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1. INTRODUCTION

The Government of the Republic of Croatia adopted Economic and Fiscal Policy
Guidelines for the period 2009-2011 with a viewdgfining fiscal policy trends for the
forthcoming three-year period. The Guidelines repne the basis for budget planning process
as it delivers the macroeconomic and fiscal assimpmnecessary for the continued process
of drawing up the budget.

Fiscal policy trends in the forthcoming period &l the path of achievements thus far. In this
sense, in this year’'s Guidelines fiscal projectials® rely on the following determinants:

* envisaged economic activity that will result in thevel of budgetary central
government revenues as projected;

* the level of expenses as projected must provideatovnal use of funds, and as full as
possible compliance with all requirements;

» the ratio of the budgetary central government raeeand expenditure must provide
for further fiscal adjustment.

It is important to note that the Economic and Higtalicy Guidelines for the period 2009 —
2011 has, for the first time, been drawn up basethe national chart of accounts, meaning
equal representation of budget categories purswawhich the Croatian Parliament adopts
the budget every year. The practice thus far ireduthe drafting of the Guidelines using the
GFS 2001 methodology and determining the defiaiplsis of general government according
to the modified accrual principle. Such practiceuteed from the fact that for a number of
years, Croatia was bound by arrangements conclwitbcthe International Monetary Fund,
thus it accepted the calculation of the overallegahgovernment deficit/surplus according to
the methodology defined for this purpose. Howeuerthe European Union rapprochement
process, Croatia accepts the European ESA 95 nwtwdfor reporting on public finance
statistics, under whose rules these Guidelinesrdete the overall general government
deficit/surplus.



2. MEDIUM-TERM ECONOMIC AND FISCAL POLICY GOALS

The goal of the Croatian Government is to continuth the development of the Croatian

economy and to create the conditions that will sumpgroatia’s accession to the European
Union and its equal participation on the unifiedd&ean market. This implies fostering high

economic growth rates that will be sustainable ha tong-term period, while preserving

macroeconomic stability, increasing the competitess of all parts of the economy, efficient
institutions, consistent implementation of devel@ptnprojects, insistence on knowledge and
education, as well as reducing unemployment andrergsa higher standard of living of the

Croatian citizens.

In this context, defining the economic and fiscaligy in the upcoming period rests on
achieving the following goals:

» Fostering sustainable high economic growth rates;
* Creating new jobs and reducing unemployment;

* Reducing the overall general government deficithvattendency towards balancing
the budget;

» Further decrease of public debt and stabilisatidoreign debt.

Medium-term fiscal policy will form the backbonerfihe overall economic policy. Of course,
fiscal policy trends will be supported through stural measures and reforms. As to date, the
key determinant will continue to be the procesdistal adjustment. In recent years, the
overall general government deficit, in compliancéhwthe ESA 95 methodology, was
reduced from 4.3% of GDP in 2004 to 1.6% of GDR@®7, while in 2011 a surplus of the
overall revenues over expenses of 0.2% of GDPhailhchieved.

It is important to underline that this year’s Guides have been prepared under changing
macroeconomic circumstances. Unfavourable economands worldwide, such as the
accelerated growth of oil prices on the world markeflation, crisis on the world financial
markets and the decelerated economic growth of tarodoreign trade partners, have all
affected current trends in Croatia. Due to changedroeconomic circumstances, somewhat
slower economic growth is expected in 2009, thatnghwill still be sufficient to support the
growth of the standard of living of the Croatiatizens. Likewise, somewhat higher inflation
Is expected. However, an adequate combination ofetaoy and fiscal policy will provide for
price stability in the forthcoming period.

Notwithstanding the changing macroeconomic conaigjostrategic planning and careful
direction of funds to strategically important areasd monitoring the execution of

expenditures will ensure further fiscal consolidatiand reduction of the overall general
government deficit. Rational expenditure executom improvement of the components in
the budgetary process will also be achieved by emeihting the measures defined in the
Strategy for Improvement and Modernisation of Psses in the State Treasury for 2007—
2011, which is aimed at further development of dficient and sustainable financial

management system based on the highest contemptaadards.

Fiscal consolidation and continued reduction of dlrerall general government deficit will

have an impact on the financial stability of theictwy. Reduction of the need for borrowing
means reduction of public debt. In recent yearblipaebt was reduced from 48.9% of GDP
in 2004 to 44.1% of GDP in 2007, and this trend wointinue until 2011, when the expected



level of public debt will be 33.2% of GDP. Thisrrkin fiscal policy will contribute to the
stabilisation of foreign debt, which is corroboatey the fact that the state is the only sector
which reduced its foreign debt in the period 20@B72, by a total of EUR 535 million.

With a view to the further economic growth of Ciiaathe government will continue to create
the preconditions for the strengthening of the aiev sector. This implies continued
restructuring and privatisation, creating a favbleadusiness environment through reforms of
the judiciary, public administration and combataggruption, as well as promoting small and
medium enterprises (SMEs). The goal is to increhgsecompetitiveness of the Croatian
economy and to achieve a high level of readinesstife country’s membership in the
European Union.

In line with the above, the shipbuilding industrylivbe restructured and certain shipyards
will be privatised under the National ShipbuildiRgstructuring Programme. Also, further
modernisation and restructuring of Croatian RailsvéyZ) will continue, so as to ensure its
competitiveness on the market. Likewise, privaisatwill continue for companies under
majority or minority state ownership in the CroatiBrivatisation Fund portfolio. This will
contribute to the reduction of the state presend¢be economy.

The state will continue with the promotion of thevpte sector and will, in particular,
promote intensive development of small and mediwrees enterprises through concerted
state policy in all areas, such as through variogentive programmes and setting up new
business zones. Special attention will be paidxmoe-oriented companies by strengthening
the competitiveness and export power of the Croadeonomy. Further development of
entrepreneurship will provide for long-term sussdile economic growth and new job
creation.

Structural reforms in the economy, the promotiorecbnomic growth and an active role of
the state in promoting employment will impact thetlier reduction of unemployment to 7%
by 2011. Additional training programmes, retrainipgpgrammes and relieves especially
targeted at youth and long-time unemployed persalide implemented. Lifelong learning
will be encouraged so as to increase employmerdrogpmties for the unemployed.

As regards the promotion of a positive businessrenment, further reform of the judiciary
and combating corruption hold a significant pladde completion of the reform of the
judiciary and consistent implementation of the Niaéil Anti-Corruption Programme will lead
to full implementation of the rule of law, resuljiim a more favourable business environment
and a higher level of legal security for citizensl &ntrepreneurs.

One of the elements that will certainly contribtecombating corruption is the introduction
of the personal identification number as of 2008isTmechanism will ensure the equality of
citizens and will enable better distribution of ethry funds to target groups of society.

For the purpose of reducing administrative barrgrd increasing transparency of procedures,
reform to the state administration will continuehid is aimed at bringing the state
administration closer to citizens and entrepreneurms. to establish a quality state
administration that will be of service to citizesusd entrepreneurs. To that end, measures will
be undertaken to increase efficiency and profesdimm of the state administration which
will also be fiscally sustainable in the long-terivith that objective and in line with the
policy of retaining professional staff in the statdministration system, the new Salaries Act
will be adopted, and will introduce a motivatiomaimponent to the system as a whole.

Economic policy measures and structural reforms aaihtinue to attract new foreign direct
investments (FDI) and encourage domestic investmidmgse will ensure the advancement of
certain production industries to a new developnpratse and, in particular, certain dynamic



industries will be promoted, such as biotechnologyernational financial and business
services and the IT sector.

Regarding the financial system, legislative regatabf the financial system will continue. A
series of acts have been passed to regulate the afensurance, investment funds, leasing
and credit unions, the system of supervising the-lmemking sector was unified through
establishment of the Croatian Financial ServicepeBusory Agency (HANFA), and the
areas of financial insurance, accounting and tageeof/joint stock companies have also been
regulated. Furthermore, the Capital Market Act bhasn adopted to replace the Securities
Market Act, thereby regulating the insurance ofestors for the first time in the Croatian
legislation in compliance with the Ellcquis By the end of 2008, the legislation will be
aligned with theacquiscommunautairen the area of deposit insurance, payment syssems
financial conglomerates, while the area of the bamnkector will be aligned through adoption
of the Credit Institutions Act.

In the context of ensuring further development aanhpetitiveness of Croatia, the state will
promote the balanced development of all region€noatia, taking their specific economic
and social needs into account. The systematic artistn of infrastructure will continue so
as to ensure uniform transport connection of a@ices, access to natural gas, drinking water
and the latest telecommunications connections ih Gioatian regions. Sustainable
development of villages and rural areas will beueed by enabling continuing investments in
the development projects in these areas. Compaiiss of Croatian agriculture will be
promoted by encouraging production and throughtahpivestments. Special attention will
be paid to environmental protection in compliandéhwest European practices.

The development of Croatia as a knowledge-baseadtgaemains a priority aimed at further
social and economic development of the countryldiwg a knowledge-based society is the
key to Croatia’s future position on the world markavestments will be made in promoting
and acquiring new knowledge, creation of informatmociety while innovations will be
encouraged as the greatest development potenti@raatia, with continued allocation of
funds for science. Various measures will ensuredtiacation is equally accessible to all.

Alongside development programmes, the state wiltinae with implementation of the social
justice policy. The objective of this policy is toeate the conditions for overall improvement
of the quality of life for all Croatian citizensna in particular for the most threatened groups
of society, such as youth and families, the reteied Croatian war veterans. Health policy
will focus on the reform of the system and legisiat providing a high quality health care
infrastructure and health care prevention educadod achieving fiscal sustainability of the
system as a whole. Moreover, following the intraduct of the personal identification
number, better distribution of aid to the most abigithreatened citizens will be ensured
within the framework of the social security system.

The overall economic policy will be implementedparallel with the transposition of the EU
acquis,whereby Croatia is adopting the standards in effecleveloped countries. Croatia
has secured a strong international and securityiposThe final destination of this journey is
full membership in the European Union and NATO tvilte primary objective of improving
the quality of life and standard of living of allr@tian citizens. Indeed, the path towards
Croatian membership in the European Union incluttaging for the management of
resources that Croatia, as a Member State, wikrigled to withdraw from the European
Union budget and which it is currently, as a caatidcountry, receiving thorough pre-
accession assistance programmes.

The above economic and fiscal policy goals forftirthcoming period will set Croatia on a
new development path. The implementation of refoams structural measures along with the



continued process of Croatia’s accession to theofgan Union will guarantee further
economic growth up to 7% in 2011. Of course, ecanarowth will be accompanied by a
reduction of unemployment as was the case in puswears.

This document presents a detailed overview of trechsts of macroeconomic and fiscal
trends based on the described medium-term ecorammdiiscal policy in Croatia.



3. MEDIUM-TERM MACROECONOMIC TRENDS

3.1. Macroeconomic trends in 2007 and 2008

The year 2007 saw further acceleration of econayroevth with a real growth rate of GDP
amounting to 5.6%, which is an acceleration of fle8centage points compared to 2006. In
relation to individual components on the expenditside of GDP, the highest real growth
rate of 6.5% in 2007 was recorded in capital innesits. In comparison to 2006, real growth
of private consumption was accelerated to 6.2%|enpublic spending recorded real growth
of 3.4%. Exports of goods and services recordedgmavth of 5.7%, while the imports of
goods and services recorded real growth of 5.8%.laigest positive contribution to growth
in the amount of 3.7 percentage points came frowaf@ consumption, and the exports of
goods and services in the amount of 2.9 percenpagets. The contribution of capital
investments amounted to 0.7 percentage pointsewi@gative contribution of import to real
GDP growth in 2007 amounted to -3.7 percentagetp.oin

Chart 1: Real GDP growth of the Republic of Croatia

Source: Central Bureau of Statistics

Nominal GDP growth in 2007 amounted to 9.8%, reaghthe nominal amount of HRK
275.1 billion or EUR 37.5 billich The GDP per capita increased from around EURO7i80
2006 to approximately EUR 8,500 in 2007. Expressegurchasing power parity and
including the grey economy, Croatia exceeded 60%hefaverage EU 27 GDP per capita.
However, when drawing a comparison with new Menth@tes, it should be noted that they
include the unofficial economy in the calculatidrtieeir GDP.

! Excluding the estimated unofficial economy, whititording to the European methodology ESA 95 shoeld
included in the calculation of GDP.



Chart 2: Comparison of GDP per capita accordingparchasing power parity per country
(in 2007)
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Real year-on-year GDP growth in the first quartel2008 amounted to 4.3% while GDP
deflator growth amounted to 6.1%, bringing the nuahiyear-on-year GDP growth to 10.7%.
As regards individual components on the GDP experaliside, the highest growth in the
first quarter was recorded in fixed capital invesirns, which recorded real growth amounting
to 9.8%, and the import of goods and services whecbrded real growth of 7.0%. In the first
guarter at the year-on-year level, private consionptecorded real growth of 4.3%, the
export of goods and services 3.8%, while real gnositpublic spending amounted to 0.5%.
The highest positive contribution to GDP growthtire first quarter of 2008 came from
capital investments in the amount of 3.0 percenfagats, and private consumption which
contributed in the amount of 2.7 percentage poifit® contribution of export of goods and
services amounted to 1.5 percentage points, wihdenegative contribution of the import of
goods and services amounted to -4.3 percentagéspa#sulting in the negative contribution
of net export in the amount of -2.8 percentage tgoi@hanges of reserves contributed to GDP
growth of 1.3 percentage points, and the contrioutf public consumption contributed with
0.1 percentage points.

Livelier economic activity during 2007 was suggddbg indicators from the real sector such
as industrial production, retail trade, civil enggming, and tourist overnight stays. The highest
year-on-year growth of industrial output in 2007noére than 7% was recorded in the first
and second quarters, which along with growth o%#ib the third and 3.2% in the last quarter
respectively; this resulted in annual growth ofustlial output in 2007 in the amount of
5.6%. Real turnover in retail trade recorded tighést growth of 7.7% in the first quarter, in
the second and third quarter year-on-year growth jwst over 5%, while the fourth quarter
recorded deceleration to 2.4%. At the annual Iéeel2007, real growth of retail turnover
amounted to just over 5.3%. Construction work inttexds suggested the highest growth in
the civil engineering sector which started in thrstfquarter, stagnation in the second, and
renewed acceleration towards the close of the gesilting in year-on-year growth of the
construction work index of 2.4% in 2007. Tourismdicators also recorded positive



achievements in 2007. Year-on-year growth of touarsivals in 2007 amounted to 7.5%,
while tourist overnights increased by 5.6%. Suends resulted in 2007 tourism revenues in
the amount of EUR 6.7 billion, up 7.2% over 2006.

The trends from early 2008 indicate continued pasitesults. Industrial output increased in
the first half of this year by 4.3% at the yeary@ar level, and retail achieved real growth of
2.2%, while tourist overnight stays recorded arrdase of 5.4% in the first five months.
Construction work index recorded year-on-year ghooft 11.6% in the first five months of

2008.

Chart 3: Industrial production index of the Repuahdf Croatia (indices 2000=100)
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As indicated by the Labour Force Survey, in 2007kivy age population counted 3,657,250
persons. Of that number, 48.8% were people workingctively looking for work, i.e. they
can be categorised as the workforce. In comparisothe 2006 survey, the working age
population increased by 18,750 while the categdrthe workforce increased by 250. The
total number of employed in 2007 amounted on awetad.,614,500, which is an increase of
28,500 in comparison to 2006, while the number émployed decreased by 27,500 to
171,000. These trends also determined the unemplayrate, which was at an average of
9.6% in 2007, down 1.6 percentage points in comsparito 2006 and the lowest recorded
unemployment rate. The administrative unemploynratg, averaging 14.9% in 2007 also
recorded a year-on-year decline by 1.8 percentaggsp

According to Croatian Employment Service data, thanber of registered unemployed
persons in June 2008 amounted to 222,290, accguiatirthe lowest number of unemployed
since 1991. Compared to May, the number of unengolayas reduced by 10,478 or 4.5%,
while at the year-on-year level, the number of upleyed decreased by 27,258 or 10.9%.
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Chart 4: Labour force survey and unemployment natihe Republic of Croatia
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The year-on-year growth of the consumer price in@&l) in 2007 amounted to 2.9%, which

in comparison to the previous year accounts foe@kration of 0.3 percentage points. CPI
growth was accelerated at the end of the year araliated to 5.8% in December 2007. This
period was marked by continued growth of crudepaites on the world market, while the

largest contribution to CPI growth came from growttiood prices, which accounted for the

largest CPI share in the amount of 28%.

Chart 5: Year-on-year trend of the consumer pritdex in the Republic of Croatia
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The year-on-year growth of the CPI in June 2008wartex to 7.6%, while in the first half of
2008 the CPI rose by 6.2%. The largest contributeothe year-on-year growth of prices in
June came from food prices which increased by 14T18é highest growth was recorded by
the prices of bread and cereals (18.8%), dairyestdend eggs (17.1%), and meat 8.5%. A
large contribution to the growth in food prices @fmom the growth of prices of fuel and
lubricants for personal vehicles, which compareduae 2007 increased by 22.5%. Further
increase of oil prices on the world markets represséhe main risk for the increase of other
prices in the prospective period.

Using the leading indicators methodology, the togi of Economics Zagreb (IEZ) and the
Ministry of Finance draw up a composite CROLEI fmsting index. This index predicts
industrial output trends and the overall econonutivdy in Croatia, where the industrial
output index is used as the reference series. mtexi comprises the seven best leading
predicting indicators with an average predictiondiof the referent series of approximately 8
months. Trends in the CROLEI index in 2007 suggesteleceleration of economic activity
at the end of 2007 and the first half of 2008, whicoved correct. Positive CROLEI index
trends in the first four months of 2008 and theueabf the diffusion index suggest moderate
growth of real economic activity in the second hal®008, which could be somewhat more
dynamic than in the first half of 2008.

Chart 6: CROLEI forecasting index, year-on-year mfa
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3.2. The international environment

The data published in the European Commission’sn&wic Forecasts from spring 2008
indicate that achievements in the European Uniah Eumrozone in 2007 were in line with
expectations. Real GDP growth in 2007 amounted2662n the European Union and 2.6%
in the Eurozone. As for individual GDP componetitg, contribution of domestic demand to
its growth weakened in 2007, while the contributiointhe foreign component increased
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despite appreciation of the euro. Meanwhile, sigaift corrections of the projected declining
economic growth were made for 2008 and 2009. In Ebeozone, economic growth is
expected to slow down to 1.7% in 2008 and 1.5%0092 while in the European Union,
growth is expected to slow down to 2.0% in 2008 a:/896 in 20009.

The second half of 2007 saw decelerated economoiethrin the European Union due to a
crisis on the financial markets, which led to sldweconomic growth worldwide.

Furthermore, increasing energy and food prices ieghtive impacts on both economic
growth and inflation. Inflation in 2007 amounted2@% in the European Union and 2.1% in
the Eurozone. In 2008, inflation is expected toeterate significantly to reach 3.6% in the
European Union and 3.2% in the Eurozone, whiled8it is expected to slow to less than
2.5%. Taking into consideration the seriousnestheffinancial crisis and its impact on the
economy in the USA, the projected economic growti2D08 and 2009 has been reduced.

Table 1: International environment — macroeconomdicators

2006 2007 2.008. 2.009.
projection projection
Real GDP growth

World 4.9 4.6 3.8 3.6
European Union 3.1 2.9 2.0 1.8
Italy 1.8 15 0.5 0.8
Germany 2.9 25 1.8 1.5
Slovenia 5.7 6.1 4.2 3.8
Eurozone 2.8 2.6 1.7 1.5

CPI, annual change
European Union 2.3 2.4 3.6 24
Eurozone 2.2 2.1 3.2 2.2
Qil price increase, in % 20.1 9.5 39.6 -1.2

Source: European Commission

With regard to the fact that the Republic of Craatarries out around 60% of its trade with
EU Member States, the forecasted economic trenteifcuropean Union have a significant
influence on the expected economic trends in Gaodtiong with trade, economic trends in
the European Union affect the Croatian economyteigism, as almost 90% of foreign

tourists come from EU Member States. In that cdntéorming projections of economic

trends in Croatia to a large extent depends orsitation in Italy, Germany and Slovenia,
since Croatia has its closest economic links widse states.

The deceleration of real GDP growth in Germany .&2in 2007 is largely the result of a
downturn in private consumption in the second bélthe year. This trend is the result of a
shift of the share of private consumption from 28®2006, due to the announced increase of
the VAT rate at the beginning of 2007. In the fodiming period, further deceleration is
expected to 1.8% in 2008 and 1.5% in 2009. A siggift contribution from private
consumption is expected while investments, althatdha significant contributor, will slow
down due to a downturn of economic activity in theeign environment and appreciation of
the euro. In the past period, economic growth imn@ay was largely the result of net export,
but in 2008 and 2009 its contribution is expectecé more neutral. With a downturn in
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world demand and appreciation of the euro, expdttbe the main component of demand to
be affected by the financial crisis.

