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1 OVERALL ECONOMIC POLICY FRAMEWORK AND OBJECTIVES

Economic policy framework and objectives of the Ram of Croatia are defined in strategic
documents of the Government of the Republic of Gapaamely the Government Programmes
Strategy 2011 - 2013, the Economic and Fiscal PdBaidelines 2011 — 2013 and the Pre-
Accession Economic Programme (PEP). The procegseplaration of these documents has been
achieved through consultations of the Governmenthef Republic of Croatia with the relevant
economic and social partners. In addition to thevamentioned documents, the backbone of
economic policy is the Economic Recovery Prograsmfdpril 2010 that includes both short-term,
as well as medium-term and long-term measuresordcovery of the Croatian economy.

The main objective of the Economic Recovery Prognanns the economic recovery and creating a
competitive economy to achieve a high standardliéaduality. Determinants of this Programme,
as well as global and domestic economic moment Baymficant implications on the expected
movement of economic policy in the period to whitle Pre-Accession Economic Programme
refers.

Specifically, the worldwide economic crisis has madynificant impacts on macroeconomic trends
in Croatia, leading to a fall of economic activiayer the past two years. The period of economic
crisis had, as expected, a lot of challenges, fagusn the overall economic and especially fiscal
policy. However, appropriate measures and act&itvered by the Economic Recovery
Programme alleviated the possible stronger negatipacts of the crisis on the Croatian economy,
and thus on public finances in Croatia. Howevee, strength of actual negative impacts of the
global crisis on economic developments in Croatesents us with the need for further efforts in
achieving, first the economic recovery, and thdotare acceleration of economic growth. In this
sense, it is encouraging that as a result of a gwtibn of measures taken in this direction, and
influences of the recovery of the European econadimy,Croatian economy, towards the end of
2010, has returned to the growth path as a figst sf economic recovery.

In these conditions, the fundamental objectiveaafr®mic policy remains the maintenance of the
macroeconomic stability and creation of conditifmsrecovery and sustainable economic growth.
In the period until 2013 gradual acceleration afremmic activity is planned. The projections of
economic growth that are contained in the Pre-AsioesProgramme 2011 - 2013 are realistic, but
also conservative. The reality of growth projectidor that period lies in fact of the strength of
global economic shocks that occurred in the lastyears, and negative trends that the same have
caused in the domestic economy. Trends in econaatieity in Croatia in the coming period will
be determined by the effects of described negativevements, strength and speed of
implementation of structural reforms, but also wilie world and specially European economic
environment. In this sense, the implementation afasures of economic recovery, by the
determined plan, with the absence of the additiertérnal negative economic developments, will
result in growth rates over the medium term that loa significantly above the levels estimated in
accordance with this document. Conservatism coatkin the projections of economic growth for
the mentioned three year period directly translédesiore conservative view on public finances.
Terms of possible improved macroeconomic trendglation to the central projection and adopted
legal guidelines of the Fiscal Responsibility Aainad at strengthening fiscal discipline, place
fiscal policy on solid fundaments of returning weof prompt fiscal consolidation and reduction of
budget deficits.



In this context, it should be taken into accound aher aspects that can accelerate economic
recovery and thus economic growth can be more pimorexd. This certainly includes the fact that
the completion of negotiations on Croatian accessiothe European Union is expected by the
mid-2011, and the very fact of accession to theopean Union which will have positive
implications on overall economic policy and giveddidnal impulse to the Croatian economy. In
addition, key measures of the Economic Recovergfrome related to the revival of the Croatian
economy by creating a supportive entrepreneurialiremment that will attract significant
investments, strengthening of fiscal disciplinethwthe reform of public administration and
efficient management of state assets and publergmtes and reform of the social security system,
will provide significant boost to the economy asvhole. In particular, a new investment cycle
supported by the measures of the Croatian Goverharah the acceleration of the privatization
process should be also noted, which will make ttivate sector the main generator of economic
growth and ensure the Croatian capital market a stawulus to development. The state can not
replace private initiative and responsibility, buwill create the foundations for the stimulating
business environment.

In this regard, this year's PEP reflects the eistadadl fundamental objective of economic policy and
elaborates in detail the macroeconomic trends aoggiions, future direction of fiscal policy, as
well as key structural reforms to be implementethanperiod 2011-2013.



2 MACROECONOMIC DEVELOPMENTS

2.1 CURRENT MACROECONOMIC DEVELOPMENTS

Real gross domestic product (GDP) declined by 58%009. Looking at the expenditure side of
GDP, almost all categories declined in real termsaoyear-on-year basis. The largest decline in
real terms was seen in goods and services impdrishwell by 20.7% compared to 2008 and in
goods and services exports which fell by 16.2%.s&1iixed capital formation fell by 11.8% and
personal consumption by 8.5% in real terms in 20B8vernment consumption was the only
component which rose year-on-year in 2009 (0.2%hking at contributions to year-on-year real
GDP growth in 2009, the contribution of personahsamption was —5.3 percentage points, the
contribution of gross fixed capital formation wa3.4-percentage points, while the contribution of
changes in inventories (which include statisticecepancy) was —1.2 percentage points. The
contribution of government consumption was neui@a percentage points). The contribution of
goods and services exports to real GDP growth wa3 percentage points, however, owing to a
bigger positive contribution of goods and servidegorts of 12.0 percentage points, the
contribution of net exports was positive and stabd.7 percentage points.

The comparison between real GDP growth in 2009 thad projected under the previous year’s
PEP shows that the fall was 0.1 percentage pamédier than projected. The outturns of individual
categories on the expenditure side also show smdkipartures. The real fall in personal
consumption was equal to while real growth in gawsent consumption was 0.8 percentage points
smaller than that projected. The real fall in grisssd capital formation was 0.5 percentage points
higher than that projected while the real fall 3ods and services imports and exports was smaller
than that projected. The real fall in goods andises exports was 1.4 percentage points smaller
than that projected and the real fall in goods semgtices imports was 1.2 percentage points smaller
than that projected.

In the first half of 2010, real GDP fell by 2.5%ayeon-year, as a result of a of 2.5% fall in thietfi
and the second quarter. First third quarter esémpbint to a real GDP growth of 0.2% and first
estimates for the first three quarters point teal fall of 1.6% year-on-year. On the expenditure
side, gross fixed capital formation was the catggehnich fell the most in the first half of 2010
compared to the same period 2009. They fell by%3réreal terms (real fall of 13.9% in the first
and 13.4% in the second quarter). They were foltbie goods and services imports which fell by
4.5% in real terms (-4.8% in the first and —4.2%the second quarter), personal consumption
which fell by 3.3% in real terms (-4.1% in the firand —2.5% in the second quarter) and
government consumption which fell by 1.5% in resms (-1.1% in the first and —1.8% in the
second quarter). With a 5.5% year-on-year growtleal terms, goods and services exports were
the only category which grew year-on-year in reaits in the first half of 2010 (3.6% in the first
and 7.0% in the second quarter). As regards catioitb to real GDP change, the largest negative
contribution in the first half of 2010 of —3.8 pentage points came from gross fixed capital
formation, followed by personal consumption (-2édgentage points), changes in inventories (-0.4
percentage points) and government consumption (€r8entage points). By contrast, a positive
contribution of 4.1 percentage points came fromaxgiorts as a result of positive contribution of
goods and services exports of 1.9 percentage paimisa positive contribution of goods and
services imports of 2.2 percentage points.



Industrial production fell by 0.5% in the first,3%6 in the second and rose by 0.1% in the third
guarter of 2010, on a year-on-year basis. It dedli®.0% year-on-year in October, and 1.8% year-
on-year in the first ten months of 2010. Broken ddwy activities, the largest contribution to the
decline in industrial production in the first teronths came from manufacturing, i.e. manufacture
of other non-metallic mineral products, manufactwk fabricated metal products, except
machinery and equipment, manufacture of other pmamsequipment and manufacture of
beverages.

Retail trade turnover fell in real terms year-omyby 6.4% in the first quarter, 4.4% in the second
guarter and rose by 1.7% in the third quarter df(2On October it rose by 0.3% in real terms. In
the first ten months of 2010, retail trade turnogleclined nominally by 1.9% and by 2.4% in real
terms. Looking at the nominal retail trade turnobgibranches, the most significant contribution to
year-on-year decline in trade in the first ten nhgmf 2010 came from textiles, clothing, footwear
and leather goods and motor vehicles.

The number of tourist overnight stays increase®I6¢6 year-on-year in the first ten months of
2010. In the first and the second quarter of 2808 number of tourist overnight stays declined by
3.5% year-on-year, while the third quarter witnelsae4.5% growth compared to the same period
2009. The number of tourist overnight stays inaedasy 0.2% year-on-year in October. According
to balance of payments data, tourism revenues amdun EUR 1.8 billion in the first half of
2010, a decrease of 4.9% compared to the samedpEr009.

The labour market in 2010 was characterised byhéurtinfavourable developments as seen in the
rising number of unemployed persons and a falheantumber of employed persons on a year-on-
year basis. The average number of unemployed persse by 40,246 or 15.4% in the first eleven
months of 2010, compared to the same period 208infnary data provided by the Central
Bureau of Statistics (hereinafter: CBS) indicatattthe average number of employed persons
declined by 82,219 or 5.5% in the first then mor@h2010 on a year-on-year basis. Administrative
unemployment stood at average 17.4% in the firsitenths, increasing by 2.7 percentage points
compared to the same period 2009. The Labour FStoeey data available for the first two
quarters of 2010 also point to growing unemploymeriie average Labour Force Survey
unemployment rate stood at 11.8% in the first b&2010, which is an increase of 2.7 percentage
points compared to the same period 2009.

Such economic developments had an impact on dewelopin wages, with nominal gross wages
falling year-on-year in the first nine months. Tdeerage gross wage fell in nominal and real terms
year-on-year in the first nine months of 2010, cameg to the same period 2009 when they grew in
nominal and real terms. The average nominal greggewdeclined by 0.7% year-on-year in the first
nine months of 2010, while the average real groagewfell 1.6% on a year-on-year basis. Net
wages fell slightly nominally on a year-on-yearibas the first half of the year, but recovered in
the second part of the year as a result of inc@rechanges. The average net wage remained the
same in nominal terms in the first nine months@f@and fell by 0.8% in real terms, compared to
the same period 2009.

Following inflation deceleration to 2.4% in 2009etyear 2010 witnessed further alleviation of
inflationary pressures. In the first ten month2010, inflation stood at 0.9%, and in October 2009,
the annual consumer price index grew by 1.4%. @eaa-on-year level, the largest contribution to
price growth in October came from the prices oldwnd lubricants for personal vehicles and gas
prices. By contrast, the prices of clothing andtfemar made the largest contribution in terms of
mitigating year-on-year prices growth in Octobeor€inflation fell by 1.0% on an annual level in



the first ten months of 2010, and by 0.7% in Octolbbe industrial producer price index increased
by 4.2% year-on-year in the first eleven month@f0.

The average nominal exchange rate of the kuna stgtie euro in 2009 was HRK 7.34/EUR,
depreciating by 1.6% compared to 2008. In the fiest months of 2010, the average nominal
exchange rate of the kuna against the euro stooHRM 7.27/EUR, appreciating by 1.1%
compared to the same period 2009. In the first moaths of 2010, the real effective exchange rate
of the kuna depreciated by 0.3%, deflated by comsysrices, or appreciated by 1.1% deflated by
producer prices on a year-on-year basis. The ndneffactive exchange rate of the kuna
appreciated by 0.3% in the first nine months of@6dmpared to the same period 2009.

The year 2010 saw a small recovery in money (Mlickwhose by 5.4% on average in the first ten
months of the year compared to the same period.ZD®8ards the end of October, money (M1)
rose by 13.5% year-on-year, with the largest cbation to its increase coming from an increase in
demand deposits. Total deposits with banks (dendapdsits included) rose by 5.8% year-on-year
during the same period. The most significant cbotion to their increase came from foreign
currency deposits which rose by 9.8%, in contragt Wuna savings and time deposits which fell
steadily throughout the year on a year-on-yearsbasd whose fall amounted to 16.5% at the end
of October. Such developments were the result sbilastitution of a part of household kuna
deposits by foreign currency deposits driven bydpiover of the financial crisis to the domestic
market. At the end of October 2010, total liquidets (M4) rose by 5.1% compared to the end of
the same month 2009.

Total bank loans stood at HRK 265.4 billion at ém&l of October 2010. The year-on-year growth
in total loans stood at 5.7% in October 2010. Kioans rose by HRK 8.9 billion and foreign
currency loans rose by HRK 4.2 billion in the fitsh months of the year. In the first ten months of
2010, household loans rose by HRK 1.8 billion, b&m corporates rose by HRK 6.7 billion while
loans to the central government rose by HRK 3.kbohil Household loans rose by 2.2% year-on-
year in October, while those to corporates ros®.BY year-on-year. The year-on-year growth of
housing loans, which account for 44.4% of totaldehold loans amounted to 6.5%. Bank loans to
the central government rose by 4.5% year-on-ye@rciiober 2010.

Current account deficit fell from 9.2% of GDP in @ to 5.5% of GDP in 2009. Such
developments can largely be attributed to a yeayear decline in the goods account deficit of
31.6%. The surplus in the services account fel®y1% compared to 2008he fall in the surplus

in the services account was largely due to a fatburism revenues which amounted to EUR 6.4
billion in 2009, falling on a year-on-year basis1/5%. The increase in the current account deficit
in 2009 was also due to an increase in the incaroeuat deficit of 14.6%, while the surplus in the
current transfers account fell by a small 3.2%. Tbheerage of goods and services imports by
goods and services exports stood at 90.4% in 26068asing by 6.6 percentage points compared
to 2008.The current account deficit in 2009 was largelyafioed by other investments, which
recorded a net inflow of EUR 2.8 billion, a 7.7%clige compared to 2008. Net foreign direct
investments stood at EUR 1.2 billion in 2009, alidecof 62.6% compared to 2008. The account
of portfolio investment witnessed a net inflow otUE 186 million in 2009. Net errors and
omissions stood at EUR —828 million in 2009, whiiernational reserves rose by EUR 896
million. The comparison between the projected cur@ccount deficit to GDP ratio under the
previous year's PEP and the outturn in 2009 pdiota lower deficit outturn of 0.2 percentage
points of GDP.



In the first six months of 2010, the current acdaleficit stood at EUR 1.7 billion, declining year-
on-year by EUR 1.1 billion or 38.8%. Such developtaecan be attributed to a year-on-year
decline in the goods account deficit of EUR 894lioml| a decline in the services account surplus
of EUR 2 million, increased income account defmitEUR 133 million and increased current
transfers account surplus of EUR 38 million. Goadsl services imports to goods and services
exports coverage stood at 84.4% in the first twartps. Developments in the financial account
were characterised by a net inflow from other itvesit of EUR 562 million in the first six
months, a decline of 70.9% compared to the samed2009. Direct investment account recorded
a net inflow of EUR 436 million, a 50.9% decreasenpared to the first six months of 2009. The
portfolio investment account recorded a net outfllfWEUR 647 million in the first two quarters.
Net errors and omissions were around EUR 1 bilaiije international reserves fell by EUR 396
million in the first six months of 2010.

Goods exports rose year-on-year by 15.9%, whiledgamports declined by 3.8% in the first ten
months of 2010. If the category of other transgagipment is excluded from goods exports and
imports, goods exports rose by 10.4% and expoltdye3.3% in the first ten months of 2010.
Goods imports to goods exports coverage ratio va8% in the first ten months of 2010, an
increase of 10.1 percentage points compared teaime period 2009. Looking at trade in goods by
activities, the largest contribution to increasegaets in the first ten months of 2010 came from
manufacture of other transport equipment (year-ear-ygrowth of 66.6%), manufacture of coke
and refined petroleum products (36.6%), manufaabfichemicals and chemical products (40.6%)
and waste collection, treatment and disposal &ietsyimaterials recovery (83.8%). The categories
which made the largest contribution to a fall irode imports in the first ten months of 2010 were
manufacture of machinery and equipment (year-om-glealine of 24.1%), manufacture of motor
vehicles, trailers and semi-trailers (-21.6%), &leity, gas, steam and air conditioning supply (-
34.4%) and manufacture of other transport equiprt@6t8%).

Looking at the structure of goods exports by caasiritaly (18.9%), Bosnia and Herzegovina
(11.4%), Germany (10.5%), Slovenia (7.7%) and Aagt.3%) accounted for the largest share of
the total Croatian goods exports in the first teamths of 2010. Goods exports to all these countries
rose compared to the first ten months of 2009. Gaogorts to Slovenia rose the most (21.6%),
and were followed by Austria (15.1%), ltaly (11.9%permany (9.4%) and Bosnia and
Herzegovina (0.7%). Looking at trade in goods esged in American dollars, goods exports grew
by 12.7% year-on-year in the first ten months df@0wvhile goods imports declined by 6.6%.

2.2 MID-TERM MACROECONOMIC PROGRAMME

Macroeconomic projections are based on released &ldbalance of payments data for the first
half of the year and other high-frequency indicatof economic activity available for the first ten
months of 2010 i.e. data released until' ©5 December 2010. In this programme, we use theesa
basic characteristics of the combination of maavaemic policies as we used previously since
they proved adequate under extremely unfavourabtarostances and, while taking into account
the existing limitations, helped achieve the baigective of maintaining macroeconomic stability.
The potential of fiscal policy measures in addmgseal economic contraction is limited due to the
existing external imbalances. Against such a baxgkdurther fiscal consolidation is an imperative
necessary to ensure that foreign liabilities ageile@ly met and that long-term negative impacts on
economic growth are prevented. Monetary policy wdhtinue to be based on maintaining the
stability of the exchange rate of the kuna agaimsteuro while simultaneously ensuring adequate
level of liquidity necessary for economic activitgcovery. The realisation of such fiscal and



monetary policy measures will ensure that macroecon stability is maintained while at the same
time ensuring economic activity recovery at ratésciv are sustainable over a long term.

2.2.1 Real Sector

Following a real fall of 5.8% in 2009, in 2010 G¥Pexpected to fall by 1.6% in real terms. The
effect of further correction of domestic aggregaéenand on GDP will be more pronounced than
the effect of foreign demand recovery. Howeverking at the developments in high-frequency
indicators available so far, economic developmemtthe international environment, as well as
relevant macroeconomic projections of economic ¢nowm the world, most notably in the
European Union, it seems likely that recession fiaa@a hit its bottom in the first half of 2010.
Therefore, following a further sharp fall in all ®@xromponents, except goods and services exports,
in the first half of the year, we expect to seéosvdown in negative economic developments and a
beginning of economic recovery until the end of terent year. Accordingly, the estimated GDP
fall for the entire 2010 stands at 1.6%. Projecitor 2011 point to moderate recovery of Croatian
economy and real GDP growth of 1.5%. In 2012, weeekto see a real GDP growth of 2.0% and
its acceleration to 2.5% in 2013.

Figure 1: Contribution of Aggregate Demand Categgr{in percentage points) to Real GDP
Growth
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Looking at GDP components on the expenditure sid@010 we expect to see a real decline in
personal consumption of 1.9% and its significamitgbution to a decline in economic activity.
Despite a further sharp fall in personal consunmpéibthe beginning of the year, the relevant high-
frequency indicators show that recovery in pers@oalsumption is already underway. Until end-
2010, we expect to see a somewhat higher levelbn$umer optimism compared to the crisis
period, particularly in view of the boost generabgdthe repealed special tax on salaries, pensions,
and other receipts and legislative changes in tea af income tax. Generally, the real decline in
personal consumption in 2010 will go hand in harnithvthe decline in household disposable
income much more than in 2009. The most significamiribution to year-on-year fall in personal
consumption in 2010 will come from its main compoatehe real wage bill, whose fall will
accelerate additionally compared to the previows.yEemployment fall in 2010 will be much more



pronounced than in 2009, while net wages will seea fall similar to that in 2009, taking into
account the effects of the special tax on salapessions, and other receipts.

It should be noted that on an annual level we exjmesee a bigger fall in gross wages than in net
wages given the increase in the share of net wagg®ss wages towards the end of the year, as a
result of the mentioned legislative changes. Thgatiee contribution to personal consumption in
2010, though in a much smaller absolute amount eoetpto the previous year, will also come
from a real decline in consumer loans granted tasbbolds as a result of a smaller demand for
loans on the one hand and smaller risk appetitdn@mther, as well as from the effect of increased
repayments of the existing consumer loans grardeabtiseholds. As shown by data on lending
interest rates of banks in 2010 available so fas, €vident that average interest rates on consume
loans to households held steady at their 2009 devehave even increased. Note should also be
taken of the fact that unfavourable developmenthéncapital market coupled with surplus supply
over demand in the real estate market, led to kirfakthe value of total household assets.
Government consumption is expected to decline B9olin real terms in 2010 and thus make a
small negative contribution to GDP change.

The most significant contribution to economic aityivfall in 2010 will come from gross fixed
capital formation whose real year-on-year fall séiraated at —11.7%. In the conditions of foreign
demand recovery and further contraction in domed#imand, investments which fell sharply in
real terms in 2009, slumped even further in thst firalf of 2010. However, despite persistently
negative developments in business sector liquidity solvency indicators and uncertainty as
regards the speed of recovery, towards the entleof/¢éar we expect to see a partial recovery in
business optimism and a slight heightening of itmest activity and a slowdown in the fall of
aggregate investments on a year-on-year level.

It should be noted here that the mentioned beggnafrinvestment activity heightening will relate
primarily to the equipment category which accounted approximately 36% of realised gross
investments in 2009, of which a little less thar®/@as imported equipment. By contrast, the
construction sector, the main generator of investnaetivity in the previous years, recorded
extremely negative developments in 2010 so thatdgeamics and the intensity of recovery in
construction works which accounted for approximat$% of the realised gross investments in
2009 is uncertain. Due to a fast growth in constoacactivity at the time of emergence of the
economic crisis, longer-term nature of constructipmjects and connection to government
investment cycle, the adjustment of the constractiector to the worsened conditions was slower
so that high-frequency indicators in the constnrctector only started falling significantly at the
end of 2009, to accelerate sharply in 2010. Fadtoas should also be taken into account are a
persistent gap between supply and demand for hgusith a slower fall in real estate prices than
initially thought and persistently high interestason housing loans.

Further uncertainty as regards the growth dynarofcghe largest world economies and fiscal
difficulties encountered by some EU Member Stately @add to the insecurity on the foreign
financial markets and make consolidation of gldib@ncial systems more difficult, thus limiting
the possibility for direct corporate borrowing adtoand putting upward pressure on the price of
capital. In addition, real interest rates of doneebainks on corporate loans have so far not come
sufficiently close to a level that would providesarious boost to investment activity. It is also
necessary to mention the effort that the Governrhestmade by incentive programs through the
HBOR with the aim to encourage financing of companiNote should also be taken of the fact
that, despite acceleration in real growth in cogp@toans granted by domestic banks that has taken
place in 2010 so far, it is difficult, even overshort term, to give a general assessment of the



developments in financing conditions and capitailability, given that global financial markets,
as well as the domestic market, and investors’ ajghetite are characterised by large volatility and
high degree of uncertainty. In 2010, we do not ekpe see any significant inventory renewal on
the part of the corporates either. We only progamall increase in the share of inventories in
GDP (to 2.1%).

As regards net exports, in 2010 we expect to sesighificant positive contribution to economic
activity, though smaller than that in 2009. Namely,a result of a further fall in domestic demand,
we expect that goods and services imports willdgllL.9% in real terms, though in the light of the
previously described macroeconomic developmenttharsecond half of 2010 imports will begin
to grow on a year-on-year basis after falling sigadr one year and a half. As a result of the
described decline in investment demand, the impoftscapital goods are expected to fall
significantly in 2010. A decline in personal congtion will result in a negative or negligible real
contribution of the imports of household consumptielated goods such as consumer goods and
food products while small demand for cars will lgada significant fall in imports of transport
equipment. As a result of total economic activityeakening, no significant positive real
contribution to goods and services imports is abgoected to come from other categories under the
Classification by Broad Economic Categories. Thiggmted goods and services exports growth of
4.2% in 2010 is based on the expected further ergan foreign demand until the end of the year.
Taking into account the envisaged further recovergconomic activity of major Croatian export
partners and the data released so far on goodstexp@ expect to see a sharp increase in goods
exports. As regards services exports, favourabkeldpments in volume indicators in tourism and
the expected stagnation in average tourist consampelative to the previous year, point to a
small increase in services exports.

The fall in the economic activity in 2010 will alb@ accompanied by negative developments in the
labour market whose intensity, however, are expetdesubside towards the end of the year. The
Labour Force Survey employment rate will fall b@%. in 2010, while the Labour Force Survey
unemployment rate is estimated at 12.0%. More thawice faster fall in the Labour Force Survey
employment rate than GDP fall in 2010 will resulitthe growth of average labour productivity of
2,4%. Looking at both crisis years, the year 2068 the year 2010, it can be claimed that
developments in wages were characterised by madergidity and that employment was
characterised by a much bigger adjustment to negatihanges in macroeconomic conditions.
Following two years of strong growth, as a restlincreased average labour productivity and a
simultaneous fall in gross wages, in 2010 we exjgesee a fall in unit labour costs.

In 2011 and subsequent years, we expect to seal grn@avth in all components of GDP on the
expenditure side except government consumptio20Irl, we expect to see recovery in personal
consumption and its growth of 1.8% and further Bzedgion to 2.5% in 2012 and 2.8% in 2013. It
should be noted here that over a medium term dmritoins to real growth in personal consumption
by all its components, though positive, will be deracompared to the period preceding the crisis.
Firstly, in the forthcoming period we expect to sekigher level of consumer optimism, though it
should be stressed that, although the marginalgmsify to consume will rise during that period, it
will not reach levels recorded in the precedingrge&econdly, in 2012 we also expect to see a
moderate contribution to personal consumption gnowtcome from a real net wage bill that will
be somewhat smaller than in 2011 owing to the presly mentioned legislative changes regarding
wages in 2010 but that will rise again in 2013. ldger, assuming that over a medium term, the
growth in real gross wages will not exceed labawdpctivity, the expected postponed and slower
employment recovery also means a slower dynamit®o$ehold disposable income compared to
the years preceding the economic crisis.
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In the forthcoming years, we also expect to se@sitige contribution to personal consumption
growth from real growth in consumer loans to hoo$gs$) though on a much smaller scale than in
the period up to 2008, both as a result of facbordoan demand and supply side, so that we will
see much smaller contributions to personal consiempgirowth from this source. Certain positive
impacts on personal consumption in the forthcomyegrs are also expected to come from an
increase in the value of household financial assetsa small decrease in lending interest rates of
banks compared to the crisis period, as well as fpmsitive psychological effects of pending
accession to EU membership. The projection of goweint consumption points to a small real
decline until the end of the projection period2Bil1, government consumption is expected to fall
by 0.5% and in 2012 and 2013 by a somewhat lar@86 And 0.9%, respectively.

Over a medium term, private sector investment comsion is expected to become again an
important generator of economic growth. But, assignhat foreign capital inflows will not be as

ample as in the pre-2008 period, business seatanding will rely primarily on the domestic

financial system. Given the shallow and underdeyedofinancial market and the still limited

potential of other credit institutions, this willaimly involve domestic banks. Although over a
medium term credit activities of banks will be skwthan in the period preceding the crisis, it is
expected that, unlike previous years when bank sloaere channelled mainly to personal
consumption and goods and services imports fingnémthe forthcoming years we will see an
increase in domestic financing of the corporatetaewhile equilibrium interest rates of that

segment of the financial market will enable a moegelopment-oriented allocation of funds, all
under the assumption of global financial systerhiktg

Also, partly as a positive externality of econonudsis but also as a consequence of the
approaching accession to the EU, a certain favéenstbuctural transformation of the economy in
the crisis years and structural reforms implemewotepending implementation by the Government
of the Republic of Croatia are expected to enhaweeall economic efficacy. Accordingly, in 2011
we expect to see a growth in gross fixed capitah&gion of 3.0%, mainly relating to equipment
renewal on the part of the private corporate seetdh the presence of the base effect and still no
significant contribution of investment in constioct The growth of gross fixed capital formation
will accelerate to 4.4% in 2012 and 5.8% in 2018e Tprocess of corporate sector inventory
renewal will, in accordance with what has beenestato far, stretch over the entire projection
period, and will reach its peak intensity in itstlawo years. Inventories in 2011 will thus redoh t
level of 2.2% of real GDP and 2.5% and 2.8% in 284@& 2013, respectively.

Provided further stabilisation of economic condigan the country and further economic growth
of major economic partners are achieved, we expeat the contribution of net exports to
economic growth will again be negative in 2011cheag —0.9 percentage points in absolute terms
until 2013. In other words, towards the end of finejection horizon, we expect to see a more
pronounced acceleration of goods and services impoan exports. However, it should be noted
that the negative contribution of net exports tlsaéxpected to take place towards the end of the
observed period is still lower compared to thathe years preceding the year 2008. In 2011, we
expect to see a real growth in goods and servixpsres of 4.4% and a real growth in goods and
services imports of 4.7%. The real growth in goadd services exports will accelerate to 4.8% in
2012 and to 5.9% in 2013, while the real growthnoports will accelerate to 5.6% in 2012 and
6.8% in 2013.

In 2011, we expect to see an increase in the Laboure Survey employment of 0.6% and a

decrease in the Labour Force Survey unemployménteoal1l.7%. In 2012, employment will grow
by 1.3% and the Labour Force Survey unemploymeet wall fall to 10.8%. At the end of the
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projection period, we expect to see a further ghawtemployment of 1.3% while the Labour Force
Survey unemployment rate will fall to 10.0%. Theowth of average labour productivity will
decelerate to somewhat bellow one percent in 2012812 to exceed one percent in 2013. In
accordance with the developments in gross wageswarége labour productivity, after decreasing
in 2010, unit labour costs will see only a negligigrowth in 2011. In the last two years of the
projection period, the growth of unit labour cosi# accelerate again although it will again remain
significantly lower than that in 2008 and 2009.

2.2.2 Inflation

The average annual rate of inflation in 2009 wa®¥/®.a 0.1 percentage points below the rate
projected under the previous Pre-accession EconBrnoigramme (2010-2012). This was the result
of a much sharper than expected fall in the prafesdividual products in December 2009 (most
notably meat, clothing and footwear and cars) caegto the previous month.

Table 1: Index of Consumer Prices (average yeaeanchange)
2009 2010p 2011p 2012p 2013p

CPI, PEP 2010 - 2012 2.5 2.7 3.0 3.0
CPI, PEP 2011 - 2013 2.4 1.1 2.2 2.5 2.5

Source: CBS, MF

The annual rate of inflation of consumer prices fedm 1.9% in December 2009 to 1.4% in
October 2010, mainly as a result of a deceleratbgear on year change in price of services.
Additionally, annual growth in prices of procesdedd decelerated and intensified decrease in
prices of industrial products (excluding food amérgy) on annual level. Domestic factors which
contributed to inflation slowdown included a fatl personal consumption as a result of a steady
fall in household disposable income and consumssipgsm. Moreover, the decline in labour unit
costs on an annual level, as a result of adjussnent the labour market (a larger fall in
employment than in manufacturing and a fall in cemgations of employees on an annual level)
suggests a fall in domestic inflationary cost puess in the economy. The effect of the base period
also had a favourable impact on the fall in theuahmate of inflation in the first ten months of
2010, given that the effect of a significant grovithadministered prices and excise duties on
tobacco products in the same period of year 20@9vhaished. On the other hand, the contribution
of energy prices to the total yearly inflation ieased during the observed period which was a
result of increase in crude oil prices in the wonthrkets. Furthermore, the contribution of
unprocessed food products increased which wasapgara result of unfavourable base period
effect, i.e. the result of the fact that declinghe prices of vegetables during the summer months
was smaller than in the same period of 2009. Adidi#ily, the prices of fruit recorded an increase
during the summer months of 2010 instead of usaab@nal decline. Similar developments of
vegetable and fruit prices were also realized inoEone, which is attributed to the unfavourable
weather conditions.

Imported inflationary pressures increased in tha fen months of 2010 as a result of an increase
in the price of energy and other raw materials (rmugably food raw materials, textile fibers,

ferrous metals and iron ores) on the world markek marked depreciation of the euro against the
American dollar. However, against the backdropatileh demand, a large number of producers did
not transfer the increased costs of energy and odlaematerials to the consumer, but have instead
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partly reduced their profit margins. This can bersm the relatively low annual rates of change in
producer prices of durable and non-durable conswoeds which in October 2010 stood at 0.4%
and -0.1%, respectively. It should be stressedghkevy that import pressures began to show in the
developments in producer prices of food productesghannual rate of change accelerated from —
1.8% in June to 3.9% in October 2010, and in thesld@ments in some food products from the
consumer price index (such as oil, sugar, confeetipand coffee) in the second part of 2010. The
increase in the prices of textile fibers on the ldionarket led to an increase in domestic producer
prices of textile intermediate products, whose ahmrowth rate stood at approximately 8% in
October 2010.

As regards inflation estimates for the entire 20th@, average annual rate of inflation might fall
from 2.4% recorded in 2009, to 1.1% in 2010, arat thainly as a result of a fall in the average
annual rate of change in the prices of food antba@down in the growth rate of consumer price
index, excluding food and energy. The estimatiorbased on the fall in domestic personal
consumption, reduced domestic cost pressures anddmestic and foreign inflation of producer
prices for personal consumption. It has been estignéhat in the conditions of poor demand,
producers and traders will largely refrain fromnggerring the increase in the cost of energy and
other raw materials to end-users so the mentiongubiit pressures might only start affecting
consumer price inflation in 2011. However, the ager annual rate of change in the consumer
price index energy price is expected to increas#itD compared to 2009, due to increased prices
of crude oil on the world market, depreciation b€ texchange rate of the kuna against the
American dollar and increased price of gas.

The estimated average annual rate of inflation0ib®2will be 1.6 percentage points lower than that
forecast under the previous PEP. The main reasothi®lies in a much sharper fall in consumer
prices in the last quarter of 2009 and particulamypecember which resulted in a much smaller
effect of inflation transmission from 2009 to 2010.

In 2011, we expect that the rate of inflation waiticelerate to 2.28sthough it will still remain low,
given low inflationary pressures expected as altregurecovery in domestic demand, while we
expect to see a fall in domestic cost pressuresesio significant increase in unit costs is exguect
in 2011. Imported inflationary pressures due taeased prices of oil and other raw materials on
the world market are expected to be smaller thasethn 2010. Inflationary pressures in 2011
might come from companies’ efforts to transfertia conditions of mildly growing demand, some
of the increase in the price of energy and othermaterials (particularly food and textile) to end-
users and to restore profit margins to their presievels.

In 2012 and 2013, inflation is expected to risglgly to 2.5% and remain stable and low. Among
domestic factors that might drive this increaseniation is the expected growth in domestic
demand. Global economic recovery might also causeased imported inflationary pressures as a
result of an increase in the prices of raw matemald finished products on the world market.

Among the risks which could have impact on sigaificincrease in overall prices in 2011, the risk
of more pronounced spillover of food raw materipice increases in the world markéd the

domestic food products than projected should batediout. Unfavourable weather conditions
might cause a marked growth in the prices of doimesfricultural products. Also, one of the risks

! The 2010 inflation transmission might reach 0.fcpetage points (an increase of 1.0 percentagespeimpared to
the previous year).

2 Which was due to unfavourable weather conditisnsh as drought and fires in Russia this summerimsdme
other major wheat exporters such as Ukraine anthNamerica.
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to the realisation of inflation forecast is the mba of a larger than projected increase in theepric
of oil and other raw materials on the world marlskipuld the global economic recovery be better
than expected. In addition, a more pronounced d&iren of the exchange rate of the kuna against
the American dollar might lead to higher inflatioparessures. An additional factor that might
lead to a higher than expected increase in theadmate of inflation lies in a possible increase in
the price of electricity, gas and heating in 20B%.contrast, one of the main downside risks to
inflation forecast lies in weaker domestic demagwbwery in 2011.

2.2.3 Monetary and Exchange Rate Policies

The Croatian National Bank (CNB) pursues its maifective, price stability, by maintaining the

stability of the exchange rate of the kuna agathet euro as the main nominal anchor of the
monetary policy. The selection of such an exchaatgpolicy reflects the conditions in which the
central bank operates, most notably a high degreai@risation of the domestic financial system
and the open character of the Croatian economysulrh conditions, the developments in the
nominal exchange rate of the domestic currencyngtyinfluence the developments in domestic
prices, inflationary expectations, financial stapilof the banking system and overall economic
activity.

In the first nine months of 2010, foreign capitaflows were again one of the key factors that
determined monetary policy, though these inflowsenmuch lower compared to the period
preceding the global financial crisis. In the fifste months of 2010, supply and demand on the
foreign exchange market were relatively balancddlendune 2010 saw an increase in appreciation
pressures driven by seasonal inflows of foreigrrenay from tourism revenues, expectations of
market participants regarding foreign and domegiieernment borrowing (with a foreign currency
clause) and smaller corporate demand for foreigreogy due to a contraction in the foreign trade
deficit. At three foreign exchange interventionsnducted in June and July 2010, the CNB
purchased EUR 363.7 million, thus halting the gitkaning of the exchange rate of the kuna. After
these interventions, the exchange rate of the kgainst the euro stabilised and began depreciating
slightly in the second half of the quarter. The Cbthducted two foreign exchange interventions
in November, selling EUR 350.1 million to the bankeoking at the first ten months of 2010, the
nominal exchange rate of the kuna against the eemreciated year-on-year by 1.1%. The
international reserves of the CNB rose by 6.8%hanfirst ten months of 2010, reaching EUR 11.1
billion at the end of October. The growth in int&ional reserves received an additional boost from
foreign currency government deposits placed tempypravith the CNB, raised through a
government bond issue abroad.

