On the basis of Article 89 of the Constitution of the Republic of Croatia, I hereby enact this 

DECISION

ON THE PROMULGATION OF THE LAW ON FREE ZONES

I promulgate the Law on Free Zones adopted by the House of Representatives of the Parliament of the Republic of Croatia in its session on May 17, 1996.

No: 01-96-1030/1

Zagreb, May 27, 1996

President

of the Republic of Croatia

dr. Franjo Tuđman
THE LAW ON FREE ZONES

I GENERAL PROVISIONS

Article 1

This Law regulates the establishment of free zones, the administration of free zones and the conditions for the performance of economic activities in a free zone (hereinafter called Zone).

Article 2

A Zone is a part of the territory of the Republic of Croatia, enclosed and marked, in which the economic activities are carried out according to some specific conditions.

Article 3

A Zone can be established in the area of a seaport, airport, and river port. Along international roads and in other areas in which there are conditions for its operations. A Zone may consist of a number of separate parts if the conditions stipulated by this Law are complied with.

Article 4

Goods may be freely stored in a Zone. The following activities may be carried out within a Zone: production of goods, refinement of goods, wholesale trade and mediation in trade, services, banking and other financial operations, insurance and re-insurance of property and persons.

Retail trade shall not be carried out in a Zone.

II ESTABLISHMENT OF A ZONE

Article 5

A Zone shall be established on the basis of a granted concession to establish a Zone, unless otherwise stipulated by this Law.

A concession referred to in Section 1 of this Article shall be granted by the Government of the Republic of Croatia (hereinafter called Government). A concession referred to in Section 1 of this Article may be granted to one or more domestic legal persons.

A concession gives its user the right to establish a free Zone according to the conditions determined in the decision on a concession. A concession is not transferable to another person without a previous consent by the grantor.

Article 6

A concession referred to in Article 5 of this Law shall be granted on the basis of a public competition or a public bid collection.

On the basis of its decision upon a public competition of a public bid collection referred to in Section 1 of this Article, the Government shall determine the area of Zone, the activities to be carried out in a Zone and the conditions and measures for granting a concession.

Article 7

Except according to the conditions provided in Article 6 of this Law, the Government may grant a concession for the establishment of a Zone on the basis of an application of a domestic legal person, which can prove that there are economically justified grounds for the establishment of a Zone in a particular area.

The application referred to in Section 1 of this Article shall be submitted to the Ministry of the Economy.

The application referred to in Section 1 of this Article shall be supplemented by the following documentation:

· the essential data about the applicant and the capacity to accomplish the concession,

· the area included in a Zone,

· a study presenting the economic justification to establish a Zone in a certain territory, with an estimation of the expected profit resulting from the activities in a particular Zone and a specification of the activities to be carried out in a Zone,

· proofs related to the existence of spatial, infrastructure and municipal facilities necessary for the functioning of a Zone.

Article 8

The professional activities connected with a concession referred to in Article 6 and 7 of this Law shall be carried out by the Ministry of the Economy.

In order to carry out the activities referred to in Section 1 of this Article, the free Zones Directorate shall be organized with the Ministry of the Economy.

When carrying out the activities referred to in Section 1 of this Article aimed at granting a concession for the establishment of Zone, the Free Zones Directorate shall seek an opinion by a competent body of the municipality or the city in whose territory a Zone is established and by the State Administration for the Maintenance and Protection of Environment.

Article 9

The Decision on a concession shall contain the following: the name of the founder of a Zone, the territory of a Zone, the conditions for the use of a concession, the compensation to be paid for a concession, the term for which a concession is granted and other rights and obligations of the user of a concession.

On the basis of the Decision on a concession, the Ministry of the Economy shall make a Concession Agreement with the user of a concession.

The Concession Agreement referred to in Section 2 of this Article shall regulate the mutual rights and obligations of the grantor and the user of a concession.

Article 10

The Government shall determine the compensation for a concession.

