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1.
Basic Information
1.1
Programme: IPA 2009

1.2
Twinning Number: HR/2009/IB/FI/01
1.3
Title: Enhancement of the administrative capacity of CTA in the field of audit
1.4
Sector: Public finance

1.5
Beneficiary country: Croatia

2.
Objectives
2.1
Overall Objective(s):

To strengthen the Croatian Tax Administration (CTA) functions of tax auditing and battling tax fraud in line with EU best practices.

2.2
Project purpose:

To enhance the administrative capacity of CTA in the field of audit.

2.3
Contribution to Accession Partnership/ Stabilisation and Association Agreement/ 

Program of the Government of the Republic of Croatia for assumption and implementation of the acquis communautaire
Some of the most important priorities which have been specified in the Council Decision of 5 February 2008 on the principles, priorities and conditions contained in the Accession Partnership with Croatia in the area of taxation are:

“Significantly strengthen the enforcement capacity of the tax and customs administrations, particularly regarding collection and control functions and developing the necessary IT systems; continue the work on building a functioning and adequately staffed excise duty service; simplify procedures and reinforce controls to effectively prosecute tax fraud.” 

Concerning Stabilisation and Association Agreement, in the Article 90 it is stated: “The Parties will establish co-operation in the field of taxation including measures aiming at the further reform of the fiscal system and the restructuring of tax administration with a view to ensuring effectiveness of tax collection and the fight against fiscal fraud.”

In the Program of the Government of the Republic of Croatia for assumption and implementation of the acquis communautaire from January 2010, in chapter 3.16 "Taxation" concerning the strengthening of the administrative capacity, it is stated: “Furthermore within the IPA 2009 programme, the project entitled ―"Strengthening the administrative capacity of the Croatian Tax Administration in the field of audit" has been approved, and the project activities are expected to begin in 2010. The purpose of the project is to strengthen the administrative capacity of the Tax Administration in the field of supervision.”

According to the Croatia Progress Report 2010 it is stated in conclusion paragraph that:
 “Progress was made in this chapter, in particular on operational capacity and computerisation. Croatia’s legislation in the field of direct and indirect taxation is largely in the line with the acquis. Neverthless, some further alignment is required, most notably in the fields of VAT and excise duties. Efforts to strenghten administrative capacity, including on IT interconnectivity, need to continue.”
3.
Description
3.1
Background and justification:

During the period after Croatia became a candidate country to the end of 2009 CTA carried out several projects financed from EU preaccession funds that not only achieved the foreseen results but also helped CTA to identify key points in its functioning that must be in line with EU rules and best practice.  

In the field of audit
 the need to strengthen the audit function of CTA, especially in the field of external audit and combating tax fraud, was recognized. European Commission recognises tax fraud as a growing problem that Member States can not act against effectively in isolation. In order to prepare audit function to the requirements of EU Common Market, CTA should prepare strategic documents and manuals in accordance with EU rules as well as to implement EU rules in the daily practice. Following that, this project supports strengthening of audit function of CTA and combating tax fraud which is the most significant in the field of Value Added Tax (VAT).

Successful battle against it is not possible without close and effective administrative cooperation between the tax administrations.  

Continuously keeping up with current and proposed EU legislation in the area of administrative cooperation should enable CTA to constantly keep up with changes, in order to be able to successfully exchange information and battle against tax fraud once Republic of Croatia becomes member of the EU.

In this regard CTA has to prepare strategy for the succesfull combat against tax frauds (carusel, phoenix, missing trader...) and carry out adequate training of tax officials with the purpose of adoption of the rules connected with audit of VAT and combating tax fraud within the Common Market by systematic appliance of modern tools and techniques.

For conducting of e-audit there was no legal framework by the end of 2008. However, from January 1, 2009 new General Tax Act came into force which regulates e-audit function in general, concerning external audit of taxpayers. On the basis of new legislative framework CTA plans to take the following steps necessary for conducting of e-audit through acquiring appropriate electronic tools and software and through training of the tax auditors on how to use these tools effectively. 

A further step is full implementation of an efficient e-audit task force and policy in CTA. This step is quite a large one and it has become an EU common target for all countries among the EU. This task requires a strong action to be led in CTA. 


-
This project covers a wide scope of activities, from the delivery of strategic documents to the various types of Manuals or Guidelines as well as training component. For strategic documents the management approval is needed that also requires some procedure and adequate time. The Strategy is also the first step after which other steps of the project are coming. 

There is a close link between the Phare 2005 Twinning Light project "Strengthening and enhancement of the Croatian Tax Administration in the field of audit“ and this project because the activities in this project will continue the activities conducted within abovementioned project. During the Twinning Light project CTA’s auditors gained the necessary knowledge in the techniques and methods for audit of large taxpayers, with special emphasis on audit of banks, insurance companies and funds, education about audit of transfer pricing, thinned capitalization and e-audit and the basic elements of conducting e- audit.

One of the results of Phare 2005 Twinning Light was drafting E-audit project paper (document on introducing e-audit in CTA) which represented the base for change of legal framework in Croatia for carrying out e-audit. It was manifested through amended provisions of General Tax Act which is in force since January 1, 2009 and also through the adoption of Ordinance on the form, content, time and manner of submission of business books, records and reports kept in electronic form, which entered into force on May 22, 2009 and was published in Official Gazette No 59/09. 

As part of this project, it is necessary to continue activities which are related to implementation of e-audit and to begin with the preparation and acceptance of data of the taxpayers which keep their records in electronic form and to enable auditors to conduct audit on taxpayers with usage of electronic tools.

Also, based on acquired knowledge from the Phare 2005 Twinning Light project, CTA identified some further activities that should be implemented, with a view of alignment with EU acquis communautaire. This primarily refers to the Strategy of audit of taxpayers as a starting point, and all the necessary manuals for conducting audit and training of auditors concerning certain aspects of audit and the fight against tax avoidance and tax evasion (depending on the specifics of particular activities and the importance of revenues from VAT, which is Community own income).
CTA has partly harmonised its legal framework with the European legislative. Act on amendments of VAT Act was adopted which last amendment was published in Official Gazette No 94/09 and was in force since January 1, 2010. It was partly aligned with Directives 2006/112/EZ, 86/560/EEZ, 83/181/EEZ, 2007/74/EZ and 2006/79/EZ regulating VAT and tax exemptions on import of goods. The new Ordinance on VAT was adopted, as the by-law act in Official Gazette No 149/09 which also entered into force on January 1, 2010.

Final adjustments of the legislative framework related to the VAT which will be applied on the day when Croatia becomes a member of the EU are underway. Considering this, it is crucial that CTA auditors not only acquire the necessary knowledge but also expand the existing knowledge of audit of VAT and the fight against tax frauds particularly in relation to the functioning of the common market. In achieving that goal CTA will obtain significant help in the practical implementation of electronic audit by the expected acquisition of the necessary electronic tools through the RAMP project which was decided at the World Bank Mission from 14th to 18th December 2009. Moreover, within the RAMP project a proposal on how to achieve support to the tax audit in the form of getting IT support should also be drawn up. Indirectly, other foreseen results from RAMP project will have an impact on this project such as improving business processes and other predicted results. For instance, the RAMP project „Business Process Analysis and Reengineering of Core Operational and Headquarters Functions“, also foresees reengineering of the CTA's functions at central, regional and local level.

In view of the fact that the Croatian Tax Administration has a good cooperation with Croatian Financial Police and may improve the general goal of battling fraud, it will be useful to include the Financial Police in this project. Since Financial Police has general power in relation to financial audit of all budget revenues (incl. VAT), it has been foreseen to include Financial Police auditors to participate in course trainings in Component 2 and Component 3.  

Financial Police is an administrative organization under the Ministry of Finance, whose scope of work is stipulated under the Financial Police Act (Official Gazette No. 177/04). 