Chart 7: Overview of projections and realised eammogrowth
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Source: Eurostat, European Commission

Real GDP growth in Italy in 2007 amounted to 1.586th trends in industrial output
suggesting a decline in the last quarter. Througlioel year, the main driver of economic
growth was domestic demand, in particular privatescimption. Net export had a mildly
positive contribution, primarily as a result of comdity exports. The expected growth of
GDP in 2008 amounts to 0.5%, representing a dextedarby one percentage point compared
to 2007, which is the result of the expected downtaf all demand components. The
projections for 2009 suggest slight accelerationeobnomic growth to 0.8%. Private
consumption could recover as a result of allevigietsure on price growth. Investments will
remain weak on account of deferred impact of thedorn in demand. Net export could
have a slightly negative contribution due to fagt@port over export as the result of the trend
in domestic demand and the exchange rate.

Real GDP growth in Slovenia in 2007 of 6.1% suggestong economic growth. The main
driver of economic growth were investments whicltcréased by 17.2% and private
consumption supported by the increase of employmedinet salaries. Net export recorded a
slightly negative contribution, despite the higlowth of export of goods and services
amounting to 13.0%. Economic growth during 2008xpected to slow to 4.2%, due mainly
to a reduction of investments. Further slowdown3t8% is expected in 2009, again
influenced by fewer investments. Private consunmptall continue to make a significant
contribution supported by the growth of real disgdde income. Export is expected to see
weaker growth as compared to previous years, iagisrt, due to weakening investments and
consumption, which will give a positive contributito economic growth of net export.

The perspective of global economic growth is ratinecertain due to several factors with a
negative effect. First of all, it appears that tis& of recession of the USA economy is slowly
materialising. Likewise, the financial crisis contes to affect numerous banks that are
recording losses and writing off claims. Finalliktremely high growth of prices of raw
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materials has been recorded, primarily oil, food ametals. Despite these factors, global
economic activity has proven to be very resistdog primarily to favourable achievements
on emerging markets. Economic growth in the Eurnpgaion also proved to be higher than
expected in the first quarter of 2008.

3.3. Macroeconomic projections for the period 2009-2011

Medium-term macroeconomic projections suggest aelation of economic growth to

7.0% in 2011. The expected GDP real growth will antato 4.4% in 2008 and 2009, and
6.0% in 2010. This economic growth would resultaim increase of the nominal GDP per
capita from approximately EUR 8,500 in 2007 to appnately EUR 12,600 in 2011.

Intensive economic activity will be achieved alomigh a continued increase of employment,
and it is expected that the unemployment rate wolitinue to decline during this entire
period, to a level of 7.0% in 2011. In 2008, averagflation is expected to accelerate to
6.6%, after which time it will gradually slow dowa approximately 3%.

Table 2: Projections of key macroeconomic indicatof the Republic of Croatia
2008 2009 2010 2011

2006 2007 - o - .
projection _projection _projection __projection

GDP, in HRK million 250,590 275,078 306,152 335,213 369,160 411,196
GDP per capita, in HRK 56,439 61,955 68,953 75,498 83,144 92,612
GDP per capita, in EUR 7,707 8,445 9,399 10,291 11,334 12,624
GDP, real growth 4.8 5.6 4.4 4.4 6.0 7.0
Real growth of individual GDP components:

Private consumption 3.5 6.2 3.3 3.5 4.3 4.9

Public spending 2.2 3.4 3.0 2.4 3.1 19

Investments 10.9 6.5 5.8 6.3 7.0 8.5

Export of goods and services 6.9 5.7 5.8 6.3 9.6 10.9

Import of goods and services 7.3 5.8 5.5 5.2 6.6 7.6
CPI, % of annual change 3.2 29 6.6 4.5 3.1 3.1
Survey unemployment rate, annual average 111 9.6 9.0 8.5 7.7 7.0
Current account balance, as % of GDP -7.9 -8.6 -9.2 -7.7 -6.4 -5.1
External debt, as % of GDP, end of period 85.5 89.1 91.5 91.5 91.0 90.0

Source: Ministry of Finance, Central Bureau of &t@ts, Croatian National Bank

The deceleration of economic growth to 4.4% in 2808 2009 is the result of unfavourable
trends on the world financial markets related ®gbb prime mortgage crisis in the USA, and
also to the high growth of oil prices and pricesotiier raw materials. These factors will
directly impact economic activity trends in Croaitiathe way of lower foreign demand for
Croatian exports, and also due to a slowdown ofalvéoreign consumption. As suggested
by the projections of the European Commission, hikbe due to slowed economic growth
in the countries that are Croatia’s most importeading partners and most important tourism
markets. A stronger acceleration of economic gromtexpected in 2010 and 2011, which
corresponds to the date of accession to the Eundgaeon and to the expected calming of the
situation in the international environment. Furthstructural reforms via further
improvements to the business climate will also hay®sitive impact on the strengthening of
the private sector. This will also be assisted bgduction of the overall general government
deficit, thus opening additional space for the gi@vsector.
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Projections indicate a deceleration of the realnoof private consumption in 2008 to 3.3%
and its slight acceleration until the end of thejgetion period. Private consumption in 2008
will be slowed due to phasing out the repaymerthefdebt to pensioners, which contributed
to its growth, and the effect of affluence as thsuit of current trends on the capital market.
Restrictions imposed by the Central Bank on bankestments will also be directed at
reducing private consumption. As regards the sataygs, a somewhat smaller contribution in
comparison to 2007 is expected. It is expectedtti@inominal gross salary will increase as
the result of enforcement of the Minimum Salary ,Aaatd also due to the partial adjustment
of salary growth with the growth of prices, whiclilwltimately result in a slowdown of the
real growth of gross salaries in 2008. On the ottaerd, more rapid growth of net salaries
owing to the increase of the private deduction &mther growth of employment could
positively impact more rapid growth of private camgption. It is expected that by 2011
private consumption will grow more rapidly, due ftlhe most part to the renewed
contribution of the wealth effect.

The real growth of public consumption is expectedlbw to 3.0% in 2008 and to 2.4% in
2009, with slightly more intensive real growth ol% in 2010, and its slowdown to 1.9% in
2011. Taking into account the somewhat more difficanditions of financing abroad and the
restrictions on bank placements in country, theeetgx real growth of investments in 2008
amounts to 5.8%. With the assumption of recoverthefworld financial markets, it can be
expected that the real growth of investments wikederate and exceed 8% in 2011. A
somewhat faster growth of reserves in 2008 is erpleevhich could contribute to around 0.5
percentage points to GDP real growth.

Chart 8: Contribution to GDP growth in the RepubditCroatia
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Source: Central Bureau of Statistics, Ministry afidnce

In 2008 and 2009, net export is expected to hamegative contribution to GDP growth,

while in the follow-up period a slightly positivetribution can be expected. Import trends
will be affected by weaker domestic demand in 2608 2009, which is expected to be
strengthened in 2010 and 2011, and a more promapreciation of the real kuna exchange
rate in 2008. Increasing import prices will havsignificant impact on the nominal increase
of import, primarily related to the increase in fwce of energy products. In 2008, trading
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will be influenced by decreasing foreign demand ttu@ downturn in economic growth in
the region. Under the assumption of improvemerdoofditions in the foreign environment, a
significant acceleration of export growth can bgeoted in 2010 and 2011. These trends in
trading determine the projection of the currentcact deficit increase to 9.2% of GDP in
2008, and afterwards its expected decline to 5.1%[P in 2011. It is expected that the
largest share of the current account deficit walhitnue to be covered by FDIs, and that the
share of foreign debt in GDP will stabilise at theel of 91.5% in 2009, and eventually be
reduced to the level of 90.0% of GDP in 2011.

Chart 9: Current account deficit and foreign direawvestments (FDIs) in the Republic of
Croatia
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The average year-on-year increase of the consun mdex (CPI) in 2007 amounted to
2.9%, recording accelerated growth at the end d&f728nd the beginning of 2008. The
recorded faster growth of prices is primarily tiesult of accelerated growth of the prices of
energy generating products and food products. Tice per barrel of crude oil on the world
market increased by approximately 10% in 2007, evltiie projections of the European
Commission suggest an increase of around 40% i8 20bwed by a slight decrease of
prices in 2009. In compliance with the describehdis, it is expected that 2008 will see an
average year-on-year CPI growth of 6.6% and a stewdto 4.5% in 2009. With the
assumption that oil prices will stabilise, the pgd inflation amounts to 3.1% in 2010 and
2011.
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Chart 10: Projections of trends on the labour marikethe Republic of Croatia
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The projected acceleration of economic activityaccompanied by a further increase in
employment and reduction of unemployment. It is e=tpd that in 2008 the survey
unemployment rate will decrease to around 9.0%fartter to 7.0% in 2011. The projected
economic growth will not be fully reflected in tivecrease of employment, which will in turn
result in a productivity increase in each yearh## projection period. Despite a somewhat
faster increase of the unit labour cost in 20@8slbwdown is expected towards the close of
the projection horizon.

3.4. Risks of realisation of projections

Further growth of import prices in the form of egyergenerating products and prices of raw
materials represents the main risk to the reatisatf projections. Taking their significance in
production into account, this would certainly axtiicrease the overall level of prices in the
country. Under conditions of a stable nominal exgearate of the domestic currency,
appreciation risks to the real exchange rate ocg&ny. significant real appreciation would

exert further pressure on a further increase ofctireent account deficit, and thereby to the
requirements for larger foreign capital inflow, whiin turn could result in an increase in the
foreign debt.

This risk becomes even more pronounced when therusituation on the world financial
markets is taken into account. An extended and nmbeasive duration of the financial crisis
could have a direct impact on Croatia by rendefargign financing more difficult, but also
indirectly through the slowdown of economic growth the countries that are its most
significant trading partners. If this influence was continue in combination with price
increases, the real appreciation and decreasetyriodemand could exert pressure on the
increase of the current account deficit, whilefitgncing would be rendered more difficult.
Such circumstances could jeopardize the projectasbna@nic growth rates, as
counterbalancing could be achieved by correctingekiic demand.
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The macroeconomic projections used are based oasthenption that the inflation increase
will not completely reflect on salary increases.tte event this is not the case, there is the
risk of higher inflation. Salary increases wouldpewt the faster growth of the unit labour
cost, which would increase production costs and thave a back effect on price increases.
These projections are also based on the fiscatypdirection determined by the reduction in
the overall general government deficit. The inceemsthe general government deficit would
imply the risk of an increase of foreign debt, iropdne growth of inflation and, under certain
conditions, could cause decline in economic graatas.

When drawing up macroeconomic projections, the lacated rate of accession to
membership of the European Union and the assumptianunfavourable circumstances in
the international environment will subside in 2Gk@ 2011 were taken into account. If these
conditions are not met, a wide range of risks tiilling the macroeconomic framework
could arise.
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4. MEDIUM-TERM FISCAL POLICY

4.1. Fiscal policy in 2007

Fiscal policy results achieved in 2007 indicate #uecessful continuation of the fiscal
consolidation process that commenced in 2004. dota general government deficit in 2007
was further reduced relative to the annual plan raedrded a level of 1.6% of GDP. This
achievement of the total deficit is 3.9 percentpgiats lower than the total deficit achieved in
2003, i.e. the total deficit for the period 2004620wnas reduced almost threefold by fiscal
adjustment.

Table 3: The total general government deficit/susgior the period 2004—-2007

(000 HRK) 2004 2005 2006 2007
TOTAL DEFICIT/SURPLUS -9,275,615 -9,195,921 -6,079,401 -4,357,275
% of GDP -4.3 -4.0 -2.4 -1.6

Note: The data are shown in compliance with theswdf ESA 95 methodology

Source: Ministry of Finance

Positive effects of the reduction of general gowsent deficit are manifold, and one of the
most significant effects to be underlined is theatt on public debt due to the reduction of
the need for financing. As such, positive effects teansferred to the financial system at the
state level and ultimately to the economy as a whbi addition to a reduced need for
government financing, its orientation on the domeeBhancial market for the purpose of

financing the general government deficit has tddb@n into account. This practice has also
contributed to the development of the financial keain Croatia.

At the end of 2007, the total public debt reachesllevel of HRK 121.3 billion or 44.1% of
GDP, which is 2.3 percentage points less thaneaetid of December 2006. The total general
government debt accounted for 85.7% of the totalipudebt of the Republic of Croatia, or
HRK 104 billion, while issued government guaranteesounted to HRK 17.3 billion or
14.3%. Therefore, the reduction in the share ofipulebt in GDP compared to the preceding
year is primarily the result of a reduction of téal share of general government debt which
at the end of 2007 amounted to 37.8% of GDP, doiwost 3 percentage points from the
previous year. Meanwhile, the general governmeit deminally increased by HRK 1.8
billion. Privatisation revenues contributed to thiend in public debt, which amounted to
HRK 3.0 billion at the general government level.

By dividing the total general government debt ifaeeign and domestic components, it can
be noted that the share of domestic debt of gergraérnment in the total debt on 31

December 2007 amounted to 61.9%, accounting for.7ap2rcentage point increase as
compared to the previous year. Meanwhile, the ¢prelebt of general government recorded
38.1% in the overall debt of general governmenicivis a decrease of 2.7 percentage points.

As regards the tax system, the Act on Amendmentth@oAct on Financing Local and
Regional Self-Government Units came into effectlodanuary 2007. The purpose of these
amendments is to achieve more uniform and fairgtridution of taxes in all regions of the
Republic of Croatia, especially related to areaspmcial state concern. Profit tax has in its
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entirety become state budget revenue, while inctaméhas been ceded to the units of local
and regional self-government, in part directly andpart through equalisation fund. In

addition to these changes to the tax system intediin 2007, as of 1 August a differentiated
value-added tax of 10% applies to all newspapedsdaily and periodical magazines, apart
from those which mainly or completely consist of@disements and are used for advertising.

Finally, strong growth of overall state revenues207 indicates the significance of the
stricter revenue collection control measures.

These positive trends represent a strong foundédiothe successful fulfilment of the fiscal
goals set for the medium-term period until 2011.

4.2. The Republic of Croatia and the international envionment

With a view to obtaining a realistic overview okthscal policy of the Republic of Croatia, it
is of great importance to conduct an analysissafdi policy in the context of its environment,
I.e. the EU Member States.

Accordingly, presented below is a comparison of kiegal categories of the Republic of
Croatia with each of the new EU Member States,unidg the average of the old EU
Member States and all 27 members. It should bedribi@ the data are expressed according
to the European ESA 95 methodology on public fieestatistics.

Chart 11: Total deficit/surplus of the budget of fRepublic of Croatia and EU Member
States in 2006 and 2007

% of GDP

W 2006 02007

Source: Eurostat, Ministry of Finance

In previous years, the fiscal policy of the Repabbf Croatia was marked by the
implementation of intensive fiscal adjustment whitdd an impact on the reduction of the
total general government deficit. Under the ESAn®&thodology, Croatia reduced its total
general government deficit from 2.4% of GDP in 2008..6% of GDP in 2007. Thus Croatia
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in 2007, in comparison to the other states, fal®@g those countries with a higher level of
general government deficit than the EU 27 averadele simultaneously recording a lower
total deficit than many of the new EU Member States

Taking into account the trend of deficit reductaomd its commitment to implementing further
fiscal adjustments and necessary structural potiegsures, in the forthcoming period Croatia
will continue to achieve lower levels of generalvgmment deficit with a view to
approaching the European Union average.

Through the analysis of the revenue side of thesalislated general government budget, it is

possible to see the level of the tax burden omeits and companies which comprises the sum
of collected revenues from taxes and contributidmserms of collected revenues from taxes

and contributions in the percentage of GDP, in 2Q0datia achieved the same level as the
EU Member States (EU 27).

Chart 12: Expenditure of consolidated general goveent of the Republic of Croatia and EU
Member States in 2006 and 2007

% BDP-a
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Note: Croatia with and without grey economy incldde

Source: Eurostat, Ministry of Finance

If the share of the consolidated general governragpénditure in GDP is taken into account,
the conclusion may be reached that in 2007, Crg#tithe estimated grey economy is

included in the calculation of GDP) was slightlyoab the EU 27 average. The highest level
of public spending was recorded by Hungary, Cyams Slovenia, while the lowest share in
GDP expenditure was recorded by the Baltic States.

Another important feature of public spending whigliseful to consider is the share of public
investments in GDP. In comparison to the EU MemS$ttes, the Republic of Croatia
recorded a high share of public investments, padity for the purpose of financing the
projects of transport infrastructure developmentirtk the regions within Croatia, as well as
to link them with neighbouring countries. In 2006roatia allocated 3.5% of GDP for
investment projects, while in 2007 it allocated%.af GDP. On the other hand, the level of
public investment in the most developed EU MembeteS, EU 15, was at the level of
approximately 2.4% of GDP, while the average ofMdimber States amounted to 2.6% of
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GDP. The highest level of investment in 2007 wa®med in Latvia in the amount of 5.7%
of GDP.

Chart 13: Public investments in the Republic of &i@mand EU Member States in 2006 and
2007

% BDP-a

W 2006 002007

Source: Eurostat, Ministry of Finance

The conclusion to be drawn from the above compariddkey fiscal variables in the Republic
of Croatia with those in the EU Member States & troatia is following fiscal trends in its
environment. However, it is necessary to continité the implementation of public finance
adjustment aimed at reducing the total general monent deficit, taxation and presence of
government in the economy. Moreover, the achievémkthe foregoing objectives must be
accompanied through parallel reductions of publigpemditure, implying further
implementation of fiscal adjustments and the im@etation of key structural measures
referred to in these Guidelines and other stratelgicuments of the Government of the
Republic of Croatia.

4.3. Revenue trends for the period 2009-2011

4.3.1. Determinants of budgetary central government revenfor the period 2009-2011

Total revenue

The total budgetary central government revenue2008 have been projected in the amount
of HRK 124.9 billion, accounting for an increase5%% and nominal growth of HRK 6.5
billion compared to the revenues planned for 200& planned year-on-year increase in the
revenues for 2009 is lower than the projected regegrowth until the end of the medium-
term period primarily due to the base effect.

In 2010, total revenues are projected in the amotihtRK 133.5 billion, i.e. a year-on-year
growth of 6.9%, while for 2011, the total revenymsjected are in the amount HRK 143.5
billion, representing a year-on-year growth of 7.5%
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The total budget revenues comprise operating reasraf which the majority share consists
of tax revenues and revenues from the sale of nandial assets.

Table 4: Trends in budgetary central governmenenexe2007—-2011

(000 HRK) 2007 2008 98/07 2.009. 99/08 2019 .10/09 gOlJ: ;I.lllO
plan index projection index projection index projection index
TOTAL REVENUE (6+7) 108,819,280 118,408,500 108.8 124,924,074 105.5 133,504,219 106.9 143,523,534 107.5
6 Operating revenue 108,320,595 118,051,097 109.0 124,579,456 105.5 133,255,319 107.0 143,257,211 107.5
Tax revenues 60,837,371 67,626,328 111.2 71,631,613 105.9 76,889,754 107.3 83,043,726 108.0
Income tax 1,772,708 1,873,796 105.7 1,877,708 100.2 2,003,658 106.7 2,139,197 106.8
Profit tax 8,816,375 10,021,475 113.7 11,219,642 112.0 12,249,009 109.2 13,495,935 110.2
Taxes on property 578,621 621,400 107.4 645,993 104.0 681,433 105.5 724,028 106.3
Taxes on goods and services 48,028,190 53,290,764 111.0 56,024,112 105.1 60,044,818 107.2 64,725,456 107.8
Value-added tax 37,747,987 42,751,585 113.3 45,079,042 105.4 48,508,637 107.6 52,476,877 108.2
Sales tax 168,522 176,298 104.6 187,445 106.3 199,166 106.3 211,621 106.3
Excises 9,096,926 9,234,726 101.5 9,526,517 103.2 9,981,192 104.8 10,526,748 105.5
Taxes and duties from games of chance and gambling 505,119 581,632 115.1 634,711 109.1 699,008 110.1 778,604 111.4
Other taxes on goods and services 509,636 546,523 107.2 596,398 109.1 656,815 110.1 731,606 111.4
Taxes on international trade and transactions 1,641,478 1,818,893 110.8 1,864,158 102.5 1,910,836 102.5 1,959,110 102.5
Contributions 37,203,486 41,370,661 111.2 44,127,843 106.7 47,452,810 107.5 50,761,869 107.0
Grants 477,045 987,207 206.9 956,930 96.9 680,747 71.1 758,264 111.4
Property income 6,681,140 4,684,886 70.1 4,374,522 93.4 4,599,919 105.2 4,892,070 106.4
Revenues from financial assets 1,476,870 816,684 55.3 306,229 37.5 269,219 87.9 235,300 87.4
Revenues from nonfinancial assets 5,204,270 3,868,201 74.3 4,068,293 105.2 4,330,700 106.5 4,656,770 107.5
Revenues from administrative fees and revenues under
special regulations 2,574,424 2,839,841 110.3 2,917,634 102.7 3,022,692 103.6 3,144,280 104.0
Other revenue 547,129 542,175 99.1 570,913 105.3 609,397 106.7 657,002 107.8
7 Revenues from the sale of nonfinancial assets 498,685 357,403 71.7 344,618 96.4 248,900 72.2 266,323 107.0
Revenues from the sale of unproduced assets 19,557 70,000 357.9 20,000 28.6 20,000 100.0 21,400 107.0
Revenues from the sale of produced assets 281,171 282,603 100.5 324,618 114.9 228,900 70.5 245 107.0
Revenues from the sale of produced current assets 197,957 4,800 2.4 0 0.0 0 0

Source: Ministry of Finance

Tax revenue

For the period 2009-2011, budgetary central goveninrevenues have been planned
primarily based on projections of macroeconomidaldes and expected economic trends,
taking into account the trends of certain reveringsrevious years. Therefore, tax revenues
for 2009 have been projected in the amount of HRK billion marking year-on-year growth
of 5.9%.