The compensation referred to in Section 1 of this Article shall be designated:

· for the benefit of the Budget of the Republic of Croatia 50%,

· for the benefit of the municipality of the city 50%.

Article 11

The Government shall make the Decision to grant a concession for the establishment of a Zone within 90 days from the day of the closure of the public competition or public bid collection or from the day of the application of a concession.

Article 12

A concession shall cease to exist:

· at the expiry of the period for which it is granted,

· upon refutation by the user of a concession at the expiry of the period specified in the Decision on a concession,

· when the legal person that is the user of a concession ceases to exist.

· The Decision on the termination of a concession shall be made by the grantor of a concession.

Article 13

A concession may cease to exist upon the grantor's deprival.

A concession my be deprived:

· if the user of a concession does not ensure the conditions necessary of the operation of a Zone within the term provided in the Concession Agreement,

· if the user of a concession does not use the concession in the way provided for in the Concession Agreement or in the provisions of this Law,

· if the user of a concession fails to pay the compensation of three consecutive installments.

· In the case referred to in Section 2 of this Article and before a deprival, the user of a concession shall be invited to remove the grounds for a deprival within a certain period of time.

· If the user does not act pursuant to Section 3 of this Article, the concession shall be deprived without a delay. When a concession is terminated pursuant to the provisions of this Article, the user of a concession shall not have the right to indemnification.

Article 14

If the Government establishes a particular economic interest for the establishment of a Zone in a certain part of the territory of the Republic of Croatia, it may issue a special decision to establish a Zone and set up a company in the ownership of the Republic of Croatia to administer a Zone.

In the case referred to in Section 1 of this Article, the Government shall obtain a preliminary opinion by the municipality of the city in whose territory the Zone is located.

The opinion referred to in Section 2 if this Article shall not be binding for the Government.

Article 15

The decision referred to in Article 14 of the Law shall contain the following data: the area and the boundaries of a Zone, the activities that may be carried out in a Zone, the mode and conditions for the establishment of a Zone and for the constructions of objects and facilities within a Zone.

The decision referred to in Section 1 of this Article shall also determine the form of the company that will administer the Zone, as well as its capital stock.

Article 16

In a port area, a Zone may be established on the basis of a Government decision to issue an approval to the establishment of a Zone in a particular port.

An application for the approval referred to in Section 1 of this Article must be submitted by the port authorities.

Article 17

An application for the approval referred to in Article 16, Section 2 of this Law must be submitted to the Ministry of the Economy.

The application for the approval referred to in Section 1 of this Article must be supplemented by a study on the economic and financial justification to establish a Zone, with a particular emphasis on the assessment of foreign investments in a Zone, the activities that will be carried out in it, the evaluation of the expected profit and the proofs of the existence of spacial, infrastructural and municipal facilities necessary for the functioning of a Zone.

Article 18

The professional jobs and the preparations for the decision to issue an approval to establish a Zone referred to in Article 16 of this Law shall take place in the way described in Article 8 hereof.

Article 19

If it is established that the reasons for the existence of a Zone pursuant to Article14 and 16 of this Law have ecased to exist or if the founder or the users of a Zone do not carry out their activities according to this Law, the Government shall make the decision to abolish a certain Zone.

The decision referred to in Section 1 of this Article shall determine the terms or the abolishment of the operation of a Zone.

Article 20

A user of a concession, based on the decision referred to in Articles 6 and 7 of this Law and authorized individuals for the establishment of a Zone according to the decision referred to in Articles 14 and 16 of this Law shall be considered the founders of a Zone (hereinafter called Founder).

The Founder referred to Section 1 of this Article shall ensure the fund for the establishment and the commencement of the activities in a Zone and shall pass the Statutes of Establishment of a Zone not later than 6 months from the day a concession is granted or an approval obtained from the Government. The Statutes of Establishment shall contain the following:

- the name of the Founder,

- the name of the Zone,

- the area of the Zone,

- activities to be carried out in the Zone.

