LAW REGARDING THE BUDGETARY SYSTEM AND THE
BUDGETARY PROCESS OF MOL DOVA
Parliament adoptsthe present Law.

TITLEI
GENERAL DISPOSITIONS

Article1. Basic notions.
The following notions are used through out the present Law:

Annua Budget Law - the annua law through which Parliament approves the State budget, that includes
revenue sources and destination of expenditures for one budget year.

Annex - a component part of the Annual Budget Law, which includes revenues, expenditures of the state
budget, aswell as other specifications.

Explanatory Note - additional materials about the strategies and policies of the Government.
Budget Y ear - the twelve consecutive months for which is developed, implemented, and reported upon, and

for which the national public budget is approved.
Appropriation - an authorization by Parliament for the Government or any State Organ to make, or ~ commit

to make, expenditures, or to permit the Treasury to effect payments for specia provisions, in the limits of
the annua budget law .

Permanent Appropriation - an appropriation for a specific purpose which isincluded in alaw of the Republic
of Moldova and that is effected in terms and conditions of the assumed obligations.

Treasury - unit in the Ministry of Finance that effects operations from the Treasury account for stipulations
specified in the Annual Budget Law concerning revenues and expenditures, exercises cash execution of the
budget.

Treasury Account - the account into which all revenues are collected and from which all budgetary
expenditures are made.

Article2. Budgetary system.

@

@

The budgetary system is an integral part of the system of public finance of the Government, and consists of the
national public budget, which includes:

@) the State budget, that includes the totality of state revenues and expenditures, necessary for the
implementation of the Government’ s strategies and objectives.

(b) local budgets, that represent the budgets of territorial-administrative units, regions, cities
(municipas), communes (villages), other administrative units, instituted in accordance with the
legidation;

(© the budget of the State Fund for Social Protection; and
(d) extra-budgetary funds.

Asindependent el ements the state budget and the local budgets form the consolidated budget.

Article 3. Budgetary process



The budgetary process is the process that begins with the elaboration of the budget and ends with the approval of the
report on its execution for the respective budgetary year.

Article4. Budget Year.
The Budget Year on theterritory of Republic Moldova begins on January 1 and ends on December 31 of each year.

Article 5. Getting into effect and publication of the Annual Budget L aw.
Annual budget law gets into effect on January 1 of each year or on the date provided in its text and is published in the
Officia Monitor of Republic Moldova.
Article 6. Budget and fiscal policies.
1) When undertaking their responsibilities under this Law, the Ministry of Finance, the Government and the
Parliament will act to ensure:
(8) Elaboration of abudget in conditions:
0] Long-term stability of the national currency;
0] Stability in prices and wages,
0] Stable development of the economy.

b) A baance over time of revenues collections and expenditures effecting;

2 The Ministry of Finance will coordinate its responsibilities under paragraph (1) of this Article with the
National Bank of Moldova.

Article 7. Budget classification.
QD Budgets are elaborated and implemented on the basis of a unique budget classification system.

2 The budget classification includes classification of budget revenues, organizationa classification,
functional classification and economic classification of budget expenditures as follows:

a) classfication of budget revenues groups budget revenues on bases of legidation that
determines the sources of revenues;
a) functional classification of budget expenditures groups the expenditures that reflect theuse  of
financial resources for the implementation of the basic functions of the state;
a) organizational classification of budget expenses systemises the expenses on types of

enterprises, ingtitutions, organizations and measures that reflect the distribution of
appropriations between the direct beneficiaries of budget resources,

a) economic classification of budget expenses groups and gives detailsto expensesin
accordance with their exact destination;

3 Internal and external sources of financing of the budget deficit, as well as the internal and external
state debt are components of the classifications mentioned to the paragraph (2).

4 Budget classification ensures:



@ systematization of budget indexes for the elaboration, approval and implementation of budgets; and
(b) will ensure the international comparability of budgetary data., containing similaritieswith  the
classification systems used by international financia organisms.

(0] Budget classification is devel oped by the Ministry of Finance and is approved by the decision of the
Parliament.

Article 8. Budget revenues.

D Budget revenues consist of all taxes, fees and any other receipts that are specified by the legidation.
2 Budget revenues do not include borrowing by the State.

(©)] Thelist of budget revenues s approved as annex to the annual budget law.

Article9. Appropriations.

D The Annua Budget Law includes specific appropriations allowing the State Bodies to make expenditures.

2 Bodies of public administration may not make additional expenditures without a specific appropriation
defining the purposein the Annual Budget Law.

3 Expenditure for the service of the state debt, including for obligations proceeded from granting of
guarantees by the Government, have a permanent appropriation and are effected in the terms settled.