Revenue projections for 2010 and 2011 are basdfieosame assumptions, so tax revenues
for 2010 amount to HRK 76.9 billion, and for 201RK 83.0 billion.

Income tax

For 2009, the amount of revenue from income taxdesn projected in the amount of HRK
1.9 billion, which is close to the amount planned 2008. This revenue is planned in line
with the expectations regarding gross salary anpl@&ment trends, and taking into account
legislative amendments. The amendments to the lacbax Act, whereby the base personal
deduction was increased from HRK 1,600 to HRK 1,880uced the overall income tax
revenues. In order to mitigate the consequencesntbasure has on the revenues of units of
local and regional self-government, the Act on Fimeancing of Units of Local and Regional
Self-Government was also amended, thereby enfomiaitional distribution of income tax
to the local units so as to enable them to exethaie functions. The former distribution of
income tax has been amended whereby the sharecaie tax has been increased by 3
percentage points for towns and municipalities Bgdd.5 percentage points for counties.
Having regard to the fact that in 2009 these amemtsnwill affect the budget during the
entire year, this was included in the preparatibtine projections.

Revenue from income tax will increase at the rét @ in 2010 and by 6.8% in 2011.
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Profit tax

Revenue from profit tax for the medium-term perkii09-2011 was planned on the basis of
the growth of the overall economic activity in thggriod. Projected profit tax revenue for
2009 is set in the amount of HRK 11.2 billion, magka year-on-year growth of 12.0%. As
profit tax is paid based on operations of compamdse preceding year, profit tax for 2009
has been planned in accordance with the expectedostc activities and trends in the
operation of companies in 2008.

Planned profit tax revenues amount to HRK 12.Zdwillin 2010 (year-on-year growth of
9.2%), and HRK 13.5 billion in 2011 (growth amoungtito 10.2%).

Taxes on property

Revenues from taxes on property for the period 22020 have been projected in accordance
with the expected trends in the overall economiivig, taking into account the expected
trends on the real-estate market. Even thoughestale prices and real-estate demand are
continually growing, a slight deceleration is exgelcin the forthcoming period. In 2009, this
tax is projected to increase by 4.0%, amountingiRK 646.0 million. Revenues from taxes
on property in 2010 may be expected to amount t& I8B1.4 million (an increase of 5.5%),
while for 2011 the projected amount is HRK 724.@ion (6.3% more than in the preceding
year).

Value-added tax

Projections of revenues from value-added tax (VAQr) 2009 are based on the expected
growth of nominal private consumption, taking irdocount the results of trends in VAT
revenues in the previous year. Thus, in 2009 taarmdd VAT amounts to HRK 45.1 billion,
i.e. with year-on-year growth of 5.4%.

Revenues from VAT for the period 2010-2011 are gsmected based on the expected
growth of nominal private consumption. The expectwenue from VAT in 2010 amounts to
HRK 48.5 billion (year-on-year growth of 7.6%), amd2011 HRK 52.5 billion is expected

on the same basis (an increase of 8.2%).

Excise duties

Revenues from excise duties for the period 2009:20% planned in accordance with real
economic growth, taking into consideration the diseof these revenues in previous years and
the expected trends for certain goods subject tosexduties in this period. Accordingly,
projections of revenues from excise duties for 2@Mount to HRK 9.5 billion, which
represents an increase of 3.2% in comparison tpréweding year.

In 2010, it is predicted that revenues from exdsées will generate HRK 10.0 billion, or
4.8% more than in 2009, while the projected reveritmm excise duties for 2011 amount to
HRK 10.5 billion, or with year-on-year growth of586.

The most important excise duties are those on leetro products, excise duties on tobacco
products, and excise duties on cars. Revenues désanse duties on petroleum products are
planned in accordance with real GDP growth, takimg account the projections of fuel

consumption in this period. The projections of sgaduties on tobacco for the period 2009—
2011 are based on economic growth and expectatgated to the consumption of tobacco
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products. The planned growth of revenue from exdigées on cars in the period 2009-2011
Is in accordance with the real growth of the ecopom

Table 5: Trends in revenue from excise dutieseénpigriod2007-2011

(000 HRK) 2007 2008 _08/07 2_009_ .09/08 2_Olq .10/09 2.011. _ 1/10
plan index projection index projection index projection index
Excise duties 9,096,926 9,234,726 1015 9,526,517 103.2 9,981,192 104.8 10,526,748 105.5
Excises on cars, other motor vehicles, boats and
planes 1,433,427 1,523,771 106.3 1,592,341 104.5 1,687,881 106.0 1,806,033 107.0
Excises on petroleum products 3,413,076 3,363,274 98.5 3,456,552 102.8 3,577,531 103.5 3,738,520 104.5
Excises on alcohol 231,342 234,918 101.5 245,489 104.5 260,219 106.0 278,434 107.0
Excises on beer 743,000 738,324 994 771,549 1045 817,841 106.0 875,090 107.0
Excises on non-alcoholic beverages 142,462 143,657 100.8 150,121 104.5 159,128 106.0 170,267 107.0
Excises on tobacco products 2,943,649 3,030,682 103.0 3,091,720 102.0 3,237,614 104.7 3,390,392 104.7
Excises on coffee 161,936 168,342 104.0 183,704 109.1 202,314 110.1 225,351 1114
Excises on luxury goods 28,033 31,758 113.3 35,041 110.3 38,664 110.3 42,661 110.3

Source: Ministry of Finance

Taxes on international trade

Revenues from taxes on international trade havghtbfi increased. The majority of
procedures for foreign trade liberalisation haverbenplemented, and projections of taxes on
international trade for the period 2009-2011 arean trends from preceding years and the
expected import trends in forthcoming years. Thaesf the revenue from taxes on
international trade for the period 2009-2011 igguied to increase by 2.5% per annum.

Contributions

In past years revenues from contributions have detnated a significant level of correlation

with the growth of nominal gross salaries and glhowf employment, so the expected

development of these variables has been used éopribjections of these revenues for the
medium-term period 2009-2011.

The expected revenue from contributions in 2009 anhount to HRK 44.1 billion, which

represents an increase of 6.7% in comparison td8.20Me projected revenue from
contributions for 2010 amounts to HRK 47.5 billigrowth of 7.5%), and HRK 50.8 billion
for 2011 representing a year-on-year growth of 7.0%

Grants

Revenues from grants are largely based on the tagp&mds for the projects proposed under
the pre-accession programmes of the European Unibith have been made accessible to
the Republic of Croatia after the adoption of the-accession strategy. It should be noted that
the Guidelines do not include the funds from thractiral and cohesion funds which will be
at Croatia’s disposal after accession to the Eth@segotiation process is underway and thus
the total amount of these funds is not known.

Property income

Revenues from property income consist of reventgs financial assets and revenues from
nonfinancial assets. The structure of revenues ffioancial assets comprises the income
from interest, dividends, and profit generated iy tompanies and banks in state ownership
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with a one-off character. Revenues from financgsess are projected in the amount of HRK
306.2 million for 2009, in the amount of HRK 26%#llion for 2010, and in the amount of
HRK 235.3 million for 2011.

The most important item in the revenues from nanfmal assets is the revenues from road
charges which are planned based on the real grofitie economy. Accordingly, in 2009 the
expected amount of revenues from road charges ks BiR billion, HRK 3.5 billion in 2010,
and HRK 3.7 billion in 2011. Along with these chesg the group of revenues from
nonfinancial assets consists of concession revernease and rental of assets, and other
revenues from nonfinancial assets. These revemaeprajected based on the trends of the
expected economic activity in the forthcoming péricdhus in 2009 revenues from
nonfinancial assets amount to HRK 4.1 billion, HRR billion in 2010, and HRK 4.7 billion

in 2011.

Revenues from administrative fees and revenues urgpecial regulations

Projections of revenues from administrative feed sevenues under special regulations are
based on expected economic activity, taking intiant the scope of transactions resulting in
the collection of these revenues. Projections e$¢hrevenues for 2009 amount to HRR
billion, HRK 3.0 billion in 2010, and HRK 3.1 bith in 2011.

Other revenues

Other budget revenues consist of own revenues fpamiorming basic core activities,
revenues from fines and revenues from donatiorggeé&trons of own revenues of budgetary
users and revenues from donations comply with tbmimal growth of the economy.
Following the trends in the previous periods, progns of revenues from fines are based on
the real growth of the economy.

Accordingly, other revenues for 2009 amount to H®#0.9 million, HRK 609.4 million for
2010, and HRK 657.0 million for 2011.

Revenues from the sale of nonfinancial assets

Revenues from the sale of nonfinancial assets sbw$irevenues from the sale of land,
buildings, machinery and equipment and transportaéquipment. In accordance with the
expectations regarding the sale of these obje&genues collected from the sale of
nonfinancial assets is projected in the amount BKH344.6 million in 2009, HRK 248.9
million in 2010, and HRK 266.3 million in 2011.

4.3.2. Determinants of revenue of extra-budgetary users tioe period 2009—-2011

Projections of revenues of extra-budgetary usershi® period 2009-2011 are based on the
projections of trends of macroeconomic indicatonsl dhe expectations of certain users
regarding the trends in the revenues they colléfhat is notable in this period is the
reduction of total revenues of extra-budgetary sissra share in GDP from 1.8% of GDP in
2009 to 1.6% of GDP in 2011.

The most significant revenue of extra-budgetaryrsisare grants from other general
government units projected at the level of 0.6%8fP. The most important item paid from
the position of grants is road charges includetheprice of fuel and collected by Croatian
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Roads (Hrvatske ceste). The next most importargmes of extra-budgetary users is revenue
from water management with the share of 0.5% of @Bdéthe environmental protection fees
with the share of 0.4% of GDP.

Table 6: Key items of revenue of extra-budgetagyrsis

(% of GDP) 2007 2008 2.009. 2.010. 2.011.
plan projection projection projection
Total revenue 3.8 2.1 18 17 15
grants from other general government units 2.0 0.7 0.6 0.6 0.6
other grants 0.0 0.0 0.0 0.0 0.0
revenues from water management 0.7 0.6 0.5 0.5 0.4
environmental protection fees 0.4 0.4 0.4 0.4 0.4
revenues from the sale of nonfinancial assets 0.0 0.0 0.0 0.0 0.0
other 0.7 0.3 0.2 0.2 0.2

Source: Ministry of Finance

4.3.3. Determinants of revenue of local and regional sgibvernment units for the period
2009-2011

Projections of revenues of the local and regiom#tgovernment units were based on the
same assumptions as the budgetary central govetmewvanues, i.e. based on the previously
described macroeconomic indicators. Projection®ota revenues of the local and regional
self-government units indicate a relatively stati@re of GDP with a tendency of a slight
decline from 5.8% in 2009 to 5.6% in 2011.

Approximately half of the total revenues of thedband regional self-government units are
collected from income tax. The projections of thevgh of revenues from income tax are in
accordance with the growth of gross salaries angl@&ment, corrected by the legal
amendments to the Income Tax Act and the Act onRin@ncing of Units of Local and
Regional Self-Government, as previously descriég share of income tax in GDP in 2009
amounts to 2.8% and is slowly declining to 2.692011.

Following in terms of significance are revenuesrirthe sale of goods and services that will
in this period stand at the level of 1.2% to 1.3®FG Revenues from grants will stand at the
level of 0.7% to 0.8% of GDP, and revenues frompprty income at the level of
approximately 0.4% of GDP, while the remaining mawes collected by the local units are
less significant.

Table 7: Key items of revenue of local and regia®i-government units

(% of GDP) 2007 2008 2.009. 2.010. 2.011.
plan projection projection projection
Total revenue 5.9 5.7 5.8 5.7 5.6
taxes on income 3.0 2.9 2.8 2.7 2.6
taxes on property 0.2 0.2 0.2 0.2 0.2
grants from other general government units 0.8 0.8 0.8 0.8 0.7
property income 0.4 0.4 0.4 0.4 0.4
revenues from the sale goods and services 1.1 1.1 1.2 1.2 1.3
revenues from the sale of nonfinancial assets 0.3 0.2 0.3 0.3 0.2
other 0.2 0.2 0.2 0.2 0.2

Note: includes 53 largest units (32 towns, 20 cmsnand the City of Zagreb)

Source: Ministry of Finance
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4.4. Expenditure trends for the period 2009-2011

4.4.1. Determinants of budgetary central government expguace for the period 2009—
2011

As of 2004, a significant feature of fiscal policy Croatia has been the implementation of
fiscal consolidation. Fiscal consolidation has bsenured by establishing control over the
process of state revenue collection on the one,ramdl establishing control mechanisms on
the expenditure side and rationalising public spenan the other. This has contributed to
more efficient directing of budgetary funds to depenent oriented areas and also to the
reduction of the total general government defind aresence of the state in the economy.

For the purpose of further successful implemematibfiscal consolidation, which supports
the achievement of the fundamental economic pogowls, it is essential to fulfil the
following measures and polices:

« fulfilling the prerequisites for full membership tilke European Union;
e promoting an increase of competitiveness of theattan economy;
* ensuring a uniform development of all regions in&ia,;

» directing the funds to the development of a knogétlased society where education
is equally accessible to all;

* promoting the development of a more favourablermss environment;
* promoting employment and job creation;
e ensuring social justice;

« continuation of the key structural reforms.

Total expenditure

The total expenditure of the budgetary central gavent for 2009 is projected in the amount
of HRK 126.6 billion, comprised of HRK 122.6 bilhoin operating expense and HRK 4
billion expense for the acquisition of nonfinancedsets. In comparison to the planned
budgetary central government expenditure for 2@@8total expenditure in 2009 is higher by
HRK 5.4 billion, or 4.5%.

Table 8: Trends in the budgetary central governnexpienditure for the period 2007-2011

Execution 2007 Plan 2008 2009 projection 2010 projection 2011 projection
000HRK % of GDP___ 000 HRK % of GDP__ 000 HRK % of GDP__ 000 HRK % of GDP___ 000 HRK % of GDP.

TOTAL EXPENSE (3+4) 111,262,794 40.4 121,214,438 39.6 126,626,380 37.8 133,463,229 36.2 141,530,935 34.4
3 Operating expense 108,218,889 39.3 117,326,523 38.3 122,654,890 36.6 129,842,543 35.2 138,256,237 33.6
31 Compensation of employees 19,941,486 7.2 21,635,459 7.1 23,812,737 7.1 25,920,643 7.0 27,807,153 6.8
32 Material expense 7,724,689 2.8 9,173,890 3.0 10,298,808 31 12,032,814 3.3 13,021,919 32
34 Financial expense 5,066,148 18 5,540,793 18 5,412,192 16 4,853,764 13 4,404,696 11
35 Subsidies 6,492,010 2.4 7,552,872 25 7,001,849 21 7,013,656 1.9 7,293,693 18
36 Grants 8,312,098 3.0 6,033,560 2.0 6,338,655 1.9 6,561,509 1.8 6,940,026 1.7

37 Compensations to citizens and
households based on insurance and other

compensations 55,122,125 20.0 59,717,980 195 62,183,324 18.6 65,638,922 17.8 69,580,612 16.9
38 Other expense 5,560,333 2.0 7,671,970 25 7,607,323 23 7,821,235 2.1 9,208,139 22
4 Expense for the acquisition of
nonfinancial assets 3,043,906 1.1 3,887,915 1.3 3,971,491 1.2 3,620,686 1.0 3,274,697 0.8

Source: Ministry of Finance
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In the forthcoming period, the envisaged annualwgnoof the budgetary central government
expenditure amounts to 5.4% in 2010 and 6% in 20h&. same period foresees a constant
reduction of the share of the budgetary centrakgawent expenditure in GDP, from 39.6%
in 2008 to 34.4% in 2011.

Compensations to citizens and households basedsariance and other compensations

Compensations to citizens and households basedhsarance and other compensations
represent the largest item in the structure oftthégetary central government expenditure,
accounting for approximately 49.1% of total expémdi in the period 2009-2011. These
trends are set by assumptions of development ofrtbst important components, such as
pension expenses, healthcare expenses, child all@samaternity benefits, unemployment
benefits and war veteran benefits. The share ofpeoisations to citizens and households
based on insurance and other compensations, eggdrassthe share of GDP, will fluctuate
from 18.6% in 2009 to 16.9% in 2011.

Pensions

Important determinants in the medium-term periodettgoment of pensions will be the
fairness criterion and the fiscal sustainability thle pension system. In other words,
development of pensions depends on applying peraijustment in accordance with the
expected gross salary and CPI growth, and alsaisgcadditional funds for the purpose of
equalisation of the status of “old” and “new” pesrsers.

In accordance with the above, projections of expares for pensions amount to HRK 34.8
billion in 2009, representing a year-on-year insee®af 5.3% or HRK 1.7 billion. In the
forthcoming period, pensions will grow at a ratesd% in 2010 and 2.8% in 2011. The total
expenditure on pensions also includes pensionsaofveterans that will amount to HRK 4.9
billion in 2009, HRK 5.2 billion in 2010, and HRK%billion in 2011.

Healthcare

Healthcare expenditure is determined by the coatinmplementation of the reform of the
healthcare system. As this reform is one of thepogrities, healthcare expenditure in the
medium-term constitutes an important share of tmapensations to citizens and households
on the basis of insurance and other compensatngections of expenditure on healthcare in
2009 amount to HRK 22 billion or 6.6% of GDP. Timerease of healthcare expenditure in
2010 will amount to HRK 1.1 billion or 5.0%, accaung for the total healthcare expenditure
in the amount of HRK 23.1 billion, and in 2011 hbahre expenditure will increase by HRK
1.6 billion or 6.9%, amounting to HRK 24.7 billiomhe structure of the total expenditure on
health consists mainly of expenses for compensatomitizens and households on the basis
of insurance under the Croatian Institute for Hedfisurance that will amount to HRK 20
billion in 2009, or HRK 717.4 million more than BD08. The remainder pertains to social
welfare under the Ministry of Health and Social Vales.

Other compensations to citizens and householdslb@sénsurance and other compensations

Among other compensations to citizens and housshblsed on insurance and other
compensations, the most significant position ietely expenses for the demographic policy,
in particular child allowance and maternity bergefithus, expenditure on child allowance in
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2009 will be secured in the amount of HRK 1.9 billi meaning an extra HRK 20 million. In
2010 and 2011, expenditure on child allowance antiount to HRK 2.1 billion and HRK 2.2
billion, respectively.

Meanwhile, maternity benefits will increase by HRBK8.5 million in 2009 and will amount
to more than HRK 2 billion. Maternity benefits wgtow by an additional HRK 121.5 million
in 2010, and by HRK 160 million in 2011. This exdé@are on maternity benefits pertains to
the benefits for regular maternity leave and bésefor additional maternity leave and
equipment for the newborn baby. In 2009, HRK 91@iBion will be earmarked for regular
maternity leave benefits, while the remaining HRK hillion will be provided for additional
maternity leave and equipment for the newborn baby.

Likewise, other significant social welfare expensebich determine the overall trends of
expenditure on compensations to citizens and haldehbased on insurance and other
compensations, include the expenditure on the psentarights of Croatian war veterans,
support grants, the rights of parents of childréth severe disabilities and others.

Compensation of employees

In the period 2009-2011, compensation of employageach the level of approximately
7% of GDP. Compensation of employees, which indudalaries, other expenses for
employees and contributions on salaries, will améoaHRK 23.8 billion in 2009, HRK 25.9
billion in 2010, and HRK 27.8 billion in 2011. Ifominal growth of compensation of
employees is observed during these years, it wilbant to HRK 2.2 billion in 2009, HRK
2.1 billion in 2010, and HRK 1.9 billion in 2011.ntll the end of this period, meaning until
the end of 2011, expenditure on employees will cedts share in GDP to the level of 6.8%.
Projections have been prepared taking into accoumeéently valid collective agreements and
the impacts of legal proposals for salaries indilié and public services.

Material expenditure

Material expenditure includes reimbursements otsts employees, expenses for material
and energy, expenses for services and other opgmtpenses not mentioned elsewhere. The
projections of material expenses for the forthcamperiod take into account the effects of
aid from EU pre-accession programmes, the effefctdrategic development of the Ministry
of Defence, and effects of the growth of prices.

In accordance with these determinants, materiatmdtjpure in 2009 will amount to HRK
10.3 billion, representing a year-on-year growth HRK 1.1 billion or 12.3%. In the
following two years, material expenditure will aitmbdio HRK 12 billion and HRK 13 billion
respectively.

Financial expenditure

Financial expenditure consists of interest on idssecurities, interest on received loans and
other financial expenditure. Thus, projections iofhcial expenditure are based on future
payment obligations falling due, which will amoutat HRK 5.4 billion in 2009. In the
forthcoming period, financial expenditure is predd to decline, related directly to the
reduction of expenditure on interest. Thus the eshadrfinancial expenditure in GDP will
range from 1.6% in 2009 to 1.1% in 2011. Thesedsemre the outcome of successful fiscal

31



consolidation which resulted in a significant retiltuc of the overall general government
deficit and the need for government borrowing.

