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1. Payments under contracts

Regardless of the type of contract the following steps will be undertaken by both CFCA and PIU in order to correctly and efficiently execute payments under contracts managed by the CFCA.
	
	Unit responsible
	Implementation document
	Activity to be taken
	Time limit

	
	
	
	
	

	1
	Contractor
	Original invoice/request for payment/signed contract plus supporting documents (invoice/request for payment is not needed in case of pre-financing payment under twinning, grant, global price service contracts)
	Receipt and registration of the invoice/request for payment/signed contract in the Invoice register at the CFCA 
	2 WD

	
	
	
	
	

	
	
	
	
	

	2
	CFCA
	Invoice/Request for payment/Signed contract
	Checks on compliance with EC rules and contract terms (payment schedule and Breakdown / Schedule of Prices) including arithmetical check
	10 D

	
	
	
	
	

	3
	CFCA
	Copy of the invoice/request for payment plus supporting documents
	Requests technical verification from the PIU in case of invoices/requests for payment related to further pre-financing/interim/final. 
	1 WD

	
	
	
	
	

	4
	PIU/SPO
	
	Endorses contractors invoices/requests for payment ( not applicable for advance payments), fill in check-list Invoice Request for payment control by PIU/SPO (not applicable for advance payments),  and makes sure that the co-financing funds (if applicable) are planned and will be available in due time in order to effect the payment. 
	according to deadline set in the CFCA letter (1)

	
	
	
	
	

	5.
	CFCA
	Request of funds 
	Requests funds from the NF and national co-financing sources and determines date of payment 
	3 weeks after receipt of complete and correct invoice or request for payment/signed contract

 

	6.
	NF
	Request of funds
	Verifies request for funds and releases funds after national co-financing has been paid


	

	7.
	CFCA
	Request for funds – amount of national co-financing
	In case there is co-financing in HRK, CFCA sends to the Line Ministry letter stating HRK amount of co-financing
	1-2 days before planned payment date


	8.
	PIU/SPO
	
	In case there is co-financing under IPA programme- Line Ministry sends  a copy of Request for payment from SAP to NF and CFCA

	1-2 days before payment

	9.
	CFCA
	Payment
	Arranges payment (exchange rate) with the bank, prepares payment order and sends it to the bank 
	2 WD 

	
	
	
	
	

	

	
	
	
	
	

	10.
	CFCA
	Information on effected payment
	Information about effected payment is sent to  the SPO

	2 WD

	
	
	
	
	


Payments should be executed by the CFCA in accordance with the relevant provisions of the signed contract.   

1.1.
Types of payment

The different types of contracts (services, supplies, works, grants, twinning) have different payment schemes. 

For each category, Contractors are entitled to receive:

· Pre-financing (=Advance payments),

· Interim payment,

· Final payment

in accordance with the conditions set up in the respective contracts.

The tables hereafter summarise FIDIC and PRAG 2013 provisions regarding:

· payment amounts (pre-financing/advance, interim payment and final payment) by percentage,

· documents required to be submitted by the Contractor for checking by the CFCA 

· timeframe for payment.

Full details can be found in the respective procedures contained in the PRAG/FIDIC and more specifically in Special Conditions, General Conditions and the Contract itself.  It has to be noted that each contract has its own peculiarities and therefore the sole firm basis for assessing payment requests are the specific provisions in each individual contract.
Time delay:

The number of days to perform payment is counted starting from the day of receipt of an invoice/supporting documents/signed contract, save periods of suspension, provided however that the quarterly/interim/final report has been presented and approved by the CFCA/acceptance certificate issued etc., depending of the contract type.
In cases when the invoice/supporting documents issued by the Contractor or request for payment issued by the Grant Beneficiary should be rejected, deadline for payment must 

be suspended and shall continue to run from the date on which the properly drawn up invoice 

or request for payment/supporting documents is registered by the CFCA.
1.1.1.
Services

A Service Contract can come under two different forms: 

	Fee-based contract : Contract under which services are provided on the basis of fixed fee rates.
	Global price contract : Contract under which services are performed for an all-inclusive fixed price.




	Type of contract
	Pre-financing amount
	Interim payment
	Balance payment

	SERVICE


	Fee-based contract
	Advance payment of up to maximum 20% of the value of the contract
	Six-monthly Interim payment in respect of actual services rendered and, in case of the part of the contract based on the reimbursement of costs (Incidental Expenditure), for the expenditure really incurred. Interim invoices are paid until the sum of the amount paid is 90% of the contract maximum value

Note : the Consultant keeps supporting documents related to Incidental expenditures for the purpose of audit
	Balance of the final certified value of the contract, subject to the maximum contract value in Article 3 of the Special conditions for service contracts; the 10% being the minimum final payment.
The Contractor undertakes to repay any amounts paid in excess of the final amount due to

the Contracting Authority before the deadline indicated in the debit note which is 45 days

from the issuing of that note.

	
	Global price contract
	Option 1: Contract duration is up to 2 years

Pre-financing: Up to 40% of the contract value
Option 2: Contract duration is more than 2 years and a budget is divided between different outputs
Pre-financing: Up to 40% of the contract value
	Option 1: None

Option 2: Interim payment at the end of each 12 months of implementation of the contract of an amount corresponding to the outputs delivered. Interim invoices are paid until the sum of the amount paid is 90% of the contract maximum value.
	Option 1: Maximum 60% of the contract value

Option 2: Balance of the final certified value of the contract, subject to the maximum contract value in Article 3 of the Special conditions for service contracts; the 10% being the minimum final payment.