In 2010, the central bank continued to act towandstaining high kuna liquidity of the monetary
system with a view to improving financing condit®oon the domestic market and encouraging
recovery in the credit activities of banks thatlielcus on domestic economy. High kuna liquidity
which was generated by means of foreign exchangioas with the banks and direct transactions
with the central government in the last quarte2@®9, did not change much in 2010. The average
liquidity surplus (overnight deposits with the CNigluded) in the first nine months of 2010 stood
at HRK 4.3 billion. The policy of maintaining a hidevel of liquidity has so far no negative effects
on developments in the exchange rate of the kur@nstgthe euro, and at the same time it
contributed to interest rates fall and stabiligatio money market interest rates and a fall in shor
term interest rates on corporate kuna loans. Taexein the forthcoming period, the CNB will
continue to support good liquidity to boost creddtivities of banks, particularly those geared
towards the corporate sector. It should be empedsihough, that central bank will maintain
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favourable liquidity just to the extent allowed the market conditions and foreign exchange rate
developments, i.e. to the extent which will notgealize exchange rate stability, the key anchor of
the financial and overall economic system stability

The central bank also used other measures to revadit activities of banks in 2010. At the

beginning of February 2010, the CNB issued a daeison the reduction of the reserve

requirements rate from 14% to 13%, thus releasing$ earmarked, together with bank funds, for
loan financing within the framework of a programmikincentives of the Government and the
Croatian Bank for Reconstruction and DevelopmerB@R). The cut in the reserve requirements
rate also meant reduced regulatory costs of fundimgrces for banks which also contributes
towards increasing the banks' credit potentialraddcing interest rates.

More favourable monetary environment notwithstagdiarther negative trends in the real sector
of the economy still prevent any sizeable recovargredit activities. In the first ten months of
2010, we saw only a moderate year-on-year growthaitk placements to the private sector, most
notably the corporate sector, while household legdiid not start recording positive year-on-year
growth rates until the second half of the year. Tnewth in corporate placements might be
associated with a gradual fall in lending interasés, a cessation in this sector's foreign borgwi
and, partly with the realisation of loans grantedier government incentives in co-operation with
HBOR, which amounted to HRK 1.6 billion. Followirsgsharp increase in the first half of 2010,
banks' net placements to the government fell ity dwing to inflows from bond issues on the
domestic and foreign market. In line with a smatwgth in loans, monetary aggregates also grew
moderately in the first ten months of 2010 (moridg, rose by 7.4% and total liquid assets M4 by
4.2%) and similar developments are expected iriditbcoming period.

Unfavourable macroeconomic developments also hadchpact on the quality of credit portfolios
of banks which continued to worsen steadily in 20@e share of irrecoverable loans rose from
7.8% at the end of 2009 to 9.5% at the end ofitseHalf of 2010. Increased loss provisions led to
a fall in bank returns, but did not undermine bagksystem stability. Its ability to withstand
shocks is also due to a relatively high bankingesyscapitalisation which stood at 19.0% at the
end of June 2010, much above the prescribed’level

2.2.4 External Sector

The last quarter of 2009 was marked by a furthéaucgon in the current transactions deficit, with
current account deficit falling by almost one hal2009 compared to the year before and stood at
5.5% of GDP or only a little below the value praget under the previous PEP (5.7%). This
contraction was entirely due to a marked fall ia olume of foreign trade, particularly on the side
of the imports, which, owing to their much highaifwe resulted in a one third smaller deficit in the
trade in goods. At the same time, developmentshiarsub-accounts were unfavourable, as seen in
the services account surplus fall owing to lowarrigm revenues, widening in the factor income
account deficit, mainly attributable to a sharpalt in revenues than expenditures, particularly
those based on interest expenses, and a smail fa# positive current transfers account balance.

% Since March 2010, the minimum capital adequady tes been raised from 10% to 12%, thus offsettiegeffect of
lenient calculation of risk exposure in the contekapplication of Basel Il standards which als¢eeed into force in
March.
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Figure 2: Current Account Balance

as % of GDP
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Source: CNB, MF

The negative trends started subsiding in individwahs towards the end of 2009 and in early 2010,
with goods exports starting recording growth in fingt quarter of 2010. At the same time, imports
continued to contract steadily, though at a slomaéx, and the negative trends were halted by mid-
year. Further contraction in the trade in goodscdethus determined again developments in the
current account deficit, which fell by 38.8% in thrst half of 2010. A lower negative balance was
also seen in the income account as a result ofl@nedpenditures, mainly due to a fall in interest
expenses of the domestic sector associated witbrloverest rates on the world market. Balances
in the services and current transfers accounts gietidar to those in the previous year.

The main determinant of developments in the curaenbunt in the remaining part of 2010 will be
trade in goods. Preliminary data on the developsmantrade in goods in the first ten months of
2010 point to its further recovery and further dym@ growth in exports and acceleration in
imports growth until the end of 2010. Exports of and petroleum products is expected to,
particularly owing to developments in the third gaa of 2010, grow by over one quarter on an
annual level. Much slower but stable growth shdaddseen in the exports of other goods, with total
exports increasing by 11.6% in 2010 relative to phevious year. By contrast, a reverse in the
trend of imports did not take place until mid-2@&kDfurther strengthening of imports is expected to
take place in the second half of the year. Howenapprts are expected to hold steady on overall
2010 level, as a result of negative developmentheabeginning of the year. As a result of such
developments in imports and exports, the tradecidefiight fall by one tenth compared to the
previous year and stand at EUR 6.6 billion. Develepts in the current account in 2011 will also
mainly be determined by trade in goods that mightcharacterised by growing dynamics in
imports and stable exports growth. This could leathe widening of the deficit by one tenth in
which case it would reach its 2009 level. The tradeil and petroleum products could have a
significant impact on its widening and so couldpugh on a much smaller scale, a smaller net
export of ships. In the forthcoming years we exgectee similar developments, though with a
somewhat faster growth in imports than exports amdnsequential further widening of the trade
deficit.

The balance of services account in 2010 will reaamty mild increase, as a result of decrease in

negative balance of other services and increasetirevenues of transportation services. In the
same time, mainly as a result of developments enthird quarter, tourism revenues could record
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mild drop in 2010 as a whole. With the expecte@rsithening of economic recovery in major
tourist-generating markets, in 2011 we expect o ae increase in the number of tourist arrivals
and recovery in their consumption which dropped sagrably in the previous two years.

Therefore, following stagnation in tourism revenues2010, in 2011 we expect to see a small
recovery in tourism revenues and a continuatiothisftrend in the remaining part of the projected
period.

As regards developments in the income accountdéifieit in 2010 might be lower by some EUR

0.2 billion than in 2009, largely as a result oflcaver deficit arising from debt and equity

investment. Opposite developments might take pla@)11, where we expect that deficit growth

might be driven by developments in income from stueent. With gradual improvement in

companies’ business performance, we expect to seetieeable increase in expenditures from
direct equity investment, most notably retainedneays of foreign-owned domestic companies.
However, a small increase in revenues that migtgpuered by recovery in bank and central bank
income from foreign asset investment, might offgetan extent total deficit widening. Further

widening of the income account deficit until 2018 wargely be driven, in addition to a steady

increase in expenditures based on equity investnigngrowing net interest expenses resulting
from the accumulated debt.

As regards the current transfers account, in 20&@xpect to see a small increase in the positive
balance which has not been revised significantipgared to projections under the previous PEP.
This increase relative to 2009 should be the resfu#tn increase in government revenues, which
already took place in the first half of 2010. Agaeds developments in the remaining part of the
projection period, we expect to see a somewhaerfggbwth in net revenues in the light of the
process of accession to the European Union andstbeciated transfers to the domestic sectors.

Accordingly, the expectations regarding currentoaot deficit for the entire 2010 point to a much
narrower deficit than that in 2009. From 5.5% of K5I 2009, it might fall by almost three
percentage points to 2.8% of the projected GDPO02 With recovery in economic activity and
domestic demand, in the forthcoming years we expeciee again a further widening of the
imbalance in foreign trade in goods and consequémthe overall current account. We expect that
the relative indicator of deficit will reach 3.8% @DP in 2011 and over 5% of GDP until 2013.

The described projection of the current accounicdeh 2010 has been revised downwards from
6.0% of GDP to 2.8% of GDP, relative to the pregid®EP, suggesting its large contraction, in
contrast with its previously expected widening.sTts the result of a fall in the economic activity
in 2010 and a large contraction in domestic demandpntrast with the expected small economic
recovery envisaged under the previous PEP (0.5%ijciDprojections for the forthcoming years

have also been revised downwards, in line of ttestaestimate of current year developments.

Foreign capital inflows, changes in internationesarves excluded, were very small (EUR 0.3
billion) in the first half of 2010 and mainly inwad foreign direct investment and withdrawal of
cash and deposits of banks. The decline in fordegst liabilities that took place during the same
period, cross-currency changes and difference®werage excluded, corresponded to changes in
external debt. In the second part of 2010, in tylet lof smaller current account deficit financing
needs and the persistent insecurity on the finhmecaakets, we might see relatively modest net
capital inflows. With an increase in the current@mt deficit in 2011, we expect to see a
somewhat greater need for foreign financing, howefggeign capital inflow in the private non-
financial sector might remain relatively small.
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Foreign direct investment in Croatia might amouni@approximately EUR 1.5 billion in 2010, a
level similar to that in 2009, round-trip investnenexcludel The largest direct equity
investments will be seen in trade, tourism and tanson as well as in other activities in projects
already underway. The amount of retained earningédcexceed somewhat that achieved in 2009
provided a significant fall in losses incurred ndividual activities, most notably oil industry and
leasing companies business is achieved. HoweVal, ia banking profits might offset some of the
recovery in these activities. Borrowing from owrepsrelated companies, which also constitutes
direct investments, will probably remain as modestin the first half of 2010. Investor interest
might remain relatively small next year so we exgecsee only a slight increase in foreign direct
investment compared to 2010, and similarly smatldteiady growth is also expected in the periods
after that.

In addition to inflows from equity investments, ddmbilities might also continue to grow
relatively modestly because, slow economic recometyithstanding, we do not expect to see any
significant increase in foreign borrowing. In thist seven months of 2010, the amount of foreign
liabilities paid by domestic sectors exceeded theunt of new borrowing. Nevertheless, foreign
debt stock increased slightly due to cross-currecttgnges. Of the domestic sectors, only the
government sector borrowed more heavily. Althoughexpect that the negative effects of cross-
currency changes will wear off somewhat in the ri@img part of the year, the projection envisages
an increase in the debt stock, due to the expduatéter borrowing of the central government and
the banks and a very small increase in corpordie ttegeneral, the total debt stock in 2010 might
increase by EUR 2.3 billion and reach EUR 45.4idillat the end of the year, with the relative
indicator of foreign debt rising to 100.6% of th&timated GDP (up from 94.9% in 2009). Very
small economic recovery expected in 2011 will pldpanot prompt a new cycle of large foreign
borrowing, with debt growth possibly taking placebianks, in line with heightened credit activity
and in the central government, due to increased farebudget deficit financing. The expectations
are that the gross external debt will grow onlglsily in the forthcoming years, and that we might
see, in the light of growth in the nominal amouhfgmss domestic product, a stabilisation in the
gross external debt to GDP ratio at levels of ald@06.

The December 2009 Regulation on amendments to ¢éheigh Exchange Act provided for the
postponement of full liberalisation of the capid&icount, i.e. liberalisation of deposit transaction
of residents abroad and granting of short-termniong loans to non-residents. In this context, it
should be noted that full liberalisation of gragtishort-term financial loans to non-residents
entered into force on 1 July 2010 and full libesation of deposit transactions of residents abroad
will enter into force on 1 January 2011.

* Total foreign direct investments in 2009 stoo&HR 2.1bn, of which EUR 0.7bn went to round-tripéatments (an
increase in direct debt investments in Croatiadinect equity investments abroad). In the firsff lal2010, a share of
these investments (EUR 0.4bn) was transformeddqtaty capital which resulted in a simultaneouslidedn direct

debt and an increase in direct equity investmeith mo impact on total foreign direct investmentstiie RC. It is
estimated that until the end of the year, additi@&ldR 0.9bn in round-trip debt investments will ttansformed into
equity capital, which will also lead to an increasedirect equity investment and a similar declinedirect debt
investments.
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3 PUBLIC FINANCES

3.1 GENERAL GOVERNMENT BALANCE AND DEBT

3.1.1 Fiscal Policy and Medium-Term Objectives

In the forthcoming mid-term period, the key objeetiof the Government of the Republic of
Croatia will lie in the preservation of macroeconostability and in the creation of conditions for
recovery and stable economic growth. Fiscal pokdlbe directed towards consolidation of public
finances, and the Fiscal Responsibility Aatlopted by the Parliament on 23 November 2010 will
play a crucial role in this context. The Act camwiforce on 1 January 2011.

A significant contribution to the achievement o$cal policy objectives will be provided by
structural reforms, described in more detail latethis document.

In this context, fiscal policy will act towards fillnent of the twelve general objectives laid down
in the Strategy of Government Programmes for tHel 28013 period:

macroeconomic and economic stabili#ythis objective will be achieved through effidien
management of public finances and further improvenoé budget processes, strengthening of
the internal financial controls systems in the pubsector, further development of
macroeconomic statistics, fair and effective rewenallection and capacity strengthening for
the use of European Union funds;

optimum environment for the development of a cammeeconomy- this objective will be
achieved by means of a more effective use of natiaesources through increased
competitiveness and a sustainable energy systermlenmentation of the measures for
strengthening the competitiveness of economic iestit including restructuring and
development of individual industrial branches, moges for the development of the small
economy, incentives for economic development onislends and in the coastal region and
inspection supervision of the work of economic gxdprs in the areas of catering, tourism and
trade, strengthening the development, competits®@ad flexibility of the labour market and
improving the protection of economic interests aafitty of consumers;

strengthening of the state of law and the ruleawf + this objective will be achieved through

further implementation of the reform of the judigidhat is aimed at creating the preconditions
for independence, unbiasedness and professionalisthe judiciary, speeding up of court

proceedings and judicial authorities network ratigation, improving the protection of human

rights and freedoms, as well as prison system imgment, combating of corruption and

organised crime, rationalisation of the system @fegnment administration and reform of the
system of local and regional self-government arel dbvelopment of an efficient system of
civil service human resources management and daevelot;

promoting knowledge, excellence and culturehis objective will be achieved through the
development of an economical and effective netwoik educational institutions, the
establishment of the system of quality assurancalloeducational levels and the development
of the system of sports and sports activities ggtablishment of an IT society, the development
of cultural and artistic activities and further fction and maintenance of cultural heritage;

5 Official Gazette 139/10
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uniform regional development this objective will be achieved through the potion of
development of counties and statistical regions susdainable development of less developed
regions, the development of borderline areas arahgthening of cross-border co-operation,
forest management, sustainable development of watmagement and transport system
development;

strengthening of social justice to achieve this objective, further measures halltaken that
are aimed at improving the quality of life of vutable groups, expanding the network of
services to new communities and users, improviegytrality of services and service providers,
local employment regarding the provision of soaalvices, and encouraging and promoting
volunteer work, social empowerment of the famillgildren and the young, protection of the
dignity of Croatian war veterans and encouragireggdbavelopment of a sustainable system of
pension insurance against the backdrop of ageipglaton;

positioning of the Republic of Croatia as one @& likading European tourist destinationshis
objective will be achieved by encouraging sustdmalse of natural, cultural and historical
resources, tourist sector development by encougaitie development of small and medium-
sized entrepreneurship in tourism, investmentsuimdm resources training in tourism, creating
the conditions for a pleasant and safe stay ofidtsuand encouraging the development of
tourism in touristically underdeveloped areas affiicient promotion of Croatian tourist
products and services;

more competitive agricultural, food industry andhkeriessector — this objective will be
achieved through further adjustment of the systémidbto agricultural production and fisheries
with that in the European Union, improvement of kear mechanisms for the sale of
agricultural, food and fisheries products, protatinf the health of humans, animals and plants,
protection of consumers' interests and rural dgrekmt;

further strengthening of the international statustloe Republic of Croatia- in the previous
years, Croatia’s international position strengtliemeall areas of foreign policy and in 2009
and 2010, further progress was made in negotiatmn®ccession to the European Union,
which have now entered a final phase. In the ttmsil period until full accession, the
provision of information to the Croatian public albdhe European Union and the integration
process will be of extreme importance and so viié establishment of a credible Croatian
version of theacquis communautair@and translations for the purposes of the procdss o
accession;

improving the police and armed forces in the se&rvio citizens— this objective will be
achieved through improved prevention of punishdi@baviour and improved detection and
prevention of crime, enhanced road and state baalety, progress in administrative affairs
and inspection supervision, development of an nateg system of protection and rescue, and
maintenance of international defence and policeeration;

health protection, maintenance and improvementhis objective will be achieved through
reorganisation and improvement of emergency medadl improvement of public health
network, development and standardisation of headtle infrastructure, informatisation of the
health care system, supervision of the legalitwofk of health care institutions and health care
workers and promotion of healthy lifestyles;

environmental protection and spatial developmenthis objective will be achieved through
efficient environmental management, activities tmsaimprovement of the cadastre and
designated use of space, implementation of measlinesed at improving the situation in the
field of housing, municipal management and consitvac
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3.1.2 Actual Balances and Medium-Term Perspectives

Recent Movements in the Consolidated General Govenment Budget

Unfavourable economic developments present in tBenR2009 and 2010 had a sizeable effect on
public finances. A fall in the economic activitycha direct impact on budget revenues as the most
direct channel of transmission of unfavourable eooic developments to public finances. Such
developments on the revenue side of the generadbtudombined with reductions on the side of
sources of financing, had significant implicatioms developments in total general government
budget expenditures. In the conditions characterisg reductions on the side of sources of
financing and developments in the prices of newaesiof financing, the expenditure side of the
general budget underwent a significant processlpfsament in line with fiscal possibilities, while
taking into account the structure of the expenditaide and, under the given circumstances,
making sure that realistic needs of all levelsh& general budget are met to the maximum extent
possible. In this context, it should be noted thate budget revisions, revisions of financial plan
of extra-budgetary users and changes in the projecof local and regional self-government units
were made in 2009. The measures taken in 2009viestdboth the revenue and the expenditure
side. On the revenue side, especially importantthvasncrease in the general value added tax rate
of 1 percentage point (from 22% to 23%) and theothiction of a special tax on salaries, pensions
and other receivables as a tax form with a limdadation. Moreover, the Special tax on salaries,
pensions and other receivables was abolished inpiases during 2010. This tax form was
introduced in mid-2009 with limited lifespan, natér than by the end of 2010. In April 2010, the
Croatian Parliament adopted an Act abolishing @ngent of the special tax on salaries, pensions
and other receivables at a rate of 2% on recegpiging from HRK 3,000 to HRK 6,000 from July
1st 2010, and at a rate of 4% on net payments dixagpelRK 6,000 from November 1st 2010.

On the expenditure side, the measures taken waredaat ensuring the maximum possible savings
through cuts in expenses associated with implertientaof different programmes and by
rechanneling some of these funds to anti-recessm@asures financing, most notably the
maintenance of the standard of living of the magherable groups of society. Support was also
provided for job preservation to employers who wereed to scale down their economic activities
on account of economic and financial crisis andewaced with the risk of surplus workforce.
Salaries of government officials were also cut égucing the basis for the calculation of salaries
by further 5% relative to the April 2009 basis. Blens regulated by the Act on the Rights and
Obligations of Representatives in the Croatiani®aent were also cut by 10%. The execution in
2009 points to an outturn in line with the lastyJ2009 amendments to the annual plan. As a result
of such developments in general budget revenueggmenditures, net lending/borrowing stood at
—-4.1% of GDP in 2009, which is an increase in thgative balance relative to the previous 2008 of
2.7 percentage points.

Table 2: Revenue, Expenditure and Net Lending/Bamg of the Consolidated General
Government 2006-2009

% BDP-a 2006 2007 2008 2009
Net lending/borrowing -3.0 -2.5 -1.4 -4.1
Total revenue 39.6 40.7 39.8 38.7
Total expenditure 42.6 43.2 41.2 42.8
Source: MF
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Negative economic developments continued into 2@E3pite certain difficulties in the financial
market at the beginning of 2010, overall systemuitldy was much higher than in 2009.
Nevertheless, a certain amount of caution that stidpresent among the main participants in the
financial market in early 2010, prompted direct @&mment involvement in the search of
possibilities for encouraging business sector fonam through developed financing models both
for the purpose of strengthening current busin@esations and for the purpose of launching new
investment initiatives. In this context, the Goveent, in co-operation with the Croatian National
Bank, has developed and launched financing modeledaat initiating credit and investment
activities with lower financing cost. These modatglude a system of co-financing in the
framework of new credit lines focused mainly on Warking capital of entities hit by the negative
impacts of the financial and economic crisis argystem of government participation in the share
of the risks involved in new bank lending througlagantees directed towards new investment
projects. In April 2010, the Government adopte@grehensive Economic Recovery Programme
that is aimed at creating the conditions for ovaritw the crisis and laying the foundations for
future robust economic growth and development. Ebenomic Recovery Programme consists of
some one hundred priority reform measures, mostbhort-term and medium-term nature, largely
relating to the areas of public administration¢dispolicy, domestic economy revival, the labour
market, the system of social security, educatiaense, etc. Further unfavourable economic
developments in 2010, coupled with a number oflagive changes whose impact was seen on the
revenue side, resulted in lower than expected dudgenues relative to those initially planned for
2010, an issue addressed in government budgetiaevier that year. In accordance with the
provisions of the Economic Recovery Programme,Gbgernment introduced changes in income
taxation, simplifying it by reducing the numbertak rates and repealing tax reliefs. Changes were
also made to tax brackets ranges of the taxablis bdgch are now subject to new income tax
rates. The change in the taxable basis tax bracicgthe change in income tax rates applicable to
the new tax brackets, led to a reduction in incdare burden of natural persons which gives
additional boost to consumption. More specificalhg previous tax rate was cut from 15% to 12%,
while the 35% and 45% tax rates were repealed eyldaed by a new 40% tax rate. The cut in the
former tax rate to 12% is particularly important fower income individuals as it raises their
income. These changes in the system of incomeitaxksd to an increase in net receipts of some
1.5 million citizens. By repealing tax reliefs whiamounted to HRK 12,000 annually, and which
were accessible to a lesser extent by sociallyeralie groups of the society, the Government
achieved a higher level of social sensitivity whde the same time achieving administrative
simplification of the system of income taxatiortlie country and efficiency growth.

Macroeconomic developments and developments in ddudgyenues in 2010 suggested poorer
outturn than that originally planned. The correctmf macroeconomic and fiscal planned values
was made towards the end of August in the framewbdovernment budget revision and revision
of financial plans and projections of other levals the general government. On general
government level, these changes involved a redudtiche revenue plan on an annual level of
1.7% of GDP while the expenditure side of the galhgovernment budget increased by 0.1% of
GDP. The greatest changes in the plan for 2018rmg of the amount were those on the budgetary
central government level, as the largest compooktite general government budget. The revenue
plan of the budgetary central government was retdlbgeHRK 4.5 billion or 1.4% of GDP, while
total expenditure was increased by HRK 900 milleyr0.3% of GDP. The increase in budgetary
central government expenditure in 2010 is assatitth the need to ensure additional funds on an
annual level for individual expenditure categorissich as pensions, natural disasters,
unemployment benefits, etc. while at the same tiunther rationalisation of other expenditure
categories was made in an extent that will largélget the increase in the mentioned expenditure
categories.
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In the light of the changes on the revenue and rekpge side, the new level of net
lending/borrowing stands at —5.2% o GDP.

The changes in the 2010 budget were largely dibyemacroeconomic developments affecting the
revenue side and further rationalisation on theeagfiure side. Changes in the 2010 budget also
represent a basis for the 2011 budget. Namelyhenadoption of the 2010 budget revision, the
Croatian Parliament issued a Conclusion that pesvithat the level of expenditures determined
under the 2010 budget revision also representxéiimg for expenditures in the following two
years, i.e. the years 2011 and 2012.

In November 2010, the Government of the RepublicCobatia proposed and the Croatian
Parliament adopted the 2011 budget with projection2012 and 2013 which was drawn up in
line with the restrictions regarding the maximumweleof expenditures defined under the previously
mentioned Conclusion of the Croatian Parliamentaddition to the 2011 budget and projections
for 2012 and 2013, the Croatian Parliament alsoptedb in November 2010 the Fiscal
Responsibility Act. This Act lays down fiscal rulaened at implementation of fiscal consolidation
in the forthcoming period and elaborates and/a@ngfthens, i.e. introduces individual provisions
for the achievement of a higher level of fiscalpassibility. According to the mentioned fiscal
rules, total general budget expenditure expressethé share in the estimated gross domestic
product will be decreasing annually by at leaseficpentage point, whereas this reduction is carried
out up to the moment when primary fiscal balanc¢éhefgeneral budget in nominal terms will be
zero or positive. After that, the goal is to acleievcyclically adjusted primary fiscal balancelod t
general budget at zero or positive level during tlgele in order to achieve stabilization and
reduction of public debt in gross domestic product.

Medium-Term Fiscal Projections
Consolidated General Government Revenue

The consolidated general government revenue plar2@@l and projections for the 2012-2013
period are based on macroeconomic assumptionedd@11-2013 period and the expected budget
revenues in 2010, and take into account the estonaffects of EU accession and full EU
membership of the Republic of Croatia as well aanges in the tax legislation. The changes to the
Income Tax Act, implemented in mid-2010, introducgltanges in income tax rates and tax
brackets for the application of tax rates with ewito simplifying the system of income taxation
and reducing the tax burden for the majority of&fian citizens. The annual impact of this change,
as seen in reduced revenues on this basis, isadetno stand at around 0.3% of GDP. Legislative
changes were also made in the area of excise dulieter a Government Regulation, the rate of
the proportional excise duty on cigarettes wasehas of 1 October 2010 from 30% to 35% of the
retail price for the purpose of gradually achievilg minimum conditions and the amount of
excise duty on cigarettes prescribed by EU direstilunder Government Regulation, the amount
of excise duty on unleaded motor gasoline for sstial in motor vehicles was also raised as of 1
September 2010 from HRK 2,850/1,000 per litre tokKH&®100/1,000 I, which is an increase of
HRK 0.25 I, or the same amount as the amount fachvexcise duty decreased at the time of
strong pressures on the prices of petroleum prednc2007. In addition to these changes that will
affect developments in total general budget revermver a medium-term, note should be taken of
the fact that projections for the observed peritgb dake into account the effects of full EU
membership of the Republic of Croatia, both onrtheenue and expenditure side.
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In light of the above-mentioned, total consolidagetheral government budget revenues in 2011 are
planned to stand at 36.5% of GDP, which is a deered 1.4 percentage points of GDP relative to

2010. It should be stressed that such developnmenkte share of revenues in GDP are due to the
repealed Special Tax on Salaries, Pensions and R#weivables in 2010.

The consolidated general government revenues hara sf GDP will stand at 37.0% of GDP and
36.8% of GDP in 2012 and 2013, respectively.

The most significant budget revenue, VAT revenue,manned to stand at 11.6% of GDP in 2011
and until end-2013 it is estimated to grow by OeBcpntage points of GDP and stand at 11.9% of
GDP. Such developments can be attributed to theeat@@ acceleration in economic growth
towards the end of the observed period, while ttogeptions for this revenue are based on the
expected developments in personal consumption.

Unlike VAT, the share of revenues in GDP from prédix, customs and excise duties is expected
to decline over a medium-term. Revenues from prafit have been planned based on altered
macroeconomic conditions, a decrease in the expembeporate profit and their time-related
impact on developments in revenues from profit #hxe projected revenues from profit tax range
between 1.7% of GDP in 2011 and 1.6% of GDP in 2@l#cial taxes and excise duties will also
see a gradual decrease in their share in GDP; 3:dfb in 2011 to 3.2% in 2013. In the projection
of revenues from excise duties, we took into actoegonomic growth rates, the previous
developments trend in these revenues, and changee iegislative framework regulating excise
duties on tobacco and tobacco products and excisesdon petroleum products. The projected
revenues from customs fees and duties suggesa@dystbare in GDP of 0.5% during the projection
period. Revenues from income tax have been plabhaséd on the expected developments in gross
wages and total employment, taking account oféleslative changes in tax rates and tax brackets.
The share of revenues from income tax in GDP stand®.6% of GDP throughout the entire
medium-term period.

Revenues from social contributions have been pthmmédine with the expectations on the labour
market, i.e. in accordance with developments irsgrmages and employment. These revenues are
closely related to economic activity both in theipe in which they are collected and in the
previous periods given the time dynamics of theafbf overall economic activity on the labour
market. Revenues from social contributions arer@dnto have a steady share in GDP of 11.6%
over a medium-term period.

Property revenue includes revenues from the pudfienterprises and financial organisations,
revenues from dividends, concessions, propertyetgasterests and other property revenues. Over
a medium-term, these revenues are planned at aagavievel of 0.9% of GDP.

Consolidated General Government Expenditure

Consolidated general government expenditure ovemdxt three-year period will be determined
by key objectives and measures laid down in theat&jy of Government Programmes.
Developments in expenditure during this period aio be determined by the Economic Recovery
Programme. The implementation of structural refon@asures envisaged under this Programme
will also influence developments in individual expédure categories in the forthcoming period.
The reduction in the share of total expenditurgrimss domestic product in the period immediately
following the crisis and in the years to followatso determined by the provisions of the Fiscal
Responsibility Act which is determined by the Ecomo Recovery Programme and the Conclusion
of the Croatian Parliament aimed at restricting léinel of total expenditure of the budgetary
central government and extra-budgetary users. Tdrerethe consolidated general government
expenditure will see a steady fall in their shareéGDP over the next three-year period and thus
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contribute to the achievement and subsequentlygaraintenance of such fiscal positions that will
ultimately reinforce long-term sustainability oflgic finances. It should be noted in particularttha
expenditure will continue to be aimed at the foii@int of the broadest social needs through
continued investment in the development of entmgueship, uniform regional development,
promotion of knowledge and excellence and protactibthe socially most vulnerable categories.
At the same time, continuous activities and pragjeatl be carried out related to adjustment of the
RC in the process of EU accession, in particulaseirelating to the accelerated accommodation of
returnees and refugees, alignment of the agri@alltaystem to EU rules, establishment and
management of the Schengen system, judiciary refomaministrative capacity building,
construction and equipment of border crossingsjsajent to the European system of statistics,
etc. The meeting of these needs on the one hanile aihthe same time ensuring continuous
contribution of the expenditure side to the implatagon of fiscal consolidation, on the other
hand, depend on the implementation of structurirmes in line with the strategic orientation.
Consequently, total consolidated general governm&penditure is estimated to range between
41.9% of GDP in 2011 and 39% of GDP in 2013.

The most significant group of general governmenddat expenditure in terms of the amount
involved are social benefits which will see a steddcline in their share in GDP over the next
three-year period. Their share in GDP is thus gdro fall from 13.5% in 2011 to 12.5% in 2013.
The developments in these expenses are largelyndat®l by developments in the major
categories of social benefits, most notably expdosgensions and health care. Outlays in the
health sector are influenced by further implemeoabf the health care reform, particularly in
primary and secondary health care, which is aimezlistainability of financial stability in health
care system. The main determinants of expensednsipns in the forthcoming period will be
developments in the number of pension users, dpnedats in expense aimed at eliminating the
differences between the pensions of the so-catdl' 'and "new" pensioners and the absence of
pension indexation in 2011. Social benefits asettygenditure category also include funds required
for exercising rights on the basis of social welfamaterial and legal protection of unemployed
persons, maternity and child allowance.

Compensation of employees in public and state adtration, with the average share of 25% in

total expenditures, makes up the second largesineljpire item of the general government budget.
In the next three years, developments in this expevill largely be determined by developments in
the number of civil and public servants. Some e&f ¢fffects of reduction in the number of public

and civil servants by some 5% as envisaged undemthbvisions of the Economic Recovery

Programme are expected to be seen during the @useeriod. During this period, we expect to

see the share of this expense in GDP to fall diefrdm 10.5% in 2011 to 9.6% in 2013. Over the

next three year period, this expense will also bemnined by outlays for the envisaged 0.5%
salaries growth for past labour, 2.2% salaries gnaw education and science in accordance with
the 2006 Agreement on Supplements to Salariesistience and Education Sector and additional
strengthening of the administrative capacity inphecess of preparation of the Republic of Croatia
for EU membership.

Expense for intermediary consumption which relatesthy to expense for goods and services
earmarked for compensation of employees, matematgy and services are expected to average at
some 3% of GDP over a mid-term period. Their dyreanwill largely be determined by activities
and projects financed under EU pre-accession aogsamn assistance programmes. In 2011, this
expense will also include different expense of offenature such as population census,
parliamentary elections, referendum on EU accesanohexpense for the military.

The share of expense for subsidies will continugdorease from 2.2% of GDP in 2011 to 2.0% of
GDP in 2013 primarily as a result of a decreassulvsidies in railway and air traffic.
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The expense for property income in the forthconpagod will be determined by developments in
interest expense. Under the influence of developsnem the financial markets and fiscal
developments in the conditions of economic crigis,expect to see a steady nominal increase in
interest expense. The share of expense for prorertyme over the next three-year period will
stand at 2.2% of GDP.

Other current transfers, which comprise currenbgrand current donations are projected at 1.3%
of GDP in 2011, and 2.2% of GDP in 2012 and 201% feason for the increase in the share of
this expense in GDP in 2012 lies in planned coutidns of the Republic of Croatia to the EU
budget of around 1.0% of GDP. Capital transfersjctwvhinclude capital grants and capital
donations are expected to maintain an average t\ie6% of GDP in the observed medium-term
period.

Expense for gross fixed capital formation comprisesexpense for the acquisition of fixed assets,
strategic inventories and valuables. This expengdanned to range from 1.9% of GDP in 2011 to
1.5% in 2013, and will largely be determined byiaiieés associated with capital investments in
health care, social welfare, science, educatiodiciary, road infrastructure, water management,
etc.

Table 3: Revenue, Expenditure and Net Lending/Buaing of the General Government 2009-2013

ESA 95 % of GDP 2009 2010p 2011p 2012p 2013p
TR |Total revenue 38.5 37.8 36.3 36.8 36.6
Main components of total revenue:

P.11 |Market output 3.2 3.2 3.1 3.0 2.9
D.211 |Value-added tax 11.1 115 11.6 11.8 11.9
D.61R |Social contributions, receivable 12.2 12.0 11.8 11.8 11.8

Current taxes on income, wealth etc.,

D.5R |receivable 6.5 5.5 4.5 4.4 4.5
D.51A| - of which: personal income tax 0.0 0.0 0.0 0.0 0.0
D.51B corporate income tax 0.0 0.0 0.0 0.0 0.0
D.212 |Taxes and duties on imports excluding VAT 0.5 0.5 0.5 0.5 0.5

Taxes on products, except VAT and import

D.214 |taxes 3.8 4.1 3.9 3.8 37
D.214a| - of which: excises 0.0 0.0 0.0 0.0 0.0
D.4R |Property income, receivable 0.8 0.4 0.4 0.3 0.2

TE |Total expenditure 42.6 43.0 41.9 40.7 39.0

Main components of total expenditure:

P.2 |Intermediate consumption 4.8 4.8 4.8 4.4 4.1
D1.P |Compensation of employees 10.6 10.8 10.5 10.0 9.6
D.3P |Subsidies, payable 2.4 2.3 2.2 2.1 2.0
D.4P |Property income, payable 17 1.9 2.2 2.2 2.2

Social benefits other than social transfers in
D.62P |kind, payable 13.6 14.0 135 13.0 12.5
D.631 |Social transfers in kind 3.3 3.6 3.3 3.2 3.0

D.7P |Other current transfers, payable 14 15 13 2.2 2.2
D.9P |Capital transfers, payable 19 1.8 17 15 16

P.5 |Gross capital formation 18 1.8 1.9 1.7 15

B.9 |[Net lending/net borrowing -4.1 -5.2 -5.6 -3.9 -2.4

Source: MF
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Net Lending/Borrowing

The financial and economic crisis, the effects bfol are still present, left a great mark on public
finances. The revenue side of the budget was suiadta influenced by a fall in the economic
activity in 2009 and 2010. Such developments, caaiplith unfavourable financial developments,
also led to a significant fall in the level of exypltures. However, given the magnitude of revenue
adjustment to changes in macroeconomic developnagrtgshe actual capacity for full absorption
of such developments on the expenditure side, tit@ tgeneral government budget deficit
increased during this period. Thus, after a stedahline in the total general government budget
deficit in the period before the crisis to the lewd —1.4% of GDP in 2008, in 2009 net
lending/borrowing stood at —4.1% of GDP. With fenthunfavourable developments in 2010, the
total deficit is projected to stand at —5.2% of GI®er a medium-term decline in the general
budget deficit to —2.4% of GDP in 2013 is expectddwever, it should be noted that in 2011 we
expect to see an increase in the negative baldnite general budget compared to 2010 and that
its projections for that year stand at 5.6% of GDRis is largely attributable to one-off effects of
changes in income taxation in 2010 and the effetthe repealed 2009 Special Tax on Salaries,
Pensions and Other Receivables in 2010. Net lefiabngwing in 2012 is estimated to stand at —
3.9% of GDP. The largest contribution to the plahmecline in the negative fiscal balance is
expected to come from the expenditure side, supgday the implementation of structural reforms,
whose year-on-year increase for the observed paxiethges below 1%.