Subsidies

In the previous period, the policy of state aidhie Republic of Croatia was mainly oriented
towards the process of Croatia’s rapid integratioto the European Union, and the
approximation of state aid policy to comply witrethbjectives and guidelines arising from
theacquis communautaire

Common determinants of state aid policy primar#yate to the state’s ongoing efforts to
reduce the share of sector aid/subsidies, andetlieection to horizontal objectives, thereby
maximising economic effects and minimising the tiegaeffect on market competition.

With a defined policy of subsidies for the forthaam period, the requirements of the
Republic of Croatia are primarily directed towasddivities and production that will lead to
the development of a new comparative advantagergat@, which will promote overall
development and growth of the economy.

In this process, state aid/subsidies as a fornmagntives, whereby Croatia plans to develop
sustainable competitiveness, will in the future gbe main emphasis on attracting
investments, different forms of innovation and @agsing export, with the highest possible
level of compliance with the principles of competit and implementation of an efficient

allocation of resources.

The medium-term period shows a decreasing trerexpénditure on subsidies from 2.1% of
GDP in 2009 to 1.8% of GDP in 2011. In the absolr®unt, subsidies will reach HRK 7
billion in 2009, down by HRK 551 million from 200& 2010, subsidies will stand at the
level of HRK 7 billion, while in 2011 they will red HRK 7.3 billion.

These trends of expenditure on subsidies are digtedby the trends in the most important
categories of subsidies. Subsidises for agricultur2009, in the amount of HRK 3.6 billion,
represent the largest item in the total subsidigs. largest portion of subsides for agriculture
and their growth in the medium-term period is mdato the promotion of agricultural
production in accordance with the preparationshefdgricultural sector, aimed at increasing
its competitiveness before entering the highly ¢tgved agricultural produce market of the
European Union.

Subsidies for Croatian Railways (HZ) are the secowbt important category of the total
subsidies. In 2009, HRK 1.6 billion will be spent subsidies for HZ, which is HRK 141.6
million less than in the preceding year. The reincof subsidies for HZ is the result of the
continued process to restructure its operations.

Shipbuilding will also be restructured in the fatiming period and subsidies for this sector
will stand at the level of HRK 420 million duringpe following three years. Subsidies for
road, air and water transport in the medium-termogewill range from HRK 574 million in
2009 to HRK 611.8 million in 2011.

Grants abroad and within general government

Expenditure on grants allocated abroad and witkeimegal government consists of grants to
foreign governments, grants to international orgatmons and grants to other general
government units, and they are to a largest extergrmined by the trends in grants to other
general government units. In 2009, total grantd anhount to HRK 6.3 billion, of which
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HRK 6.2 billion pertains to the grants to other @& government units. In the following two
years, the total grants will increase by HRK 222Z@lion and HRK 378.5 million
respectively, while their share in GDP will drop ByL percentage point per annum. Such a
nominal increase of total grants arises from appnately equal growth of grants to other
general government units that will record a groattHRK 219.9 million in 2010, and HRK
374.6 million in 2011. Grants to foreign governngenill increase from HRK 107.4 million

in 2009 to HRK 112.9 million in 2011, while grartsinternational organisations in the same
period will increase from HRK 23.7 million to HRKo2nillion.

Other expenditure

Other expenditure in the medium-term period widdngt in accordance with the projections
for other current and capital expenses. Namelygrog&ixpenditure includes both current and
capital donations, fines, penalties and forfeitdramrdinary expenditure and capital grants,
where current and capital donations account forntiest significant share of the total other
expenditure.

Other capital expenditure in 2009 will remain aprximately the same amount as in 2008,
while in the following two years it will increasgy HHRK 213.9 million and HRK 1.4 billion
respectively. In this sense, other expenditure0@92will reach the level of HRK 7.6 billion,
HRK 7.8 billion in 2010, and HRK 9.2 billion in 2@1 Regarding the share of other
expenditure in terms of the share in GDP, it idlemt that in the medium-term period they
will stand at the average level of 2.2% of GDP.

Projections of the budgetary central governmenesgure under the Economic and Fiscal
Policy Guidelines for the period 2009-2011 do naket into account the estimates of
liabilities of the Republic of Croatia regardingthudget of the European Union, as these are
subject to accession negotiations.

Table 9: Distribution of total expenditure of thedgetary central government in 2008

2008 L Share in total Difference

QO RIRGS plan AT prelfseie expenditure 2009 - 2008
TOTAL EXPENSE (3+4) 121,214,438 126,626,380 100.0 5,411,942
Operating expense (3) 117,326,523 122,654,890 96.9 5,328,366
Compensation of employees 21,635,459 23,812,737 18.8 2,177,278
Material expense 9,173,890 10,298,808 8.1 1,124,918
Financial expense 5,540,793 5,412,192 4.3 -128,600
of which: interest 4,963,288 4,876,809 3.9 -86,480
Subsidies 7,552,872 7,001,849 55 -551,022
of which: 0 0 0
subsidies for agriculture 3,535,084 3,579,790 2.8 44,706
subsidies for Croatian Railways (H2) 1,701,172 1,559,572 1.2 -141,600
Grants 6,033,560 6,338,655 5.0 305,096
Compensations to citizens and households 59,717,980 62,183,324 49.1 2,465,344
of which: 0 0 0
pensions 33,040,000 34,765,000 275 1,725,000
healthcare 21,335,704 21,997,066 17.4 661,361
of which: HZZO (Croatian Institute for Pension Insurance) 19,241,529 19,958,894 15.8 717,365
maternity benefits 1,730,000 2,048,500 1.6 318,500
unemployment 795,000 860,000 0.7 65,000
child allowance 1,900,000 1,920,000 15 20,000
Other expense 7,671,970 7,607,323 6.0 -64,647
Expense for the acquisition of nonfinancial assets (4) 3,887,915 3,971,491 3.1 83,576

Note: Includes all sources of funding from the grafi accounts 3 and 4 of economic classification

Source: Ministry of Finance
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Expenditure for the acquisition of nonfinancial agss

In the medium-term period, expenditure for the &mtjan of nonfinancial assets will
gradually decline from HRK 4 billion in 2009 to HRB.6 billion in 2010 and HRK 3.3
billion in 2011. With regard to expenditure for thequisition of nonfinancial assets in terms
of the share in GDP, it will record a decline d Percentage points per annum.

4.4.2. Expenditure of the budgetary central government diyisions

Table 10 gives an estimate of the ceiling of theaficial plan for the period 2009-2011,
broken down by budgetary central government divisidr his estimate includes expenditure
that are, in accordance with the economic clasgiba, categorised into the following

classes:

. 3 - operating expenditure;

. 4 - expenditure on the acquisition of nonfinaneisdets;

. groups of the account 51 — expenditure on loanstgda

. groups of the account 53 — expenditure on shaeter equity.

The above groups of expenditure and expenses raaackd from these sources of finance:
general revenue and receipts, contributions (ooly the Ministry of Health and Social
Welfare and for the Ministry of the Economy, Labaund Entrepreneurship) and from special
purpose income from borrowings.

Sources of financing in the category “general rexeand receipts” comprise the following

elements: revenues from taxes (largest share)nuegefrom financial assets, revenues from
administrative fees, state administration revent@gnues from fines, income from financial

assets and borrowings and other.

For revenues classified as the source of finanCgeneral revenue and receipts”, their
intended use is determined within the budget itself

Expenditure planned in the budget of a budget bheiaey from the source of financing
“general revenue and receipts” is settled up to d@neount of the planned expenses,
irrespective of the revenues collected.

Table 10 does not include an estimate of expereddnd expenses to be financed from other
sources, such as: own revenues, special purpogaues, grants, donations and revenues
from the sale of nonfinancial assets and insurataies. The spending rule for these sources
of financing depends on the nature of the finansimgyce.

For the purpose of developing fiscally and sociallgtainable budgets in the coming three-
year period that will reflect further fiscal adjostnt on the expenditure side, the Ministry of
Finance proposes that the ministries, central gowent offices and agencies should follow
the proposal of the Ministry of Finance pertaintogestablished limits by budgetary central
government divisions for all sources of financet thiiect the level of general government
deficit.
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Table 10: Total expenditure limits by divisionstod budgetary central government for these
sources of financing: general revenue and receigstributions and special purpose income
from borrowing for the period 2009-2011

2008 2009 09/08 2010 10/09 2011 1110
(000 HRK) plan projection index projection index projection index
TOTAL 116,699,622 122,165,928 104.7 128,740,702 1054 136,340,043 105.9
10 CROATIAN PARLIAMENT 184,546 291,037 157.7 253,126 87.0 438,767 1733
15 PRESIDENT OF THE REPUBLIC OF CROATIA 55,056 57,587 104.6 59,087 102.6 64,194 108.6
17 CONSTITUTIONAL COURT OF THE REPUBLIC OF CROATIA 39,451 44,531 112.9 46,557 104.6 48,059 103.2
18 AGENCY FOR THE PROTECTION OF MARKET COMPETITION 12,386 12,510 101.0 13,289 106.2 14,089 106.0
20 GOVERNMENT OF THE REPUBLIC OF CROATIA 203,134 214,743 105.7 224,149 104.4 236,900 105.7
21 CENTRAL STATE OFFICE FOR ADMINISTRATION 492,531 532,579 108.1 564,721 106.0 598,455 106.0
2 CENTRAL STATE OFFICE FOR E-CROATIA 45,630 54,584 119.6 55,211 101.1 58,572 106.1
CENTRAL STATE OFFICE FOR DEVELOPMENT STRATEGY AND
23 COORDINATION OF EU FUNDS 13,199 16,590 125.7 18,513 1116 19,919 1076
CENTRAL STATE OFFICE FOR STATE PROPERTY
24 MANAGEMENT 60,719 40,626 66.9 47,532 117.0 53,252 1120
25 MINISTRY OF FINANCE 12,204,185 12,139,340 995 11,805,853 97.3 11,803,019 100.0
27 RC - SECURITY AND INTELLIGENCE AGENCY 321,249 345,647 107.6 370,103 107.1 392,739 106.1
30 MINISTRY OF DEFENCE 5,372,784 6,204,763 1155 7,388,528 119.1 8,061,662 109.1
40 MINISTRY OF THE INTERIOR 4,144,410 4,597,139 110.9 5,012,639 109.0 5,362,375 107.0
MINISTRY OF THE FAMILY, VETERANS' AFFAIRS AND
46 INTERGENERATIONAL SOLIDARITY 4,124,089 4,387,828 106.4 4,700,232 107.1 4,892,987 104.1
MINISTRY OF FOREIGN AFFAIRS AND EUROPEAN
48 INTEGRATION 722,888 774,215 107.1 827,253 106.9 877,251 106.0
MINISTRY OF THE ECONOMY, LABOUR AND
50 ENTREPRENEURSHIP 36,375,718 37,962,801 104.4 40,139,770 105.7 42,423,444 105.7
55 MINISTRY OF CULTURE 1,005,502 1,044,529 103.9 1,101,064 1054 1,145,427 104.0
MINISTRY OF AGRICULTURE, FISHERIES AND RURAL
60 DEVELOPMENT 4,329,721 4,438,521 1025 4,497,814 1013 4,571,744 1016
MINISTRY OF REGIONAL DEVELOPMENT, FORESTRY AND
62 WATER MANAGEMENT 2,007,618 2,079,975 103.6 2,037,133 97.9 2,102,689 103.2
65 MINISTRY OF THE SEA, TRANSPORT AND INFRASTRUCTURE 4,966,840 4,548,844 916 4,560,006 100.2 5,699,813 1250
MINISTRY OF ENVIRONMENTAL PROTECTION, PHYSICAL
75 PLANNING AND CONSTRUCTION 796,735 693,813 87.1 596,508 86.0 561,311 94.1
80 MINISTRY OF SCIENCE, EDUCATION AND SPORTS 11,788,298 13,014,688 1104 14,255 432 109.5 14,895,015 104.5
90 MINISTRY OF TOURISM 259,265 272,426 105.1 272,449 100.0 288,348 105.8
100 MINISTRY OF HEALTH AND SOCIAL WELFARE 23,019,325 23,882,509 103.7 24,981,514 104.6 26,489,808 106.0
106 CROATIAN ACADEMY OF SCIENCE AND ARTS 65,101 72,698 1117 79,879 109.9 84,643 106.0
110 MINISTRY OF JUSTICE 2,587,849 2,822,315 109.1 3,105,461 1100 3,318,909 106.9
115 DEVELOPMENT AND EMPLOYMENT FUND 261,469 257,542 985 272,902 106.0 295917 1084
116 REGIONAL DEVELOPMENT FUND 170,011 180,777 106.3 185,943 1029 190,752 1026
120 OMBUDSMAN'S OFFICE 6,976 7,181 102.9 7,608 105.9 8,121 106.8
121 OMBUDSMAN FOR CHILDREN 5,573 6,170 110.7 6,130 99.4 6,532 106.6
122 OMBUDSMAN FOR GENDER EQUALITY 2,854 3,102 108.7 3,290 106.1 3,501 106.4
123 OMBUDSMAN FOR PERSONS WITH DISABILITIES 2,233 1,694 75.9 1,710 101.0 1,813 106.0
140 METEOROLOGICAL AND HYDROLOGICAL SERVICE 93,967 102,675 109.3 107,928 105.1 114,552 106.1
150 STATE OFFICE FOR METROLOGY 27,295 29,103 106.6 30,661 105.4 32,933 107.4
151 CROATIAN STANDARDS INSTITUTE 11,678 12,768 109.3 13,664 107.0 14,406 1054
152 CROATIAN ACCREDITATION AGENCY 6,751 7,337 108.7 7,876 107.4 8,296 105.3
156 STATE INTELLECTUAL PROPERTY OFFICE 19,571 21,808 114 23,231 106.5 24,545 105.7
160 CENTRAL BUREAU OF STATISTICS 81,277 88,827 109.3 96,481 108.6 103,222 107.0
175 CROATIAN HYDROGRAPHIC INSTITUTE 16,822 16,162 96.1 15,916 98.5 16,854 105.9
180 STATE GEODETIC DIRECTORATE 245,604 276,861 12.7 284,198 102.7 301,578 106.1
185 STATE AUDIT OFFICE 54,723 61,160 111.8 64,890 106.1 69,291 106.8
STATE COMMISSION FOR THE SUPERVISION OF PUBLIC
196 PROCUREMENT PROCEDURES 6,012 6,884 114.5 7,303 106.1 7,780 106.5
220 CROATIAN MINE ACTION CENTRE 265,136 286,638 108.1 334,263 1166 356,673 106.7
225 STATE INSPECTOR'S OFFICE 150,333 169,847 113.0 180,081 106.0 192,060 106.7
230 COMMISSION ON RELATIONS WITH RELIGIOUS COMMUNITIES 690 763 110.6 809 105.9 858 106.1
CROATIAN INFORMATION AND DOCUMENTATION REFERRAL
235 AGENCY 6,163 6,542 106.1 6,677 102.1 7,387 110.6
240 OFFICE OF THE NATIONAL SECURITY COUNCIL 15,335 16,879 110.1 17,874 105.9 19,057 106.6
OPERATIONAL AND TECHNICAL CENTRE FOR THE
241 SUPERVISION OF TELECOMMUNICATIONS 20,000 22,067 1103 23,033 104.4 24,078 1045
242 INSTITUTE FOR INFORMATION SYSTEMS SECURITY 10,000 10,970 109.7 11,487 104.7 12,105 1054
250 PERSONAL DATA PROTECTION AGENCY 7170 7,992 1115 8,643 108.1 9,183 106.2
255 CROATIAN INSTITUTE FOR RADIATION PROTECTION 4,448 7,504 168.7 4,849 64.6 5112 1054
260  STATEINSTITUTE FOR NUCLEAR SAFETY 9,207 9,835 105.8 9,430 95.9 10,048 106.5

Source: Ministry of Finance
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Table 11: Limits on expenditure on employees bysidivs of the budgetary central
government for these sources of financing: generaénue and receipts, contributions and
special purpose income from borrowing for the peér2®09-2011

2008 2009 09/08 2010 10/09 2011 11110
(000 HRK) plan projection index projection index projection index
TOTAL 21,592,080 23,764,557 1101 25,860,812 108.8 27,745,658 107.3
10 CROATIAN PARLIAMENT 126,691 133,680 1055 141,705 106.0 151,555 107.0
15 PRESIDENT OF THE REPUBLIC OF CROATIA 30,234 32,085 106.1 33,995 106.0 36,363 107.0
17 CONSTITUTIONAL COURT OF THE REPUBLIC OF CROATIA 23,849 24,940 104.6 26,422 105.9 28,264 107.0
18 AGENCY FOR THE PROTECTION OF MARKET COMPETITION 8,884 9,254 104.2 9,805 106.0 10,485 106.9
20 GOVERNMENT OF THE REPUBLIC OF CROATIA 66,663 71,197 106.8 75,494 106.0 80,762 107.0
21 CENTRAL STATE OFFICE FOR ADMINISTRATION 365,658 396,366 108.4 419,887 105.9 448,737 106.9
22 CENTRAL STATE OFFICE FOR E-CROATIA 3,787 4,008 105.8 4,248 106.0 4,545 107.0
CENTRAL STATE OFFICE FOR DEVELOPMENT STRATEGY AND
2 COORDINATION OF EU FUNDS 6,633 6,739 1016 7,138 105.9 7,635 107.0
CENTRAL STATE OFFICE FOR STATE PROPERTY
24 MANAGEMENT 8,323 8,575 103.0 9,078 105.9 9,702 106.9
25 MINISTRY OF FINANCE 994,917 1,103,218 110.9 1,200,144 108.8 1,280,904 106.7
27 RC - SECURITY AND INTELLIGENCE AGENCY 219,390 244,839 116 265,398 108.4 283,706 106.9
30 MINISTRY OF DEFENCE 2,904,301 3,161,100 108.8 3,366,566 106.5 3,605,926 107.1
40 MINISTRY OF THE INTERIOR 3,035,919 3,414,107 1125 3,713,091 108.8 3,967,455 106.9
MINISTRY OF THE FAMILY, VETERANS' AFFAIRS AND
46 INTERGENERATIONAL SOLIDARITY 43,051 45,620 106.0 48,328 105.9 51,661 106.9
MINISTRY OF FOREIGN AFFAIRS AND EUROPEAN
48 INTEGRATION 394,650 434,050 110.0 463,570 106.8 495,839 107.0
MINISTRY OF THE ECONOMY, LABOUR AND
50 ENTREPRENEURSHIP 612,957 653,715 106.6 685,066 104.8 732,361 106.9
55 MINISTRY OF CULTURE 267,799 294,572 110.0 332,555 1129 354,697 106.7
MINISTRY OF AGRICULTURE, FISHERIES AND RURAL
60 DEVELOPMENT 146,547 161,160 1100 172,268 106.9 184,227 106.9
MINISTRY OF REGIONAL DEVELOPMENT, FORESTRY AND
62 WATER MANAGEMENT 56,776 64,450 1135 68,191 105.8 72,917 106.9
65 MINISTRY OF THE SEA, TRANSPORT AND INFRASTRUCTURE 100,137 109,158 109.0 116,666 106.9 124,689 106.9
MINISTRY OF ENVIRONMENTAL PROTECTION, PHYSICAL
75 PLANNING AND CONSTRUCTION 106,282 117,048 1101 126,168 107.8 134,903 106.9
80 MINISTRY OF SCIENCE, EDUCATION AND SPORTS 8,785,155 9,668,494 110.1 10,626,941 109.9 11,454,696 107.8
90 MINISTRY OF TOURISM 11,056 11,660 105.5 12,355 106.0 13,215 107.0
100 MINISTRY OF HEALTH AND SOCIAL WELFARE 980,985 1,061,070 108.2 1,164,100 109.7 1,242,487 106.7
106 CROATIAN ACADEMY OF SCIENCE AND ARTS 46,005 51,450 1118 56,523 109.9 60,912 107.8
110 MINISTRY OF JUSTICE 1,759,188 1,940,329 110.3 2,140,786 110.3 2,293,361 1071
115 DEVELOPMENT AND EMPLOYMENT FUND 2,722 2,364 105.2 3,035 106.0 3,244 106.9
116 REGIONAL DEVELOPMENT FUND 2,040 2,160 105.9 2,288 105.9 2,446 106.9
120 OMBUDSMAN'S OFFICE 5,964 6,070 101.8 6,432 106.0 6,879 107.0
121 OMBUDSMAN FOR CHILDREN 3617 3,822 105.7 4,049 105.9 4,330 106.9
122 OMBUDSMAN FOR GENDER EQUALITY 1,815 1,963 108.2 2,078 105.9 2,222 106.9
123 OMBUDSMAN FOR PEOPLE WITH DISABILITIES 610 685 1123 725 105.9 774 106.8
140 METEOROLOGICAL AND HYDROLOGICAL SERVICE 43,700 47,584 108.9 50,039 105.2 53,620 107.2
150 STATE OFFICE FOR METROLOGY 13,358 14,430 108.0 15,311 106.1 16,285 106.4
151 CROATIAN STANDARDS INSTITUTE 7,454 7,780 104.4 8,241 105.9 8,803 106.8
152 CROATIAN ACCREDITATION AGENCY 3218 3,466 107.7 3,663 105.7 3,849 105.1
156 STATE INTELLECTUAL PROPERTY OFFICE 13,145 14,420 109.7 15,188 105.3 16,159 106.4
160 CENTRAL BUREAU OF STATISTICS 45,825 50,810 110.9 54,000 106.3 57,500 106.5
175 CROATIAN HYDROGRAPHIC INSTITUTE 8975 9,645 107.5 10,375 107.6 10,925 1053
180 STATE GEODETIC DIRECTORATE 105,676 120,780 1143 127,837 105.8 136,616 106.9
185 STATE AUDIT OFFICE 44,800 50,302 1123 53,300 106.0 56,951 106.9
STATE COMMISSION FOR THE SUPERVISION OF PUBLIC
196 PROCUREMENT PROCEDURES 4,352 4,822 110.8 5,109 106.0 5,464 106.9
220 CROATIAN MINE ACTION CENTRE 30,170 32,900 109.0 35,920 109.2 38,420 107.0
225 STATE INSPECTOR'S OFFICE 113,469 127,600 1125 135,122 105.9 144,381 106.9
230 COMMISSION ON RELATIONS WITH RELIGIOUS COMMUNITIES 423 472 1116 500 105.9 534 106.8
CROATIAN INFORMATION AND DOCUMENTATION REFERRAL
235 AGENCY 4,575 4,774 104.3 4,753 99.6 5,381 113.2
240 OFFICE OF THE NATIONAL SECURITY COUNCIL 11,482 12,970 1130 13,742 106.0 14,694 106.9
OPERATIONAL AND TECHNICAL CENTRE FOR THE
241 SUPERVISION OF TELECOMMUNICATIONS 5,900 6,640 1125 7,035 106.0 7,522 106.9
242 INSTITUTE FOR INFORMATION SYSTEMS SECURITY 4,352 4,902 1126 5,190 105.9 5,546 106.9
250 PERSONAL DATA PROTECTION AGENCY 4133 4,585 111.0 4,854 105.9 5,189 106.9
255 CROATIAN INSTITUTE FOR RADIATION PROTECTION 1,904 2,257 1185 2,391 105.9 2,557 107.0
260 STATE INSTITUTE FOR NUCLEAR SAFETY 2,567 2,969 1157 3,145 1059 3,362 106.9