	Required documents
	Fee-based contract
	· 
Signed contract

· 
Invoice for pre-financing payment

· 
Pre-financing guarantee

(Annex VI— Pre-financing guarantee form) 

for full amount of pre-financing payment unless otherwise defined in the SC.
Guarantee must remain valid in accordance with Article 30 of GC.  
	· Approved interim Progress report (to be accompanied by an Interim Financial report)

· Invoice for interim payment setting out the days actually worked, incidental expenditures incurred during the period and invoice for Expenditure Verification.
· Approved Timesheets explaining the amount invoiced for the time input of the experts

· Summary of Incidental Expenditures

· Expenditure Verification Report
	· Approved final progress report including Final Financial Report 

· Final invoice
· Timesheets for relevant final period

· Summary of Incidental Expenditures

· Expenditure Verification Report



	
	Global price contract
	Option 1 and 2:

·    Signed contract

·    Invoice for pre-financing payment

· Pre-financing guarantee

(Annex VI— Pre-financing guarantee form) 

for full amount of pre-financing payment unless otherwise defined in the SC.
Guarantee remains valid until final payment has been made.
	Option 1: Not applicable.

Option 2:  Invoice

                  Approved interim Progress 
                  report
           
	Option 1 and 2: 

   Approved final progress report

Final invoice



	Time frame for payment
	Fee-based contract
	Within 30 days of reception of the contract signed by all parties, of an invoice/request for payment and of a financial guarantee, if applicable.
	Within 60 days of receipt of an invoice accompanied by an interim report and expenditure verification report subject to approval of those reports. 
	Within 60 days of receipt of an invoice, accompanied by a final report and final expenditure verification subject approval of those reports. 
Financial guarantee shall be released only once the

related pre-financing has been cleared

	
	Global price contract
	Option 1 and 2: Within 30 days of receipt of the contract signed by all parties invoice and financial guarantee, if applicable.
	 Option 1: Not applicable.

Option 2: Within 60 days of receipt of an invoice accompanied by an interim report subject to approval of that reports.
	Option 1 and 2:

Within 60 days of receipt of an invoice, accompanied by a final progress report subject approval of that report. 
Financial guarantee must be released once final payment has been made.


1.1.2.
Works

Below mentioned is applicable for FIDIC General Conditions.
	Type of contract
	Pre-financing amount
	Interim payment
	Balance payment

	WORKS
	Defined in Appendix to Tender
	Varies per individual contract
	Varies per individual contract

	Required documents


	· 
Payment request

· 
Original  of signed contract

· 
Original of performance guarantee (for amount, see appendix to tender, in any case no more than 10% of contract price). 

· 
Original of pre-financing guarantee for full pre-financing amount valid until pre-financing has been repaid by interim payments

· 
	· 
Monthly interim payment certificates approved by the Supervisor – ensure inclusion of withheld retention money (or retention guarantee for no more than 10% of contract price) and amount deducted for repayment of pre-financing guarantee.

· 
Copy of taking over certificate for parts of the works, if applicable

Note : the interim payment certificates may include corrections or modifications to any previous certificate


	· 
Final payment certificate
· 
Copy of taking over certificate
Note : the final acceptance certificate is generally issued after the warranty or defects liability period.. 

	Time frame for payment
	Within 21 days of receipt by the Contracting Authority of the Contract signed by

both parties, request for payment and of a performance guarantee and pre-financing guarantee 
	Within 56 days of reception of interim payment certificate by the Supervisor
	Within 56 days of reception of final payment certificate by the Contracting Authority


1.1.3.
Grants

	Type of contract
	Pre-financing amount
	Interim payment
	Balance payment

	GRANTS
	Option 1:  If the duration of the action is no more than 12 months and grant does not exceed € 100.000 – 80% .

Option 2: If the duration of the action exceeds 12 months and grant exceeds € 100.000 - 100% of the forecast budget for the first reporting period (excluding contingencies)
Option 3:  none
	Option 1:  none

Option 2:  Further pre-financing – 100% of the part of the estimated budget for the following reporting period.

If at the end of reporting period the part of the expenditure actually incurred whic is financed by the CA is less than 70% of the previous payment (and 100% of any previous payments) the further pre-financing payment shall be reduced (article 15.1 GC).

Total sum of pre-financing payments may not exceed 90% of the amount reffered in article 3.2. of the SC.

Option 3:

none 
	Option 1:  

The balance – no more than 20% of the grant.

Option 2:

The balance.

Option 3:

The balance of the final amount of the grant.

	Required documents
	Option 1:    

· 
contract signed by all parties 

· financial guarantee  if required in the SC (If the grant exceeds € 60.000 the Contracting Authority may request a financial

Guarantee) 
Option 2:  

Same as above

Option 3: not applicable.


	Option 1:  n.a.

Option 2:

· 
request for payment 
· copy of approval of interim report

Option 3: not applicable


	Option 1:  

· 
request for payment

· 
copy of approval of the final  report 

Option 2:

· request for payment

· copy of final approved report

Option 3:

· request for final payment

· copy of final approved report


	Note:
	The expenditure verification report shall not be provided by the Coordinator if the verification is directly done by the Contracting Authority's own staff

	Time frame for payment
	Within 30 days of reception of signed contract.
	Within 90 days of receipt of an invoice accompanied by a report.
	Within 90 days of receipt of an invoice accompanied by a report.