Article 21

The provisions of this Law on the establishment of a Zone shall also apply when a Zone is enlarged or when a separate part of a Zone is established.

III ORGANISATION, ADMINISTRATION AND OPERATIONS WITHIN A ZONE

1. Commencement of Activities

Article 22

A zone may start operating upon the receipt of a decision confirming that all the conditions for the commencement of the activities are fulfilled, but not later than twelve months from the day a concession and the Government approval are obtained and a company to ad/minister a Zone is established.

The conditions referred to in Section 1 of this Article shall be determined by a commission constituted by the Ministry of the Economy.

The commission referred to in Section 2 of this Article shall be composed of the members of the Ministry of the Economy, Ministry of Finance - Bureau of Customs, Ministry of Physical Planning, Construction and Housing, Ministry of Maritime Affairs, Transport and Communications, the State Administration for Environmental Protection of the Municipality or the City in whose territory a Zone is established, and a representative of the Founder of the Zone.

The commission referred to in Section 2 of this Article shall control whether the organizational, spatial, energy, environmental and technical conditions for the operation of a Zone and the conditions for the operation of customs service and supervision are fulfilled.

A certificate regarding the fulfillment of the conditions referred to in Section 1 of this Article shall be made by the Ministry of the Economy within 30 days from the day the fulfillment of the conditions for the commencement of the operations of a Zone is established.

2. Organization of a Zone

Article 23

A Zone shall be enclosed and marked.

A Zone or any part of it, if it is composed of several parts, shall be enclosed, marked and organized in such a way as to ensure that the transport of goods or persons into a Zone or out of it will take place only through particular exits or entrances of the Zone.

A Zone shall be visibly marked and labeled as a free Zone at both entrances and exits, from both the sea and the riverside.

The fence, entrances and exits shall be appropriately organized, secured and lighted at night.

The Founder shall provide the necessary rooms for the operation of the customs service at both entrances and exits of a Zone.

3. Administration of a Zone

Article 24

A Zone shall be administered by the Founder of a free Zone.

The Founder shall pass the Bylaws regulating the conditions of carrying out the activities in a Zone.

The Bylaws referred to in Section 2 of this Article shall regulate the working hours of a Zone, the movement of persons and goods in a Zone, the obligations of the Founder of a Zone regarding the insurance of spatial, technical and organizational conditions of using a Zone, the safety measures in a Zone, the environmental protection measures and the rights and obligations of the users of a Zone towards its Founder and similar provisions.

The Founder is obligated to submit the Bylaws referred to in Section 3 of this Article to the Ministry of the Economy, Directorate the Free Zones.

Article 25

Within 60 days after the end of a calendar year, the Founder of a Zone is obligated to submit a report on the operation of a Zone to the Ministry of the Economy.

The Ministry of the Economy shall submit to the Government an annual report on the operation of all Zones within the Republic of Croatia. The Government shall submit a report on the operation of every Zone for the current year to the Parliament of the Republic of Croatia by the end of May of the following year.

4. Users of a Zone

Article 26

The Founder of a Zone and other domestic and foreign legal and natural persons may be the users of a Zone (hereinafter called Users). Users shall carry out an economic activity in a Zone on the basis of an agreement made with the Founder of a Zone.

Users shall keep the books registering the operations in a Zone or separate books for the portion of their operations in a Zone.

5. Storage of Goods in a Zone

Article 27

Users shall freely store good in a Zone.

For the goods stored in a Zone that are not allocated for a turnover on the domestic market or are used or consumed in accordance with this Law, no customs duties or tax shall be paid and no other economic measures shall be applied.

Domestic goods allocated for export and stored in a Zone shall be considered exported at the moment of being stored in a Zone and must be cleared through the export customs.

The goods stored in a Zone may remain in it for an indefinite period of time, except for some agricultural and food products for which the Government may issue a special decision to limit the time of storage.