Financial Police carries out the financial supervision of legality, regularity and timeliness of accounting, registration and payment of budget revenues and fees which are prescribed by special laws and in particular monitors: 

- Production and sale of petroleum products, tobacco products, beer, alcohol, coffee and soft drinks in order to determine the correctness of accounting and the timeliness of payment of excise duty, 
- Carrying out the obligations of accounting and payment of contributions for compulsory insurance, 
- Carrying out obligations from concession contract or lease. 


3.2
Linked activities (other international and national initiatives):
Directly linked activities:

Phare 2005 “Strengthening and enhancement of the Croatian Tax Administration in the field of audit” – Twinning light project no.HR/2005/IB/FI/06-TL, MS partner: France
The project started in January 2008 and ended in October 2008. 

Under this project officials of Croatian Tax Administration got acquainted with the application of the most appropriate and modern tax tools, techniques and computer systems for audit of large taxpayers. Officials got acquainted particularly with audit of banks and insurance companies, transfer pricing and thin capitalization as well as meaning, some characteristics and usage of e-audit modern tools (ACL, Excel, ALTO, SAP...). Also, relevant documentation was finished by the end of project. The project results are as follows: 

-  E-audit project paper drafted (document about introducing E-audit in Croatian Tax Administration). CTA staff has been introduced to the basic knowledge on usage of electronic tools, on European legislation and preconditions for introduction of E-audit.

 - Transfer Pricing Manual prepared. CTA staff trained on audit of transfer pricing and thin capitalization.

-  Auditors trained on methods and techniques of large taxpayers audit with the focus on banks, insurance companies and funds.


Component II of this IPA 2009 twinning project will be directly the second step and follow up of the abovementioned Phare 2005 Twinning light project. 

CTA and potential twinning partner will take into account results achieved under the previous project Phare 2005 TWL “Strengthening and enhancement of the Croatian Tax Administration in the field of audit” in order to assure that there will be no overlapping/duplication of activities between these projects.

“The Revenue Administration Modernization Project” (RAMP) co-funded by the World Bank loan

This project started in January 2008 and it will end in June 2013.  It consists of the following components:

A Organizational Consolidation and Functional Realignment of the Zagreb Tax Office. (Support to CTA to restructure the organization of the city of Zagreb network of selected city office locations, including a CTA Tax Academy and an ICT facility, and to improve organizational and stuffing arrangements. Rationalize and strengthen large taxpayer administration.)
B.
Knowledge and Professional Upgrading of Tax Officials and Stakeholders. (Strengthen the CTA’s human resource management capacity.  Upgrade the CTA’s training and knowledge-sharing programs.  Establish a Training Centre and distance learning facilities.)

C.
Technological Upgrading for Services, Management Information System and TIN Implementation. (Modernize business processes, including e-Tax functions. Acquire contemporary, integrated tax administration application software.  Implement appropriate security, business-continuity and disaster-recovery capabilities.  Implement an integrated Management Information System).  

Project objectives are to achieve further improvement in efficiency, taxpayer services and tax compliance through capacity building and systems improvement in Croatian Tax Administration.

Through the “The Revenue Administration Modernization Project” (RAMP) which is co-funded by the World Bank loan, CTA will obtain e-Audit tools to support the CTA auditors in order to lay the ground work for more effective use of the IPA technical assistance.  This is entirely consistent with the RAMP goals. 

Other linked activities:
CARDS 2004 “Strengthening the Taxation System in the VAT field to prepare the development of the VIES IT interconnectivity system” – Twinning project no.HR/2004/IB/FI/01, MS partner: Austria
The project started in January 2006 and ended in October 2007. The purpose of the project was to bring the existing VAT system (legislation and business processes) further in line with the acquis and to develop capacity to set up VAT Information Exchange System (VIES). The project is summarized in the three components:

a. Component 1: Administrative capacity building in the VAT field

b. Component 2: Establishment of the Central Liaison Office (CLO)
c. Component 3: Foundation for VIES development
Main results of the project were: Draft of VAT strategy, draft of the new Croatian VAT law, Training Manual in regard with VAT and VIES, draft  law amendments of General Tax Act, provisional defining of the CLO organizational structures and functions, provisional draft of working procedures for CLO, Project Quality Plan and User requirement for VIES development.
CARDS 2004 Framework Contract “Assessment and Strategy Development based on Fiscal Blueprint”

The project started in May 2006 and ended in January 2007. The purpose of the project was to review the existing IT strategy and to develop Business Change Management Plan. Both objectives were completed.

Phare 2005 “Assistance to the Croatian Tax Administration in development of activities proceeding from the Fiscal Blueprints”
The project started in December 2007 and ended in May 2009.
The purpose of this project was to create preconditions for the introduction and effective management of the VIES system, interfacing the existing National VAT Information System. This was achieved through implementation of 2 interrelated sub-projects:

1. VIES Effective Management and Business Support – Twinning project no.HR/2005/IB/FI/02, MS partner: Austria
The Project covered IT project management support for the software developments for VIES system, including support to the management of all business and functional aspects of system implementation. 
2. VIES Mandatory Developments – Software Development Service Contract

The Project covered the software design, development and implementation of VIES system as well as the training of users and the production of all necessary documentation including user requirements, software installation, system administration and user manuals.   

Phare 2006 “Strengthening and Enhancement of the Croatian Tax Administration IT function to Achieve the EU Standards in the VAT field“  

The project started in February 2009 and ended in August 2010. The project purpose was to establish functional VIES and VES (VAT on e-services) systems in order to achieve effective communication with IT systems in other EU Member States. This was achieved through:

1. Project Management – Twinning project no.HR/2006/IB/FI/01, MS partner: Austria
The Project primarily covered IT project management support for software developments for enhanced VIES system and development of VES system.

2. VIES Enhancements + VES Development – Service contract

The project covered the functioning VIES Enhancement and VES development IT systems for data processing and exchanging of relevant information. 

Bilateral cooperation with Dutch Government, Pre-accession short program (PSO) Matra-Flex and PSO – project: “Risk analysis in order to select taxpayers for audit”

The project started on February 5, 2007 and ended on October 25, 2007. The purpose of the project was to achieve a selection of taxpayers for audit according to the objective criteria which would result in efficient and professional audit.

Participants have developed a strategy of risk management and procedures for implementation at the various levels of the Croatian Tax Administration. Knowledge, experience and examples have been obtained to introduce risk analysis in order to select tax payers for audits and to train Croatian officials to implement risk analysis.

FISCALIS 

The European Parliament and the Council adopted the Fiscalis 2013 programme. The objective of the Fiscalis programme is to help all member states work more closely together against tax fraud, through improved electronic system for information exchange between national administrations, cooperation in investigations, training seminars for tax officials and experts and the exchanges of officials between national administrations. Croatia signed Memoranda of Understanding with the European Commission on August 28, 2006 which enables Croatian Tax officers to participate in the Fiscalis programme.

