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1. INTRODUCTION

The first half of 2013 was marked by unstable macomomic environment; however, more
favourable developments in international environmare expected over a medium term
which will influence economic developments in thepRblic of Croatia. In European Union
(hereinafter ,the EU"), economic activity was stillling down slightly in 2013, with a
reversal in this trend and economic growth recowsing expected from 2014. However, the
developments in our immediate neighbourhood wglb&hind the rest of the EU. As a result
of large efforts on the part of the Member Stateshie area of fiscal consolidation, it is
believed that the period of fiscal imbalances widgris over. However, given the risks to
economic growth outturn, some Member States dfdagting fiscal imbalances and banking
system risks.

The Republic of Croatia entered the EU at an ecacedlym unfavourable moment so the
positive effects of membership will take place stowhan in the case of the previous two
rounds of enlargement. The economy is still undegymajor restructuring of those branches
and companies that have been unprofitable and aopetitive for years. The Government
of the Republic of Croatia has launched a numbenedisures towards financial restructuring
and improvement of the economy's competitiveness, precondition for achieving positive
effects of EU membership, primarily through podgipof export to a market of half a billion
consumers. Therefore, the Croatian economy doesxpact to see bigger positive effects of
EU accession before 2015 when it will be also retlpg planned significant increase in the
absorption of structural and cohesion funds. Thetrdmution to economic growth will also
come from activities aimed towards promoting publel private investment.

These Guidelines have been prepared at a grouadtibgemoment in terms of the economy,
characterised by expectations of a reversal in @oon growth trend, following a four-year
recession. After only a slight growth in 2013, emmic growth is expected to accelerate
gradually to 1.3% in 2014, 2.2% in 2015 and 2.5%2016. At the same time, inflation will
hold steady at approximately 2.0%. Reduced expentabf economic growth in 2013 and
the settlement of the health care debt call for aevendments to the 2013 budget, prior to the
adoption of the 2014 budget.

Significant measures have been taken on the reveitge of the budget for the second
consecutive year. These measures are primarilctdateat improving tax discipline and

shifting the structure of tax burden from produstio consumption. This policy is aimed at
removing the burden from the economy and improwagnomic competitiveness and will

continue to be pursued in the forthcoming pericattiBularly important in this context are the
activities aimed at direct prevention of poor téscigpline and the unofficial economy, such as
fiscalisation and improved efficacy of tax and oms$ supervision. At the same time, the
authorities plan to continue to relieve the econashyhe burden through reduced non-tax
revenues and equal distribution of tax burden thhowt the territory of the Republic of

Croatia.

The dynamics of budgetary central government expentlires is determined by high
public debt costs financing arising from persistentdeficits over the past years and
assumed debts arising from poor management in theagt and expenditures associated
with EU membership. In 2014, additional HRK 2.5bn will need to be allocated for the



settlement of interest expenses, while expensesasated with EU membership of the
Republic of Croatia will rise by a high HRK 4.7bn. These expenses thus take up the
whole fiscal space and restrict developments in albther categories of budget
expenditures. Significant fiscal consolidation is eflected in the negative rate of
contribution of government consumption to economigrowth in the next period, even in
the conditions of the proposed gradual narrowing othe budget deficit.

Under the amendments to the Fiscal Responsibiliytdat are being prepared currently, the
existing fiscal rule will be replaced by a new rutempliant with the European requirements
provided for by the new framework for economic pplmanagement in the EU. Unlike the
existing fiscal rule, this will take into accouthitet existence of economic cycles which is of
extreme importance for overcoming the period oésswn.

In October this year, the Eurostat will publisheavibudget deficit and public debt calculation
for this year and several preceding years, in alzsare with ESA 95 methodology. The share
of budget deficit in GDP will reach over 3% and ghactivate the corrective arm of the
Stability and Growth Pact, the excessive deficbgedure. Under this procedure, so far
activated in 25 Member States, the Council will, tre proposal by the European
Commission, determine the speed of fiscal adjustmenessary to bring the budget deficit
below 3% of GDP and keep public debt below 60% DPG

The Government of the Republic of Croatia has prepad additional measures for fiscal
consolidation, the impact of which will be fully t&ken into account during 2014 budget
plan adoption and which should lead to significantrestructuring, in particular on the
expenditure side of the budget. These measures assential for budget deficit reduction
below 3% of GDP in the next several yearsThe most significant reforms will take place in
health care, social security system, pension imea,aeducation and the system of wages in
government and public services.



2. OBJECTIVES AND PRIORITIES OF THE GOVERNMENT OF THE
REPUBLIC OF CROATIA IN THE 2014-2016 PERIOD

Based on the Budget Act which prescribes the peooéstrategic planning, the Strategy of
Government Programmes for the Period from 20146 2avas prepared.

The achievement of the Strategy is based on 12rgleabjectives: 1. macroeconomic and
economic stability; 2. optimum environment for thevelopment of competitive economy; 3.
balanced regional development; 4. strengtheningpofal justice; 5. provision of health care,
preservation and promotion of health; 6. promotbknowledge, excellence and culture; 7.
environment protection and spatial developmenim®roved competitiveness of agricultural
and food and fisheries sector; 9. improved competiess of Croatian tourism and
establishment of Croatia as one of the leadingrnatenal tourist destinations; 10.
strengthening of the legal state and the rulewf [HL. maintaining the highest level of public
and state security and 12. further strengtheningtefnational position of the Republic of
Croatia and preservation of national identity.

To ensure the sources of financing necessary ®ratthievement of these objectives, the
strategic objectives have been linked to budgegnarmmes. While the strategic plan defines
the course of activities of ministries and otheveggmment bodies, the budget defines the
programmes, activities and projects and provides fthnding necessary for their

implementation. Therefore, the Strategy as a doatmpmvides the basis for drafting the

Economic and Fiscal Policy Guidelines for the Reefrom 2014 to 2016.

Some of the new activities envisaged under thaeffyanclude:

» the drafting of a list of all real estate ownedthg Republic of Croatia and putting
them into use;

« transfer to electronic public procurement;

» allocation of grants to entities investing into nevoduct development and market
widening, thus increasing competitiveness of s@adnomy entities;

» the adoption of the new Crafts Act that will botis¢ development of crafts and put
craftsmen on an equal footing with other economidies;

» further development of traffic infrastructure: thenstruction of the second railway
track and reconstruction of Dugo Selo — Krizevaoeli the construction of new Sv.
Ivan Zabno — Gradec line;

* the adoption of a new Ordinance on Student Stan¢&rdolarships, subsidies for
food, accommodation and transport) aimed at efficiehannelling and control of
public funds;

» the establishment of a centralised integrated mé&tion system for data exchange for
eReferrals, eBooking and eMedical Records, whidhredluce waiting time in health
care;



* the introduction of a new system of special envimental charge levied ommotor
vehiclesaimed at reducing environmental pollution;

» the drafting of a flood risk management plan whigh include preventive measures,
flood forecasting and warning systems;

e ensuring access to personal information held byip@ntities through gov.hr home
page;

« the establishment of the national Schengen Infaamaystem (SIS), linking the
national information system with the SIS, therelsweing direct inspection of
persons and objects.

Also covered by the Strategy are structural EUrimsents by means of which significant

funding can be drawn for projects that will be aihat achieving the general objectives set in
this Strategy. The funding provided by the EuropBagional Development Fund (ERDF),

the European Social Fund (ESF), the Cohesion FQ®{g, the European Agricultural Fund

for Rural Development (EAFRD), the European Maréiend Fisheries Fund (EMFF) have
become available to the Republic of Croatia sindeaEcession.



3. MACROECONOMIC DEVELOPMENTS OVER A MEDIUM TERM

3.1. International macroeconomic environment

Following two consecutive years of economic acggigtowth, in 2012 the European economy
again recorded negative developments. Gross damastiluct fell in real terms by 0.3% in

the EU and 0.6% in the euro area. The contributioa fall in gross domestic product came
from a fall in domestic demand, particularly grdssed capital formation and household

consumption, and changes in inventories, while rdaution of net foreign demand was

positive.

Table 1: International environment - macroeconomiicators

Projection Projection

2011 2012 2013 2014

Real GDP growth, in %
World 4.2 3.0 3.1 3.8
European Union 1.6 -0.3 -0.1 14
Austria 2.7 0.8 0.6 1.8
Italy 0.4 -2.4 -1.3 0.7
Germany 3.0 0.7 0.4 1.8
Slovenia 0.6 -2.3 -2.0 -0.1
Euro area 1.4 -0.6 -04 1.2

Inflation, in %

European Union 3.1 2.6 1.8 1.7
Euro area 2.7 25 1.6 15
Oil price increase, in % 38.3 0.8 -6.2 -5.4

Source: European Commission, European Economicdaste Spring 2013

In accordance with the latest projections providgcthe European Commission in May of
this year, gross domestic product is expectedltanfaeal terms by 0.1% in the EU and 0.4%
in the euro area, which is slightly below the poes projections of the European
Commission from February this year. Positive cdwiibn to a change in gross domestic
product in 2013 is expected to come from exportgadds and services, fuelled by bigger
global demand, while growing unemployment, moretri@s/e terms of financing,
deleveraging of the private and the governmentoseantd rising uncertainty will lead to a
negative contribution of domestic demand. In 20dbss domestic product is expected to
grow in real terms by 1.4% in the EU and 1.2% ie #turo area. Domestic demand is
expected to take on the role of the main genemaft@conomic growth, due particularly to
increased household consumption and investmentss essult of restored business and
consumer confidence, better terms of financing,rowed conditions on the labour market
and increased household purchasing power.

In 2012, inflation slowed down to 2.6% in the EUdaR.5% in the euro area. Upward
pressures on prices are expected to relax furth2013, once the effects of earlier increases
in energy prices, indirect taxes and administrafiviees wear off, while weak domestic



demand will limit the possibilities of producer geiincreases. As a result, inflation in 2013
and 2014 is expected to average 1.8% in the EUlaf#b in the euro area and 1.7% in the
EU and 1.5% in the euro area, respectively.

Negative risks to projected European economy growdkturn are still significant and
uncertainty remains high. Major risks lie in renevweorsening of the debt crisis in the euro
area and postponement of fiscal consolidation rcsiral reforms measures. In addition,
negative risks arising from the international eanment include the possible increase in
interest rates in the capital markets, fiscal proid in the U.S. and Japan which have the
potential to disrupt the financial markets, fasd@preciation of the euro than expected or
disturbances in the oil market. By contrast, thetdes which could boost faster recovery of
the European economy than projected include strocm®idence recovery and faster growth
of the global economy than expected. The risksrdlation projection side are balanced.
Inflation could be higher than projected owing tster growth in indirect taxes, bigger
increase in administrative or oil prices than eaged. However, should the economic activity
in the European or global economy be slower thgreeted, inflation could be lower than
projected.

Economic developments in the EU, particularly myf Germany, Austria and Slovenia, the
countries with which Croatia has the closest ecaadimks, have a significant impact on the
domestic economy. In 2012, gross domestic produltaly fell by 2.4% in real terms, mostly
driven by a sharp fall in domestic demand, paréidyl household consumption and
investments. Similar developments are expected ybés, with the expected fall in gross
domestic product standing at 1.3%. In 2014, grassestic product is expected to grow by
0.7% in real terms, mainly as a result of exponis imvestments. In 2012, real gross domestic
product in Germany grew by 0.7% in real terms, dgs@marily on positive contribution of
net exports. In 2013, the growth in gross domgsticiuct in real terms is projected to slow
down to 0.4% and in 2014 it is expected to grow 1b§%. Domestic demand, led by
household consumption, will provide the main bdoseconomic growth in 2013 and 2014.
In 2012, Austrian economy grew by 0.8% and in 2018 expected to slow down to 0.6%.
With gradual reversal expected towards the endd@B2gross domestic product is expected
to grow by 1.8% in 2014. The most significant pesitcontribution to growth in gross
domestic product will come from exports of goods aservices. The real fall in gross
domestic product in Slovenia in 2012 stood at 2.B¥gely as a result of a fall in household
consumption and investments. With similar developisideing expected in 2013, economic
activity is expected to fall by 2.0%. With expectdbilisation of economic activity in 2014,
gross domestic product in that year is expectddltdy a negligible 0.1%.

3.2. Macroeconomic developments in Croatia in 2012 andd23

Negative developments in Croatian economy, whielted in 2009, were still present in the
first half of 2013. Despite stagnation in real emmic activity in 2011, the year 2012 again
closed with a fall in gross domestic product of92.0rhe trend of negative contribution of
domestic demand to the change in gross domestauptand positive contribution of net
foreign demand continued into 2012. The biggestrdmrtion to a fall in domestic demand
came from household consumption (-1.8 percentageg)avhich fell by 3.0%, followed by

gross fixed capital formation (-0.9 percentage f®imwhich fell by 4.6% in real terms. The



contributions of changes in inventories, governnatsumption and non-profit institutions
serving households were insignificant (-0.3, -Orf2l .0 percentage points, respectively).
Government consumption fell by 0.8% in real termd that of non-profit institutions serving
households by 1.2%. The positive contribution df foeeign demand to the change in gross
domestic product amounted to 1.1 percentage pasi@ result of positive contribution of
imports of goods and services (0.9 percentage $oimhich fell by 2.1% and a positive
contribution of exports of goods and services {eEcentage points) which rose by 0.4% in
real terms. On the production side, the biggestritartion to the real fall in gross added
value in 2012 came from manufacturing, mining angrgying and other industries and
wholesale and retail trade, transportation, stgrageommodation and food service activities,
the activities which account for the biggest shafethe total gross added value, and
construction, the activity that has recorded tharmbst fall in gross added value since the
beginning of the crisis.