Article 10. Budget expenditures.
1) Budget expenditures are determined by the appropriations contained in the Annual Budget Law.
2 Expenditures include:

@ the salary fund of employees of bodies of public administration;

(b) other expenses related to the operation of bodies of public administration;

(© expenditures for education, health protection, socia protection, culture and arts, sports,
environmental protection, science;

(d) support of some fundamental scientific research programs;

G investments in State programs for the development for the branches of the national economy which
are adopted by the Government;

® transfersto local public administrations, ingtitutions financed from the budget, state enterprises;

(9) investment in public infrastructure and in capita investments for the use of the Government or the
public;

(h) ensuring the national defense and protecting the public order;

0] service of state debt

()] payment of feesin different international organizations;

(k) implementation of other Government policies and programs, as authorized by law.

3 Budget expenditures do not include repayments of principal on State debt.

Article11. Budget balance.
1) The State budget balance is the difference between total State revenues and total State expenditures.
2 If State budget revenues exceed State budget expenditures, there is a State budget surplus.
3 If State budget expenditures exceed State budget revenues, there is a State budget deficit.
4 The draft of the Annual Budget Law will include the limit of the State budget surplus or deficit.
5) Following the adoption of a Annual Budget Law :



@ no proposed law, other than the Budget law proposal, which decreases State budget revenues or
increases State budget expenditures may be considered by Parliament, unless the bill also includes
the source of covering the losses for maintaining the level of the settled budget deficit; and

(b) no law, other than the amendments to the Annua Budget Law, may be adopted which reduces the
approved State budget surplus or increases the estimated State budget deficit.

Article 12. Special resour ces of the ingtitutions financed from the budget.

D Special resources of the institutions financed from the budget are considered the revenues of the budgetary
ingtitutions, obtained from some types of paid services, effecting of works or other activities not-provided as
obligatory.

2 The institutions financed from the state budget or/and the local budgets can create and use the specia
resources in conditions of the present legidation with the permission of the Government or the state body
authorized by the Government.

Article 13. Control and auditing of budget revenues and expenditures.

D Financia review and auditing of the state budget revenues and expenditures will be implemented by the
Chamber of Accounts of the Parliament.
2 Financia and administrative control over the budget revenues and expenditures is implemented
respectively by the State Tax Inspectorate and the Financial Control bodies of the Ministry of Finance.
TITLEII
State Budget
CHAPTER|

STATE BUDGET DEVELOPMENT

Article 14. Purpose of the State budget.
The purposes of the State budget are:
€) To implement the economic, social and other policies and objectives of the Government;
(b) To appropriate the funds necessary to finance the operations of the Government;
(© To maintain the balance between revenues and expenditures of the Government necessary to maintain a stable
macro-economy in the state;
(d) To provide for the effective, efficient and responsible management of the public finance of the Government;
(e To explain in a clear and transparent manner the policies and objectives of the Government that shall be
implemented by the budget.

Article 15. State budget development procedure.
1) The development and approva by the Parliament of the State budget law are exclusive subjectsto this Law.
2 At a date to be determined by the Government, the Ministry of Finance will present to the Government an
Annua Budget Proposal, a Annual Budget Proposal Annex and Explanatory Notes for the next budget year.
(3) By September 15 of each year, the Government presents to the Parliament:
@) The annual budget law proposal for the next budget year and the explanatory note;
@ A list of legidative modifications proposed to the Parliament that affect the Annual Budget
Proposal.

4 Additiondly to the materials provided in paragraph (3) of the present article are presented the
estimates of revenues and expenditures of the consolidated budget.



Article 16. Development of the State budget.

The Minister will develop the Annual Budget Proposal based upon the provisions of the Article 15(2) of the present law
and:

@ objectives provided in Article 14,

(b) sources of revenues and destination of expenditures;

(© the detailed expenditure proposals of the State bodies;

(d) the revenue and grant proposals of the loca public administrative bodies, as described in Title I11 of thislaw;

(e) suggestions regarding financing of the budget deficit, in case that state budget expendituresexceed  the
revenues,

® suggestions about the use of the budget surplus, if the revenues exceed expenditures.

Article 17. Development of preliminary revenue and expenditur e tar gets by the Ministry of Finance.
1) Basic economic data, necessary for development of the state budget draft are presented to the Ministry of
Finance in the term settled by the Government and should include in particular:

@ estimation of macro-economic and socia development indicators for the Republic of Moldovafor the
upcoming budget year, to be determined, prepared and presented by the Ministry of Economy;

(b) estimation of indicators for and requirements of the budget of State socid insurance, to be
determined, prepared and presented by the Ministry of Work, Socia Protection and Family.

2 National Bank of Moldova determines, develops and presents the forecast of the balance of payments, credits,
external obligations, and of other indexes that characterize the monetary-credit strategy of the Republic of
Moldova

(©)] Based on the data in paragraph (1) and (2) of this Article, and on other relevant information, the Ministry of
Finance will determine preliminary total revenue and expenditure targets for the State budget.

4 Preliminary estimates are given to public authorities by the Ministry of Finance on the date settled by the
Minister of Finance..