Table 4: Revenue, Expenditure and Net Lending/Bang of the General Government 2009-2013
According to Government Level

ESA 95 |% of GDP 2009 2010p 2011p 2012p 2013p
Budgetary central government - unconsolidated

TR Total revenue 33.1 32.8 31.6 32.2 32.0

TE Total expenditure 36.8 37.6 36.5 35.7 34.0

B.9 Net lending/net borrowing -3.7 -4.8 -4.9 -3.5 -2.0
Extrabudgetary users - unconsolidated

TR Total revenue 1.7 1.6 1.5 15 1.4

TE Total expenditure 1.8 1.8 1.9 1.6 1.5

B.9 Net lending/net borrowing -0.1 -0.2 -0.4 -0.2 -0.2
Local government - unconsolidated

TR Total revenue 4.8 4.4 4.3 4.2 4.2

TE Total expenditure 5.1 4.6 45 4.4 4.4

B.9 Net lending/net borrowing -0.3 -0.2 -0.3 -0.3 -0.2
Consolidated general government

TR Total revenue 38.5 37.8 36.3 36.8 36.6

TE Total expenditure 42.6 43.0 419 40.7 39.0

B.9 Net lending/net borrowing -4.1 -5.2 -5.6 -3.9 -2.4

Source: MF

Financing of the General Government Budget

Developments in total needs for financing over adima-term will be determined by
developments in the fiscal balance, expected dpwedots in financial assets and liabilities
maturing during that period. The total financingede during the observed period will be
determined predominantly by developments in theafibalance. Towards the end of the observed
period the developments in the fiscal balance sa# a steady decline in their contribution to total
financing needs as the negative fiscal balancedwg®. The liabilities maturing in the forthcoming
period stand at similar nominal levels in the fixgb years of the medium-term period, but will see
a nominal increase in 2013.

Two domestic bonds will mature during the obserpedod; a EUR 500 million bond maturing in
2012 and a HRK 4 billion bond maturing in 2013 whine foreign bond, worth EUR 750 million
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will mature in 2011. On the loan side, the biggestturities during the observed period relate to
maturing syndicated loans issued on the domestanéial market. The syndicated loans maturing
during the observed period stand at EUR 1.385ohilhominally with the most of this amount or
some EUR 1 billion maturing in 2013.

Table 5: Overview of bonds maturing in the peri@d2— 2013

] Amount (in Date of
Bond Date of issue million) Interest rate maturity
DOMESTIC BONDS
Series 03 D-12 23.5.2002. 500 EUR 6,88% 23.5.2012.
Series 11 D-13 11.7.2006. 4.000 HRK 4,50% 11.7.2013.
FOREIGN BONDS
Euro - EUR Il 2011 06.03.2001. 750 EUR 6,75% 14.03.2011.

Source: MF

The total financing needs over a medium-term wélrbet on the domestic and foreign financial
markets. The basic objective of borrowing and putiebt management is to ensure budget needs
financing at the lowest possible medium-term andgiterm financing costs and to maintain
acceptable level of risk.

3.1.3 Estimate of the Cyclically Adjusted Primary Deficit

The estimate of the cyclically adjusted primaryidefvas done in three steps. The first was to
calculate the deviations of individual macroeconorbases from their trend values. Next, the
elasticity of individual cyclically sensitive compents relative to their respective macroeconomic
bases was estimated. The last step was to cal¢h&atyclical deficit using the estimated elasyicit
of cyclical components and deviations of macroeaundases from their trend values, whereas
the cyclically adjusted primary deficit was caldeld as the difference between the primary and the
cyclical deficit.

The calculation of the cyclically adjusted defigidas based on the method of the European Central
Banké. Personal income tax, profit tax, value added ¢axijse duties and social contributions were
observed as cyclically sensitive components orrélienue side, whereas, on the expenditure side,
unemployment benefits were observed. The wage bilhss operating surplus, personal
consumption and the number of unemployed persorre weed as macroeconomic bases for
individual cyclical components. Long-term trenduesd of individual macroeconomic bases were
determined by applying the Hodrick-Prescott filtar their quarterly seasonally adjusted values
with the chosen smoothing parameteB800.

® Bouthevillain et al., (2001),Cyclically Adjusted Budget Balances: An AlternatiApproach* European Central
Bank Working Paper Series, No. 77.
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Figure 3: Deviations of GDP and Personal Consumgtioam their Trend Values
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The elasticity of individual cyclically sensitive omponents relative to their respective
macroeconomic bases was calculated using the fiolgpaconometric model:

AlnX! =a+B(In X, —yInV , +p+&+..)+FAInV, +5,AInV, + A+,

whereX' represents the observed cyclical component\Arttle respective macroeconomic basis,
while 01 and 0, are the short-term elasticity of cyclical compadiserelative to the relevant
macroeconomic base in the same and the precediigipe

As the model with the deviation correction is ategral part of the presented equation, the test of
order of integration of individual time series wdnest to be carried out. They indicate that the
order of integration of all series is 1, only tlegies of the number of unemployed persons has the
order of integration of 2. After determining theirdegrational vectors, by evaluation of the
described model, short-term elasticity of individagclically sensitive components relative to their
respective macroeconomic bases was derived.

The cyclical component of the chosen revenue apeérediture budget categories is calculated as a
product of estimated elasticity and deviation fpexctive individual macroeconomic bases from

their trend values. The cyclical budget balanceaBned as the sum of cyclical components of

budget revenues and expenditures, and its calonlanables the determining of the value of

cyclically adjusted or structural budget balancle Btructural budget balance is the difference
between the actual budget balance and the cytladahce. The primary deficit of the consolidated

general government is used for the calculationtafctural budget balance, as the expenses for
interest are not solely the result of current figedicy.
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Figure 4: Primary Balance and Cyclically Adjustethfary Balance
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The evaluation of the fiscal policy character, takinto account the imperfections of the Hodrick-
Prescott filter, indicates that fiscal policy hdsnged its cyclical characteristics many timeshi t
analysed period. Pro-cyclical fiscal policy is chaerised by expansive fiscal policy in the period
of overheating of the economy, and restrictive disgolicy in the period of underemployment.
Anti-cyclical fiscal policy is characterised by expsive fiscal policy in the period of
underemployment and restrictive fiscal policy iretperiod of overheating of the economy.
Restrictive fiscal policy in a year is defined agealuction and expansive fiscal policy as an
increase of the cyclically adjusted primary fisdaficit relative to the previous year.

The ratio between expansivity or restrictivity acal policy and the output gap in some of the
years during the 2003 to 2009 period indicatesptioecyclical character of the fiscal policy in the
period 2003-2007 and its anti-cyclical characteR@®8 and 2009. Based on projections for 2010
an 2011, the output gap is expected to be negafitbeanti-cyclical character of the fiscal policy,

and the anti-cyclical character of the fiscal ppli€ also projected for 2012 and 2013, with a small
positive output gap.
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Figure 5: Character of Fiscal Policy

% of GDP
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Note: Shaded areas represent periods of anti-cgkfiscal policy

3.1.4 Debt Levels and Developments

The process of fiscal consolidation which starte@©04 resulted in positive effects on public debt
to GDP ratio which declined by 9.1 percentage iotvards the end of 2008 compared to the end
of 2005 and stood at 29.3% of GDP. However, atferts of the global economic and financial
crisis began to be felt in Croatian economy in ye&009, budget revenues declined, deficit
widened and GDP fell, resulting in an increasehi; hnominal amount of public debt and its share
in GDP. Thus, at the end of 2009, total public debched HRK 117.8 billion, or 35.4% of GDP.

In the previous period, financing relied mainly domestic sources. As a result, the domestic
component of public debt rose from 55.3% in 20068%2% of the total public debt stock in 2009.

During the same period, the foreign component dlipwdebt fell from 44.7% to 31.8% of the total
public debt stock.
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Figure 6: Public Debt 2005-2009
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The bulk of the public debt was associated withrdweing based on securities, followed by loans
and T-bills issues. Looking by levels of governmauthority, the central government accounted
for 93.6%, or the largest share of public debt tmsathe end of 2009. Extra-budgetary users
accounted for 4.7% and local government units f@%l of the public debt. With central
government borrowing taking place mostly on the dstic market, the domestic component of its
debt accounted for 67.5% of the total central gowemt debt. The local government also
borrowed mainly in the country, and its domestibtd®mponent accounted for 99.6% of the total
local government debt. As regards extra-budgetaeys) the domestic component of the debt also
prevailed and accounted for 68.9% of the total @életxtra-budgetary users.

As regards public debt currency structure, it stdug noted that a significant part of the debt is
denominated in foreign currency, with euro-denor@dadebt accounting for the bulk of this
amount.

With a view to creating additional room for privagector financing on the domestic financial
market, after a five-year break, in 2009 the gowesnt again issued bonds on the foreign financial
market. Thus, in 2009, the government met partsofinancing needs by issuing two Eurobonds,
the first in May 2009 in the amount of EUR 750 moifl and the second in November 2009 in the
amount of USD 1.5 billion. With a view to reprognaximg liabilities falling due, in March 2010 the
Republic of Croatia issued ten-year bonds on tmeedtic market in the amount of HRK 3.5 billion
with an annual interest rate of 6.75%, and EUR B88llion in kuna equivalent value with an
annual interest rate of 6.50%. Furthermore, in A0$0 two more ten-year bonds were issued on
the domestic market, the first in the amount of HREK billion with a fixed interest rate of 6.75%,
and the second in kuna equivalent value of EURrGBIGoN value with an interest rate of 6.50%, in
addition to which a Eurobond was issued in the Uket in the amount of USD 1.25 billion with
an interest rate of 6.625% and a maturity periodlGfears. In November 2010, for the purpose of
changing the existing debt maturity and structthie,government issued a seven year bond on the
domestic market worth HRK 4.0 billion at a fixedtdrest rate of 6.25%. A part of the total
financing needs in 2010 was also met by means at-s&rm financing instruments, most notably
syndicated loans of domestic banks and T-bills.
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As regards overall public debt management, it tseexely important to define plans and direction
of public debt management that builds on previoeary achievements and is closely correlated
with the plan of developments in fiscal and oth@remic policies. Debt management is a process
where main efforts are focused towards debt stracassessment and analysis with the aim of
reducing generated risks, in view of their direapact on the state budget, the financial system,
and the capital market and thereby on the fiscdl macroeconomic stability of the country. The
Budget Act prescribes the institutional framewook borrowing and public debt management in a
way that ensures that the financial needs of themguonent are met at the lowest medium-term and
long-term financing costs and optimum level of yigk accordance with the given conditions.
Prudent risk management is essential for the aehient of the optimum structure of debt and
adequate debt management strategy.

The Fiscal Responsibility Act, as one of the keyaswges of the Economic Recovery Programme
that introduces clear fiscal rules, is of greatam@nce for public debt management. This Act is an
instrument which ensures public finances sustdiityaas the use of fiscal rules will lead to
necessary fiscal adjustments and ensure positigetefon public debt development.

In the forthcoming three-year period, total budgeficit and due liabilities financing needs will be
met both on the domestic and foreign financial ratrkwith the main aim of adjusting future
maturities in terms of amount and due dates atldeatame time creating additional space for other
sectors financing.

The developments in total general government budigdicit and liabilities maturing in the
forthcoming three-year period will result in highferancing needs relative to historical averages
and will also have an impact on the public debd&P ratio.

The bulk of liabilities maturing in the 2011-2018rd relates to three bond maturities of which
two are domestic bonds, one denominated in eurghviEdJR 500 million and second denominated
in kuna, worth HRK 4.0 billion, and one foreign kiprvorth EUR 750 million.

In accordance with the planned financing and mamoemic and fiscal projections, in 2011 we
expect to see a further increase in the public deld&DP ratio that started in 2009 under the
influence of the global economic crisis. The impéeration of fiscal consolidation in the
forthcoming years will result in a slower growtlerd in the public debt to GDP ratio in 2012 with
projected stabilisation in 2013. Further fiscal olidation that will result from the implementation
of the principles and mechanisms laid down in tlsed& Responsibility Act will ensure a trend of
steady decline in the public debt to GDP ratio, ltbeginning of which is expected to take place in
2014. Changes will also be seen in the levels tdigm and domestic component of public debt
expressed as a share of GDP as a result of liabilhaturing during the observed period and the
planned realisation of new borrowing both on thedstic and foreign financial markets.

Table 2: Projections of Public debt developments

% of GDP 2009 2010 p 2011 p 2012 p 2013 p
Public debt 35.4 41.6 44.2 46.3 46.7
Foreign 11.3 14.3 15.9 18.2 20.0
Domestic 24.1 27.3 28.2 28.1 26.7

Source: MF
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3.1.5 Budgetary Implications of Major Structural Reforms

The implementation of major structural reforms, moetably in the enterprise sector, labour
market, agriculture, public administration, edugatand science, health care, social welfare, the
judiciary and environmental protection will undoedly contribute to the achievement of the
objectives outlined in the Strategy of GovernmerdgPammes and the measures outlined in the
Economic Recovery Programme. A detailed descriptibthe objectives, measures and activities
in each of the listed areas is given in chaptef this document, entitled Structural reforms, while
fiscal impacts of key measures in the frameworktoictural reforms are given in Annex | entitled
Matrix of policy commitments. In addition to datan doudgetary funds allocations for the
implementation of individual measures, these fisoapacts also include information on their
financing from loans and EU pre-accession assisténuds.

The largest impact on budget is expected to comm fstructural reforms in the environmental,
enterprise and agricultural sectors.

The activities related to water management, coafted by IPA, will result in a net increase in
budgetary allocations of an average 0.1% of GD#oagh in 2011 we expect to see a fall in
allocations of 0.05% of GDP.

In the 2010-2012 period we expect to see a reduaticubsidies to railways of an average 0.03%
of GDP and a reduction in investments in moderiosadf Croatian Railways in 2011 of 0.06% of
GDP. Such reductions are in line with the impleragah of activities aimed towards improving
efficacy, achieving rationalisation of businessrapiens and implementation of savings measures.

Allocations for state subsidies in agriculture amdal development will also be reduced by an
average 0.04% of GDP during the 2011-2013 period.

In the framework of the health care reform, in 20 will see a cut in expense for sick leave of
0.08% of GDP, while expense for the acquisitiormadical equipment, hospital furnishings and
emergency aid reorganisation will increase until20and their average effect will amount to
0.02% of GDP.

On the labour market we expect to see increasedadibns from the state budget due to the fiscal
impact of the raised age limit and changes in themar of determining early old age retirement in
2010 and 2011 of an average 0.03% of GDP and aedse in the positive net direct impact on the
state budget in 2012 and 2013 of 0.04% of GDP.

Fiscal impacts on the state budget are also expdoteome from measures in the area of the
enterprise sector, labour market, agriculture, jgublanagement, education and science, health
care, the judiciary and environmental protectiorosénfiscal impacts on the expenditure side will

as a rule exceed revenues generated on the bakffeoént EU assistance programmes.

3.2 SENSITIVITY ANALYSIS AND COMPARISON WITH PREVIOUS P ROGRAMME
3.2.1 Fiscal Risks and Sensitivity Analysis of Net Lendig/Borrowing and Public Debt

Fiscal Risks

Fiscal projections for the medium-term are basetherdescribed macroeconomic assumptions and
as such represent a baseline fiscal projectiondbasea baseline projection of macroeconomic
assumptions.
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Therefore, the most significant implications on éxpected fiscal policy developments and results
come from changes in the assumptions of develommanbasic macroeconomic variables. The
most important group of risks would come from adowhan projected real GDP growth as a result
of further negative trends on the domestic market, as a result of a significant fall in the
economic activity of Croatia’s major trading parsmend a slower growth in the countries in the
environment or tourist-generating markets. A lod&rel of economic activity would directly
impact the level of the expected budget revenudsaanuld in that context represent a risk of wider
budget deficit than that originally planned. Furthafavourable economic conditions would also
have potentially negative impacts on the labourketawhich would also affect the planned fiscal
amounts.

Therefore, negative effects would also be expenteegrms of developments in public debt, that
would, as a result of a greater need for financgigw above the level planned under the baseline
projection.

As regards negative impacts on public debt devetpsover a medium-term, account should be
taken of the risk associated with a scenario ofgaificant change in the exchange rate of the
domestic currency. Given the fact that a significeimare of total public debt is denominated in
foreign currency, depreciation of the domestic ency would result in a higher public debt level
and greater difficulties in servicing this debt.rthermore, activation of contingent liabilities
(guarantees) would also lead to an increase itetled of public debt over a medium-term.

In the case of additional worsening of the condsi@n the financial market and smaller capital
availability, debt repayments and interest paymevasld also represent one of the fiscal risks,
with higher amounts of maturities creating pressw®e current operations in terms of increased
refinancing risk and representing a heavier burttenthe budget. Therefore, in public debt
management it is essential to ensure that the huwtleepayments is well balanced.

As regards the risks on the expenditure side,aulshbe mentioned that the expenditure side is
determined by a Conclusion of the Croatian Parli@mehich provides that the level of
expenditures determined under the 2010 budgetioevadso represents the ceiling for expenditures
in the following two years, i.e. 2011 and 2012 d&ydthe Fiscal Responsibility Act which, as an
instrument of public finances sustainability, paes fiscal rules aimed at fiscal consolidation
implementation in the forthcoming period and elabes and/or reinforces, i.e. introduces
individual provisions for the achievement of a haglhevel of fiscal responsibility. In that context,
failure to implement major structural reforms ae tdynamics planned under the Economic
Recovery Programme would undermine successful aemment of the planned dynamics of fiscal
consolidation and the structure of the expendisigte of the budget.

Net Lending/Borrowing Sensitivity Analysis

Developments in net lending/borrowing and fiscdbbee can be affected over a medium-term by
various factors with different impacts on the rawenand/or expenditure side of the general
government budget. The analysis of fiscal balaneveldpments builds on the baseline
macroeconomic and fiscal projection, i.e. the basedcenario. The results of the analyses carried
out, i.e. the impacts of changed assumptions velati the baseline projection are then compared to
the baseline scenario. Although all the analysesethout are based on arbitrary assumptions, they
still show the effects on fiscal balance that coldd expected over the medium-term if
circumstances arose that would substantially ch#mgenain assumptions.
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A brief overview is given below of the fiscal bat@nsensitivity analyses that were carried out
under the assumption of a change in revenue faatutsgiven a constant level of expenditures in
line with the baseline projection. It was showntttevenues reacted strongly in crisis conditions,
especially tax revenues related to personal consaompnd revenues related to the labour market
indicators. Considering that, under the baselirgegtion, revenues from taxes and contributions
associated with personal consumption and laboukeh&ctors make up, on average, some 70% of
general government budget revenues, an overvigiven below of the impact of their changes on

the overall fiscal balance. With regard to the nuwed revenues, we examined the impact on
revenues that are influenced by personal consumgitd labour market developments in the

narrow sense, i.e. the impact on value addednawrme tax and social security contributions.

The analyses of revenues that are primarily relébegersonal consumption and labour market
developments were carried out in the manner whisBumed changes in the expected
developments in these revenues over a medium-fesubjected to a two-year consecutive growth
shock scenario in 2011 and 2012, with the assumgtior the year 2013 remaining unchanged.
Namely, the assumption for 2011 for both revendegmies is outturn at the 2010 level, while the
assumption for 2012 implies growth that was smdileone half compared to that foreseen under
the baseline medium-term projection.

The analyses made indicate a significant worseminige fiscal balance of both revenues related to
personal consumption and those closely relatecet@ldpments in the labour market indicators.
The effect of such shocks has also significant icagibns for the periods following the years in
which revenues are subjected to these shocks, lenfiscal balance shows slow recovery. The
analyses, in line with the assumptions on whicly tee based, show an average worsening in the
fiscal balance during the observed period of Oftgaage points as a result of shock in revenues
related to personal consumption and 0.3 percergagds as a result of shock in revenues related
to the labour market indicators. However, cautibawd be exercised in the analysis of the results
of the analyses made because of two importantracikamely, the assumption of shock in 2011
does not have the same effects on revenues retafgetsonal consumption as on revenues related
to developments in the labour market indicatoran®g out from the economic crisis and gradual
strengthening of economic activity pave the way #oisomewhat faster recovery in personal
consumption than in the labour market indicatorictv usually take a little time to recover after
the negative economic developments have subsidedsequently, as regards the results of the
analyses, account should be taken of the effedbaskline revenue projection that takes into
account such developments and, under such bageipection, the nominal growth in revenues
related to personal consumption is greater relatoverevenues related to the labour market
indicators. Another important factor that should teken into account is the fact that in these
analyses shocks are observed separately from d@heh which is not likely to happen in a real
situation and developments of mentioned revenushaeks such as those described.

Provided that the earlier described worsening ie tdbserved revenues were to take place
simultaneously, the fiscal balance would show aigant worsening of 0.5 percentage points in
2011 up to 1.1 percentage points in 2012 and 2048.combined effect of the described shocks
should also be viewed in terms of their mutualrimtigiement so the summing up of the effects of
different shocks can only be an indication of theel of their simultaneous effect. It should be
noted that the analyses carried out assume a corssta of the categories on the expenditure side
of the budget even though changes in individuakoked revenues would obviously also have, to
some extent, implications for the general governtmbodget expenditures. Constancy in
expenditures in carrying out fiscal balance sevigitianalyses finds its support in legislative
provisions which provide for a large consolidatioontribution of the expenditure side of the
budget during the observed medium-term period. N\anas provided by the Conclusion of the
Parliament, the level of expenditures for 2011 &@d2 has been capped while fiscal rules
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contained in the Fiscal Responsibility Act provifite restrictions in the level of total general
government expenditures expressed as a share of GDEn that the provisions of the Fiscal
Responsibility Act envisage a reduction in the gahgovernment budget expenditures to GDP
ratio by a minimum 1 percentage point each yeargiveh that the projected reduction in this ratio
over a three-year period is greater than 1 pergenpmint, a less optimistic contraction in the
expenditure to GDP ratio that would equal 1 pemgatpoints would lead to a fiscal balance
worsening until the end of the medium-term peribdproximately 1 percentage point.

Table 3: Assumptions of the Baseline Scenario aeslRs of the Sensitivity Analysis

2009 2010 p 2011 p 2012 p 2013 p
Assumptions (baseline scenario)
Real GDP, growth rate -5.8 -1.6 15 2.0 2.5
Inflation (GDP deflator) 3.3 0.5 15 2.2 2.3
Net lending (+) / borrowing (-)
Baseline scenario -4.1 -5.2 -5.6 -3.9 -2.4
Scenario 1: Slower economic growth (private consumption) -5.2 -6.0 -4.7 -3.2
Scenario 2: Weaker revenue realization due to labour market trends -5.2 -5.7 -4.3 -2.7
Scenario 1 and 2 combined -5.2 -6.1 -5.0 -3.5
Scenario 3: Reduction of expenditure share in GDP for 1 percentage point -5.2 -5.7 -4.2 -3.4]
Source: MF
Figure 5: Results of Sensitivity Analysis
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Public Debt Sensitivity Analysis

Developments in public debt levels are very clogelated to macroeconomic assumptions and
assumptions and results of fiscal policy implemeota Therefore it is of great importance to

continuously conduct analyses of public debt sefitsitto various factors so as to be able to

examine realistically the various implications asated with possible changes in the assumptions
that determine public debt projections over the iomeeterm and thus pose the greatest risk and to
ensure that such a risk is avoided or its effedtgyated. The public debt sensitivity analyses are
based on the baseline scenario, which rests onumetirm macroeconomic projections. A series
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of alternative scenarios are then made wherebgghemed values are subjected to various shocks.
The shocks may be connected to historical valugbeo¥alues under review and their variability,
but can also be arbitrary. For the purpose of #maslysis, three alternative scenarios were made
which examined public debt sensitivity over a medhterm.

The conducted public debt sensitivity analysis skawhat depreciation of the domestic currency,
especially against the euro, would have the strstigepact on its movement. The reason for this
lies in the fact that a sizable share of the delteanominated in foreign currency. The conducted
sensitivity analysis reflects that the arbitrarpah of the kuna depreciating by 25% raises public
debt above 53% of GDP in the 2012-2013 period.

Tests have also shown a strong reaction of theigpdbbt, i.e. its growth to changes in contingent
liabilities (guarantees). For the purposes of #malysis, a one off increase in public debt in 2011
was assumed pursuant to takeover of contingentitie® under the restructuring program of the

shipbuilding industry, according to which publidatieeaches the level of 50% of GDP in 2013.

Furthermore, public debt also shows unfavourabldiome-term developments when subjected to
the arbitrary assumption of real GDP growth outturrthe 2011-2013 period at the half a lower
level than expected. Lower GDP growth has a negatnpact on the level of budget revenues and
increases the risk of higher than planned fiscéitdeutturn, which requires additional financing
through new borrowing.

Figure 6: Public debt as a share in GDP underioestanarios (in %)
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3.2.2 Comparison with Previous Programme
In this chapter, an overview is given of the totahount of revenues, expenditures and net
lending/borrowing under the previous year’s and tta@ar’'s PEP.

A comparison of the indicators contained in thevignes year’'s PEP relative to this year's PEP,
suggests a substantial level of differences whes$t on several important facts. Namely, the
planned value for 2009 and its execution show &@mihce that also has implications for the years
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to follow. However, the most significant differesceetween the two programmes lie in the fact of
differences in medium-term macroeconomic assumgtand their effects on budget revenues and
expenditures. Namely, last year's programme restedthe assumption of economic growth
recovery in 2010, and the expected positive realPGipowth of 0.5% in that year and its
acceleration to 3.5% in the last year of the thyear period under review. Following a drop in the
real GDP growth of 5.8% in 2009, the unfavouratdeedlopments continued into 2010 with current
projections suggesting a real GDP fall of 1.6%. €kpectations regarding economic growth in the
years following 2010 have been downsized relativiné previous programme. Such developments
had a direct impact on developments in budget iee®m@and their projections. In addition to these
most important factors, revenue collection, as vasllitheir projections, was also affected by a
number of changes in tax legislation which cumu#dsi led to a fall in total revenues. The
expenditure side reflects the negative developmamthie revenue side through maximum possible
adjustment to real fiscal developments.

Table 8: Comparison of Revenue, Expenditure and_seting/Borrowing of the General
Government according to previous year's PEP arsiyiar's PEP

2009 2010p _ 201l1p _ 2012p _ 2013p

PEP 2011-2013 (% of GDP)

Total revenue 38.5 37.8 36.3 36.8 36.6
Total expenditure 42.6 43.0 41.9 40.7 39.0
Net lending/borrowing -4.1 -5.2 -5.6 -3.9 -2.4

PEP 2010-2012 (% of GDP)

Total revenue 38.8 38.4 36.8 35.8
Total expenditure 42.2 41.7 39.9 38.1
Net lending/borrowing -3.4 -3.3 -3.1 -2.3
Difference

Total revenue -0.3 -0.7 -0.5 1.0
Total expenditure 0.4 1.3 2.0 2.6
Net lending/borrowing -0.7 -2.0 2.4 -1.6
Source: MF

3.3 QUALITY OF PUBLIC FINANCES

In 2010, the Government of the Republic of Croatamtinued to pursue reforms and other
activities aimed at strengthening the quality oblpufinances. For the second year in a row, the
budgetary process commences with the adoption @fStriategy of Government Programmes
(hereinafter: Strategy), this time for the 2011-2@&riod, in accordance with the new Budget’Act

This Strategy contains strategic objectives deteechiunder the first Strategy of Government
Programmes for the 2010-2012 period, thus ensucmginuity. Such a three-year budgetary
framework is of exceptional importance for the agkment of fiscal discipline and allocation of
available assets according to strategic prioriflé®e Strategy is described in more detail in chapte
3.5 Institutional Features of Public Finances. Tsuge better connection between strategic,
organisational and economic classification, theisdig of Finance has continued to work towards
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improvement and changes in these budgetary cleatsifins, which is described in more detail in
chapter 3.5 Institutional Features of Public FirencFurther measures have also been taken
towards the implementation of the new Developmerdat&gy of Public Internal Financial Control
for the 2009-2011 period and measures outlined ha Strategy for Improvement and
Modernisation of the Processes within the Stat@dugy for the 2007-2011 period.

Further unfavourable economic developments in 2tdd an impact on developments in revenue
and expenditure, and led to the adoption of theéd2flidget revision in August, which is described
in more detail in subchapter 3.1.2 Actual Balanaed Medium-Term Perspectives. It is worth
adding that in the context of budget revision, tRarliament issued a Conclusion on the
determination of the total level of state budggtenditure, which provided that expenditure of the
state budget in 2011 was to remain at the 2010.leve

In an effort to boost credit activity in the countand stimulate economic recovery, the
Government, supported by relevant instruments ef @noatian National Bank, provided active
support to domestic sectors financing through thHieancing models. Under model “A”, the
Government undertook to co-finance bank lendingugh the CBRD. Under model "B”, the
Government set up a guarantee fund, assuming a ehéne coverage of the risks associated with
new bank loans, while the intention behind modélvi@s to help entrepreneurs in difficulties with
sufficient capacity and viability to survive in themarket with adequate restructuring. The
Government’'s Economic Recovery Programme (her@naRrogramme), underlined as the main
objective the creation of firm foundations for eoaric recovery and growth. The backbone of the
Programme lies in the creation of stimulating gmteeeurial environment with an emphasis on the
importance of implementation of structural refornms the public sector. The Programme
encompasses a range of measures and activitieh wiglude, among others, launching of new
investment cycles in the area of energy, envirortalgmotection, irrigation and total infrastructure
strengthening, on-going liquidity monitoring andypeent period shortening, investment promotion
and promotion of the Croatian economy through eobdrsystem of economic diplomacy. Key
Programme levers include reduction in public se@wpenditure with increased efficacy and
transparency, rechannelling of budget allocatiowsnfirrational consumption to targeted social
transfers and economically feasible capital investts, smaller government involvement in
economic affairs through further privatisation, resed professionalism of management in public
enterprises and government institutions in linénwiite principles of due care of a prudent manager,
launching a new investment cycle with economicallyasurable long-term effects and maximum
private sector participation, acceleration of thmplementation of reforms of the judiciary, health
care, pension insurance and government and looahatration.

The Fiscal Responsibility Act was also adoptechm framework of this Programme with the aim
of further strengthening responsible budgetary Wiel@ and public finances stability. This Act
introduces fiscal rules and rules for strengtheffiigcal discipline which will contribute to ensugn
and maintaining fiscal discipline, transparency ametlium and long-term sustainability of public
finances. A Public Debt Management Strategy wasvdrap for the same purpose and working
groups were set up to help achieve these objectineline 2010, the Government of the Republic
of Croatia accepted a Public Investment ProjectalGgue, comprising 30 investment projects of
government interest in the area of energy, tourisater management and transport infrastructure,
valued at total EUR 13.85 billion. Looking by sestoeighteen projects are energy-related and are
valued at approximately EUR 3.9 billion, five acaitism-related projects valued at approximately
EUR 1.4 billion, four are water management-relgbedjects valued at approximately EUR 4.3
billion and three are transport infrastructuretediaprojects valued at approximately EUR 4.3
billion. The Catalogue will be updated as new prtgare added to the list of projects. The work on
the drafting of a Private Sector Investment Poédr@iatalogue is currently in its final phase. The
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realisation of these investment projects will boesbnomic activities in the country that will
ultimately contribute to the strengthening of exp@apacities of the domestic economy.

Active measures were also taken with a view torrefiog public administration and the judiciary,
combating corruption and organised crime, promotargl boosting the Croatian economy,
activating the labour market, etc.

Some of the funding necessary for the implemematioprojects and reforms is expected to come
from EU funds. A total of EUR 297.23 million werélagated to the Republic of Croatia through
pre-accession assistance programmes CARDS, PHARA and SAPARD of which EUR 256.89
million or 86.43% were contracted until 31 Octol#810. Payments are underway; until 31
October 2010, EUR 205.28 million were paid. Undez hew pre-accession IPA programme, a
total of EUR 382.61 million were allocated to thedblic of Croatia for the first three years of the
financial perspective 2007-2013. Amendments areeatily being made to financial agreements
under which the total amounts for the first fiveaye of the financial perspective will be allocated.
Until 31 October 2010, EUR 96.18 million or 25.24%the total under the IPA programme were
contracted. It should be noted that the dynamicscafitracting is satisfactory and that the
contracting and implementation terms determinetPyregulations are observed.

Steady progress is achieved in the Republic of {@&roa the field of promotion of the AFCOS
system for the protection of the financial intesest the EU. At its session held on 14 January
2010, the Government of the Republic of Croatiapseid a 2010-2012 National Anti-fraud
Strategy for Protection of the EU Financial Intésda the Republic of Croatia and an Action Plan
for its Implementation, and the competent authesithave begun with the implementation of the
objectives and measures envisaged by this Stratedjyhe Action Plan.

With a view to strengthening the capacity of theldpendent Department for Prevention
Irregularities and Fraud and all the bodies invdlue the AFCOS system in the RCTainning
light project IPA 2007 TAF entitled “Strengthening Ciaat AFCOS system with the aim of
protection of EU financial interests” is being ¢adr out. The implementation of project activities
began in October 2010 and is scheduled for congpletntil March 2011. The project is carried out
by a team of Romanian DLAF experts (Departmenturpelnupta Antifrauda). The results to be
achieved in the framework of project activitieslute improvement of procedures to be followed
by AFCOS system bodies in cases of irregularitied &aud, strengthening of their mutual
communication, co-operation and exchange of inféionaraising public awareness as regards the
fight against irregularities and fraud, improvingnamunication with the public and the media, and
organisation of workshops and seminars in the ef@aegularities and fraud management.

Also, in line with the Annual Training Plan, the @@tment provides on-going training for the

representatives of the bodies in the AFCOS systerag(larity officer and representatives of

bodies in the AFCOS network) and employees workingeU projects-related assignments, and
employees who, in the framework of their work atis, have to act on reported irregularities and
fraud. In 2010, the Department held 15 presentation the representatives of the bodies in the
system for reporting on irregularities and fraudl dodies in the AFCOS network, in the field of

co-ordination of the fight against fraud in the ABE system and protection of the financial
interests of the EU in the Republic of Croatia amdgularities and fraud management. The
Department also actively co-operates with OLAF mining issues and in 2010, four seminars
were held for the representatives of the bodigeemAFCOS network.
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3.4 SUSTAINABILITY OF PUBLIC FINANCES

The assessment of long-term sustainability of putiiances is based on long-term projections of
the population of the Republic of Croatia, applyangcenario with medium fertility and migration
and baseline macroeconomic assumptions of futureements, which include a changed GDP
calculation methodology that is aligned with thedpean System of Accounts methodology, ESA
95. In comparison with the previous PEP, lower &BIP growth rates are envisaged in the initial
period, as well as higher unemployment rates amdfiseal projections for the period until 2013.

The projections were made under the assumptionirihtiie period under review there will be no
significant changes in the application of existiegislation which regulate public pension and
health expense and that the manner of calculatigcallecting social security contributions will
remain unchanged. The projections did not take actmunt the assumptions of the latest changes
in the Pension Insurance Act whose preliminarilyedained long-term positive effects grew
stronger towards the end of the period under revidve projection of expected pension expense
took into account the expected movements in thebeurof pensioners, the expected effects of
adjustment of the so-called "new" and "old" sp@mers and the lack of pension indexation in
individual years.

The projections of health care expense envisagbeiuimplementation of health care reform, in
particular in the segments of primary health chospital system and sick leave control. All other
revenues, with the exception of social security tébations, will keep their share in GDP
unchanged throughout the entire observed periatisarwill all other expense, except for pension,
health care and interest expense.

As regards participation rates, it is assumed thatbehaviour patterns of individual economic
agents will stay unchanged, with participation saaecording to characteristic age groups (15-24,
25-49 and 50-64) and gender remaining the sameu®im assumption, it can be seen that after the
year 2010 the overall participation rate will vahightly, primarily as a result of the fluctuatiom
population in these age groups.