Chart 1: Real year-on-year GDP growth

Source: CBS

In the first half of 2013, gross domestic produwdt by 1.1% in real terms, compared to the
same period in 2012, owing to a real year-on-yeslide of 1.5% in the first quarter and
0.7% in the second quarter of 2013. The biggesttigg contribution to the fall in gross
domestic product in the first half of 2013 camenifrbousehold consumption which fell by
1.2% in real terms compared to the same period Gh22 followed by the negative
contribution of exports of goods and services, WHall by 1.7% year-on-year in real terms
in the first half of the year. The other componatiits not make a significant contribution to
the change in gross domestic product. Gross fispital formation fell by 0.6% year-on-year
in real terms, government consumption and consumpdf non-profit institutions serving
households increased by 0.9% and 1.1%, respectiwéijye imports of goods and services
declined by 0.2% year-on-year in real terms infifs half of 2013. The calculation of gross
domestic product on the production side showstti@biggest contribution to the real fall in
gross value added in the first half of 2013 cammmfra fall in gross value added in
construction, wholesale and retail trade, trangpior, storage, accommodation and food
service activities and manufacturing, mining andrgging and other industries.



Table 2: Overview of basic macroeconomic indicators

year-on-year change, in % 2011 2012 2013 1-111 20131 V- VI 2013 VII
GDP (real) 0.0 -2.0 -15 -0.7 -
Industrial production (working-day adj.) -1.2 -5.5 11 -2.5 -4.1
Retail trade turnover (real, working-day adj.) 1.0 -4.3 -4.0 12 0.4
Number of tourist nights 7.0 4.0 9.9 4.3 1.8
Construction work index (working-day adj.) -8.7 -9.7 -5.1 -4.6
Exports of goods (HRK) 9.8 1.6 -7.6 -1.2
Imports of goods (HRK) 9.7 0.7 -6.0 6.0 -
Registered unemployment rate (level) 17.8 18.9 21.7 19.7 18.5
Consumer price index 2.3 3.4 4.6 2.3 2.3
Credit institutions' loans 6.0 -2.4 -2.9 -1.8 -1.6

Source: CBS, CNB

Average inflation measured by the consumer pricexnaccelerated to 3.4% in 2012, an
increase of 1.1 percentage point from 2011. Irdfatdevelopments in 2012 were largely
influenced by adjustments in administrative eleityi and gas prices for househdids
changes in the value added tax (VAT) systand increased prices of unprocessed food
products caused by drought and increased pricésodfraw materials on the global market.
The biggest contribution to consumer price growtt2012 therefore came from energy and
food prices.

Inflation slowed down in the first seven monthstlut year. The year-on-year growth in the
consumer price index slowed down from 4.7% in Deoen?012 to 2.3% in July 2013. The
biggest contribution to consumer price growth grear-on-year basis in July came from food
prices, which rose by 4.6% from July 2012, mostiyeh by increased prices of milk, cheese
and eggs (12.8%) and to a lesser extent tobaccespwhich rose by 15.6% from July 2012.
The consumer price index grew by 3.3% on averaghenfirst seven months of this year,
compared to the same period in the previous year.

Chart 2: Consumer price index, year-on-year change

Source: CBS

! Electricity and gas prices were raised on 1 May220
20n 1 March 2012, the general VAT rate was raisethf23% to 25%, and at the same time a lower, 109 V
rate was introduced on some goods and servicdsl¢enlls and fats, water supply, sugar and babg)oo
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Slow economic activity in 2012 led to continued audurable developments in the labour
market. According to administrative data, the ageraumber of total employment fell by

1.1%, mainly as a result of a fall in employmentmanufacturing, construction and trade,
while the average number of registered unemploymese by 6.2%. The average rate of
registered unemployment in 2012 stood at 18.9%nemease of 1.1 percentage point, while
the average ILO unemployment rate stood at 15.8%m@ease of 2.4 percentage points from
2011. Despite their nominal growth, real wages ioometd to trend downwards, with the

average monthly gross wage falling by 2.3% in teahs and the average monthly net wage
paid falling by 2.6%.

The developments in the labour market up to thegarepart of 2013 point to further negative
trends. The average number of unemployed pers@eshy8.9% in the first seven months of
this year, compared to the same period in 2012]ewthie average number of employed
persons fell by 2.8%. The average registered ungyn@nt rate stood at 20.4% in the first
seven months of 2013, an increase of 1.8 percemaiges compared to the same period in
20123 In the first half of this year, average gross aatiwages fell year-on-year in real terms
by 2.2% and 2.4%, respectively.

3.3. Macroeconomic projections for the 2014—2016 period

Macroeconomic projections are based on availablernmation and statistical indicators
published until mid-September 2013. Unfavourableonemic developments in the
international environment, most notably in the Etlyards the end of 2012 and in the first
part of 2013 increased negative risks and resutetbwnward correction of projections for
most of Croatia's foreign trade partner countriés. negative developments in economic
activity in 2012 also continued into the first half 2013 in the domestic economy, these
macroeconomic projections were also corrected dawasvin comparison with the last
projections of the Government of the Republic obd&lia provided in April this year.
However, the main assumption upon which these neaormmic projections rest, and one of
the main economic objectives of the GovernmenhefRepublic of Croatia, remains to be the
effect on domestic economy recovery through widdalip sector investment efforts.

After a real year-on-year decline in GDP of 1.5%ha first and 0.7% in the second quatrter,
economic activity is expected to grow in the renmagrpart of 2013, in part suggested by high
frequency indicators for the third quarter of 2@dblished so far. The expected recovery in
economic activity in the remaining part of 2013 Iviié based on strong acceleration of the
investment cycle of public enterprises towardsdhd of the year together with a significant
contribution of services exports and further milewgth in household consumption. Real
GDP on the entire 2013 level is expected to grovamynsignificant 0.2%. Domestic demand
should make a positive contribution to the chamgéDP as a result of a positive contribution
of gross fixed capital formation and a negligiblesipive contribution of government
consumption. The contribution of net foreign demamtl be negative. In the rest of the
projection period, real GDP growth is expected ¢oeterate steadily; from 1.3% in 2014,
2.2% in 2015 to 2.5% in 2016. Acceleration in tikereomic activity in the remaining part of
the observed period will be based primarily on fesicontribution from gross fixed capital

% Data on the number of employed persons and ungmegiot rate for 2013 are preliminary.
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formation and goods and services exports, whileeersignificant positive contribution from
household consumption can be expected only towHrdsend of the period. Envisaged
economic growth in Croatia over the next mediummtevill also be supported by more
favourable economic developments in the internatienvironment, particularly acceleration
in the economic activities of EU countries, stagtfrom the end of 2013, as suggested by the
latest available projections of the European Comimisfor 2013 and 2014.

Table 3: Projections of macroeconomic indicatorshef Republic of Croatia

Projection  Projection  Projection  Projection

2012 2013 2014 2015 2016

GDP in current prices (HRK million) 330,232 336,326 347,178 361,730 378,010
GDP, real growth (%) -2.0 0.2 1.3 2.2 25
Households' consumption -2.9 -0.3 0.2 15 2.2
Government consumption -0.8 0.3 -15 -0.4 0.6
Gross fixed capital formation -4.6 3.3 7.6 7.5 5.9
Exports of goods and services 0.4 -0.5 2.3 3.4 4.2
Imports of goods and services 2.1 0.6 25 4.3 5.0
GDP, contributions to growth (percentage points) -2.0 0.2 1.3 2.2 25
Households' consumption -1.8 -0.2 0.1 0.9 1.3
Government consumption -0.2 0.1 -0.3 -0.1 0.1
Gross fixed capital formation -0.9 0.6 14 15 1.2
Exports of goods and services 0.2 -0.2 1.0 15 1.8
Imports of goods and services 0.9 -0.3 -1.0 -1.8 -2.2
Employment growth (ILO, %) -3.1 -2.4 0.3 1.2 14
Consumer price index change (%) 3.4 2.4 2.0 2.0 1.9

Source: CBS, Ministry of Finance

The projected real fall in household consumptiomrmiy 0.3% in 2013 is based primarily on
the assumption of a continued positive trend wisiited in the second quarter. Household
consumption in 2013 will be positively influenceg becovery in consumer confidence,
already evident in 2013 and particularly evidentthe second quarter of 2013, associated
mainly with the country's accession to the EU.ha temaining part of 2013 and in 2014, for
which a negligible real growth in household constiotpof 0.2% is projected, consumer
optimism is expected to rise further in the envmamt of slowing consumer price inflation
and more favourable economic developments, both edtoally and internationally.
However, consumption will be limited in the remaigipart of 2013 and in the biggest part of
2014 by a further real fall in household disposalleome, primarily as a result of
unfavourable developments in the labour market.e§§ative impact will also come from
fiscal consolidation measures taken in the lastyears, primarily on the revenue but also on
the expenditure side of the budget, which are eepeto continue in 2014, and household
sector deleveraging reflected in a real fall in somer loans granted by banks. Household
consumption is expected to recover gradually infdrehcoming years with its real growth
accelerating to 1.5% in 2015 and 2.2% in 2016. fngection is based primarily on the
expectation of favourable general economic conaétigparticularly positive developments in
the labour market. Also expected is the graduawexy in household demand for loans. The
gap between developments in household consumptidigposable income, present in 2013
and most of 2014, should disappear gradually infémacoming years. After a small real
growth in government consumption of 0.3% in 201@/egnment consumption is expected to
decline in 2014 and 2015 in accordance with theafisonsolidation on the expenditure side
of the budget. Government consumption is thus aegeto fall in real terms by 1.5% in 2014
and 0.4% in 2015. In 2016, at the end of the ptmegoeriod, government consumption is

12



projected to grow by a small 0.6% in real terms.nentioned previously, gross fixed capital
formation is expected to be the generator of econgnowth in the 2013-2015 period. Gross
fixed capital formation is envisaged to grow inlreams by 3.3% in 2013, 7.6% in 2014,
7.5% in 2015 and 5.9% in 2016. The increase inegae investments in 2013 and part of
2014 will be based primarily on the public sectorastment cycle while private investment
will remain subdued. More significant recovery invpte sector investments is expected to
start some time in 2014, with the expected recoverpusiness optimism and improved
general liquidity in the economy. Bigger absorptafnEU funds is also expected to make a
positive impact on investments. In general, witlgradual reduction in negative risks and
uncertainty as regards future economic developmantk positive results of implemented
structural reforms in the domestic economy, a higgéow of foreign capital directed at
investment projects is expected in the forthcomyegrs, after a break of several years.
Changes in inventories are expected to give a gmoaltive contribution to real GDP growth
in all the years covered by the projection periothwio significant stock building by
corporate sector being expected before 2015.

Goods and services exports are expected to fall. B in real terms in 2013, mainly as a
result of slower foreign demand dynamics at theirvegg of the year, loss of CEFTA
countries market in the second part of 2013 andetkisting structural problems of the
domestic export sector. By contrast, based on ditteirm of the available volume indicators in
tourism, and taking into account improved price petitiveness in this activity as a result of
fiscal policy measures, the results of servicesodspin 2013 are expected to be good. As
regards the remaining part of the projection peribe real growth in goods and services
exports is expected to accelerate from 2.3% in 2601314% in 2015 and 4.2% in 2016. In the
last year of the projection period, the goods aediises exports will give the biggest
individual positive contribution to economic growtBuch a projection, apart from the
expected strengthening of foreign demand, is basethe assumption of a relatively low
level and a significant slowdown in the fall of tdemestic share in the export markets in the
last two years of the projection period which istumn based on already implemented and
planned structural reforms, and the assumption ttietexport sector will be able to adjust
over a short term in a satisfactory manner to #& aircumstances. The growth in goods and
services imports of 0.6% in 2013 involves primaiihports fuelled by previously mentioned
investments of public enterprises. In the remainpayt of the projection period, in
accordance with an increase in final demand, thégewth in goods and services imports
will accelerate from 2.5% in 2014 to 4.3% in 201l &.0% in 2016. Although the share of
imports in final demand will increase gradually lwiéconomic growth, at the end of the
projection period it will still remain somewhat lewthan that in the period up to the year
2008. The contribution of net exports to economiowgh will be negative throughout the
projection period. It should be noted that the texise of a slightly larger negative value of
net exports in the conditions of very small ecorogrowth in 2013 was also due to a change
to a new foreign trade regime. Taking into accdhatprojected path of economic growth, the
absolute values of net exports will be relativatyadl towards the end of the observed period
in comparison with the years before the crisissTill be made possible by, in addition to
the projected relatively strong growth in goods @edvices exports, partial substitution of
energy imports by domestic production, which wél teflected in a slower growth in imports
elasticity compared to final demand towards the @rttie period.

In 2013, inflation is expected to slow down and #werage growth in the consumer price
index is expected to stand at 2.4%. The spillo¥tace of the previous year's inflation will
have a significant impact on inflation in 2013, tpadarly in the first half of the year. In

13



accordance with the expected further fall in thegw of raw materials in the global market,
imported inflationary pressures should continueetse. Domestic inflationary pressures
should also be weak as a result of stifled housebohsumption and the expected reduction
in unit labour costs. In addition, developmentsniitation in 2013 will also be influenced by
changes in the system of taxation, mostly assatiaiéh alignment of domestic legislation
with the acquis communautafrdn 2014, inflation is expected to slow down fartho 2.0%.
Imported inflationary pressures will continue to figppressed, while those domestic might
grow slightly as the projected dynamics of houseleansumption will be too slow to cause
any significant pressure on consumer prices. Atgosignificant changes in administrative
prices have been envisaged so far. In the lastyeos of the projection period, inflation is
expected to hold steady at approximately 2.0%.

As employment recovery will lag behind recovery @tonomic activity, negative
developments in the labour market will continue2dil3 when ILO unemployment rate is
expected to rise to 17.6%. From 2014 on, with are#ibn in economic growth, the negative
trend in the labour market is expected to come twlh ILO unemployment rate is thus
envisaged to fall to 17.3% in 2014, 16.6% in 2008 45.8% in 2016. In line with the
projected developments in economic growth and eympémt, average labour productivity
will grow mildly by approximately 1.0% between 20&dd 2016. After falling in 2013, unit
labour costs will at first see mild growth in tregthcoming years that will accelerate towards
the end of the projection period, reflecting fastgowth in gross wages than labour
productivity. It should be noted that developméantadministrative data on employment are
expected to be more favourable than developmenttheén Labour Force Survey data,
especially in 2013 when the fall in registered esgpient will be more than 1 percentage
point slower than the projected fall in ILO emplogmi rate.