3.3
Results: 
Component I - Strengthening the CTA audit system as a whole
Result 1.1. Strategy for audit of taxpayers and related Action Plan developed
Indicators of achievement:

 - Existing legal and organizational framework (audit procedures, planning of audit, reporting on audit, all necessary documents) analysed
- Statistical and all other relevant data for strategic purpose analysed
- Best EU practices on audit strategies presented and analysed 
- Report with recommendations for the development of the Strategy for audit of taxpayers in Croatia and Action plan prepared and presented to the CTA middle management and auditors from Central Office and Regional offices through round table discussion
- Strategy for audit of taxpayers and related Action Plan developed and presented to the CTA management and staff through a workshop
Result 1.2. Manual on procedures for planning and reporting on audit in accordance with EU best practice developed
Indicators of achievement:

- Gaps and needs analysis and review of current practice and existing procedures in planning and reporting on audit based on legal framework and existing guidelines for planning and reporting conducted
- Results from Activity 1.2.1 as well as best EU practices on planning and reporting on audit presented and analysed  
- Report with recommendations for the development of the Manual on procedures for planning and reporting on audit prepared and presented to the CTA middle management and auditors from Central Office and Regional offices through round table discussion (or workshop)
- Manual on procedures for planning and reporting on audit developed

Result 1.3. Guidelines on methods and techniques for audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) developed
Indicators of achievement:

- Best EU practices for methods and techniques in audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) analysed and presented

- Report with recommendations for the development of the Guidelines for methods and techniques for audit of taxpayers prepared and presented to the CTA middle management and auditors from Central Office and Regional offices through a round table discussion
- Guidelines on methods and techniques for audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) developed

Result 1.4. CTA auditors trained in applying modern methods and techniques in audit of taxpayers by the major groups and activities and by the type of taxes.
Indicators of achievement:

- TNA (Training Needs Analysis) conducted

- Training program and training materials prepared

- Minimum 10 workshops (minimum 20 CTA auditors per workshop) carried out
Component II - Establishing the e-audit function

Result 2.1. Manual on e-audit developed
Indicators of achievement:

- Existing legal framework, facilities, software and level of knowledge of auditors in the field of e-audit analysed 
- Existing accounting systems of taxpayers analysed 
- Best EU practices for methods and techniques in e-audit by the type of taxes (VAT, profit tax, income tax) and by the major types of activities like Financial institutions, Trade sector, Construction etc.) presented and analysed

- Report with recommendations for the development of Manual on e-audit prepared 
- Manual on e-audit developed

Result 2.2. CTA and Financial Police auditors trained on methods and techniques in e-audit by the type of taxes (VAT, profit tax, income tax) and by the major types of activities like Financial institutions, Trade sector, Construction etc.)and in usage of e-audit tools

Indicators of achievement:

- TNA (Training Needs Analysis) conducted
- Training program and training materials prepared
-  Minimum 10 workshops (minimum 20 CTA and Finance Police auditors per workshop) carried out

Result 2.3. One study visit carried out in order to get acquainted with e-audit function in practice

Indicators of achievement:
- 8 CTA auditors gained practical experience on e-audit through study visit and Mission              Report prepared
Component III - Enhancement of the administrative capacity in the field of audit of VAT

Result 3.1. Manual for audit of VAT and combating tax fraud based on EU practice developed
Indicators of achievement:

- National legal framework in the field of audit of VAT analysed 
- Existing VAT audit procedures and all relevant documents, especially those produced by linked projects analysed
- Current procedures in combating tax fraud analysed
- Obligatory legal framework of VAT in EU presented and analysed and Court of Justice of European Union decisions regarding matter of VAT and combating tax frauds analysed 
- Report with recommendations for Manual for audit of VAT and combating tax fraud
- Manual for audit of VAT and combating tax fraud developed
Result 3.2. CTA and Financial Police auditors trained in the field of audit of VAT and fight against tax fraud

Indicators of achievement:

- TNA (Training Needs Analysis) conducted
- Training program and training materials prepared

-  Minimum 15 workshops (minimum 20 CTA and Finance Police auditors per workshop) carried out

Result 3.3. One study visit carried out in order to get acquainted with VAT audit function and combating tax fraud in practice

Indicators of achievement:

- 8 CTA auditors gained practical experience on VAT audit function and combating tax fraud through study visit and Mission Report prepared
3.4
Activities:

Component I - Strengthening the CTA audit system as a whole 

Act 1.1. Developing Strategy for audit of taxpayers and related Action Plan
Act. 1.1.1. Analyzing existing legal and organizational framework (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate) covering:

· Audit procedures

· Planning of audit

· Reporting on audit

· All related  documents

Act. 1.1.2. Analyzing of statistical and all other relevant data for strategic purpose from IT system of Tax Administration and budget (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)  
Act. 1.1.3. Presenting and analysing the best EU practices on audit strategies (of at least 2 different member states, preferably 3) through a round table discussion (minimum 17 members of middle management and auditors from Central Office and Regional offices will participate)

Act.1.1.4. Elaboration of a Report based on analyses done under Activity 1.1.1., Activity 1.1.2. and Activity 1.1.3. with recommendations for the development of the Strategy for audit of taxpayers in Croatia  and  Action plan for its implementation. The Report should also be presented summarising ideas and suggestions through round table discussion (minimum 7 members of middle management and auditors from Central Office and Regional offices will participate)

Act.1.1.5. Developing the Strategy for audit of taxpayers and related Action plan based on Report from Activity 1.1.4. The Strategy would be presented to the CTA management and staff through a workshop (minimum 20 members of CTA management and staff) 
Act.1.2. Developing Manual on procedures for planning and reporting on audit in accordance with EU best practice 

Act.1.2.1. Conducting a Gaps and Needs Analysis and reviewing current practice and existing procedures in planning and reporting on audit based on legal framework and existing guidelines for planning and reporting (minimum 7 members of middle management and auditors from Central Office and Regional offices will participate)  

Act.1.2.2. Presenting the results from Activity 1.2.1. as well as best EU practices on planning and reporting on audit through a round table discussion  (minimum 17 members of middle management and auditors from Central Office and Regional offices will participate)

Act.1.2.3. Elaboration of a Report based on the Analysis and discussions held under Activity 1.2.1. and Activity 1.2.2. with recommendations for the development of a Manual on procedures for planning and reporting on audit. The Report would be presented through a round table discussion (or workshop) (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)

Act.1.2.4. Developing the Manual on procedures for planning and reporting on audit based on Report under Activity 1.2.3.
Act.1.3. Developing separate Guidelines on methods and techniques for audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) 
Act.1.3.1. Presenting and analysing best EU practices for methods and techniques in audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) through at least 4 workshops (minimum 20 CTA auditors per workshop from Central Office and Regional offices will participate). 
Act.1.3.2. Elaboration of a Report based on the analysis done under Activity 1.3.1. with recommendations for the development of the Guidelines for methods and techniques for audit of taxpayers. The Report will be presented through a round table discussion  (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)

Act.1.3.3. Developing Guidelines on methods and techniques for audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) based on Report elaborated under Activity 1.3.2.
Act.1.4. Training of auditors in applying modern methods and techniques in audit of taxpayers by the type of major groups and activities and by the type of taxes.
Act.1.4.1. Conducting TNA (Training Needs Analysis) for modern methods and techniques in audit of taxpayers by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) for each group and activity
Act.1.4.2. Preparing of Training program and training materials for modern methods and techniques in audit of taxpayers by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) for each group or activity based on the TNA elaborated under Activity 1.4.1. and Guidelines developed from activity 1.3.3.
Act.1.4.3. Carrying out train–the–trainers' courses (minimum 10 workshops, minimum 20 CTA auditors per workshop from Central Office and Regional Offices) based on Training plan and training materials from Activity 1.4.2. 
Component II - Establishing the e-audit function 

Act. 2.1. Developing Manual on e-audit 

Act.2.1.1. Analyzing existing legal framework, facilities, software and level of knowledge of auditors in the field of e-audit (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)  

Act. 2.1.2. Analyzing existing accounting system of taxpayers (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)  

Act. 2.1.3. Presenting and analysing best EU practices for methods and techniques in e-audit by the type of taxes (VAT, profit tax, income tax) and by the major types of activities like Financial institutions, Trade sector, Construction etc.) through a round table discussion (minimum 20 members of CTA middle management and auditors from Central Office and Regional offices and Financial Police auditors will participate)

Act. 2.1.4. Elaboration of a Report based on the analyses under Activity 2.1.1., Activity 2.1.2. and Activity 2.1.3. with recommendations for the development of Manual on e-audit (minimum 7 members of middle management and auditors from Central Office and Regional offices will participate)  