Article 18. I ssuance of explanatory notes about the development of state budget dr aft.
Ministry of Finance issues for the public authorities detailed explanatory notes about the development of the state
budget draft.

Article 19. Presentation of budget proposalsto the Ministry of Finance.
1) On a date to be determined by the minister of finance, State bodies will present their budget proposals to the
Ministry of Finance.

2 The Ministry of Finance determines the structure and contents of the budget proposals of the State bodies that



©)

will include:

€) recorded revenues and expenditures for the prior budget year;

(b) estimated revenues and expenditures for the current budget yesr;

(© estimated revenues and expenditures for the next budget year;

(d) projected revenues and expenditures for aleast one year beyond the next budget year; and

(e judtifications of the expenditure requests with regard to the preliminary revenue and expenditure
targets distributed by the Ministry of Finance under Article 17(4) as well asto expected results of the

programs that are included in these requests.

The Ministry of Finance has the authority to request from State Bodies any additiona information pertaining
point 2 of thisarticle, that is obliged to be submitted by State Bodies.

Article 20. Examination of the budget proposals by the Ministry of Finance.

@

@

©)

4

The Ministry of Finance examines the budget proposals of al State Bodies based upon, that includ:
@ the preliminary revenue and expenditure targets required by Article 16(b) ;and
(b) theinformation and justifications required in Articles 17 and 19(2 ).

On a date to be determined by the Minister of Finance, the Ministry will present to State Bodies its decisions
regarding the revenue part and the expenditure part for the next budget year.

Based on the received information, al State Bodies modify their individual budget proposals and re-submit
them to the Ministry by adate to be determined by the Minister of Finance.

State Bodies may apped the decisions in paragraph (2) to the Minister of Finance. Remaining disagreements
will be discussed, in the final instance, at the Government.

Article21. Expendituresfor capital investments.

@
@

Expenditures for capital investments will be included separately in the Annual Budget Proposal.

Expenditures for capita investments in Government and public ingtitutions, in Government and public
infrastructure, and in acquisition of Government or publicly-owned capital assets will be included by each
State Organ to the Ministry of Finance and will include:

@ atechnica evaluation of each investment or acquisition;

(b) afinancial evauation of thetotal cost of each investment or acquisition;

(© an estimate of the annual expenditure requirements for each investment or acquisition; and

(d) an estimate of the annual revenues or fees, if any, that are expected to accrue to the Government as a



©)

result of the investment or acquisition.

Based upon the information required by paragraph (2) of this Article, the Ministry of Finance reviews
each proposed investment or acquisition to ensure that:
€) it is consistent with the policies and objectives of the Government;
(b) it is a priority investment or acquisition within the overal expenditures limitations of the State
budget; and
(© sources of financing will exist in subsequent years to complete the investment or specified
acquisition.

Article22. Reservefund.

@
@

The reserve fund is approved by the Annual Budget Law.

The size of the reserve fund that is determined by the Government based on the suggestionsof the  Ministry

of Finance, subject to the provisions of Articles 16 - 20.

Article 23. Presentation of the Annual Budget Proposal to the Gover nment.

@

@

©)

The Ministry of Finance will develop an Annual Budget Proposal and accompanying Budget Proposal Annex
and Explanatory Notes based on the process delineated in Articles 16 through 20 of this Law.

The Budget Proposal Annex will include for each State Body:

@ recorded revenues and expenditures for the next budget year;

(b) estimated revenues and expenditures for at least one year beyond the next budget year;
(© additional data, required by the annual budget law.

The Budget Proposal Explanatory Notes will include the forecasts required by Article 17(1), aswell as dataon
and explanations of the following policies of the Government:

@) the socia and economic devel opment policies,

(b) the budgetary and fiscal policies;

(© strategies of state debt;

(d) strategies of financia support;

(e) thedtrategy of reciprocal relations between the State Budget and local budgets.

Article 24. Adoption of the Annual Budget Proposal by the Gover nment.

@

@

The Government will review the Annua Budget Proposal and Explanatory Notes in the following way. The
Ministry of Finance presents at the request of the Government additional information or explanations
regarding the Annual Budget Proposal and Explanatory Notes.

The Government determines procedures for appedls by State Bodies of the Annual Budget Proposal
and Explanatory Notes.



(©)] The Government will determine any amendments to the Annual Budget Proposal and Explanatory Notes, and
will direct the Minister to incorporate any such amendments.

4 After the amendments, if any, areincorporated, the Government will adopt the Annual Budget Proposal.
CHAPTER 11

EXAMINATION AND APPROVAL OF THE ANNUAL BUDGET LAW BY THE PARLIAMENT

Article 25. Presentation of the State annual budget proposal to the Parliament.
D The Government will present the Annual Budget Proposal to the Parliament, by September 15.

