagement and control
systems shall be informed on a regular and timelgisof the results of checks
effected, so that the adequacy of the checks nvegyslbe taken into account before a
claim is authorised or settled or an invoice isdpdihe work performed shall be
described in detail in a report accompanying eggbli@ation and claim, batch of
applications and claims or, when appropriate, ieport covering one year. The report
shall be accompanied by an attestation of thelglityi of the approved applications
and claims and of the nature, scope and limitshef work done. The report shall
identify physical and administrative checks perfednthe method described, the
results of all inspections and the action takenreéspect of discrepancies and

'8 In no case may the functions of execution of paymand of accounting of commitment and payment be
delegated.
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(h)

()

()

2.

irregularities reported upon. The supporting docutsiesubmitted to the concerned
structures, authorities and bodies of the manageraed control system shall be
sufficient to provide assurance that all the regpiichecks on the eligibility of the
claims or invoices authorised for payment have lpggformed.

IPARD Agencymust be satisfied, before the project is apprasad before the aid is
granted, that the other bodies have followed promsiwhich comply with the criteria
set out in this Annex.

Where documents relating to the claims authorisgyenditure committed and
controls effected as well as those relating togutsj not selected are retained by other
bodies, both these bodies and RARD Agencyshall set up procedures to ensure that
the location of all such documents that are relet@specific payments made by the
National Fundor IPARD Agencys recorded, and that these documents shall be mad
available for inspection at their offices at thguest of the persons and bodies who
would normally have the right to inspect such doents, including:

I. thelPARD Agencys staff who deal with the claim;

il. the National Fundor IPARD Agencys internal audit services;

iii. the Audit Authoritythat attests the NAO's annual declaration;

iv. duly authorised officials or representativeste NAO or the CAO;

V. duly authorised agents or representatives o€Cinamunity.

The Audit Authorityshall report on the delegated functions as if theye managed by

the agency itself.

PLANNING / RISK MANAGEMENT

The structures, authorities and bodies of the mamagt and control systems as defined in
Articles 6 — 8 of the Framework Agreement shallugaghat:

(@)

(b)

(©)

Risk identification, assessment and management

that risks are identified and management, in padicthat adequate control resources
are applied in all areas, in function of the sigraihce of different risks they mitigate.

Objective setting and allocation of resourogaiast objectives:

— appropriate (and measurable) objectives at outpdiirapact level are established
at all levels and understood throughout the orgsiais,

— resources are appropriately allocated against thobgectives respecting
transparent sound financial management principles,

— responsibility for those objectives is clear.

Planning of the implementation process
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3.

— clear planning of steps needed to deliver objestiveincluding timing and
responsibility for each step, and critical path Igses where necessary are
adopted.

CONTROL ACTIVITIES

Sound internal control requires the following prdaees or those offering equivalent
guarantees:

A.

COMMON WRITTEN PROCEDURES

In general, appropriate procedures shall be addptezhsuring:

(@)

(b)

(©)

(d)

(€)

(f)

B.

Double-check of all steps in a transaction (ex-artd ex-post) and where different
tasks in the life of the same transaction are atld to different staff to ensure some
automatic cross-checking controls.

Responsibility is supported by active supervisigrabcountable management of tasks
delegated to subordinates (including annual statésma assurance from subordinate
actors) - and not merely considered a passiveemrétical concept.

Exceptions ifter alia, exceptions to normal procedures approved at apite level,
unapproved exceptions and control failures wheneentified) are always recorded,
logged, reviewed at appropriate levels and reported

Registration of any internal control weakness idient from any source and
management responses are recorded and followed-up.

Significant risks to continuity (e.g. concerningsoof data, absence of individuals etc)
are identified and contingency plans put in platem possible.

Every change in the procedures and the programmakeinaparticular those relating to
the financial provisions, is recorded and the mémuanstructions, databases,
checklists updated in due time.

PROCEDURES FOR AUTHORISING APPLICATIONS AND CLAIMS

When applicable, the concerned structures, autb®@ind bodies of the management and
control systems as defined in Articles 6 - 8 ofFteanework Agreement shall adopt the
following procedures or those offering equivalenaantees:

(@)

(b)

They shall lay down detailed written procedures tbe receipt, recording and
processing of applications for project approvakirok, invoices and supporting
documents and control reports, including a desonpbf all documents to be used.
These procedures shall ensure that only claimpdgment or projects selected which
comply with the project selection criteria are @mesed and shall ensure the
maintenance of a project file with all relevant doentation to audit the project.