6. Customs Control Over Storage and Removal of Goods from a Zone

Article 28

The goods stored in a Zone, except for the goods cleared through the export customs, shall be reported to the customs office by a declaration for import and transit of goods or any other prescribed document for the customs control, supplemented by the necessary transport documents.

The customs office shall accept an order or a bill for domestic goods stored in a Zone, if they contain all the necessary data from the customs declaration.

Except for the cases referred to in Sections 1 and 2 of this Article, the goods must be declared to a customs agency and a corresponding customs clearance procedure must be carried out:

- if by storing the goods in a Zone, some other customs proceedings for these goods are completed, unless the provisions prescribing these proceedings do not provide for an exemption from the obligation to submit a customs declaration.

Article 31

The customs office shall carry out regular or sporadic supervision and inspection of the goods stored in a Zone.

If the customs office decides to carry out the supervision and inspection of the goods in accordance with Section 1 of this Article, the User shall make it possible for the customs authority to access both the goods and the documentation subject to the supervision and control.

Article 32

In order to enable the execution of the customs control, the User shall make a list of the following:

- the goods stored in a Zone

- the goods removed from a Zone,

- the goods processed, refined, treated and manufactured in a Zone,

- any changes or treatments of the goods within a Zone.

The list referred to in Section 1 of this Article shall be made chronologically and on the basis of the data from the transport or other documents accompanying the goods and on the basis of the norms for the productions of these goods.

The User shall report any loss of goods from a Zone to the competent customs authority.

The Minister of Finance shall prescribe the way the list referred to in Section 1 of this Article is to be made and the measures for the customs control in a Zone.

7. Execution of Activities in a Zone

Article 33

In accordance with this Law and the Agreement made with the Founder of a Zone, a User may carry out a production and provide services.

A User may perform any banking or other financial transactions and activities regarding the activities f insurance of property and persons and re-insurance matters in a Zone, if they are connected with the activities referred to in Section 1 of this Article.

A User may exceptionally perform any banking or other financial transactions not related to the execution of a production and service activities referred to in Section 1 of this Article, if it is provided by the Charter of Foundation of a Zone and if there is an approval of the National Bank of Croatia for such operations.

A User may carry out any forms of trade or trade mediation with other countries within a Zone and the limitations from a Law regulating foreign trade and foreign exchange operations shall not apply to such operations.

The execution of the activities in a Zone shall not jeopardize the natural and working environment.

Article 34

On the basis of a special consent obtained by the customs office, a User may store domestic goods not allocated for export or production in a Zone, separated from other goods.

The customs office shall not permit the storage of goods referred to in Section 1 of this Article, if it would make the control of the operations in a Zone more difficult.

For the domestic goods referred in Section 1 of this Article, stored by a User in the territory of a Zone, a list shall be made in accordance with Article 32 of this Law.

8. Removal of Goods from a Zone

Article 35

The goods removed from a Zone may be:

- exported or re-exported from the territory of the Republic of Croatia,

- imported into the customs territory of the Republic of Croatia.

If the goods referred to in Section 1 of this Article are imported into the customs territory of the Republic of Croatia, they are subjected to the regulations valid for the import of goods into the Republic of Croatia, unless it is a question of domestic goods referred to in Article 34 of this Law.

For the goods produced or refined in a Zone, a customs duty and other duties shall be charged at the time of import into the Republic of Croatia, in proportion with the value of the imported raw materials, substances and parts used in the production and refinement of goods within the Zone.

IV TAXATION IN A ZONE

Article 36

A User who builds or participates in the construction of infrastructure facilities in a Zone in the amount higher than 1.000.000 Kunas shall be exempted from paying the profit tax in the first five years of operating in a Zone.

Other users in a Zone shall pay profit tax amounting to 50% of the prescribed rate.