Source: Ministry of Finance
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Table 12: Limits of material expenditure by divissoof the budgetary central government for
these sources of financing: general revenue andipeg, contributions and special purpose
income from borrowing for the period 2009-2011

2008 2009 09/08 2010 10/09 2011 1110
(000 HRK) plan projection index projection index projection index
TOTAL 8,487,934 9,574,768 112.8 11,329,868 118.3 12,258,962 108.2
10 CROATIAN PARLIAMENT 48,664 69,405 1426 55,100 794 130,890 2375
15 PRESIDENT OF THE REPUBLIC OF CROATIA 21,629 22,170 102.5 21,750 98.1 24,450 1124
17 CONSTITUTIONAL COURT OF THE REPUBLIC OF CROATIA 9,409 11,200 119.0 11,500 102.7 11,800 102.6
18 AGENCY FOR THE PROTECTION OF MARKET COMPETITION 2,745 3,074 112.0 3,300 1074 3,420 103.6
20 GOVERNMENT OF THE REPUBLIC OF CROATIA 74,156 78,650 106.1 80,280 102.1 82,360 102.6
21 CENTRAL STATE OFFICE FOR ADMINISTRATION 122,404 131,600 107.5 140,350 106.6 145,200 1035
2 CENTRAL STATE OFFICE FOR E-CROATIA 30,715 37,800 123.1 39,122 1035 42,157 107.8
CENTRAL STATE OFFICE FOR DEVELOPMENT STRATEGY AND
23 COORDINATION OF EU FUNDS 5909 9,331 157.9 10,820 116.0 1,713 108.3
CENTRAL STATE OFFICE FOR STATE PROPERTY
24 MANAGEMENT 19,300 25,385 1315 33,692 132.7 38,748 115.0
25 MINISTRY OF FINANCE 1,039,989 1,111,460 106.9 1,222,519 1100 1,301,000 106.4
27 RC - SECURITY AND INTELLIGENCE AGENCY 72,440 78,091 107.8 84,012 107.6 88,190 105.0
30 MINISTRY OF DEFENCE 2,229,697 2,790,500 125.2 3,946,400 1414 4,377,900 1109
40 MINISTRY OF THE INTERIOR 768,513 859,900 119 944,800 109.9 1,029,800 109.0
MINISTRY OF THE FAMILY, VETERANS' AFFAIRS AND
46 INTERGENERATIONAL SOLIDARITY 74,847 79,074 105.6 82,740 104.6 87,860 106.2
MINISTRY OF FOREIGN AFFAIRS AND EUROPEAN
48 INTEGRATION 286,563 302,200 105.5 324,333 107.3 341,430 105.3
MINISTRY OF THE ECONOMY, LABOUR AND
50 ENTREPRENEURSHIP 400,734 425,900 106.3 472,955 110 495,674 104.8
55 MINISTRY OF CULTURE 104,984 113,600 108.2 125,610 110.6 133,180 106.0
MINISTRY OF AGRICULTURE, FISHERIES AND RURAL
60 DEVELOPMENT 310,409 332,690 107.2 365,900 1100 385,240 105.3
MINISTRY OF REGIONAL DEVELOPMENT, FORESTRY AND
62 WATER MANAGEMENT 90,611 100,380 1108 108,250 107.8 113,800 105.1
65 MINISTRY OF THE SEA, TRANSPORT AND INFRASTRUCTURE 139,238 148,740 106.8 158,441 106.5 166,300 105.0
MINISTRY OF ENVIRONMENTAL PROTECTION, PHYSICAL
75 PLANNING AND CONSTRUCTION 121,845 130,630 107.2 139,050 106.4 144,750 104.1
80 MINISTRY OF SCIENCE, EDUCATION AND SPORTS 863,634 933,800 108.1 1,018,600 109.1 1,050,450 103.1
90 MINISTRY OF TOURISM 13,099 15,100 1153 17,236 1141 17,000 986
100 MINISTRY OF HEALTH AND SOCIAL WELFARE 441,251 468,438 106.2 497,000 106.1 520,400 104.7
106 CROATIAN ACADEMY OF SCIENCE AND ARTS 8,788 9,600 109.2 10,185 106.1 10,560 103.7
110 MINISTRY OF JUSTICE 654,888 703,500 107.4 765,800 108.9 813,400 106.2
115 DEVELOPMENT AND EMPLOYMENT FUND 3,216 3,390 1054 3,536 104.3 3,671 103.8
116 REGIONAL DEVELOPMENT FUND 2,076 2,408 116.0 2,575 106.9 2,732 106.1
120 OMBUDSMAN'S OFFICE 877 952 108.5 1,016 106.8 1,082 106.5
121 OMBUDSMAN FOR CHILDREN 1,551 1,997 1288 2,002 100.3 2,121 106.0
122 OMBUDSMAN FOR GENDER EQUALITY 945 1,039 109.9 1,112 107.0 1,179 106.0
123 OMBUDSMAN FOR PEOPLE WITH DISABILITIES 570 696 1221 757 108.8 811 1071
140 METEOROLOGICAL AND HYDROLOGICAL SERVICE 46,238 50,713 109.7 53,968 106.4 56,880 105.4
150 STATE OFFICE FOR METROLOGY 10,419 11,284 108.3 12,026 106.6 12,731 105.9
151 CROATIAN STANDARDS INSTITUTE 3,087 3,800 1231 4,100 107.9 4,400 107.3
152 CROATIAN ACCREDITATION AGENCY 2,847 317 114 3,488 110.0 3,716 106.5
156 STATE INTELLECTUAL PROPERTY OFFICE 5,765 6,361 110.3 6,926 108.9 7,269 105.0
160 CENTRAL BUREAU OF STATISTICS 31,567 32,515 103.0 36,557 1124 39,388 107.7
175 CROATIAN HYDROGRAPHIC INSTITUTE 7,502 6,000 80.0 5,000 83.3 5,387 107.7
180 STATE GEODETIC DIRECTORATE 116,408 131,850 1133 138,700 105.2 146,400 105.6
185 STATE AUDIT OFFICE 8,643 9,660 118 10,360 107.2 11,090 107.0
STATE COMMISSION FOR THE SUPERVISION OF PUBLIC
196 PROCUREMENT PROCEDURES 1,487 1,881 126.5 2,002 106.4 2,120 105.9
220 CROATIAN MINE ACTION CENTRE 230,423 249,225 108.2 295,830 118.7 315,640 106.7
225 STATE INSPECTOR'S OFFICE 33,606 38,786 1154 41,480 106.9 44,180 106.5
230 COMMISSION ON RELATIONS WITH RELIGIOUS COMMUNITIES 247 270 109.4 288 106.6 303 105.3
CROATIAN INFORMATION AND DOCUMENTATION REFERRAL
235 AGENCY 1,279 1,440 1126 1,57 109.1 1,668 106.2
240 OFFICE OF THE NATIONAL SECURITY COUNCIL 2,838 3,155 1111 3,377 1071 3,607 106.8
OPERATIONAL AND TECHNICAL CENTRE FOR THE
241 SUPERVISION OF TELECOMMUNICATIONS 7,437 8,589 1155 9,160 106.6 9,718 106.1
242 INSTITUTE FOR INFORMATION SYSTEMS SECURITY 3,032 3,452 113.9 3,681 106.6 3,943 107.1
250 PERSONAL DATA PROTECTION AGENCY 2,725 3,031 112 3,250 107.2 3,448 106.1
255 CROATIAN INSTITUTE FOR RADIATION PROTECTION 2,151 2,245 104.4 2,364 105.3 2,460 104.1
260 STATE INSTITUTE FOR NUCLEAR SAFETY 4,537 4,640 1023 4,997 107.7 5,347 107.0

Source: Ministry of Finance
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Table 13: Limits of financial expenditure by diwiss of the budgetary central government for
the following sources of financing: general reveraunal receipts, contributions and special
purpose income from borrowing for the period 20022

2008 2009 09/08 2010 10/09 2011 1110
(000 HRK) plan projection index projection index projection index
TOTAL 5,532,812 5,403,569 97.7 4,843,749 89.6 4,394,554 90.7
10 CROATIAN PARLIAMENT 259 262 101.2 262 100.0 262 100.0
15 PRESIDENT OF THE REPUBLIC OF CROATIA 991 951 96.0 951 100.0 951 100.0
17 CONSTITUTIONAL COURT OF THE REPUBLIC OF CROATIA 5 5 100.0 5 100.0 5 100.0
18 AGENCY FOR THE PROTECTION OF MARKET COMPETITION 8 8 104.0 8 102.0 9 100.2
20 GOVERNMENT OF THE REPUBLIC OF CROATIA 322 243 75.2 243 100.0 243 100.0
21 CENTRAL STATE OFFICE FOR ADMINISTRATION 569 398 69.9 398 100.0 400 100.4
22 CENTRAL STATE OFFICE FOR E-CROATIA 27 35 129.6 35 100.0 35 100.0
CENTRAL STATE OFFICE FOR DEVELOPMENT STRATEGY AND
23 COORDINATION OF EU FUNDS 4 4 100.0 4 100.0 4 100.0
CENTRAL STATE OFFICE FOR STATE PROPERTY
24 MANAGEMENT 23 23 100.0 23 100.0 23 100.0
25 MINISTRY OF FINANCE 5,068,487 4,912,493 9.9 4,359,486 88.7 3,907,167 89.6
27 RC - SECURITY AND INTELLIGENCE AGENCY 275 270 98.2 270 100.0 270 100.0
30 MINISTRY OF DEFENCE 56,799 55,295 974 55,760 100.8 55,765 100.0
40 MINISTRY OF THE INTERIOR 7,978 27,001 3385 26,975 99.9 26,900 99.7
MINISTRY OF THE FAMILY, VETERANS' AFFAIRS AND
46 INTERGENERATIONAL SOLIDARITY 1,361 1,363 100.1 1,363 100.0 1,363 100.0
MINISTRY OF FOREIGN AFFAIRS AND EUROPEAN
48 INTEGRATION 1,860 1,908 102.6 1,909 100.1 1,910 100.1
MINISTRY OF THE ECONOMY, LABOUR AND
50 ENTREPRENEURSHIP 164,857 176,804 107.2 166,765 93 166,945 100.1
55 MINISTRY OF CULTURE 4,468 401 9.0 401 100.2 401 100.1
MINISTRY OF AGRICULTURE, FISHERIES AND RURAL
60 DEVELOPMENT 4,527 4,900 108.2 4,800 98.0 4,900 102.1
MINISTRY OF REGIONAL DEVELOPMENT, FORESTRY AND
62 WATER MANAGEMENT 4,865 2,280 469 2,300 100.9 2,320 100.9
65 MINISTRY OF THE SEA, TRANSPORT AND INFRASTRUCTURE 770 1,472 1912 1,473 100.1 1,474 100.1
MINISTRY OF ENVIRONMENTAL PROTECTION, PHYSICAL
75 PLANNING AND CONSTRUCTION 672 589 87.7 589 100.0 590 100.1
80 MINISTRY OF SCIENCE, EDUCATION AND SPORTS 112,662 117,000 103.9 118,400 1012 119,100 100.6
90 MINISTRY OF TOURISM 35 50 1429 50 100.0 50 100.0
100 MINISTRY OF HEALTH AND SOCIAL WELFARE 82,516 79,650 %5 79,855 100.3 81,033 1015
106 CROATIAN ACADEMY OF SCIENCE AND ARTS 27 27 100.0 27 100.0 27 100.0
110 MINISTRY OF JUSTICE 11,528 12,676 110.0 13,842 109.2 14,700 106.2
115 DEVELOPMENT AND EMPLOYMENT FUND 5,536 5,936 107.2 5,986 100.8 6,076 1015
116 REGIONAL DEVELOPMENT FUND 662 662 100.0 662 99.9 700 105.8
120 OMBUDSMAN'S OFFICE 3 3 100.0 3 100.0 3 100.0
121 OMBUDSMAN FOR CHILDREN 4 5 125.0 5 100.0 5 100.0
122 OMBUDSMAN FOR GENDER EQUALITY 1 1 100.0 1 100.0 1 100.0
123 OMBUDSMAN FOR PEOPLE WITH DISABILITIES 3 3 100.0 3 100.0 3 100.0
140 METEOROLOGICAL AND HYDROLOGICAL SERVICE 250 316 126.5 316 100.1 319 100.9
150 STATE OFFICE FOR METROLOGY 19 63 3316 65 103.2 67 103.1
151 CROATIAN STANDARDS INSTITUTE 21 38 181.0 48 126.3 53 1104
152 CROATIAN ACCREDITATION AGENCY 19 22 116.9 44 200.5 46 104.6
156 STATE INTELLECTUAL PROPERTY OFFICE 7 7 100.0 7 100.0 7 100.0
160 CENTRAL BUREAU OF STATISTICS 100 82 82.0 90 109.8 100 111
175 CROATIAN HYDROGRAPHIC INSTITUTE 0 67 X 69 102.5 70 101.7
180 STATE GEODETIC DIRECTORATE 86 35 40.7 35 100.0 35 100.0
185 STATE AUDIT OFFICE 0 0 X 0 X 0 X
STATE COMMISSION FOR THE SUPERVISION OF PUBLIC
196 PROCUREMENT PROCEDURES 1 1 104.0 1 105.8 1 90.9
220 CROATIAN MINE ACTION CENTRE 65 65 100.0 65 100.0 65 100.0
225 STATE INSPECTOR'S OFFICE 83 83 100.0 83 100.0 83 100.0
230 COMMISSION ON RELATIONS WITH RELIGIOUS COMMUNITIES 1 1 100.0 1 100.0 1 100.0
CROATIAN INFORMATION AND DOCUMENTATION REFERRAL
235 AGENCY 3 3 109.6 3 100.0 3 100.0
240 OFFICE OF THE NATIONAL SECURITY COUNCIL 20 35 1725 35 100.0 37 105.8
OPERATIONAL AND TECHNICAL CENTRE FOR THE
241 SUPERVISION OF TELECOMMUNICATIONS 11 1 100.0 1" 100.0 1 100.0
242 INSTITUTE FOR INFORMATION SYSTEMS SECURITY 8 8 100.0 8 100.0 8 100.0
250 PERSONAL DATA PROTECTION AGENCY 4 4 104.2 4 104.1 5 106.0
255 CROATIAN INSTITUTE FOR RADIATION PROTECTION 2 2 100.0 2 100.0 2 100.0
260 STATE INSTITUTE FOR NUCLEAR SAFETY 10 10 100.0 10 100.0 10 100.0

Source: Ministry of Finance
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Table 14: Limits of expenditure on subsidies bystwns of the budgetary central government
for the sources of financing: general revenue agckipts, contributions and special purpose
income from borrowing for the period 2009-2011

2008 2009 09/08 2010 10/09 2011 11110
(000 HRK) plan projection index projection index projection index
TOTAL 7,435,835 6,889,354 92.7 6,885,308 99.9 7,144,193 103.8
10 CROATIAN PARLIAMENT 0 0 X 0 X 0 X
15 PRESIDENT OF THE REPUBLIC OF CROATIA 0 0 X 0 X 0 X
17 CONSTITUTIONAL COURT OF THE REPUBLIC OF CROATIA 0 0 X 0 X 0 X
18 AGENCY FOR THE PROTECTION OF MARKET COMPETITION 0 0 X 0 X 0 X
20 GOVERNMENT OF THE REPUBLIC OF CROATIA 0 0 X 0 X 0 X
21 CENTRAL STATE OFFICE FOR ADMINISTRATION 0 0 X 0 X 0 X
22 CENTRAL STATE OFFICE FOR E-CROATIA 0 0 X 0 X 0 X
CENTRAL STATE OFFICE FOR DEVELOPMENT STRATEGY AND
23 COORDINATION OF EU FUNDS 0 0 X 0 X 0 X
CENTRAL STATE OFFICE FOR STATE PROPERTY
24 MANAGEMENT 0 0 X 0 X 0 X
25 MINISTRY OF FINANCE 591,775 340,000 575 360,000 1059 380,000 105.6
27 RC - SECURITY AND INTELLIGENCE AGENCY 2,000 1,300 65.0 1,300 100.0 1,300 100.0
30 MINISTRY OF DEFENCE 0 0 X 0 X 0 X
40 MINISTRY OF THE INTERIOR 0 0 X 0 X 0 X
MINISTRY OF THE FAMILY, VETERANS' AFFAIRS AND
46 INTERGENERATIONAL SOLIDARITY 8,000 8,320 104.0 8,819 106.0 9,200 104.3
MINISTRY OF FOREIGN AFFAIRS AND EUROPEAN
48 INTEGRATION 0 0 X 0 X 0 X
MINISTRY OF THE ECONOMY, LABOUR AND
50 ENTREPRENEURSHIP 818,238 690,000 84.3 694,000 100.6 744,060 107.2
55 MINISTRY OF CULTURE 13,200 12,355 93.6 12,096 97.9 12,096 100.0
MINISTRY OF AGRICULTURE, FISHERIES AND RURAL
60 DEVELOPMENT 3,421,881 3,470,790 101.4 3,488,825 1005 3,531,325 101.2
MINISTRY OF REGIONAL DEVELOPMENT, FORESTRY AND
62 WATER MANAGEMENT 120 650 5417 650 100.0 1,150 176.9
65 MINISTRY OF THE SEA, TRANSPORT AND INFRASTRUCTURE 2,470,623 2,232,762 904 2,189,162 98.0 2,326,962 106.3
MINISTRY OF ENVIRONMENTAL PROTECTION, PHYSICAL
75 PLANNING AND CONSTRUCTION 0 0 X 0 X 0 X
80 MINISTRY OF SCIENCE, EDUCATION AND SPORTS 38,079 37,228 97.8 39,462 106.0 42,300 107.2
90 MINISTRY OF TOURISM 71,200 84,200 1183 90,200 1071 95,000 105.3
100 MINISTRY OF HEALTH AND SOCIAL WELFARE 0 11,000 X 0 0.0 0 X
106 CROATIAN ACADEMY OF SCIENCE AND ARTS 0 0 X 0 X 0 X
110 MINISTRY OF JUSTICE 0 0 X 0 X 0 X
115 DEVELOPMENT AND EMPLOYMENT FUND 720 749 104.0 794 106.0 800 100.8
116 REGIONAL DEVELOPMENT FUND 0 0 X 0 X 0 X
120 OMBUDSMAN'S OFFICE 0 0 X 0 X 0 X
121 OMBUDSMAN FOR CHILDREN 0 0 X 0 X 0 X
122 OMBUDSMAN FOR GENDER EQUALITY 0 0 X 0 X 0 X
123 OMBUDSMAN FOR PEOPLE WITH DISABILITIES 0 0 X 0 X 0 X
140 METEOROLOGICAL AND HYDROLOGICAL SERVICE 0 0 X 0 X 0 X
150 STATE OFFICE FOR METROLOGY 0 0 X 0 X 0 X
151 CROATIAN STANDARDS INSTITUTE 0 0 X 0 X 0 X
152 CROATIAN ACCREDITATION AGENCY 0 0 X 0 X 0 X
156 STATE INTELLECTUAL PROPERTY OFFICE 0 0 X 0 X 0 X
160 CENTRAL BUREAU OF STATISTICS 0 0 X 0 X 0 X
175 CROATIAN HYDROGRAPHIC INSTITUTE 0 0 X 0 X 0 X
180 STATE GEODETIC DIRECTORATE 0 0 X 0 X 0 X
185 STATE AUDIT OFFICE 0 0 X 0 X 0 X
STATE COMMISSION FOR THE SUPERVISION OF PUBLIC
196 PROCUREMENT PROCEDURES 0 0 X 0 X 0 X
220 CROATIAN MINE ACTION CENTRE 0 0 X 0 X 0 X
225 STATE INSPECTOR'S OFFICE 0 0 X 0 X 0 X
230 COMMISSION ON RELATIONS WITH RELIGIOUS COMMUNITIES 0 0 X 0 X 0 X
CROATIAN INFORMATION AND DOCUMENTATION REFERRAL
235 AGENCY 0 0 X 0 X 0 X
240 OFFICE OF THE NATIONAL SECURITY COUNCIL 0 0 X 0 X 0 X
OPERATIONAL AND TECHNICAL CENTRE FOR THE
241 SUPERVISION OF TELECOMMUNICATIONS 0 0 X 0 X 0 X
242 INSTITUTE FOR INFORMATION SYSTEMS SECURITY 0 0 X 0 X 0 X
250 PERSONAL DATA PROTECTION AGENCY 0 0 X 0 X 0 X
255 CROATIAN INSTITUTE FOR RADIATION PROTECTION 0 0 X 0 X 0 X
260 STATE INSTITUTE FOR NUCLEAR SAFETY 0 0 X 0 X 0 X