Each individual responsible for authorisation shale at his disposal a detailed
checklist of the verifications he is required todartake, and shall include in the
supporting documents of the claim his attestatibat tthose checks have been
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(©)

(d)

(€)

()
()

performed. That attestation may be made by eleictnoreans subject to the control
requirements referred to in point 5. There shakkwdence of review of the work by a
more senior staff member. The analysis, the apgdraisd approval of the projects
shall be evidenced in writing. The analysis of flreject shall be guided by the
principles of sound financial management.

An application or claim shall be authorised for pa@nt only after sufficient checks
have been made to verify that it complies with Agreements. Those checks shall
include those required by the regulation goverrnhg specific measure under which
aid is claimed, and those required pursuant tocks2B8 of the Framework Agreement
to prevent and detect fraud and irregularity widintigular regard to the risks incurred.

As part of the authorisation function, applicatiastsall be subject to checks which
include establishment of adherence to terms andittons, eligibility, completeness

of documents, correctness of supporting documelait® of receipt. All checks to be
undertaken shall be specified in a check-list, Hredr performance shall be attested
for each application and claim, or for each baticapplications or claims.

As regards the services or goods delivered, theaahall consist of:

I. documentary control: to ensure that data on tityamguality and price of the
goods or services on the invoice reconcile witlséhordered;

il physical control: to ensure that the quantitg uality of the goods or services
match those mentioned in the invoice or claim form.

This control of services or goods can also be perd on a continuous basis
during delivery, that is to say, when initial oteanim payments are made.

The management shall, at an appropriate levelpfeenmed on a regular and timely
basis of the results of controls carried out, st the sufficiency of those controls may
always be taken into account before a claim idesktt

The work performed shall be described in detad meport accompanying each claim,
batch of claims or, when appropriate, in a repantecing one financial year. The
report shall be accompanied by an attestation ektigibility of the approved claims
and of the nature, scope and limits of the workedoFhere shall in addition be an
assurance that the criteria for the granting of lsasdte been respected and that all
applicable rules of the Agreements have been ceaplith, particularly the rules on
public procurement and respect of the environmiém@tny physical or administrative
checks are not exhaustive, but performed on a sawofptlaims, the claims selected
shall be identified, the sampling method descrilikd, results of all inspections and
the measures taken in respect of discrepanciesrauiilarities reported upon. The
supporting documents shall be sufficient to provadsurance that all the required
checks on the eligibility of the authorised claihave been performed.

Applications from claimants shall be processed fim&ly manner.

Where documents (in paper or electronic form) meato the claims authorised and
controls effected are retained by other bodiesh llebse bodies and the concerned
structures, authorities and bodies of the manageareh control systems shall set up
procedures to ensure that the location of all sdocbuments that are relevant to
specific payments made by the agency is recorded.
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(h)

(@)

(b)

(©)

(d)

(€)

(f)

(@)

(b)

(©)

Without prejudice to the provisions of Article 6)(¢€riteria for assessing applications
and their order of priority shall be clearly definend documented.

PROCEDURES FOR BUDGET AND PAYMENT

When applicable, the concerned structures, auibsr@nd bodies of the management
and control systems as defined in Articles 6 — 8hef Framework Agreement shall
adopt the necessary procedures to ensure thatnsdh#athority can fulfil its local
contractual commitments regardless of delays oeriaptions in funding from
Commission.

Procedure shall ensure that payments are mademtite final beneficiaries, to their
bank account or to their assignee.

The payment shall be executed by tRARD Agencyg banker, or, as appropriate, a
governmental payments office, or the cheque maiteda general rule, within 3
working days of the date of debit against the IPA&Do account. No payments shall
be made in cash.

All payments, for which transfers are not execusddll be re-credited to the IPARD
euro account within 3 working days of notificatiohtheir non-execution. Amounts
arising from cheques not cashed within the periotheir validity shall be credited to
the IPARD euro account within 3 working days ofification of their non-execution.

The approval of the authorising individual and/as bBupervisor may be made by
electronic means, provided an appropriate levelsedurity over those means is
ensured, and the identity of the signatory is eaénto the electronic records.

Procedures shall ensure that the existence andatoess of the national co-financing
element are verified.

PROCEDURES FOR ACCOUNTING

The structures, authorities and bodies of the mamagt and control systems shall
adopt full and transparent accounting procedurdlewiong international accepted
accounting principles and any guidelines on thelieggon of these standards
established by the Commission.,

They shall lay down detailed procedures to ensum& tuarterly and annual
declarations are complete, accurate and timely,thatlany errors or omissions are
detected and corrected, in particular through chemkd reconciliations (wherever
possible against 3rd party information) performédngervals of not more than three
months. A full audit trail for every item enterada the accounts shall be provided.