3.4. Projection risks

The internal and external negative risks facingdbscribed projections of economic growth
will remain pronounced. The external risk lies inmunfavourable developments in the real
economic activity in the international environméman those expected, primarily in the EU
Member States, as well as in possible new instedsliin foreign financial markets. As
regards internal risks, the projected developmienégonomic activity, particularly in the first
years of the observed period, are based on thenasisum of strong real growth in wider
public sector gross investments. Poorer performaricthe public investment cycle than
expected will undermine the projected developméntsconomic activity both directly and
indirectly, in terms of absence of positive spidoweffects on the economy. In addition, the
situation where structural changes in the domestomomy would result over a short term in
worse developments in the labour market than erpeebuld have an impact on household
consumption dynamics, the process of fiscal codatbn and the quality of domestic
financial system assets. As regards domestic rigkshould also be noted that future
financing of domestic business entities will laggelepend on the inclination of domestic
banks towards corporate lending. The envisagedla@wvents in exports depend on further

* The changes include a reduction in VAT rate fro#t2to 10% on food preparation and serving of food a
beverages in hotel and restaurant facilities, abolent of the zero VAT rate and gradual alignmdnthe
Croatian excise system with EU legislation.
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improvement in the competitiveness of the domestmnomy and, in general, on success of
adjustment of domestic exporters to the common HEtket, while imports dynamics will be
linked to the results of domestic energy policy. ragards inflation projection, the risk of a
higher inflation than that projected lies in the f&@ unplanned significant increases in
administrative prices or in additional fiscal colidation measures on the revenue side, as
well as in a bigger than expected increase in tloeeg of raw materials on the global market.
By contrast, a factor that could lead to lower tpamjected inflation lies in slower recovery in
domestic demand than expected.
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4.  FISCAL POLICY OVER A MEDIUM TERM

4.1. Fiscal policy in 2013

Macroeconomic conditions in our immediate interoal environment worsened in 2013,
and were reflected in further negative developmémthe domestic economy. This led to
changes in the projections of gross domestic produmnth and the state budget plan and
financial plans of extrabudgetary users in 2013.

In line with changes in growth projections, the aned budget plan envisaged reduced
aggregate revenue projections compared to thenafigplan for 2013. These projections
included a one-off effect of revenue increase duexpected property income. No additional
changes in tax policy have been planned under budgeendments; however, further
activities have been undertaken that are aimeadicing tax evasion and ensuring equal
market conditions for all tax payers in the Repuibli Croatia.

The planned budgetary central government expermditoave also been reduced compared to
the original plan and so have the expenditurextshbudgetary users and local and regional
self-government units. Selective cuts and redigtidms have been planned on the

expenditure side of the budget to contain as muchassible the negative impact of these

measures on potential growth and further, somedbansized, investments in water supply

and transport infrastructure, health care and adthrca

Changes in the system of taxation in 2013 involhese in the system of value added tax and
special taxes and excise duties. The Amendmeritetyalue Added Tax Act which entered
into force on 1 January 2013 contain a provisionaoreduced 10% rate levied on food
preparation and serving of food and beveragestel aod restaurant facilities. The zero VAT
rate was abolished on 1 January 2013 and the piotiaxed at this rate until then are now
taxed at the rate of 5%, the lowest possible natthé EU, which the authorities hope will
help avoid any bigger increase in the prices o$e¢hgroducts and alleviate the effect of tax
changes on lower income household categories. Tdsh Oransaction Fiscalisation Act
which provides for a gradual implementation of firecess of fiscalisation from 1 January
2013 and is aimed towards improvement of fiscatiglge in cash transactions also entered
into force on 1 January 2013.

As regards the system of excise duties, furthaviies were undertaken towards alignment
of Croatian legislation with the acquis communanetal he biggest changes involved changes
in special taxes on personal vehicles, excise sludie energy products and electricity and
excise duties on manufactured tobacco. The newsExibuties Act has introduced a new
system of taxation of personal vehicles, other meéhicles and vessels and aircrafts which
is based on a combined system of taxation. Undestistem, the special tax is determined in
part on the basis of the value criteria (percentagselling price) and in part on the basis of
the ecological criteria (depending on £@©mission). The use of such ecological criteria
encourages reduction in carbon dioxide emissionm@with the objectives of the Republic
of Croatia and its obligations towards the EU. dididon, equal excise duties are now levied
on both new and used cars while aircrafts are ekénmm special tax taxation.
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Excise duties on manufactured tobacco were raisgduglly in the first half of 2013 so that
full alignment with the acquis communautaire coldé achieved during the agreed
transitional period. To achieve minimum excise dptgscribed by EU legislation, excise
duties on energy products and electricity were ghdron 1 January 2013. To avoid increase
in the retail price of petroleum products and tlileat that it would have on end users,
HANDA (Croatian Compulsory Oil Stocks Agency) fe@ieh had been included in the retall
price of petroleum products was transferred imitsrety to excise duty.

In addition to the described changes in the systénaxation, further steps were taken to
analyse and assess the feasibility of some nomet@ganues so as to boost additionally the
competitiveness and relieve the entrepreneurs awestiors of the burden. These efforts
resulted in an update of the Register of Non-TaxeRaes which is planned to help in
reducing/abolishing some non-tax revenues in 2014.

The budget plan for 2013 envisaged a significaoteiase in certain expenditure categories,
such as the increase in the cost of public debigeg and the assumption of the shipyards'
debt, the direct result of which is an increasenterest expense of HRK 1.2bn compared to
2012. The shipyard restructuring programme has tedeadditional burden for the
government budget of approximately HRK 460m. Thelication of EU membership of the
Republic of Croatia since 1 July 2013 in fiscal s®nis its contribution to the EU budget,
estimated at HRK 1.7bn in 2013.

In the first half of 2013, total budgetary centgalvernment revenue fell by 1.4% year-on-
year, an outturn of 46.1% of the planned level.sEhdevelopments were mostly driven by a
fall in revenue from profit tax and contributiores a result of legislative changes aimed at
taking the load off the private sector. Total exgieire amounted to 51.5% of the plan, an
increase of HRK 4.9bn compared to the same penod0il2. This was the result of the
settlement of obligations of institutions in theahik sector in rehabilitation and the Croatian
Health Insurance Fund of HRK 3.3bn. Owing to earpayments of planned subsidies to
farmers, these subsidies rose by HRK 764m compardide first six months of 2012. As a
result, the total budgetary central governmentattefeached HRK 11.4bn or 3.4% of the
estimated GDP in the first half of 2013. At the satime, extrabudgetary users ran a deficit
of HRK 486m, as a result of heightened investmetiviies in the water supply and roads
sector. With local units running a surplus of HR&3Mn, the total general government deficit
stood at HRK 11.8bn or 3.5% of the estimated GDR2@4.3.

4.2. Developments in revenues in the 2014-2016 period

Budgetary Central Government

The projected budgetary central government revéoughe 2014-2016 period is based on the
expected recovery and heightening of economic igtiand takes into account changes in
the system of taxation, improved tax discipline &adal impacts of EU membership.

The total budgetary central government revenuespaogected in the amount of HRK
114.3bn, a year-on-year growth of 0.8%. Total reresnwill grow by 5.6% in 2015 and 4.6%
in 2016 and will stand at HRK 120.7bn in 2015 arRkKH1L26.2bn in 2016, respectively.
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Tax revenues, as the most significant source ofyéudinancing, are projected under the
assumption of no changes in tax policy with theegtion of the necessary alignment of the
system of taxation in terms of convergence of thkevant legislation with the acquis
communautaire (excise duties). The projections &d&e into account the expected further
improvement in tax collection, prevention of taxasin and gradual resolution of the issue of
tax debts. Tax changes implemented in 2013, priyndrose in value added tax and excise
duties, will also have a fiscal impact in the fadiming years. Overall, tax revenues in 2014
have been planned in the amount of HRK 65.7bn,llaofa0.7% year-on-year. The main
reason for such developments in tax revenues isathen revenues from profit tax, largely
due to a fall in bank profit in 2013. In additidayther cuts are expected in the tax base for
profit tax in 2014 due to reinvested earnings, Whahould ultimately boost investment
activities. Income tax reliefs in the areas of sglestate concern and hilly and mountain areas
are planned to be abolished from 1 January 2014hanfiscal impact of this measure will be
seen in 2015. Tax revenues will stand at HRK 68ihl##015 and at HRK 70.5bn in 2016.

Revenues from contributions are the second mostwritapt budget revenue and their
projections for the forthcoming mid-term period Babeen made in accordance with
expectations in the labour market. Increased irdlane expected based on the settlement of
tax payers’ debts. Revenues from contributionsexgected to amount to HRK 38.3bn in
2014, HRK 39.7bn in 2015 and HRK 41.3bn in 2016.

As regards the structure of total revenues overdibgerved medium term, a significant
increase is expected in revenues from EU grantscttly associated with projects financed by
pre-accession and accession funds, Schengen gapaittting and direct payments in

agriculture. From 2014 on, significant funding wile placed at Croatia's disposal in the
framework of the new EU programme for the 2014-2p2€iod. Thus, total revenues from
grants will stand at HRK 4.6bn in 2014, HRK 7.1hr2D15 and HRK 8.4bn in 2016.

As regards other budget revenues, which as a rwte nat directly associated with
developments in the economic activity, account khte taken of revenues from property
income which will largely depend on revenue outtbased on concession fees and other
fees, shares and profit of state-owned compangesyedl as revenues based on interest on
loans granted. In the forthcoming period, reverfuas administrative fees and fees based on
special regulations, revenues from own activitiesumlget users and revenues from fines and
administrative measures are expected to be invitie their current trends. Revenues from
disposal of non-financial assets are also expeoteeé in line with current trends.
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Table 4: Trends in the budgetary central governmmemenue in the 2012—-2016 period

2013 Index 2014 Index 2015 Index 2016 Index

(000 HRK) 2012 Plan 13/12 | Projection 14/13 | Projection 15/14 | Projection 16/15
TOTAL REVENUE (6+7) 109,837,284] 113,399,552 103.2| 114,266,197 100.8| 120,685,640 105.6| 126,207,499 104.6
6 Revenue 109,558,928] 113,109,794 103.2| 114,000,677 100.8| 120,407,110, 105.6| 125,916,969 104.6
Tax revenues 64,332,058 66,216,970 102.9] 65,740,030 99.3] 68,107,533 103.6| 70,533,120 103.6
Income tax 1,269,525 1,243,959 98.0 1,374,776 110.5 1,824,085 132.7 1,898,455 104.1
Profit tax 7,697,342 7,282,737 94.6 5,773,399 79.3 5,960,438 103.2 6,113,399 102.6
Tax on goods and services, of which: 53,205,019 56,148,269 105.5] 57,562,961 102.5] 59,250,810 102.9| 61,403,184 103.6
Value-Added Tax 40,652,023, 42,958,717| 105.7| 44,146,392| 102.8] 45,684,639 103.5| 47,645321| 104.3
Special taxes and excise duties 11,206,489 11,797,802 105.3] 11,945,392 101.3] 12,040,735 100.8| 12,178,108 101.1
Taxes on international trade and transactions 1,754,364 1,142,661 65.1 588,647 51.5 623,269 105.9 659,926 105.9
Other revenues from taxes 1,752,315 1,791,094 102.2 1,911,422 106.7 1,974,367 103.3 2,037,909 103.2
Contributions 37,845,871 37,634,900 99.4] 38,330,699 101.8] 39,725,229 103.6| 41,298,824 104.0
Grants 1,046,210 2,727,540 260.7 4,576,129 167.8 7,090,000 154.9 8,442,059 119.1
Property income 2,061,569 1,729,412 83.9 1,033,296 59.7 1,067,160 103.3 1,106,444 103.7

Revenues from administrative fees, fees under

special regulations and compensations 3,668,068 4,198,850 114.5] 3,706,614 88.3 3,789,251 102.2 3,895,834 102.8
Other revenues 605,153 602,122 99.5) 613,908| 102.0 627,936] 102.3 640,688| 102.0
7 Revenue from the disposal of nonfinancial assets 278,356 289,758 104.1] 265,520 91.6 278,530 104.9 290,530] 104.3

Source: Ministry of Finance

Extrabudgetary users

In the 2014-2016 period, extrabudgetary users midlease their share in gross domestic
product from 1.7% in 2014 to 2.2% in 2015 and 2.82®2016. Such developments are
associated with an increase in revenues from gvelmitsh are determined by budget revenues,
mostly directed to water supply and road infragtie; i.e. EU-funded projects. The share in
GDP of other revenues of extrabudgetary users, lo€twthe most important are revenues
from water management, fees for environmental ptimte services, and deposit insurance
premiums, will remain unchanged.