2 The Annual Budget Proposal includes the Budget Proposa Annex and Explanatory Notes as specified in
Article 23 of this Law.

3 In addition to the state annual budget proposal, the Ministry of Finance presents:

(8 thecalculations of revenues,
(b) description of expenditures that exceed 0,01% of the total amount of budget expenses.

4 The state annual budget proposal is examined by the Chamber of Accounts, that presents to the
Parliament a note on the date settled by the Parliament.

Article 26. Examination of the proposed State budget in Parliaments Commissions.
1) The appropriate Permanent Commissions of the Parliament, as determined by the Parliament, will examine the
Annual Budget Proposal for atime period to be determined by the Parliament.

2 On a date to be determined by the Parliament, each Permanent Commission will report on its
examination of the Annual Budget Proposal to the Commission on Budget and Finance.

(©)] On the basis of the reports of the Permanent Commissions and of its own examination, the Commission on
Budget and Finance will prepare areport and a list of recommendations on the Annual Budget Proposal. The
Commission will present this report to the Parliament on a date to be determined by the Parliament.

Article 27. Examination of the proposed State budget by the Parliament.
1) The Parliament will examine the Annual Budget Proposal asarulein three readings.

2 In each reading, the Parliament examines the components of the Annual Budget Proposd and the
explanatory notes as specified in Articles 28-300f the present law.

(©)] The annual budget lav may be adopted in the second reading, with the condition of examining the issues
provided in art. 30.

Article 28. First Reading
D During the first reading, the Parliament hears to the report of the Government and co-report of the Commission
for Budget and Finance on the proposal of the annual budget law and examines:



@

©)

€) main budgetary and fiscal policies;
(b) thebasic policies and objectivesto be implemented by the Annua Budget Proposal; and

The Parliament approves in first reading the proposal of the annual budget law and returnsit to the Budget and
Finance Commission for preparation of examination in second reading.

In case of disapproval, the Parliament will set a deadline for the reexamination and presentation of the Annual
Budget Proposal in first reading.

Article 29. Second Reading.

@

@

©)

During the second reading, the Parliament, at the presentation of the Commission on Budget and Finance will
examine:

@) the estimated total revenues, and their structure;
(b) the estimated total expenditures, and their structure and destination;
(© the resulting deficit or surplus of the State budget.

Based on this examination, the Parliament will approve, and return to the Commission on Budget and Finance
the Annual Budget Proposal for preparation of re-examination in third reading..

In case of disapprova of the project in second reading, the Parliament will set a deadline:for reexamination
and presentation of the Annual Budget Proposal in the second reading;

Article 30. Third Reading.

@

@

During the third reading the Parliament, at the presentation of the Commission on Budget and Finance:
€) examines the detailed appropriations of expenditures for State Bodies;

(b) settles the appropriations of expenditures which will be financed on a priority basis during the
budget year; and

(© examines other details of the Annual Budget Law.
The Parliament will adopt the Annual Budget Law by December 20 of each year.

CHAPTER 11
IMPLEMENTATION OF THE STATE BUDGET

Article 31. Responsibility for implementation of the State budget.
The implementation of the State budget is the responsibility of the Government.

Article 32. Quarterly allocation of revenuesand expenditures.

@

Within 10 working days of the adoption of the Annual Budget Law, the Ministry of Finance will:

@) require al State bodies to provide suggestions regarding the distribution of quarterly expenditure;



@

©)

4

®)

(b) makes quarterly distributions of revenue contained in the annual budget law and the present laws.

25 days after the approva of the annual budget law, Ministry of Finance approves quarterly estimates of
revenues and expenditures, in accordance with the budgetary classifications. The Ministry of Finance may
also determine appropriations for each Government Program.

A quarterly apportionment is signed by the Minister of Finance or his delegate that approves a specific
expenditure for a specific purpose.

No State body may make expenditures, without first obtaining a signed apportionment from the Minister of
Finance or his delegate.

In addition to the quarterly allocations required by paragraph (2) of this Article, the Ministry of Finance may,
through a written and signed apportionment, place any other conditions on the authority of a State Bodies to
make expenditures, provided that these conditions are consistent with the Annual Budget Law and other laws
of the Republic of Moldova. Regulation about the status, rights and obligations of the orderers of credit are
approved by the Ministry of Finance.

Article 33. Cash execution of the State budget.

@
@

©)

4

The cash execution of the State budget is implemented by the Treasury Department of the Ministry of Finance.

Ministry of Finance can involve Banks that operate on the territory of the Republic of Moldova as agents
to carry out cash operations related to the cash execution of the budget.

In carrying out the functions required by paragraph (1) of this Article, the Ministry of Finance is responsible
to:

€) ensure the gtrict evidence of collection of revenues into the account of the Treasury on the basis of
effective collections in the procedure of collections;

(b) make expenditures only if thereis an appropriation in accordance with Articles 9 and 32 (3) and (4);

(© administer all revenues and expenditures through distinct accounts based on the budget
classification;

(d) ensure the service of State Debt; and

(e implement any other financial operations of State and loca bodies, provided that these operations
are consistent with the Annual Budget Law and the present legidation.