1.1.4.
Twinning

See Chapter N – Twinning contract implementation
1.1.5.
Contracts signed under the Public Procurement Act
The table hereafter summarise provisions regarding payments for contracts signed under the Public Procurement Act. 
	
	Pre-financing 
	Interim payment
	Balance payment

	SUPPLY CONTRACT

	Amount
	20% of the contract amount


	Not applicable
	80% of the contract amount

	Required documents
	· Contract signed by all parties

· Request for advance payment

· Financial guarantee for the total amount of pre-financing,  if required by the contract

· Performance guarantee


	
	· Invoice 

· Declaration of acceptance of goods (Izjava o prihvatu robe)


	Time frame for payment
	Within 30 days of receipt of request for payment and supporting documentation.
	
	Within 30 days of receipt of invoice and supporting documentation.

	SERVICE CONTRACT

	Amount
	Option 1
: 20% of the contract amount
Option 2
: 20% of the contract amount

	Option 1: not applicable
Option 2: additional pre-financing 30% of the contract amount


	Option 1: 80% of the contract amount
Option 2: 50% of the contract amount

	Required documents
	Option 1 and 2: 

· Contract signed by all parties

· Request for advance payment

· Financial guarantee for the total amount of pre-financing,  if required by the contract

· Performance guarantee


	Option 1: not applicable

Option 2: 
· financial guarantee for the total amount of additional pre-financing 
· Invoice

· Approval of the relevant project report
	Option 1 and 2:

· Invoice 

· Approval of the final project report

	Time frame for payment
	Within 30 days of receipt of request for payment and supporting documentation.
	Within 30 days of receipt of invoice and supporting documentation.
	Within 30 days of receipt of invoice and supporting documentation.

	WORKS CONTRACT

	Amount
	10% of the contract amount


	Varies per individual contract
	Varies per individual contract

	Required documents
	· Contract signed by all parties

· Request for advance payment

· Financial guarantee for the total amount of pre-financing,  if required by the contract

· Performance guarantee


	· 
Monthly interim payment certificates verified by the Supervising engineer
· 
Taking over certificate for parts of the works, if applicable

Note : the interim payment certificates may include corrections or modifications to any previous certificate


	· 
Final payment certificate

· 
Taking over certificate

Note: the final acceptance certificate is generally issued after the warranty or defects liability period.. 

	Time frame for payment
	Within 30 days of receipt of request for payment and supporting documentation.
	Within 30 days of verification of the CFCA.
	Within 30 days of verification of the CFCA.


2. Procedures for checking invoices

The European Commission has delegated to the CFCA two major tasks under the extended decentralised implementation systems of the EC external aid programmes: tendering and contracting the projects on the one hand and financing the projects on the other. Thus, on the financial side, making payments to contractors is the key activity of the CFCA. The European Commission has, however, set a number of rules and preconditions on the payments that have to be followed by the CFCA. These procedures are set out in the basic documents (like the Memorandum of Understanding), but mostly in the PRAG and its annexes, FIDIC, and Twinning Manual. It must be however emphasised that the PRAG follows the logic of procurement and the financial issues are scattered in different sections and annexes of PRAG. Therefore the documents should be analysed with care to avoid any mistakes while making payments. These can be found on the web site under following link: http://ec.europa.eu/europeaid/prag/document.do.

In case of public procurement contracts concluded under Croatian national public procurement legislation (Public Procurement Act) all financial issues are defined by relevant provisions of the contract signed with the contractor.

The procedures and checklists below are compiled as a result of analyses of the PRAG and its annexes and other manuals. These documents are designed as a tool for the people responsible for checking the invoices and making payments on behalf of the beneficiary country, but due to the fact that no set of procedures or checklist can be exhaustive, the source documents must be analysed on a regular basis by the people involved to guarantee the correctness of payments. The procedures and checklists should only guarantee that no major mistakes will be made in the process, but for any non-standard situation, the contract in force, PRAG and its annexes should be consulted. Therefore, each party involved in checking the invoices should have analysed and know in detail the standard documentation applicable in PRAG and its annexes to the type of contract in question.

Regardless of the checklists, contract documentation and relevant manuals will always be the primary source for information, including what should be checked. Thus, ideally for each contract, PIU for their part and CFCA for their part of control should design specific checklists after the signature of contract task being assigned at the level of individual functions. This should be definitely done, if a different set of contractual documents is used (e.g. one of the FIDIC books in case of works contracts).

The checklist (see Annex E 1) has been designed so that in order to proceed with the payment the answers to questions and sub-questions regarding the approval of payment by the PIU/SPO must be positive. In exceptional cases taking into account some non-standard situations that might occur, a payment could be made if all the answers on the relevant checklist are not positive. An explanation deviating from the checklist should be then added to the relevant payment file together with the filled checklist.

Due to the fact that the procedures and checklists are based on the PRAG and its annexes, any audit on the payment files should not focus only on these procedures and checklists, but take into account all the set of documentation applicable to a specific contract or payment. Deviation from the procedures or checklists may be justified in exceptional non-standard cases not foreseen during the process of drafting the documents. 