Table 5: Trends in the extrabudgetary users reventlee 2012—-2016 period

2013 2014 2015 2016
% of GDP 2012 Plan Projection Projection Projection
Total revenue 15 17 17 22 2.6
Grants 0.5 0.6 0.7 12 16
Revenues from water management 0.4 0.5 0.5 0.5 0.5
Fees for environmental protection services 0.3 0.3 0.3 0.3 0.3
Deposit insurance premiums 0.1 0.1 0.1 0.1 0.1
Other 0.1 0.2 0.1 0.1 0.1

Source: Ministry of Finance

Local and regional self-government units

The total revenues of the local units will averaggroximately 6.6% of GDP, with income
tax and surtax, as the biggest revenue, accouting constant share of GDP of 3.1%.
Revenues from administrative fees and fees basedpenial regulations, which include
utility-service fees and utility-service paymenisl| average 1.3% of GDP. Developments in
other revenue categories will be similar to curtesnds.
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Table 6: Trends in the local government revenuién2012—-2016 period

2013 2014 2015 2016

% of GDP 2012 Plan Projection Projection Projection
Total revenue 6.9 6.8 6.7 6.6 6.5
Income tax and surtax 3.2 3.2 31 31 31
Grants from the state budget 0.5 0.5 0.4 0.4 0.4

Property income 0.5 0.5 0.5 0.5 0.5
Revenues from administrative fees, fees under special regulations and

compensations 14 14 14 1.3 1.3
Revenue from the disposal of nonfinancial assets 0.2 0.2 0.2 0.2 0.2
Other 1.1 1.0 1.0 1.0 1.0

Source: Ministry of Finance

4.3. Developments in expenditures in the 2014—-2016 pedio

Budgetary Central Government

In the 2014-2016 period, budgetary central goveninegpenditures will be determined by
the objectives and priorities of the Governmentha Republic of Croatia contained in the
Strategy of Government Programmes, taking into w@acahe fiscal impacts of full
membership of the Republic of Croatia in the EUjahnfluence the level and the structure
of budgetary central government expenditures. THeffect of reform and other measures of
fiscal consolidation for the 2014-2016 period vad fully visible in the adoption of the 2014
budget.

In 2014, total budgetary central government expenes have been projected in the amount
of HRK 131.7bn, an increase of HRK 8bn comparetthéobudget plan for 2013. The expense
associated with EU membership will rise by a sigaiit HRK 4.7bn, with expense
associated with payments to the EU budget risindgdBK 1.9bn and the remaining part of
HRK 2.8bn relating to EU grants and national caficing. The increase in expenditures is
also due to a considerable increase in intereseresg of HRK 2.5bn, as a result of a
persistent budget deficit in the previous years iandrporation of debts of public enterprises
into public debt. The remaining part of the inceea$ HRK 862m can be mostly attributed to
increased compensation of employees and pensiamdgeB expenditures are expected to
grow additionally in 2015 and 2016 when they wi#lach HRK 136.9bn and 141.7bn,
respectively.
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Table 7: Trends in the budgetary central governnexpienditure for the 2012-2016 period

2013 Index 2014 Index 2015 Index 2016 Index
(HRK 000) 2012 Plan 13/12 | Projection 14/13 | Projection 15/14 | Projection 16/15
TOTAL EXPENDITURE (3+4) 119,837,973| 123,646,478 103.2| 131,669,938, 106.5| 136,938,534 104.0| 141,664,568 103.5
3 Expense 118,729,992 121,450,157 102.3| 128,943,710 106.2| 133,903,219 103.8| 138,767,466 103.6
31 Compensation of employees 22,394,794] 20,711,915 92.5] 21,359,300] 103.1| 22,039,954 103.2| 22,732,510 103.1
32 Material expense 8,241,000 8,748,648| 106.2 8,796,839 100.6 8,914,790 101.3 8,759,233 98.3
34 Financial expense 8,821,579| 10,051,993 113.9| 12,552,575 124.9] 13,454,852 107.2| 14,493,134 107.7
35 Subsidies 5,762,321 5,989,258| 103.9 6,687,649 111.7 6,894,035 103.1 6,809,894 98.8
36 Grants 4,755,279 6,730,572 141.5 9,491,902 141.0] 10,428,013 109.9] 11,845,030 113.6
37 Compensations to citizens and households
based on insurance and other compensations 64,373,649| 63,975,455 99.4] 64,421,092 100.7| 64,927,406 100.8| 65,897,334 1015
38 Other expense 4,381,369 5,242,315 119.7 5,634,353 107.5 7,244,169 128.6 8,230,331 113.6
4 Expense for the acquisition of nonfinancial
assets 1,107,982 2,196,321 198.2 2,726,228| 124.1 3,035,315 111.3 2,897,102 95.4

Source: Ministry of Finance

Compensation of employees

By its share in total expenditures compensatioeraployees represents the second largest
item of budget expenditures, which is to the grgagxtent determined by trends in the
number of state and civil servants. Total compenmisadf employees will amount to HRK
21.4bn in 2014, that is, will increase by HRK 64@ma consequence of the increase in basic
salary accounting for the years of service, wiskame as in 2013, no payments arising from
acquired benefits, such as Christmas or holidayba@mne envisaged. The reform of the salary
system and the expansion of the scope of beneésiaf the central salary calculation system
(COP) will also lead to savings in this expenditcagegory. In addition, next year is expected
to bring about a decline in the number of employaestate and civil service due to a certain
number of civil servants and employees qualifyiog dld-age pension. Total compensation
of employees will reach HRK 22bn in 2015 and HRK722 in 2016.

Material expense

Material expense include the reimbursement of cokEmployees, expenses on current and
investment maintenance, office equipment, energhtany equipment, etc. In the 2014-2016
period they are projected to average at some HRBKN8.which assumes that rationalisation
measures and saving will continue in relation tbit@ms, especially in relation to the
reimbursement of costs of employees, expenses oiice® as well as other operating
expenses not mentioned.

Financial expense

Financial expense, which consist of interest onadssecurities, interest on received loans
and other financial expenses, have been projecteatcordance with the situation in the
financial markets, that is, with the repayment sadtthe public debt incurred in the previous
period and due to inclusion of the debts of pubhterprises into public debt. The projected
financial expense in 2014 is HRK 12.6bn, up HRKb2.%elative to the plan for 2013. It is
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expected to increase further by HRK 900m in 2018 EHRK 1bn in 2016. In other words,
financial expense is projected at HRK 13.5n in 2848 14.5bn in 2016.

Subsidies

Expense on subsidies will record an increase of HIRBm in 2014 and amount to HRK
6.7bn. Expense is projected to be the highest dbsidies in agriculture and to Croatian
Railways (HZ) and subsidies for shipbuilding duebsigations under restructuring plans. In
2014, subsidies for agriculture are expected toesse by HRK 450m. The amount of
national contribution for direct payments in aghicte will remain in line with the plan in
2013, while this will be topped by EU funds forefit payments in agriculture worth HRK
732m. In the upcoming period, subsidies for agtizel will require greater supervision and
control in order to eliminate irregularities in thathdrawal of budgetary funds, increase
efficiency and achieve a higher level of total agtiural production.

Subsidies to Croatian Railways will increase by HRKLm, totalling HRK 1.2bn, of which
HRK 516m is earmarked for the maintenance of rajilwafrastructure and transport
regulation, while HRK 636m is intended for inceetvto railway passenger transport.

Subsidies to shipbuilding will total HRK 672m, whiégs HRK 198m less than planned in
2013. This is in line with the financing dynamicgreed with the European Commission
under the shipyard restructuring plans.

Subsidies to small and medium-sized enterprises haen projected at HRK 349m, up HRK
189m relative to the plan in 2013. This is a resdllthe access to EU structural funds for
regional competitiveness and strengthening of nreasaimed at spurring investments.

Subsidies are projected at HRK 6.9bn and HRK 6i8i#9015 and 2016 respectively.

Grants allocated abroad and within the general govament

Expenses for grants from the state budget allocabechd and within the general government
are projected at HRK 9.5bn in 2014. This is HRKba.8nore than in the previous year,
primarily as a result of the year-long effect oé tbbligation of the Republic of Croatia to
contribute to the European Union budget, in thaltof HRK 3.6bn. In addition, EU grants
for projects will increase by HRK 925m, primarily the sectors of regional development,
science, agriculture, environment and labour. Tiogepted grants for funds to decentralised
functions of local government units will total HRIK4bn.

In the following two years, total grants will reaeiRK 10.4bn and HRK 11.8bn respectively,
as a result of further increase in EU grants.

Compensations to citizens and households based oisurance and other compensations

Compensations to citizens and households basedhsarance and other compensations
represent the largest item of budget expendituck vaill increase by HRK 446m in 2014
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relative to the plan for 2013. Their amount willttte greatest extent be determined by the
trends in expenses on pensions and health carexg®hses on child allowances, maternity
benefits, unemployment benefits and social welfare.

Expenses for pensions in 2014 are projected at BB¥. This envisages the alignment of
pensions arising from employment with the costbvirig and a parallel reform of the system
of privileged pensions. Health care expenses agged at HRK 19.5bn, in line with this
year’s plan. The upcoming period is expected tofsgher effects of the implementation of
the unified public procurement and the reductiorexpenses for prescription medicines, as
well as of sick leave controls and improvementshim efficiency of organisational units in
health care institutions. In addition, the objeetof the implementation of the programme of
restructuring of some health care institutions tres started in 2013 will be to rationalise this
category of expenses and improve the quality oht#adth care system as a whole.

Expenses for social welfare went up by HRK 235natre¢ to the plan for 2013. As of 1
January 2014 a guaranteed minimum benefit will eoduced unifying certain social
welfare benefits that have up to this point beedeurthe jurisdiction of the Ministry of
Veterans’ Affairs, Ministry of Labour and Pensiogs&m and the Ministry of Social Policy
and Youth. Thus, payments for subsistence benefittended social benefits and social
benefits will in the existing social welfare systdegally and budgetary be unified into a
guaranteed minimum benefit, thus strengtheningetfieiency and organisation of the social
welfare system. In addition, the planned develogmeelating to these expenses are also
determined by the increase in number of applicatfon social welfare benefits.

Compensations to citizens and households in 20d26h6 are projected at HRK 64.9bn and
HRK 65.9bn, respectively.

Other expense

Other expense, including current and capital donati fines, penalties and forfeits,
extraordinary expense and capital grants, is ptejeat HRK 5.6bn in 2014, which is HRK
392m more than planned for 2013. In 2015, it velhech HRK 7.2bn and in 2016 HRK 8.2bn.
The largest portion of these expenses will be tiide¢o current and capital investments in
transport infrastructure, rural development ancersme. The substantial increase in these
expenses arises from the implementation of projeztBnanced from EU funds. In the next
three years substantial funds will be directed Hfomodernisation.

Expense for the acquisition of nonfinancial assets

In 2014, expense for the acquisition of nonfinaheissets is projected at HRK 2.7bn, up
HRK 530m on the year before, with the largest portdf this increase relating to projects
financed from the EU budget, such as the developmwiethe Schengen capacity as well as
scientific and judiciary projects. In addition, te&penses for financing the construction of
border crossings and for the procurement of afigieting aircraft will be registered in this
item category.

This expense category is expected to continue asarg in 2015 and 2016, thus reaching
HRK 3bn in 2015 and HRK 2.9bn in 2016.
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Extrabudgetary users

The share of expenditure of extrabudgetary usesesshsre in the gross domestic product will
increase in the upcoming medium-term period frog%2in 2014 to 2.9% in 2015 and 3% in
2016. This increase in expenditure will arise frovoreased investment activity of Croatian
Waters, Croatian Roads and the Environmental Rioteand Energy Efficiency Fund. The

substantial portion of activities is planned toflmanced from EU funds. Compensation of
employees, material expense and financial expeflseaintain the same share in GDP over
the medium-term horizon under review.

Table 8: Trends in the extrabudgetary users experalfor the 2012-2016 period

2013 2014 2015 2016

% of GDP 2012 Plan Projection Projection Projection
Total expenditure 2.0 21 2.2 2.9 3.0
Compensation of employees 0.1 0.1 0.1 0.1 0.1
Material expense 0.7 0.7 0.7 0.7 0.7
Financial expense 0.1 0.2 0.2 0.2 0.2
Capital grants 0.2 0.2 0.2 0.8 1.2
Expense for the acquisition of nonfinancial assets 0.8 0.8 0.9 1.0 0.8
Other 0.1 0.1 0.1 0.1 0.1

Source: Ministry of Finance

Local and regional self-government units

Total expenditure of all 576 local and regionaf-geivernment units in the 2014-2016 period
are projected to average at some 6.6% of GDP, télmaterial expense and compensation
of employees, as the largest categories in théamfenditure, decreasing their share in GDP
towards the end of the medium-term period. Theesbiother expenditure categories in GDP
will remain unchanged throughout the entire medterm period.

Table 9: Trends in the local government expendifarehe 2012-2016 period

2013 2014 2015 2016
% of GDP 2012 Plan Projection Projection Projection
Total expenditure 6.9 6.8 6.7 6.5 6.5
Compensation of employees 1.6 15 15 14 14
Material expense 25 25 2.4 2.4 23
Subsidies 0.3 0.3 0.3 0.3 0.3
Compensations to citizens and households based on insurance and other
compensations 0.3 0.3 0.3 0.3 0.3
Current donations and capital grants 0.8 0.8 0.8 0.8 0.8
Expense for the acquisition of nonfinancial assets 11 1.0 1.0 1.0 1.0
Other 0.3 0.3 0.3 0.3 0.3

Source: Ministry of Finance

4.3.1. Expenditure of the budgetary central government bydivisions

Table 10 contains an estimate of the ceiling offthancial plan for the 2014-2016 period

broken down by budgetary central government divisiolhese estimates include operating
expenses (group of accounts 3) and expense fadipisition of nonfinancial assets (group
of accounts 4). These expenditures are financed the following sources: general revenue
and receipts, contributions (only for the Ministrfy Health and the Ministry of Labour and

Pension System) and special purpose income fronowong.
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The source of financing entitled “general revenue aeceipts” comprises the following
items: revenues from taxes (for the most part)emeres from financial assets, revenues from
administrative fees, state administration reventeg&nues from fines, receipts from financial
assets and borrowings and other.

The purpose of use of revenues which are classifieter the source of financing “general
revenue and receipts” is determined within the letiitgelf.

Expenditures planned in the financial plan of admiduser from the source of financing
“general revenue and receipts” are settled up & amount of the planned expenditure
irrespective of revenues collected.

Table 10 does not include an estimate of operakpmenses and expense for the acquisition
of nonfinancial assets to be financed from otharrses, such as: own revenues, special
purpose revenues, grants and donations. The sgemdia for these sources of finance
depends on the nature of the source of financsweifit

Table 11 gives the estimate of the financial plan the category of compensation of
employees for the 2014-2016 period broken downuagbtary central government divisions
for the sources of financing entitled general rexeand receipts, contributions and special
purpose income from borrowing. Budgetary usersadneggated to adhere to the amount set
for compensation of employees, as shown in Table 11

Table 12 contains an estimate of the ceiling of tthtal financial plan for the 2014-2016
period broken down by budgetary central governnagvisions, which does not include the
amount of financial plan of the category of comios of employees, shown in Table 11.