The unemployment rate is projected as falling fre@i1, reaching 7% in 2020. In the period
following 2020, unemployment is expected to holdadevel of structural unemployment rate of
7.0%. The growth of productivity per employee igided from the assumptions on real GDP
growth and changes in the number of employed persamich is determined by long-term
demographic projections and assumed participatitesr

On the basis of the assumptions described aboves, éstimated that revenue from pension
insurance contributions will fall from 5.9% of GOR 2005 to approximately 5.6% of GDP in
2015, and stabilise in subsequent years. The rdasadinis lies in a gradual increase in the shdre o
employees claiming their pension insurance undér b@andatory pillars of pension insurance, i.e.
of those with a proportion of their contributions1%% of the gross salary paid into the first and
5% into the second pillar of pension insurance.e®kimployees, on the other hand, are largely
covered only by the first pillar of pension insuanwith the total amount of their contributions
(20%) being paid into the first pillar. As theyiret the number of employees contributing 15% of
their gross salary into the first pillar will in@se. The stabilisation of the share of revenue from
contributions from pensions at 5.6% of GDP aftet2@s a result of assumptions that real wage
growth per employee is equal to labour productigitgwth and the contribution rate is defined as a
constant portion of wages, where higher first-pidantributions for older employees are taken into
account for the purpose of pension insurance dmritans.
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The projections also indicate a decrease in peresipense by 2.0 percentage points of GDP, i.e.
from 10.6% of GDP in 2010 to 8.6% of GDP in 2050thwpensions of war veterans being
excluded from the analysis. The share of pensigem@se in GDP is lower than projected under the
previous PEP as a result of changes in GDP caionlatethodology and lower real GDP growth
rates in the medium-term. Although the number ef dlgeing population is increasing, due to the
pension reform and the decrease in relative peagait from the first pillar, long-term projections
suggest a decrease in the share of public pengmenee in GDP. Such an outcome is very likely,
provided that the current parameters of pensionutation are maintained, i.e. wage and price
indexation of pensions. In addition, it is estindhtinat the share of those pensioners whose
pensions are paid entirely from the first pillathgradually decrease, while the share of those who
are paid the basic part of their pensions fronfitisé pillar and the remaining part from the second
financed from individual capitalised pension fungs| grow.

The expenses for health care are projected toaser&éom 6.3% of GDP in 2010 to 9.3% of GDP
in 2050. The projection is based on the estimatae gffect of ageing population, reflecting
changes in the growing share of older age grougisatte the primary users of health care services.
The projections assumed expense growth in line lallbur productivity growth, the effects of the
health care reform and ever increasing costs offittadth care sector development, especially in the
segment of expense for medicines and new techredog addition, it was assumed that health
expense for each age and gender group would grdiwerwith GDP per employee growth, which
means that they would follow current trends inéhenomy and society in general.

Expense for interest as a share of GDP will graamfrl.9% in 2010 to 3.3% in 2050. In line with
projected developments in the described revenueeapénditure categories, total revenue will
stand at some 37% of GDP and total expenditur@mes41% of GDP during the entire period
under review.

Figure 9: Aging of Population, Health and Pensieapd&hses
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3.5 INSTITUTIONAL FEATURES OF PUBLIC FINANCES

The Strategy of Government Programmes 2011-201Btaddy the Government of the Republic
of Croatia in September 2010 ensures continuitghim implementation of strategic objectives
determined by the first Strategy of Government Paognes 2010-2012. By bringing together in
one place the plans of all ministries, the Strategg contributed to better co-ordination in the
process of decision making on key issues both enlével of individual ministries and the

Government level.

However, the key contribution of strategic planndaes not lie solely in the setting of objectives
and definition of the activities by which such dlijees can be achieved, but also in systematic
monitoring and measuring of their achievement. e tend, the Strategy of Government
Programmes 2011-2013 has defined performance todécand has set target values and in this
sense has made a big step forward compared toréwops year. Performance indicators, as
objectively measurable and concrete signs that sontgehas been done, have been defined in such
a way that they enable monitoring of the achievamémdividual activities that have been carried
out. This reinforces accountability for specifict s¥bjectives and the manner in which these
objectives are achieved.

The system of monitoring relies largely on the egsbf internal financial controls and the system
of reporting to the Ministry of Finance. In 2018¢ethead of each body appointed for the first time
persons responsible for strategic plan implemeortatnonitoring for each specific objective and

the manner in which it is achieved (by name andtion).

The preconditions for the implementation of theattgy have been created, among others, through
changes in the budget structure, i.e. by linkimgtegic and budgetary planning. While strategic
plans define the directions of activities of mine$ and other government bodies, budgets define
programmes, activities and projects and ensure sfumetessary for their implementation. As
strategic plans cannot be implemented without fuitdsas necessary to link budget programmes
with the objectives contained in the strategic plafhe need for linking strategic and budgetary
planning called for improvements in the existinggmamme and organisational classification.

In drafting of the 2010-2012 state budget, a newbstantially improved organisational
classification was used and additional changes weade in the 2011-2013 state budget in line
with the provisions of the Ordinance on budget sifamtions and reorganisations of agencies,
institutes, funds and other legal persons with iguldluthorities. The new organisational
classification has been aligned with the legallfire®l authorities of individual bodies, particularl
as regards strengthening of the role of ministagxo-ordinators of Government policies, in line
with the best EU practices and SIGMA recommendatigonint OECD and European Union
initiatives for assistance to developing countries)

The changes in programme classification began iB92@ith a reduction in the number of
programmes from 410 to 341. Also, in 2010, the Btiyi of Finance formulated in co-operation
with the ministries and other government bodiesr8v main programmes, down from the
previous 62 main programmes. In drafting the 20@13state budget, the number of programmes
was reduced from 341 to 185. The reduced numbepro§rammes has also contributed to
increased state budget transparency.
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To ensure a better programme implementation mongan the process of drafting financial plans
of state budget users for the 2011-2013 periodhgbswere made to the explanations to financial
plans. The emphasis was laid on objectives to Heewaed through these programmes and
performance indicators as regards the achievenfethiese objectives. For the first time first and
second level budget used specially prepared welicappns to enter their explanations.

Based on the Budget Actwhich entered into force on 1 January 2009, amif@nce on budget
classification§ and an Ordinance on budget accounting and Cha#tadunts® were enacted.

The Ordinance on budget classifications definesaméwork which shows and monitors on a
systematic basis revenues and receipts and expegliind expenses by responsible bodies, goal,
purpose, type, location and source of financinge $tnucture of numerical codes and name of each
classification as well as the manner in which thegy mutually connected have been prescribed.
Although the Ordinance entered into force on the affaits publication, it was used for the first
time in the process of 2011-2013 budget planning.

The new Ordinance on budget accounting and Chakcobunts entered into force on 14 October
2010. In line with transitional and final provis®f this Ordinance, accounting for 2010 will be
conducted in accordance with the provisions ofdlie Ordinance on budget accounting and the
Chart of Accounts, while the new Chart of Accounts and the Ordinaweee used in the drafting
of the budget and financial plans for the 2011-2p&Bod. Amendments to the Chart of Accounts
were largely introduced for the purposes of aligntweith the European System of Accounts, ESA
95.

In the forthcoming three-year period, the measthnes will be taken towards further budgetary
processes improvement include those defined bystreegy for Improvement and Modernisation
of the Processes within the State Treasury anddlecl

» further development and use of programme plannmagpeerformance indicators;

» further networking of budget users’ financial ané@magement information systems and the
information system of the State Treasury, and;

» development of governance functions based on sp&abwledge, analyses and information.

The new Budget Act has provided the necessarylédigis framework for the implementation of
reform steps in budget management and public fimaitis Budget Act provides one of the
prerequisites for the consolidation of public finag, and as one of the measures for the
implementation of fiscal consolidation, the prewslyumentioned Fiscal Responsibility Act has
been adopted. This Act regulates fiscal rules,sridite strengthening fiscal discipline and their
application, and the method of reporting on theliapfion of rules and enforcement of the Act.
Fiscal rules, as set forth in this Document unddssection 3.1.2. Current fiscal trends and
medium-term projections provide the assurance olicajly adjusted primary fiscal balance of the
general budget at zero or positive level during tlgele in order to achieve stabilization and
reduction of public debt ratio in gross domestiodurct. If the budget user creates liabilities with
the maturity date beyond the level anticipated gy State Budget, according to this Act, the
financial plan in the next fiscal year will be regd for the amount of created liabilities above the
amount provided by the State Budget. In additidingrafts of laws, regulations, other ordinances

8 Official Gazette 87/08

° Official Gazette 26/10

10 Official Gazette 114/10

1 Official Gazette 27/05 and 127/07
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and decisions adopted by the Government, or prapfeseadoption to the Croatian Parliament, can
not be adopted or established without the opinibthe Ministry of Finance on the Fiscal Impact
Statement. During the execution of the state bydbetMinistry of Finance can perform financial
control of the lawful and purposeful use of budgetainds at budget users and final users. The
establishment of these fiscal rules and rules fengthening fiscal discipline within which the
Croatian Government will establish and implemeng fiscal policy, will contribute to the
assurance and maintenance of fiscal disciplinewel$ as to the transparency and long-term
sustainability of public finances.
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4 STRUCTURAL REFORMS

4.1 ENTERPRISE SECTOR
4.1.1 Competition Policy and State Aid

Competition Policy

The primary objective behind the enactment of tee ompetition Act which entered into force
on 1 October 2010 lies in the enhancement of efficicompetition policy in the Republic of
Croatia that will lead to strengthening of competitamong undertakings and that will create the
conditions for growth and improved competitivenesshe Croatian economy. In practice, this
means better regulation, more efficient implementabf the protection of competition rights,
strengthening of the position of the Croatian Cotitipa Agency (hereinafter: the Agency), greater
procedural rights of the parties and ultimatelydfesa for undertakings and consumers.

The adoption of the new Competition Act has proslidee Agency with additional tools, in
addition to the basic tools needed for the impletaigon of the competition policy, for real market
participation and for preventing behaviour thatalits fair competition. Decisions which could not
impose penalties for infringements and as manyhasetcourt instances competent for court
protection that could rule against the Agency’sislens, resulted in a system in which the Agency
could only issue a warning, while court sanctioreseveither not imposed or were negligible. As
the new Competition Act places in the jurisdictioihthe Agency the imposition of fines for the
infringement of law which can amount to 10% of téal turnover of the undertaking and the
reduction of fines or granting of immunity for caritmnembers who come forward and reveal the
existence of a cartel, the new Act offers a muchengdficacious instrument for its implementation
in practice. As provided by the new Act, the craeior the imposition of the mentioned fines are
defined in detail by a special subordinate legistat

The Act has also created the preconditions forgmBen in terms of deterring undertakings from
intentional or unintentional infringements of thetAln the future, each undertaking will have to
pay greater attention to its market behaviour asmdbeéhaviour relative to its competition, contract
partners or users of its goods and services. Alsonew legislative solution introduces changed
procedural provisions to enable that procedurescarded out in a more effective and faster
fashion both for the Agency and the undertakings (hstance, it envisages a short form
notification and a simplified procedure for treatihef concentrations that do not raise competition
concerns).

State Aid

With EU accession negotiations of the Republic obdda in the final phase, the efforts of the
Agency will be directed towards finalisation of tresturing in iron and steel industry and
structural reforms in the shipbuilding sector whafiould create the conditions for this sector’'s
market sustainability in the absence of operatidgarrently provided to it.

Further strengthening of discipline of aid provilen programme shaping and state aid award
process and particularly furthering of co-operatmath providers of aid on the local and regional
self-government level to prepare them for EU memsitierconditions, when the responsibility for
aid control will move from the Agency to the EurapeCommission, remain the main task of the
Agency. In this context, the Agency will, aided BBA programme assistance projects, launch a
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comprehensive campaign to inform the local autlesriabout the rules regulating state aid. It is of
utmost importance for the Agency to prepare anada&guproviders of state aid for use of structural
funds resources that will be available to Croaeannomy upon accession to the EU and which
Croatian entrepreneurs will be able to use provitlegr programmes and projects are fully
compliant with theacquisrules regulating state aid.

In November 2010, the Agency adopted the AnnualoRem State Aid in 2009. As shown by the

data collected, the amount of state aid grante@roatia in 2009 was smaller than that in 2008 and
so was its share in gross domestic product. Tla émhount of state aid granted stood at HRK 8.7
billion, which is a decline of 9.1% compared to 80@While the share of total state aid in GDP

stood at 2.6% in 2009, a decline of 6.5% compane2D08 when it stood at 2.8%. Total state aid,
agriculture and fisheries excluded, stood at HR#llton in 2009 and accounted for 1.5% of GDP

and state aid with agriculture, fisheries and fpansexcluded stood at HRK 3.7 billion, or 1.1% of

GDP.

State aid per employee stood at HRK 5.8 thousaddckne of 5.7% compared to HRK 6 thousand
in 2008. Per capita state aid fell to HRK 1,97%ldwn from HRK 2,173.1 in 2008, which is a
decline of 9.1%.

As regards individual state aid instruments, subsjdwhich account for 80.6% of all state aid,

continued their upward trend in 2009. They weréfeéd by state guarantees and tax reliefs which
accounted for 13.3% and 4.3%, respectively, oftttal state aid while state aid in the form of

equity shares and favourable loans accounted #6 hnd 0.6%, respectively, of the total state aid.
By state aid categories, in 2009 horizontal andoreyj state aid accounted for 11.3% of the total
state aid while state aid for special sectors dustry and services accounted for 44% of the total
state aid (particularly state aid to transportpbhilding, and radio and television broadcasting).
Further 42.2% of the total state aid granted werdgdriculture and fisheries and 2.5% to state aid
on the local level.

4.1.2 Privatisation

In mid-December 2010, the portfolio of the Croatinvatisation Fund (CPF) comprised 769
companies of which 720 companies were availabl@fioatisation and their equity capital stood at
HRK 55.3 billion, of which HRK 13.1 billion were istate ownership. Although 54 companies
were privatised in the period from September 2@énid-December (2 by sale through a public
tender, 20 on the Zagreb Stock Exchange while 32pemies were deleted from the court register
following completion of bankruptcy or liquidatiomqredure), the structure of the portfolio in terms
of the number of companies and ownership shareaineth almost unchanged in 2010 compared
to the previous year. Thus, CPF is a minority owwéh up to 25% share in equity capital in
80.75% of companies (621 companies). In 68 compaiti@olds between 25% to 50% shares and
in 80 companies, the government is still the majarwner, holding over 50% share.

The slowdown in the process of privatisation, wignkruptcy and liquidation, and to a lesser
extent the sale of minority shares on the ZagrebKSExchange, as the main generators, is still due
to the similar factors as in the previous years. t® one hand, highly indebted, mainly loss-
generating companies in the portfolio which requsgnificant restructuring are not attractive to
potential investors at present conditions. On tihemhand, a slowdown in the economic growth in
the environment and a slowdown in internationalitehfiows led to a fall in interest, particularly
of foreign investors, for participation in the pess of privatisation. Twenty-six public tenders
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announced from September 2009 until end-Novemb&0 20r the sale of majority shares in 21
companies resulted in privatisation of only two gamies.

Although the time limit for the submission of bidader the second tender for the privatisation of
five shipyards and one subsidiary in majority statenership expired in May 2010, no final
decision has as yet been made with regard to patain of three companies (Brodotrogir d.d, 3.
Maj d.d. and Brodosplit d.d.) for which four bidsse received. Pursuant to a Decision of the
Government of the Republic of Croatia of 22 Octa®@t0, the third tender for the privatisation of
the shipyard Kraljevica was announced and on 18Niber 2010, three bids were received.

Tenders for the sale of 6 companies in majorityestavnership and 87 companies in minority state
ownership are currently underway. The completionpo¥atisation of the largest share of the
remaining CPF portfolio, as one of the precondgidor the creation of an efficient market
economy and efficient and comprehensive organisatid the remaining state property
management, remain the main economic policy oljestiin the area of state property
management. This objective is also defined in tbenBmic Recovery Programme adopted by the
Government in April 2010 and the Economic Recoverggramme Implementing Activities Plan
of 6 May 2010 which outlines specific measures activities and the expected dynamics of their
realisation.

In accordance with the set objectives and measam@ed at centralising state property, the

Government of the RC submitted to the Parliamentguiure in September 2010 a draft State
Property Management Act which envisages the joimhthe Croatian Privatisation Fund and the

Central State Administrative Office for State PndpeMlanagement into a single institution, the

State Property Management Agency. The joining es¢hinstitutions is expected to yield positive

synergetic effects such as more efficient statepgny management, balanced state property
management, increased value of state propertyethettion in operating expenses. State property
management would be based on a four-year stratéggted by the Croatian Parliament, and an
annual operating plan adopted by the Governmerh®fRC. The draft Act also envisages the

establishment of a comprehensive register of gtateerty.

As the Economic Recovery Programme also envisaigess privatisation of the remaining shares
in companies, except those that supply goods andces which the private sector cannot, for
good reasons, be expected to supply efficigrtthe draft Act envisages, in addition to the érig
sale models (through the stock exchange and ptdrigters) other privatisation models such as that
which makes it is possible for the Agency to acdmgs in take-over procedures, and other models
such as IPO organisation for selected companiddjcpmvitation for Agency portfolio company
recapitalisation, etc.

The first steps towards centralised managementhafes and stakes in state ownership have
already been made with the enactment of a Deciotine transfer of all shares and stakes in state
ownership to the Croatian Privatisation Fund iniAg010. Until the writing of this document,

12 Compared to the previous tenders, the text oftéhiger defines in more detail, in addition to phneviously defined
amount of own contribution (40% of total restruatgr costs), the terms of reference (increase inithi@al capital,

investment in material and immaterial assets, logserage, ensuring the necessary working capitainglu
restructuring, assumption of existing liabilitiegdundancies as an issue to be dealt with by tmeldrer, i.e. the
Company, etc.) as well as the upper limit for pithn capacity alignment (maximum 21.15% in the teah of

compensation measures agreed with the European sion) and leaves out additional conditions suskraployee
participation in the purchase of a part of the shdpllowing recapitalisation and reaching an age® with social
partners.
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shares of 22 companies had been transferred tGRIire Also, with a view to achieving faster and

more efficient management of shares and stakegxasnto the agreements with the owners of
shares and stakes in CPF portfolio (mainly stattgbtiusers such as Croatian Institute for Health
Insurance, Croatian Pension Insurance Institutajstnies, and central state administrative offices)
are being signed currently which provide that ih@slonger necessary to require prior permission
of owners for sale, the practice which has untivrelowed down the process of preparation of
companies for privatisation.

4.1.3 Railway Restructuring

In the course of 2009 and 2010, the activities dime implementation of legislative reforms
continued by the adoption of 7 new ordinances i0928nd 2 new ordinances in 2010, all relating
to railway transport safety. The beginning of opieraof the Railway Market Regulatory Agency
started in 2010 and currently it has 7 employeeas issues the relevant decisions in accordance
with its legal powers. The use of the EU pre-adoesinds under the IPA and ISPA programmes
continued at a satisfactory pace.

As a result of unfavourable economic trends ingheironment, transport impact in railway freight
transport was reduced by 20% in 2009 and by 6%hénfirst half of 2010 relative to the same
period of the previous years. Own market revenuemilway passenger transport remained at
approximately the same level, decreasing mildithmfirst half of 2010 (from HRK 214.0 million
in the January-June 2009 period to HRK 212.3 mmlt@ the January-June 2010 period).

As regards restructuring of the sector, the pericmn 2004 to 2008 was marked by the

implementation of the activities set out in the Mabf measures under PAL 1 and PAL 2 loan.

The progress in the process was monitored throgtpérformance indicators, such as operating
ratio, employment reduction and privatisation obsdiaries. After a suspension of the PAL

arrangement in 2008, these indicators were no looigaterest.

In view of an evident lack of a strategic documehich would set an institutional framework for
the railway sector restructuring, the Ministry bétSea, Transport and Infrastructure in cooperation
with companies from the Group HZ Holding firmly émids to adopt a new “Programme of
Sustainability and Competitiveness of Railways he tRepublic of Croatia”, which would
encompass the activities concerning restructurimy@eparation of companies for functioning on
liberalised railway market. For that purpose, ad&nfor the selection of consultants in the
preparation of that Programme was invited on tweasions, but it was cancelled on both times on
technical grounds. The preparation of the invitatid a new tender is underway.

The railway companies are currently implementing #ativities aimed at improving operational
efficiency and rationalisation, in accordance vtk Economic Recovery Programme adopted by
the Government of the Republic of Croatia. In com@s constituting the Group HZ Holding, the
savings measures are being implemented and thenaly results were achieved in the January-
August 2010 period: 10.9% reduction of tangible and-tangible costs, 3.2% reduction of costs of
employees, signed Annex to the Collective Agreemétit the trade unions on maintaining wages
at the same level (instead of the agreed 6% inern@a®009 and 2010), the decisions on a wage cut
for members of the Management Board and managerdeang implemented, as well as many
other measures. The largest contribution to theqe® of reducing the number of employees is
planned to be achieved in the company HZ Infrastmak by planning a net reduction of
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employment of 1 139 in accordance with the OpegaRttan of HZ Infrastruktura company for the
2010-2012 period.

4.1.4 Shipyard Restructuring

The global economic crisis that strongly hit th@bhilding market, where ship orders fell sharply,
also had a great impact on the situation in theaftan shipbuilding industry in 2010.
Consequently, in 2010, the Croatian shipyards daiite meet their business plans with respect to
contracting new business and partly realising thstiag business.

Although they have taken measures for operatioatbmalisation, in terms of employment and
fixed cost reduction in 2010, all shipyards in nméyo state ownership, with the exception of
shipyard Uljanik d.d. Pula, failed to achieve cdesable improvements in the business process,
their realisation rather being postponed untildbmpletion of privatisation in 2011.

For shipyard Uljanik d.d., which operates at a {paosioperating results, the procedure was
initiated, in an agreement with the European Comimig for changing Uljanik’s status of a
company in difficulties, by means of a refund dfthAe government grants with interests, which
that shipyard had received since 1 March 2006 cboance with the agreement, the contents of
the Agreement on the regulation of property lavatiehs between the Government of the Republic
of Croatia and Uljanik d.d. and the new Concesgigneement were submitted to the European
Commission. By receiving the letter from the EumpeCommission Vice President Joaquin
Almunia dated 14 December 2010, stating that thganiK shipyard, in accordance with the
European rules on state competition, had harmorstzgé aid received in the previous period, the
process of restructuring the shipyard Uljanik hascessfully completed.

All possible future state aid will have to be apgo by the Croatian Competition Agency and it
will have to be compliant with thecquis communautaire

Since the new interest has been established fomptinehase of Shipyard Kraljevica d.d., the
Government of the Republic of Croatia has decidedhvite the third tender for privatisation of
Shipyard Kraljevica d.d., Kraljevica. Three bids revaeceived on the tender published on 3
November 2010 by the following companies: ADRIA-MASRIipbuilding, d.o.0., Shipyard Bomex
and Jadranska ulaganja d.o.o. After the analysishef received bids by the Committee for
monitoring the procedure of selling the shares ahjpany Shipyard Kraljevica d.d., Kraljevica,
under special conditions, comprising the memberthefGovernment of the Republic of Croatia,
the shipyard’s Management Board, trade unions @adtinthe shipyard, representatives of the
company Hrvatska brodogradnja — Jadranbrod d.dremésentatives of the Croatian Privatisation
Fund, the Ministry of the Economy, Labour, and Epteneurship will propose to the Government
of the Republic of Croatia further measures conogriprivatisation of company BrodogradiliSte
Kraljevica d.d.

As regards the shipyards for which the bids weceix@d in the second round of tender procedure
for privatisation, the approval of the complemengsdl corrected versions of the restructuring
programmes is underway, which were performed byfdlhewing tenderers: DIV Tvornica vijaka
d.o.o. for company Brodogtavna industrija Split d.d., CROWN INVESTMENT GmBHbrf
Brodogratevna industrija 3. Maj d.d., Rijeka and Jadranskaganja d.o.o. for company
Brodotrogir d.d., Trogir. The restructuring prograes for the aforementioned shipyards were
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examined and evaluated provisionally by the Croat@ompetition Agency and delivered
subsequently for the approval to the European Casion.

The further course of privatisation of the saidpghrds primarily depends on the evaluation of
sustainability of the restructuring programmes hg European Commission. If the European
Commission establishes that all or individual nestinring programmes for the respective shipyard
are sustainable and that they, as such, meetiiderteonditions, the Government of the Republic
of Croatia will continue the privatisation procdes such shipyards. If the European Commission
establishes that the restructuring programmeslfar &or individual shipyards are not sustainable,

the decision on initiating bankruptcy proceedingf hhave to be adopted for such shipyards or
another solution will have to be found, such astatn of the third round of tender procedure for

privatisation for the shipyards for which investatsow interest, under the same conditions as in
the previous two rounds of tender procedure forgtigation.

4.1.5 Energy

In the course of 2010, activities related to sttkaging of electricity and gas market continued.
The most important activity in 2010 was a preparatof the legislative framework for the
application of the third package of the EU eneggidlation. The study was drafted which analyses
all the required changes with respect to the thackage of the EU energy legislation.

All the required laws are expected to be adopte2i0ihl which will enable the implementation of

the third package. In the field of natural gas, tbgulations adopted in the previous year are
currently being implemented. Pursuant to the lagjsh, market prices were applied in 2010 for all
the customers, except for household customers.

In the field of electricity, the process of furthéevelopment of market relations based on the
bilateral agreement model has continued. Contraptuéies in a bilateral agreement for the supply
of electricity are the buyer and supplier, whereastractual parties to the bilateral agreements on
the purchase of electricity are the supplier, tramteproducer. All the buyers in the category of
enterprises have a status of a privileged buyeerelly they have taken advantage of the right to
contract electricity price independently for thewn market needs. Their total contracted
consumption of electricity amounts to 8.4 TeraWatik$ (TWh), accounting for more than 50% of
the overall annual electricity consumption in Cr@afThe methodology for the calculation of
balancing energy, adopted by the regulatory agénhgs changed in a manner that the balancing
energy price is related to the buyers in the categbhouseholds.

In order to ensure market relations, the activitesed at strengthening administrative and
technical capacities of the Croatian Energy Regwyaf\gency and of the Croatian Energy Market
Operator have continued.

Activities in the field of renewable energy soureesl energy efficiency have also continued. The
Government of the Republic of Croatia adopted th&édwal Energy Efficiency Programme 2008 —
2016, the first National Energy Efficiency ActionlaR for 2008 - 2010, and the National
Cogeneration Potential. In the National Energydi#ficy Programme, the objective of one-percent
improvement of energy efficiency per year waswsich amounts to 9% in the 2008-2016 period.

In addition, the Ordinance on Methodology for Cédtion and Determination of the National
Indicative Energy Savings Target in Energy End MWses adopted, defining and prescribing the

13 Official Gazette 94/10
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method of calculating and determining the indicatnergy savings target in the immediate energy
consumption, in accordance with Directive 2006/82/&n energy end-use efficiency and energy
services, i.e. fully transposing Annex | of the daitive. The methodology prescribed by the
Ordinance is used to determine the national indieatarget set in the National Energy Efficiency
Programme 2008-2016 and in the first National Epé&ifficiency Action Plan for 2008-2010.

The public sector energy efficiency programmesbaiag implemented, such as: "Bring the House
in Order", encompassing various energy efficien@asures in buildings/facilities owned by the
Republic of Croatia.

In December 2010, the Croatian Parliament adogtedatmendments to the Act on Biofuels for
Transport, in order to incorporate the elementmftbe new Directive on the promotion of the use
of energy from renewable sourtein the legal framework regulating production, gadse and
promotion of production and use of biofuels. Thismarily refers to the preconditions and
sustainability criteria for producing raw materiéds biofuels.

The Ordinance on the Measures for Promotion of afsBiofuels for Transport was adoptéd
which prescribes measures to encourage the usefokls in transport and the method of their
implementation.

Renewable energy objectives set out in the Enetateg)y of the Republic of Croatia are in line
with the objectives from Directive 2009/28/EC, incardance with the said methodology. The
National Renewable Energy Action Plan (NREAP) waselbped and it was forwarded by the set
deadline, 30 June 2010, to the European Commissiapproval.

By December 2010, 450 projects related to the rab&venergy sources were entered in the
Register of projects and plants for the use of wetide energy sources and cogeneration and of
privileged producers.

Although the Croatian electricity transfer systesnconnected to the neighbouring systems very
well, further connecting with neighbours has comtid once 400 kV between Croatia and Hungary
was put into operation, having enabled thus th& fionnection between the former CENTREL
system and the UCTE system in 1999. With respe@BB 2010-2012, it should be noted that a
double 400 kV power-transmission line between Bmego (CRO) and Pech (HU) was put into
operation. In the field of co-operation with Bosarad Herzegovina and the Republic of Serbia, the
relationships were established at the level oftetsty transfer companies, in order to begin with
the joint cross-border transfer capacity auctiditge joint system is expected to be established in
2011 and 2012.

On the basis of the Plan of development, modeinisand construction of the gas transmission
system in Croatia from 2007 to 2011, which was &by the Government of the Republic of
Croatia and which anticipates the procurement asthilation of equipment which will enable
functioning of the secondary market and the gasvorét development in southern Croatia, the
envisaged activities have continued with the plandgnamics. In March 2009, the Croatian and
Hungarian gas transmission system operators sigmeégreement on the construction of an
interconnection pipeline that will connect theseo taystems. That pipeline provides technical
capacity for a free gas imports in the RepublicGybatia and there are no more technical
restrictions in the transport system which useg@resent a problem for a further liberalisation of
the gas market.

On the basis of the said agreement, works on thetaation of the gas interconnection between
the Republic of Croatia and the Republic of Hungaeye completed at end-2010, and issuance of

14 Directive 2009/28/EC
15 Official Gazette 42/10
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the use permit is currently in progress. Activitiegarding the construction of the LNG terminal on
the island of Krk have also continued and issuasfcthe building permit is underway. Further
development of the supply capacity for natural gaslso planned, by increasing the pipeline
capacity of the gas supply route from the RussiaedeFation via Slovenia by 500 million cubic
meters (until 2012).

In accordance with the Energy Strategy of the Ripulf Croatia, adopted by the Croatian
Parliament in 2009, upon the proposal of the Gavemt of the Republic of Croatia, the activities
relating to the Strategy objectives continued, Wwhioclude a continuous development of the
energy supply safety, competitiveness of the ensegyor and sustainable energy development.

Furthermore, activities relating to the energy plag, strengthening of supply safety and energy
products market in the energy sector also continlibd pre-accession instruments — IPA are used
for the described activities. The energy sectaul$® being prepared for the use of the structural
funds that will be available after the accessiothefRepublic of Croatia to the EU.

In order to promote development of the energy setuaher activities are also focused on further
harmonisation of the domestic legislation wahquis communautairewhile promotion of the
projects of interest to the Republic of Croatia #mel Region will continue, with a special emphasis
on the projects relating to the gas market and ifgnof compulsory stock of oil and refined
petroleum products.

As a part of the accession negotiations concerttiegissue of safety of crude oil and refined
petroleum products supply, the Republic of Croat#s granted a transitional period, until 31 July
2012, for maintaining the compulsory stocks of erwadl and refined petroleum products in the
guantity equal to a 90-day average consumptioharptevious calendar year.

The transitional period was granted on the basighefAction Plan for establishment of 90-days
compulsory stocks of crude oil and petroleum pregilny 31 July 2012. The Action Plan which
was delivered to the Brussels was revised and hasad with the requirements of the new
Directive 2009/119/EC of 14 September 2009. Thesesl Action Plan was accepted by the
Government of the Republic of Croatia at its sas$ield on 17 December 2009 by a Conclusion
on the acceptance of the Programme for creatingpteeonditions and activities of HANDA
aiming at ensuring 90-days compulsory stocks by Jedy 2012. In accordance with the
aforementioned Directive, a new draft of the Act@mide Oil and Petroleum Products Market will
begin to be prepared in 2010. The Croatian Parlurnseexpected to adopt that Act in early 2011.

For the purpose of establishment of the compulstogks, a construction of about 800,080wh
additional warehouse capacities is planned ondhédry of the Republic of Croatia, which may
eventually be of regional importance. It is estiatathat about EUR 130 million will be invested
only in the construction of warehouse capacitidse project of establishment of the compulsory
stocks will, at the same time, be used for the kbgweent of warehouse installations for
commercial warehousing, with an aim of reducing tdests of formation and replacement of
compulsory stocks, and also further opening of rierket and promoting competitiveness. In
addition, at its session held on 1 April 2010, @®vernment of the Republic of Croatia adopted by
its conclusion the Conclusion on the determinatadnpriorities in the construction of power
facilities. The negotiation process with the FetlBepublic of Germany is in progress concerning
storage of stocks of crude oil and petroleum prigitar the Republic of Croatia, for the purpose of
maintaining 90-days stocks.

No budget funds will be used for the implementatadrthe indicated objectives, but economic
entities will, within its means, rather use the illde funds on the market principles. Foreign
investors are also expected to participate in gadigation of individual projects envisaged by the
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new energy strategy. Investments in the energysecthe amount of EUR 15 billion are expected
for the period until 2020.

4.1.6 Small and Medium-size Enterprises

Despite global recession, small business is $tél tnost dynamic part of the economy. Small
business ended the business year 2009 with 814l and 1,390 medium-size enterprises,
96,909 crafts and 1,125 co-operatives. A total 83,850 economic entities account for 99.7% of
the total economy, employing 66% of the workers. payment in small-business entities
increased by 2.8 in 2009 compared to 2008, totamees decreased by 6.9% and profit for the
period by 13.1%. The share of small and medium-aigerprises in exports stood at approximately
44% in 2009. The analysis of financial results byiveties shows that the following are the three
most important activities: manufacturing, trade amfdrmation and communications with a share
of more than 50% in total business results, asthesase in the past ten years. Construction and
professional, scientific and technical activitidsoarecorded good business results, whereas other
activities were less significant. Depending on gegiod of analysis, micro economy in Croatia
accounts for about 80% of the total economy.

In the Operation Plan of Small and Medium-Sizedré&preneurship Promotion for 2008 — 2012 of
the Government of the Republic of Croatia, of 1&iAp008, which is implemented through the
annual Operational plans, the fundamental stratggideline is strengthening of competitiveness
of small business and it has been implemented aonagoing basis. For small countries, such as
Croatia, entrepreneurship, characterised by ma&eetrability and higher value-added products,
is crucial. Competitiveness of small business @rmted through aid for the purchase of advanced
technologies and technological procedures, whiehuaed for diversification and development of
new products, along with transfer and networkingradwledge.

In addition, entrepreneurial projects involving @stment in energy efficiency, environmental
protection and introduction of the quality managemgystems and international standards are
being promoted. The Croatian economy has abouDIf&€i-growing economic entities - Gezelle
for which special incentives are intended, in adaace with thele minimisaid rules. Gazelles in
small business operate in the activities involviaghnological innovations, production of new
technology, ICT, wood industry, manufacture of eguatal products, small shipbuilding, etc.
Entrepreneurs improve their export capacities thhoaid for clusters and creation of breffd$he
system of supporting institutions and regional digwaental agency, as well as the established
entrepreneurial zones, facilitate the beginningmfepreneurship and growth and development of
small-business entities.

18 The European Business School released the firsivation for Development Report, 2009-2010 that messthe
innovative capacity of 131 countries worldwide I innovation Capacity Index. The Index is based qaillars of

innovation capacity: institutional environment; hamcapital, training and social inclusion; regulgt@nd legal
framework; research and development; and the us€Tf The Innovation Capacity Index provides a difation

tool for policy discussions on various aspects rofovation - the methodologies allow the formulatioipolicy

prescriptions that are country-specific and based oation’s development stage and the natures gfalitical regime.
According to the Innovation Capacity Index, Crodtian 38th place out of 131 countries. Slovenid #me Czech
Republic are in 31st and 32nd place, while SlovaRiasland and Hungary are behind Croatia (in 39h,4and 41st
place, respectively). The strength of Croatia'souation capacity is evident in the following indioes: number of
mobile telephone subscribers, schools that haverrat access, the number of articles in scientifichnical
publications and the number of Internet subscribers
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Entrepreneurship for the youth, beginners and tkslabpeople, as well as women’s
entrepreneurship has its place in the developnfesthall business, especially at the regional level.
In strengthening of competitive capacities of theab and medium-size enterprises, a significant
part relates to training for entrepreneurship, Wwhimcludes all forms of registration of
entrepreneurs, i.e. companies, crafts and co-apesatAs a part of institutional development, the
Ministry of the Economy, Labour and Entrepreneyséstablished the Registry of aid to small
business, a database with data and technologit#ist®s and the reporting system, which allow
for monitoring, analysis and evaluation of the egstof incentives. Drafting of Small Business
Development Strategy for 2012-2020 period is bemgsideredf.

The Republic of Croatia has been implementing thepgean Charter for Small Enterprises since
2003, which is the main EU document for implemeatabf small business development policies.
In 2008, the EU adopted the Small Business AcElmmope for the purpose of further development
and promotion of small and medium-size enterpriseplying that the process established by the
European Charter for Small Enterprises changedtatdwvith 2010 a new reporting cycle begins,
which will monitor the implementation of the smélusiness development policies through the
application of the Small Business Act for Europhe SEE countries have reached an agreement to
measure performance by the so called policy indextivo-year reporting cycle.

The service of the Government of the Republic addlia for a quicker communication between
entrepreneurs and citizens with state administmabiodies — HITRO.HR, has been operating for
more than five years (the first office was openadld@ May 2005 in Zagreb). By using services of
61 HTIRO.HR offices more than 38,507 companies aralts were established. Out of a total
number of newly-established companies, more th&A42are in foreign ownership. HITRO.HR

expanded to all county centres, larger cities ahhds in the Republic of Croatia. In addition to
cost reduction, the largest savings were made rimsteof time, since the entire establishment
procedure was shortened from 40 days in 2004 td@4#s, through the project e-Tvrtka (e-
Company}?.