As a practical hint, it is advisable to fill in the checklists only after it is sure that all the answers to the questions are positive (this means that should there be a document missing, it is advisable to continue filling in the checklists after the document has been obtained rather to mark “no” and start later with a new checklist on the same invoice). However, this concerns the situations that can be easily solved within limited time. If e.g. a missing document can not be obtained within a couple of days, the checklist should be filled in with “No” and later on, a new checklist with a new date should be filled in.

While dealing with the financial management, it must be kept in mind that almost all mistakes made in the process will have financial consequences on the CFCA and the beneficiary country. The European Commission may require repayment of funds not spent in accordance with the requirements and the contractors may requests interests for delay, should the CFCA not make the payment in time. The contractual documents provide with sufficient time reserve for payments (usually 30 or 45 days) but following good administration practices the payments should be made always as soon as possible.

The deadlines for each activity are given as a range from minimum to maximum. As a rule and whenever possible minimum deadlines should be respected, but the maximum deadline should not be exceeded. 

The financial management of contracts starts after the contracts have been duly signed. The contractor will submit invoices to the CFCA in accordance with the terms and conditions of the contract. The procedures of handling the invoices and payments are provided below, but it can be said in general that the CFCA is responsible to check the invoices in terms of arithmetic correctness and eligibility rules while the PIU/SPO is responsible for technical verification of the actual performance by the contractor.
PIU/SPO is responsible for following the rule of origin and contents of deliveries with regard to supply contracts. Actual performance of the contract is also monitored by means of Progress Reports and Interim/Final Reports, which are prepared by the Contractor and need to be commended and confirmed (or challenged) by the PIU/SPO and CFCA. Specifically, Interim Reports are the reports which are prepared quarterly or semi-annually (according to contract terms) and they usually precede the invoices. Therefore, it is mandatory that the SPO (through PIU services) checks the Interim/Final Reports against the actual performance. Financial report makes part of the Interim/Final Report and it should be the basis for approval/rejection of invoices. As a rule, the financial data from the Interim/Final Report should match the financial data in respective invoice for interim/final payment. In case of mismatch, additional explanations need to be procured from the Contractor. 
Reports must be approved by SPOs in writing and following that by the CFCA. 
Payment is subject to receipt of finally accepted Interim/Final report.

After the invoice has been checked by CFCA and interim/final report approved and invoice endorsed by the SPOs (PIUs), request for funds will be made and sent to NF for payment verification.
SPOs and PIUs are not involved in endorsement of the invoices/requests for advance payment, procedure described below is applicable for interim and final payments.
	No
	Action
	Responsible
	Deadline (in working days)

	1.
	Receipt of original invoice/request for payment (and supporting documents) from Contractor, registration of the invoice/request for payment, verification of its correctness in relation to eligibility criteria and arithmetical correctness 
	CFCA
	10 D

	2.
	Forwarding a copy of the invoice/request for payment to  SPO/PIU for endorsement
	CFCA
	Within 2 WD upon verification of correctness of the invoice/request for payment and supporting documents

	3.
	Receipt and registration of the invoice/request for payment at the PIU
	PIU
	2 WD

	4.
	Verifying that the previous controls (approval of the narrative reports/signing Provisional acceptance certificate) are performed by PIU staff, that there are no circumstances that prevent payment execution and that co-financing funds (if applicable) are planned and will be available in due time in order to effect the payment.
	PIU/SPO
	Within deadline given in the CFCA letter 

	5.
	Forwarding the endorsed invoice to the CFCA.
	PIU
	Within deadline given in the CFCA letter


3.
Co-financing 

As a general rule, EU projects must be co-financed by the Beneficiary country. Requirements for co-financing are set out in the relevant Financing Agreements signed between the Government of the Republic of Croatia and the EC. 

There are two types of co-financing: parallel and joint co-financing. 

· Under parallel co-financing, the project is broken down into clearly identifiable sub-projects which are each funded by the different co-financing partners. Funds are dedicated to separate components or contracts and obey to different rules.

· Under joint co-financing the total project cost is divided between the co-financing partners and all the funds are pooled such that the source of funding for a specific activity within the project cannot be identified. Tendering and contracting regulations and supervision and control arrangements during implementation of the project are common to the various sources of funds.

3.1.
Responsibilities 

The co-financing contribution will be made available by the Ministry of Finance in the respective budgets of the line ministries / agencies benefiting of the projects.

The Ministry of Finance is responsible for:

· Ensuring coordination throughout the budget negotiation process and among the administrations concerned.

The NAO is responsible for:

· Ensuring that line ministries / agencies have fulfilled their obligations in terms of budget request / allocations to the Ministry of Finance and that the Ministry of Finance confirms this inclusion in relevant budgets; and in terms of budget implementation (commitment and subsequent disbursement).

3.2.
Budget lines and appropriations

The national contribution to IPA Component I/Transition Facility shall be planned by the responsible Line Ministries and shall be included under programme years in their respective budgets. 

Project managers in responsible LM, together with SPO/PIU in IPA Component I/TF, shall be responsible to make the correct provisions according the relevant Financing Agreement and to take in account all the non-eligible funds to be financed from the national resources, including the provisions for exchange rate fluctuation, irregularities or other amounts to recover, VAT, excise taxes and custom duties
. 