Article 37

After having determined the economic interest of the Republic of Croatia, the Government may increase the tax relief referred to in Article 36 of this Law for some Zones or for the execution of the particular activities within a Zone.

The Government shall determine the tax relief referred to in Section 1 of this Article with a decision based upon a recommendation by the Ministry of the Economy.

V SUPERVISION OF ENFORCEMENT OF THIS LAW

Article 38

The supervision of the provisions of this Law shall be carried out by the competent customs office, the Ministry of the Economy and by inspections within their competencies.

VI PENALTY CLAUSES

Article 39

The Founder of a Zone who does not comply with the Concession Agreement (Article 9) and the Decision to establish a Zone (Article 15 and 16) shall be fined with 30.000 to 100.000 Kunas.

For the activities referred to in Section 1 of this Article, the responsible person representing the Founder shall also be fined with 5.000 to 20.000 Kunas.

Article 40

The Founder shall be fined with 15.000 to 75.000 Kunas for a violation if:

- the activities begin prior to a receipt of a certification confirming the fulfillment of the conditions necessary for such commencement (Article 22),

- there are no Bylaws on the conditions under which the Users of a Zone may carry out the activities within the Zone (Article 24, Section 1),

- a report on the operations in a Zone are not submitted in the prescribed period of time (Article 25, Section 1),

- activities are carried out in a Zone that jeopardizes the natural and working environment (Article 33).

For the violation referred to in Section 1 of this Article the responsible person representing the Founder shall also be fined with 5.000 to 15.000 Kunas.

Article 41

A User shall be fined with 10.000 to 45.000 Kunas if he or she:

- does not keep separate books for the operations in a Zone (Article 26, Section 3),

- does not declare the goods to the customs office (Article 28, Section 3),

- does not return the goods to the Zone or export them within due period if they were temporarily removed from the Zone (Article 29, Section 2),

- does not make it possible for the customs or other competent authority to carry out the customs or other control of the operations in a Zone (Article 30),

- does not make a prescribed list of goods (Article 32, Section 1),

- does not report the disappearance of goods from a Zone (Article 32, Section 3)

- jeopardizes the natural environment by carrying out some activities in a Zone (Article 33).

For the violation referred to in Section 1 of this Article, the responsible person representing the User shall also be fined with 5.0000 to 15.000 Kunas.

The proceedings or the violations referred to in Section 1 of this Article, points 1 to 6, shall be conducted by the commission for the customs violations provided for by the Law regulating the customs service.

VII  TRANSITIONAL AND CONCLUDING PROVISIONS

Article 42

The founders of the free customs zones established prior to the entry into force of the Law on Free Zones ("Narodne novine" No. 53A/91), that continued to operate before this Law entered into force shall initiate the adjustment proceedings for the organization and operation of a Zone according to the provisions of this Law within a period of a year from the day this Law entered into force.

If the proceedings for the adjustment of the organization and deportation of customs zones are not initiated during the prescribed period of time in accordance with this Law, the customs zones referred to in Section 1 f this Article shall cease to operate on the day of the expiry of the term referred to in Section 1 of this Article.

The customs zones, which do not fulfill the conditions for the continuation of operations by obtaining a concession or approval for the establishment of a Zone, shall cease to operate within a year from the day the Government decision is made that refuses the concession or approval.

Article 43

Upon entry into force of this Law, the customs zones referred to in Article 42 hereof shall continue to operate with the obligation to adjust the organization and operation a Zone with the provisions of this Law.

The provisions of Articles 2, 4, 23-35, 38 and 40, Section 1, point 2, 3, 4 and Section 2, and Article 41 of this Law shall be applied to the operation of customs zones.

Article 44

Upon entry into force of this Law, the Law on Free Zones shall cease to be operative ("Narodne novine" Nos.53A/91, 94/93 and 25/96).

Article 45

This Law shall enter into force on the eighth day from the day of its publication in the Official Gazette "Narodne novine".
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