Act. 2.1.5. Developing Manual on e-audit based on Report from Activity 2.1.4.
Act. 2.2. Training of CTA and Financial Police auditors on methods and techniques in e-audit (by types of taxpayers and by types of taxes) and in usage of e-audit tools on the basis of the new Manual on e-audit
Act. 2.2.1. Carrying out TNA (Training Needs Analysis) for methods and techniques in e-audit by the type of taxes (VAT, profit tax, income tax) and by the major types of activities such as Financial institutions, Trade sector, Construction etc.
Act. 2.2.2. Preparing Training program and training materials for methods and techniques in e-audit by the type of taxes (VAT, profit tax, income tax) and by the major types of activities (such as Financial institutions, Trade sector, Construction etc.) based on TNA from Activity 2.2.1. and developed Manual from activity 2.1.5
Act. 2.2.3. Carrying out train-the-trainers courses (minimum 10 workshops, minimum 20 CTA (mostly from regional offices) and Finance Police auditors per workshop) based on the Training Programme and training materials from Activity 2.2.2. 
Act. 2.3. Carrying out one study visit in order to get acquainted with e-audit function in practice

Act. 2.3.1. Preparing and carrying out one study visit in order to get acquainted with e-audit function in practice.
Under this activity it is foreseen that 8 CTA auditors who attended the training courses under the activity 2.2.3 participate in 5-day study visit with following goals: 

- introduction into practical procedure for conducting e-audit and using e-tools (legal framework, e-audit procedure, types of e-tools that are used, the advantages and disadvantages, how to use e-audit tools...). Participants of Study Visit will prepare Mission Report and share it with other colleagues  to ensure sustainability.
Component III - Enhancement of the administrative capacity in the field of audit of VAT

Act. 3.1. Developing Manual for audit of VAT and combating tax fraud based on EU practice

Act. 3.1.1. Analyzing of national legal framework in the field of audit of VAT (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate) covering “inter alia” documents mentioned in attached Annex 4. List of relevant Laws and Regulations
Act. 3.1.2. Analyzing of existing VAT audit procedures and all relevant documents, especially those produced by linked projects (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)  

Act. 3.1.3. Analyzing of current procedures in combating tax fraud (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)  

Act. 3.1.4. Presenting and analysing of obligatory legal framework of VAT in EU and analysing of Court of Justice of European Union decisions regarding VAT and combating tax frauds through at least 3 workshops (minimum 20 members of middle management and auditors from Central Office and Regional offices including Financial Police auditors will participate in each workshop)

Act. 3.1.5. Preparing a Report based on Activity 3.1.1., Activity 3.1.2., Activity 3.1.3. and Activity 3.1.4. with concrete recommendations for the elaboration of a Manual for audit of VAT and combating tax fraud (minimum 7 members of middle management and auditors from Central Office and Regional offices will participate)  

Act. 3.1.6. Developing Manual for audit of VAT and combating tax fraud based on Report from Activity 3.1.5.  
Act. 3.2. Training of CTA and Financial Police auditors in the field of audit of VAT and fight against tax fraud on the basis of the Manual for audit and tax fraud as well as best EU practices.
Act. 3.2.1. Carrying out TNA (Training Needs Analysis) by types of taxpayers in the field of audit of VAT and fight against tax fraud 
Act. 3.2.2. Preparing a Training program and training materials based on TNA from Activity 3.2.1. and developed Manual for audit of VAT and combating tax fraud
Act. 3.2.3. Carrying out train-the-trainers' courses (minimum 15 workshops minimum 20 CTA  (from Central and Regional offices) and Finance Police auditors per workshop) based on Training program and training materials from Activity 3.2.2. Courses will be based on cases from daily practice and judgments of the EU Court on different topics, such as:- main points of VAT audit function in terms of common market; detection and prevention of VAT fraud; examples of various types of VAT frauds typical for different branches; presenting of different types of “tax avoidance” and “tax evasion” scheme; audit of VAT on services; review of methods used for measuring VAT gap; presentation of best practice in combating tax fraud 
Act. 3.3. Carrying out one study visit in order to get acquainted with VAT audit and combating tax fraud in practice

Act. 3.3.1. Preparing and carrying out one study visit in order to get acquainted with VAT audit and combating tax fraud in practice


Under this activity it is foreseen that 8 CTA auditors who attended the training courses under the activity 3.2.3 participate in 5-day study visit with the following goals: 

- introduction into practice on specific cases of VAT frauds (legislative framework, fraud schemes, measures taken to fight against frauds, how to organize the most effective audit in order to prevent tax fraud ...). Participants of Study Visit will prepare Mission Report and share it with other colleagues  to ensure sustainability.
Two visibility events will be organized in the course of the implementation of the project; Kick-off meeting at the start of the implementation and Final meeting at the end of the implementation of the project activities.

3.5. Means/Input from the MS Partner Administration

3.5.1 Profile and Tasks of the Project Leader

Requirements:

-
University level education or equivalent professional experience of 15 years in financial sector;

-
10 years of experience in the taxation field; 
-
High ranking official in position to operate at appropriate political level
-
Working level of English language;
-
Computer literacy;

-
Proven contractual relation to public administration or mandated body, as defined under Twinning manual 5.3.2.

-
Experience in project management

Assets:

-
Experience in implementing similar or related assistance and cooperation projects related to Tax Administration
Tasks:

-
Project reporting

-
Ensuring backstopping and financial management of the project in the MS

-
Supervising overall implementation of the project and ensuring project management support and availability of staff from MS side

-
Participation in Steering Committee meetings
-
Co-managing the implementation of the project with the Croatian Project Leader

-
Providing efficient leadership of the project

-
Reviewing and approving key project outputs such as the situation analysis, and any revisions to the Work plan, according to the European Commission rules
-
Monitoring and evaluating the CTA needs and priorities, the quality of the Resident Twinning Adviser’s contribution, and that of short term experts and of the Croatian partner institution, project risks, progress against the project budget, benchmarks, outputs and taking any necessary remedial action
- Coaching and mentoring the Resident Twinning Advisor as necessary

-
Organization of the study visits
3.5.2 Profile and Tasks of the RTA

Requirements:

-
University level education or equivalent professional experience of 13 years in financial sector;
-
10 years experience in the taxation field of which at least 4 years in external tax audit of taxpayers in line with the acquis communautaire;
-
Working level of English language;
-
Computer literacy
-
Proven contractual relation to public administration or mandated body, as defined under Twinning manual 5.3.2.

-
Experience in project management

Assets:
-
5 years of experience in the audit field and in the fight against tax fraud

- Experience in writing strategic documents and carrying out training on methodology on strategy development;
Tasks:

-
Ensuring the smooth implementation of activities, including short term expert visits
-
Monitoring and evaluating, on a day-to-day basis, the Croatian Tax Administration needs and priorities, the quality and quantity of the input of short term experts, project risks, progress against the project budget, benchmarks and outputs and any necessary remedial action

-
Executing specific tasks in accordance with working plan of the Project. In particular, assisting short term experts in delivery of training events. 

-
Particular activities included in the working plan and other particular tasks in order to achieve scheduled activities

-
Day to day management of the project in the Beneficiary institution

-
Advising on related EU policies and best practices, legislations and regulations

-
Networking with institutions relevant to this project in Croatia and in MS

-
Support and coordination of all activities in the BC

-
Organization of visibility events (kick-off and final event)
The secondment duration of RTA will be 21 months.
3.5.3 Profile and tasks of the short-term experts

Short term expert 1 - Component 1

Requirements:

- University level education or equivalent professional experience of 10 years in the taxation field;

-
5 years experience in a taxation field of which at least 3 years in implementing external tax audit of tax payers in line with the acquis communautaire;

-
Experience in performing external audit of at least 3 different types of taxpayers; 
-
Working level of English language;

-
Computer literacy
-
Proven contractual relation to public administration or mandated body, ad defined under Twinning manual 5.3.2.