N.B.: It is necessary to point out that the national contributions differ from project to project. They are evident from the appropriate Financial Agreement and Project Fiche and need to be taken in consideration when making the budgetary planning. Both IPA Component I/Transition Facility contribution and the national contribution need to be planned in the state budget, regardless the fact that the IPA Component I/Transition Facility funds are grants and do not depend on other budgetary resources.

3.3.
Description of the budget preparation and implementation

The budget preparation and provision for co-financing will be ensured through the phases described hereinafter. (See Table G-1):

Table G-: Budget programming phases 

	Description
	Institution
	May
	June
	July
	Aug
	Sep
	Oct
	Nov
	Dec

	
	
	1 half
	2 half
	1 half
	2 half
	
	
	
	1 half
	2 half
	1 half
	2 half
	

	Adopted guidelines on macroeconomic and fiscal policy
	Government of the Republic of Croatia
	
	
	
	
	
	
	
	
	
	
	
	

	Adopted instructions for drawing up of the budget
	Ministry of Finance
	
	
	
	
	
	
	
	
	
	
	
	

	Proposal of financial plan  drafted by Line Ministry
	 Line Ministry
	
	
	
	
	
	
	
	
	
	
	
	

	Proposal of joint financial plan reconciled with Implementing Agencies
	Implementing Agency 
	
	
	
	
	
	
	
	
	
	
	
	

	Considerations on the proposals and harmonization of financial plans with estimated revenues and receipts
	Ministry of Finance
	
	
	
	
	
	
	
	
	
	
	
	

	The draft of national budget and consolidated budget of the government is determined
	Ministry of Finance
	
	
	
	
	
	
	
	
	
	
	
	

	Receipt of the confirmation that the necessary co-financing funds appears in the Budget Draft.
	NAO
	
	
	
	
	
	
	
	
	
	
	
	

	Proposal of the national budget and the consolidated budget of government is determined by the Government.
	Government of the Republic of Croatia
	
	
	
	
	
	
	
	
	
	
	
	

	Enacting the national budget and consolidated budget of the government
	Parliament of the Republic of Croatia
	
	
	
	
	
	
	
	
	
	
	
	


The budget preparation and provision for co-financing will be ensured through the phases described above and in accordance with applicable Instruction for preparation of State Budget of Republic of Croatia for the period (issued by the State Treasury of the Ministry of Finance).

Ministry of Finance and the LM concerned shall coordinate the inclusion of co-financing funds into the budget of relevant LM before the Budget Draft is presented for approval to the Government of the Republic of Croatia. 

Once the budget preparation is completed, the Responsible LM must prepare detailed spending programs and submit them to the Ministry of Finance, in order to ensure that the utilisation of budget appropriations is planned in advance.

HNF may after consultation with NAO, transmit to the CFCA the Draft Budget after receipt from the Budget Preparation Department in the Ministry of Finance, and request to make analysis of IPA/TF and co-financing funds planned. Analysis is submitted to HNF from CFCA within agreed deadline, and HNF submits it to the NAO and Head of the Budget Preparation Department for further actions, if they decide are necessary.
The detailed spending programs must be approved by the Ministry of Finance taking into consideration the cash planning. 

Additional amount of co-financing funds has been envisaged in the budget to cover cost such as: 

· Financing of the debts to the EC in case of irregular usage of EU funds,

· Providing assistance, if necessary, for state institutions and institutions on regional and local level in preparation of project documentation.
This amount is used for all EC pre-accession funds.  Should budgeted amount prove not to be enough, NAO will ensure additional funds in accordance with Croatian Execution of the Budget Act.

In the Budget item planed for covering the above mentioned costs is within the Ministry of Finance 02506 Activity A 539298.
Accounting system

Responsible Line Ministry is obliged to establish its own accounting system. It needs to meet generally accepted accounting principles (accuracy, reliability, separate presentation of individual accounting transaction).  

Line Ministry is obliged to record accounting transactions consistently in its general ledger within the accounting system. When LM assures national co-financing funds, it records on regulatory accounts amounts set up in Financial agreement regarding operational programme, by the projects. Also, needs to record on regulatory accounts the contracts, by projects, too. Requests for payment received from the CFCA are also required to be booked within general ledger. When payment to contractor is affected, LM needs to record co-financing funds immediately after receipt of the bank statement, and EU funds are to be recorded when information about affected payment is received from the CFCA. 

If irregularity occurs, and contractor returns certain amount of EU funds or co-financing funds received, accounting transactions in LM regarding recoveries need to be recorded within the system accordingly.  

The accounting system will be operated in Croatian Kuna in the books of LM.

4.
Requests for payment - Transfer of funds to the CFCA sub-accounts 

4.1
Implementing Agency (CFCA) 

The flow of funds is prepared under assumption that: 

· all contracts will be in EUR and all invoices will be in EUR albeit domestic contractors will also include equivalent Kuna amount (but EUR amount should always be noted).  Payments abroad will be made in EUR.  Payments in Croatia will be made in HRK in accordance to the agreed exchange rate with the commercial bank which will be available up to two days before the payment. 

· IPA Component I/TF will be exempt from Croatian VAT. 