Source: Ministry of Finance

39



Table 15: Limits of expenditure on compensationsitizens and households by divisions of
the budgetary central government for the followsogrces of financing: general revenue and
receipts, contributions and special purpose incdram borrowing for the period 2009-2011

2008 2009 09/08 2010 10/09 2011 1110
(000 HRK) plan projection index projection index projection index
TOTAL 59,123,930 61,626,732 104.2 64,981,172 105.4 68,773,562 105.8
10 CROATIAN PARLIAMENT 200 120 60.0 120 100.0 120 100.0
15 PRESIDENT OF THE REPUBLIC OF CROATIA 20 21 105.0 22 104.8 23 104.5
17 CONSTITUTIONAL COURT OF THE REPUBLIC OF CROATIA 0 0 X 0 X 0 X
18 AGENCY FOR THE PROTECTION OF MARKET COMPETITION 0 0 X 0 X 0 X
20 GOVERNMENT OF THE REPUBLIC OF CROATIA 8,978 10,885 1213 13,339 1225 15,942 1195
21 CENTRAL STATE OFFICE FOR ADMINISTRATION 0 0 X 0 X 0 X
22 CENTRAL STATE OFFICE FOR E-CROATIA 45 45 100.0 45 100.0 45 100.0
CENTRAL STATE OFFICE FOR DEVELOPMENT STRATEGY AND
23 COORDINATION OF EU FUNDS 90 0 0.0 0 X 0 X
CENTRAL STATE OFFICE FOR STATE PROPERTY
24 MANAGEMENT 0 0 X 0 X 0 X
25 MINISTRY OF FINANCE 350,000 50 0.0 50 100.0 50 100.0
27 RC - SECURITY AND INTELLIGENCE AGENCY 750 800 106.7 800 100.0 850 106.3
30 MINISTRY OF DEFENCE 11,033 12,481 1131 14,148 1134 16,071 1136
40 MINISTRY OF THE INTERIOR 4,385 4,385 100.0 4,400 100.3 4,420 100.5
MINISTRY OF THE FAMILY, VETERANS’ AFFAIRS AND
46 INTERGENERATIONAL SOLIDARITY 3,761,403 4,013,046 106.7 4,309,344 107.4 4,482,769 104.0
MINISTRY OF FOREIGN AFFAIRS AND EUROPEAN
48 INTEGRATION 12,500 12,200 976 12,061 98.9 11,799 97.8
MINISTRY OF THE ECONOMY, LABOUR AND
50 ENTREPRENEURSHIP 33,948,928 35,736,831 105.3 37,789,117 105.7 39,958,957 105.7
55 MINISTRY OF CULTURE 52,019 52,710 1013 53,710 101.9 54,710 101.9
MINISTRY OF AGRICULTURE, FISHERIES AND RURAL
60 DEVELOPMENT 128 128 100.0 128 100.0 128 100.0
MINISTRY OF REGIONAL DEVELOPMENT, FORESTRY AND
62 WATER MANAGEMENT 63,137 78,590 1245 78,590 100.0 78,590 100.0
65 MINISTRY OF THE SEA, TRANSPORT AND INFRASTRUCTURE 8,372 6,078 726 6,079 100.0 6,080 100.0
MINISTRY OF ENVIRONMENTAL PROTECTION, PHYSICAL
75 PLANNING AND CONSTRUCTION 0 0 X 0 X 0 X
80 MINISTRY OF SCIENCE, EDUCATION AND SPORTS 136,413 228,217 167.3 239,850 105.1 251,686 104.9
90 MINISTRY OF TOURISM 0 0 X 0 X 0 X
100 MINISTRY OF HEALTH AND SOCIAL WELFARE 20,749,106 21,447,066 1034 22,436,292 104.6 23,868,217 106.4
106 CROATIAN ACADEMY OF SCIENCE AND ARTS 0 0 X 0 X 0 X
110 MINISTRY OF JUSTICE 5,062 4,653 91.9 4,653 100.0 4,654 100.0
115 DEVELOPMENT AND EMPLOYMENT FUND 9,783 16,783 1716 16,783 100.0 16,783 100.0
116 REGIONAL DEVELOPMENT FUND 0 0 X 0 X 0 X
120 OMBUDSMAN'S OFFICE 0 0 X 0 X 0 X
121 OMBUDSMAN FOR CHILDREN 0 0 X 0 X 0 X
122 OMBUDSMAN FOR GENDER EQUALITY 0 0 X 0 X 0 X
123 OMBUDSMAN FOR PEOPLE WITH DISABILITIES 0 0 X 0 X 0 X
140 METEOROLOGICAL AND HYDROLOGICAL SERVICE 140 141 100.7 151 1071 159 105.3
150 STATE OFFICE FOR METROLOGY 0 0 X 0 X 0 X
151 CROATIAN STANDARDS INSTITUTE 0 0 X 0 X 0 X
152 CROATIAN ACCREDITATION AGENCY 0 0 X 0 X 0 X
156 STATE INTELLECTUAL PROPERTY OFFICE 0 0 X 0 X 0 X
160 CENTRAL BUREAU OF STATISTICS 670 670 100.0 625 933 625 100.0
175 CROATIAN HYDROGRAPHIC INSTITUTE 0 0 X 0 X 0 X
180 STATE GEODETIC DIRECTORATE 0 0 X 0 X 0 X
185 STATE AUDIT OFFICE 400 418 104.5 450 107.7 470 104.4
STATE COMMISSION FOR THE SUPERVISION OF PUBLIC
196 PROCUREMENT PROCEDURES 0 0 X 0 X 0 X
220 CROATIAN MINE ACTION CENTRE 103 103 100.0 103 100.0 103 100.0
225 STATE INSPECTOR'S OFFICE 0 0 X 0 X 0 X
230 COMMISSION ON RELATIONS WITH RELIGIOUS COMMUNITIES 0 0 X 0 X 0 X
CROATIAN INFORMATION AND DOCUMENTATION REFERRAL
235 AGENCY 75 75 100.0 75 100.0 75 100.0
240 OFFICE OF THE NATIONAL SECURITY COUNCIL 75 120 159.9 120 100.0 120 100.0
OPERATIONAL AND TECHNICAL CENTRE FOR THE
241 SUPERVISION OF TELECOMMUNICATIONS 0 0 X 0 X 0 X
242 INSTITUTE FOR INFORMATION SYSTEMS SECURITY 117 117 100.0 117 100.0 117 100.0
250 PERSONAL DATA PROTECTION AGENCY 0 0 X 0 X 0 X
255 CROATIAN INSTITUTE FOR RADIATION PROTECTION 0 0 X 0 X 0 X
260 STATE INSTITUTE FOR NUCLEAR SAFETY 0 0 X 0 X 0 X

Source: Ministry of Finance
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Table 16: Limits of other expenditure by divisiafishe budgetary central government for the
sources of finance: general revenue and receimisfributions and special purpose income
from borrowing for the period 2009-2011

2008 2009 09/08 2010 10/09 2011 1110
(000 HRK) plan projection index projection index projection index
TOTAL 14,527,030 14,906,947 102.6 14,839,794 99.5 16,023,114 108.0
10 CROATIAN PARLIAMENT 8,732 87,570 1002.9 55,940 63.9 155,940 278.8
15 PRESIDENT OF THE REPUBLIC OF CROATIA 2,182 2,360 108.2 2,369 100.4 2,407 101.6
17 CONSTITUTIONAL COURT OF THE REPUBLIC OF CROATIA 6,188 8,386 1355 8,630 102.9 7,990 92.6
18 AGENCY FOR THE PROTECTION OF MARKET COMPETITION 749 174 232 175 100.8 175 100.2
20 GOVERNMENT OF THE REPUBLIC OF CROATIA 53,015 53,768 1014 54,794 101.9 57,594 105.1
21 CENTRAL STATE OFFICE FOR ADMINISTRATION 3,899 4,215 108.1 4,086 96.9 4,118 100.8
22 CENTRAL STATE OFFICE FOR E-CROATIA 11,056 12,696 114.8 11,761 92.6 11,789 100.2
CENTRAL STATE OFFICE FOR DEVELOPMENT STRATEGY AND
23 COORDINATION OF EU FUNDS 564 516 91.6 551 106.8 567 102.9
CENTRAL STATE OFFICE FOR STATE PROPERTY
24 MANAGEMENT 33,073 6,643 20.1 4,739 7.3 4,779 100.8
25 MINISTRY OF FINANCE 4,159,017 4,672,119 112.3 4,663,654 99.8 4,933,898 105.8
27 RC - SECURITY AND INTELLIGENCE AGENCY 26,394 20,347 771 18,323 90.1 18,423 100.5
30 MINISTRY OF DEFENCE 170,955 185,387 108.4 5,654 3.0 6,000 106.1
40 MINISTRY OF THE INTERIOR 327,616 291,747 89.1 323,373 110.8 333,800 103.2
MINISTRY OF THE FAMILY, VETERANS' AFFAIRS AND
46 INTERGENERATIONAL SOLIDARITY 235,427 240,406 102.1 249,638 103.8 260,135 104.2
MINISTRY OF FOREIGN AFFAIRS AND EUROPEAN
48 INTEGRATION 27,315 23,857 87.3 25,380 106.4 26,273 1035
MINISTRY OF THE ECONOMY, LABOUR AND
50 ENTREPRENEURSHIP 430,004 279,551 65.0 331,868 118.7 325,448 98.1
55 MINISTRY OF CULTURE 563,033 570,891 1014 576,692 101.0 590,343 1024
MINISTRY OF AGRICULTURE, FISHERIES AND RURAL
60 DEVELOPMENT 446,236 468,854 105.1 465,893 99.4 465,924 100.0
MINISTRY OF REGIONAL DEVELOPMENT, FORESTRY AND
62 WATER MANAGEMENT 1,792,109 1,833,625 102.3 1,779,152 97.0 1,833,912 103.1
65 MINISTRY OF THE SEA, TRANSPORT AND INFRASTRUCTURE 2,247,700 2,050,635 91.2 2,088,185 101.8 3,074,308 147.2
MINISTRY OF ENVIRONMENTAL PROTECTION, PHYSICAL
75 PLANNING AND CONSTRUCTION 567,937 445,546 784 330,701 74.2 281,068 85.0
80 MINISTRY OF SCIENCE, EDUCATION AND SPORTS 1,852,354 2,029,949 109.6 2,212,179 109.0 1,976,783 89.4
90 MINISTRY OF TOURISM 163,875 161,416 98.5 152,608 94.5 163,082 106.9
100 MINISTRY OF HEALTH AND SOCIAL WELFARE 765,466 815,284 106.5 804,267 98.6 777,671 96.7
106 CROATIAN ACADEMY OF SCIENCE AND ARTS 10,281 11,621 113.0 13,144 1131 13,144 100.0
110 MINISTRY OF JUSTICE 157,183 161,158 102.5 180,379 111.9 192,793 106.9
15 DEVELOPMENT AND EMPLOYMENT FUND 239,492 227,820 95.1 242,768 106.6 265,343 109.3
116 REGIONAL DEVELOPMENT FUND 165,233 175,547 106.2 180,419 102.8 184,874 1025
120 OMBUDSMAN'S OFFICE 132 156 118.2 157 100.6 158 100.5
121 OMBUDSMAN FOR CHILDREN 401 346 86.3 74 214 76 102.7
122 OMBUDSMAN FOR GENDER EQUALITY 93 99 106.5 99 100.0 99 100.0
123 OMBUDSMAN FOR PEOPLE WITH DISABILITIES 1,050 310 295 225 726 225 100.0
140 METEOROLOGICAL AND HYDROLOGICAL SERVICE 3,640 3,922 107.7 3,454 88.1 3,575 103.5
150 STATE OFFICE FOR METROLOGY 3,499 3,326 95.1 3,259 98.0 3,850 1181
151 CROATIAN STANDARDS INSTITUTE 1,116 1,150 103.0 1,275 1109 1,150 90.2
152 CROATIAN ACCREDITATION AGENCY 667 678 101.6 682 100.6 686 100.5
156 STATE INTELLECTUAL PROPERTY OFFICE 654 1,020 156.0 1,110 108.8 1,110 100.0
160 CENTRAL BUREAU OF STATISTICS 3,115 4,750 152.5 5,209 109.7 5,609 107.7
175 CROATIAN HYDROGRAPHIC INSTITUTE 345 450 1304 472 104.9 472 100.0
180 STATE GEODETIC DIRECTORATE 23,434 24,196 103.2 17,626 72.8 18,527 105.1
185 STATE AUDIT OFFICE 880 780 88.6 780 100.0 780 100.0
STATE COMMISSION FOR THE SUPERVISION OF PUBLIC
196 PROCUREMENT PROCEDURES 172 180 104.6 191 106.0 195 102.1
220 CROATIAN MINE ACTION CENTRE 4,375 4,345 99.3 2,345 54.0 2,445 104.3
225 STATE INSPECTOR'S OFFICE 3,175 3,378 106.4 3,396 100.5 3,416 100.6
230 COMMISSION ON RELATIONS WITH RELIGIOUS COMMUNITIES 19 20 105.3 20 100.0 20 100.0
CROATIAN INFORMATION AND DOCUMENTATION REFERRAL
235 AGENCY 232 250 107.8 275 110.0 260 94.5
240 OFFICE OF THE NATIONAL SECURITY COUNCIL 920 600 65.2 600 100.0 600 100.0
OPERATIONAL AND TECHNICAL CENTRE FOR THE
241 SUPERVISION OF TELECOMMUNICATIONS 6,652 6,827 102.6 6,827 100.0 6,827 100.0
242 INSTITUTE FOR INFORMATION SYSTEMS SECURITY 2,491 2,491 100.0 2,491 100.0 2,491 100.0
250 PERSONAL DATA PROTECTION AGENCY 308 kY4 1204 534 1440 541 101.4
255 CROATIAN INSTITUTE FOR RADIATION PROTECTION 391 3,000 766.6 92 31 92 100.0
260 STATE INSTITUTE FOR NUCLEAR SAFETY 2183 2,216 1015 1,279 57.7 1,329 103.9

Source: Ministry of Finance
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4.4.3. Determinants of expenditure of extra-budgetary usdor the period 2009-2011

Total expenditure of extra-budgetary users in thegliom-term period will gradually reduce

their share in GDP from 2.1% of GDP in 2009 to 1.826DP in 2011. The most significant

categories in the total expenditure of extra-buaigetisers are material expenditure that will
on average amount to 0.9% of GDP, and expendituth® acquisition of nonfinancial assets
with an average share in GDP of 0.6% in the follaywperiod. Compensation of employees
and financial expense in the medium-term will stamdhe level of 0.1% of GDP. Capital

grants and other expense will on average amoun®8s of GDP respectively.

Table 17: Key items of expenditure of extra-budyetigers

(% of GDP) 2007 2008 2009. 2010. 2.011.
plan projection projection projection
Total expense 4.6 2.4 2.1 2.0 1.8
compensation of employees 0.2 0.1 0.1 0.1 0.1
material expense 1.2 1.1 0.9 0.9 0.8
financial expense 0.4 0.1 0.1 0.1 0.1
capital grants 0.2 0.2 0.2 0.2 0.1
expense for the acquisition of nonfinancial assets 2.2 0.6 0.6 0.6 0.5
other 0.4 0.3 0.3 0.2 0.2

Source: Ministry of Finance

4.4.4. Determinants of expenditure of local and regionaélsgovernment units for the
period 2009-2011

Total expenditure of local and regional self-goveemt units will remain at the level of 5.8%
of GDP in 2009, while in 2010 and 2011 it will dease by 0.1 percentage points per annum.
In the medium-term, the key item of local and regioself-government units, material
expenditure, will stand at the level of 1.7% of GI@@®mpensation of employees will remain
at the level of 1.0% of GDP, and subsidies androtiipenses at the level of 0.4% of GDP.
Current donations will remain at the average lexe0.5% of GDP, while expense on the
acquisition of nonfinancial assets will increasenir 1.8% in 2009 to 2.2% in 2011.
Compensations to citizens and households will ceeoshare in GDP of 0.2%, and financial
expense and grants of 0.1%.

Table 18: Key items of expenditure of the local eeglonal self-government units

(% of GDP) 2007 2008 2?009. 2?010. 2.011.
plan projection projection projection
Total expense 5.8 5.8 5.8 5.7 5.6
compensation of employees 1.0 1.0 1.0 1.0 1.0
material expense 1.8 1.7 1.7 1.7 1.7
financial expense 0.1 0.1 0.1 0.1 0.1
subsidies 0.4 0.4 0.4 0.4 0.3
grants 0.1 0.1 0.1 0.1 0.1
compensations to citizens and households 0.2 0.2 0.2 0.2 0.2
current donations 0.5 0.5 0.5 0.5 0.6
expense for the acquisition of nonfinancial assets 15 1.6 1.8 2.0 2.2
other 0.3 0.4 0.4 0.4 0.4

Note: includes 53 largest units (32 towns, 20 cmsnand the City of Zagreb)

Source: Ministry of Finance
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4.5. Consolidated general government in the period 2002011

In the period from 2004, fiscal policy has beenrabterised by continued and successful
fiscal adjustment. The result of such a policyas only directly visible in the reduction of the

total general government deficit, but is also emtd@ other developments achieved in this
period which contributed to the transparency aridcéfeness in the implementation of the
overall fiscal policy in the Republic of Croatia. the forthcoming medium-term period, fiscal

policy will remain on the path of further fiscaljagstment, the direct result of which in this

period will be further reduction in the level ofrggal government deficit, whereby the state
will directly achieve and continue to achieve pesitimpacts on overall macroeconomic
stability and create more space for other econdattors. In the medium-term period, the
total general government deficit will come to aning point as the result of the above fiscal
policy, i.e. by the end of this period it will tuinto a slight surplus. Thus, fiscal adjustment
will reduce the total deficit from 1.6% of GDP i0@7 and turn it into surplus in the amount
of 0.2% of GDP in 2011. In 2008, the total defisifplanned in the amount of 1.3% of GDP,
while it will be reduced by a further 0.5 percemamints in each consecutive year until the
end of the medium-term period.