For the purpose of developing fiscally and socialkgtainable budgets in the upcoming three
year period, the ministries, state offices and aigsnmust draft their financial plans
respecting the set limits according to divisionglef state budget for the sources of finance
that affect the level of the general governmenicitef

Given the limitations of the budget, budgetary sasmre encouraged to plan projects which
can be co-financed from European funds. Own fundstrbe secured in their own positions
for the purpose of national co-financing. To usefttls allocated to the Republic of Croatia
in the programme 2014-2020 period financing pligsitare set in operating programmes in
line with the theme priorities of the EU. Budgetasers are primarily to plan projects in line
with the set priorities, available funds and reaalislynamics of the implementation of

individual projects.

It is noteworthy that expenditure shown in Tabl@-12 do not include expenses of those
agencies, funds and institutes which will becomdgatiary users as of 1 January 2014 and
are up to that point outside the State TreasuryeBysThose are as follows: the Fund for
Indemnification of Seized Property, the Agency fAreas Endangered by Explosive
Atmosphere, Fund for Financing the Decommissionoigthe KrSko Nuclear Plant, the
Croatian Energy Regulatory Agency, the Electroniedd Agency, the Croatian Civil
Aviation Agency, the Croatian Post and Electronmr®nunications Agency, the Croatian
Institute for Toxicology and Antidoping. The comget ministries are obligated to implement
the necessary changes to regulations in ordehélidted agencies, funds and institutes to be
included into the State Treasury system as of lualgn2014. The total revenue and
expenditure of the budgetary central governmentstasvn in these Guidelines, will be
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adjusted following the inclusion of the mentioneders into the budgetary central
government.

26



Table 10:Total expenditure limitsby divisions of the budgetary central governmenttlie
following sources of financing: general revenue amdeipts, contributions and special
purpose income from borrowing for the 2014-2016qukr

2013 2014 Tndex 2015 Tndex 2016 Tndex
(HRK 000) ' Plan Projection 14/13  Projection 15114 Projection 16/15
TOTAL 118,845,264 124,439,772 104.7 126,949,680 102.0 130,265,446 102.6
010 CROATIAN PARLIAMENT 254,734 223914 879 324,487 1449 179,719 554
013 FORMER PRESIDENT OF THE REPUBLIC OF CROATIA 948 910  96.0 922 101.3 924 100.3
015 PRESIDENT OF THE REPUBLIC OF CROATIA 45,620 43303 949 44508 102.8 45057 1012
017 CONSTITUTIONAL COURT OF THE REPUBLIC OF CROATIA 30,763 28,602 93.0 30,100 105.2 30,237 1005
018 CROATIAN COMPETITION AGENCY 13,056 14,124 1082 13,691 969 13,742 100.4
020 GOVERNMENT OF THE REPUBLIC OF CROATIA 172,728 182,045 1054 186,341 1024 184,985 99.3
025 MINISTRY OF FINANCE 16,012,859 20,448,384 127.7 21,407,011 1047 22,379,630 104.5
026 STATE OFFICE FOR TRADE POLICY 15,777 14973 949 15,024 1003 15,075 100.3
027 RC - SECURITY AND INTELLIGENCE AGENCY 331,848 330,335 995 341,382 1033 343451 100.6
028 CENTRAL PROCUREMENT OFFICE 5,393 12,334 2287 8,683 704 8054 928
029 STATE PROPERTY MANAGEMENT ADMINISTRATION 7,023 21,283 303.1 21,018 988 21945 1044
030 MINISTRY OF DEFENCE 4,626,700 4,627,170  100.0 4,659,724 100.7 4,741,410 1018
032 STATE OFFICE FOR CROATS ABROAD 56,000 55173 985 57,240 103.7 57,702 100.8
033 STATE OFFICE FOR RECONSTRUCTION AND HOUSING CARE 234,109 228495 976 225453 987 232,262 103.0
040 MINISTRY OF THE INTERIOR 4,129,247 4,477,458 1084 4,627,008 1033 4,814,792 104.1
041 MINISTRY OF WAR VETERANS 1,104,241 961,371 871 939,689 97.7 950,706 101.2
048 MINISTRY OF FOREIGN AND EUROPEAN AFFAIRS 634,772 565,181 89.0 564,981 100.0 584,992 103.5
049 MINISTRY OF ECONOMY 1,794,104 1,658,457 924 1,441,550 869 1,342,505  93.1
051 MINISTRY OF ENTREPRENEURSHIP AND CRAFTS 259,460 335954 1295 356,101 106.0 320,969  90.1
055 MINISTRY OF CULTURE 674,090 648,867 96.3 675,896 104.2 687,794 101.8
060 MINISTRY OF AGRICULTURE 3,492,193 3,168,639  90.7 3,418,883 107.9 3,844,780 1125
061 MINISTRY OF REGIONAL DEVELOPMENT AND EU FUNDS 705,138 526,560 74.7 590,904 1122 660,895 111.8
MINISTRY OF MARITIME AFFAIRS, TRANSPORT AND
065 INFRASTRUCTURE 5,522,558 5,886,829 106.6 6,184,769 105.1 6,505,729 1052
076 MINISTRY OF CONSTRUCTION AND PHYSICAL PLANNING 441,304 424,363 962 403,891 952 383,946  95.1
077 MINISTRY FOR ENVIRONMENTAL AND NATURE PROTECTION 236,651 283,340 119.7 275,266 972 249526 90.6
080 MINISTRY OF SCIENCE, EDUCATION AND SPORTS 10,956,285 11,400,375 104.9 11,631,083 1012 11,992,107 103.1
086 MINISTRY OF LABOUR AND PENSION SYSTEM 38,330,962 38,646,018 100.8 39,023,021 101.0 39,761,717 1019
090 MINISTRY OF TOURISM 202,544 202,004 99.7 205,561 1018 206,958 100.7
095 MINISTRY OF ADMINISTRATION 340,404 348,007 1023 374,582 1076 383,942 1025
096 MINISTRY OF HEALTH 19,693,440 19,661,823 99.8 19,898,541 101.2 20,228,728 1017
102 MINISTRY OF SOCIAL POLICY AND YOUTH 5,791,614 6,078,833 105.0 6,107,254 100.5 6,140,763 1005
106 CROATIAN ACADEMY OF SCIENCE AND ARTS 52,200 53,306 102.1 54118 1015 54,838 101.3
110 MINISTRY OF JUSTICE 2,303,655 2,413,655 104.8 2,444,234 1013 2,504,160 1025
120 OMBUDSMAN'S OFFICE 8,505 8,554 100.6 8,997 1052 9,375 1042
121 OMBUDSMAN FOR CHILDREN 5,331 5291 99.2 5303 100.2 5505 103.8
122 OMBUDSMAN FOR GENDER EQUALITY 2,644 2,655 100.4 2,853 1074 2,990 104.8
123 OMBUDSMAN FOR PEOPLE WITH DISABILITIES 2,971 3143 1058 3,206 1020 3,246 1012
160 CROATIAN BUREAU OF STATISTICS 83,316 84,377 1013 85,583 101.4 89,539 104.6
185 STATE AUDIT OFFICE 53,530 52,960 98.9 56,892 107.4 57,313 100.7
STATE COMMISSION FOR SUPERVISION OF PUBLIC
196 PROCUREMENT PROCEDURE 7,831 8,802 1124 10,027 1139 10,371 1034
225 STATE INSPECTOR'S OFFICE 128,956 128,102 993 132,470 1034 132,955 1004
230 COMMISSION ON RELATIONS WITH RELIGIOUS COMMUNITIES 529 554 104.7 569 102.7 578 1016
CROATIAN INFORMATION AND DOCUMENTATION REFERRAL
235 AGENCY 4812 0 # 0 # 0 #
240 OFFICE OF THE NATIONAL SECURITY COUNCIL 20,597 22,012 106.9 22,789 1035 22,812 100.1
OPERATIONAL AND TECHNICAL CENTRE FOR THE
241 SUPERVISION OF TELECOMMUNICATIONS 21,209 23151 109.2 26,919 116.3 19,934 741
242 INFORMATION SYSTEMS SECURITY BUREAU 12,823 12,758 995 13,558 1063 12,788 943
250 PERSONAL DATA PROTECTION AGENCY 5483 7147 1304 7,229 101.1 7324 1013
256 STATE OFFICE FOR RADIOLOGICAL AND NUCLEAR SAFETY 12,113 15,000 124.6 15,803 1047 13087 828
257 RAILWAY MARKET REGULATORY AGENCY 2,195 3,003 1368 3,576 119.1 3592 100.4

Source: Ministry of Finance
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Table 11:Limits on compensation of employedsy divisions of the budgetary central
government for the following sources of financingeneral revenue and receipts,
contributions and special purpose income from baing for the 2014-2016 period

2013 2014 Tndex 2015 Tndex 2016 Tndex
(HRK 000) Plan Projection 14/13  Projection 15/14 Projection 16/15
TOTAL 20,628,796 21,281,304 103.2 21,958,321 1032 22,655,664 103.2
010 CROATIAN PARLIAMENT 109,108 102,407 939 106,438 103.9 110,231 1036
013 FORMER PRESIDENT OF THE REPUBLIC OF CROATIA 256 248 969 255 1027 255 1002
015 PRESIDENT OF THE REPUBLIC OF CROATIA 23,826 21,601 907 22,905 106.0 23434 1023
017 CONSTITUTIONAL COURT OF THE REPUBLIC OF CROATIA 23,673 22,030 931 23518 106.8 23,635 1005
018 CROATIAN COMPETITION AGENCY 9,856 10,617 107.7 10,328 97.3 10,378 1005
020 GOVERNMENT OF THE REPUBLIC OF CROATIA 63,731 60,073 957 66,735 109.5 69,374 104.0
025 MINISTRY OF FINANCE 918,697 909,851  99.0 923,639 1015 935225 1013
026 STATE OFFICE FOR TRADE POLICY 10,133 10,133 100.0 10,183 1005 10,234 1005
027 RC - SECURITY AND INTELLIGENCE AGENCY 220,854 212,405 962 224,353 1056 225,387 1005
028 CENTRAL PROCUREMENT OFFICE 3,945 3331 844 3,510 1054 3,681 1049
029 STATE PROPERTY MANAGEMENT ADMINISTRATION 5,589 13424 2402 13,992 1042 14,580 104.2
030 MINISTRY OF DEFENCE 2,570,797 2,440,281 949 2,543,232 104.2 2,620,374 103.0
032 STATE OFFICE FOR CROATS ABROAD 10,111 8,684 859 9141 1053 9,589 104.9
033 STATE OFFICE FOR RECONSTRUCTION AND HOUSING CARE 7,546 11,002 147.0 11,144 1005 11,199 1005
040 MINISTRY OF THE INTERIOR 2,824,035 3,051,508 108.1 3,166,922 10338 3,252,584 1027
041 MINISTRY OF WAR VETERANS 22,360 22,501 1006 22,904 1018 23,187 1012
048 MINISTRY OF FOREIGN AND EUROPEAN AFFAIRS 285,642 285,950 100.1 286,800 100.3 297,450 103.7
049 MINISTRY OF ECONOMY 80,053 64,185 80.2 77,784 1212 81,504 1048
051 MINISTRY OF ENTREPRENEURSHIP AND CRAFTS 26,410 25,096 95.0 29,648 1181 34,822 1175
055 MINISTRY OF CULTURE 225,036 198,872 884 227,470 1144 238,608 104.9
060 MINISTRY OF AGRICULTURE 235,799 272,149 1154 286,054 105.1 300,157 1049
061 MINISTRY OF REGIONAL DEVELOPMENT AND EU FUNDS 67,890 59,725 88.0 66,108 1107 68,021 1029
MINISTRY OF MARITIME AFFAIRS, TRANSPORT AND
065 INFRASTRUCTURE 99,083 103,811 104.8 108,987 105.0 111,379 1022
076 MINISTRY OF CONSTRUCTION AND PHYSICAL PLANNING 154,586 154,877 100.2 160,318 103.5 163,823 102.2
077 MINISTRY FOR ENVIRONMENTAL AND NATURE PROTECTION 116,749 119,886 102.7 129,242 1078 136,401 1055
080 MINISTRY OF SCIENCE, EDUCATION AND SPORTS 8,855,038 9,354,051 105.6 9,639,286 103.0 10,008,975 103.8
086 MINISTRY OF LABOUR AND PENSION SYSTEM 436,001 459,321 1053 421,298 917 427,578 1015
090 MINISTRY OF TOURISM 12,667 13,053  103.0 14,042 1076 14,739 105.0
095 MINISTRY OF ADMINISTRATION 258470 264,233 1022 278,007 1052 281,336 101.2
096 MINISTRY OF HEALTH 263,481 268,607 101.9 289,431 1078 302,833 1046
102 MINISTRY OF SOCIAL POLICY AND YOUTH 670,657 696,817 103.9 701,999 100.7 708,884 101.0
106 CROATIAN ACADEMY OF SCIENCE AND ARTS 48,031 48,990 102.0 49,693 1014 50,413 1014
10 MINISTRY OF JUSTICE 1,696,561 1,728,290 101.9 1,754,757 1015 1,801,452 102.7
120 OMBUDSMAN'S OFFICE 7,160 6,943 97.0 7,324 1055 7,685 104.9
121 OMBUDSMAN FOR CHILDREN 3,609 3,608 100.0 3,733 1035 3,919 105.0
122 OMBUDSMAN FOR GENDER EQUALITY 1,944 1,946  100.1 2,139 1099 2,270 106.1
123 OMBUDSMAN FOR PEOPLE WITH DISABILITIES 2,072 2421 1023 2,195 1035 2234 1018
160 CROATIAN BUREAU OF STATISTICS 56,283 53,419 949 57,149 107.0 60,430 1057
185 STATE AUDIT OFFICE 46,058 43,940 954 47,822 10838 48,243 100.9
STATE COMMISSION FOR SUPERVISION OF PUBLIC
196 PROCUREMENT PROCEDURE 5,666 6,588 116.3 7,635 1159 7,713 1010
225 STATE INSPECTOR'S OFFICE 101,295 98,971 977 102,740 103.8 103,225 1005
230 COMMISSION ON RELATIONS WITH RELIGIOUS COMMUNITIES 385 409 1063 423 1034 431 1019
CROATIAN INFORMATION AND DOCUMENTATION REFERRAL
235 AGENCY 3,682 0 # 0 # 0 #
240 OFFICE OF THE NATIONAL SECURITY COUNCIL 16,606 16,143 972 17,034 1055 17,145 100.7
OPERATIONAL AND TECHNICAL CENTRE FOR THE
241 SUPERVISION OF TELECOMMUNICATIONS 10,847 10,832 99.9 10,850 100.2 11,075 1021
242 INFORMATION SYSTEMS SECURITY BUREAU 7,098 7,042 992 7,742 109.9 7,772 1004
250 PERSONAL DATA PROTECTION AGENCY 4,461 4,893 109.7 4,933 1008 5178 105.0
256 STATE OFFICE FOR RADIOLOGICAL AND NUCLEAR SAFETY 3772 3220 854 3776 1173 3,906 1034
257 RAILWAY MARKET REGULATORY AGENCY 1,217 2,231 1833 2,702 1211 2,715 100.5