After a thorough check of the invoice/ request for payment issued by the Contractor/Grant Beneficiary, the CFCA fills in the checklist for Control of Invoice/Request for payment and prepares:

· The Request for Funds from EU and national co-financing with supporting documents
· In case local co-financing is foreseen; a separate Request for Funds from local co-financing, with supporting documents.
CFCA Director reviews, approves or gives instructions related to the Requests for Funds or the invoice/ request for payment issued by the Contractor / Grant Beneficiary to the staff of the CFCA on a case-by-case basis. 
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At the latest 3 weeks after the receipt of the complete and correct invoice and/or payment request, the CFCA submits the approved Request for Funds from EU and national co-financing in  original to the NF together with the following supporting documents:

· copy of the invoice/ request for payment checklist filled in by the Implementing Agency;
· copy of invoice/request for payment issued by the Contractor / Grant Beneficiary;
· summary of RfF;
· copy of the contract/addendum;

· copy of other documentation/ official communication relevant for controls to be carried out by the NF. 
In case of national co-financing, CFCA requests from the relevant line ministry to enter the request for co-financing into SAP, and send it to State Treasury with a copy to CFCA and the NF. In case local co-financing is foreseen, the CFCA submits the separate Request for Funds from local co-financing to the relevant municipality. 

When the transfer of local co-financing to the sub-account of the CFCA is made by the relevant municipality, the proof of payment made must be provided to the CFCA and the National Fund. Payment from local source should be made on the set date of payment. For payments in Kuna, Bank will inform NF and CFCA which exchange rate to apply two days before the payment is due. CFCA will inform Line Ministry and/or local co-financier of payable Kuna amounts, quoting the title and the code of the contract, invoice amount in EUR and the number of the sub-account to which the funds should be transferred. 

CFCA will prepare payment order and make the payment to the contractor after the receipt of the information from NF that all funds were paid to the relevant CFCA sub-account.
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4.2
Line Ministry


The Senior Programme Officer shall ensure that the process of endorsement of contractors’ invoices is carried out in an effective and timely manner and that the co-financing funds will be available in due time in order to effect the payment without delay.

Financial Department within the Line Ministry is responsible for all actions to be carried out in connection with preparation, regular check of financial plans, processing the transfer of national co-financing funds to the CFCA sub-account on the agreed date and for recording of all transactions in accounting system. 
SPO should put visa on the invoice in order to guarantee that co-financing funds will be paid.
For the payments in Croatia, where payment will be made in Kuna, CFCA will inform the Line Ministry within 2 days before the date of payment (after receipt of the applicable exchange rate from the Bank) about the Kuna amount to be transferred to the CFCA sub-account.Line ministry prepares payment order for national co-financing in SAP in kunas and sends original request for payment from SAP system to State Treasury.For the payments abroad responsible LM prepares request for payment from SAP system for national co-financing in EUR and sends original to State Treasury.
Copy of the payment order for national co-financing weather in EUR or kuna has to be sent by fax to CFCA and the NF. 

Detailed procedure listed whole process Request for Funds CFCA to NF is included as Annex E 2 to the Manual presenting whole process.

4.3
National Fund (NF)

The NF checks on completeness and correctness of the Request for Funds from EU and national co-financing issued by the CFCA and fills in Request for Funds checklist. The NF shall inform the CFCA of the approval or rejection of the Request for Funds (or requests further information, if applicable).

If the Request for Funds is accepted, the NF signs off the checklist and the routing slip. Subsequently NF prepares instructions to the bank (in EUR) for transfer of funds from the relevant MF-NF account to the relevant MF-IA sub-account of the CFCA.

The Head of the NF reviews, approves or gives instructions related to the Request for Funds from EU and national co-financing or the invoice/ request for payment  issued by the / Contractor/Grant Beneficiary to the staff of the National Fund on a case-by-case basis and signs off the routing slip.

For payments in Croatia only:

Two days before payment is due NF and CFCA will be informed by the bank of the agreed exchange rate.  CFCA will inform national co-financer/ local co-financer (if applicable) of the exchange rate and corresponding Kuna amounts that need to be transferred to CFCA sub-account. 

NF prepares a Payment Execution Order to transfer EU contribution from the MF-NF account to the relevant MF-IA sub-account of the CFCA.
The NF keeps the instructions to the bank in the file until the State Treasury confirms the transfer of co-financing funds to the MF-IA sub-account of the CFCA. After the confirmation from the State Treasury,  NF transmits the Payment Order to the Bank. 

NF informs CFCA of the payments being made and CFCA sends payment order to the bank to execute payment of the total amount to the Contractor / Grant Beneficiary on the date payment is due.

The next day after execution of payment CFCA sends to the Line Ministry  notification of the payment executed.

4.4
Treatment of exchange rates
In accordance with Article 40(7) of IPA Implementing Regulation, amounts set out in certified statements of expenditure and in payment applications shall be denominated in Euro. In the Republic of Croatia, the amounts of expenditure incurred in national currency shall be converted into Euro using the monthly accounting rate of the Euro published by the Commission
 for the month during which the expenditure was registered in the accounts of the Operating Structure concerned. 

5. 
Payment to the contractors or the grant beneficiaries

As the Contracting Authority, the CFCA is in charge of proceeding invoices/ requests for payments issued by the Contractors/Grant Beneficiaries in due time and in line with the prevailing EU rules and procedures and contracts.