Each year on December 31, the Ministry of Finance will close al accounts opened during the current budget
year in order to prepare the annual report in accordance with Article 43 of the present law.

Article 34. Collection of revenues.

@
@

Taxes, fees and any other revenues will be collected into the budget only in accordance with the laws.

All revenues that are established by law will be accumulated on the Treasury account upon

10



collection.
3 Any revenue not collected until December 31, will be collected on the account of the next budget year.
Article 35. Implementation of Expenditures.
D During the process of state budget execution, public authorities can make expenditures for diverse
governmental programs, with the condition that the appropriations correspond to the annual budget law and
to be effected in accordance with art 32 (4).

2 Salaries and compensation for personnel which are alocated by State Bodies, and which have a specific
quarterly apportionment, may not be increased without arevision in the apportionment.

(©)] Expenditures appropriated for specific uses may not be transferred to other destinations.

4 Expenditures quarterly apportioned for specific uses may not be transferred to other destinations without
the notification and approval of the Minister of Finance.

5) Financing of expenditures of the state budget by direct monetary emission or by direct financing by  banks is
prohibited.

Article 36. Lapsing of appropriations.
D All appropriations lapse at the end of the budget year.

()] If an appropriation is made for more than one year, the necessary funds are provided in the ulterior annual
budget laws.
3 Resources which remain unused at the end of the budget year may be re-appropriated for the next budget year.

Article 37. Use of the Reserve Fund.
D The reserve fund is used by the Government, on the bases of the regulation approved by the Parliament, in
justified cases of use of approved budget resources, in accordance with legal  dispositions, for financing of some
new actions or objectives intervened during the year.

2 Resources financed from the reserve fund are alocated only on the bases of the decisions of the
Government, issued in form of decisions or dispositions, with theindication of destination, beneficialy and
the amount in national currency.

(©) Decisions of the Government about the allocation of the resources from the reserve fund aresigned  second
signature by the Minister of Finance.

Article 38. Financing Gover nment expendituresin casethe Annual Budget Law isnot adopted by December 31.

D If the Annual Budget Law is not adopted by the Parliament on or before December 31, financing of
expenditures will be implemented for each month at one twelfth of the sum of expenditures for the preceding
budget year.

2 In the case where the Annual Budget Law is not enacted by the Parliament on or before December 31, and in
exceptional cases (such as natura calamities or war), as determined by the Ministry, the Ministry may propose

11
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to the Government, and the Government may propose to the Parliament, any additional expenditures. If the
Parliament approves the proposa of the Government, or takes no action on the proposd within 15 working
days of its presentation, the additional expenditure will be effectuated.

Any additiona appropriation for expenditures created as a result of the provisions of paragraphs (2) of this
Article will lapse with the approval of the Annual Budget Law.

Article 39. Sequestration of Expenditures.

@

@

©)

4

If during the budget year the Ministry of Finance determines that the level of the budget deficit exceeds or will
exceed the level approved in the Annua Budget Law, the Minister shall sequester expenditures in sufficient
quantity to enforce the approved level of the State budget deficit, approved in the Annua Budget Law.

The Ministry of Finance shal sequester expenditures through quarterly proportiona reductions of all
expenditures, with the exception of categories or chapters of expenditures that are specified in the annua
budget law.

As an exception to the provisions of paragraph (2) the Ministry of Finance may propose to the Government,
and the Government may propose to the Parliament, sequesters that are not quarterly proportional reductions
of al expenditures. If the Parliament approves the proposal, or takes no action on the proposal within 15
working days of its presentation, the proposed sequester will take effect.

Depending on the collections of revenues into the state budget, 5 days before the end of each current

quarter, the Ministry of Finance can modify the estimates of expendituresfor thenext period, informing the
respective State Bodies about the modifications.

Article 40. Rectification of the State Budget.

@

In case of necessity, the Ministry of Finance will present to the Government and the Government to the
Parliament a draft review of the annua State budget law. The review will include:

@) revised estimates of revenues, of obligatory expenditures (including service on State debt), and of the
resulting budget deficit or surplus;

(b) revised estimates of repayment of principa on State Debt; and

(© revised estimates and descriptions, if any, to the annexes and explanatory notes of the provisions
required by Article 23.

Article41. Additional appropriations in cases of rectification of the state budget.

@

@

©)

State bodies may send requests for additional appropriations during the budget year to the Ministry of
Finance.

Each request will include a justification for the additional expenditures, and will propose offsets, in the form of
increased revenues or reduced expenditures.

The Ministry of Finance will review each request for additional expenditures and, if it approves the request,
will propose to the Government an additional appropriation for the proposed expenditures, as well as offsets.