Assets:

-
Experience in conducting trainings

-
Experience in developing strategic documents, manuals and guidelines for external audit function

-
Experience in EU legislation and practices in the field of taxation and fight against tax fraud
Tasks:

-
Presentation of audit (best) strategies in EU countries

-
Analysing the current situation in CTA and drafting the Strategy for audit of taxpayers

-
Developing the drafts of Manual on procedures for planning and preparing reports for audit compatible with EU best practice
-
Preparing the draft of Guideline for methods and techniques in audit of taxpayers

-
Organising and conducting training of auditors by applying new methods and modern techniques  

-
Other particular tasks in order to achieve scheduled activities      

-
Support the RTA in the implementation of all project activities

Short term expert 2 - Component 2

Requirements:

- University level education or equivalent professional experience of 10 years in the taxation field 

-
5 years experience in taxation field of which at least 3 years in implementing external tax audit of tax payers in line with the acquis communautaire;

-
Experience in performing e-audit of taxpayers activities with software tools (such as ACL, SESAM, IDEA or other similar tools) for e-audit 
-
Working level of English language;
-
Computer literacy
-
Proven contractual relation to public administration or mandated body, ad defined under Twinning manual 5.3.2.

Assets:

-
Experience in conducting trainings 

-
Experience in usage of internal programmes/tools for analysis and audit of accounting systems   (such as ALTO) 

-
Experience in EU legislation and practices in the field of taxation and fight against tax fraud. 
-
Experience in implementing e-audit function in a Member State 

         - Experience in developing manuals for e-audit function
Tasks:

-
Analysing existing legal framework, facilities, software and level of knowledge of auditors
-
Analysing existing accounting system at taxpayers 

-
Presenting the e-tool(s) for audit of accounting system of taxpayers 

-
Presenting the best practice in e-audit, preparing corresponding report with recommendations and drafting the Manual on e-audit 

- Carrying out training needs analysis

-
Developing training courses on e-audit on the examples from practice

-
Organising and conducting trainings

-
Participating in study visit concerning e-audit best practice 

-
Other particular tasks in order to achieve scheduled activities      

-
Support the RTA in the implementation of all project activities

Short term expert 3 – Component 3

Requirements:

- University level education or equivalent professional experience of 10 years in the taxation field 

-
5 years experience in a taxation field of which at least 3 years in implementing external tax audit of tax payers in line with the acquis communautaire;

-
Experience in EU legislation and familiar with Court of Justice of European Union decisions in the field of VAT and VIES/VES

-
Experience in the field of fight against fraud in the field of VAT 

-
Working level of English language; 

-
Computer literacy
-
Proven contractual relation to public administration or mandated body, ad defined under Twinning manual 5.3.2.

Assets:

-
Experience in conducting trainings

-
Experience in VAT external audit at different types of taxpayers 

-
Experience in drafting manuals and guidelines concerning VAT audit function and fight against fraud 

Tasks:

- Analyzing national legal framework in the field of audit of VAT

-
Analysing current situation in CTA of VAT matters especially concerning combat tax fraud

-
Analysing of gaps and needs for CTA concerning VAT audit

-
Presenting the best EU practice

-
Developing the draft Manual for audit of VAT and combating tax fraud

-
Organising and conducting trainings of the group of auditors in the field of audit of VAT and fight against fraud on the base of real cases, schemes of tax avoidance and tax evasion

-
Participating in study visit

-
Other particular tasks in order to achieve scheduled activities   

-
Support the RTA in the implementation of all project activities

4. Institutional Framework

The Croatian Tax Administration employs a total of 4405 employees, of which Central Office 242, the Regional offices 1488 and branches 2675.

The Central Office of the CTA consists of the General Director's Office with two employees and 12 departments as follows:
- Tax System Department 24 employees,
- Applications of ISTA (information system of the CTA), Tax records, Statistics and Tax Registers Department 16 employees,
- Information System Department 37 employees,
- Audit Department 21 employees,
- Criminal Tax invastigation Department  4 employees,
- Enforced Collection Department 29 employees,
- Games of Chance, Amusing and Price Games Department 12 employees,
- General, Legal and Accounting Affairs Department 47 employees,
- Financial Management and Control Department 9 employees,
- Personal Development and Human Resources Management Department 21 employees,
- Department of International Cooperation and European Integration 12 employees, 
- Personal Identification Number Department 8 employees.

Concerning current organisation of the CTA, audit function is the task of two levels of organisational units, Central Office and 20 Regional Offices.

Detection of tax fraud and administrative procedure are performed within organisational units that perform regular audit. In case of tax fraud (further) operative procedure has been performed by State Attorney’s Office and Ministry of Interior.     

At the level of Central Office is organized Division for Audit, which primarily has the role of coordinator, while 20 Regional offices operationally carry out an external auditing of tax obligations and contributions of taxpayers, including VAT auditing. 

In the Central Office, in the Division for Audit currently there are:

1. Department for audit of large taxpayers and financial institutions

2. Department for audit of medium and small taxpayers

3. Department for audit of VAT

4. Department for audit of games of chance

Department for audit of large taxpayers and financial institutions performs administrative and other duties in relation to coordination of execution and execution itself of large taxpayers and financial institutions audit.

Department for audit of medium and small taxpayers performs administrative and other duties in relation to coordination of execution and execution itself of medium and small taxpayers audit.

Department for VAT Audit in Central Office performs administrative and other duties related to proposing of changes in tax policy, tax and other regulations in order to improve tax system and tax collection, sistematically monitoring the application of tax regulations, proposing drafting and adoption of the draft instructions on the application of regulations, providing professional assisstance and expertise to Regional Offices and undertaking measures in order to act in unified way and giving opinions on the application of regulations in individual cases. Special Department for VAT Audit is established at the level of Central Office and also in the largest Regional Office Zagreb. But in all other Regional Offices separate Departments for VAT Audit are not structured. Department for VAT Audit in Regional Office Zagreb which has 50 tax inspectors performs administrative and other professional tasks related to external audit of assesing, reporting and paying of VAT. In other regional offices external audit of VAT is performed by audit departments that are not specialized for audit of VAT.

Department for audit of games of chance performs administrative and other duties in relation to coordination of execution and execution itself of games of chance audit.

Financial Police in organizational terms consists of a Central Office in Zagreb, and five stations which are located in Zagreb, Split, Rijeka, Zadar and Osijek. The Financial Police has total of 144 employees, of which the Central Office has 20 and stations have 124 employees. 


The beneficiary institution will dedicate all necessary human and financial resources in order to guarantee an effective implementation of the respective project. In particular, the beneficiary institution will insure the availability of the following provisions:

· Adequately equipped office space for the RTA and the RTA assistant for the entire duration of their secondment (in particular a desk, a telephone line, PC with e-mail account and internet access, possibility to use fax & copy services).

· Adequate conditions for the STEs to perform their work while on mission to the BC.

· Training and conference venues as well as presentation and interpretation equipment.

· Costs for travel by BC participants from their capitals to a MS or between MS (study visits). 

· Its active involvement in preparation of the PIU and Steering Committee meetings and participation of its members on the same.