In view of the achievements, a further systematipgpsrt to small business should be ensured,
primarily through: (i) creation of conditions anthplementation of institutional solutions for
expanding the sources of financing (venture cafutadls, equity funds, EU financial instruments),
facilitating access to sources of financing of wmawons and their commercialisation and increase
in total investment in small business, (ii) incloglismall business entities in financial markets and
finding alternative lending sources (iii) increasesk of internet and e-services (e-commerce, e-
business, e-banking, e-marketing, etc.), (iv) gitieening of support of development iew age

" Strategy for Women’s Entrepreneurship Developm2®10 — 2013 — adopted in March 2010; Analysis of
development and position of crafts with the guidkedi for crafts development strategy and Guidelioea short-term
crafts development 2011-2012 — completed in May02Q&arning Strategy for Entrepreneurship 2010-20lopted

in June 2010; Cluster Development Strategy 201®20proposal completed; Strategy for Promoting $tweent and
Internationalisation 2012-2020, at the internatideader — the expected deadline for delivery id-2012.

18 The Ministry of the Economy, Labour and Entreprestip has developed a Programme of measuresiptifiing

the operation of small business entities, in acancd with the Economic Recovery Programme of thee@unent of
the Republic of Croatia of 6 June 2010. The Prognanof measures for simplifying the operation of Brbasiness
entities is divided into two areafacilitating entry into entrepreneurship anf@cilitating operation of small and
medium-size enterprises carrying out entrepreneurihactivity. The Programme defines 14 implementing entities
according to their respective competence and 27%unesa relating to the following areas and actisitiel measures
aimed at legislative amendments, 4 measures foersytic analysis for the purpose of rationalisatiod efficiency, 5
measures for facilitating financing, 2 measuresefdrusiness and digitalisation, 1 measure relate=dtication and
information, 1 measure relates to advisors andutargs for entrepreneurship, specialists for ptmg assistance and
expert support to recovery of economic entitiesyegasures for promotion of entrepreneurship and dsare for more
strict application of the existing economic regigas.
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economy (with considerable growth possibilitieg)luding small business in tourism and cultural
industries, (v) better connection of small busine#th research and development and entities for
whom this is a core activity, (vi) giving priority promotion of further growth and continuity of
implementation of developmental projects of fasivgng economic entities, (vii) increasing
overall productivity as a result of applicationiohovations, new technologies and research and
increasing the share of small business entitiechvienter the market with higher value-added
products, by applying advanced technological sohgj (viii) further investment in life-long
learning for entrepreneurship, (ix) support to examd market competitiveness of small business
through clusters, (x) flexible employment and (Eipmotion of entrepreneurship with an aim of
further enhancement of entrepreneurial culture.

Small and Medium-size Enterprises in Tourism

As regards the Programme of the Government of #euBlic of Croatia intended for lending to
small family enterprises in tourism “Incentive feuccess”, the assumed obligations are being
conducted. As a part of the Programme, in the period, loans were granted at a subsidised
interest rate to small and medium-size businesiemtin the 2011-2013 period, more than HRK
210 million worth aid will be disbursed to thesdites. The subsidy funds will be allocated, under
the Programme, to 248 companies and 226 craftssa@itenumber of enterprises operates in 357
hotel and restaurant facilities for accommodatassified as hotel-type facilities — hotel, alltsu
hotel and boarding house, 79 suites and 34 summesels. That segment of small hotel industry
operates even in off-peak season, especially idlesntawns, when larger hotel systems are closed,
thus directly affecting the extension of the tousgason. Small and medium-size enterprises,
beneficiaries of the Programme, have 5,854 roonas1ad97 suites and 15,150 beds, accounting
for 11% of the total number of rooms availablehre Croatian hotels, all-suite hotels and boarding
houses, 34% of the total number of registered sbwpartments and 13% of beds in the total
number of beds in hotels, all-suite hotels, boaydiauses and registered tourist apartments.

In the period 2011 - 2013, implementation of theeimtive measures for small and medium-size
business entities in tourism through non-refundaipients is planned to be continued. Non-
refundable grants will promote development andiseibn of the programmes and projects for
creating the preconditions which will contribute tioe development of the basic, as well as
improvement and enhancement of the supplementarisio offer in the Adriatic hinterland, in the
continental area and in the hinterland of the Gaoatslands. Non-refundable grants will also be
directed at development of the selective typesofism at the seaside and in the coastal area and
improvement of environmental protection and safghjle conducting specific forms of seaside
tourism. Furthermore, production of original souvemwill be promoted, as well as restoration,
valorisation and revitalisation of the culturaladitional and natural heritage as a new tourist
product. The incentives will also encompass thenesvéor increasing competitiveness in tourism
and improvement of conditions for disabled persamshotel and restaurant accommodation
facilities. The objective is to enable a betteripasing in the tourist market for the segment of
small and medium-size enterprises in tourism inftmhcoming short-term period, in accordance
with the required quality standards.

4.1.7 Public Private Partnership

In accordance with the measures and plans setadiei last year's PEP, in September 2010 the
Ordinance on setting up and maintaining of the &egiof public private partnership contracts was
adopted, on the basis of which the Register of ipylrivate partnership contracts (PPP) will be
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established by the end of the first quarter of 201 Register is the central source of information
about all the concluded PPP contracts, represethimginiform electronic records of all the PPP
contracts concluded on the territory of the RepubfiCroatia. It will have a significant impact on
a systematic monitoring and studying of the gaipeattical experience in the implementation of
the public private partnership projects and apgbceof the knowledge acquired in this manner in
the training system and preparation of new projects

In accordance with the priorities in the actionghed Agency for PPP, determined by the Strategic
Framework for the Development of the Public Prividéetnership in the Republic of Croatia, and in
accordance with the Regulation on training of pgréints in procedures for the preparation and
implementation of public private partnership prég&t a comprehensive training programme is
being prepared, on the basis of which the traisiygijem will be established by the end of the first
quarter 2011, in cooperation with the competentid®dt the government level and units of local
and regional self-government, for public sectorhatities competent for the preparation and
implementation of the PPP projects. In April 20flte Agency also concluded an Agreement on
business cooperation in the implementation of inginfor PPP with the Croatian Employers'

Association, and the proposal of the Agreement alas submitted to the Croatian Chamber of
Economy for its opinion, so that it is soon expddtebe signed. The goal of the implementation of
the training programmes in the field of public @& partnership is to achieve a high level of
quality of public infrastructure and public senscéy deepening the understanding of the
procedures in this field for persons participatinghe preparation and implementation of the PPP
projects within public bodies and for personnelpobfessional associations, which is the main
prerequisite for the preparation and implementatibhnigh-quality projects.

The central management of the PPP project apppoeakss by the Agency for PPP, in accordance
with positive regulations in the field of publiciyate partnershi and cooperation with the
Ministry of Finance in a form of control of fiscethpacts and risks are aimed at project structuring,
in order to minimise them and increase qualityhs projects themselves, as well as quality and
availability of public services. Ensuring signifitacapital investments without additionally
burdening the budget represents an important impBgt acting in this manner, the local
community units can be economically stimulated endved and the investment environment can
be improved, which in turn contributes to a bestandard of the country as a whole.

The fundamental purpose of the described activitrestasks within the competence of the Agency
is to establish stable processes of high-qualitgparation and offer, contracting and
implementation of the PPP projects at all the kvalational, regional and local. South-east
European countriés are faced with an additional need for a fasteretament of public
infrastructure and the level of public services,alihincrease efficiency of the public sector as a
whole, creating thus new economic perspectiveHerapplication of PPP in exports of the acquired
know-how and experience. Accordingly, successfytlementation of the PPP projects becomes
crucial not only for ensuring development of pubhfrastructure and standard of public services,
but also for the development of the economy as @levh

19 Official Gazette 56/09

20 Act on Public Private Partnership (Official Gaeet29/08), Regulation on the criteria for assessmet approval of
the public private partnership projects (OfficighZgtte 56/09), Regulation on the content of pytlicate partnership
contracts (Official Gazette 56/09), and Regulatimm the supervision of implementation of the pubfidvate
partnership projects (Official Gazette 56/09).

“The South-East European Cooperation Process (SEB@mber states - Albania, Bosnia and Herzegovina,
Montenegro, Bulgaria, Croatia, Macedonia, Molddvamania, Serbia, Turkey and Kosovo/UNSCR.
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For the purpose of preparation and implementationress-border projects under the model of
public private partnership, the Agency for PPP wills, as a leading institution for public private
partnership in the SEECP countries, in cooperatwth the Council for Regional Cooperation,
carry out activities of exchange of knowledge angbegience in the field of public private
partnership, in order to strengthen administratapacity for the preparation and implementation
of cross-border projects, attracting in this manngestors and financial institutions by launching
high-quality cross-border PPP projects, which wdwdextremely useful for a broader region and
the Republic of Croatia, when it comes to improvetn&f public service quality and economic
cooperation and growth of the economy as a whole.

4.2 FINANCIAL SECTOR

At the end of June 2010, total bank assets accduioie76.7% of total assets of all financial
intermediaries. In terms of share in total assétsllofinancial intermediaries, housing savings
banks follow with a 1.3% share. These shares italittaat the financial system in the Republic of
Croatia is concentrated around banks.

Although banks’ share in total assets of all finahimtermediaries was declining in the period unti
the end of 2007, in favour of an increase in theeiof investment fund and pension fund assets, in
2008 banks’ share in assets of all financial inedtraries rose due to a fall in the value of
investment fund assets. The reason for the fahenvalue of investment fund assets is an increased
withdrawal of investors due to a reduced interassuch investments, but investor confidence in
funds was restored from the end of 20009.

Table 9: Financial Sector Structure (% of totakésat the end of a period)

June

2005 2006 2007 2008 2009 2010
Banks 78.9 76.7 73.9 77.7 76.6 76,7
Open-end investment funds, net assets 27 40 6.4 2.1 2.4 2.9
Closed-end investment funds, net assets 11 114 1.7 0.9 0.8 0.8
Insurance companies 5.0 4.9 5.0 5.6 5.8 6.0
Housing savings banks 1.9 1.6 1.4 1.5 1.4 1.3
Compulsory pension funds, net assets 3.6 4,0 415 4.7 5.9 6.4
Voluntary pension funds, net assets 0.1 0.1 0.p 02 0.3 0.3
Credit unions 0.5 0.5 0.4 0.1 0.0 0.0
Leasing companies 6.2 6.8 6.5 7.2 5.8 6.3
Total 100.0 100.0 100.0 100.0 100.0 100.0

Source: Croatian National Bank, Ministry of Finan€eoatian Financial Services Supervisory Agency

Institutional cooperation
In order to define a stronger cooperation betwegpervisory institutions a Memorandum of

Understanding for the financial crisis managemeas signed by the Ministry of Finance, Croatian
National Bank and Croatian Financial Services Supery Agency (CFSSA).
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4.2.1 Banking Sector

Operation. In mid-2010, 34 banks and 5 housing savings baperated in the Republic of
Croatia. Their share in total assets of all finahzitermediaries was about 77%. At the same time,
the banking system was highly concentrated, 1Gkrganks accounting for about 89.82% of total
assets of all banks. Banks in majority foreign omshg predominate in the ownership structure,
representing 90.71% of total bank assets, compereti19% of bank assets in domestic state
ownership and 5.10% of total bank assets in dompstrate ownership.

At the end of the second quarter of 2010, totakbessets amounted to HRK 379.5 billion, which
is an increase of 0.29% relative to the end of 2@¥Ball and medium-size banks recorded assets
growth, while large banks recorded a fall in assktsthe first half of 2010, funds of majority
foreign owners of banks represented the main soofagrowth of bank assets, accounting for
19.46% of total sources of financing. At the endJohe, the share of deposits remained stable in
comparison with the past three years, constituin@4% of total bank liabilities which mainly
relates to the household sector. At the same tHR¥K 407.0 billion was exposed to credit risk, of
which 6.89% was classified into risk categoriesn8l &, representing non-performing placements.
Total amount of provisions for placements and @fiabce sheet liabilities accounted for 3.64% of
total placements and liabilities, this indicatomtiouing its increase which started in 2009 and
hitting its record high since 2004. Bank profit@esded in the first half of 2010 amounted to HRK
1.89 billion, but 9 smaller banks recorded losges.at 30 June 2010, capital adequacy ratio of
banks stood at 19.0%, return on average equity (ROstood at 6.89% and return on average
assets (ROAA) at 1.17%.

Credit unions. At the end of the second quarter 2010, 23 creddns operated in the Republic of

Croatia, with total assets of HRK 513.1 million,ialhaccounted for 0.13% of total assets of credit

institutions in the Republic of Croatia on the satag. The process of alignment of savings and

loan co-operatives operation with the provisionstld Credit Union AZ was completed in

September 2009, in a manner that, within the pitesdrtransitional period, of 104 savings and loan

co-operatives which were authorised on the datentfy into force of the Act and which were

entered in the court register:

- 30 savings and loan co-operatives requested frenCtbatian National Bank and were granted
the authorisation and continued their businesseitainions,

- 1 savings and loan co-operative (which previouslgrged with 4 savings and loan co-
operatives) was granted the authorisation to opesta savings bank,

- 69 savings and loan co-operatives did not file guest for transformation either in a credit
union or in a savings bank, but their members detid start a business liquidation procedure.

In the same period, the CNB granted the approvalhie establishment of 3 new credit unions, in
accordance with the Credit Union Act, so that thedit union system in the Republic of Croatia
consisted of 33 credit unions at the end of Sep&erB009. However, by the end of 2009 and in the
first half of 2010, the regular business liquidatfmocedure was initiated for 9 credit unions, lom t
basis of the decisions adopted at the general ngsetf the credit unions, whereas bankruptcy
proceedings were initiated against one credit unjoon the proposal of the CNB.

22 Official Gazette 141/06 and 25/09
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Legislative framework. The Credit Institutions A&, implementing the provisions of the Capital
Requirements Directive (CREf) in the part relating to credit institutions, waslopted in
September 2008. In January 2009, the Croatian h&tiBank adopted subordinate legislation
regulating in detail calculation of credit instituis’ capital adequacy, as well as a range of other
subordinate legislation based on the new Crediitinimns Act®. The Act prescribes that credit
institutions must have minimum capital adequacyl@f percent. The new capital adequacy
calculation applies as of 31 March 2010, since@GNB transposed the amendments to the CRD,
adopted in 2009 at the EU level, into the relewaiitordinate legislation at the beginning of 2510

The Consumer Credit Act, applying the provisions tbeé Directive on Consumer Credit
Agreements, was adopted in July 2009 and it cameefimce on January®12010. In January 2010,
the Minister of Finance adopted an ordinance whjgécifies in more detail personnel, technical,
organizational and other conditions that a lendex tban broker must fulfil in order to obtain the
approval for providing consumer credit serviceqjteats of the request for issuing the approval,
documentation that needs to be submitted along thighrequest, reasons for the refusal of a
request, issuance of approval, validity periodh&f approval, fee for performing the procedure of
issuing the approval, termination of approval abtigation of reporting to the Ministry of Finance,
as well as an ordinance on the obligation of infiogrconsumers of additional requirements for the
calculation of effective interest rate. In accorcanvith the provisions of the mentioned Act, the
Ministry of Finance has issued 27 approvals forvjatimg consumer credit services.

Agreements The cooperation between the CNB and supervisblmoks which are in majority
foreign ownership, is based on the memoranda oénstahding concluded with the representatives
of Austria, France, Italy, Hungary, Germany and $&rino, while agreements with supervisory
authorities from Bosnia and Herzegovina and Morgemeare related to the supervision of
subsidiary banks in these countries. Following enéry of Swiss shareholders in the ownership
structure of banks in Croatia, a memorandum of tstdeding with the Swiss supervisor is being
prepared.

Payment systemIn October 2009, the Payment System?Aatas adopted, which transposed into
the Croatian legislation Directive on payment seesf and which will enter into force in 2011. In
2010, drafts of the Act on the Settlement Finatid Electronic Money Agt were prepared, by
means of which transposition of Directives 200874hd 2009/118 into the Croatian legislation
will be completed in 2011.

2 Official Gazette 117/08

% The Capital Requirement Directive encompassescbee 2006/48/EC relating to the taking up and pitref the
business of credit institutions and Directive 2@@EC on the capital adequacy of investment firmd aredit
institutions.

% Official Gazette 117/08, 74/2009, 153/09; In aidditto the CRD it also encompasses the transposedsipns of
Directive 2001/24/EC on the reorganisation and wigdip of credit institutions, Directive 86/635/EE@ the annual
accounts and consolidated accounts of banks amd faitlancial institutions and Council Directive 87/EEC on the
obligations of branches established in a MembeteSiacredit institutions and financial institut®ihaving their head
offices outside that Member State regarding thdigation of annual accounting documents.

% The amended decisions were published in the @FfBazette 2/10.

' Official Gazette 133/09

% Directive 2007/64/EC on payment system servinghké internal market

29 Electronic Money Act was adopted on 26 Novembdi2fficial Gazette 139/10)

% Directive 2009/44/EC on settlement finality in pagnt and security settlement systems

3 Directive 2009/110/EC on the taking up, pursuitl grudential supervision of the business of eleitranoney
institutions
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Since the Payment System Act, which came into fercelanuary % 2011, no longer regulates
certain issues that were regulated by the Nati®agiment System Act which has just expired, in
2010 the Act on the Implementation of EnforcementEmancial Resources was adopted as well as
the related ordinances, introducing a new systethefmplementation of enforcement on funds in
a way that the bases for payment are submittethémplementation to the Financial Agency that
requires from banks in which accounts or debtod$fuare kept, to pay obligations. In addition, this
Act also regulates the way of keeping the UnifieshiRter of Accounts as well as the treatment of
Business Entities in terms of blocked accounts.

Human resources In view of the new regulations concerning paymsystem and electronic
money, the CNB supervision area was reorganisednamd employees were recruited who will
perform supervision of payment system and eleatramdney institutions. A considerable number
of the CNB employees are involved in the trainimgjg@ct organised by the ECB for the countries
in the region.

Following the regulations on consumer credit andsconer protection, a Department for
Coordination of Consumer Protection and Financidgéracy has been established within the
Financial System Directorate of the Ministry of &irte.

4.2.2 Non-banking Sector

Operation. On 1 October 2010, the authorisation for condgctitsurance business was issued to
25 insurance companies and 2 reinsurance compianilee Republic of Croatia. In addition, there
was 30 insurance intermediation companies (inserabmkers), while 246 intermediaries
conducted insurance intermediation business asratapersons. 173 crafts for insurance
representation and 202 insurance representatiorpaioies (insurance agents) were engaged in
insurance representation business (insurance agembgreas 9,042 insurance agents conducted
insurance representation business as natural @er@oduding insurance agents in the bank
channel).

At the 36 vehicles technical inspection stationis jpossible to contract the compulsory insurance
policy for the motor vehicle owner or user, froralility for damage to third parties and additional
motor vehicle accident insurance. All of the legatl natural persons listed above operate on the
basis of a decision of the Croatian Financial S®wiSupervisory Agency (hereinafter: the
CFSSA), while 25 banks obtained the authorisatipithie Croatian National Bank for performing
the tasks of representation in insurance, upomoa gpproval by the CFSSA.

At the end of the second quarter 2010, total asddtssurance companies amounted to HRK 29.3
billion, while the assets of reinsurance compastesd at HRK 0.9 billion. Gross written premium
for non-life insurance amounted to HRK 7.4 billion2009, compared to HRK 2.5 billion for life
insurance.

On 1 October 2010, a total of 46 investment comgmand credit institutions authorised to provide
investment services operated in the capital matkeaddition, there were 4 compulsory pension
funds, 6 open-end voluntary pension funds and @&5ed-end voluntary pension funds, 34 open-
end and 8 close-end investment funds, as well asfunds established under the special law (the
Fund of Croatian Homeland War veterans and mendjdheir families and the Pensioners' Fund).
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Total assets of investment companies amounted 19 B1R billion at the end of the second quarter
2010, net assets managed by pension companies teddarHRK 33.4 billion, net assets managed
by investment fund management companies stood & H&S8 billion and assets of the funds
established under the special law amounted to HRKo#lion.

At the moment, there are 26 leasing companies énRbpublic of Croatia, which were granted
authorisation by the CFSSA, as well as 18 factodagpanies. At the end of the second quarter
2010, assets of leasing companies amounted to HRK Billion, while assets of factoring
companies stood at HRK 6.5 billion.

Legislative framework. In the course of 2010, the CFSSA adopted ordinamegsilating
insurance and capital market, as well as sevethhteal instructions and opinions contributing to
an improved and uniform application of the adopteglulations. The CFSSA organises, on an on-
going basis, consultations and workshops for th#iesn subject to supervisions, where various
issues concerning the implementation of legislaimmbeing discussed. By the amendments to the
Act on Compulsory and Voluntary Pension Fulidshe applicable Act is harmonised with
Directive 2003/41/EC on the activities and supeovisof institutions for occupational retirement
provision.

In the forthcoming period, in accordance with thaigations undertaken by the Republic of

Croatia in the negotiation process, preparatiothefnew insurance law is planned in 2011, which
will transpose Directive 2009/138/EC of the Eurapdarliament and of the Council of 25

November 2009 on the taking up and pursuit of thesiress of Insurance and Reinsurance
(Solvency 1) into the Croatian legislation. Funtre, the new investment funds law will also be
prepared in 2011, harmonised with Directive 200865 of the European Parliament and of the
Council of 13 July 2009 on the coordination of lawsgulations and administrative provisions
relating to undertakings for collective investmeintsransferable securities (UCITS). The Republic
of Croatia will continue to pursue the activitieslated to the harmonization of the regulatory
framework in the area of financial system, accaydim the implementation timetable in line with

the amendments to tlaequis communautaire

CFSSA, as a supervisory body for entities that ®won-banking financial services, revises and
improves its approach to supervision. CFSSA hagldped a system (matrix) for risk assessment
in which a special emphasis is put on corporateeg@nce of supervised entities, and it continues
to work on the improvement of surveillance in orttefurther develop the control of the legality of
business operations and to better assess theimigkssiness operations of a particular supervised
entity. CFSSA is a signatory party of the Multil@eMemorandum of Understanding with the
members of the International Organisation of SéiesriCommissions (IOSCO) and has already
signed several bilateral cooperation agreements mah-banking financial market regulators, and
in 2010 it signed an agreement with the Macedoiigency for Supervision of Insurance and it
will continue to cooperate with all regulatory besliwith which it has signed agreements in order
to improve the supervision of financial market.

Accounting and Auditing. In 2010, in the field of accounting and auditinge World Bank IDF

Grant project no. TF 090 642 was carried out anchpteted. The aim of the Project was to
strengthen the financial reporting system of trgdoompanies in Croatia. Within the Project,
methodologies for public supervision and qualityntcol of audit firms, authorized auditors and
independent auditors were developed, and the mgiior teams that will perform related tasks was

32 Official Gazette 124/10
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performed. In 2010, regarding the legislation, Meister of Finance issued the ordinances
harmonizing regulations in accordance with the aim@mts to the International Financial
Reporting Standards.

International cooperation with the Intergovernméméorking Group of Experts on International

Standards of Accounting and Reporting (ISAR) hastatl at the United Nations Conference on
Trade and Development (UNCTAD). On 15 December 2@i® Republic of Croatia was elected
by the acclamation as a member of ISAR for the 202012 period.

Following the regulations on accounting and auditia Department for Financial Reporting has
been established within the Financial System Diraté of the Ministry of Finance.

4.3 LABOUR MARKET

The economic crisis had a strong impact on the t@modabour market in 2009 and 2010, resulting
in a considerable growth in unemployment and deeréa employment. According to the data of
the Central Bureau of Statistics, registered empkayt decreased from 1,517,783 in August 2009
to 1,440,603 in the same month in 2010, whichfallaof 5.1%. In the same period unemployment
registered with the Croatian Employment Servicedased from 251,005 to 283,330, which is a
12.9% growth. Unemployment of persons who were iptsly employed rose by 17.4%.
According to the labour force survey data, unemmlegt rate rose from 8.9% in the second quarter
2009 to 12.4% in the same quarter of 2010.

With the purpose of mitigating impact of the crisis employment, Croatian Parliament adopted
the Act on the amendments to the Act on the GranPfeservation of Jobsin mid 2010 which
relaxed the criteria for granting aid as there weoesubmitted requests for the grant in the first
eight months of 2010. By these amendments and B0dQ@et revision, the amount of appropriated
funds for this purpose was reduced from planned 2R& million to HRK 5 million.

4.3.1 Stimulating Employment

The measures for promoting employment are envisagetihe National Employment Promotion

Plan 2009-2010, which is based on the Joint Assassof Employment Policy Priorities (JAP).

The Croatian Employment Service implements thevaatimployment policy measures within its
competence, encompassing subsidised employmentagaiu of the unemployed and public
works. The planned expenditures for active employnpolicy measures amount to HRK 175
million in 2010. In comparison with the realisedperditures in 2009, which amounted to HRK 93
million, the expenditures planned in 2010 rose BRKHBS5 million, or 88.2%

As regards the implementation of the active emplaynpolicy measures within the competence of
the Croatian Employment Service, in the first eigidnths of 2010, 1,790 employments of the
unemployed persons were co-financed, which is 48rB&6e than in the same period of the
previous year. 3,882 persons participated in taitrg for the unemployed, a rise of 43.5%. There
were 3,409 participants in public works, organissdthe units of local government and self-
government in cooperation with the Croatian Emplegin Service in the field of utility

13 Official Gazette 88/10. The Act was in use tiktbnd of 2010.
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infrastructure construction, cleaning, eradicatdbrambrosia, social services, etc., in the firghei
months of 2010, which is an 88.7% increase ag#nessame period of the previous year.

In the existing labour market conditions and witthe existing fiscal capacity, there is a need for
strengthening expenditures for the measures inat@a. Accordingly, in the forthcoming period,
expenditures for these measures will increase upod the accession of the Republic of Croatia to
the EU, a possibility will arise to use the fundsnh the European Social Fund, which will bring
about considerably larger expenditures for actimpleyment policy measures.

Greater coverage of the unemployed by the activel@ment policy measures, especially by the
measures of educational character (training), wipprove their knowledge and skills and enhance
their employability. Active employment policy meass will thus contribute to quality and
adaptability of the labour force.

4.3.2 Social Security System

Legal Protection of Unemployed Persons

The primary form of social protection during uneoyhent is payment of financial compensation
for unemploymerif. The number of financial compensation beneficiasi®od at 69,919 in August
2010, an increase of 8.7% relative to the same imohthe previous year. In 2010, expenditures
for financial compensation for unemployment arenpkd in the amount of HRK 1.6 billion.

Since the right to compensation for unemploymestéxpired for many persons who lost their job
due to economic crisis, in October 2010, the ActAmendments to the Act on Employment
Mediation and Unemployment Rightswas adopted, which extended or renewed the right t
financial compensation. On the other hand, in orterstimulate a more active search for
employment, the level of financial compensation riew beneficiaries was reduced after the first
three months of use from 50% of the previous gsadary after deduction of contributions to 35%
of the previous gross salary after deduction oftrdoutions. The proposed amendments related to
the extension of the right to a financial compeiasafrom one to four months are fiscally neutral,
since the required funds of approximately HRK 150iom will be provided by the savings on the
amended level of financial compensation in the sdqeeriod of use, in the amount of about HRK
180 million.

The said Act has also extended a possibility teikeca financial compensation for unemployment
until the conditions for full old-age pension aretmrhat measure was adopted in order to reduce
the entries into early retirement pension, i.entyease participation of older people in the labou
force. In view of the described changes concergmegter retirement of persons among the labour
force and in the labour market, until the condisidar full old-age pension are met, the application
of that legal solution requires additional fundsbi® allocated in the forthcoming years, with an
annual increase of about HRK 9 million, which magy dchieved by an internal redistribution of
funds collected from savings on pension expenditdiee to increased reduction in the amount of
early retirement pension. Accordingly, this chamgiehave no fiscal effects.

3 Financial compensation for unemployment
% Official Gazette 121/10
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Pension Insurance

In the field of compulsory pension insurance basedeneration solidarity (I pillar), the impact of
the reform, which started on 1 January 1999, has beonitored for already 12 years. The level of
pensions earned on the basis of the Pension Irsvset has been monitored on an on-going basis
and measures have been proposed for the purpcsehigving the appropriate replacement rate.
The replacement rate for October 2010 amounts 8040 for an average pension earned under the
Pension Insurance Act, i.e. 44.68% for the averalgeage pension earned under the Pension
Insurance Act, and 60.29% for an average old-agsipe with a completed qualifying period of
40 or more years of servite

In addition, the measures are being proposed withim of fiscal consolidation of the system of
generation solidarity and the overall pension iasae system. The level of early retirement
pension is being monitored in particular, as welbeability pension due to professional incapacity
for work in the course of beneficiary’s employmeamid minimum pension, which were raised in
the past three years in order to improve finanaral social security of their beneficiaries, on the
basis of the Act on Amendments to the Pension &mse Act®. In the same period, the Act on the
Supplement to a Pension Earned under the Penssomaimce Act was in effect, which intends to
correct inequality in the amount of pension earf@dthe same qualifying period under the
previously valid regulations and pension earnedeuride Pension Insurance Act. The application
of the aforementioned regulations, the estimatecdafiimpact of which is an increase in pension
costs of about 0.4% of GDP per year, has contrihuite the conditions of reduced economic
activity, to an increase in the share of pensiopeexlitures in GDP to 10.5% in 2009, relative to
9.8% in 200&°. The fiscal impact of the aforementioned actaulsiect to a continuous monitoring,
in order to intervene, in a timely manner, in casea possible growth in the share of pension
expenditures in GDP above the anticipated incredsd#avourable demographic trends have
significant implications for the pension systembsity. For instance, the ratio of the insured
persons to beneficiaries is still extremely unfaatle — in October 2010, there was 1,499,265
insured persons and 1,195,903 beneficiaries (1.2&tib). In the conditions of unfavourable
economic developments, which are under the inflaerfcthe economic crisis and the described
demographic movements, the challenges arise irstefrmaintaining the pension system stability.

In April 2010, the Government of the Republic ofo@tia adopted the Economic Recovery
Programme, which, among other things, envisagesathigities and measures aimed at further
regulation of the pension insurance system. In t&may Social Security System of the Economic
Recovery Programme, the following objectives ateos# “ensuring a long-term sustainability of
the social security system in the conditions ofgbpulation aging” and “improving efficiency of
the social transfers by directing them exclusivatythose in need”Short-term and mid-tem
measures are planned for implementing these obgs;tiboth with respect to the system of
generation solidarity and capitalised system.

In the system of generation solidarity, as regahdsfulfilment of the objective ofensuring a
long-term sustainability of the social securityteys in the conditions of the population ageing”
gradual equalisation of the age for acquiring sghd old-age and early retirement pension is
envisaged, as an obligation under the Decisionhef €onstitutional Court of the Republic of

15 Croatian Pension Insurance Institute data for DEt@010
18 Official Gazette 79/07

38 Official Gazette 79/07

39 CBS data
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Croatia of 18 April 2007, as well as revision okttkBystem of pensions earned under special
conditions and their reduction, and preparatiorpfuaising-out of individual categories.

Amendments to the Pension Insurance*Aethish entered into force on 1 November 2010,
prescribes the increase in the age limit for estignt to old-age and early retirement pension for
women, from 60 to 65 years of age for old-age mansie. from 55 to 60 years for early retirement
pension, for the purpose of providing equal coondsifor acquiring rights to pension for both men
and women. The age limit for entitlement to old-agel early retirement pension will be raised
gradually by 3 months per year, so that transitigesiod is 20 years. Furthermore, the same Act
prescribes a change in the baseline factor foutaiog early retirement pension for the purpose of
a more appropriate reduction in the amount of egetyement pension. More specifically, it has
proven that the present reduction (prescribed byAtt on Amendments to the Pension Insurance
Act?®) of 1.8% per year (i.e. 9% for five years of earlietirement) is not proportionate to the
benefit of earlier retirement, in view of extenddd expectancy. The baseline factor is determined
relative to the total completed years of retirem@nutalifying period), by reducing pension from
0.34% per month of earlier retirement for the ieslpersons with a completed qualifying period of
35, i.e. 36 years of service, to 0.15% per monthife insured persons with a completed qualifying
period of 40 years of service (which currently @plto insured men, whereas a transitional
provision will apply to insured women). At the satimae, the baseline factor of 0.15% per month
is determined for computing the old-age pensiomeshifor the first time after turning 65 years of
age (for 5 years maximum), i.e. in the transitiopatiod after reaching the retirement age for an
individual year in the transitional period, stimintg@ thus prolonged work. These, along with
pensions computed taking into account salariesedaim the entire period of working life, will
contribute to a rise in pensions, i.e. to an ingeda the replacement rate in the long-term period.

Another anticipated measure, which is also shomtas a revision of the system of pensions
earned under special conditions and their reductod phasing-out of individual categories, i.e.
their translation into the general system. For phepose of implementing that measure, the
comparative analysis is being prepared of the sigitercised under special regulations, on the
basis of which the appropriate changes will be psepl in 2011.

In 2010, by the Act on reduction of pensions deteedh, i.e. earned under the special regulations
governing pension insurarféepensions of individual categories of the insupegsons (members
of the Croatian Parliament, former Government mesijadges of the Constitutional Court of the
Republic of Croatia and the auditor general, pessidof the Republic of Croatia, Croatian
Homeland war veterans, political prisoners, pgrtois in the People's Liberation War, members
of the former YNA, active military personnel, pdiofficers and authorised officials, members of
the Croatian Defence Council and pension supplengeanted to members of the Croatian
Academy of Sciences and Arts) were reduced by I8.Act entered into force on 1 July 2010.
In addition, in the course of 2010, pensions weyeadjusted on the basis of the Act on Special
Tax on Salaries, Pensions and other Receivableg amitiremain so in 2011 as well, according to
the Act on Postponing Pension Adjustment in théogefrom 1 January to 31 December 28711
and in accordance with the Decision of the Croatamliament issued at the revision of the
government budget, according to which the goverrnbewlget expenditures will remain at the
2010 level in the following two years.

19 Official Gazette 121/10
2 Official Gazette 79/07
2 Official Gazette 71/10
2 Official Gazette 139/10
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As a part of the anticipated objective“ohproving efficiency of the social transfers byealiting
them exclusively at those in need’change in the method of financing the minimumspenwill

be proposed until the end of 2012, as well as ththad of achieving the same by introducing the
income or property census.

By the application of the Ordinance on the procedifrconvalidating decisions and individual acts
from the field of pension insurarfée the access to pension insurance rights was afloe
acknowledging the years of service (qualifying pdyicompleted on the territory of the Republic
of Croatia which was under the UN protection. A ondy of the applications (relative to the
estimated expected number) has already been sedndttring the two years of the Ordinance
application and a further decrease in the apptioatifiow is expected in resolving that issue, sinc
the applications for convalidation of decisions bansubmitted within an unlimited period of time,
i.e. when applying for regular entittement to pensinsurance.

As regards the compulsory pension insurance onb#sts of individual capitalised savings (Il
pillar), the already mentioned Economic RecoverygPamme envisaged a gradual increase in the
contribution rate for the purpose of ensuring tdecuate pensions for the future generations of
pensioners, on which the decision will be adopte@011. In addition, the formula for calculating
the basic pension (earned by the insured persorngipating in both compulsory pension
insurance pillars, for the qualifying period afthe introduction of the capitalised system, i.eofis

1 January 2002) should be reviewed and the perfsiods’ investment policy should be re-
examined in terms investment differentiation widispect to age cohorts (a possibility of making
riskier investments for younger persons and mormesewative investments for persons 5 or 10
years before the entitlement to pension insurance).

In view of high administrative costs of the capgall system implementation, the same Programme
envisages a review of a possibility to make addalsavings in that system, which is also planned
to be proposed in 2011.

As regards voluntary pension insurance based oitatiapd savings (Il pillar), unfavourable
economic conditions, both in Croatia and in theldjocontributed to a very mild increase in the
interest of insured persons in participation irt fiokam of additional source of income in the future
(6 open-end voluntary pension funds with 159,3%uiad persons in September 2010, relative to
147,764 insured persons in January 2010). In cemtitee economic situation caused stagnation, or
even a mild decrease in the interest in closedvehthtary pension funds (15 closed-end voluntary
pension funds with only 17,690 insured persons,paoed to 17,720 insured persons in January
2010). A small number of insured persons in closed-voluntary pension funds is a result of a
relatively poor interest of employers as sponsomnmglertakings of closed-end pension funds,
whereas other possible sponsoring undertakings failel to show any interest from the very
beginning of introduction of the capitalised system

The Economic Recovery Programme introduced a measitating to voluntary pension insurance,
i.e. treatment of payments by employers to pillapénsion insurance as a tax deductible expense,
which was also regulated by the amendments to tludit PTax Act. More specifically, in
accordance with the provisions of that Act, payrmdoy employers made to voluntary pension
funds on behalf of employees up to a maximum of HB®K monthly per employee (HRK 6,000
annually) are treated as a tax deductible expehsmordingly, it is expected that employers will
show greater interest in establishing closed-emdipe funds.