The IPARD Agency accounting procedures shall ensure that theuatiog system
can produce, in euro and national currency, foheagional office, and for each
project, contract or measure and sub-measure, ok& tost, the committed
expenditure, part payments and balance paymentadlides shall be set for the
cancellation of commitments where work has not beempleted within an agreed
timetable. Such cancellations shall be appropsgiatgorded in the accounting system.
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E. PROCEDURES FOR DEBITS

All the criteria provided for in points A) to D) ah apply, mutatis mutandisto levies,
forfeited guarantees, reimbursed payments, etcclwtiie agency is required to collect on
behalf of the IPARD Programme.

The IPARD Agencyshall set up a system for the recognition ofaallounts due and for the
recording in a debtor’s ledger of all such dels|uding irregularities, prior to their receipt.
The debtor’s ledger shall be inspected at regul@rvals and action shall be taken to collect
debts that are overdue, in particular in the casdéodeited guarantees and reimbursed
payments. Without prejudice to Article 44(9) or amtional provisions concerning recovery
of debts, any financial contribution charged to tBemmunity in respect of these sums
including irregularities shall be written off atethend of the second year following its
registration in the debtors ledger refunded to @wmmmunity budget as provided for in
Article 55.

The IPARD Agency may delegate the collection ottaiarcategories of recoveries to other

bodies, subject to the conditions referred to unment 1.C), adapted as appropriate and to
the additional condition that these other bodig®reto the IPARD Agency on a regular and

timely basis, not less than monthly, on all revewgzognised and monies received.

F. AUDIT TRAIL

The information regarding documentary evidence fué tuthorisation, accounting and
payment of claims and handling of debts shall kslable to ensure at all times a sufficiently
detailed audit trail.

The management shall, at an appropriate levelptoenned on a regular and timely basis of
the results of controls carried out, so that thificency of those controls may always be
taken into account before a claim is settled.

For those purposes, the structures, authoritiesbartties of the management and control
systems as defined in Articles 9 shall set up resrggrocedures to ensure the retention of all
documents required to guarantee an adequate eaidit t

4. MONITORING ACTIVITIES

A. ONGOING MONITORING VIA INTERNAL CONTROL ACTIVITIES
The internal control activities shall cover at kethe following areas:

(@) Monitoring of the technical services and deleddodies responsible for carrying out
the controls and other functions to ensure a prap@tementation of regulations,
guidelines and procedures.

(b) Initiating of system changes in order to img@@ontrol systems in general.

(c) Reviewing claims and requests submitted tosthectures, authorities and bodies of
the management and control systems as definedticleéd 9 and 10 of the Framework
Agreement as well as other information providingmaion of irregularities.
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Ongoing monitoring is built into the normal, regog operating activities. At all levels the
daily operations and controls activities shall benitored on an ongoing basis to ensure a
sufficiently detailed audit trail.

B.

FPARATE EVALUATIONS VIA AN INTERNAL AUDIT SERVICE

For each of its different constituting bodies, staues, authorities and bodies of the
management and control system as defined in Asti6le- 8 of the Framework Agreement
shall adopt in this respect the following procedure

(@)

(b)

(©)

(d)

(@)

(b)

The internal audit service shall be independsnthe other departments and shall
report directly to the top management.

The internal audit service shall verify thabeedures adopted by the concerned
structures, authorities and bodies of the managemed control systems, and
modifications thereto, are adequate to ensurecthrafpliance with the Agreements is
verified, that the functioning of their systemssabordinate levels operates efficiently
and that the accounts are accurate, complete aradiyti Verifications may be limited
to selected measures and sub-measures and to sashpignsactions provided that an
audit plan ensures that all significant areas,uidiclg the departments and bodies
responsible for authorisation and those departmants bodies to which functions
have been delegated, are covered over a perioekeeeding five years. May involve
some ex-post transaction checking but should besrfamussed on effectiveness and
efficiency of system and organisation design.

The internal audit service’s work shall be perfed in accordance with international
accepted auditing principles, shall be recordewvanking papers and shall result in
reports and recommendations addressed to the topgaement.

The audit plans and reports shall be made abdailto the Audit Authority, to the duly
authorised officials or representatives of the CA@ the NAO, and to the duly
authorised agents or representatives of the Conmyntmiundertake financial audits
and for the sole purpose of appraising the effeags of the internal audit function.

INFORMATION AND COMMUNICATION

COMMUNICATION AND PUBLICITY

The structures, authorities and bodies of tlagement and control systems as
defined in Articles 6 — 8 of the Framework Agreemshall adopt the necessary
procedures to ensure that every change in the Caontytsuregulations, in particular
changes in rates of aid or terms and conditiongHergrant of aid, are recorded and
the instructions, databases and checklists updatgaod time.