12



4 The Government, if it approves the proposa of the Ministry of Finance, will propose to the Parliament the
additional appropriations for the requested expenditures, as well as offsets, by offering an amendment to the
Annual Budget Law and, if necessary, amendmentsto the existent legidation..

5) The Parliament will examine the proposed amendments of the Government, and will make one of the
following actions:

@ reject the amendments for additiona expenditures;

(b) approve the amendments for additional expenditures, as well as the amendments for offsetting
revenue increases or expenditure reductions; or

(© approve the amendment for additional expenditures, amending the Annua Budget Law to increase
thelevel of the budget deficit, or decrease the level of the budget surplus.

Article43. Budget deficit or surplusin the Annual Budget L aw.

1) Any decision to increase the budget deficit, or decrease the budget surplus, in the Annua Budget Law will be
made through a separate amendment to the Law, and will be consistent with the domestic and externa
obligations of the Republic of Moldova.

2 Any decision to increase the budget deficit, in the annual budget law will be accompanied with a decision
of the Parliament, through amendments to the Annual Budget Law or any other relevant laws, on how the
increased deficit shall be financed, in compliance with Article 131(5) of the  Congtitution of the Republic of
Moldova.

3 In case of budget surplus, the decision about the objectives and quantities of its use is taken by the
Parliament at the suggestion of the Government.

Article44. Annual report on implementation of the State budget.

(0] After the end of each budget year, the Ministry of Finance will prepare a report on the implementation of the
State budget and its relationship with local budgets, and will present this report to the Government and the
Parliament by April 15 of the ulterior year of the administration one.

2 The structure of the report is determined by the Minister of Finance.

TITLE I
LOCAL BUDGETS

Article 44. Functions of local budgets.
@ Locd budgets are the budgets of loca administrative and territorial units that have lega status under the
Congtitution and laws.

2 Loca budgets provide the financial resources to support the measures for the social-economic and cultural
necessities of the population and for the development of the subordinated territories according to the
provisions of the Law on Local Public Administration and the existing legidation.

(©) The development, approval and implementation of local budgets is the sole responsibility of the local public
administrative bodies, subject to the provisions of this Chapter.

13



4 Loca budgets are integral parts of the consolidated budget.

Article45. Revenuesof local budgets.
The revenues of loca budgets include:

@ local taxes and fees of the local public administrative bodies as provided for in the Law on loca taxes and
charges;

(b) aproportion of state national taxes and fees, if any such proportion is defined in the annual budget 1aw;

(© transfers from hierarchy superior budgets, in accordance with the laws of the Republic of Moldova;

(e sales of assets of local public administrative bodies; and

® other collections provided in the legidation.

Article46. Expendituresof local budgets.
The expenditures of local budgetsinclude:

@ expenditures for the services, measures, and functions mandated upon the local public administrative bodies by
the existing legidation;

(b) expenditures for any other services, measures, and functions that are determined by the loca public
administrative bodies and are authorized by the existing legidation of the Republic of Moldova.

Article47. Local budget classfication.
The revenues and expenditures of local budgets are utilized in accordance with the budget classification system,
provisioned in Article 7.

Article 48. Reservefundsfor local budgets.
D Loca public administrative bodies may create reserve fundsin the local budgets under their power.
2 The size, conditions of formation and objective of use of the reserve funds are determined by the loca public
administrative bodies.

Article 49. Local public administrative body borrowing.
D Loca public administrative bodies may borrow temporarily fromthe state budget during the budgetary year.

2 The terms and conditions of the borrowing are determined in the annual budget law.

(©) Borrowing of loca public administrative bodies from the state budget are subject to the appropriation and
quarterly apportionment requirements of Articles9 and 32 (3) and (4).

4 Locd public administrative bodies may borrow from the banking system or from other sources, under the
guarantee of the revenues of the local budgets on reimbursement principles.

Article50. Local budget deficits.
1) Locd budgets may not include deficits in their budgets, with the exception of the provisions of paragraph (2)
of thisArticle.

2 Locd budgets may provide budget deficits in the limit of the amounts for investments in the local
infrastructure and for the purchase of immovable patrimonia goods, with the condition that these amounts are
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approved separately by the local council and to be financed in accordance with the provisions of art. 49.

3 Temporary deficits in local budgets may be covered using the budgetary surplus from the previous budget
year, or, if no surplus exists, through the provisions of Article 49 of thislaw.

4 With the exception of the cases described in paragraphs (2) and (3) of this Article, local public administrative
bodies will take al necessary actions, including increasing revenues or decreasing expenditures, to maintain
the budget balance that has been approved in each local budget.

Article 51. Development of local budgets.
D Loca budgets are developed by the local public administrative bodies under procedures adopted by these
bodies.