Table 19: Consolidated general government budgé720011

(000 HRK) 2007 2008 2.009. 201Q 2.011.
plan projection projection projection
TOTAL REVENUES (6+7) 127,912,071 137,936,953 145,644,331 155,813,183 167,594,690
6 Operating revenues 126,621,570 136,767,255 144,333,588 154,553,158 166,382,242
7 Revenues from the sale of nonfinancial assets 1,290,501 1,169,698 1,310,743 1,260,025 1,212,448
TOTAL EXPENSE (3+4) 132,269,346 141,779,289 148,456,933 156,906,233 166,707,401
3 Operating expense 119,229,851 131,410,261 137,465,739 145,700,106 155,252,230
4 Expense for the acquisition of nonfinancial assets 13,039,495 10,369,028 10,991,194 11,206,127 11,455,171
TOTAL DEFICIT/SURPLUS -4,357,275 -3,842,337 -2,812,602 -1,093,050 887,289
% of GDP -1.6 -1.3 -0.8 -0.3 0.2
FINANCING 4,357,275 3,842,337 2,812,602 1,093,050 -887,289
8 Income from financial assets and borrowings 15,612,498 14,782,372 15,425,086 14,619,975 11,868,223
5 Expenses for financial assets and loan repayments 13,188,587 10,461,325 11,873,558 13,045,206 12,245,512
Change in currency and deposits -1,933,364 478,711 738,927 481,719 509,999

Source: Ministry of Finance

Regarding the trends in the total deficit/surpltigeneral government budget in this medium-
term period according to the level of state autiprit can be noted that further fiscal
consolidation will be based on further consolidatad the budgetary central government that
will be fully balanced as early as 2010. Afterwardswill generate a surplus from total
revenues over total expenditure.
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Table 20: Revenue,
medium-term period

expenditure and total defiaidsis of general government in the

(000 HRK) 2007 2008 2.009. 2.010. 2.011.
plan projection projection projection

STATE BUDGET
Total revenues 108,819,280 118,408,500 124,924,074 133,504,219 143,523,534
% of GDP 39.6 38.7 37.3 36.2 34.9
Total expense 111,262,794 121,214,438 126,626,380 133,463,229 141,530,935
% of GDP 40.4 39.6 37.8 36.2 34.4
Total deficit/surplus -2,443,514 -2,805,938 -1,702,307 40,990 1,992,600
% of GDP -0.9 -0.9 -0.5 0.0 0.5
EXTRA-BUDGETARY USERS
Total revenues 10,520,161 6,509,404 5,998,461 6,155,762 6,368,286
% of GDP 3.8 2.1 1.8 1.7 15
Total expense 12,581,420 7,394,323 7,122,699 7,280,987 7,463,368
% of GDP 4.6 2.4 2.1 2.0 1.8
Total deficit/surplus -2,061,259 -884,918 -1,124,238 -1,125,225 -1,095,083
% of GDP -0.7 -0.3 -0.3 -0.3 -0.3
LOCAL GOVERNMENT
Total revenues 16,239,383 17,581,818 19,386,283 21,137,474 23,034,274
% of GDP 5.9 5.7 5.8 5.7 5.6
Total expense 16,091,885 17,733,299 19,372,340 21,146,289 23,044,502
% of GDP 5.8 5.8 5.8 5.7 5.6
Total deficit/surplus 147,498 -151,480 13,943 -8,816 -10,228
% of GDP 0.1 0.0 0.0 0.0 0.0
CONSOLIDATED GENERAL GOVERNMENT
Total revenues 127,912,071 137,936,953 145,644,331 155,813,183 167,594,690
% of GDP 46.5 45.1 43.4 42.2 40.8
Total expense 132,269,346 141,779,289 148,456,933 156,906,233 166,707,401
% of GDP 48.1 46.3 44.3 425 40.5
Total deficit/surplus -4,357,275 -3,842,337 -2,812,602 -1,093,050 887,289
% of GDP -1.6 -1.3 -0.8 -0.3 0.2

Source: Ministry of Finance
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5. PUBLIC DEBT IN THE MEDIUM-TERM PERIOD

5.1. Public debt in the period 2009-2011

This section describes the institutional framewfank public debt management and presents
the major features of borrowing policy and publiebtd management of the Republic of

Croatia in the period included in these Guidelines.this end, it presents the structure of
financing the general government debt, projectiohghe development and structure of

general government debt and public debt and, finglives an overview of the results of

public debt sensitivity tests regarding changesseneral key macroeconomic and fiscal
indicators as one of the models of quantifyingsisk public debt management.

The institutional framework of borrowing and pubtiebt management is laid down in the
Budget Act, whose main goal in public debt managenseto secure meeting the financial
requirements of the state budget by achievingdiwes$t possible medium-term and long-term
costs of financing while assuming a prudent levelsi.

Public debt management strategy in the forthcorttinge-year period has retained important
features of the public debt management policy fpyeteding years; thus the key determinant
for public debt trends in the medium-term periodtowes to be the continued reduction of
its share in GDP. The process of fiscal consoliativhich started in 2004 and was

successfully implemented in the years that followed a positive effect on public debt

development.

The planned continuation of fiscal adjustment i@ thedium-term period will lead to further
decline of public debt in the share of GDP, whi¢tlsg liabilities from the previous periods
in terms of their maturity.

Table 21: Financing the total general governmerftaitein the period 2007-2011

(000 HRK) 2007 LS 2.009. 2.010. 2.011.
plan projection projection projection

FINANCING 4,357,275 3,842,337 2,812,602 1,093,050 -887,289
Domestic 2,147,511 5,391,029 3,753,481 2,023,405 342,939
Loans -1,019,146 5,463,573 -1,490,665 -1,078,772 835,800
borrowing 1,438,626 7,081,093 1,479,155 1,750,603 1,894,073
repayments 2,457,773 1,617,520 2,969,820 2,829,375 1,058,273
Bonds 3,166,657 -72,543 5,244,146 3,102,177 -492,862
borrowing 7,219,218 2,889,336 5,528,804 6,405,534 1,795,566
repayments 4,052,560 2,961,880 284,658 3,303,356 2,288,428
Foreign -1,481,154 -914,584 575,483 522,023 257,064
Loans 276,569 335,416 -674,517 -577,977 -392,936
borrowing 2,896,416 2,596,436 1,548,267 1,204,757 1,140,460
repayments 2,619,847 2,261,020 2,222,784 1,782,734 1,533,396
Bonds -1,757,723 -1,250,000 1,250,000 1,100,000 650,000
borrowing 0 0 6,200,000 4,800,000 6,200,000
repayments 1,757,723 1,250,000 4,950,000 3,700,000 5,550,000
Loan acquisition 1,316,458 1,066,781 1,013,473 1,002,840 1,033,582
Loan disposals 339,859 471,394 247,910 300,931 325,440
Shares and other equity acquisition 314,552 473,461 432,823 426,900 427,400
Shares and other equity disposals 3,048,706 913,449 420,950 158,150 158,250
Change in currency and deposits -1,933,364 478,711 738,927 481,719 509,999

Source: Ministry of Finance
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The financing plan shows that the financing widly the most part, continue to be oriented
towards domestic sources. However, taking into actohe stability of the Kuna and the
medium-term prospect of joining the European Unmart of the borrowing through treasury
securities until 2011 will be realised in Eurostba international financial market.

Borrowing will be directed at instruments with ander payment term, primarily at bonds
with a 5 and/or 10-year payment term. Efforts viné made to adjust due date of new
borrowings in order to level off the dynamics of toréty and uniformly allocate the
refinancing burden.

In the 2008-2011 period 3 issues of domestic bantise total amount of HRK 4 billion and
EUR 200 million fall due.

In the same period, 5 issues of international bandke total amount of JPY 50 billion and
EUR 1.75 million fall due.

Table 22: Overview of the bonds of the Republi€mfatia falling due in the period 2008—
2011

Bond Date of issue Currency (i:mﬂz;) Interest rate n?:ttjr(i)tfy

DOMESTIC BONDS

Series 04 D-08 28.5.2003 HRK 1,000 6.13% 28.5.2008
Series 02 D-08 14.12.2001 EUR 200 6.88% 14.12.2008
Series 08 D-10 8.3.2005 HRK 3,000 6.75% 8.3.2010

FOREIGN BONDS

Samurai IV 2008 26.6.2002 JPY 25,000 2.15% 26.6.2008
Euro - EUR IV 2009 11.2.2002 EUR 500 6.25% 11.2.2009
Samuraj V 2009 26.6.2003 JPY 25,000 1.23% 26.6.2009
Euro - EUR V 2010 24.2.2003 EUR 500 4.63% 24.2.2010
Euro - EUR 111 2011 6.3.2001 EUR 750 6.75% 14.3.2011

Source: Ministry of Finance

Due to the developments in fiscal deficit/surplughie medium-term period, a further decline
of the general government debt in GDP will occupa& from the general government debt
trends, public debt will be determined by the depetent in issued government guarantees.
Thus, general government debt will reduce its siha@DP from 37.8% in 2007 to 27.7% of
GDP in 2011. In the same period, public debt wallrbduced from 44.1% of GDP in 2007 to
33.1% of GDP in 2011.

Table 23: Projection of development and structufegeneral government debt and public
debt

(% of GDP) 2007 2008 2.009. 2.010. 2.011.
plan projection _projection _projection
Total deficit/surplus -1.6 -1.3 -0.8 -0.3 0.2
General government debt 37.8 35.3 33.3 30.8 27.7
Foreign 144 12.6 11.7 10.8 9.7
Domestic 234 22.6 21.6 20.0 17.9
Public debt 441 414 39.2 36.5 331
Foreign 18.0 16.1 15.1 14.0 12.8
Domestic 26.1 25.2 24.1 22.4 20.2

Source: Ministry of Finance
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5.2. Testing public debt sensitivity

As the trends related to public debt are direathated to macroeconomic conditions and the
conditions and assumptions of fiscal policy, ihighly important to continuously carry out
public debt sensitivity tests on different fact@s these conditions and assumptions. By
carrying out sensitivity tests, it is possible dentify the factors whose changed assumptions
generate the most significant changes to publi¢ ttehds and which therefore represent the
highest risk, and to ensure the conditions forrteeasion or alleviation of their effects. The
test is carried out by setting a baseline scerarithe basis of medium-term macroeconomic
projections. Afterwards, a series of alternativenseios is carried out, where assumed
variables are kept at a certain (historic) levekobjected to various shocks. The shocks are
usually linked to historic values of the observediables and their variability, but they can
also be arbitrary.

The public debt sensitivity tests carried out shinat depreciation of domestic currency,
primarily to the Euro, had the greatest influenoepablic debt development, i.e. growth. The
reason for this is the fact that a large shareett ds denominated in foreign currency. This
test shows that the depreciation of Kuna in thewarhof 30% increases the amount of public
debt to over 56% of GDP.

Public debt also demonstrates greater sensitivotychtanges in conditional obligations
(guarantees), which indicates that there is a neexbntain their growth and eliminate the
need to issue such guarantees, i.e. restructudrtgic sectors of the economy. In addition,
public debt demonstrates a highly unfavourable omadierm development in respect of
changes to primary general government deficit sihdée the main generator of debt, even
more so as the impact of the initial shock subsglewly and extends until the end of the
period concerned.

The tests examining possible impacts on public dedids where the assumptions are
maintained at existing or historic (average) leweticate change in debt development. In the
above conditions, there is a mild increase of tieres of public debt in GDP, which leads to
the conclusion that in the case of absence of éuntlositive developments in economic and
fiscal policy compared to the “average policies’ratent years; this could lead to further
growth of debt. This result indicates the impor@araf continuing the process of fiscal
adjustment in the medium-term period that will tesao the reduction of total general
government deficit, meaning less need for borrowMth the continued process of fiscal
consolidation, it is imperative that the implemeiota of key structural reforms be continued.
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Chart 14: Development of public debt share in G[2eading to various scenarios (%)

30,00
2003 2004 2005 2006 2007 2008 2009 2010 2011
Baseline scenario —><— Scenario 1: Historic average
Scenario 2: GDP grow th shock —&— Scenario 3: Primary deficit shock
—4— Scenario 4: Combination of Shock 3 and interest rate shock —— Scenario 5: Domestic currency depreciation
Scenario 6: Conditional obligations shock
Source: Ministry of Finance
2007 2008 2009 2010 2011
|. Baseline medium-term projection
Public debt 44.1 41.4 39.2 36.5 33.1
Of which: debt denominated in foreign currency 35.3 33.1 31.4 29.2 26.5
Change of public debt -2.3 -2.8 -2.2 -2.7 -3.4
Identified debt-creating flows -3.2 -2.9 -2.2 -2.7 -3.4
Primary deficit 0.3 0.1 -0.2 -0.8 -1.2
Revenue and grants 46.0 44.7 43.1 41.9 40.5
Primary (non-interest) expenditure 46.3 44.8 429 41.1 39.2
Automatic debt dynamics -1.9 -2.3 -1.5 -1.6 -1.8
Contribution from interest rate and growth differential -1.8 -2.3 -1.5 -1.6 -1.8
of which: contribution from real interest rate 0.5 -0.6 0.2 0.5 0.5
of which: contribution from real GDP growth rate -2.4 -1.7 -1.7 -2.1 -2.3
Contribution from exchange rate depreciation -0.1 0.0 0.0 0.0 0.0
Other debt-creating deficit flows -1.6 -0.7 -0.5 -0.4 -0.3
Privatisation revenue (negative) -1.6 -0.7 -0.5 -0.4 -0.3
Recognized implicit or contingent liabilities 0.0 0.0 0.0 0.0 0.0
Other (e.g. bank recapitalization) 0.0 0.0 0.0 0.0 0.0
Residual, including change in assets 0.9 0.1 0.1 0.0 0.0
Key macroeconomic and fiscal assumptions
Real GDP growth rate (%) 5.6 4.4 4.4 6.0 7.0
Average nominal interest rate on public debt (%) 55 55 55 5.6 5.8
Average real interest rate (nominal rate minus change of GDP deflator, in %) 15 -1.1 0.6 1.7 1.7
Nominal appreciation (increase in the value of domestic currency expressed in Euro, in %) 0.3 0.0 0.0 0.0 0.0
Inflation rate (GDP deflator, in %) 4.0 6.6 4.9 3.9 4.1
Growth of real primary consumption (deflated by the GDP deflator, in %) 7.8 0.9 -0.1 1.7 2.1
IIl. Analysis of sensitivity of public debt share in GDP
1. Real GDP growth rate, real interest rate and primary deficit in the period 2009-2011 at the level of the historical average 44.1 43.9 439 44.0 44.0
2. Real GDP growth rate in 2009 and 2010 at the level of the historical average reduced by two standard deviations 44.1 41.4 39.5 375 34.0
3. Primary deficit in 2009 and 2010 at the level of historical average reduced by two standard deviations 44.1 41.4 43.4 45.2 41.3
4. Combination of Scenario 3 and real interest rate shock of one standard deviation in 2009 and 2010 44.1 41.4 42.9 44.5 40.6
5. One-off depreciation of 30% in 2009 44.1 41.4 56.3 52.9 48.6
6. Increase of other flows causing debt increase (guarantees) in the amount of 10% of GDP in 2009 44.1 41.4 49.2 46.1 42.2
Historical Standard
Historical values of key variables (last 6 years) average deviation
Primary deficit 1.7 1.1
Real GDP growth rate (in %) 5.0 0.6
Nominal interest rate (in %) /6 55 0.1
Real interest rate (in %) 1.9 0.3
Inflation rate (GDP deflator, in %) 3.6 0.3
Share of public revenue in GDP 45.2 0.6

Source: Ministry of Finance
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ANNEXES

Annex 1: Budgetary central government 2007-2011

Execution 2007 2008 plan 2009 projection 2010 projection 2011 projection
000 HRK % of GDP 000 HRK % of GDP. 000 HRK % of GDP. 000 HRK % of GDP. 000 HRK % of GDP
TOTAL REVENUES (6+7) 108,819,280 39.6 118,408,500 38.7 124,924,074 37.3 133,504,219 36.2 143,523,534 349
6 Operating revenues 108,320,595 39.4 118,051,097 38.6 124,579,456 37.2 133,255,319 36.1 143,257,211 34.8
61 Revenues from taxes 60,837,371 221 67,626,328 22.1 71,631,613 21.4 76,889,754 20.8 83,043,726 20.2
62 Contributions 37,203,486 135 41,370,661 135 44,127,843 13.2 47,452,810 12.9 50,761,869 12.3
63 Grants 477,045 0.2 987,207 0.3 956,930 0.3 680,747 0.2 758,264 0.2
64 Property income 6,681,140 24 4,684,886 15 4,374,522 13 4,599,919 12 4,892,070 12
65 Revenues from sale of goods and services 2,574,424 0.9 2,839,841 0.9 2,917,634 0.9 3,022,692 0.8 3,144,280 0.8
66 Other revenue 547,129 0.2 542,175 0.2 570,913 0.2 609,397 0.2 657,002 0.2
7 Revenues from the sale of nonfinancial assets 498,685 0.2 357,403 0.1 344,618 0.1 248,900 0.1 266,323 0.1
71 Revenues from the sale of non-produced assets 19,557 0.0 70,000 0.0 20,000 0.0 20,000 0.0 21,400 0.0
72 Revenues from the sale of produced assets 281,171 0.1 282,603 0.1 324,618 0.1 228,900 0.1 244,923 0.1
74 Revenues from the sale of produced current assets 197,957 0.1 4,800 0.0 0 0.0 0 0.0 0 0.0
TOTAL EXPENSE (3+4) 111,262,794 40.4 121,214,438 39.6 126,626,380 37.8 133,463,229 36.2 141,530,935 344
3 Operating expense 108,218,889 393 117,326,523 383 122,654,890 36.6 129,842,543 35.2 138,256,237 336
31 Compensation of employees 19,941,486 72 21,635,459 71 23,812,737 71 25,920,643 7.0 27,807,153 6.8
32 Material expense 7,724,689 28 9,173,890 3.0 10,298,808 31 12,032,814 33 13,021,919 32
34 Financial expense 5,066,148 18 5,540,793 18 5,412,192 16 4,853,764 13 4,404,696 11
35 Subsidies 6,492,010 24 7,552,872 25 7,001,849 21 7,013,656 19 7,293,693 18
36 Grants 8,312,098 3.0 6,033,560 20 6,338,655 1.9 6,561,509 18 6,940,026 17
37 Compensations to citizens and households based on
insurance and other compensations 55,122,125 20.0 59,717,980 195 62,183,324 18.6 65,638,922 17.8 69,580,612 16.9
38 Other expense 5,560,333 2.0 7,671,970 25 7,607,323 23 7,821,235 21 9,208,139 22
4 Expense for the acquisition of nonfinancial assets 3,043,906 11 3,887,915 aLg) 3,971,491 12 3,620,686 1.0 3,274,697 0.8
41 Expense on the acquisition of non-produced assets 90,848 0.0 213,732 0.1 213,296 0.1 142,430 0.0 148,014 0.0
42 Expense on the acquisition of produced fixed assets 2,633,288 1.0 3,253,883 11 3,469,274 1.0 3,142,710 0.9 2,781,776 0.7
43 Expense on the acquisition of precious metals and
other deposited valuables 9,620 0.0 6,158 0.0 6,220 0.0 6,270 0.0 6,320 0.0
44 Strategic inventories 36,574 0.0 124,000 0.0 10,000 0.0 10,000 0.0 10,000 0.0
45 Expense on additional investments in nonfinancial
assets 273,575 0.1 290,141 0.1 272,701 0.1 319,276 0.1 328,588 0.1
TOTAL DEFICIT() / SURPLUS(+) -2,443,514 -0.9 -2,805,938 -0.9 -1,702,307 -0.5 40,990 0.0 1,992,600 0.5
NET FINANCING 2,443,514 0.9 2,805,938 0.9 1,702,307 0.5 -40,990 0.0 -1,992,600 -0.5
CHANGES TO DEPOSIT BALANCE
-1,932,875 -0.7 0 0.0 0 0.0 0 0.0 0 0.0
8 Income from financial assets and borrowings 11,546,709 4.2 12,168,825 4.0 12,615,770 3.8 11,960,147 3.2 9,090,168 22
81 Loan disposals 163,349 0.1 368,961 0.1 168,960 0.1 220,000 0.1 240,168 0.1
82 Securities (other than shares) disposals 7,702,981 28 3,500,000 11 11,578,804 35 11,055,534 3.0 8,200,000 20
83 Shares and other equity disposals 2,931,580 11 652,699 0.2 0 0.0 0 0.0 0 0.0
84 Loan incurrencies 748,798 0.3 7,647,166 25 868,005 0.3 684,613 0.2 650,000 0.2
5 Expenses for financial assets and loan repayments 11,036,069 4.0 9,362,887 3.1 10,913,463 33 12,001,137 3.3 11,082,768 27
51 Loan acquisition 837,699 0.3 698,221 0.2 731,435 0.2 712,882 0.2 739,757 0.2
53 Shares and other equity acquisition 244,041 0.1 437,961 0.1 384,423 0.1 378,000 0.1 378,000 0.1
54 Loan repayments 4,013,761 15 3,193,480 1.0 4,572,264 14 3,916,217 11 1,781,467 0.4
55 Repayments of securities (other than shares) 5,940,569 2.2 5,033,226 1.6 5,225,341 1.6 6,994,039 1.9 8,183,544 2.0

Source: Ministry of Finance
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Annex 2Extra-budgetary users 2007-2011