Any proposed changes in the management androtosystem's paying and
implementing arrangements after their accreditatima conferral of management
shall be submitted to the competent national attl{ms) and the Commission, with
copy to the Audit Authority, for examination andpapval in advance of their
implementation.
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(©)

B.

ThelPARD Agencyshall ensure that adequate publicity is giverht availability of
support, while the Managing Authority shall monitord guarantee in this respect the
compliance with the obligations concerning pubjiciThis publicity shall make
reference to Community co-financing and be diredmdards all potential project
managers and operators so as to obtain as widessibje a selection of potential
project managers and operators. Standard applicédions with clear guidelines for
completion and conditions for eligibility shall beawn up in advance of the launch of
the scheme. No charges shall be imposed on pdténgah beneficiaries or on final
beneficiaries for information, including applicatidorms, relating to the IPARD
Programme. This provision is without prejudice e tapplication of charges levied
generally in the rest of the economy.

INFORMATION SYSTEMS SECURITY

A comprehensive information technology securityiggoshall be developed on the basis of an
approved strategy for information and communicatechnology to ensure confidentiality,
integrity and availability of all data:

(@)

(b)

(@)

(b)

Information systems security shall be basedhencriteria laid down in the version
applicable in the financial year concerned of In#&tional Standards Organisation
17799/British Standard 7799: Code of practise fdorimation Security Management
(BS ISO/IEC 17799) and any guidelines on the appba of these standards
established by the Commission.

Security measures shall be adapted to the ashnaitive structure, staffing and
technological environments of each individual stue, authority or body of the
management and control systems. The financial addnblogical effort shall be in
proportion to the actual risks incurred.

REPORTING

An appropriate management information systerall dbe set up for the speedy
generation of appropriate data and reports on IPARWramme implementation.

Procedures for regular reporting at approprietels on efficiency and effectiveness
of internal control, ensuring all staff at all léveeceive adequate regular information
in order to fulfil their accountabilities.

The arrangements concerning the exchange of apateplata and reports shall be agreed not
later than the designation of structures, autlemitand bodies defined in Article 6 of the
Framework Agreement.
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FORM D 1 - DECLARATION OF EXPENDITURE AND REVENUE

ANNEX II

Measure / Axis Shortname Payments Recoveries/corrections Requested Clearance of accounts Transitory reductions Payment
to IPARD amounts calculated
Public. IPARD Public. exp. IPARD Reusable Non Excess Information
exp. reusable Fin Plan request
1 2 3 4 5 6 7 8 9 10
to be filled | automatically | to be filled in by beneficiary automatically to be filled in by the Commission automatically
in by calculated by country calculated by calculated by
beneficiary the the the
country Commission Commission Commission

101 Investments in agricultural

holdings

102  Support for the setting-up

of producer groups

103 Investments in the
processing and marketing of
agriculture and fishery products

Total priority
axis 1

Improving
market
efficiency and
implantation
of Community
standards

201  Actions to improve
environment and countryside

202  Preparation and
implementation of local rural
development strategies

Total Axis 2

Preparatory
actions

301 Improvement and
development of rural economic

activities

302 Diversification and
development of rural economic

activities

303 Improvement of training

Total Axis 3

Development
of rural
economic

Technical Assistance

Grand Total
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ANNEX 111

FORM D 2 - ANNUAL DECLARATION OF ACCOUNTS
FOR FINANCIAL YEAR (........ )

(to be sent together with the documents requiradeu Articles 50 and 51 of the Sectoral Agreement,
to the European Commission, DG AGRI, (IPARD), Rutad.oi 130, BE — 1049 Brussels)

1 B 0T = 1 0 1 T

Commission Decision(s) NO.........ccovvvvevieinnennnn. Of v (as last
modified by Decision NO..........cccooevvvis o OF L )

The undersigned, ..................coeeevvevvve e e, @s the National tifarising Officer
representing Croatia as provided for in the Agreemeoncluded between Croatia and the
Commission, hereby declares that the total eligis@enditure in accordance with the

programme incurred from (1/1/year ...... to 31/12/year.) amounts to .......... euros.

Details relating to this expenditure are set ouhgntable annexed hereto and form an integral
part of this declaration.

| also declare that the measures are progressiagsatisfactory rate in accordance with the
objectives laid down in the Programme, and that shpporting documents are, and will

remain, available as provided for in Article 48tlo¢ Sectoral Agreement.
| declare that:

1. The listing of expenditure is exact. It is basedamgounts at the level of individual

projects and supported by documentary evidence.