3 Official Gazette 53/08
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In the second half of 2010, the Proposal of thegkcAmendments to the Act on Compulsory and
Voluntary Pension Funds was prepared and forwairdéuk legislative procedure. By its adoption,
a complete harmonisation will be achieved with Binee 2003/41/EC of the European Parliament
and of the Council of 3 June 2003 on the activitied supervision of institutions for occupational
retirement provision, which relates to pension findhere employers act as sponsoring
undertakings, i.e. to closed-end voluntary pendiords. Lower limits on investments of those
funds are proposed, as well as creation of the itond for their cross-border activities.
Furthermore, a reduction of incentives from thdestaudget is proposed, which are granted to a
voluntary pension fund management company for mesnbethe voluntary pension fund from
25% to 15% of the paid in contribution of an indiwal fund member in the previous calendar year,
but for a maximum contribution of HRK 5,000 per dumember in the course of one calendar year.
The Ministry of Finance is authorised to supervibe lawful determination and use of the
incentives. This reduction of government incentiwel$ contribute to a reduction of expenditures
of HRK 20.8 million for that purpose in 2011, comga to the expenditures planned in 2010.

The implementation of the pension system reformr dhe past 12 years has contributed to
financial stabilisation and adjustment of the penssystem to the economic and demographic
movements. By introducing a three-pillar pensionescse, the focus of the reform has been placed,
to a great extent, apart from the social, on mawmeemic and financial effects of the pension

system — capital market development and efficilotation of capital, domestic savings increase
and economic growth. However, as a result of numeiterventions in the system of generation
solidarity after the onset of the reform, the effeaf the reform have been significantly mitigated

and postponed. Therefore, the objective of a furthevelopment of the pension system is to
achieve and maintain financial and social sustdlibaof that system, as well as to maintain

balance between the level of pensions earned aonlgompulsory pension insurance based on
generation solidarity and the level of pensionsnedrunder capitalised system of pension
insurance.

Social Welfare

As a result of the economic and financial situatiarthe course of 2009 the strategic approach was
directed at ensuring the minimum living standandtfi® most disadvantaged part of the population.
In accordance with the predictions, a slight ris¢hie number of permanent support recipients was
recorded in 2010. More specifically, while a mildlifin the number of permanent support
recipients was recorded in 2009 relative to 2008 2007, a 6.2% rise was recorded in June 2010.
Accordingly, 99,571 beneficiaries were recordedune 2010, compared to 93,754 in 2009.

In 2009, the social protection programmes protectedt of the inactive persons from a drastic
increase in poverty (funds for social rights haeg lbeen reduced and these persons have not been
directly effected by unfavourable labour market ements), while poverty risk increased to a
larger extent among the active population. In 2008, greatest efforts were made to retain the
achieved level of social rights, and the existingial programmes were reviewed and reforms in
individual social sectors were launched.

As a part of the Economic Recovery Programme measar set of measures is envisaged, which
should contribute to the establishment of a mofieieft and rational system of social transfers and
to an exchange of information with other systemsaccordance with the Social Benefit Reform
Strategy from 2007 and the Social Welfare Develaunioject. The first efforts in that direction
were made by the of Social Welfare Developmentdetowhich was financed by the World Bank
funds, for the purpose of system modernisation hadnonisation with the EU criteria and
standards, while the Social Benefit Reform Stratbgg focused on a better co-ordination and
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exchange of information between the various patrtthe social welfare system, better targeting,
equalisation and faster and higher-quality acaesstial benefits.

The Ministry of Health and Social Welfare is anignin charge with the implementation of the
measure "Analysis of the system of social beneétgjalisation of benefits granted on the same
basis and full application of the personal ideaéfion number as an instrument of directing social
policy measures". The following implementing adias are determined, among other things, as a
part of this measure:

1. Updating of the list of social benefits and neetlof their realisation and the amount of the base
for determining the benefits and updating of tis¢ dif all legislation governing the social benefit
system (that activity was implemented in June 2010)

2. Proposal for rationalisation of social benefigfining of the uniform concept of the family
(household), determining of the uniform methodolégysetting up the proprietary census and the
proposal for the census amount for the entitlementsocial benefits; the proposal for the
amendments to individual pieces of legislation;

3. Proposal for administrative rationalisation loé¢ tsystem in terms of establishing a single point
for disbursement of social benefits. All the congmetstate authorities are expected to actively
participate and to make constructive proposals eorcg rationalisation of social benefits and
establishment of the single point for disbursingialobenefits.

It is provided by the law that the full applicatiohthe personal identification number should start
as of the beginning of 2011, as an instrumentghatld contribute to a better distribution of sbcia
transfers (availability of data on income and prop®f all citizens, which is important when
granting benefits that are conditional to incomeé/anproprietary censuses).

For the purpose of further improvement of efficigndransparency and information and
professional basis of the system of social weléareé social benefits, the Social Welfare Act should
provide for the new criteria for realising soci&nefits and services, establishing quality starslard
for social services, conditions for implementingndétutionalisation and development of new
extra-institutional services of social welfare asdpply and improvement of services that a
beneficiary may realise in the processes of saaiagration. In addition to the proposal of the new
Social Welfare Act, the proposal of the Social Valedf Development Strategy in the Republic of
Croatia 2011-2016 was prepared, which places engpbadurther decentralisation and delegation
of powers to the units of local and regional sefgrnment, redefining of cash support and
improvement of position of socially vulnerable gpsureorganisation of welfare centres, expansion
of the social service providers’ network and reductof regional differences in service
accessibility and development of services contnilgutto easier access to labour market for
marginalised and vulnerable groups. Furthermoe Stnategy also focuses on the implementation
of the Master Plan for deinstitutionalisation arghsformation of social welfare centres and other
legal persons in the Republic of Croatia 2011-20@8ch determines the conditions and method of
implementing deinstitutionalisation, simultaneoudBveloping new extra-institutional services in
the community in the area of social welfare ancergenerational solidarity. Transformation
financing may be achieved by a reduction in the lpemof persons accommodated in institutions,
which will release certain funds that will be ditedt at financing extra-institutional forms of care
and professional support services in the community.

Protection of Motherhood and Family Allowance

In the implementation of the 2006 National PopolatPolicy* measures, the application of the
Act on Maternity and Parental Benefits and the €lSlupport Act continued. For the purpose of
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exercising the rights prescribed by the Act on Matg and Parental Benefits and the Child
Support Act, an increase in investment of fundsiBK 92.3 million was recorded in 2010 relative
to 2009, through the Ministry of Family Affairs, \Ws&eterans and Intergenerational Solidarity. In
the 2011-2013 period, a total of HRK 8.7 billiorpisnned to be allocated. In addition, the work of
17 county family centres continued.

Improvement of student standards

In the implementation of measures aimed at imprarerof the student standard, in 2011 granting
of scholarships to full-time students enrolled mwversity and vocational studies continued, as well
as subsidising of transportation costs of full-tistudents and handicapped students and
subsidising of accommodation and meals of full-tshedents. In 2011, granting of 3,000 new state
scholarships is planned in several categoriesuibtime students enrolled in university, vocatibna
and postgraduate studies. In 2010, the funds ietkrfdr providing scholarships to full-time
students, subsidising transportation, accommodatiotn meal were at the level of the funds
allocated in 2009, while in the 2011-2013 perida $ame amount is planned to be allocated from
the state budget, which would also include a sligicstease in each year for each of the said
measures. In 2011, the Ministry of Science, Edocatéind Sports will subsidise students' meals for
about 115,000 full-time students, accommodatiostuaent and pupil dormitories for about 10,000
full-time students and will provide subsidies ftwoat 7,000 students in private accommodation.

4.4 AGRICULTURAL SECTOR

Agricultural Land

The state-owned agricultural land is managed onbthsis of the Agricultural Land AT the
Programmes for state-owned agricultural land mamage (hereinafter: the Programme) adopted
by the units of local self-government for theirpestive region and subordinate application of the
general real-estate rules. Pursuant to the Agurllt_and Act, the units of local self-government
adopt the Programme for their region, which mustapproved by the Ministry of Agriculture,
Fisheries and Rural Development. Management o$téie-owned agricultural land is not possible
if the units of local self-government have not agdpthe Programme, upon the approval by the
Ministry of Agriculture, Fisheries and Rural Devpitoent. Out of a total 546 units of local-self
government in the Republic of Croatia, 471 havecaural land in the ownership of the Republic
of Croatia, and the Programme was approved by timestvly of Agriculture, Fisheries and Rural
Development for 360 local-self government units.e TRrogrammes encompassed a total of
545,375.04 ha of agricultural land in state ownigx,sivhich is designated for the following types of
management: return 48,121.23 ha (9%), sale 228888 (41%), lease 126,955.10 ha (23%),
concession/long-term lease 129,233.57 ha (24%jarather purpose 15,975.30 ha (3%).

The main types of state-owned agricultural land ag@ment include: sale, lease, long-term lease
and concession for fish ponds. Management is pagdron the basis of public tenders. 52,912 ha
of the state-owned agricultural land was sold &¥%2#4e total land planned under the Programmes.
82,183 ha was leased or 65% of the total planneéérmtihe Programmes. Long-term lease is a new
form of state-owned agricultural land managemedt805 ha of land has been managed so far in
this manner. Concessions for fish ponds also reptes new form of state-owned agricultural land

management and no land has been managed so faisimanner. Concessions for state-owned
agricultural land is a type of management reguldtedhe former Agricultural Land Acts, which

% Official Gazette 152/08 and 21/10

71



ceased to be effective as of the date of entryfimtoe of the existing Agricultural Land Act. The
areas of agricultural land envisaged for agricaltuand concession under the management
Programmes, which have not so far been given icession for agricultural land, will be managed
through a long-term lease following the entry iféoce of the Agricultural Land Act. Since the
beginning of management until present, 62,896 haraf has been granted in concession. 93,535
ha of agricultural land in the ownership of the Riglc of Croatia is used on the basis of receipts o
temporary use. Approximately 293,831 ha of stateemvagricultural land has been managed in
accordance with the Programmes. In the 2011-20ti8dyesale of agricultural land is planned to
be increased, which is possible to achieve onbrakttling the land registry status, performing th
necessary geodetic surveys, resolving the propawtyrelations for the land (non-implemented
consolidation (arondation), private ownership), ebhis a long-term and expensive process. For
that reason, units of local self-government givéemse the land designated for sale until the land
registry status is settled.

Regulation of the Agricultural and Food Products ket

In 2010, 4 regulations were issued which constittdgether with the Act on Regulation of the
Agricultural Products Marké}, the legal framework regulating the fruit and viadpe market in
the Republic of Croatia:

- Ordinance on fruit and vegetable manufacturing oisggions’

- Regulation on aid to fruit and vegetable organisetf

- Ordinance on market standards for fruit and vedetab

- Ordinance on registration in the Register of fauitl vegetable tradéfs

In 2011, activities aimed at harmonisation of le&gisn of the Republic of Croatia with the
legislative framework of the European Union in thet and vegetable sector will continue, as well
as the establishment of the system of control ofigl@ance with the market standards, system of
aid to manufacturing groups and manufacturing asgdions, setting up of a database of traders
carrying on the activity of trade in fruit and végieles and preparation of the National Programme
for sustainable operational programmes.

In the cattle production area, three pieces of giibate legislation were issued in 2010, pursuant

to the Act on Regulation of the Agricultural ProtkiMarket:

- Ordinance on the production limit in the dairy sect

- Regulation on public interventions and private ati@r aid in the beef sector,

- Regulation on public interventions and private ager aid in the milk and dairy products sector,
prescribing in more detail the measures for requdathe milk and beef market in accordance
with the appropriate EU legal framework.

The aforementioned subordinate legislation will lgpip a transitional period until the date of

accession of the Republic of Croatia to the EU.

In the 2011-2013 period, in the cattle productioraa alignment of the existing subordinate
legislation with the amendments to the EU legistatin planned, as well as introduction of the
standards at slaughtering and dissecting poultrgasaes, monitoring and improving breeding
activities and continued establishment of the hreedrganisations in cattle industry.
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In 2011, an expert mission and study visit for thet and vegetable manufacturers is planned
under the Dutch grant, concerning the market reigmaneasures in the fruit and vegetable sector.
The UNECE workshop on market standards for mangdaapples and tomatoes and control of
compliance with the market standards of the pradtitat are placed on the market, imported or
exported from the Republic of Croatia will be heidubrovnik in October 2011.

Establishment of the Market Price Information Sysfer the Market in Agricultural Products

In accordance with the EU legislation, the Membé&atés are obliged to establish the market
information systems, i.e. systems for monitoringd a®porting on prices and quantities of
agricultural products in the representative markietsthe purpose of implementing the measures
prescribed by the EU Common Market Organisatiore &ttivity of coordinating the work of the
Market Information System in Agriculture (MISA), Hationing as an organisational unit in the
ministry competent for agriculture, is implementidough the project “Legal and institutional
harmonisation with the@cquis communautaire the field of agriculture, technical support teet
Department for Market Information System in Agricue -MISA”. In 2011, the MISA's work
plan, until the EU accession, includes setting dipmmnitoring of prices and quantities of
agricultural products in the domestic represengatharket, in accordance with the EU legislation,
for the following groups of products: 1. beef caxa2. pig carcass, 3. sheep and lamb carcasses, 4.
poultry and eggs, 5. fresh raw milk and dairy prdu6. cereals and oil crops, 7. fresh fruit and
vegetables (after the accession, imports from thied tcountries), 8. sugar, 9. tobacco, 10.
agricultural inputs (fodder). In order to fully ingment the Act on Regulation of the Agricultural
Products Market and the Ordinance on collectinga datd reporting on prices of agricultural
products, it is necessary to strengthen the MISApddenent human resource capacity, in
accordance with the Decision of the GovernmenhefRepublic of Croatia on the acceptance of
the Action Plan from February 2010.

Since food processing industry has a significané i@ Croatia’s entire economy, the Food

Processing Industry Developing Strategy is of ameexe importance in this area, but its adoption
is closely connected to the drawing up, enactmeult adoption of other strategic documents,

especially the Strategy for the Development of teonomy and the Processing Industry

Development Strategy. Therefore, it is not possitieenact the Food Processing Industry
Development Strategy before the adoption of thasgegjic determinations.

As a part of the aforementioned strategy, it isessary to enhance the legislative framework,
including technical regulations and laws regulating conditions for entering the market, as well

as to abolish individual outdated standards, ireofdr the food-processing sector to be able, upon
the EU accession, to adapt as soon as possibleeteampetitive market economy, taking into

account the principles of sustainable developmedtsacially responsible economy, especially by
strengthening competition and gradually eliminastate aid.

If the said strategies, for which the Ministry d¢fet Economy, Labour and Entrepreneurship is
responsible, are adopted, the preparation of thisteg)y remains the planned objective until the
end of 2013 and fulfilment of this task dependgtm source and sufficiency of the budget funds.
The aid planned under the 2010 budget for the dewe¢ént of food processing sector was

reallocated under the revised budget. Funds eaaddidt this purpose have not been envisaged
under the 2011 budget.

State Aid in Agriculture

In the 2010, the bulk of the state aid to agria@ltwas administered in accordance with the
provisions of the Act on State Aid to AgriculturedaFisheries. In July 2010, the new Act on State
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Aid to Agriculture and Rural Developméht(hereinafter: the Actvas adopted, which represents
the last step in the process of harmonisation ®fGhoatian aid scheme in agriculture with the aid
regulated by the EU Common Agricultural Policy. §ict, which entered into force on 1 January
2011, regulates, during the entire pre-accessioioghestate aid to agriculture in a form of direct
payments to agricultural farms, aid to rural depetent and special aid to agriculture. The Act is
based on a document adopted by the GovernmenedRépublic of Croatia at its session on 25
February 2010, entitled ,Agricultural Aid SystemfBen in the Republic of Croatia in the 2010-
2013 period —conceptual framework for agricultysalicy in the pre-accession period“. The Act
regulates direct payments in 2011, when individaments of the Croatian direct payment model
will be applied for the last time. For all agriautal areas where agricultural crops are grown,
payments are envisaged for primary agriculturahsnenrelated to the type of production (the so-
called ,unrelated payments®). On the basis of thalysis of all former types of direct payments,
payments related to production will be retainedhi@ most sensitive sectors, since; otherwise, a
risk would arise of abandoning these productiorfsicivinclude: milk, suckler cows, sheep, goat,
breeding sows and feeding of oxen in cattle bragdinbacco, sugar beet and olive oil in plant
production. This is also based on the practiceha EU Member States, which did not switch
immediately to unrelated payments, but graduallthenperiod of several years.

Furthermore, the Act introduces the applicatiorihaf Regional Single Payment Scheme (the SPS
scheme) as of 2012, which allows for retaining mdoiction related payments in individual sectors
(suckler cow premiums up to 100% relative to thenpeed amount; sheep and goat premiums up
to 50% relative to the permitted amount). The Aldbbaregulates the State aid to agriculture,
representing a separate set of regulations in theldgislation, harmonizing the competition
provisions which also relate to agriculture. Thmgplies that in the three-year transitional period
following the accession to the EU, funds will bermearked in the state budget for the most
sensitive sectors for which no aid is allocatedanfithe EU budget. This refers to aid for sugar beet,
olive oil, tobacco, dairy cows under selection coinand breeding sows.

In the chapter of the Act relating to rural devetmmt, the measures are divided into the rural
development measures in the period until and #fieeraccession of the Republic of Croatia to the
EU. At present, aid to rural development accountsléss than 20% of Croatia’s total aid to
agriculture, which should almost double until 20The total budget for market-pricing policy
measures under the first pillar is planned to lzelgally decreased, while aids relating to measures
for rural development under the second pillar arbd increased considerably. Enhancing the level
of competitiveness and harmonisation with the dgwed EU market of agricultural products and
foodstuffs has remained the objective of the adcal policy, which is planned to be achieved by
a more efficient allocation of total funds earmariter the sector aid.

Activities aimed at legislative alignment are ocadriout simultaneously with the intensified
preparatory activities and building of implementingpacity (primarily the Paying Agency in
Agriculture, Fisheries and Rural Development) fo purpose of implementing the single payment
scheme to farms as of 2012.

The Act on State Aid to Agriculture and Rural Demhent also provides for the obligation to
establish the system of granting and monitoringtaidgriculture and rural development by the
units of local and regional self-government atitaéonal level, i.e. by the Ministry of Agriculture
Fisheries and Rural Development. Accordingly, tlot @so prescribes the obligation to establish a
register of state aid in agriculture and rural depment in 2011, which will significantly facilitat
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communication with the European Commission regardime issue of state aid when Croatia
becomes the EU Member State. Additional human resswwill be required for the establishment
of the register of state aid in agriculture andiraievelopment.

Since the beginning of 2010 the new Act on Excisgid3has been in force. The Act regulates
utilisation of gas oils for use in agriculture afisheries under privileged tax conditions, without
paying excise duty. The Act on Agricultueg's down the basic framework for formulation afhi

to use gas oils under privileged conditions, whertde Ordinance on application of the Act on
Excise Duties related to gas oil coloured blueuse in Agriculture, Fisheries and Aquacultiays
down detailed conditions for exercise of that right 2010, the previous Fuel books for farmers
and Fuel books for fisheries and aquaculture weptaced by the card ,Fuel for agriculture and
fisheries” (fuel card). The fuel card is issuedpmphe beneficiary's request, by the Paying Agency
in Agriculture, Fisheries and Rural Developmeng, by the competent authority for granting
benefits for fisheries, breeding and aquaculture.

Farm Accountancy Data Network

The establishment of the Farm Accountancy Data Ne&WFADN) in the Republic of Croatia is
an obligation under the Act on Agriculture. Purduenthe Ordinance on the establishment and
implementation of the farm accountancy data netiptke farm accountancy data are collected by
the Croatian Agricultural Extension Institute — FNLService, through the annual FADN survey.
On the basis of the sample of agricultural farmagiftg into account regional aspect, farm size and
production type), data are collected every yeammfriwhich structural and economic indicators
related to agriculture are calculated. Maintenaofcne FADN is an obligation of all EU Member
States and it represents an instrument of the Earoommission for assessing income of farms
and the impact of the EU Common Agricultural Polzytheir operation.

In 2010, the FADN pilot survey for the accountingay 2009 was carried out in 21 counties on a
sample of 500 farms. The planned number of farmsetancluded in the survey in 2011 is 1,000
and in 2012, the final objective is to reach a espntative sample of 1,500 farms. In accordance
with the aforementioned required increase in cayea farms in the sample, the fulfilment of the
final objective concerning the coverage is questid®, in view of lack of staff, both in the
Ministry of Agriculture, Fisheries and Rural Deveioent as a co-ordinating body, and in the
FADN Service as an implementing body. The needatbninistrative and budgetary strengthening
of the FADN activity is also stressed in the Craa#i010 Progress Report by the European
Commission.

Rural Development

In accordance with the Council Regulation No 16088, each Member State should prepare its
Rural Development National Strategic Plan and RDeatelopment Programme for the programme
period. These documents set the objectives ofura development policy and measures for their
fulfilment, which will be financed by the Europedygricultural Fund for Rural Development
(EAFRD). The Republic of Croatia is in process mdgaration of these strategic documents.

Until the accession to the EU, in accordance whiia Act on State Aid to Agriculture and Rural
Development, the rural development measures will itnplemented aiming at enhancing
competitiveness of agricultural farms, preservateord improvement of the environment and
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biological diversity, as well as improvement of theing conditions in the rural area. These
measures encompass: aid for insurance againstfmssimage in agricultural production, aid for
preserving autochthonous and protected breedsrogésiiic animals, aid for capital investments in
agriculture, aid to agricultural farm income, aidetcological and integrated agricultural production
and aid to areas with more difficult agriculturahmagement conditions. These measures will be
implemented until the accession of the Republi€Cfatia to the EU.

At the same, use of the funds under the EU presscme programme continues. The
implementation of the pre-accession programme SAPARded on 31 December 2009 and in
2010 the implementation of the programme IPARD bedia the new programme period (2007-
2013), funds in the total amount of EUR 184.4 miili(HRK 1.3 billion) were earmarked for

IPARD programme (75% EU and 25% Croatia).

The accredited measures are the following: ,Investimin agricultural farms for the purpose of

restructuring and meeting the EU standards” andediment in processing and selling agricultural
and fish products for the purpose of restructuamgl meeting the EU standards”, and in 2010,
three rounds of tender for co-financing of theseasnees were published, of which two were
completed and one is underway. In January 201htigeatransfer of powers by the European
Commission for the following measures is expectéohiprovement and development of rural

infrastructure” and “Diversification and developnerf rural economic activities” and tenders for

beneficiaries of these measures were publishedegember 2010. The following measures are in
the accreditation process: “Preparation and impfgat®n of local rural development strategies”
(LEADER) and ,Technical assistance®.

Phytosanitary Area

The planned implementation of the EU phytosaniteegulations was completed in 2010, in
accordance with the Plan of activities for transpgsnd implementingcquis communautairer
that year. In 2011, transposition and implementatibthe new EU regulations published in 2010
will continue. In 2010, registration in the phytagary register continued, as well as authorisation
for issuing plant passports for those natural &gall persons who have not filed an application for
registration and authorisation in the earlier pdsiof registration. The same activities will congn

in 2011. According to the plan, that process walldompleted by the end of the first quarter 2011.

In May 2010, establishment of the Phytosanitargdmiation System (PIS) began. The project was
financed under the World Bank project and it cassi three main components: Plant health
care/Seeds and propagation material, Plant protegdroducts and Phytosanitary inspection.
Functional specification for the above componenii$ e completed in the first quarter 2011.
Construction of these components and PIS implertientare planned to be completed in 2011.

Construction of the building of the Institute folaRt Protection, which operates as a part of the
Croatian Centre for Agriculture, Food and Ruralaif$, is currently underway. The plan for 2011
is to continue with the construction. Completionttud construction is planned by the contractor in
the first quarter of 2012, in view of performingdittbnal works on the reconstruction of the
summer house, protected monument of culture, thae farisen in the course of reconstruction,
which will be followed by the equipping and acctedj of specialist laboratories. In March 2010,
implementation of the twinning project IPA 2007 urther capacityouilding in the area oplant
protectionproducts anghesticideresidues began. Duration of the project is 15 ngnth
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In the 2011-2013 period, activities will be focusea continuation of capacity building (which
slowed down in 2010 due to recession) and profeatitraining under the EU projects (IPA,
TAIEX). At the same time, efforts will be made tarther align with the new EU phytosanitary
regulations and further improvement of the mainiless processes (registration/re-registration of
plant protection products, annual programmes of-peggstration control, national monitoring of
pesticide residues in foodstuff of plant originogramme of special supervision of organisms
harmful to plants). A revision of the applicableyRisanitary Strategy will be made by the end of
2013, for the purpose of harmonisation with thedglines and objectives of EU in the
phytosanitary area. In the part relating to Seed gmopagation material quality, the
implementation of the World Bank project “Desigrevdlopment and implementation of the
phytosanitary sector information system” will conte in 2011, envisaging establishment of the
information system that will be used to keep resard suppliers placing agricultural reproduction
material on the market. The process of harmonisaifahe legislation of the Republic of Croatia
with the new regulations of the European Commissind the European Council, as well as the
implementation of the system of placing agriculkueproduction material on the market, will
continue in 2011.

In the part relating to protection of plant breedeights, in 2011 legislation regulating the fiel
new plant variety protection and plant breedegtita will be amended and training of experts will
be organised as a part of the project with the Camiy Plant Variety Office.

In 2010, phytosanitary inspection continued witle thupervision of the implementation of
phytosanitary register and plant passport systethdrplant owners registered in the phytosanitary
register, who have obtained authorisation for isgylant passports. Full implementation of the
phytosanitary register and the plant passport systeexpected to be completed by the end of the
first quarter 2011.

In end-May 2010, realisation of the project of pléwealth care informatisation began, entitled
"Design, development and implementation of the @$gmitary sector information system®”,
financed by the World Bank funds, one of the maomponents of which is a phytosanitary
inspection sub-system. It is envisaged that thgeptowill be completed by the end of the first
quarter of 2011.

For the purpose of improving the infrastructure aggiipment at phytosanitary border crossings
which will remain operative following the Republa Croatia’s accession to the EU, under the
approved IPA 2008 project ,Continued support to acdly strengthening of the veterinary,
phytosanitary and sanitary border inspection“ thguired building permits were obtained, tender
documentation was prepared and tender was publi$tredollecting bids. Furthermore, for
phytosanitary objects that are intended to be coctstd within the IPA 2009 project ,,Upgrading of
four selected long-term veterinary and phytosapiterder inspection posts” the required building
permits were obtained, tender documentation wasapeel and invitation of tender for constructing
these facilities is expected in the first quarte2@11.

Further general objectives in this field includee tuality improvement of performing special
supervision of harmful organisms, supervision of timplementation of the integrated
phytosanitary register and plant passport systeveldpment and implementation of the integrated
information and communication system in the phytdsay sector, improvement of infrastructure
and equipment at phytosanitary border crossingsiwhill remain operative after the accession of
the Republic of Croatia to the EU, further capadiyilding of phytosanitary inspection by
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increasing the number of phytosanitary inspectand #urther upgrading of knowledge of
phytosanitary inspectors.

Agricultural Inspection

As regards building of administrative capacity,shiould be noted that as of 1 January 2010
agricultural inspection uses in its work the congpuprogramme for supporting the work of
agricultural inspection (e-Inspector). Furthermomes regards the training for agricultural
inspectors, a seminar was organised in Februarg,20ithin TAIEX, concerning the performance
of inspection supervision of the application of @lant protection products. In 2011, training for
agricultural inspectors is planned concerning tpelieation of the plant protection products
through the TAIEX programme. In the 2011-2012 périéurther training and providing of
inspectors with IT equipment and cars are planned.

Food Quality and Safety

The activities of the Ministry of Agriculture, Fishes and Rural Development (MAFRD) as the

co-ordinator of bodies and institutions that ar@aat of the system for food and feed safety

continued in 2010. In the segment of official coitdrthe following documents and regulations

were adopted and published:

- Procedures for carrying out official controls iretarea of food and feed safety — published on
the MAFRD web site;

- Operational instructions for inspections in theaaoé food and feed safety— published on the
MAFRD web site;

- Ordinance on rules of establishment of the natioedvork of institutions in the area of food
and feed safefy;

- Ordinance on the amendments to the Ordinance ombiaogical criteria for footf:;

- Ordinance on authorisation of official and referfaboratories for food and fed

- Ordinance on the increased levels of official colston imports of certain food or feed of non-
animal origin which represent a known or emergisk’f;

- List of food and feed of non-animal origin thatois the basis of known or emerging risk to be
subject to an increased level of official controtsimports’;

- Ordinance orspecial conditions governing the import of certBondstuffs from certain third
countries due to contamination risk by aflatoXins

- Operational instructions for audits in the areafadd and feed safety — published on the
MAFRD web site;

In the segment of food labelling and quality, hanmsation with the relevant EU regulations
continued in 2010. On the basis of the Food*Athe regulation was adopted governing the quality
requirements for coffee extracts and chicory exsrac

- Ordinance on coffee extracts and chicory extfdcts
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In March 2010, training of agricultural inspectaaad food quality inspectors was organised
through TAIEX project — a study visit to ltaly caraing the performance of inspection
supervision in the field of designation of origprotected geographical indication and traditional
specialty guaranteed labels for agricultural prasluend foodstuffs. In the 2011-2013 period,
activities aimed at administrative capacity buifgliof agricultural inspection and food quality
inspection are planned, relating to employmenteaf inspectors, training and further procurement
of IT equipment and cars for inspectors.

Veterinary Area

In 2010, the process of legislative alignment ia tketerinary area continued, in accordance with
the "Strategy for transfer, adoption and impleragon of theacquis communautairior Chapter

12 - Food Safety, Veterinary and Phytosanitarydyokurthermore, the veterinary check of farms,
which has been performed since 2008, continued Q@02 for the purpose of control of
implementation of measures and programmes in wetgriarea, labelling and registration of
animals, animal health, animal welfare, implemeatabtf the imposed measures and programmes
and keeping records on farms. As a part of vetgricheck of farms, animal owners are trained
concerning the requirements of multisegmented haisation they will be required to comply with

in order to be eligible for state subsidies.

In 2010, in accordance with the Ordinance on thguirements with which veterinary
organisations, veterinary practice and veterinaryise must comply in the system of performing
veterinary activity", the Veterinary Directorate began to conclude @wntract on delegating
official control tasks to a control body. In accande with the Regulation (EC) No 882/2004
(“hygiene package”), transposed into the Croatiegislation in 2007 through the Food Act,
Veterinary Act and “Ordinance on official contrala food of animal origir®, official controls on
food of animal origin, feed and by-products of aainorigin may be performed by official
veterinarians and control bodies. The Veterinary &u the implementing regulation provide that
certain official control tasks may be delegateddterinary organisations, as control bodies, ifthe
are compliant with two main conditions: they areradited in accordance with the standard HRN
EN ISO/IEC 17020:2005 and they have a sufficiemhber of suitably qualified and experienced
staff free from any conflict of interest when cangy out official controls.

Until December 2010, 11 veterinary organisationgewaccredited, with which the Veterinary
Directorate entered into Contract on delegatingciaff control tasks to a control body, while 62
veterinary organisations are in the accreditatiooc@ss. Such a strategy of delegating tasks to
control bodies is in accordance with the Econonmecdvery Programme of the Government of the
Republic of Croatia, in the part relating to raatsation of public administration system through
delegating tasks to bodies outside the state adtratipn and limiting and reducing public service
employment.

Establishment of the Central Veterinary Informati8gstem (CVIS), in accordance with the
Veterinary Act®, as the unified system of registries and comppitegrammes represents the most
important structural measure in the mid-term peribie project was financed by the World Bank
under the title ,Design, development and implemeoaof the Central Veterinary Information
System*. The project is being implemented by thegany S&T Hrvatska d.o.o., with which the
contract was concluded on 4 August 2010, and the limit for realisation is 11 months.
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Fisheries

As regards the last year's PEP 2010-2012, in thie retating to fisheries, all the measures and
objectives planned in 2010 were fulfilled, apadnfr equipping 15-18 meter vessels with the vessel
monitoring system and preparation of the Operatigmagramme for implementing structural
measures in fisheries. Vessels in the 15-18 medg¥gory were not equipped with the vessel
monitoring system since the appeals were receivétegoublic tender against the implementation
of the public procurement procedure and the firaliglon about the appeal is to be reached by the
State Commission for Control of Public Procurenferdcedures. Depending on the decision of the
State Commission, the required further actions lglltaken as regards the implementation of this
measure.

The Act on Structural Support and Market RegulatioRisherie$’ created the legal framework for
the enactment and adoption of the National stratelgin of fisheries development and Operational
programme for implementing structural policy measuand creating administrative capacity.
Since creation of administrative capacity is one tbé most important elements in the
implementation of structural measures in fisher@s,18 March 2010, the Government of the
Republic of Croatia adopted the Decision on thecdggon of the system of management and
control of the implementation of the Operationahries programme. The Marine Fisheries'Act
which created a legal basis for the adoption ofNla¢ional Programme of Data Collection, was
also adopted in 2010. The National Strategic Pl@perational Programme and National
Programme of Data Collection are subject to comsiolis with the European Commission.
Furthermore, in 2010, the Government of the Republi Croatia also adopted the Decision on
institutional and operational capacity and admiatstn of the Republic of Croatia in the area of
fisheries supervision, control and inspection.

In order to establish a system of structural messur fisheries in 2011, it is planned to complete
the preparation of the National Strategic Plan thedOperational Programme which will, based on
the situation, priorities and objectives, identifyeasures to be financed in the fisheries sector, in
accordance with thacquis communautairéhe final draft will be made in intensive consatilbns
with the sector. The aim during the pre-accessenod is to improve the strength of entities in the
fisheries sector in order for them to be able toadly participate on the market and make use of the
structural mechanisms upon the date of accessiothedfRepublic of Croatia to the EU. The
Operational Programme is planned to be createdsimguechnical assistance under the IPA 2009
pre-accession programme. This is one of the mgsbitant priorities in the fisheries sector.

Depending on the decision of the State Commissiomiew of the highest priority of the measure
of implementing the satellite surveillance in &etvessels larger than 15 meters, the appropriate
measures will be taken in 2011 to fully implemdms tmeasure.

In 2011, it is planned to complete drafting of thational Programme of Data Collection and to
forward it for the adoption, aiming at ensuringiagke system of collecting data on sustainable
management of marine bio-resources in accordantetin@ EU legislation (the system of colleting
scientific data required for implementing the EUntoon fisheries policy). The preparation of the
programme started with the technical assistancesrutite IPA 2009. This is a high-priority
measure.
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Strengthening of monitoring and control is oneld theasures of the highest priority in fisheries.
That activity encompasses two measures - the edtai@nt of the VMS and the strengthening of

monitoring and control upon unloading and at sea.the purpose of strengthening control upon
unloading, a part of measures was envisaged thrstigbtural mechanisms and a part through the
segment of general strengthening of the fishenspaction. As part of strengthening of monitoring

and control at sea it is envisaged, in the 2011328¥riod, to take important steps in the trainifg o

inspectors, procurement of equipment (vehicles,seles technical equipment), as well as

connecting different services that carry out cdniraler the Marine Fisheries Act.

In view of the obligations arising from the memitgpsof the Republic of Croatia to the EU, in the
coming three-year period, significant resourcespdmaned to be allocated to the issue of aligning
the fisheries efforts with the available resourcebere possibilities should be considered of
redirecting some of the fishing fleet activitiesdaappropriate financing mechanisms should be
provided. In addition, in the part of supervisiondacontrol of the fisheries activities, the
mechanism of establishing the automated identiboasystem (AIS), which the Republic of
Croatia is obliged to establish in all the fishvmgssels in excess of 15 meters, also represents an
important element.

4.5 PUBLIC ADMINISTRATION REFORM

In 2010, the process of state administration refoomtinued and implementation of the measures
determined by the State Administration Reform 8gut2008-2011 is underway. In March 2010,
the Expert Commission was formed for a review & 8trategy, composed of the representatives
of state administration bodies, academic commutiide unions and Transparency International
Croatia. The Strategy was also reviewed by the SAGMperts who made their comments and
recommendations for the Strategy improvement tdvhestry of Public Administration. Also, the
Expert Commission proposed that creating a neve $tdiministration Reform Strategy, which will
to some extent follow the EU financial perspeciivéhe use of structural instruments, starts at the
beginning of 2011. Furthermore, the current phddbeprogramming i.e. drafting of the National
Strategic Reference Framework (2012-2013), draftrigthe Operational Programme for the
strengthening of administrative capacity (2012-20Ehd preparation of project proposals to a
large extent rely on a State Administration Refd@imategy. Also, additional involvement of the
Ministry of Public Administration in the implemetni@n of the Croatian Government Economic
Recovery Programme measures, which are also part@inplement with the implementation of
the measures from the Strategy, is significant. Bw@ purpose of implementing the state
administration reform, the Ministry of Public Adnmtration develops projects aimed at
restructuring state administration bodies, increesgsparency and integrity of state administration
joint coordination of state administration bodiesl dheir cooperation with citizens, social partners
and the private sector, local and regional autiesriand civil society in the preparation of the
acceptance of policies and regulations, developrokeffective models of communication across
all state administration bodies, and developmergfigictive models of consultations, coordination
and cooperation among state administration bodigarding the development, implementation and
monitoring of sectoral public policies, regulaticersd projects. Since these projects are part of the
Operational Programme "Administrative Capacity Depment”, their financing is planned from
the structural funds of the European Union, theeefdunds for project implementation will be
fully ensured in the state budget, and then theesaith be refunded from the EU structural funds
in accordance with the signed financial agreemlemlementation of these projects should start in
course of 2012, i.e. 2013.
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In order to build a more effective system of losalf-government and better functioning of public
administration as a citizen’s service it was asskgsecessary to approach to the local self-
government system reform in Croatia. With the aifnreform of the local and regional self-
government, in July 2010, the Government of theuRép of Croatia issued the Guidelines for a
functional decentralisation and territorial reongation. This document determines the objectives
of the local and regional self-government reformiteda for optimal territorial restructuring, as
well as the principles for the implementation ot tfunctional decentralization and territorial
restructuring process. The primary objective ofldwl self-government reform is to create a more
rational, higher-quality and more efficient localfsgovernment and to improve the availability,
speed, quality and prices of services provided emglired by the local self-government units for
citizens. Following the adopted Guidelines, in $agter 2010, Croatian Government adopted a
Decision on the establishment and appointment oimbees of the working group on
Decentralisation and territorial restructuring. Thwerking group comprises representatives of
relevant ministries, representatives of academid professional institutions, economic sector,
NGOs, civic initiatives, and representatives ofioral associations of local and regional self-
government units. The process of functional deedimition and territorial reorganization plans to
be implemented in phases established by Guidelingise period from July 2010 (beginning of the
first phase) till May 2013 (end of the fourth, atbe last phase).