Source: Ministry of Finance
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Table 12: Limits ototal expenditure except compensation of employbgdivisions of the
budgetary central government for the following smas of financing: general revenue and
receipts, contributions and special purpose incdram borrowing for the 2014-2016 period

2013 2014 Tndex 2015 Tndex 2016 Tndex
(HRK 000) Plan Projection 14/13 Projection 15/14 Projection 16/15
TOTAL 98,216,468 103,158,469 105.0 104,991,359  101.8 107,609,783 1025
010 CROATIAN PARLIAMENT 145,626 121,506 834 218,049 1795 69,488 319
013 FORMER PRESIDENT OF THE REPUBLIC OF CROATIA 692 662 957 667 100.8 669 100.3
015 PRESIDENT OF THE REPUBLIC OF CROATIA 21,794 21,703 996 21603 995 21,623 100.1
017 CONSTITUTIONAL COURT OF THE REPUBLIC OF CROATIA 7,090 6,572 927 6,582 100.2 6,602 1003
018 CROATIAN COMPETITION AGENCY 3,200 3507 1096 3363 959 3,363 100.0
020 GOVERNMENT OF THE REPUBLIC OF CROATIA 108,997 121,072 1111 119,606 98.8 115610 96.7
025 MINISTRY OF FINANCE 15,094,161 19,538,533 1294 20,483,372 104.8 21,444,406 104.7
026 STATE OFFICE FOR TRADE POLICY 5,645 4841 858 4841 100.0 4,841 100.0
027 RC - SECURITY AND INTELLIGENCE AGENCY 110,994 117,029 1062 117,029 992 118,064 100.9
028 CENTRAL PROCUREMENT OFFICE 1,448 9,003 6218 5173 575 4373 845
029 STATE PROPERTY MANAGEMENT ADMINISTRATION 1,434 7,859 5479 7,026 894 7,365 104.8
030 MINISTRY OF DEFENCE 2,055,903 2,186,889 1064 2,116,492 968 2,121,036 1002
032 STATE OFFICE FOR CROATS ABROAD 45,889 46,489 1013 48,100 1035 48,114 100.0
033 STATE OFFICE FOR RECONSTRUCTION AND HOUSING CARE 226,563 217,403 96.0 214309 986 221,063 103.2
040 MINISTRY OF THE INTERIOR 1,305,212 1,425950 109.3 1,460,176 1024 1,562,208 107.0
041 MINISTRY OF WAR VETERANS 1,081,881 938,870 86.8 916,785 97.6 927,519 101.2
048 MINISTRY OF FOREIGN AND EUROPEAN AFFAIRS 349,130 279231 80.0 278,181 996 287,542 103.4
049 MINISTRY OF ECONOMY 1,714,051 1,594,272 930 1,363,766 85.5 1,261,001 925
051 MINISTRY OF ENTREPRENEURSHIP AND CRAFTS 233,050 310,858 1334 326,453 105.0 286,147 87.7
055 MINISTRY OF CULTURE 449,054 449,995 100.2 448426 99.7 449,186  100.2
060 MINISTRY OF AGRICULTURE 3,256,394 2,896,490 889 3,132,829 1082 3,544,624 1131
061 MINISTRY OF REGIONAL DEVELOPMENT AND EU FUNDS 637,248 466,836 733 524,796 1124 592,873 113.0
MINISTRY OF MARITIME AFFAIRS, TRANSPORT AND
065 INFRASTRUCTURE 5,423,505 5,783,018 106.6 6,075,782 105.1 6,394,349 1052
076 MINISTRY OF CONSTRUCTION AND PHYSICAL PLANNING 286,718 260,486 94.0 243573 904 220123 904
077 MINISTRY FOR ENVIRONMENTAL AND NATURE PROTECTION 119,902 163,454 1363 146,024 893 113125 775
080 MINISTRY OF SCIENCE, EDUCATION AND SPORTS 2,101,247 2,136,324 1017 1,992,696 933 1983132 995
086 MINISTRY OF LABOUR AND PENSION SYSTEM 37,894,961 38,186,696 100.8 38,601,723 101.1 39,334,139 101.9
090 MINISTRY OF TOURISM 189,877 188,951 995 191,520 1014 192,220 100.4
095 MINISTRY OF ADMINISTRATION 81,934 83,864 1024 96,575 115.2 102,605 106.2
096 MINISTRY OF HEALTH 19,429,959 19,393,216 99.8 19,609,111 1011 19,925,896 101.6
102 MINISTRY OF SOCIAL POLICY AND YOUTH 5,120,957 5,382,016 105.1 5,405,255 1004 5,431,878 100.5
106 CROATIAN ACADEMY OF SCIENCE AND ARTS 4,169 4316 1035 4425 1025 4,425 100.0
110 MINISTRY OF JUSTICE 607,094 685,364 112.9 689,477 100.6 702,708 101.9
120 OMBUDSMAN'S OFFICE 1,345 1,611 1197 1,674 1039 1,690 101.0
121 OMBUDSMAN FOR CHILDREN 1,722 1,683 977 1,570 933 1,586 101.0
122 OMBUDSMAN FOR GENDER EQUALITY 700 710 1014 714 1006 721 1009
123 OMBUDSMAN FOR PEOPLE WITH DISABILITIES 898 1,023 1138 1,012 989 1,012 100.0
160 CROATIAN BUREAU OF STATISTICS 27,033 30,958 1145 28434 9138 29,109 1024
185 STATE AUDIT OFFICE 7472 9,020 1207 9,070 1006 9,070 100.0
STATE COMMISSION FOR SUPERVISION OF PUBLIC
196 PROCUREMENT PROCEDURE 2,165 2,214 1023 2,392 108.1 2,658 111.1
225 STATE INSPECTOR'S OFFICE 27,661 29132 1053 29,730 1021 29,730 100.0
230 COMMISSION ON RELATIONS WITH RELIGIOUS COMMUNITIES 144 145 1004 146 1007 147 1007
CROATIAN INFORMATION AND DOCUMENTATION REFERRAL
235 AGENCY 1,130 0 # 0 # 0 #
240 OFFICE OF THE NATIONAL SECURITY COUNCIL 3,991 5869 147.1 5755 981 5667 985
OPERATIONAL AND TECHNICAL CENTRE FOR THE
241 SUPERVISION OF TELECOMMUNICATIONS 10,362 12,319 1189 16,060 130.4 8,859 55.1
242 INFORMATION SYSTEMS SECURITY BUREAU 5725 5716 99.8 5816 101.7 5016 862
250 PERSONAL DATA PROTECTION AGENCY 1,022 2,255 2206 2,296 101.8 2146 935
256 STATE OFFICE FOR RADIOLOGICAL AND NUCLEAR SAFETY 8,342 11,870 1423 12,027 1013 9181 763
257 RAILWAY MARKET REGULATORY AGENCY 978 773 790 874 1134 876 100.2

Source: Ministry of Finance
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4.4. Consolidated general government in the 2014—2016 noed

According to the projected trends in revenue anpepsiture at all levels of the general
government budget, the planned deficit is expetiiddcrease from 3.5% of GDP in 2013 to
5.5% of GDP in 2014, after that it is expected @alohe to 5.1% in 2015 and 4.5% of GDP in
2016. The largest contribution to the overall cdidsbed general government deficit will
come from the budgetary central government which iwi2014 record a deficit of 5% of
GDP, in 2015 a deficit of 4.5% of GDP, and in 2@l8eficit of 4.1% of GDP. The deficit of
extrabudgetary users will amount to 0.5% of GDR0@&4, 0.6% of GDP in 2015 and 0.4% of
GDP in 2016. Local government units, totalling 2if6ts, will have a balanced budget in the
observed medium-term period.

Table 13: Consolidated general government in 200262period

2013 2014 2015 2016

(HRK 000) 2012 Plan Projection Projection Projection
BUDGETARY CENTRAL GOVERNMENT
Total revenue 109,837,284 113,399,552 114,266,197 120,685,640 126,207,499
% of GDP 33.3 33.7 329 334 334
Total expenditure 119,837,973 123,646,478 131,669,938 136,938,534 141,664,568
% of GDP 36.3 36.8 37.9 37.9 375
Total deficit/surplus -10,000,689 -10,246,926 -17,403,741 -16,252,894 -15,457,069
% of GDP 3.0 3.0 5.0 -45 -4.1
EXTRABUDGETARY USERS
Total revenue 5,048,199 5,681,284 5,875,205 8,123,303 9,967,463
% of GDP 15 1.7 1.7 2.2 2.6
Total expenditure 6,597,369 7,016,522 7,664,163 10,426,346 11,486,839
% of GDP 2.0 2.1 2.2 29 3.0
Total deficit/surplus -1,549,170 -1,335,239 -1,788,958 -2,303,043 -1,519,376
% of GDP -0.5 -0.4 -0.5 -0.6 -0.4
LOCAL GOVERNMENT
Total revenue 22,894,072 22,823,558 23,221,098 23,844,145 24,592,781
% of GDP 6.9 6.8 6.7 6.6 6.5
Total expenditure 22,798,097 22,921,425 23,287,305 23,792,712 24,511,857
% of GDP 6.9 6.8 6.7 6.6 6.5
Total deficit/surplus 95,976 -97,868 -66,207 51,433 80,924
% of GDP 0.0 0.0 0.0 0.0 0.0
CONSOLIDATED GENERAL GOVERNMENT
Total revenue 133,172,765 137,153,953 138,255,793 146,103,387 152,743,244
% of GDP 40.3 40.8 39.8 40.4 40.4
Total expenditure 144,626,649 148,833,984 157,514,699 164,607,891 169,638,765
% of GDP 43.8 44.3 454 45.5 44.9
Total deficit/surplus -11,453,884 -11,680,032 -19,258,906 -18,504,504 -16,895,521
% of GDP -3.5 -3.5 -5.5 -5.1 -4.5

Source: Ministry of Finance

These indicators show that the Republic of Crolaséia breached the fiscal criteria under the
Stability and Growth Pact, i.e. that the threshaiidB% of GDP for the general government
deficit or 60% of GDP for government debt has begoeeded and that in the upcoming
period the Excessive Deficit Procedure will be irega as a corrective arm. This is expected
after the European Commission establishes theesxdstof the excessive budgetary deficit
based on the Fiscal Notification, i.e. the statariices report to be submitted by the Republic
of Croatia to the European Commission on 1 Oct@®ds3, its first as a full member of the

EU. The Republic of Croatia was subject to fisaalsillance as a candidate country based
on its Fiscal Notifications starting from 2005. &nthe spring Fiscal Notification of April

2013, the responsibility for the compilation andmsitting of the Notification to Eurostat lies
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with the Croatian Bureau of Statistic and no longéh the Ministry of Finance which was
formerly the case.

Excessive Deficit Procedure — EDP

The Stability and Growth Pact sets out fiscal catéhat Member States must adhere tq in
order to ensure fiscal discipline necessary tmthice the euro as a national currency, |i.e.
in order to achieve and maintain a stable positiotihe Economic and Monetary Union.
The quantitative criteria relate to:

1. the (general) government deficit, which must bagach the threshold of 3% of
GDP,
2. government debt, which must not exceed 60% dPGD

In case a Member State exceeds the set criteddxhessive Deficit Procedure (EDP)|is
launched at EU level. The procedure has severps sted may, inter alia, include fiscpl
sanctions, aimed at motivating Member States tdédmpnt measures necessary to meet
the said criteria.

The criteria, timeframes and the schedule of datwvifor establishing and treating
Member States at the moment and after establistiiagexcessive budget deficit are
clearly defined in the Excessive Deficit Procedufde Commission establishes the
existence of excessive deficit in the period aftpril or October every year, that is, after
every Member States has submitted to the Commissidriscal Notification. A Membe
State is not subject to Excessive Deficit Procedurere the Commission establishes that
a government deficit exceeding 3% of GDP is exosati and temporary.

After the Council establishes, in view of the sarderia and at the recommendation py
the Commission, the existence of excessive deficftroposes to the Member State |to
adopt an effective corrective plan with the a gdtroe limits which must be in line with
Council recommendations. The Council supervises thglementation of itg
recommendations and, following the correction eféhcessive deficit, closes the EDP.

In case a Member State fails to comply with th@mmendations of the Council and fails
to implement the measures set within the correcpblam, the Council may take it t
another level of Excessive Deficit Procedure, whitdty culminate in financial sanctions
for euro area Member States, respectively in tlspension of a share of funds from the
Cohesion Fund for other Member States.