2. Payments to the final beneficiaries were made witlamy specific charge, deduction
or withholding of any amount which might reduce #mount of financial assistance

to which they are entitled.

3. | have checked that the expenditure declared d&tighms been carried out in
compliance with the Programme, the MFA, the Comiors®ecision(s) referred to in
Articles 25, 53 and 54 of the Sectoral Agreemeut thwe principles of sound financial

management.
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4. The declaration includes all debts which have bregrstered for less than two years.
The total amount of these debts at the end of &a §o which this declaration refers

amounts to .......... euros.

5. The volume of Community funds in the IPARD euro@gatt as at the end of the year

to which this declaration refers amounts to ........rosu

6. Conversions between national currency and euro haea carried out in conformity

with the provision of Article 45 of the Sectoral vegment.

7. Interests generated by the financing of the Comtgumave been established and

registered in accordance with the provisions ofclet45 of the Sectoral Agreement.

8. The clearance information, as referred to in AetiSIL of the Sectoral Agreement, has
been certified and transmitted to the Commissiotirag.

9. The form and the content of the annual accountsei@sred to in Article 50 of the
Sectoral Agreement, and the accounting informatameferred to in Article 52 of the
Sectoral Agreement, have been established in aaeoedwith International Generally
Accepted Accounting Principles and any guidelines tbhe application of these

standards established by the Commission.

10.The supporting documents are, and will remain,lalsbe as provided for in Article 51

of the Sectoral Agreement. They are open to vetio.
This declaration of accounts contains...... numbered pages.

This declaration has been made DY:. ... ..o
(Date, stamp and signature of the Head of the Nati&und)

The declaration has been established on the bdsignancial amounts provided by:

(Date(s), stamp(s) and signature(s) of tAecountant of the IPARD Agency and/or the
National Fund)

Certified by: ............

(Date, stamp and signature of the National AuthagsDfficer on behalf of Croatia) -

190 1= P (B 1-1(=)
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FORM D 2 - ANNUAL DECLARATION OF ACCOUNTS FOR FINANCIAL YEAR (YEAR)
European Commission - IPARD

IPARD Programme:

CCIl Number:

Community part that has been
requested to IPARD in quarterly

Measure / Axis Shortname . . .
declarations for the financial year
(YEAR)
to be filled in by beneficiary country
101 Investments in agricultural holdings

102

Support for the setting-up of producer groups

103

Investments in the processing and marketing
of agriculture and fishery products

Improving market efficiency

Total priority axis 1 and implementation of

Community standards

201

Actions to improve environment and
countryside

202

Preparation and implementation of local rural
development strategies

Total Axis 2 Preparatory actions

301

Improvement and development of rural
infrastructure

302

Diversification and development of rural
economic activities

303

Improvement of training

Development of rural

Total Axis 3
economy

Technical Assistance

Grand Total

Total amount of outstanding debt at 31.12.(YEAR)

Closing balance of the IPARD Euro-account at
31.12.(YEAR)
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ANNEX IV
PAYMENT FORECASTS

FORECASTS OF THE AMOUNT TO BE PAID BY IPARD

TO BE SUBMITTED

NOT LATER THAN 28 FEBRUARY

Estimate of the amounts in euros to be paid by IPARD in year 'n' for:

Programme

January -

March April - June

July - September

Estimate of the

amounts in euros to be paid by IPA

RD in year 'n+1' for:

October -
December

January -

March April - June

July - September
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ANNEX V

P W S
¥ ¥
Y Y
Y Y

W W

FINANCIAL IDENTIFICATION

FINANCIAL IDENTIFICATION

PRIVACY STATEMENT http:///ec.europa.eu/budget/execution/ftiers_fr.htm

ACCOUNT NAME

ACCOUNT NAME @ |

bank's representative are not required. The signatithe account-holder is obligatory in all cases

ADDRESS |
|
TOWN/CITY | | POSTCODE |
COUNTRY | |
CONTACT | |
TELEPHONE | | FAX | |
E-MAIL | |
BANK
BANK NAME | |
BRANCH ADDRESS |
| |
TOWN/CITY | | POSTCODE | |
COUNTRY | |
ACCOUNT NUMBER | |
IBAN @ | |
REMARKS:
BANK STAMP + SIGNATURE OF BANK DATE + SIGNATURE ACCOUNT HOLDER
REPRESENTATIVE (Obligatory)
(Both Obligatory)®
DATE
@ The name or title under which the account has lbpemed and not the name of the authorized agent
@ If the IBAN Code (International Bank account numkie applied in the country where your bank isaied
@ It is preferable to attach a copy of recent baakesnent, in which event the stamp of the bankthedignature of the
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