· The availability of the BC human resources (BC experts) during the implementation of the activities.
5. Budget

	Enhancement of the administrative capacity of CTA in the field of audit
	IPA Community Contribution
	National

Co-financing
	TOTAL

	Twinning Contract
	95%
	5%
	1.000.000 EUR


Interpretation costs will be reimbursed from the budget only for the purpose of workshops and seminars, up to 7% of the Contract amount can be used for translation and interpretation purposes.
6.
Implementation Arrangements
6.1
Implementing Agency responsible for tendering, contracting and accounting 

Central Finance and Contracting Agency (CFCA)

Ulica grada Vukovara 284

HR – 10000 Zagreb

Mrs. Marija Tufekčić, Director of the CFCA

Phone:+ 385 1 4591 245

Fax: +385 1 4591 075

Email: procurement@safu.hr
Twinning Administrative Office 

Central Finance and Contracting Agency (CFCA)

Ulica grada Vukovara 284

HR - 10000 Zagreb

Contact: Mr Domagoj Šimunović, Twinning NCP
Phone: +385 1 4591 245
Fax: + 385 1 4591 075
Email: twinning@safu.hr
6.2
Main counterpart in the BC
Senior Programme Officer
Ministry of Finance

Mrs. Vladimira Ivandić, Director

Katančićeva 5

10000 Zagreb, Croatia

Phone:
+ 385 1 4591 258

Fax:
+385 1 4922 598

E-mail:
vladimira.ivandic@mfin.hr
BC Project Leader
Ministry of Finance - Tax Administration

Ms. Ana Galušić, Head of Large Taxpayers Audit Division

Avenija Dubrovnik 26

10000 Zagreb, Croatia

Phone: +385 1 6501 610

E-mail: ana.galusic@porezna-uprava.hr
RTA Counterpart
Ministry of Finance - Tax Administration

Ms. Nevenka Morić

Avenija Dubrovnik 26

10000 Zagreb, Croatia

Phone:  +385 1 6501 608
Email: nevenka.moric@porezna-uprava.hr
Contact person:

Ministry of Finance - Tax Administration


Mr. Branimir Jelenković

Boškovićeva 5

10000 Zagreb, Croatia

Phone:  +385 1 4809 403
Email: branimir.jelenkovic@porezna-uprava.hr
6.3 Contracts

It is envisaged that the Project will be implemented through one twinning contract, with an indicative amount of EUR 1.000.000.

7. Implementation Schedule (indicative)

7.1
Launching of the call for proposals: 1Q 2011
 
7.2
Start of project activities: 1Q 2012 

7.3
Project completion: 4Q 2013
7.4
Duration of the execution period: 24 months; the execution period will end 3 months after the implementation period of the Action (work plan) which will take 21 month.

8.
Sustainability
It is anticipated that the project will achieve its purpose considering that the implementation of the project will be conducted by tax experts from one of the member states that posses experience in implementation of the acquis especially in the field of e-audit and tax fraud.

Wide scope of activities is foreseen that should be finished with the results which will provide Croatian auditors with strategic documents and modern planning and reporting system.

On the other side, based on EU rules and best practice, the Guideline for methods and techniques in audit, Manual on E-audit and Manual for audit of VAT and combating tax fraud will provide tools for auditors to be used in performing audit of taxpayers. Also, training component will provide trained auditors, capable to use modern audit tools and techniques and who will train other auditors.

The final results under this project will increase efficiency and effectiveness of audit function in whole and will provide trained auditors, who could implement wide scope of knowledge concerning audit of specific branches and in the field of VAT audit. That will enable more organised and more efficient combat against tax fraud, especially against VAT fraud. This would also lead to increase the revenue of the state budget. 

Benefits from the project will be revealed in administrative and operational qualification of Croatian Tax Administration´s staff to implement appropriate measures in the field of external tax audit in terms of common market.   

Benefits from the project are expected to be apparent in one year after the project completion.
9. Crosscutting issues 
Based on the fundamental principles of promoting equality and combating discrimination, participation in the project will be guaranteed on the basis of equal access regardless of sex, racial or ethnic origin, religion or belief, disability, age or sexual orientation.


This project does not involve any activities with an environmental impact. 

10. Conditionality and sequencing

Conditionality

N/A

Sequencing
The organisation of the round table discussions, workshops, presentations and trainings (which require the involvement of a bigger number of CTA experts) should be done on the basis of logical sequencing of the other relegated activities (carrying out analyses, elaboration of reports etc. which will be used as a basis).  In addition, the administrative capacities of the beneficiary institution should be carefully assessed on ad-hoc basis so as to avoid parallel activities' implementation covering the same target groups.
ANNEXES TO PROJECT FICHE

1.   
Logical framework matrix in standard format 

2.
Detailed implementation chart

3.
Contracting  and  disbursement  schedule  by  quarter  for  full  duration  of  programme  (including disbursement period)

4.   
List of relevant Laws and Regulations

5.
Reference to relevant Government Strategic plans and studies

6.        Organigramme of the Tax Administration and Finance Police 

Annex 1: Logical framework matrix in standard format 
	Enhancement of the administrative capacity of CTA in the field of audit 
	Programme name and number

IPA 2009
	

	Ministry of Finance - Croatian Tax Administration
	Contracting period expires:

Two years following the date of conclusion of the Financing Agreement
	Disbursement period expires: 

Three years following the end date for contracting

	
	Total budget: EUR 1.000.000
	IPA financing: 95%
National co-financing: 5%

	Overall objective
	Objectively Verifiable Indicators 
	Sources of Verification
	

	To strengthen the Croatian Tax Administration (CTA) functions of tax auditing and battling tax fraud in line with EU best practices.


	Budget revenue increased

Capability of CTA staff to fulfil EU requirements
	Commission reports

Regular national reports


	

	Project purpose
	Objectively Verifiable Indicators
	Sources of Verification
	Assumptions

	To enhance the administrative capacity of CTA in the field of audit.
	Number of detected and processed incorrectness and tax fraud increased by 10%

Number of successful audits increased at least by 10%

More additional taxes collected

Increased discipline by collecting taxes 

  
	       Final project report

Reports on audit

Tax payers opinion

Stakeholders opinion


	Strategic commitment for modernising Tax Administration and its functions

Support of management

Low turnover of staff


	Results 
	Objectively Verifiable Indicators
	Sources of Verification
	Assumptions

	Component I - Strengthening the CTA audit system as a whole

Result 1.1. Strategy for audit of taxpayers and related Action Plan developed
Result. 1.2. Manual on procedures for planning and reporting on audit in accordance with EU best practice developed
Result 1.3. Guidelines on methods and techniques for audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) developed
Result 1.4. Training of auditors in applying modern methods and techniques in audit of taxpayers by the type of major groups and activities and by the type of taxes

Component II - Establishing the e-audit function

Result 2.1. Manual on e-audit developed

Result 2.2. CTA and Financial Police auditors trained on methods and techniques in e-audit by the type of taxes (VAT, profit tax, income tax) and by the major types of activities like Financial institutions, Trade sector, Construction etc.)and in usage of e-audit tools

Result 2.3. One study visit carried out in order to get acquainted with e-audit function in practice
Component III - Enhancement of the administrative capacity in the field of audit of VAT

Result 3.1. Manual for audit of VAT and combating tax fraud based on EU practice developed

Result 3.2. CTA and Financial Police auditors trained in the field of audit of VAT and fight against tax fraud

Result 3.3. One study visit carried out in order to get acquainted with VAT audit function and combating tax fraud in practice

	- Existing legal and organizational framework (audit procedures, planning of audit, reporting on audit, all necessary documents) analysed

- Statistical and all other relevant data for strategic purpose analysed

- Best EU practices on audit strategies presented and analysed 

- Report with recommendations for the development of the Strategy for audit of taxpayers in Croatia prepared

 - Strategy for audit of taxpayers and related Action Plan developed

- Gaps and needs analysis and reviewing current practice and existing procedures in planning and reporting on audit based on legal framework and existing guidelines for planning and reporting conducted

- Best EU practices on planning and reporting on audit presented and analysed  

- Report with recommendations for the development of the Manual on procedures for planning and reporting on audit prepared 

- Manual on procedures for planning and reporting on audit developed

- Best EU practices for methods and techniques in audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) analysed and presented

- Report with recommendations for the development of the Guidelines for methods and techniques for audit of taxpayers prepared

- Guidelines on methods and techniques for audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) developed 
- TNA (Training Needs Analysis) conducted

- Training program and training materials prepared

- Minimum 10 workshops (minimum 20 CTA auditors per workshop) carried out
- Existing legal framework, facilities, software and level of knowledge of auditors in the field of e-audit analysed 

- Existing accounting systems of taxpayers analysed 

- Best EU practices for methods and techniques in e-audit by the type of taxes (VAT, profit tax, income tax) and by the major types of activities like Financial institutions, Trade sector, Construction etc.) presented and analysed