In view of the beginning of implementation of thewmGeneral Administrative Procedure Act, as of
1 January 2010, the Ministry of Public Administeaticompleted the project documentation for the
project: “Support to the Implementation of the Gahédministrative Procedure Act — IPA 2008".
Project documentation for this project was publisbe the website of the Central Financing and
Contracting Agency and EuropeAid until the endicftfDecember 2010, followed by evaluation
of the received interests for further participationthis project. By mid-December 2010, the
Shortlisted Panel Committee compiled a list, wrereng 15 candidates, 8 most mature bids were
selected for further preparation of project docutagon. With regard to the selection process and
envisaged signing of the contract for the impleragon of this project, begining of the project
implementation is expected in the third quarter26fl1. The project is composed of three
components: efficient monitoring of implementatiminthe General Administrative Procedure Act,
implementation of educational activities with amanf efficient application of the new Act and
strengthening private sector and citizen awarenésise advantages of the application of the new
Act, and it will result in the preparation of expenaterial and organisation of training for
employees in the bodies that will implement the &ahAdministrative Procedure Act. The project
purpose is to improve the work of public adminiBtna in order to create a favourable business
environment and, as a consequence, to improvetainelad of the Croatian citizens, whereas the
primary objective is to provide capacity requiredr fthe implementation of the General
Administrative Procedure Act at all levels of pabdidministration, along with raising the level of
public awareness about the contents of the Actatzno Government adopted a Conclusion on the
obligation to harmonize the procedural provisiorfslaws with the General Administrative
Procedure Act. The Conclusion defines a period ahdnths for preparation of proposals for
amendments of laws that are aligned with the Génkdaninistrative Procedure Act, and the
Ministry of Public Administration is responsible rfanonitoring the implementation of the
Conclusion. Regarding the implementation of the &aion, the Ministry of Public
Administration submitted to all central public admsiration bodies an analysis of existing
procedural rules with the categorization of dewiatifrom the provisions of the General
Administrative Procedure Act, which was made in pinegram framework of bilateral assistance
"Supporting the development of the capacity of phublic sector” of the Ministry of Foreign
Affairs of the Kingdom of Denmark. The analysis calsontains recommendations of project
professionals for further actions in the processaimonization of special procedural provisions
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with the General Administrative Procedure Act. Calnpublic administration bodies are obliged to
designate coordinators responsible for cooperatibim the Ministry of Public Administration and
provide information on the number and the nameawafsithat are going to be harmonized with the
provisions of the General Administrative Proceddice. Appointment of coordinators and delivery
of a list of laws that will be harmonized is in tbeurse, and the Ministry of Public Administration
will report the Croatian Government on regularlgisaon that issue.

In the Civil Servants Training Centre of the Mimysbf Public Administration training for civil
servants is continuously provided, and in the ludan— 31 October 2010 period, 439 activities,
relating to general training programmes for cieihsants, were implemented and 4,892 participants
successfully completed the programmes. Since ihgkaod the long-term activities were also
organised (some of which lasting throughout ther)yghese figures are likely to increase by the
end of 2010. The purpose of the education is teigeocontinuous training to civil servants for the
tasks of the respective position and to improvefgasional capacities and skills required for
performing the tasks entrusted to them. Croatiame@onent, at its session held on 3 December
2010, adopted the Regulation on establishing thteNa School for Public Administration, whose
activity is education and training of civil servantboth public and local and regional self-
government, and in the legal entities with publitharity, with the aim of continuing to raise the
level and quality of their knowledge, skills andilibles, to form a professional, effective and
efficient public sector that will provide timely dnguality public services, in accordance with
generally accepted best standards.

Furthermore, a detailed analysis of the work ofljgudgencies is being carried out for the purpose
of establishing the basis for regulating the systérmublic agencies in the Republic of Croatia in
accordance with the EU standards. Regulation otlséeem of public agencies will also be based
on the experience of EU Member States and SIGMAmegendations regarding the public
agencies, presented in November 2009, as a ptré giroject “Assistance to Croatia in the field of
European integration and public administration mefp as well as on the results of the analysis
conducted by the experts from the Norwegian AgdncyPublic Management and e-Government
(Difi) in the selected agencies in Croatia andrthecommendations and guidelines for regulating
the issue of public agencies in Croatia. The gbdhe analysis was to increase efficiency of the
overall public administration and to avoid overlaggp of the tasks entrusted to public or state
administration bodies, through a reduction in thenher of public agencies and rationalisation of
the number of employees. In this regard, during Mag June 2010, the Ministry of Public
Administration in collaboration with other centrplblic administration bodies conducted an
analysis of the rationalization of the organizatsnd scope of work of the agencies on the basis of
which the Croatian Government adopted a Conclusionthe reorganization of the agencies,
bureaus, funds and other legal persons with pudlithorityes (July 2010), in which a part of
bodies merged with one another, a part was acqused corresponding ministry or other
institutions, while a part was abolished. Also, tRevernment adopted a Conclusion on uniform
criteria for establishing the agencies, bureaus @heér regulatory bodies (October, 2010), and
central public administration bodies are in accoogawith these conclusions prepared legal acts
regulating the new organizational structure oftdeagencies.

The Government of the Republic of Croatia adopkedAction Plan for the implementation of the
Civil service human resources development straBffy0 — 2013, which determines the activities,
performance indicators, time limits for implemergatand implementing bodies. The Action Plan
envisages the key activities through 6 specificectiyes, which will allow for a higher-quality
human resources management. In accordance witdhen Plan and Operational Programme
,Development of administrative capacity”, the Mimis of Public Administration develops the
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projects aimed at establishing a common systenelet8on and employment in the civil service

and the establishment of the management careefogevent system, whose implementation is
planned for the beginning of 2013. The purposeheksé projects is to create prerequisites for
employment of the highest quality personnel and tie¢aining in the civil service, while resources

for the implementation of the projects will inifialbe allocated in entirety from the state budget,
since the projects are also planned to be finafroed the EU structural funds.

The Act on Salaries in local and regional self-gaweent, by which the local and regional self-
government units are authorized by its official @dments prescribe the coefficients and the basis
for calculating salaries, but only within the lispprescribed by this Act and allowed total funds fo
salaries, which must not exceed 20% of the opeyatavenues of local units, was adopted in
February 2010. In addition, further wage restricsi@re prescribed for the employees in local units
that receive current grants from the state budgéte amount higher than 10% of unit’s operating
revenues. Salaries of employees in these units maisbe higher than saleries in the state civil
service. In this way, the Act directs the local tanon rational and efficient behavior, and
encourages them to further efforts to increase fismal capacity. This Act shall apply to the entr
into force of a special law that will in a uniquexyvorganize salaries in the state civil service,
public services and local and regional self-govesninin order to standardize the salaries system
of civil servants in public services, state bodiad local and regional self-government it is plahne
to prepare the unique law concerning salariesherentire public sector in 2011, that would create
conditions for effective implementation of the miple of the right to equal salary for equal work,
ensure transparency in management of civil servsadtgies in the public sector and facilitate the
implementation modalities and monitoring of thecéik effects. Also, putting the emphasis on
almost Croatian membership in the EU and the ustro€tural instruments, and in the framework
of development of human resources in the civil iservthe Government adopted a Strategy of
institutional development and capacity building fiee management of European funds.

For the purpose of increasing transparency of wadrRublic administration and political parties
and for the purpose of enhancing exercising ofitjie to access to information, the preparation of
the Act on Financing Political Activities and Eleet Campaign and the Act on Amendments to the
Act on the Prevention of Conflict of Interest iretBxercise of Public Office is underway, with the
participation of representatives of the target gsowand non-governmental organisations. In
connection with the implementation of these measu@oatian Parliament adopted the Act on
Amendments to the Act on the Right to Access toormftiori®, in which are embedded
observations of the European Commission and SIGMA® December 2010. In accordance with
the revised Action Plan associated with the CoromplPrevention Strategy, in April 2010, the Draft
Amendments to the Code of Ethics of Civil Servamés prepared, which predicts prescribing of
protection of ethics commissioners in performing pnocedure of establishing whether a complaint
against unethical and possible corruptive behaviduwivil servants is grounded. The purpose of
these amendments is to increase contribution df servants in fighting corruption and, as a
consequence, to improve work quality of state adstration and enhance citizens’ confidence in
public authorities.

In the field of development of electronic admirasiton, which is implemented by the

implementation of the e-Administration Developm@&itategy 2009-2012, the activities planned
for 2010 were implemented. One of the most imparéativities was the adoption of the Decision
of the Government of the Republic of Croatia ongbtablishment of the Croatian Interoperatbility
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Framework’, on the basis of which the Council and Co-ordovatfor state administration
informatisation were established, with a main taskstrategic management of interoperability
establishment. The Standard project of electrofficeowas adopted and implementation of other
projects continued, which are implemented withie thtrategy for the purpose of increasing
efficiency of state administration and rationalisatof the existing issues in state administrabgn
means of information and communication technology.

By implementing the state administration reform #ewlitorial reorganisation and decentralisation
of the units of local and regional self-governmegfticiency and rationality will be improved,
while costs of the administration will be reducedich is also the purpose of the adjustment of
public agency system, and alignment of the proaddacts and subordinate legislation with the
new General Administrative Procedure Act and car@theducation of civil servants will ensure
the uniform application of the Act and a higher lgygrotection of citizens’ rights. Education of
civil servants, concern for human resources devedsp and regulation of the issue of salaries in
the public sector will ensure greater motivatiorciwil servants for higher quality performance and
reduce outflow of quality personnel, which will exeally result in greater satisfaction of public
service users and confidence in public administmativhich will be supported by a more efficient
protection of the right to access to information.

4.6 OTHER REFORMS
4.6.1 Development of a Knowledge-based Society

Implementation of the basic documents setting fonth educational and economic policies are
continued systematically, in accordance with theorteenic Recovery Programme of the
Government of the Republic of Croatia and the 8gtof the Government Programnifes the
period 2011-2013, with an aim of developing edwratand science as preconditions for the
economic development and growth. The applicatiorthef national pedagogical standards, the
Vocational Education Act, the National Curriculumamework, modernisation and adjustment of
vocational programmes and adult education prograsrand implementation of the state secondary
school-leaving exams and national exams, systeatlgticontribute to ensuring a permanent
guality education.

In 2009, Croatia participated in the PISA exammatdf the knowledge and skills of students, and
participation in PIRLS examination is planned in120 In addition, participation in the
international project TIMESS, ICILS, TALIS, ESCL fwepared, for the purpose of enabling a
more realistic evaluation of Croatian studentsieagments, learning outcomes and comparability
at the European level. A special attention willgaed to improvement of the education outcomes in
the field of mathematics, natural and technicadisces at all the educational levels.

On the basis of the Vocational Training Strateg®Q013, the Education and Teacher Training
Agency set up an information system for managiagistration and processing of data on activities
related to the improvement of human resources urc&tbn institutions. A special attention will be
devoted to the improvement of professional knowéedad skills of teachers of mathematics,
natural and technical sciences.

The campaign “Knowledge comes first”, annual ursitgrfairs and “career days” will promote the
importance of investing in education and will beitdorm young people about the possibilities of
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continuing their education, study programmes angleyment possibilities. A special accent will
be put on learning for entrepreneurship, innovatma strengthening of co-operation between
education institutions, economy and scientific itntibns. The Act on the Croatian Qualification
Framework is being prepared and better connectietvden formal, non-formal and informal
forms of education will be developed, as well ascheng and study programmes, in accordance
with the labour market needs.

At the level of higher education, a special at@mmivill be paid to a lifelong learning. The new Act
on Universities will define the uniform strategy foniversity development, whereas the general
Act on Higher Education and the amendments to the@ltAEducation Act will expedite the
introduction of the lifelong learning programmeadit higher education institutions. The Bologna
process has been systematically implemented. Tiegration of the university continues, study
programmes are evaluated and student and teachuitynis strengthened.

In the forthcoming period, investment in reseancti development and in new technologies will be
additionally stimulated and scientists-researchethé private sector will be especially stimulated
to participate in the scientific and research paogmes of the public scientific and education
institutions, along with mobility of researcherdelchanges are planned in the national innovation
system, in the system of state aid to researchdamdlopment projects, as well as the introduction
of the new programmes aimed at development of nedugts and technologies in the private and
public sector. The Scientific and Technologicali®obf the Republic of Croatia 2011-2015 will
be adopted, along with development strategiesrfdividual scientific priorities and the Science
Act, whereas special attention will be devoted val@ation and re-accreditation of all scientific
and research organisations, consolidation of thensfic potential and cooperation with the
European Research Area.

4.6.2 Health Care Reform

Owing to health care reform, financial stabilisatf the health care system was achieved and for
the purpose of further improvement of the healtle cgstem stability the required interinstitutional
cooperation will be established for monitoring datathe overall spending on health care - both
public and private (EUROSTAT SHA methodology). Tireancial stabilization of the health care
system is reflected inter alia in the state ofaiseThus, the arrears of hospitals at 31 Marct8200
amounted to HRK 2.3 billion, and at 30 November @@mmounted to HRK 1.5 billion. Also,
arrears of the Croatian Health Insurance Instiatte81 December 2008 amounted to HRK 1.2
billion, and at 30 November 2010 amounted to HRI&.40nillion.

Furthermore, the abolition of medical committeed Hre appointment of authorised physicians for
field work reduced the rate of sick leave, and tthescosts for sick leave, which is shown in the
attached tables of financial performance. Thudydaierage sick leave lacking from work in 2008

was 57 796 persons, while in 2009 for the sameorett® sick leave lacking was 53 385 persons,
and in the first nine months 2010 the monthly agerfar sick leave lacking was 46 615 people.

In order for all the staff in the emergency medasdistance team to be trained in the same manner,
as a part of the reorganisation of emergency medgsstance project, residencies in emergency
medicine will begin for doctors and nurses/medieahnicians and emergency care algorithms will
be developed. In order to provide emergency medisailstance to anyone requiring emergency
care within the shortest time interval possiblaiteay transfer will be separated from emergency
medical assistance and for the purpose of ensequgl accessibility, a new network of emergency
medical assistance will be established.
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Informatisation of the health care system, i.e.halspitals, will make the national waiting list a
unique and transparent. This means that one p&miamt be registered in more health institutions
for the same examination, which was the earliectpra. In 2011, that part of the system will
continue to be arranged. Following the completidrpomary health care informatisation, as a
result of which the "paperless doctor" project Wbk realised, fully enabling the electronic
operation of the health care system (e-health car€)011, integration of hospitals in the existing
central health care information system (CEZIH) Ww#l implemented.

For the purpose of enhancing, promoting and maniohealth care quality at all the health care
system levels, the Agency for Quality and Accrdadita in Health Care will prepare the
accreditation manual, where the procedure of halspitcreditation will be explained in detail,
form submission of application for accreditatiordamarrying out accreditation procedure to issuing
of the accreditation decision. Training will be yiced, relating to the implementation of
accreditation. Training will be provided for persoresponsible for quality, internal and external
evaluators, as well as the persons who will cauy lospital self-assessment according to the
accreditation standards. Hospital accreditationl wihrt in the first quarter of 2011, when
accreditation of the first 10 hospitals in plannkd2011, classification of hospitals into categeri
will be performed. Hospitals will be classified ané categories: national, regional, country and
local. Classification into categories will be perfeed for the purpose of ensuring the minimum
standards of professional development, rational imdimative management and rational
management of facilities, equipment and workerse Theasures will be implemented of
strengthening the segment of one-day treatmentdagdhospitals, which will reduce health care
costs and increase satisfaction of patients wighhmalth care system.

After the introduction of sophisticated models ayment for services in primary health care and in
the hospice segment of hospital treatment (capitaind payment for the work performed,

diagnostic and therapeutic groups) for the purpafsencreasing health care system efficiency,

additional improvement of the payment methods ampéd, taking into account the most advanced
health care systems in the world. This includesigidjent of the existing payment models so that
they value the effect of the care itself on theltheatatus of a patient and the efforts made to
improve the health care quality. The implementabbthe national costing study of the diagnostic

and therapeutic groups will allow for a more precend equitable setting of hospital services
prices at the national level. This will provide fbpspital management clear information on

efficiency of their production processes in comgami with other hospitals.

After launching two pilot projects of palliative reain 2010, definition and implementation of a
comprehensive system of palliative care is plantedether with network development at the
national level. In this manner, a burden of pasemho do not need expensive hospital care, but
rather intensive health care (e.g. patients in itehstage of malignant diseases), will be lifted
from acute hospitals. The measures will slow dotva inevitable increase in costs caused by
ageing of the population, development of medicaht®logies and increased expectations of the
users. A change in the system of approving hospitdl out-of-hospital rehabilitation by defining
clear criteria on the basis of which a right toafaiitation is acquired, which are again based
primarily on a functional status and possible inyerment of the status by providing rehabilitation
(EBM), increasing the role of doctors carrying oehabilitation in determining the rehabilitation
length and by introducing the payment system thmodggnostic and therapeutic procedures
(DTP) in out-of-hospital rehabilitation. The meassiwill slow down the inevitable increase in
costs caused by ageing of the population and iseteaumber of patients with locomotor diseases.
Due to increased efficiency in providing serviceaplementation of outsourcing of non-core
activities (catering, cleaning, security, prepamatof food, etc.) and IT activities will begin in
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hospitals in 2011. Preparation of medical produatiec books will allow for defining more
acceptable prices at the national level, sinceytaliierent hospitals acquire the same products at
different prices. Compulsory management traininty e introduced for the hospital management.
Implementation of the measure will allow for morational operation for the hospital
managements. The application of the indicatorsnfi@nitoring medicines consumption will be
defined and implemented in 2011, at the level ohifa medicine offices. Regular reporting of
primary health care doctors on costs of prescritimedicines will rationalise, according to a
number of indicators, prescription of medicines,ichhwill slow down the inevitable growth of
costs of medicines.

4.6.3 Judicial Reform

In May 2010, the revised Action Plan associated e Judicial System Reform Strat&was
adopted. The measures divided to a number of &esyitime limits, competent authorities and the
required funds for the implementation of measurescéearly defined. By the entry into force of
the Judicial Academy At in January 2010, the Judicial Academy became aependent
institution, separate from the Ministry of Justiégart from various activities undertaken for the
purpose of an autonomous functioning of the Jubdistademy, in September 2010, a tender was
invited for the admission of the first 60 candidate the State School for Judicial Officlsa
constituent part of the Judicial Academy.

In 2010, e-document, an Integrated Court Case Managt System (ICMS), was introduced at 60
planned courts. The process of physical rationabisaof courts continued; during 2010, three
permanent offices were physically moved to threeigipal courts. In addition, three permanent
offices were physically moved to three seats of demseanour courts. The Act on Courts'
Territorial Jurisdiction and Seats, which ratioea#i the network of commercial and county courts,
the Enforcement Act and the Act on Public Enforceim&gents were adopted on 23 November
2010 by the Croatian Parliament. In 2010, measuneer the Action Plan for the implementation
of the new Criminal Procedure Rttwere taken. The revised Action Plan associatetl Wiiti-
Corruption Strategy was adopted on 18 March 2019.10 June 2010, the Government of the
Republic of Croatia adopted the Action Plan for pnebation system development in the Republic
of Croatia for the period 2010-2014. In August 20t first public tender was invited for the
employment of staff in Directorate for Probatiord@upport to Victims and Witnessés

The continued enhancing of independence, impaxtiapirofessionalism and efficiency of the
judicial system will increase citizens' confideneinstitutions and the rule of law, which is an
important precondition for Croatia's economic depelent and the promotion of capital
investments into the country. Since in 2010, theatgst stress in implementing the judicial system
reform was placed on achieving independence andrimajity of the judicial system, in the coming

8 0On 20 May 2010, the Government of the Republi€afatia adopted the revised Action Plan associaié the
Judicial System Reform Strategy

*° Official Gazette 153/09

*0 Official Gazette, Announcements 112/10

2 A systematic training was provided to judges, stterneys, police officers and lawyers, the eq@pmwas
procured for the needs of the Office for the Pré&eanof Corruption and Organised Crime (USKOK), amémises for
interrogation of defendants in USKOK offices weeéurbished.
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period, the greatest attention will be devoted ibamcing efficiency of the judicial system and
completion of the reforms which started in thataarEhe measures aimed at enhancing efficiency
of the judicial system, will, among other thingentribute to the economic recovery of the country.
In that regard, in the period until 1 January 2(dIRthe necessary actions are planned to be taken
for the establishment of the two-instance admiatste jurisdiction and for the beginning of work
of public enforcement agentsas a part of the enforcement system reform.

In the forthcoming period, building up of the pmssystem will continue, in terms of strengthening
administrative and accommodation capacity. At traes time, further actions will be taken with an
aim of full implementation of the probation systeim.accordance with the adopted subordinate
legislatiort*, further physical rationalisation of courts andtstattorney offices will continue. In
2011 and 2012, the e-document system (ISCM) isngldrio be introduced at all the courts and the
Case Tracking System (CTS) at all the municipakestattorney's offices. As regards the
infrastructure development, in the 2011-2013 perimmhstruction of Trg pravde (the Square of
Justice) in Split and Zagrebh Municipal Court in Karlovac, the building of ti&tate Attorney's
Office (USKOK) in Zagreb and Municipal State Atteys Office in Pula will continue.
Furthermore, IT equipment for the judicial bodiedl e procured in the coming period. Further
improvement and strengthening of tpeo-bono legal aid system is planned. In the field of
combating corruption, implementation of the Acti®han associated with the Anti-Corruption
Strategy will continue.

4.6.4 Environmental Protection

In the period 2011-2013, the activities of the @iea Environment Agency (hereinafter: the
Agency) will continue concerning its core activitycollecting and integrating the collected data
and information related to the environment, for f{herpose of ensuring and monitoring the
implementation of the environmental protection andtainable development policy. Establishment
and management of the national Environmental Pliotecinformation System (EPIS) will
continue in accordance with the adopted EPIS Progra by incorporating new databases on
specific thematic areas and sub-areas of the Ageself into the system, along with the databases
of the associate institutions. EPIS will be furtidewveloped and upgraded in accordance with the
Shared Environmental Information System — SEIShef European Environment Agency and by
introducing and applying the IT security system pbant with the standards HRN ISO/IEC
27001:2005 and HRN ISO/IEC 17799:2005. The preparanf the Report on the State of the

*According to Article 2 of the Act on Public Enforoent Agents, adopted on 23 November 2010, the @ubli
enforcement agency determines enforcement on this bé authentic instruments, i.e. conducts enfoerd on the
basis of enforcement titles pursuant to the promsiof the Enforcement Act or some other specililegion, except
when determination and conducting of enforcememtitkin the exclusive competence of court or anotiwly, takes
the necessary actions concerning the performancenfufrcement on the territory of the Republic ob&tfa and
performs other tasks. Public enforcement serviceedormed by public enforcement agents as autonsnand
independent agents, having capacity of personsigifgoconfidence.

> Ordinance on determining time limits for the prasisof working, spatial, technical and other coiudis at the seats
of the merged courts (Official Gazette 119/08), i@adce on determining time limits for the provisiohworking,
spatial, technical and other conditions at the sseditthe merged misdemeanour courts (Official Gaz8é@/10),
Ordinance on determining time limits for the préeisof working, spatial, technical and other coimis at the seats of
the merged state attorney's offices (Official Gez84/09)

®Trg pravde in Zagreb is a complex where the Mumicipriminal Court is located and where all the Zdgjudicial
institutions are planned to be moved in the fut@ieilar project is envisaged in Split.
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Environment in the Republic of Croatia covering fgexiod 2005-2008 is in its final stage and it
will be published in the first quarter of 2011.

A revision of the National List of Indicators (NLIf the state of the environment will be
completed by mid-2011. The National List of Indmat (15 thematic areas) is prepared for the
purpose of establishing, managing, developing, rdinating and maintaining the uniform
Environmental Protection Information System (EPM)e Agency will continue to pursue to the
activities relating to the keeping of the GreenlouSas Register and to prepare for the
establishment of the system of trading in greenb@as emissions.

Activities will continue on the implementation ohe& Kyoto Protocol, which includes the

obligations related to reducing greenhouse gasstoni@nd those related to the on-going reporting
on greenhouse gas emissions and on the implenantefi the flexible mechanisms. In end-

September 2010, the amendments to the implemengéigglation on greenhouse gas emission
guotas and emission trading was adopted, whichudieclaircraft activities and prescribe the
obligation to report on emissions and on tonnerkétres of aircraft operators. The aircraft
operators will be obliged to monitor greenhouse gasssions for the calendar year 2012 and to
submit the verified reports, in order to delivere threrified Report of emissions and tonne-
kilometres to the Ministry of Environmental Proieat Physical Planning and Construction in

2013.

EU acquis communautaireelating to certain fluorinated greenhouse gasdsptaed by the end of
2010, will be transposed into the Croatian legigiaby the end of 2011. In 2011, harmonisation of
the Croatian legislation with the nemequis communautaireill continue, and the new Regulation
on the substances that deplete the ozone layeoramértain fluorinated greenhouse gases will be
adopted, which will transpose Regulation 1005/28@on the substances that deplete the ozone
layer into the national legislation. Activities witontinue aimed at implementing the Montreal
Protocol and supervising the consumption of sulestsithat deplete the ozone layer.

As regards the progressive abolishing of HCFSc rgsfudorofluorocarbons) consumption in the
Republic of Croatia, the implementation of two g for abolishing R 141b consumption in the
sector of foam production is underway. The projects financed by the funds of the Multilateral
fund for the implementation of the Montreal Protioaod the Republic of Italy. The companies will
use as a replacement the substances which dofaeot tife climate change, i.e. which do not have
a global warming potential. In the refrigerationctee, implementation of the projects for
progressive abolishing of consumption of HCFCs,duse refrigeration and air conditioning
systems.

At the end of 2009 and in early 2010, the Centmscbllecting, recovering and reusing the

substances that deplete the ozone layer in Zagigka and Split were granted operating licenses
by the Ministry of Environmental Protection, Phydi®lanning and Construction and began their
operation.

As regards air quality, in 2011, the implementatbihe measures from the Air Quality Protection
and Improvement Plawill continue to be monitored. In 2010, the remaqil2 stations for
continuous air quality monitoring and the measum@maboratory were put into operation, for
which equipment was procured under the PHARE ptgJestablishment of air quality monitoring
and management system®. As of 1 January 2010, ovamgt of air quality, maintaining, and
servicing of stations within the national netwoskdone by the Meteorological and Hydrological
Service, which was given the National Air QualityoMtoring Network for use. In 2010, the draft
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Action Plan for Reduction of Air Pollution by Grodiievel Ozone was prepared. As a part of the
bilateral project between the Republic of Croatid the Flemish Government, the project ,Support
to the preparation of the National action plan feduction of airborne PM and nitrogen oxides
NOx in the Republic of Croatia (Directive 2008/5Q)E is being implemented. Until the end of
2011, draft action plans will be prepared withire throject for the selected populated areas
(agglomerations) where limit values for PM and/oDXNare exceeded. The preparation of the
National action plan for reduction of PM and NO»xcentrations in ambient air in the Republic of
Croatia is planned by the end of 2012.

In 2011, a new air quality assessment will be peréa in accordance with the criteria set by the
new Directive 2008/50/EC on ambient air quality atehner air for Europe, along with a review of
division of the Republic of Croatia into zones agjlomerations with respect to the established air
quality categories. By the end of 2012, monitorofgairborne particles PM2.5 is planned to be
established for the purpose of determining thecitirs of average exposure and the national
exposure reduction target. The proposal of the pmject is being prepared, “Modernisation of air
guality monitoring network at the state and looadl”, which will be proposed for EU co-
financing through structural funds and which shouidthe 2012-2013 period, establish a modern
and functional air quality monitoring network oretkerritory of the Republic of Croatia, for the
purpose of supporting further harmonisation ofRepublic of Croatia with the requirements of the
new Directive 2008/50/EC on ambient air quality aslelaner air for Europe. In 2012, the new
National plan for the implementation of the Stodkih@onvention on Persistent Organic Pollutants
will be prepared in accordance with the requirementler the amended Convention which
introduced new pollutants.

Directive 2009/126/EC on stage |l petrol vapourokemy during refuelling of motor vehicles at
service stations was fully transposed in the Camategislation on 16 December 2010 by the
Regulation on technical environmental protectioandards for reducing emissions of volatile
organic compounds during refuelling of motor vedsécht petrol stations. In early 2012, a part of
Directive 2009/30/EC amending Directive 98/70/ECregards the specification of petrol, diesel
and gas-oil and introducing a mechanism to mordtod reduce greenhouse gas emissions, on
amending Council Directive 1999/32/EC as regards gpecification of fuel used byland
waterway vessels and repealing Directive 93/12/EE@lanned to be transposed in the national
legislation by the adoption of the new Regulationpetroleum-derived liquid fuels.

In 2011, the process of harmonisation of the Capatlegislation with the newacquis
communautairavill continue and the new Air Quality Act will bedapted, which will transpose in
the national legislation Directive 2008/50/EC ofltaemt air quality and cleaner air for Europe.

In the field of waste management, activities weretinued on the rehabilitation and closing of the
existing waste disposal sites and a total oP3tvhste disposal sites are planned to be rehabilitat
in 2010. By the end of November 2010, rehabilitatod a total of 92 official waste disposal sites
was completed and of another one in December. dlebilitation of the waste disposal sites is co-
financed by the Environmental Protection and EneEdfyciency Fund, which has concluded
contracts on the rehabilitation of the total of 288ste disposal sites with local self-government
units. In February 2010, a contract was concludel the contractor and in April 2010, a contract
was concluded on supervising the works on the coctsdn of the waste management centre
(WMC) Bikarac in Sibenik-Knin County, co-financeader the ISPA programme. The building

¢ Work programme of the Energy Efficiency and Envirantal Protection Fund for 2010, Zagreb, April 2010
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permit for works on Bikarac was issued in Octob@t@and it became final on 26 November 2010.
At that point, the construction works began and thee expected to last until November 2011. A
tender for the supply of equipment required for theure WMC Bikarac will be sent to the
Delegation of the Europaean Union in January 2Q0Hereas tender invitation is expected in
February 2011. In June 2010, the European Commissioepted the application for modification
of IPA 1ll b component of the Environmental Opeoathl Programme. In this manner, additional
EUR 43.2 million of IPA funds for the 2010-2011 el was allocated to that Operational
Programme. EUR 21.26 million out of that amount algcated to the area of waste management,
i.e. for the project of constructing the countyioegl WMCs. In mid-2010, the application was
submitted to the European Commission for a modifioaof the approved IPA projects of WMCs
construction in Istria County and in Primorje-Gar&lotar Country and it was accepted. By that
application the extent of the aforementioned pitsjes expanded by including the mechanical-
biological waste treatment plants in the acceptalolgts of the project. Signing of the Project
Agreement (BPA) for both centres (Kastijun and Ntan&) is expected at the beginning of 2011.
Additional WMC construction projects to be co-ficad from the EU funds (IPA and structural
funds) are in the preparatory phase.

In the field of water management, activities aina¢dtrengthening and establishing the integrated
water management system continued through intenswvestments in the water management
infrastructure. On the basis of the Water*Aeind Water Management Financing Act, the bulk of
the subordinate legislation was adopted, aimedrahgthening and reforming the existing water
management financing system, as well as incredsagnnual funding. The remaining subordinate
legislation based on the aforementioned acts waptad in the fourth quarter of 2010. Legislative
harmonisation with EU directives was implementeddoordance with the ProgramtheDecision

on determining the vulnerable areas is in the phoee of coordination and establishment of its
impact on the agricultural production. The allooatof funds from the state budget, grants, loans
and the EU assistance funds for the period 201B-20Envisaged for the following projects: the
implementation of capital water supply and drainagetem development projects; capital projects
of the protection of water and sea against polhjticapital irrigation system projects; IBRD -
regional project for the management of the Neredwal TrebiSnjica rivers, implemented in
cooperation with Bosnia and Herzegovina; the ISH¥ofect of drainage and waste water
purification in Karlovac’, the ISPA technical agsisce for the preparation of projects under the
IPA programme; inland waters project; and projectder IPA Il b programme - Slavonski Brod,
Knin, Drni$ and application for Sisak.

As a part of the implementation of the Regulation sea bathing water quafify in 2010 the
national database on sea bathing water quality wagaded, and the browser for the public
concerning the sea bathing water quality was imgdpwn terms of allowing for comments and
proposing new sampling points, with an aim of emam sea bathing water quality management.
The browser contains beach photos and charactstise. equipment contained in the sea bathing
water profiles. The profiles were made on 1 May@fidr 913 sampling points and compiled in the
database. The national annual report on the sé@ngatvater quality on beaches of the Croatian
Adriatic was prepared on 15 December 2010.

> Official Gazette 153/09

" Programme of the Government of the Republic ofafeofor assumption and implementation of #equis
communautaire

8 Official Gazette 73/08
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Within the process of transposing and implementimg Marine Strategy Framework Directive
(2008/56/EC), efforts were made in 2010 to dradtnltional regulation which would transpose the
provisions of the Directive into the national ldgt®n. The implementing act will prescribe the
obligations and time limits for the preparation aimmdplementation of the national marine
environment protection strategy. That strategy wiltompass the assessment of the state of and
pressures on marine environment, determinationhef good status of marine environment,
establishment of a set of environmental targets #ed associated indicators until 2012, i.e.
preparation of the monitoring programmes for thegomg assessment of the environmental status
until 2014 and preparation of the programme of messs for achieving or maintaining good
environmental status of marine environment until20Drafting of that regulation was completed
in December 2010.

In 2009, implementation of the 1st stage of thegdetoof strengthening the coastal water quality
supervision system - the Project against pollubbrwater in the coastal area (IBRD loan) was
completed and in 2010, efforts were made to engweonditions for the implementation of the
2nd stage of the Project.

In the field of nature protection, the prioritiesr fthe period 2011-2013 primarily relate to the
completion of the process of alignment of the lkegien with theacquis communautair@ncluding

the new environmentalcqui9, establishing the necessary implementing mechenand building

up the administrative capacity by employing newesig and providing training to existing and
new employees. In 2011, additional expert worklanped on defining the proposal for the EU
NATURA 2000 Ecological Network and especially omtfier identifying and mapping of potential
marine habitats in N2000 network. It is also engeshto carry out a part of activities aiming at the
establishment of the NATURA 2000 Ecological Netwtitkough the implementation of 3 projects
under IPA programme in 2011 and 2012. The Republ€roatia is obliged to submit the proposal
for the NATURA 2000 Ecological Network (the databaontaining complete data on localities
(areas) as prescribed by the Habitats Directive)hto European Commission until the date of
accession. In the coming period, the Regulationnternationally important ecological areas will
be prepared and the Regulation on ecological nétvamclaration will be amended. In the
forthcoming period, the ecological network area®mtgrted areas and wild species management
will be improved by the preparation and adoptioa thanagement plans and the establishment of
the control system. Efforts will also continue t® imade to establish the unified nature protection
information system and to protect the new areasyaunt to the Nature Protection Act. It is also
envisaged to carry out a part of activities throtigé implementation of the five-year Project of
integration into the EU NATURA 2000 Ecological Nettk (2011-2015), in order to strengthen the
nature protection system for fulfilling the obligats under the relevant directives and to stremgthe
capacity for structural funds. As a part of thejg@cb preparation advance by the World Bank
(IBRD P4500-HR), the final report was prepared @@, which was used as a basis of defining the
activities under the Project.

With an aim to further enhance the capacity of ith@ustrial sector to implement the IPPC
Directive’™®, a project under the IPA | component programméledt Establishment of centres for
implementation of IPPC on regional level in Croatizgas approved in 2009, for the purpose of
providing support to the operators of industriamnts required to obtain IPPC permits, and to other

9 |PPC Directive - the aim of the IPPC Directive dsachieve an integrated approach to preventioncamtrol of
pollution caused by industrial and agriculturalidties. The integrated approach also encompassesssue of new,
the so-called, Environmental permits (in the Rejaubf Croatia - Integrated environmental protectammditions) for
the operation of new and existing plants.
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participants in the permit issuance procedure ogioral level. The start of the project
implementation is envisaged for the beginning df2@nd it will last for 16 months.