The CFCA will indicate due date for payment on the original of Payment Order for EU, national and/or local contribution issued by the CFCA, whereby in addition to the contract provisions regarding payment period, the CFCA needs to take into account necessary period for the processing of Request for Funds by the Responsible LM and the NF when calculating and setting out the date due for payment.
Payment to Contractor/ Grant Beneficiary shall be executed on the same day when the IPA/TF contribution is received. For this purposes, the CFCA, the Responsible LM and the NF shall indicate on their original documents the same date due for payment or transfer of funds, as follows:

· Responsible LM shall ensure the transfer of national co-financing to the MF-IA CFCA sub-account  on the date due for payment by indicating on its transfer order for national co-financing the same date for transfer of national funds to the MF-IA CFCA sub-account ; 

· the NF shall ensure the transfer of EU co-financing to MF-IA CFCA sub-account on the date due for payment by indicating on its transfer order for EU co-financing the same date for transfer of EU funds to the MF-IA CFCA sub-account. 

Once funds (IPA/TF contribution, national and/or local co-financing) are received on the MF-IA CFCA sub-account, the Bank will, on the basis of the original of Payment Order for EU, national and/or local contribution issued by the CFCA execute payment from the MF-IA CFCA sub-account t to the Contractor’s / Grant Beneficiary’s bank account.

After execution of payments to the Contractors or Grant Beneficiaries by the Bank, the MF-IA CFCA sub-account balance should be zero.

Notification on the executed payment to the Contractor / Grant Beneficiary will be sent by the CFCA to the Responsible LM.
6.
VAT issues
6.1.
Legal basis

Article 13 from the Framework Agreement between the European Commission and the Government of the Republic of Croatia Concerning the Participation of the Republic of Croatia in the European Community's Aid Programmes, reads as follows:

1. “Taxes, customs and import duties shall not be financed out of the EC Grant 
2. Imports under supply contracts concluded by the authorities of the recipient and financed out of the EC Grant shall be allowed to enter the state of the recipient without being subject to customs duties, imports duties, taxes or fiscal charges having equivalent effect.

3. The recipient shall ensure that the imports concerned will be released from the point of entry for delivery to the contractor, as required by the provisions of contract and for immediate use as required for the normal implementation of the contract without regard to any delays or disputes over the settlement of the above mentioned duties, taxes or changes.

4. Contracts for supplies or services by Croatian or extended firms financed out of the EC Grant, shall not be subject in the state of the recipient to value added tax, documentary stamp or registration duties or fiscal charges having equivalent effect, whether such charges exist are to be limited.

5. Natural and legal persons, including expatriate staff, from the Member Statutes of the European  Community, executing technical co-operation contracts financed out of the EC Grant, shall be exempt from business and income tax in the state of the recipient.”

The VAT exemption is granted to all invoices that are presented by the contractor within the framework of the EC-financed contract to the CFCA following the provision of supplies or rendering services that are specified in the contract. The VAT exemption rule does not cover any other expenses.

At the moment when transaction is carried out and the funds are accounted as assets of contractor or twinning partner, the exemption rule does not apply to these funds any longer, because this is not subject of the contract between the parties any more. Only the services or supplies delivered directly under the contract from the Contractor to the Beneficiary institution will be VAT exempt.
In simple terms: the EC grant is considered to be EC grant until it is not paid out to the contractor or twinning partner. After this it ceases to be EC grant and the VAT exemption does not apply to it any more.
According to the instructions of the Tax Administration subcontractors cannot be exempt of the VAT, but are entitled to deduct input tax in accordance with the Tax Regulations. Exceptionally, in cases where subcontractors are foreign persons or foreign companies that are not registered as business units and cannot deduct VAT as input tax in Croatia, applicable procedures is prescribed by Art. 198 Regulation of the VAT (Official Gazette No. 79/13, 85/13-correction, 160/13, 35/14, 157/14, 130/15). Local subcontractors cannot be exempt of the VAT.
In the case of supply contracts and works contracts following the above-mentioned rule is: all the invoices for delivered supplies and for completed works will be VAT exempt. Warning: This rule applies only for eligible expenses.
Apart from this, there is only a single exception where the VAT exemption may be granted for funds paid out to contractor or twinning partner.

VAT exemption will be granted for expenditure made under incidental/reimbursable costs of the service project or twinning arrangement where the expenditure is in line with respective contract/ToR.

For reference purposes, the goods/services which might be subject to tax/customs exemption are enumerated in the Terms of reference, Budget breakdown and/or Special Conditions/General conditions of the respective contract. Naturally, the VAT exemption rules shall also apply to expenses of other nature (i.e. publication of materials, translations and other services etc), provided that such expenses have been enumerated as incidentals/reimbursables in the appropriate Contract/ToR
6.2.
Procedure for VAT exemption

Procedure for realization of VAT exemption is described in Value Added Tax Law (Official Gazette No. 73/13,99/13, 148/13, 153/13, 143/14) and Art. 198 Regulation of the VAT (Official Gazette No. 79/13, 85/13-correction, 160/13, 35/14, 157/14, 130/15)
After signing the contract between CFCA and Contractor/Grant Beneficiary (depending on a type of the project), CFCA shall submit a copy of the contract to Project Implementation Unit (further in text: PIU).

Line Ministry responsible for the project is obligated to provide the Final Beneficiary certified copies of pages of the contract (showing contract number, title, amount, subject and signatures). Final Beneficiary certifies the copies with its signature and submits them to Contractor/Grant Beneficiray. Certified pages of the contract will serve as proof that the Contractor/Grant Beneficiary is entitled to issue the invoice exempt from VAT.
In case that the Line Ministry is also the Final Beneficiary, Line Ministry provides the Contractor/Grant Beneficiary with the certified pages of the contract in purpose of realization of the right to VAT exemption based on previously received pro-forma invoice.    