- Report with recommendations for the development of Manual on e-audit prepared 

- Manual on e-audit developed
- TNA (Training Needs Analysis) conducted

- Training program and training materials prepared

-  Minimum 10 workshops (minimum 20 CTA and Finance Police auditors per workshop) carried out

- 8 CTA auditors gained practical experience on e-audit through study visit and Mission Report prepared
- National legal framework in the field of audit of VAT analysed 

- Existing VAT audit procedures and all relevant documents, especially those produced by linked projects analysed

- Current procedures in combating tax fraud analysed

- Obligatory legal framework of VAT in EU presented and analysed and Court of Justice of European Union decisions regarding matter of VAT and combating tax frauds analysed 

- Report with recommendations for Manual for audit of VAT and combating tax fraud

- Manual for audit of VAT and combating tax fraud developed

- TNA (Training Needs Analysis) conducted

- Training program and training materials prepared

-  Minimum 15 workshops (minimum 20 CTA and Finance Police auditors per workshop) carried out

- 8 CTA auditors gained practical experience on VAT audit function and combating tax fraud through study visit and Mission Report prepared

	Project progress reports

Individual documents produced under the project

Individual documents produced under the project

List of participants on training

Individual documents produced under the project

List of participants on training

Report on findings of study visit

Individual documents produced under the project

List of participants on training

Report on findings of study visit


	Support of management

Low turnover of staff

	Activities
	Means
	Specification of costs
	Assumptions 

	Component I - Strengthening the CTA audit system as a whole 

 Act. 1.1. Developing Strategy for audit of taxpayers and related Action Plan

Act. 1.1.1. Analyzing existing legal and organizational framework (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate) covering:

Audit procedures

Planning of audit

Reporting on audit

All related documents

Act. 1.1.2. Analyzing of statistical and all other relevant data for strategic purpose from IT system of Tax Administration and budget (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)
Act 1.1.3. Presenting and analysing the best EU practices on audit strategies (of at least 2 different member states, preferably 3) through round table discussion (minimum 17  members of middle management and auditors from Central Office and Regional offices will participate)
 Act 1.1.4. Elaboration of a Report based on analyses done under Activity 1.1.1., Activity 1.1.2. and Activity 1.1.3. with recommendations for the development of the Strategy for audit of taxpayers in Croatia  and  Action plan for its implementation. The Report should also be presented summarising ideas and suggestions through round table discussion (minimum 7 members of middle management and auditors from Central Office and Regional offices)
Act. 1.1.5. Developing the Strategy for audit of taxpayers and related Action plan based on Report from Activity 1.1.4. The Strategy would be presented to the CTA management and staff through a workshop (minimum 20 CTA management and staff ) 

Act. 1.2. Developing Manual on procedures for planning and reporting on audit in accordance with EU best practice 

Act. 1.2.1. Conducting a Gaps and Needs Analysis and reviewing current practice and existing procedures in planning and reporting on audit based on legal framework and existing guidelines for planning and reporting (minimum 7 members of middle management and auditors from Central Office and Regional offices will participate) 
Act. 1.2.2. Presenting the results from Activity 1.2.1.as well as the best EU practices on planning and reporting on audit through a round table discussion  (minimum 17 members of middle management and auditors from Central Office and Regional offices will participate)
Act. 1.2.3. Elaboration of a Report based on the Analysis and discussions held under Act 1.2.1. and Act 1.2.2. with recommendations for the development of a Manual on procedures for planning and reporting on audit. The Report would be presented through a round table discussion (or workshop) (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)
Act. 1.2.4. Developing the Manual on procedures for planning and reporting on audit based on Report done under Activity 1.2.3.

Act. 1.3. Developing separate Guidelines on methods and techniques for audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) 

Act. 1.3.1. Presenting and analysing best EU practices for methods and techniques in audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) through at least 4 workshops (minimum 20 auditors per workshop from Central Office and Regional offices will participate)

Act. 1.3.2. Elaboration of a Report based on the analysis done under Activity 1.3.1. with recommendations for the development of the Guidelines for methods and techniques for audit of taxpayers. The Report will be presented through round table discussion  (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)

Act. 1.3.3. Developing Guidelines on methods and techniques for audit by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) based on Report elaborated under Activity 1.3.2.

Act. 1.4. Training of auditors in applying modern methods and techniques in audit of taxpayers by the type of major groups and activities and by the type of taxes including presentation of developed Guidelines
Act. 1.4.1. Conducting TNA (Training Needs Analysis) for modern methods and techniques in audit of taxpayers by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) for each group and activity

Act. 1.4.2. Preparing of Training program and training materials for modern methods and techniques in audit of taxpayers by major type of groups of taxpayers such as: Multinational companies, Taxpayers with cash register/cash flow, and by major type of activities such as Trade sector (trade chains), Production sector (food industry...), Construction, Tourism, Agriculture, Transport services, and by the type of taxes (VAT, Income Tax, Profit Tax) for each group or activity based on the TNA elaborated under Activity 1.4.1. and Guidelines developed from activity 1.3.3.
Act. 1.4.3. Carrying out train-the-trainers’ courses (minimum 10 workshops, minimum 20 auditors per workshop from Head Office and Regional Offices) based on Training plan and training materials from Activity 1.4.2. 

Component II - Establishing the e-audit function 

Act. 2.1.Developing Manual on e-audit 

Act. 2.1.1. Analyzing existing legal framework, facilities, software and level of knowledge of auditors in the field of e-audit  (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)

Act. 2.1.2. Analyzing existing accounting system of taxpayers (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)

Act. 2.1.3. Presenting and analysing best EU practices for methods and techniques in e-audit by the type of taxes (VAT, profit tax, income tax) and by the major types of activities like Financial institutions, Trade sector, Construction etc.) through a round table discussion (minimum 20 members of CTA middle management and auditors from Central Office and Regional offices and Financial Police auditors will participate)

Act. 2.1.4. Elaboration of Report based on analyses done under Activity 2.1.1., Activity 2.1.2. and Activity 2.1.3. with recommendations for the development of Manual on e-audit  (minimum 7 members of middle management and auditors from Central Office and Regional offices will participate)

Act. 2.1.5. Developing Manual on e-audit based on Report from Activity 2.1.4.

Act. 2.2. Training of CTA and Financial Police auditors on methods and techniques in e-audit (by types of taxpayers and by types of taxes) and in usage of e-audit tools on the basis of the new Manual on e-audit.
Act. 2.2.1. Carrying out TNA (Training Needs Analysis) for methods and techniques in e-audit by the type of taxes (VAT, profit tax, income tax) and by the major types of activities such as Financial institutions, Trade sector, Construction etc.

Act. 2.2.2. Preparing Training program and training materials for methods and techniques in e-audit by the type of taxes (VAT, profit tax, income tax) and by the major types of activities (such as Financial institutions, Trade sector, Construction etc.) based on TNA from Activity 2.2.1. and developed Manual from activity 2.1.5.
Act. 2.2.3. Carrying out train the trainers courses (minimum 10 workshops, minimum 20 CTA (mostly from regional offices) and Finance Police auditors per workshop) based on Training plan and training materials from Activity 2.2.2.. 

Act. 2.3. Carrying out one study visit in order to get acquainted with e-audit function in practice

Act. 2.3.1. Preparing and carrying out one study visit in order to get acquainted with e-audit function in practice.

Under this activity it is foreseen that 8 CTA auditors who attended the training courses under the activity 2.2.3 participate in 5-day study visit with following goals: 

- introduction into practical procedure for conducting e-audit and using e-tools (legal framework, e-audit procedure, types of e-tools that are used, the advantages and disadvantages, how to use e-audit tools...) Participants of Study Visit will prepare Mission Report and share it with other colleagues  to ensure sustainability.