2 The loca public administrative bodies will present to the Ministry of Finance, on or before a date to be
determined by the Government, the following information:

@) estimated revenues from local taxes and fees for the next budget year;

(b) estimated expenditures for those services and functions that are required by any law of the Republic
of Moldovafor the next budget year;

(© any other information that is requested by the Ministry of Finance.

3 Defining the procedures exposed in Chapter | of Title I the Ministry of Finance determines the components
of state general taxes and fees for local administrative bodies.

Article52. Approval of local budgets.
1) Loca budgets are approved by the relevant council, according to the procedures adopted by each
local council not latter than the December 20 of each year.

2 After approval, in terms settled by the Minister of Finance, the local budget with an annual  estimation of
revenues and expenditures with quarterly distribution is deposited in the Ministry of Finance.

3 Local budgets are published during 10 days after approval.

Article53. Correlation of local budgets with the Annual Budget L aw.

D No later than 15 days after the adoption of the Annual Budget Law by Parliament, each local government and
local council will amend its local budget, as necessary, in order to make it consistent with al relevant
components of the Annual Budget Law.

2 These changes will be communicated to the Ministry of Finance immediately upon adoption by the loca
council.

Article54. Incorporation of local budgetsinto the consolidated budget.
1) By a date to be determined by the Minister of Finance, local public administrative bodies will submit their
budgets for inclusion in the consolidated budget.

2 Any changes to a local budget, will be immediately communicated to the Ministry of Finance by the loca
financial territorial body.
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Article 55. Prohibition of requirementsthat increase expendituresor decrease revenues of local budgets.

The Parliament may not adopt any law imposed to the loca public administrative bodies that as a result increases
expenditures or reduces revenues, unless it also provides the sources of covering of increased expenditures or reduction
of local budget expenditures in quantum, necessary for the compensation of increased expenses, settled by the rectified
annual budget law.

Article 56. Cash execution of local budgets.
QD Cash execution of the local budgets is accomplished by the territoria treasuries , or by any banks acting as
agents of the Ministry of Finance, which will ensure that:

@ revenues will be collected in accordance with the laws on taxes and revenues, specifications
contained in the Annua Budget Law, and each local budget;

(b) expenditures will be made in accordance with the Annual Budget Law, and in accordance  with
each loca budget; and

(© the budget balance approved by each local public administrative organ is maintained.

2 Loca public administrative bodies are prohibited from making expenditures unless those expenditures are
approved by the local council, or by local administrative bodies granted this authority by the local council.

(©)] Allocation and approval of expenditures will be implemented on the basis of quarterly estimates.
4 Locd councils or loca public administrative bodies which have been given approval authorities may place
additiona conditions upon expenditures, provided that these conditions are not inconsistent with the local

budget or with any law of the Republic of Moldova.

5) Loca public administrative bodies may not receive transfers or borrowing from the State budget until these
resources have received apportionment in accordance with Article 32 of this law.

Article57. Reportson local budgetsimplementation.
1) The local financial territorial body presents the report about the execution of the monthly, quarterly, half-
year, nine months and yearly local budget.
2 Thereport includes al data and information that is requested by the Ministry of Finance.
TITLE IV
SOCIAL STATE PROTECTION BUDGET

Article58. Budget of the Social State Protection Fund.

1) The budget of the State Socid Protection Fund is congtituted from the contributions of physica and
legal persons.
2 The distribution and utilization of the monetary resources of the state socia protection fund is effected

in accordance with the present law.
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(©) The administration of the state socia protection fund is effected by the Ministry of Finance through Treasury.

Article59. Elaboration, examination and approval of the State Social Protection Budget.
1) The budget of the State Socid Protection Budget will be elaborated together with the State budget  in
accordance with the provisions of Chapter | of Title 11 of the present law.

2 Elaboration of the draft of the state social protection budget isthe responsibility of the Government and
is being effected by the Ministry of Work, Social Protection and Family and Ministry of Finance.

3 The budget of the State Social Protection Budget will be examined and approved by the Parliament together
with the State budget in accordance with the provisions of Chapter |l of Title Il of the present law.

TITLEV
EXTRA-BUDGETARY FUNDS
Article60. Extra-budgetary funds.
D A specia extra-budgetary fund is a fund which collects revenues for the Government and makes expenditures
on behalf of the Government.

2 The Government may propose, and the Parliament may approve, specia extra-budgetary funds under the
following conditions:

@ a judtification of the need for each specia extra-budgetary fund is included in the Annual Budget
Proposal Explanatory Notes;

(b) the revenues and expenditures of each specid extra-budgetary fund are included in the Annual
Budget Proposal Annex;
(© estimates of the revenues and expenditures of each specia extra-budgetary funds are developed by

the Ministry of Finance, on the basis of proposals by State Bodies, and subject to the provisions of
Articles 16 through 20 of this Law;

(d) implementation of specia extra-budgetary funds is subject to the provisions of Articles 9 and 32 of
this Law; and

(e the estimated revenues and estimated expenditures of extra-budgetary funds result in a fund surplus.
Fund deficits are prohibited.