[®)

Given the four years of economic recession and taobal costs associated with EU
membership which paired with the effects of thesisrinarrowed the existing fiscal
manoeuvring space, these Guidelines advocate drisslted adjustment.
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5. PUBLIC DEBT OVER A MEDIUM TERM

5.1. Public debt balance and projections in the 2014—261period

At the end of 2012, the public debt of the Repubfi€Croatia was HRK 177.4bn, increasing
from the end of 2011 by HRK 21.5bn. The share dilipudebt in GDP at the end of 2012
was 53.7%. This increase in public debt in the qeerunder review is a result of the
consolidated general government deficit realised2012 but also of the fact that the
government, in line with plans to restructure tbardry’s shipyards, assumed their liabilities
in the public debt in the total amount of HRK 9.2@ime foreign component of public debt
increased relative to 2011 by HRK 10.3bn, while ttemestic component increased by
11.2bn in the same period.

With regard to the amount of debt according toléwels of government, at the end of 2012
the central government accounted for the largedigooof debt, HRK 165.9bn, followed by
the debt of extrabudgetary users of HRK 9.6bn dmeddebt of local government units of
HRK 1.9bn. The central government made most obdeowing in the domestic market.
Consequently, the domestic component of debt adsoion 63.5% of its total debt. The
domestic component of debt also predominates iraleutigetary users with a 76.2% share of
total debt of extrabudgetary users. Local goverrinogits also borrowed predominantly in
the country so the domestic component of debt eh@1.1% in the total debt of the local
government.

Chart 3: Trends in public debt in the 2008—2012iqe:r
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Financing the general government budget and projeatns of public debt developments

The overall financing needs in the upcoming medtarm period will be determined by the

developments in the general government budgetigdiitancial assets, as well as liabilities
falling due during the period. The need to finatiee overall budget deficit and due liabilities
will attract attention towards both the domestid #ime foreign financial markets. As for debt
instruments, in the period under review attentiall e drawn towards instruments with

longer maturities, primarily bonds. As for positiedfects on financing and public debt
dynamics, it is noteworthy that in the followingrdéle years privatisation is expected to
contribute with some 0.6% of GDP per year.

The majority of liabilities falling due in the 2022016 period relates to six bonds, of which
four are domestic and two foreign. Two of the daimedsonds are denominated in euro, the
first in the amount of EUR 650m and the second B3%Rm, while the remaining two are
denominated in kuna with their total worth being KI®bn. Foreign bonds are two
Eurobonds, the first in the amount of EUR 500m,unag in 2014, and the second in the
amount of EUR 750m, maturing in 2015. As for loathg, greatest liabilities maturing in the
period under review relate to syndicated loansadsn the domestic financial market.

Table 14: Overview of the bonds of the RepubliCroftia in the 2014-2016 period

Amount Date of

Bond Date of issue (in million)  Interest rate maturity
DOMESTIC BONDS
Series 05 D-14 10.2.2004 650 EUR 5.50% 10.2.2014
Series 09 D-15 14.7.2005 350 EUR 4.25% 14.7.2015
Series 10 D-15 15.12.2005 5.500 HRK 5.25% 15.12.2015
Series 16 D-16 22.7.2011 3.500 HRK 5.75% 22.7.2016
FOREIGN BONDS
Euro - EUR VI 2014 15.4.2004 500 EUR 5.00% 15.4.2014
Euro - EUR VII 2015 5.6.2009 750 EUR 6.50% 5.1.2015

Source: Ministry of Finance

In line with the planned consolidated general gorernt deficit, i.e. the financing needs in
2013, it is expected that public debt will end ylear at HRK 190.4bn or 56.6% of GDP. The
projections of public debt developments indicatat tilue to the increase in general
government budget deficit, public debt will excebd threshold of 60% of GDP in 2014 and
according to these fiscal projections will amoun68.4% of GDP in 2015 and 65.3% of GDP
in 2016.

Table 15: Projection of trend and structure of palalebt in the 2011-2016 period

% of GDF 2011 201% 2013* 2014* 2015* 2016*
Public debt 47.2 53.7 56.6 60.6 63.4 65.3
Foreign 16.0 19.1 23.2 27.1 29.4 31.6
Domestic 31.c 34.7 33.4 33.£ 34.C 33.7

* projection
Source: Ministry of Finance
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Sensitivity tests

Public debt sensitivity tests indicate that theaggst impact on its growth would come from

the depreciation of the domestic currency agalmseuro, given the high share of public debt
denominated in euros. It arises from the test coteduthat the randomly set shock of the
kuna depreciating by 20% would raise the publict deel to over 70% of GDP in the 2015—

2016 period.

In addition, the inability of public enterprisesrmeet their loan liabilities, for example in the
transport sector, that are covered by governmearagtees would lead to them being
assumed into public debt. Such a scenario was ise2812, when the Republic of Croatia
took over shipyards’ liabilities of HRK 9.2bn, whicalso contributed to the increase in
interest expenses in the upcoming period. Undemdam scenario of conditional liabilities,
worth 3% of GDP, being assumed into public debt tebt level would go up to

approximately 68% of GDP in 2016.

In addition, deterioration in the conditions in tieancial markets would contribute to the
increase in interest rates and thus increase regatyoosts of the existing but also new debt,
that is, interest expenses would see additionatases relative to the plan. For the purpose of
this test, it has been assumed that the averadeiimpterest rate on debt would increase by
three percentage points in 2014 and 2015, whichdvead to increased financing costs and
negative effects on public debt developments, wkiclild grow beyond projections and at
the end of the medium-term period reach some 67&0#R.

Chart 4: Development of public debt share in GDading to various scenarios, (in %)
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ANNEXES

Annex 1: Budgetary central government 2012-2016

'E_s_gg_getary central government 2012-2016 2012 Outturn, 2013 Plan 2014 Projection 2015 Projection 2016 Projection
HRK 000 {% of GDP| HRK 000 {% of GDP| HRK 000 % of GDP] HRK 000 % of GDP] HRK 000 % of GDP
TOTAL REVENUE (6+7) 109,837,284 33.3| 113,399,552 33.7| 114,266,197 32.9] 120,685,640 33.4] 126,207,499 33.4
6 Revenue 109,558,928 33.2| 113,109,794 33.6] 114,000,677 32.8] 120,407,110 33.3] 125,916,969 33.3]
61 Tax revenues 64,332,058 19.5| 66,216,970 19.7| 65,740,030, 18.9] 68,107,533, 18.8] 70,533,120, 18.7
62 Contributions 37,845,871 11.5| 37,634,900 11.2| 38,330,699 11.0) 39,725,229 11.0] 41,298,824 10.9
63 Grants 1,046,210, 0.3 2,727,540 0.8 4,576,129 13 7,090,000 2.0 8,442,059 2.2]
64 Property income 2,061,569 0.6! 1,729,412 0.5 1,033,296 0.3] 1,067,160 0.3] 1,106,444 0.3]
65 Revenues from administrative fees, fees under sp  ecial
regulations and compensations 3,668,068 11 4,198,850 1 2 3,706,614 11 3,789,251 1.0 3,895,834 1.0
66 Revenues from sale of products and goods, provid ed
services and revenues from donations 79,198 0.0 74,884 0.0 69,536 0.0 69,587 0.0| 66,381 0.0|
67 Revenues from the state budget 0| 0.0 0| 0.0 0 0.0 0 0.0] 0 0.0]
68 Fines, administrative measures and other revenue s 525,955 0.2 527,238 0.2 544,373 0.2 558,349 0.2 574,308 0.2
7 Revenue from the disposal of nonfinancial assets 278,356, 0.1 289,758 0.1 265,520 0.1 278,530 0.1 290,530 0.1
71 Revenues from the disposal of non-produced asset s 17,910 0.0 20,000 0.0 22,000 0.0 24,000 0.0 26,000 0.0
72 Revenues from the disposal of produced assets 256,251 0.1 268,248 0.1 242,010 0.1 253,020 0.1 263,020 0.1
74 Revenues from the disposal of produced currenta  ssets 4,195 0.0 1,510 0.0 1,510 0.0| 1,510 0.0| 1,510; 0.0]
TOTAL EXPENDITURE (3+4) 119,837,973 36.3| 123,646,478 36.8| 131,669,938 37.9] 136,938,534 37.9] 141,664,568 37.5
3 Expense 118,729,992 36.0] 121,450,157 36.1| 128,943,710 37.1] 133,903,219 37.0] 138,767,466 36.7|
31 Compensation of employees 22,394,794 6.8] 20,711,915 6.2] 21,359,300 6.2] 22,039,954 6.1] 22,732,510; 6.0]
32 Material expense 8,241,000 2.5 8,748,648 2.6 8,796,839 2.5 8,914,790 2.5] 8,759,233 2.3]
34 Financial expense 8,821,579 2.7| 10,051,993 3.0 12,552,575, 3.6] 13,454,852, 3.7] 14,493,134 3.8
35 Subsidies 5,762,321, 1.7 5,989,258 18 6,687,649 1.9 6,894,035 1.9 6,809,894 1.8
36 Grants 4,755,279 1.4] 6,730,572, 2.0 9,491,902, 2.7 10,428,013 2.9] 11,845,030 3.1
37 Compensations to citizens and households based o n
insurance and other compensations 64,373,649 19.5] 63,975,455 19.0] 64,421,092 18.6] 64,927,406 17.9] 65,897,334, 17.4f
38 Other expense 4,381,369 1.3 5,242,315 16 5,634,353; 1.6 7,244,169; 2.0] 8,230,331 2.2
4 Expense for the acquisition of nonfinancial asset s 1,107,982! 0.3 2,196,321, 0.7 2,726,228 0.8 3,035,315 0.8 2,897,102! 0.8
41 Expense for the acquisition of non-produced asse ts 42,610 0.0 87,988 0.0 75,051 0.0 70,383 0.0 72,785 0.0
42 Expense for the acquisition of produced fixed as sets 955,161 0.3 1,606,453 0.5 2,044,305 0.6 2,224,236 0.6 2,066,068 0.5]
43 Expense for the acquisition of precious metals a nd
other deposited valuables 3,494 0.0 5,891 0.0 4,434, 0.0| 4,434, 0.0| 4,434, 0.0]
44 Strategic inventories 33,475 0.0 362,513 0.1 362,564 0.1] 371,605 0.1 411,145 0.1]
45 Expense for additional investments in nonfinanci al
assets 73,242, 0.0 133,477, 0.0 239,874 0.1] 364,657 0.1] 342,670, 0.1]
TOTAL DEFICIT(-)/SURPLUS(+) -10,000,689; -3.0] -10,246,926 -3.0] -17,403,741; -5.0] -16,252,894 -4.5| -15,457,069! -4.1
NET FINANCING 10,000,@ 3.0] 10,246,926} 3.0] 17,403,741 5.0] 16,252,894 2.5 15,457,069¢ 4.1
ICHANGES TO DEPOSIT BALANCE -1,208,562] -0.4 0 0.0 0; 0.0] 0; 0.0] 0; 0.0]
8 Income from financial assets and borrowings 21,367,565 6.5] 29,364,065 8.7] 38,869,560 11.2] 39,014,549 10.8] 30,200,995 8.0
5 Expense for financial assets and loan repayments 12,575,438 3.8] 19,117,140 5.7| 21,465,819 6.2| 22,761,655 6.3] 14,743,926 3.9

Source: Ministry of Finance
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Annex 2: Extrabudgetary users 2012-2016

|_§_x_l_r_§p_g_d_g_(gl_§ry users 2012-2016 2012 Qutturn | 2013 Plan 2014 Projection 2015 Projection 2016 Projection
HRK 000 | % of GDP HRK 000 | % of GDP HRK 000 {% of GDP HRK 000 % of GDP HRK 000 % of GDP
TOTAL REVENUE (6+7) 5,048,199; 1.5 5,681,284 iL7] 5,875,205, iL7] 8,123,303, 2.2 9,967,463 2.6|
6 Revenue 5,019,626 1.5] 5,586,184 L7 5,875,105 L7 8,123,203 2.2 9,967,363 2.6|
61 Tax revenues 0 0.0 0 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 1,719,833 0.5 1,915,681 0.6 2,278,695 0.7 4,255,184, 1.2 5,890,156 1.6
64 Property income 694,372 0.2 779,300 0.2 714,182 0.2 767,480 0.2] 779,331, 0.2]
65 Revenues from administrative fees, fees under sp  ecial
regulations and compensations 2,572,910 0.8 2,838,538 0 .8 2,827,078 0.8 3,097,689 0.9] 3,296,006 0.9]
66 Revenues from sale of products and goods, provid ed
services and revenues from donations 30,464 0.0 50,66 6 0.0 55,150, 0.0 2,850 0.0] 1,870, 0.0]
67 Revenues from the state budget 0 0.0 0 0.0 0 0.0 0 0.0] 0 0.0|
68 Fines, administrative measures and other revenue s 2,047 0.0] 2,000 0.0] 0 0.0 o] 0.0 o] 0.0
7 Revenue from the disposal of nonfinancial assets 28,573 0.0 95,100 0.0 100 0.0 100; 0.0 100; 0.0
71 Revenues from the disposal of non-produced asset s 11,350, 0.0 11,000 0.0 0 0.0 0 0.0] 0 0.0]
72 Revenues from the disposal of produced assets 17,223 0.0 84,100 0.0 100 0.0 100 0.0 100 0.0
74 Revenues from the disposal of produced currenta  ssets 0 0.0 0 0.0 0 0.0 0 0.0 0 0.0
TOTAL EXPENDITURE (3+4) 6,597,369; 2.0 7,016,522, 2.1 7,664,163 2.2| 10,426,346 29| 11,486,839 3.0
3 Expense 3,925,509 1.2] 4,305,663 1.3] 4,409,297 1.3] 6,817,403 1.9 8,451,086 2.2
31 Compensation of employees 273,524} 0.1 308,696 0.1 265,743 0.1 274,508 0.1] 293,725 0.1]
32 Material expense 2,326,990 0.7 2,479,535, 0.7 2,349,647 0.7 2,689,232, 0.7] 2,708,965 0.7|
34 Financial expense 454,694 0.1] 644,556 0.2 746,887 0.2 826,680 0.2] 838,969 0.2]
35 Subsidies 983 0.0 19,608 0.0 18,922 0.0 43,740 0.0] 32,250 0.0]
36 Grants 141,599 0.0 172,838 0.1] 226,521 0.1] 418,317 0.1] 516,852 0.1]
37 Compensations to citizens and households based o n
insurance and other compensations 76,558 0.0] 7,200 0.0] 3,200 0.0] 1,700 0.0] 1,050 0.0]
38 Other expense 651,161 0.2 673,230 0.2 798,377 0.2 2,563,227 0.7] 4,059,275 1.1
4 Expense for the acquisition of nonfinancial asset s 2,671,860 0.8] 2,710,859 0.8 3,254,867 0.9 3,608,943 1.0| 3,035,753 0.8
41 Expense for the acquisition of non-produced asse  ts 138,015 0.0 166,500 0.0 136,000 0.0 127,500 0.0] 120,000 0.0|
42 Expense for the acquisition of produced fixed as sets 2,419,256 0.7] 2,430,559 0.7] 2,962,867 0.9 3,207,443 0.9] 2,661,753 0.7|
43 Expense for the acquisition of precious metalsa  nd 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 for additional investments in nonfinanci al
assets 114,590 0.0 113,800; 0.0 156,000 0.0 274,000 0.1] 254,000 0.1]
TOTAL DEFICIT(-)/SURPLUS(+) -1,549,170; -0.5 -1,335,239 -0.4] -1,788,958 -0.5| -2,303,043 -0.6] -1,519,376 -0.4]
NET FINANCING 1,549,170 0.5 1,335,239 0.4 1,788,958 0.5 2,303,043, 0.6] 1.519,375! 0.4]
ICHANGES TO DEPOSIT BALANCE 164,910 0.0 637,679 0.2 656,695 0.2 680,302 0.2] 661,357 0.2]
8 Income from financial assets and borrowings 3,501,695 1.1 4,523,287 1.3 3,688,753 1.1 4,590,415! 1.3] 3,901,853 1.0
5 Expense for financial assets and loan repayments 1,787,615, 0.5 2,550,370; 0.8] 1,243,100 0.4 1,607,070 0.4] 1,721,120 0.5]