Execution 2007 2008 plan 2009 projection 2010 projection 2011 projection
000 HRK % of GDP 000 HRK % of GDP 000 HRK % of GDP. 000 HRK % of GDP 000 HRK % of GDP
TOTAL REVENUES (6+7) 10,520,161 38 6,509,404 21 5,998,461 18 6,155,762 a7/ 6,368,286 15
6 Operating revenues 10,465,140 3.8 6,428,134 21 5,948,361 18 6,105,662 17 6,318,186 15
61 Revenues from taxes ] 0.0 0 0.0 ] 0.0 ] 0.0 ] 0.0
62 Contributions 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0
63 Grants 5,547,133 20 2,272,350 0.7 2,108,608 0.6 2,206,146 0.6 2,328,027 0.6
64 Property income 1,797,762 0.7 528,539 0.2 508,307 0.2 560,060 0.2 595,063 0.1
65 Revenues from the sale of goods and services 3,068,093 1.1 3,592,516 1.2 3,308,906 1.0 3,316,916 0.9 3,372,556 0.8
66 Other revenue 52,152 0.0 34,729 0.0 22,540 0.0 22,540 0.0 22,540 0.0
7 Revenues from the sale of nonfinancial assets 55,021 0.0 81,270 0.0 50,100 0.0 50,100 0.0 50,100 0.0
71 Revenues from the sale of non-produced assets 0 0.0 21,800 0.0 0 0.0 0 0.0 0 0.0
72 Revenues from the sale of produced assets 55,021 0.0 59,470 0.0 50,100 0.0 50,100 0.0 50,100 0.0
74 Revenues from the sale of produced current assets 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0
TOTAL EXPENSE (3+4) 12,581,420 4.6 7,394,323 24 7,122,699 21 7,280,987 2.0 7,463,368 18
3 Operating expense 6,609,484 24 5,432,357 18 5,125,826 15 5,244,698 14 5,412,684 1.3
31 Compensation of employees 591,799 0.2 301,424 0.1 331,142 0.1 357,592 0.1 381,262 0.1
32 Material expense 3,308,703 12 3,273,187 11 3,137,166 0.9 3,260,954 0.9 3,416,521 0.8
34 Financial expense 1,035,071 0.4 217,403 0.1 213,206 0.1 257,776 0.1 302,416 0.1
35 Subsidies 18,553 0.0 23,318 0.0 26,450 0.0 32,082 0.0 38,506 0.0
36 Grants 680,220 0.2 416,557 0.1 526,266 0.2 431,978 0.1 353,882 0.1
37 Compensations to citizens and households based on
insurance and other compensations 523 0.0 2,000 0.0 30,000 0.0 30,000 0.0 30,000 0.0
38 Other expense 974,615 0.4 1,198,468 0.4 861,595 0.3 874,316 0.2 890,097 0.2
4 Expense for the acquisition of nonfinancial assets 5,971,936 22 1,961,966 0.6 1,996,873 0.6 2,036,288 0.6 2,050,684 05
41 Expense on the acquisition of non-produced assets 496,327 0.2 267,800 0.1 230,515 0.1 221,530 0.1 213,131 0.1
42 Expense on the acquisition of produced fixed assets 5,265,714 1.9 1,577,166 0.5 1,681,358 0.5 1,719,758 0.5 1,731,377 0.4
43 Expense on the acquisition of precious metals and
other deposited valuables 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0
44 Strategic inventories 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0
45 Expense on additional investments in nonfinancial
assets 209,895 0.1 117,000 0.0 85,000 0.0 95,000 0.0 106,176 0.0
TOTAL DEFICIT(-) / SURPLUS(+) -2,061,259 -0.7 -884,918 -0.3 -1,124,238 -0.3 -1,125,225 -0.3 -1,095,083 -0.3
NET FINANCING 2,061,259 0.7 884,918 0.3 1,124,238 0.3 1,125,225 0.3 1,095,083 0.3
CHANGES TO DEPOSIT BALANCE -141,648 -0.1 478,711 0.2 738,927 0.2 481,719 0.1 509,999 0.1
8 Income from financial assets and borrowings 3,548,268 13 2,022,354 0.7 2,315,646 0.7 2,142,899 0.6 2,259,214 0.5
81 Loan disposals 96,262 0.0 12,534 0.0 8,550 0.0 11,050 0.0 14,050 0.0
82 Securities (other than shares) disposals 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0
83 Shares and other equity disposals 91,801 0.0 232,750 0.1 392,950 0.1 130,150 0.0 130,250 0.0
84 Loan incurrencies 3,360,205 12 1,777,070 0.6 1,914,146 0.6 2,001,699 0.5 2,114,914 0.5
5 Expenses for financial assets and loan repayments 1,628,657 0.6 658,725 0.2 452,481 0.1 535,955 0.1 654,132 0.2
51 Loan acquisition 305,522 0.1 251,040 0.1 129,518 0.0 137,438 0.0 141,305 0.0
53 Shares and other equity acquisition 26,105 0.0 0 0.0 0 0.0 0 0.0 0 0.0
54 Loan repayments 767,030 0.3 407,685 0.1 322,963 0.1 398,517 0.1 512,827 0.1
55 Repayments of securities (other than shares) 530,000 0.2 0 0.0 0 0.0 0 0.0 0 0.0

Source: Ministry of Finance
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Annex 3: Consolidated central government 2007—-2011

Execution 2007 2008 plan 2009 projection 2010 projection 2011 projection
000 HRK % of GDP 000 HRK % of GDP 000 HRK % of GDP 000 HRK % of GDP 000 HRK % of GDP
TOTAL REVENUES (6+7) 113,845,441 41.4 122,665,554 40.1 128,813,927 38.4 137,453,835 37.2 147,563,793 359
6 Operating revenues 113,291,735 41.2 122,226,881 39.9 128,419,209 383 137,154,835 37.2 147,247,370 35.8
61 Revenues from taxes 60,837,371 221 67,626,328 221 71,631,613 214 76,889,754 20.8 83,043,726 20.2
62 Contributions 37,203,486 135 41,370,661 135 44,127,843 13.2 47,452,810 129 50,761,869 12.3
63 Grants 530,178 0.2 1,007,207 0.3 956,930 0.3 680,747 0.2 758,264 0.2
64 Property income 8,478,902 3.1 5,213,424 17 4,882,829 15 5,159,979 14 5,487,133 13
65 Revenues from the sale of goods and services 5,642,517 21 6,432,358 21 6,226,540 1.9 6,339,608 17 6,516,836 16
66 Other revenue 599,281 0.2 576,904 0.2 593,453 0.2 631,937 0.2 679,542 0.2
7 Revenues from the sale of nonfinancial assets 553,706 0.2 438,673 0.1 394,718 0.1 299,000 0.1 316,423 0.1
71 Revenues from the sale of non-produced assets 19,657 0.0 91,800 0.0 20,000 0.0 20,000 0.0 21,400 0.0
72 Revenues from the sale of produced assets 336,192 0.1 342,073 0.1 374,718 0.1 279,000 0.1 295,023 0.1
74 Revenues from the sale of produced current assets 197,957 0.1 4,800 0.0 0 0.0 0 0.0 0 0.0
TOTAL EXPENSE (3+4) 118,350,214 43.0 126,356,411 41.3 131,640,471 893! 138,538,070 SIT:5) 146,666,276 8517
3 Operating expense 109,334,373 39.7 120,506,530 39.4 125,672,107 375 132,881,095 36.0 141,340,895 344
31 Compensation of employees 20,533,285 75 21,936,882 7.2 24,143,879 7.2 26,278,235 71 28,188,414 6.9
32 Material expense 11,033,392 4.0 12,447,078 4.1 13,435,974 4.0 15,293,768 4.1 16,438,441 4.0
34 Financial expense 6,101,219 2.2 5,758,196 19 5,625,399 17 5,111,540 14 4,707,112 11
35 Subsidies 6,510,563 2.4 7,576,190 25 7,028,299 21 7,045,738 19 7,332,199 18
36 Grants 3,498,317 13 4,197,766 1.4 4,756,313 14 4,787,342 13 4,965,882 12
37 Compensations to citizens and households based on
insurance and other compensations 55,122,649 20.0 59,719,980 19.5 62,213,324 18.6 65,668,922 17.8 69,610,612 16.9
38 Other expense 6,534,948 2.4 8,870,438 29 8,468,919 25 8,695,551 24 10,098,236 25
4 Expense for the acquisition of nonfinancial assets 9,015,841 33 5,849,881 1.9 5,968,364 1.8 5,656,974 15 5,325,381 1.3
41 Expense on the acquisition of non-produced assets 587,175 0.2 481,532 0.2 443,811 0.1 363,960 0.1 361,145 0.1
42 Expense on the acquisition of produced fixed assets 7,899,001 29 4,831,049 1.6 5,150,632 15 4,862,469 13 4,513,152 11
43 Expense on the acquisition of precious metals and
other deposited valuables 9,620 0.0 6,158 0.0 6,220 0.0 6,270 0.0 6,320 0.0
44 Strategic inventories 36,574 0.0 124,000 0.0 10,000 0.0 10,000 0.0 10,000 0.0
45 Expense on additional investments in nonfinancial
assets 483,470 0.2 407,141 0.1 357,701 0.1 414,276 0.1 434,764 0.1
0 0.0 0 0 0 0
TOTAL DEFICIT(-) / SURPLUS(+) -4,504,773 -1.6 -3,690,856 -1.2 -2,826,545 -0.8 -1,084,235 -0.3 897,517 0.2
NET FINANCING 4,504,773 1.6 3,690,856 1.2 2,826,545 0.8 1,084,235 0.3 -897,517 -0.2
CHANGES TO DEPOSIT BALANCE -2,074,523 -0.8 478,711 0.2 738,927 0.2 481,719 0.1 509,999 0.1
8 Income from financial assets and borrowings 15,094,977 5.5 14,191,179 4.6 14,931,416 45 14,103,046 38 11,349,382 28
81 Loan disposals 259,611 0.1 381,494 0.1 177,510 0.1 231,050 0.1 254,218 0.1
82 Securities (other than shares) disposals 7,702,981 2.8 3,500,000 11 11,578,804 35 11,055,534 3.0 8,200,000 20
83 Shares and other equity disposals 3,023,381 11 885,449 0.3 392,950 0.1 130,150 0.0 130,250 0.0
84 Loan incurrencies 4,109,002 15 9,424,236 3.1 2,782,152 0.8 2,686,312 0.7 2,764,914 0.7
5 Expenses for financial assets and loan repayments 12,664,726 4.6 10,021,612 33 11,365,945 34 12,537,093 34 11,736,899 29
51 Loan acquisition 1,143,221 0.4 949,261 0.3 860,953 0.3 850,320 0.2 881,062 0.2
53 Shares and other equity acquisition 270,146 0.1 437,961 0.1 384,423 0.1 378,000 0.1 378,000 0.1
54 Loan repayments 4,780,791 17 3,601,164 12 4,895,228 15 4,314,734 12 2,294,293 0.6
55 Repayments of securities (other than shares) 6,470,569 2.4 5,033,226 1.6 5,225,341 1.6 6,994,039 1.9 8,183,544 2.0

Source: Ministry of Finance
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Annex 4: Units of local and regional self-governin2007-2011

Execution 2007 2008 plan 2009 projection 2010 projection 2011 projection
000 HRK % of GDP 000 HRK % of GDP. 000 HRK % of GDP 000 HRK % of GDP. 000 HRK % of GDP.
TOTAL REVENUES (6+7) 16,239,383 5.9 17,581,818 5.7/ 19,386,283 5.8 21,137,474 57 23,034,274 5.6
6 Operating revenues 15,502,588 5.6 16,850,793 5.5 18,470,258 55 20,176,449 5.5 22,138,249 5.4
61 Revenues from taxes 9,138,417 3.3 9,967,245 33 10,665,429 3.2 11,441,525 3.1 12,295,850 3.0
62 Contributions 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0
63 Grants 2,136,105 0.8 2,327,188 0.8 2,574,312 0.8 2,798,428 0.8 3,025,991 0.7
64 Property income 1,047,565 0.4 1,151,459 0.4 1,249,813 0.4 1,370,421 0.4 1,519,390 0.4
65 Revenues from the sale of goods and services 3,096,583 1.1 3,315,155 1.1 3,885,195 1.2 4,463,184 1.2 5,185,024 1.3
66 Other revenue 83,918 0.0 89,746 0.0 95,509 0.0 102,891 0.0 111,995 0.0
7 Revenues from the sale of nonfinancial assets 736,795 0.3 731,025 0.2 916,025 0.3 961,025 0.3 896,025 0.2
71 Revenues from the sale of non-produced assets 464,168 0.2 450,000 0.1 630,000 0.2 670,000 0.2 595,000 0.1
72 Revenues from the sale of produced assets 272,627 0.1 281,025 0.1 286,025 0.1 291,025 0.1 301,025 0.1
74 Revenues from the sale of produced current assets 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0
TOTAL EXPENSE (3+4) 16,091,885 5.8 17,733,299 5.8 19,372,340 5.8 21,146,289 Bl 23,044,502 5.6
3 Operating expense 12,068,231 4.4 13,214,152 4.3 14,349,509 4.3 15,597,137 42 16,914,712 4.1
31 Compensation of employees 2,818,919 1.0 3,127,756 1.0 3,406,651 1.0 3,719,362 1.0 4,050,058 1.0
32 Material expense 4,936,422 18 5,311,044 17 5,819,891 17 6,354,133 17 6,883,350 17
34 Financial expense 205,511 0.1 235,567 0.1 260,745 0.1 289,056 0.1 325,050 0.1
35 Subsidies 993,791 0.4 1,129,431 0.4 1,212,879 0.4 1,298,061 0.4 1,394,379 0.3
36 Grants 334,732 0.1 365,232 0.1 397,852 0.1 429,620 0.1 461,779 0.1
37 Compensations to citizens and households based on
insurance and other compensations 593,351 0.2 637,852 0.2 637,852 0.2 640,000 0.2 650,000 0.2
38 Other expense 2,185,504 0.8 2,407,269 0.8 2,613,640 0.8 2,866,906 0.8 3,150,097 0.8
4 Expense for the acquisition of nonfinancial assets 4,023,654 15 4,519,147 i3 5,022,830 i3 5,549,152 15 6,129,790 i3
41 Expense on the acquisition of non-produced assets 286,233 0.1 290,000 0.1 305,000 0.1 280,000 0.1 335,000 0.1
42 Expense on the acquisition of produced long-term
assets 3,242,151 12 3,683,006 12 4,124,392 12 4,629,345 13 5,101,584 12
43 Expense on the acquisition of precious metals and
other deposited valuables 196 0.0 200 0.0 220 0.0 240 0.0 250 0.0
44 Strategic inventories 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0
45 Expense on additional investments in nonfinancial
assets 495,073 0.2 545,941 0.2 593,218 0.2 639,568 0.2 692,956 0.2
TOTAL DEFICIT(-) / SURPLUS(+) 147,498 0.1 -151,480 0.0 13,943 0.0 -8,816 0.0 -10,228 0.0
NET FINANCING -147,498 -0.1 151,480 0.0 -13,943 0.0 8,816 0.0 10,228 0.0
CHANGES TO DEPOSIT BALANCE 141,159 0.1 0 0.0 0 0.0 0 0.0 0 0.0
8 Income from financial assets and borrowings 517,522 0.2 591,193 0.2 493,670 0.1 516,929 0.1 518,841 0.1
81 Loan disposals 80,247 0.0 89,900 0.0 70,400 0.0 69,881 0.0 71,222 0.0
82 Securities (other than shares) disposals 185,910 0.1 220,000 0.1 150,000 0.0 150,000 0.0 150,000 0.0
822 Securities 185,910 0.1 220,000 0.1 150,000 0.0 150,000 0.0 150,000 0.0
83 Shares and other equity disposals 25,324 0.0 28,000 0.0 28,000 0.0 28,000 0.0 28,000 0.0
84 Loan incurrencies 226,040 0.1 253,293 0.1 245,270 0.1 269,048 0.1 269,619 0.1
5 Expenses for financial assets and loan repayments 523,861 0.2 439,713 0.1 507,613 0.2 508,113 0.1 508,613 0.1
51 Loan acquisition 173,237 0.1 117,520 0.0 152,520 0.0 152,520 0.0 152,520 0.0
53 Shares and other equity acquisition 44,407 0.0 35,500 0.0 48,400 0.0 48,900 0.0 49,400 0.0
54 Loan repayments 296,829 0.1 277,376 0.1 297,376 0.1 297,376 0.1 297,376 0.1
55 Repayments of securities (other than shares) 9,389 0.0 9,317 0.0 9,317 0.0 9,317 0.0 9,317 0.0

Note: includes 53 largest units (32 towns, 20 cmsnand the City of Zagreb)

Source: Ministry of Finance
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Annex 5: Consolidated general government 2007-2011

Execution 2007 2008 plan 2009 projection 2010 projection 2011 projection
000 HRK % of GDP 000 HRK % of GDP 000 HRK % of GDP 000 HRK % of GDP 000 HRK % of GDP
TOTAL REVENUES (6+7) 127,912,071 46.5 137,936,953 45.1 145,644,331 434 155,813,183 422 167,594,690 40.8
6 Operating revenues 126,621,570 46.0 136,767,255 44.7 144,333,588 431 154,553,158 41.9 166,382,242 40.5
61 Revenues from taxes 69,975,788 254 77,593,573 253 82,297,042 246 88,331,279 239 95,339,576 232
62 Contributions 37,203,486 135 41,370,661 135 44,127,843 13.2 47,452,810 129 50,761,869 12.3
63 Grants 493,529 0.2 1,023,974 0.3 975,365 0.3 701,049 0.2 780,878 0.2
64 Property income 9,526,467 35 6,364,884 21 6,132,642 18 6,530,399 18 7,006,523 17
65 Revenues from the sale of goods and services 8,739,100 3.2 9,747,512 3.2 10,111,735 3.0 10,802,792 29 11,701,860 28
66 Other revenue 683,199 0.2 666,650 0.2 688,962 0.2 734,828 0.2 791,537 0.2
7 Revenues from the sale of nonfinancial assets 1,290,501 05 1,169,698 0.4 1,310,743 0.4 1,260,025 0.3 1,212,448 0.3
71 Revenues from the sale of non-produced assets 483,725 0.2 541,800 0.2 650,000 0.2 690,000 0.2 616,400 0.1
72 Revenues from the sale of produced assets 608,819 0.2 623,098 0.2 660,743 0.2 570,025 0.2 596,048 0.1
74 Revenues from the sale of produced current assets 197,957 0.1 4,800 0.0 0 0.0 0 0.0 0 0.0
TOTAL EXPENSE (3+4) 132,269,346 48.1 141,779,289 46.3 148,456,933 44.3 156,906,233 425 166,707,401 40.5
3 Operating expense 119,229,851 433 131,410,261 42.9 137,465,739 41.0 145,700,106 39.5 155,252,230 378
31 Compensation of employees 23,352,205 8.5 25,064,639 8.2 27,550,530 8.2 29,997,597 8.1 32,238,472 7.8
32 Material expense 15,969,814 5.8 17,758,121 5.8 19,255,865 5.7 21,647,901 59 23,321,791 5.7
34 Financial expense 6,306,730 2.3 5,993,763 2.0 5,886,144 18 5,400,596 15 5,032,162 12
35 Subsidies 7,504,354 2.7 8,705,621 2.8 8,241,178 25 8,343,799 23 8,726,577 21
36 Grants 1,660,296 0.6 2,252,578 0.7 2,598,287 0.8 2,438,835 0.7 2,424,283 0.6
37 Compensations to citizens and households based on
insurance and other compensations 55,715,999 20.3 60,357,832 19.7 62,851,176 18.7 66,308,922 18.0 70,260,612 17.1
38 Other expense 8,720,452 3.2 11,277,706 3.7 11,082,558 33 11,562,457 3.1 13,248,333 3.2
4 Expense for the acquisition of nonfinancial assets 13,039,495 4.7 10,369,028 3.4 10,991,194 33 11,206,127 3.0 11,455,171 2.8
41 Expense on the acquisition of non-produced assets 873,408 0.3 771,532 0.3 748,811 0.2 643,960 0.2 696,145 0.2
42 Expense on the acquisition of produced long-term
assets 11,141,152 4.1 8,514,055 2.8 9,275,024 28 9,491,813 26 9,614,736 23
43 Expense on the acquisition of precious metals and
other deposited valuables 9,817 0.0 6,358 0.0 6,440 0.0 6,510 0.0 6,570 0.0
44 Strategic inventories 36,574 0.0 124,000 0.0 10,000 0.0 10,000 0.0 10,000 0.0
45 Expense on additional investments in nonfinancial
assets 978,544 0.4 953,082 0.3 950,919 0.3 1,053,843 0.3 1,127,720 0.3
TOTAL DEFICIT(-) / SURPLUS(+) -4,357,275 -1.6 -3,842,337 SIS -2,812,602 -0.8 -1,093,050 -0.3 887,289 0.2
NET FINANCING 4,357,275 1.6 3,842,337 i3 2,812,602 0.8 1,093,050 0.3 -887,289 -0.2
CHANGES TO DEPOSIT BALANCE -1,933,364 -0.7 478,711 0.2 738,927 0.2 481,719 0.1 509,999 0.1
8 Income from financial assets and borrowings 15,612,498 5.7 14,782,372 48 15,425,086 4.6 14,619,975 4.0 11,868,223 29
81 Loan disposals 339,859 0.1 471,394 0.2 247,910 0.1 300,931 0.1 325,440 0.1
82 Securities (other than shares) disposals 7,888,892 2.9 3,720,000 1.2 11,728,804 35 11,205,534 3.0 8,350,000 20
83 Shares and other equity disposals 3,048,706 11 913,449 0.3 420,950 0.1 158,150 0.0 158,250 0.0
84 Loan incurrencies 4,335,042 16 9,677,529 3.2 3,027,422 0.9 2,955,360 0.8 3,034,533 0.7
5 Expenses for financial assets and loan repayments 13,188,587 4.8 10,461,325 34 11,873,558 35 13,045,206 35 12,245,512 3.0
51 Loan acquisition 1,316,458 0.5 1,066,781 0.3 1,013,473 0.3 1,002,840 0.3 1,033,582 0.3
53 Shares and other equity acquisition 314,552 0.1 473,461 0.2 432,823 0.1 426,900 0.1 427,400 0.1
54 Loan repayments 5,077,619 18 3,878,540 13 5,192,603 15 4,612,109 12 2,591,669 0.6
55 Repayments of securities (other than shares) 6,479,957 2.4 5,042,543 1.6 5,234,658 1.6 7,003,356 1.9 8,192,862 2.0

Source: Ministry of Finance
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