3 Special extra-budgetary funds, except those specified in paragraph (2) of this Article, are  prohibited.

4 Administration of extra-budgetary funds through distinct accounts based on budget classificationis  effected
by the Ministry of Finance through Treasury.

TITLE VI
SERVICE OF THE STATE DEBT
Article61. State debt and state guar antees
1) The Government may borrow from any domestic or external source only as authorized by the laws of the
Republic of Moldova.

2 The Government may issue guarantees of the Government for any debt incurred by legd persons, only in
conformity with the laws of the Republic of Moldova
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Article 62. Inclusion of information on State debt and Gover nment guaranteesin the State budget.
The following will be included in the Explanatory Notes of the Annual Budget Proposal:

@

(b)
©

(d)

The total outstanding domestic and external State debt, and annual estimates for the next budget year and at
least one subsequent budget year of the interest and principal payments required on this debt.

An estimate of the total borrowing of the Government proposed by the Government for the next budget year.
Thetota (cumulative) amount of outstanding Government guarantees, the estimated risk of these guarantees,
and the sum of the resources used for honoring of state guarantees. Including those outstanding by credit
beneficiaries, until the next budget year;

An estimate of the total amount of Government guarantees proposed by the Government for the next budget
year, and an estimate of the budgetary resources that will be required to cover the estimated risk of these
guarantees.

Article 63. Limitationsof State Debt and State Guarantees.

@

@

@
@

©)

The Annua Budget Proposal will include a limitation on the totad amount of State debt that may be
outstanding during the Budget year.

In developing the proposed limitation on outstanding State debt, the Ministry of Finance will consider any
relevant factors, including the following:

@) refinancing requirements of the domestic State debt;
(b) financing requirements of the budget deficit; and
(© estimates of the following macro-economic indicators:

0] theratio of total State debt to the Gross Domestic Product;

(i) theratio of the annual interest payments on State debt to the Gross Domestic Product;

(iii) the amount of borrowing from the banking system, including from the Nationa Bank of
Moldova under the guarantee of state securities;

(iv) the proportion of total internal debt that is short-term;

(V) the proportion of total State debt that is external debt;

Limitations of state guarantees are included in the state budget proposal .

While developing the limitations for state guarantees, the Ministry of Finance will take into account all the relevant
factors provided in the legidation.

The Parliament adopts limitations of the state debt and of the state guarantees for the budegt year through the
annual budget law.

Article64. Service of State Debt and honoring of State guar antees.

@

@)

Expenditures for the service of state debt, honoring of state guarantees have a permanent appropriation, under
this Law.

During the implementation of the Annual Budget Law, modifications may not be made to indexes required
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to service Government debt, except to adjust these payments to changesin the actual domestic and
external debt obligations.

3 The provisions of Article 32 and Article 39 of this Law do not apply to the amounts stipulated for
the repayment and servicing of state debt and of state guarantees.

TITLE VII
INTERNATIONAL FINANCIAL-BUDGETARY RELATIONS

Article 65. International financial and budgetary relations.

1) International financial and budgetary relations are conducted in accordance with the bilateral
agreements signed by the Republic of Moldova and any other sovereign country or international
organization.

()] Financial obligations of the Government fixed in bilateral agreements and the financia help granted to other

countries, aswell as other revenues and expenses regarding the financial-budget  international relations are included
in annua budget law.

TITLE VIII
FINAL AND TRANSITORY DISPOSITIONS
Article66. Delegation of authority.
The Minister of Finance may delegate any authorities or responsibilities granted to or imposed on him by this Law to
the vice-minister responsible for the budget issues.

Article 67. Precedence of the present Law over any other law.
Provisions of the present law take precedence over the provisions of any other law regarding the budgetary system and
budgetary process.

Article 68. Getting into effect of the present law.
The present law gets into effect on the date of publication, with the exception of art. 19 and 23 (2b), that get into effect
on January 1, 1998.

Article69. Repeal of contradictory laws of the Republic of Moldova.
At the date of the entry into force of thislaw are repealed:

(& theLaw of the Republic of Moldova #381-X11 of November 29, 1990 regarding the budgetary system ;

(b) the Law about the modification of the Law about the budgetary system # 983-X11 from March 25, 1992;

(c) the Law for the additions to Article 3 of the Law about the budgetary system #218-XI11 from September
22, 1994; and

(d) the Law about the way of examination and approval of the state budget # 250-XI11 from November 2,
1994.

Article 70. Correlation of the existent legidative and normative acts with the present law.
The Government in term of 2 months:

(& will present to the Parliament suggestions regarding the conformance of the existent legidation with the
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present law;
(b) will settleits normative acts in consistency with the present law.
(c) will present to the Parliament for approval the budget classification.

Chisinau Chairman of the Parliament

Petru Lucinschi
May 24, 1996
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