Source: Ministry of Finance
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Annex 3: Local government 2012-2016

Local government 2012-2016 2012 Outturn | 2013 Plan | 2014 Projection 2015 Projection | 2016 Projection |
HRK 000 {% of GDP | HRK 000 % of GDP| HRK 000 1% of GDP| HRK 000 % of GDP | HRK 000 i % of GDP
TOTAL REVENUE (6+7) 22,894,072 6.9] 22,823,558; 6.8] 23,221,098, 6.7| 23,844,143! 6.6] 24,592,781 6.5]
6 Revenue 22,241,519 6.7| 22,181,669 6.6] 22,585,428 6.5] 23,202,412 6.4] 23,945,209; 6.3]
61 Tax revenues 11,891,334 3.6] 11,894,260 35| 12,191,365 35| 12,625,651 3.5 13,143,895; 3.5
62 Contributions 0 0.0 0 0.0] 0 0.0] 0 0.0 0 0.0
63 Grants 2,960,112, 0.9 2,912,388, 0.9] 2,932,534 0.8] 2,958,046, 0.8 2,973,552, 0.8]
64 Property income 1,712,869 0.5 1,713,846 0.5] 1,745,249, 0.5] 1,793,761 0.5 1,849,741, 0.5]
65 Revenues from administrative fees, fees under sp  ecial
regulations and compensations 4,681,612 14 4,721,124 A4 4,760,266 1.4] 4,843,061, 1.3] 4,966,930 1.3
66 Revenues from sale of products and goods, provid  ed
services and revenues from donations 890,541 0.3] 832,812 0.2 847,306 0.2 871,754 0.2] 899,310! 0.2
67 Revenues from the state budget 242,760 0.1] 222,000 0.1] 227,000 0.1] 232,000 0.1 237,000 0.1]
68 Fines, administrative measures and other revenue s 105,051 0.0] 107,239 0.0 108,708 0.0 110,139 0.0 111,781, 0.0
7 Revenue from the disposal of nonfinancial assets 652,553 0.2 641,889 0.2] 635,670 0.2] 641,733 0.2 647,572 0.2]
71 Revenues from the disposal of non-produced asset s 438,339 0.1 433,330 0.1 435,115, 0.1 436,944 0.1 438,818 0.1
72 Revenues from the disposal of produced assets 214,214 0.1 208,559 0.1 200,555 0.1 204,789 0.1 208,754 0.1
74 Revenues from the disposal of produced currenta  ssets 0; 0.0] 0; 0.0 0; 0.0 0; 0.0 0 0.0]
TOTAL EXPENDITURE (3+4) 22,798,097 6.9] 22,921,425 6.8] 23,287,305 6.7 23,792,712 6.6] 24,511,857 6.5]
3 Expense 19,314,202 5.8 19,556,159 58| 19,846,737 57| 20,257,392 5.6] 20,839,382; 5.5]
31 Compensation of employees 5,133,324 1.6} 5,162,102 15 5,190,879, 15 5,219,858 1.4] 5,249,043, 1.4]
32 Material expense 8,235,486 2.5 8,296,029, 2.5] 8,411,012 2.4 8,586,872, 2.4 8,826,309 2.3]
34 Financial expense 332,649 0.1] 350,738 0.1] 359,558 0.1] 372,848 0.1 389,825 0.1]
35 Subsidies 1,139,028 0.3] 1,113,780 0.3] 1,129,267 0.3] 1,158,108 0.3] 1,197,786 0.3]
36 Grants 422,086 0.1] 447,435 0.1] 458,787 0.1] 482,197 0.1 507,821 0.1]
37 Compensations to citizens and households based on
insurance and other compensations 1,114,612 0.3 1,148, 993! 0.3] 1,192,303 0.3] 1,259,110, 0.3 1,316,452, 0.3]
38 Other expense 2,937,017 0.9 3,037,082 0.9] 3,104,931, 0.9] 3,178,399 0.9 3,352,146 0.9]
4 Expense for the acquisition of nonfinancial asset s 3,483,895 I 3,365,266 1.0 3,440,568 1.0 3,535,319, 1.0 3,672,476, 1.0]
41 Expense for the acquisition of non-produced asse  ts 491,482; 0.1 497,870 0.1] 503,794 0.1] 514,813 0.1 529,857 0.1]
42 Expense for the acquisition of produced fixed as sets 2,558,648 0.8 2,429,658 0.7 2,492,341 0.7 2,558,440 0.7 2,654,657, 0.7|
43 Expense for the acquisition of precious metals a nd other
deposited valuables 688 0.0 1,096 0.0] 1,257; 0.0| 1,319; 0.0 1,385 0.0|
44 Strategic inventories 0 0.0 0 0.0] 0 0.0] 0 0.0 0 0.0|
45 Expense for additional investments in nonfinanci al
assets 433,076 0.1 436,642; 0.1] 443,177 0.1] 460,747, 0.1 486,576 0.1]
TOTAL DEFICIT(-)/SURPLUS(+) 95,976 0.0 -97,868! 0.0] -66,207, 0.0] 51,433 0.0 80,924 0.0]
NET FINANCING -95,976! 0.0 97,8€§E 0.0] 66,207, 0.0] -51,433! 0.0 -80,924; 0.0]
[CHANGES TO DEPOSIT BALANCE -77,277; 0.0 -154,071; 0.0] -90,425 0.0] 0; 0.0 0 0.0]
8 Income from financial assets and borrowings 674,137, 0.2 729,219 0.2] 778,378 0.2] 816,531 0.2] 839,562 0.2
5 Expense for financial assets and loan repayments 847,389 0.3] 785,423 0.2] 802,596 0.2] 867,965; 0.2] 920,486 0.2

Note: All 576 local units

Source: Ministry of Finance
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Annex 4: Consolidated general government 2012-2016

Consolidated general government 2012-2016 2012 Outturn 2013 Plan | 2014 Projection | 2015 Projection 2016 Projection
HRK 000 % of GDP | HRK 000 % of GDP | HRK 000 { % of GDP | HRK 000 {% of GDP | HRK 000 % of GDP
TOTAL REVENUE (6+7) 133,172,765, 40.3| 137,153,953 40.8| 138,255,793 39.8] 146,103,387, 40.4] 152,743,244, 40.4
6 Revenue 132,213,283 40.0] 136,127,206 40.5| 137,354,503 39.6] 145,183,024 40.1] 151,805,042 40.2
61 Tax revenues 76,223,392 23.1] 78,111,230 23.2| 77,931,395 22.4] 80,733,184 22.3] 83,677,015 22.1
62 Contributions 37,845,871 11.5) 37,634,900 11.2| 38,330,699 11.0) 39,725,229 11.0] 41,298,824 10.9]
63 Grants 1,119,365 0.3] 2,805,168 0.8 4,680,651 1.3] 7,753,530; 2.1 9,281,267, 2.5
64 Property income 4,468,810, 1.4] 4,222,558 13 3,492,727, 1.0} 3,628,401 1.0 3,735,516, 1.0}
65 Revenues from administrative fees, fees under sp  ecial
regulations and compensations 10,922,590 33 |11,758,51 1 3.5] 11,293,959; 3.3] 11,730,001 3.2] 12,158,770: 3.2
66 Revenues from sale of products and goods, provid  ed
services and revenues from donations 1,000,202 0.3 958,361, 0.3 971,991 0.3 944,191 0.3 967,560! 0.3]
67 Revenues from the state budget 242,760; 0.1] 222,000 0.1 227,000 0.1] 232,000 0.1] 237,000 0.1
68 Fines, administrative measures and other revenue s 633,053! 0.2 636,477 0.2 653,081 0.2] 668,488 0.2 686,089 0.2]
7 Revenue from the disposal of nonfinancial assets 959,482 0.3] 1,026,747 0.3 901,290 0.3] 920,363 0.3] 938,202 0.2
71 Revenues from the disposal of non-produced asset s 467,599 0.1 464,330, 0.1 457,115 0.1] 460,944, 0.1 464,818! 0.1
72 Revenues from the disposal of produced assets 487,688 0.1 560,907 0.2 442,665 0.1] 457,909 0.1 471,874 0.1
74 Revenues from the disposal of produced currenta  ssets 4,195 0.0 1,510 0.0 1,510 0.0 1,510 0.0 1,510; 0.0]
TOTAL EXPENDITURE (3+4) 144,626,649 43.8] 148,833,984 44.3| 157,514,699 45.4] 164,607,891, 45.5] 169,638,765 44.9
3 Expense 137,362,913 41.6] 140,561,538 41.8| 148,093,036 42.7] 154,428,313 42.7] 160,033,434 42.3
31 Compensation of employees 27,801,642; 8.4 26,182,714 7.8] 26,815,921 7.7} 27,534,320 7.6 28,275,278 7.5]
32 Material expense 18,803,477, 57| 19,524,212 58| 19,557,498 5.6] 20,190,894 5.6] 20,294,507 5.4]
34 Financial expense 9,608,922 2.9] 11,047,287 3.3] 13,659,020; 3.9] 14,654,380 4.1] 15,721,929 4.2
35 Subsidies 6,902,332 2.1 7,122,646 2.1 7,835,838 2.3] 8,095,883 2.2] 8,039,930 2.1
36 Grants 712,173; 0.2] 2,600,404 0.8 5,070,503 1.5] 4,778,826 13 4,845,203 1.3]
37 Compensations to citizens and households based on
insurance and other compensations 65,564,819 199 65,1 31,648 19.4] 65,616,594 18.9] 66,188,216 18.3| 67,214,836 17.8
38 Other expense 7,969,548, 2.4 8,952,627 2.7 9,537,662 2.7] 12,985,794 3.6] 15,641,752 4.1]
4 Expense for the acquisition of nonfinancial asset s 7,263,737 2.2 8,272,447 2.5 9,421,662 2.7} 10,179,578 2.8 9,605,331 2.5]
41 Expense for the acquisition of non-produced asse  ts 672,107 0.2] 752,358 0.2 714,845 0.2] 712,695 0.2] 722,642 0.2
42 Expense for the acquisition of produced fixed as sets 5,933,064 1.8 6,466,670 1.9 7,499,512, 2.2 7,990,120 2.2 7,382,478 2.0]
43 Expense for the acquisition of precious metals a nd other
deposited valuables 4,182 0.0| 6,987 0.0 5,691 0.0 5,753 0.0| 5,819; 0.0
44 Strategic inventories 33,475, 0.0] 362,513 0.1 362,564 0.1] 371,605 0.1] 411,145 0.1
45 Expense for additional investments in nonfinanci al
assets 620,908 0.2] 683,919:; 0.2 839,051 0.2] 1,099,404 0.3] 1,083,246 0.3]
TOTAL DEFICIT(-)/SURPLUS(+) -11,453,884 -3.5| -11,680,032! -3.5| -19,258,906! -5.5] -18,504,504 -5.1] -16,895,521! -4.5)
NET FINANCING 11,453,884 3.5 11,680,032 3.5] 19,258,906 5.5] 18,504,504 5.1] 16,895,521 25|
[CHANGES TO DEPOSIT BALANCE -1,120,930; -0.3] 483,607 0.1 566,270, 0.2] 680,302 0.2] 661,357 0.2
8 Income from financial assets and borrowings 25,331,175 7.7] 34,221,936 10.2| 42,740,643, 12.3] 43,791,235 12.1) 34,792,142, 9.2
5 Expense for financial assets and loan repayments 14,998,221 4.5] 22,058,297 6.6] 22,915,467 6.6] 24,606,429 6.8] 17,235,264 4.6

Source: Ministry of Finance
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