Contractor/Grant Beneficiary is obligated to provide the PIU with the pro-forma invoices for procurement of goods and performing of services (on which VAT is not expressed and is stated on what grounds exemption can be realized as well as the project title and number of the relevant contract). 

Final Beneficiary keeps the copies of pro-forma invoices and certified pages of the contract in his documentation. Furthermore, the Final Beneficiary is obligated to keep records of realized exemptions during the process of procurement of goods and services in Croatia sorted by distributors of goods and services. Those records must contain the data of project title, contract number and the data of distributors of goods and services (name, address, registration number), number and invoice date and amount of compensation for delivered goods and services performed. Afterwards, the Final Beneficiary is obligated to provide report of above mentioned data to the PIU so it can fill in the form of  “Report of realized VAT exemptions” on which is this data sorted by distributors and submit it to Tax Administration, Branch office Zagreb. The Final Beneficiary is obligated to provide PIU with this report monthly.

The distributor shall not charge the VAT to the Final Beneficiary based on those certified documents. The distributor of goods and services issues invoice on which project title and contract number are stated based on which VAT exemption is realized. Furthermore, the distributor has to enclose the certified copy of the contract with the copy of receipt which serves him as a document for accounting entry.

In the case when PIU is the bearer of the project and Final Beneficiary is contract signatory of project implementation with CFCA (in case of grant schemes), PIU has to submit the certified copy of contract verified by stamp and signature of SPO immediately after the reception of relevant contract by CFCA in purpose of realization of VAT and customs duties exemption in connection with above mentioned regulations. Final Beneficiary and contract signatory in this case is completely responsible for the implementation of the contract. Because of that, contracts will not be verified for each individual procurement of goods and performing of services by the PIU.

Final Beneficiary shall again copy and verify by his stamp each new received copy of the contract certified by PIU and implement the above mentioned procedure.

6. 3.
Responsibilities of SPO

The Senior Programme Officer shall ensure that the technical aspects concerning the preparation and implementation of the programmes, relating to his/her line Ministry or Agency, are carried out in an effective and timely manner.

The SPO may delegate part of his/her responsibilities and actions, including the right of endorsement of documents, to a maximum of one Deputy SPO within the same Ministry or Agency. The names and signatures of the officials to whom the SPO has delegated his/her responsibilities must be communicated to the PAO and the NAO by the SPO.

The SPO and Deputy SPO should be of a sufficient senior level within his/her Ministry or Agency to allow him/her to make the appropriate decisions and to act as required in accordance with the responsibilities entrusted to him/her.

Responsibilities of the SPO will also include ensuring that procedures relating to handling taxes issues are properly applied, including checking and preliminary approval of VAT exemption documentation. 

The SPO’s responsibility is, inter alia, to ensure that the VAT is not eligible expense, pursuant to provisions from Art 13 Annex A of the Framework Agreement
, and Art 25 and 26 of the Framework Agreement on regulations for cooperation in connection with financial aid of European Community to Republic of Croatia in implementation of aid in the framework of Instrument of Pre-Accession Assistance (IPA) 4 and is not invoiced by the Contractor. The SPO must make sure that the requests for VAT exemption refer only to eligible expenses under the contracts. Such eligible expenses are, as a rule, mentioned under “Incidental expenses” in service and twinning contracts, as contemplated here above. Concerning the supply contracts, eligible expenses shall deem to be only those referred to in the contract for supply of goods specified. 

After thorough checking of Request for VAT exemption from the Contractor regarding the eligibility, SPO shall not confirm ability of VAT exemption, if he/she finds that they refer to non-eligible expenditures. The checks related to above mentioned VAT rules are to be included in relevant checklists and should be part of the control of invoice as mentioned in earlier paragraphs within this chapter.

7. 
Annexes:
Annex E1 - Check-list for  invoice / request for payment control by PIU / SPO
Annex E2 - Request for funds IA to NF
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� If the duration of the implementation is no more than 12 months


� If duration of the implementation is more than 12 months


� If it is applicable; as a general rule the EU projects are exempted from the VAT, pursuant to provisions of Art. 13 Annex A of the Framework Agreement between the European Commission and the Government of the Republic of Croatia and Article 25 Article 26. of Framework Agreement between Republic of Croatia and Commission of European Communities on regulations for cooperation in connection with financial aid of European Community to Republic of Croatia in implementation of assistance in the framework of Instrument of Pre-Accession Assistance (IPA) as more precisely described in Instructions on realisation of tax and customs exemptions 


� � HYPERLINK "http://europa.eu.int/comm/budget/inforeuro/index.cfm?fuseaction=countries&Language=en" ��http://europa.eu.int/comm/budget/inforeuro/index.cfm?fuseaction=countries&Language=en�


� Framework Agreement between the European Commission and the Government of the Republic of Croatia concerning the participation of the Republic of Croatia in the European Community's aid programmes, ratified on 13 June, 2002.


4 Framework Agreement between the European Commission and the Government of the Republic of Croatia concerning the participation of the Republic of Croatia in the European Communities on regulations for cooperation in connection with financial aid of European Community to Republic of Croatia in implementation of aid in the framework of Instrument of Pre-Accession Assistance (IPA) ratified on 14 November, 2007.