Component III - Enhancement of the administrative capacity in the field of audit of VAT

Act.  3.1. Developing Manual for audit of VAT and combating tax fraud based on EU practice

Act. 3.1.1. Analyzing of national legal framework in the field of audit of VAT (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate) covering documents mentioned in Annex 4 List of relevant Laws and Regulations
Act. 3.1.2. Analyzing of existing VAT audit procedures and all relevant documents, especially those produced by linked projects (minimum 5 members of middle management and auditors from Central Office and Regional offices)

Act. 3.1.3. Analyzing of current procedures in combating tax fraud (minimum 5 members of middle management and auditors from Central Office and Regional offices will participate)

Act. 3.1.4. Presenting and analysing of obligatory legal framework of VAT in EU and analysing of Court of Justice of European Union decisions regarding VAT and combating tax frauds through at least 3 workshops (minimum 20 members of middle management and auditors from Central Office and Regional offices including Financial Police auditors will participate in each workshop)

Act. 3.1.5. Preparing a Report based on Activity 3.1.1., Activity 3.1.2., Activity 3.1.3. and Activity 3.1.4. with concrete recommendations for the elaboration of a Manual for audit of VAT and combating tax fraud (minimum 7 members of middle management and auditors from Central Office and Regional offices will participate)

Act. 3.1.6. Developing Manual for audit of VAT and combating tax fraud based on Report from Activity 3.1.5.  

Act. 3.2. Training of CTA and Financial Police auditors in the field of audit of VAT and fight against tax fraud on the basis of the Manual for audit and tax fraud as well as best EU practices.
Act. 3.2.1. Carrying out TNA (Training Needs Analysis) by types of taxpayers in the field of audit of VAT and fight against tax fraud 

Act. 3.2.2. Preparing a Training program and training materials based on TNA from Activity 3.2.1. and developed Manual for audit of VAT and combating tax fraud
Act. 3.2.3. Carrying out train-the-trainers courses (minimum 15 workshops, minimum  20 CTA (from Central and Regional offices) and Finance Police auditors per workshop) based on Training program and training materials from Activity 3.2.2. Courses will be based on cases from daily practice and judgments of the EU Court on different topics, such as:
- main points of VAT audit function in terms of common market; detection and prevention of VAT fraud; examples of various types of VAT frauds typical for different branches; presenting of different types of “tax avoidance” and “tax evasion” scheme; audit of VAT on services; review of methods used for measuring VAT gap; presentation of best practice in combating tax fraud 

Act. 3.3. Carrying out one study visit in order to get acquainted with VAT audit and combating tax fraud in practice

Act. 3.3.1. Preparing and carrying out one study visit in order to get acquainted with VAT audit and combating tax fraud in practice


Under this activity it is foreseen that 8 CTA auditors who attended the training courses under the activity 3.2.3 participate in 5-day study visit with the following goals: 

- introduction into practice on specific cases of VAT frauds (legislative framework, fraud schemes, measures taken to fight against frauds, how to organize the most effective audit in order to prevent tax fraud ......). Participants of Study Visit will prepare Mission Report and share it with other colleagues  to ensure sustainability.
	Twinning

Round table discussions, Analysis, Consultations, Preparation of documentation

(Activities 1.1.1 – 1.1.5.)
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Study visit

(Activity 3.3.1.)
	EUR 1.000.000


	Legal framework prepared and implemented

Support of management

Low turnover of staff

	
	Preconditions:
a) Croatian authorities will continue to demonstrate commitments to adopt and implement the EU acquis and standards in the field of Taxation.
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Annex 2. Detailed implementation chart

	Enhancement of the administrative capacity of CTA in the field of audit 
	2011
	2012

	2013


	Month
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	Twinning
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	C
	C
	C
	C
	C
	A/I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	I
	R
	R
	R


T – Call for proposals and evaluation

C – Contracting 
A/I – Arrival of the RTA/ Start of the implementation of activities

I – Implementation of activities

R – Report

Annex 3. Contracting  and  disbursement  schedule  by  quarter  for  full  duration  of  programme  (including disbursement period)

	Enhancement of the administrative capacity of CTA in the field of audit
	Cumulative contracting schedule by quarters in EUR (provisional)

	
	2011

	
	I
	II
	III
	IV

	Twinning 
	
	
	
	1.000.000

	 
	
	
	
	

	TOTAL (EUR):
	
	
	
	1.000.000


	Enhancement of the administrative capacity of CTA in the field of audit
	2012
	2013

	
	I
	II
	III
	IV
	I
	II
	III
	IV

	Twinning
	457.142,00
	
	
	221.429,00
	
	221.429,00
	
	100.000,00

	TOTAL (EUR):
	457.142,00
	
	
	678.571,00
	
	900.0000,00
	
	1.000.000,00


Annex 4: List of relevant Laws and Regulations
1. Value Added Tax Act (Official Gazette No 47/95, 106/96, 164/98, 105/99, 54/00, 73/00, 48/04, 82/04, 90/05, 76/07, 87/09, 94/09) available at: http://regulations.porezna-uprava.hr
2. Ordinance on the Value Added Tax (Official Gazette No 149/09) at:  http://regulations.porezna-uprava.hr
3. Profit Tax Act (Official Gazette No 177/04, 90/05, 57/06) at: http://regulations.porezna-uprava.hr
4. Income Tax Act (Official Gazette No 177/04, 73/08) at: http://regulations.porezna-uprava.hr
5. General Tax Act (Official Gazette No 147/08) at: http://regulations.porezna-uprava.hr
6. General Administrative Procedure Act (Official Gazette No 47/09)

7. Tax Administration Act (Official Gazette No 67/01, 94/01, 177/04) at: http://regulations.porezna-uprava.hr
8. Administrative cooperation in the area of VAT (Regulation 1798/2003, Regulation 1925/2004)

9. Council Regulation 143/2008  

10. Council Regulation 37/2009

11. Council Directive 2006/112/EC

12. Council Directive 2008/8/EC

13. Council Directive 2008/9/EC

Annex 5: Reference to relevant Government Strategic plans and studies
1. The determination of the Government of the Republic of Croatia to fight against corruption is shown in two key anti-corruption documents: the Anti-corruption Strategy with related Action Plan adopted by the Croatian Parliament in June 2008, followed by a new Action Plan from March 2010.

     The latest measures being undertaken by the Government of the Republic of Croatia in the framework of Anti-corruption Strategy are very important for the common functioning of repressive institutional framework (including state attorneys, police and judiciary). The objective is to detect, prosecute and sanction the perpetrators of criminal offences, particularly in the context of fraud and corruption as soon as possible.

2. In December 2007 the Tax Administration adopted the Strategy for the period 2008-2013, which contains the analysis of the state of play: advantages, weaknesses, possibilities, threats and strategic objectives in the areas of strategic importance for the Tax Administration such as: 

-  Strategic development and risk management

-  Human resources management, training and development

-  Organization and processes

-  Legal issues

-  Information technology

For more economic, efficient and effective implementation of the abovementioned key strategic areas that form the basis for achievement of strategic goals laid down in this Strategy, the Tax Administration shall adopt a Business Change Management Plan, which contains a breakdown of each key strategic area into overall goals, main activities, responsible persons and/or bodies and a link to Fiscal Blueprints of the European Union. In the framework of the Strategy, the improvement of the information system and education of servants or employees together with the strengthening of further cooperation with the EU are highlighted, inter alia, as crucial strategic objectives.
Annex 6: Organigramme of the Tax Administration and Finance Police 
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FINANCIAL POLICE








� Audit means that component of the tax law relations in which the tax authority conducts procedures to verify and determine facts essential to the taxation of taxpayers and other persons.





� Member States submitting proposals for Twinning projects implemented in Croatia, as well as the beneficiary institutions, will be requested to finalise drafting of the contracts in maximum six months regardless of the period of the year during which the drafting will take place.





PAGE  
1