For the purpose of verifying the functioning of tegstem of inclusion of organisations in the
EMAS® system, the implementation of the pilot projecesvplanned in the course of 6 months,
starting from December 2010. Promotional activifi@sthe introduction of the EMAS system in
companies and organisations continued.

In 2010, the guidelines on preparation of the gsidin environmental impact of wind power plants
have been prepared, as well as the guidelines bticpparticipation in environmental impact
assessment procedures. Aiming at a more efficrapteamentation of the strategic assessment and
further education of all participants in the proaex] appropriate instructions for specific parts of
the procedure (screening, scoping and participatiothe public) will continue to be drafted. In
2012, implementation of the IPA 2010 project - &afythening of capacities for the
implementation of the strategic environmental intggsessment on regional and local level” will
begin. The planned completion of the project is 20In 2011, the project IPA 2007 -
"Strengthening of capacities for the implementatddrSAPARD (measures 1 and 2) and IPARD
programmes (measures 101 and 103)" will be impléeaen

In the area of chemicals, plans for 2011 include @doption of subordinate legislation aimed at
further harmonisation with the REACH Regulationthe area of hazardous chemicals whose
transportation has been forbidden or restrictedimnioe area of safety and technical data sheets.

In the area of biocidal products, the Ordinanceaomrendments to the Ordinance on the list of
existing active substances permitted in biocidaldpcts, the Ordinance on amendments to the
Ordinance on the list of existing active substammgspermitted in biocidal products and the List of

biocidal products approved to be placed on the etavkthe Republic of Croatia are planned to be
enacted in 2011.

In the area of GMO, the Regulation on cross-botdersfer of GM®? was adopted in 2010. In the
course of 2011, strengthening of capacities is r@dnthrough participation in international
seminars/workshops on the subject of deliberatasel into the environment of GMOs, as well as
making amendments to the applicable legislation tioa threshold for genetically modified
organisms in products below which such productdnea& be labelled as products containing
genetically modified organisms when placed on tlaeket.

The procedure of accrediting legal persons for quaring the expert tasks of noise protection,
carrying out of professional examinations in theldi of noise protection and preparation of
strategic noise maps and action plans are plarmied tontinued in 2011.

In the field of forestry, the project National Fsté&kesources Inventory of the Republic of Croatia
(CRONFI) was completed in 2010. An analysis ofadpelicability of the Register of Forestry Fires
was performed and deficiencies were eliminatedclvinas improved the Register, making it fully
operational. The Register of Forest Ecosystems Qamaontains approximately ten sub-registers
which were developed during 2010. In addition, bi#sic database was established, the internet

®L EMAS - voluntary standard (applicable at the lesfedEU and EEC) for all public and private orgariisatwishing to
assess and improve their eco management.
8 Official Gazette 89/10
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interface was designed and equipping of the laboyafor physical and chemical examinations
began. The existing National Forest Policy andt&gnawill be revised in 2011 and the National
Forest Programme will be created afterwards.
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5. ECONOMIC POLICY MATRIX

5.1. ENTERPRISE SECTOR AND RESTRUCTURING

POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Alignment of Croatian legislation with the acquantmunautaire in
the field of market competition based on the CoiitipaetAct

Adoption of Regulation on block exemption in thanisport sector

Adoption of Regulation on the registration procedand criteria for the assessn
of concentration of entrepreneurs

not operating on the same level of production

® Adoption of Regulation on block exemption of agreeis between entrepreneu
operating on the same level of production or distibn

Adoption of Regulation on technology transfer blexemption agreements

Adoption of Regulation on block exemption granteggreements on distributio
and servicing of motor vehicles

Adoption of Regulation on block exemption grantedrnisurance agreements
Adoption of Regulation on the definition of théeneant market

Adoption of Regulation on block exemption of agneats between entrepreneu:[

| quarter 2011

Preparation of the Agency and other stakeholdetisdrcompetition
system for accession to the European Union

Training in the field of competition for the empkms of the Croatian Competitio
Agency, other regulatory bodies and the judiciingqugh IPA 2007 twinning
project)

Increasing awareness among the members of them@adommunity, local
business community, bodies of local authorities tvedgeneral public (through IR
2007 CroCompete project)

Training in the field of state aid among providefstate aid on the central and

local level, including preparation for the use wéistural funds, through IPA 200
twinning project and CroCompete project

=

2011-2012

2011

2011-2012

Establish sustainability of the Croatian shipbuitglindustry to be
able to operate on market principles

e Completion of state aid granting procedure forafiem shipyards

| quarter 2011

Alignment of Croatian legislation with the acquantmunautaire in
the field of state aid

e Adoption of rules on state aid in accordance wWithprocedure prescribed by thd

Regulation on state aid

Continuously

POLICY GOAL IMPLEMENTING MEASURES PERIOD
P i  brivatisati lan for all state-ga ) e Adoption of the Strategy of the Government of Republic of Croatia for
repa:'c; |o?ho prival 'S‘? on p a? .or a sda e- d rcorr?pzjmr:es, ! privatisation of state-owned companies, along wi#tparation of the List of 2011
excep_ .or e com_pames supp_ymg goods an o ich canng companies eligible for privatisation and the Plangrivatisation of state-owned
be efficiently supplied by the private sector fastjfiable reasons ]
companies
Implementation of the privatisation plan for statered companies|® Drawing up the Report for the Government of theRsic of Croatia on annual
X X : feati it : IV quarter 2011
until accession to the European Union realisation of the privatisation plan for state-edrcompanies
Privatisation of shipyards Continuously

POLICY GOAL IMPLEMENTING MEASURES PERIOD
Alignment of legislation with the EU acquis commuteire ® Drawing up subordinate legislation Continuously
® Drawing up a network report Continuously
Liberalisation of the railway transport market ® Allocation of routes to operators Continuously
® Establishment of the Railway Transport Safety Agenc 2011
L]

Restructuring and modernisation of railway compsnie

Preparation and definition of restructuring indarat

Continuously

Implementation of the Railway Infrastructure NaabRrogramme

POLICY GOAL

® Drawing up annual maintenance and modernisatiamspla

IMPLEMENTING MEASURES

Continuously

PERIOD

Restructuring of shipyards

POLICY GOAL

e Implementation of own shipyard restructuring prognee as is the case with the
shipyard Uljanik d.d.

® Privatisation of shipyards by way of public tenders

IMPLEMENTING MEASURES

| quarter 2011

| quarter 2011

PERIOD

Establishment of a system which is in line with ftactices

Alignment with the Third Energy Package

Adjustment of the internal market with the EU cdiudis

e Adjustment of the infrastructure to market needs

® Refined petroleum products - increase the leveésérves in oil and refined
petroleum products so that they reach the EU leasisconduct fuel extraction irf
accordance with the EU standards

2012 - continuously
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POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Competitiveness and innovation

Strengthening competitiveness of small businesses
Innovation and new products

Stimulate fast-growing small business entities
Entrepreneurship of women

Entrepreneurship of young persons, new entranthandicapped persons
Entrepreneurship in the culture and culture-relatedstries
Clusters

Development of crafts and trades

Development of cooperatives

Use of new technologies and technological procedure
Introduction of EU standards

Linking SMEs and R&D

Marketing and advertising of small business erstitie
Promote entrepreneurship

Coordination of activities in e-trade and e-bussneshancement, public portals f
small businesses

Continuously

Improvement of enterpreneurship financing

Low-cost lending

Financial instruments for regional developmentmtfepreneurship
Guarantees

Analysis of the requirements for EU financial instients

Continuously

Development of entrepreneurial support infrastmestu

Stimulate development of the Croatian Agency fomBBusiness
Stimulate regional development agencies
Training and development of a network of consuttant

Support to development of entrepreneurial centezfinological parks and busin|
incubators

Continuously

Lifelong learning in entrepreneurship

Project of the national learning programme for emteneurship in formal and
informal education

South East European Centre for Entrepreneurialrieg(SEECEL)
Students' entrepreneurial incubators

Education for crafts and trades and cooperatives

Children's entrepreneurship week

Co-financing of universities with specialist entrepeurial programmes
Pupils' cooperatives and pupils' firms

Continuously

Competitiveness of Croatian tourism market

Training of staff in the tourist industry
Stimulate tourist events

Development of the hotel and catering industry

Continuously

Development of the tourism sector

Development of new tourist products and destinati@magement
Stimulate placement of ecological products in temri
Stimulate development of new tourist products agstidation management

Continuously

Development of selective types of tourism

Stimulate development of special types of off-storgism
Development of nautical, fishing and diving tourism

Improve quality and heighten security in pursuipgaal types of off-shore tourig

Protection of the submarine world and coastal sittathe purpose of diversifyin
the tourist offer and preservation of the sea igst resource basis

Stimulate and develop special types of onshoresowy extend the tourist offer t
include the mainland

Develop a basic and additional offer in undevelopedhland destinations, the
Adriatic coast hinterland and islands' heartland

Heighten security and enhance experience in pugspacial types of onshore
tourism

I

Continuously

Cultural, traditional and natural heritage for thepose of tourism
promotion

® Development of a tourist offer in the areas wheregism is underdeveloped

Stimulate making of authentic Croatian tourist senixs

Renewal, evaluation and revitalisation of cultutedditional and natural heritage
a new tourist product

(particularly in rural and highland areas and dands), which have tourism
potentials in cultural and natural heritage

Protection, renewal and evaluation of cultural tage through its inclusion in the
tourist offer and protection, renewal and evaluatb natural heritage through it
inclusion in the tourist offer

Continuously

Development of small and medium-size enterpriséstnsm

Stimulate development of small family hotel busies

Continuously
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Scientific analysis of practical experiences

POLICY GOAL IMPLEMENTING MEASURES PERIOD
® Training of employees of the Agency for Public Rt& Partnership Continuously
Improved quality of public infrastructure and pubdiervices ® Organisation of the Register of public-private parship agreements | quarter 2011

Continuously

Changed role of public bodies in the implementatibpublic
private partnerships

® Training of participants in the procedures of prefian and implementation of

public-private partnership projects

Continuously

Enhanced competitiveness of the public and theafeisectors

Implementation of the Regulation on the criteniadssessing and approving pulf
private partnership projects

e Implementation of the Regulation on the supervisibimplementation of
agreements on public private partnership projects

lic

Continuously

Implementation of cross-border projects according public-
private partnership model

e Coordination of exchange of know-how in the fiefdoublic-private partnership i
SEECP Member States

Continuously

5.2. FINANCIAL SECTOR

POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Further development and improvement of prudengigliations ang
the banking system

e EU legislation monitoring

Continuously

Organisation of the supervisory body, human ressidevelopmery

o

Presentations for banks, credit unions and saliaggs of new legislation to be
adopted in 2011 and implemented from 2012 and adsvar

Training of supervisors in connection with new &afion and banking risks

Improving the system of prudential reporting of k&n

Continuously

Continuously
Continuously

® Education of the public and investors

POLICY GOAL IMPLEMENTING MEASURES PERIOD
® Acquis communautaire monitoring and alignment whereessary Continuously
Further development and improvement of the non-iognéector  |® Supervision of entities - risk-based supervision 2011-201:

Continuously

5.3. LABOUR MARKET

POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Increase employment and employability through atignt of suppl
and demand on the labour market

e Analysis and independent evaluation of annual eympént stimulation plans

Continuously

Focus the measures of active employment policyastiqularly
sensitive groups on the labour market (young persod long-time
unemployed)

POLICY GOAL

e Adoption of a new National employment stimulatidarpfor the 2011- 2012 peri

IMPLEMENTING MEASURES

2011-2012

PERIOD

Analysis of the system of social benefits, equébseof benefits
granted on the same basis and full applicatioheftersonal
identification number as an instrument of directsogial policy
measures

Proposal for rationalisation of social benefitsfimlag of the uniform concept of tl
family (household), determining of the uniform medblogy for setting up the
proprietary census and the proposal for the cemsumint for the entitlement to
social benefits; the proposal for the amendmentsdividual pieces of legislation

Enactment of a new Social Welfare Act

Proposal for administrative rationalisation of #ystem toward establishing a on
stop office for payment of social security benefits

2011

2011

2011

Deinstitutionalisation of the social security syste

Planning a network of social services at the lefelll counties in the Republic o
Croatia

Development of alternative accommodation capagcitiesh as foster families,
family homes and housing communities for an orgathisupported lodging

Transformation of social welfare institutions arel/elopment of a network of no
institutional services

2013

2013

2016

Systematic protection of maternity and family suppmprovement

Ensuring the rights of parents and persons witlséimee functions and
responsibilities as parents, who take care of ofrildto time and monetary suppc
to enable maternity protection, care for the newtzord its upbringing and
coordination of family life and business careeaatordance with the Act on
Maternity and Parental Benefits

Ensuring the right to child support which is gairsedi paid depending on the tof]
amount of household income and other conditionsleggd under the Act on Chi
Support

-

A

2011-2013

Systematic protection of the rights and interestshddren and
vulnerable groups and alignment with internatistahdards

Drawing up and adoption of the National strategytfie protection of children
against abuse and neglect

Drawing up and adopting a Protocol on the procedupase of serious neglect d
parent, adoptive parent, guardian or another pgrsaaining to the responsibility
to provide for or care for a child

Working out the National plan to prevent sexualleitation of children

Initiating the procedure for signing and ratificatiof the Convention on the
Protection of Children and Cooperation in Respétttercountry Adoption (The
1993 Hague Convention)

2012

2011

2012

2011

Improvement of student standard and availabilithigher educatio
to a larger number of students in the Republic rofa@a

h
]

Providing scholarships to regular students - sttidiate scholarships to regular
students of university, vocational and postgradeatdies

Subsidizing transportation costs of regular stusland handicapped students,
subsidizing costs of meals and accommodation afestis in students' and pupild

dorms in the Republic of Croatia

Continuously
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5.4. AGRICULTURAL SECTOR

POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Improve competitiveness and adjustment to the Etketatandard

e

More efficient distribution of total budgetary fuméarmarked for aid within the
sector between the 1st pillar (market price supgantd the 2nd pillar (rural
development)

Continuously

Introduction of the Central Veterinary InformatiSgstem

Analysis of the existing database
Developing a full database

2011

Prevention and control of contagious diseasesimala

Establishment of crisis response centres and filngiishing
Monitoring programme implementation

Implementation of veterinary inspection of farms
Collection and harmless disposal of animal cadavers

Continuously

Uniform animal marking system

Implementation of animal marking

Continuously

Improve competitiveness of agricultural farms, pree and improv
the environment and biological diversity, and imprdiving
conditions in rural areas

Implementation of rural development measures fiteeninstrument for pre-
accession assistance IPA component V of IPARD jamogre 2010-2013:
investment in agricultural farms for the purposeasftructuring and reaching EU
standards, investment in processing of and traidirgricultural and fish product
for the purpose of restructuring and reaching Ehdards, improvement and
development of rural infrastructure, diversificatiand development of rural
economic activities, preparation and implementatiblocal rural development
strategies (LEADER)

Implementation of rural development measures frioenstate budget funds: aid f
insurance against potential damages in agriculpnaduction, aid for preservatiof
of authentic and protected breeds of domestic dsjraa for capital investments|
agriculture, agricultural farm income support, fidecological and integrated
agricultural production and aid for the areas wheeneditions for agricultural
husbandry are unfavourable

until completion of
IPARD programme

r

" until accession of thg
Republic of Croatia t
the European Union

Croatia

e Drawing up the Strategy for development of the fpoacessing industr
Improve the situation in the food processing seittdhe Republic g . gup dy P 9 Y

Adoption of the National operational programme wisidies for the food
processing sector

2011-2013

Consolidation of average agricultural farm

A programme of agricultural land consolidationlie tRepublic of Croatia for the

Continuously until

2009 - 2021 period 2021

® Preparation of a final text of a National stratgign
Establishment of structural measures in fisheries ® Drawing up an operational programme 2011-2013

e |mplementation of the measures in accordance wih E
Establishment of a uniform data collection systarfisheries ® Drawing up a National programme for data collectionl its implementation 2011-2013
Establishment of a vessel monitoring system (VMS) ® Acquisition of vessel monitoring devices (includixity!S and AIS) 2011-2013
Further strengthening of fishing inspection service ® Providing equipment to the inspection service 2011-2013
Installation of AIS device on fishing vessels ® |nstallation of devices 2012-2013
Inspection service strengthening R ﬁg;ztcr::g:o;ozgd furnishing of long-term veterinand phytosanitary border 2011-2012
5.5. PUBLIC ADMINISTRATION REFORM
POLICY GOAL IMPLEMENTING MEASURES PERIOD

® Promotion and implementation of the Public Admirgitibn Reform Strategy 2011-2013

Improve efficiency, enhance rationalisation ancuredcosts of the
L]

administration

Implementation of territorial reorganisation andefetralisation of regional and
local self-government units

Continuously

e Adjustment of the system of public agencies withd$andards 2011-2012
Uniform application of the new General AdministvatiProcedure Alignment of procedural acts and subordinate reigaria with the new General
Act and higher-quality protection of citizens' riglin administrativele Administrative Procedure Act and providing trainilegcivil servants for proper 2011-2013
procedures application of the General Administrative Proceddog
¢ Implementation of the Action plan for the implenegtdn of the Strategy for the 2011-2013
development of human resources in public admirtistrdor the 2010-2013 peri
Increase motivation of civil servants for a qualityrk and decreasgs Regylation of the issue of salaries in the pulslictsr by adoption of relevant 2011-2012

drain of quality personnel from the civil service

legislative regulations

Continuation of training at the Centre for professil training and improvement
the employees at the Ministry of Public Adminisivat

Continuously

Higher-quality and more efficient protection ofanfnation access .

rights

Improvement of legislative regulations relatedte protection of information
access rights

2011

Optimal utilisation of financial resources from Btuctural funds

e Preparation of the governing body of the OP ACDitfer utilisation of financial

resources from EU structural funds

Continuously

Establishment of an IT-supported central registrgivl servants

Consolidation of information on the employees ia glublic administration

2011
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5.6. OTHER REFORMS

POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Increase the number of children and young persmisded in the education syle}m

Continuously

® Draw up a national curriculum 2013
e |mplement the state school-leaving exam Continuously
. . . e Achieve national pedagogical standards in accomlaviih the coefficient of .
Improve quality of primary and secondary education feasibility Continuously
® Develop Croatian Qualifications Framework 2011-2012
e Increase the number of persons included in aduit&ibn in accordance with thq .
. Continuously
requirements of the economy
® Develop a quality assurance system Continuously
® Develop vocational and university programmes iroedance with the requireme .
Continuously
of the economy and labour market
® |mprove quality assurance in the system of higldeication Continuously
Further implementation of the Bologna process e Strengthen cooperation between the system of higthecation and the private Continuousl
sector Y
e Encourage and enhance university integration 2011-2013

Conduct external evaluation of the quality of igtons of higher education

Continuously

Strengthening of science and research and thefrexion with the

Encourage development of centres of excellencesaiedtific infrastructure

Encourage commercialisation of research resultstamttansfer of knowledge arjd

Improve efficiency of the judicial system

X X X X K Continuously
economy technologies, with a view to boosting long-termremmic development
® Strengthen resources in the science and technslogie
POLICY GOAL IMPLEMENTING MEASURES PERIOD
® Drawing up and implementation of a "master planhedlth care institutions 2011-2013
Further financial stabilisation of the health caystem ® Reorganisation of hospital system (outsourcingasf-medical activities) 2011-2013
® Reduce expenditures for sick leaves Continuously
o - - — -
Improve the system of control of health care systependitures .Completllon.of |nf0rmat!sat|0n of primary health eand commencement of 2011-2013
informatisation of hospitals
® Acquisition of medical equipment and refurbishmefospitals
Improved availability of health care ® Reorganisation of emergency medical service andtaaction of integrated 2011-2013
emergency hospital admission units
POLICY GOAL IMPLEMENTING MEASURES PERIOD
Strengthening independence of the judiciary En_rqlment of the first generation of students ia Mational school for judicial 2011
officials
!mplementatlon of the activities for establishmeh# two-instance administrativg 2011-2012
judicature
e Implementation of the activities required for thegmning of work of public 2011-2012

enforcement agents
Strengthening of administrative and accommodatapecities in the prison systgm

Implementation of the activities required for feitablishment of a probation
system

Physical merger of courts and state attorney'sexfi

Introduction of ICMS and CTS systems in courts amahicipal state attorney's
offices

Construction of the Justice Square in Zagreb aritl Sp

Extension and renovation of the Municipal CourKarlovac

Extension and renovation of the building of thet&#ittorney's Office/Office for
the Prevention of Corruption and Organised Crimagreb

Renovation of the building of the Municipal Stat&tdkney's Office in Pula
Acquisition of IT equipment for judicial bodies

Further strengthening of the system of free legaistance

Entering into force of the new Criminal Proceduret A

Establishing a professional organisation at thé&tion Directorate

Continuously

2011-2012
Continuously
2011-2012

Continuously
2011-2012

2011-2012

2011-2012
2011-2012
2011-2012
2011

2012

Prevention of corruption

Implementation of the Action Plan and the Anti-Gtion Strategy

Continuously
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5.6.4. Environmental protection

POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Establishment of a comprehensive waste managerysens

Construction of county/regional waste managementres

Recovery of municipal waste dumping sites througéinge of use, further use or]
closure

Further development of the system for the managenfespecial waste categorig

Implementation of restructuring programmes for fernmdustrial locations
polluted by dangerous substances and wild dumpieg sf hazardous waste

Further development of the waste management infilomaystem by the Croatial
Environment Agency (as part of Environmental Priioecinformation System)

Continuously

Continuously

J Continuously

Continuously

2011-continuously

Improvement of the whole system of air quality ngeraent and
creation of conditions for systematic resolutiorpodblems related
to climate changes

® Annual assessment of air quality at designatedsaard in populated areas on th

® Drawing up the Action Plan for reduction in air fpdibn by ground-level ozone &

Assessment of air quality in accordance with tlieda laid down in the new
Directive 2008/50/EC on ambient air quality andacdler air for Europe and
revision of the classification of the territory the Republic of Croatia into
designated areas and populated areas accordiimgoedity categories.
Determination of designated areas and populatexs avighin which limit values fi
PM10 could be exceeded because of the impact aém&alting of roads.

Development and upgrading of the Air Quality Infation System as part of the
Environmental Protection Information system

Keeping the Register of greenhouse gas emissions

Implementation of the Plan for the allocation odgnhouse gas emission quotag
legal entities

Establishment of the greenhouse gas emission gaystem

territory of the state

designated areas and in populated areas of thebReptiCroatia

National Action Plan for airborne particulate medtand nitrogen dioxide (NO2)
designated and populated areas of the Republicazti@ within which limit value|
are exceeded

Establishment of monitoring of airborne particulatatters PM2.5 with a view to
determining average exposure indicator and themaliexposure reduction targg

EU project "Modernisation of air quality monitorimgtworks at national and loc
levels” - preparation and implementation of thej@cothrough EU structural fund

Joining EU Emission Trading System and tradingnssion units within the
framework of EU ETS following accession of the Reilriof Croatia to EU
Inclusion of aviation activity in the system of cepng emissions of greenhouse
gases and tonne-kilometres (drawing up a monitgslag, monitoring of emissio
drawing up a report of greenhouse gas emissions)

Collection of Reports of greenhouse gas emissimms fnstallations

2011

2011-continuously
1-@ditinuously
to 2012

upon accession of thy
Republic of Croatia t
the EU

© 2011-continuously

2011

3 2012

2012

r—

2012-2013

2013

2011-2013

Continuously

Integration of environment protection objective®ther sector
policy planning and implementation for the purpogromoting
sustainable development

International reporting in accordance with the asst obligations and reporting
the Republic of Croatia in accordance with natidegislation and international
obligations

Establishment and maintenance of the Environmé@matiection Information
System

Drawing up further guidelines for the implementatif the EIA and SEA
procedures

IPA 2007 - Strengthening the capacities for thelémgntation of SAPARD
(measures 1 and 2) and IPARD programmes (measQiearid 103)

IPA 2010 - Strengthening the capacities for thelémntation of a strategic
environment impact assessment at regional and lecels

Reporting in accordance with the assumed internatiobligations and reporting
the Republic of Croatia

Drawing up a report on the state of the environntettte Republic of Croatia in
the 2005-2008 period

o

Continuously

Continuously
Continuously
2011
2011-2013
2011- continuously

| quarter 2011

Establishment of industrial pollution control syste

Further development and upgrading of the Envirortaid®ollution Register and {]
Register of installations containing hazardous nedtewithin the Information
System of Installations and Emissions as part@&hvironmental Protection
Information System

2011- continuously

Strengthening regional capacities for the impleragon of IPPC
Directive

Setting up regional centres for the implementatibiPPC Directive

2013

Strengthening and establishment of the systemtegiated water
management with greater investment in the wateragament
infrastructure

® Preparation and adoption of the Water Areas Managemlan

Development and establishment of an informatiotesyon the richness and
quality of water and linking the water informatisystem with the Environmental
Protection Information System

Establishment of the system of reporting on wastters

Adjustment and establishment of a system of repgin the quality, quantity an:
use of water and waste waters in accordance withBNequirements (Water

2011- continuously

2011- continuousl
2011

2011- continuously

Information System for Europe)
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Strengthening and establishment of the systemtegiated water
management with greater investment in the infrasare for public
water supply and drainage, systems of protecti@mnagdamage
caused by water and irrigation systems

More intensive implementation of water protectioeasures, especially with
respect to the preparation and implementationfedistructural water protection
projects; rehabilitation and completion of the &érig and building of new public
drainage systems

Reduction in losses in the existing water suppBteays and an increase in
connections to the public water supply systemsigresg water supply systems),
rehabilitation and completion of the existing andlding of new water supply
systems

Continuation of activities on the establishmentaifies of sanitary protection of
drinking water at source

Improvement of the existing and development of pewlic irrigation systems

Strengthening/reform of the existing system of watanagement financing and
ensuring an increase in annual allocations (adopmif;mew subordinate legislatiol
based on the Act on Water Management Financing)

Strengthening of water management planning - petjper, development and
adoption of a water areas management plan

Greater investments in the construction of regoitaéind protective water structu
and structures used for basic land reclamatiorutfiralrainage

U

Continuously

Continuously

Continuously

Continuously

2011

2011

Continuously

Sea and marine environment protection

Preparation of the annual National Adriatic Sea Moing Report
Preparation of the annual report, brochures andsroagsea water quality on
beaches

Establishment and maintenance of the national datafor the purpose of enterif
processing and evaluation of the sea quality imsenf its acceptability for
swimming, reporting to and informing the public

Carrying out assessment of the state of and pressurthe marine environment

Determination of the good state of the marine emritent
Identification of a group of objectives and assteandicators

Establishment and further development of the Infiiiom System Sea; the datab)
including the indicators of the state of the maeneironment, mariculture and
fisheries; reports on the state of the sea; upgggdii IT support for the purpose
implementation of the Marine Strategy Frameworlebiive and the national
implementing legislation

Adjustment of the software support and the sea tfingend monitoring data frol
Phase | of the Project on the protection againifien of waters in the coastal
area in order to make them suitable for use bygssibnal institutions and
interested public

Strengthening control of the quality of watershe toastal area (Project on the
protection against pollution in the coastal are@pase Il

]

f

Continuously

Continuously

Continuously

2012

2012
2012

Continuously

2011-2012

2011-2014

Improvement of the nature protection system

Alignment of reporting with reporting at internati level

2011 - continuousl

Protection of natural values

Reporting on protected areas (CDDA)

2011 - continuously

Strengthen management and control in the natutegtion

Administrative strengthening of nature protectinstitutions at state and regiong
level, including inspection service

Preparation, adoption and revision of the existinglementing regulations base
on the Nature Protection Act

Revision of sector legislation and development ethanisms for the incorporati
of nature protection guidelines through cooperalietween various sectors

Continuously

Ensure a good state of preservation of speciefabitiat and
achieve an optimal preservation model for the dsgatected area:
and N2000 areas

Management of the national eco-network and impleat&m of protection
measure

Protection of new areas, revision of the existings Development of a system
protected areas, review and digitalisation of thedbrs of protected areas
Establishment of the NATURA 2000 network and mariitg

Implementation of wolf and lynx management plans

CITES implementation activities

International cooperation in the area of protectibnature (projects implementatiof

® EU NATURA 2000 Integration in the ecological netidétroject (World Bank
loan)

(IPA TAIB 2007)

Development of a faunal and speleological datat@g® fauna and CRO spele:
as part of the Environmental Protection InformatBystem (IPA TAIB 2007)

Strengthening the capacities for preparation ofagament plans and strengther|
the inspection of nature protection for the proploSATURA 2000 areas (IPA
2009)

Identification and establishment of the marine arafsthe NATURA 2000 network

n):

Continuously

Continuously

Continuousl'
tPoously
Continuously

2011-2016

2011-2012

2011-2012

2011-2012

Improvement of the entire forestry system

Revision of the national forestry policy and stggte
The National Forestry Programme

2011

Establishment of a system of continuous forest isigien

The Programme of measures for data collection @@ stablishment of the
registry of forest damage

Establishment and maintenance of a comprehendivaniation system and regist
on forest fires

Continuously

Efficient and harmonised implementation of the oxai policy in th
field of chemical safety

Implementation of the National Programme of cheirsedety

Adoption of subordinate legislation to regulate éinea of hazardous chemicals
whose marketing is prohibited or restricted

Adoption of an Ordinance on amendments to the @rdia on the list of existing
active substances permitted in biocidal productsljr@nce on amendments to th
Ordinance on the list of existing active substarvekish are not permitted in
biocidal products and the List of biocidal produapproved for placement on the
market of the Republic of Croatia

Legislative amendments regulating the level of ¢ealy modified organisms in
products below which the products placed on theketato not have to be marke|
as products containing genetically modified organsis

@

H

Continuously

2011

2011

2011

Noise

Authorisation of legal entities for the performarufeprofessional noise protectio
tasks, implementation of professional exams irfigld of noise protection,

development of strategic noise maps and actiorsplan

2012
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Annex | Matrix of Policy Commitments

201( 2011 2012 2013
OVERALL ASSESSMENT OF FISCAL IMPACTS OF MAJOR IMPLE MENTING MEASURES
A. Implementatio
B. Net direct impact on the bud: -133,033,93 -413,542,59 357,028,09 -47,405,45
B1. Direct impact on revenus 93,251,38 259,628,44 79,299,24 -227,489,97
B2. Direct impact on expenditul 226,285,32 673,171,04 -277,728,84 -180,084,52
ENTERPRISE SECTOR
Total (1+2+3+4)
A. Implementatio
B. Net direct impact on the bud: 95,420,93 433,562,73 89,432,92: -172,580,70
B1. Direct impact on revenus 49,556,46. 64,044,64 26,981,50 -156,784,71
B2. Direct impact on expenditul -45,864,47. -369,518,09 -62,451,41 15,795,98

Competition and State Aid

Implementation of administrative and professional ativities in connection with the protection of comptition and
activities concerning the authorisation, monitoringof implementation and recovery of general and spé state aid
within the framework of the Croatian Competition Agency's regular work

A. Implementatio

B. Net direct impact on the bud
B1. Direct impact on revenus
B2. Direct impact on expenditui

188,10(
2,560,72!
2,372,62!

-1,015,47!
937,78«
1,953,26:

-207,15(
-4,180,41
-3,973,26:

Note: Activities of the Croatian Competition Agency g@rtly financed by EU assistance funds

Railway Restructuring

Total

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures
Subsidies

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures
Investment in Modernisation

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

Note: The measure is partly financed by

MSTI, Reforms, Development Studies, Alignment of Lgislation

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

76,739,54.
46,995,73
-29,743,81

89,320,15
-89,320,15
-2,130,79

50,125,83.
52,256,630

-10,449,81
-3,130,09!
7,319,71!

Note: The measure is partly financed by PHARE 2006 fnogne

Small and Medium-Size Enterprises
Total

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures
Lifelong Entrepreneurial Training
A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

19,068,28

-19,068,28

247,03(

-247,03(
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409,042,23
63,106,85
-345,935,37

137,779,84
-137,779,84
277,406,91

68,196,37
-209,239

ISPA 2005 adgPgrammes

-6,144,51
-5,089,51'
1,055,00t

25,805,98

-25,805,98

2,088,80!

-2,088,80!

97,879,42.
31,161,92:
-66,717,50
68,800,00
-68,800,00
30,054,42.

31,161,92
1,107,496

-975,00(

975,00(

-8,044,34:

8,044,34i

-1,100,00!

1,100,00t

-257,00(
-1,983,42:
-1,726,42.

157,538,13
154,801,29
2,736,83

-8,900,001
8,900,00!
-154,468,13

154,801,29
-333,163

5,830,00!

-5,830,00!1

-14,575,57

14,575,57




Competitiveness and Innovations

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures
Improvements in Financing

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

Construction and Development of Entrepreneurial andBusiness Infrastructure, Consultancy Services

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures
Regional Competitiveness

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures
Stimulating Tourism Development
A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures
Promotion of Tourism

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures
Public-Private Partnership

Total

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

Training for Participants in the Procedures Relatirg to the Preparation and Imple

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

Organisation of the Registry of PPP Agreements

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Coordination of Exchange of Know-how
A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Implementation of the Regulation on the
A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Training for Employees of the Agency fo
A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures

criteria fo assessing
X
-350,00(

350,00(
r Public-Prvate Partn

-45,00(

45,00(

104

and approving pub
-50,00(

50,00(
ership

-10,00(

lic-private partne

-10,00(

10,00(

10,00(

22,748,51 20,916,37 -2,372,99: -5,115,42.
-22,748,51 -20,916,37 2,372,99i 5,115,42.
36,949,59 -30,057,65. 2,757,65: -4,177,22:
-36,949,59 30,057,65 -2,757,65; 4,177,22:
1,750,001 -5,637,40! -2,398,00:; -627,92:
-1,750,00! 5,637,40! 2,398,00: 627,92:
11,663,34. 40,999,65 -10,000,00 -5,000,00!
-11,663,34 -40,999,65 10,000,000 5,000,00!
-52,090,20 -2,403,80! 5,069,00! 345,00(
52,090,20! 2,403,80! -5,069,00! -345,00(
-2,200,00! -100,00(
2,200,00! 100,00(
-575,00( -270,00( -195,00( -210,00(
575,00( 270,00( 195,00( 210,00(
mentation of PPP progcts
X
-50,00( -100,00( -100,00( -100,00(
50,00( 100,00( 100,00 100,00¢(
X
-25,000 25,000
25,000 -25,000
in PPP area ii'sEECP Member States
X
-100,000 -10,000 -10,00¢(
100,000 10,000 10,000

rshp projects




Scientific Analysis of Practical Experiences

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Implementation of the Regulation on the
A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures

20,00(
-20,00(

X
-150,00(

150,00(

supervisiorof implem

15,00(

-15,00(

-100,00(

100,00(

entation of public-private partnership ageements

-100,00(

100,00(

LABOUR MARKET

Total (1+2+3+4+5+6+7+8)

A. Implementatio

B. Net direct impact on the bud
B1. Direct impact on revenus
B2. Direct impact on expenditul

-39,976,80!
-29,000,00
10,976,80

-66,103,30!
-49,000,00
17,103,30

112,000,60
53,000,00!
-59,000,60

64,896,20
58,000,00!
-6,896,20!

Active Employment Policy

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures
Job Preservation

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

-83,000,00
83,000,00!

X
195,000,00

-195,000,00

Note: The Act was applicable until the end of 2

Rights During Unemployment Period
A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

-321,00(

321,00(

4,000,00!

-4,000,00!

127,00(

-127,00(

-17,000,00

17,000,00

140,00(

-140,00(

-80,000,00

80,000,00

-140,00(

140,00(

Increasing Mandatory Retirement Age and Change oftte Method of Determination of Early Retirement Pen®n

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Implementation of Regulations Aimed at
A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures

X
-59,000,00
-29,000,00
30,000,00!

-92,655,80

92,655,80!

Providing Scholarships to Regular Students

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Subsidizing Students' Accommodation a
A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures

Transportation Services for Students and Handicaped Students

A. Implementation
B. Net direct impact on the budget
B1. Direct impact on revenues

nd Meals

B2. Direct impact on expenditures

105

-143,000,00
-49,000,00t
94,000,00

ProtectingMaternity and Family Support

83,869,70

-83,869,70

-1,000,00t

1,000,000

-10,000,00

10,000,000

-100,00(

100,000

144,000,00
53,000,00
-91,000,00
-4,039,401

4,039,401

-1,000,00!

1,000,00

-10,000,00

10,000,0

-100,00(

100,000

143,000,00
58,000,00
-85,000,00
13,136,20

-13,136,20

-1,000,00t

1,000,000

-10,000,00

10,000,000

-100,00(

100,000




AGRICULTURE
Total (1+2+3+4+5+6+7+8)
A. Implementatio

B. Net direct impact on the bud -345,699,81 34,096,24 146,994,41 300,383,66
B1. Direct impact on revenus 14,555,00 132,606,85 -1,394,90: -79,663,67
B2. Direct impact on expenditul 360,254,81 98,510,60. -148,389,31 -380,047,33
1. State Aid in Agriculture and Rural Development
A. Implementation
B. Net direct impact on the budget -178,480,29 71,238,15 105,101,80 284,162,57
B1. Direct impact on revenues
B2. Direct impact on expenditures 178,480,294 -71.P38B -105,101,800 -284,162,57
2. Establishment of the Market Price Information Sysem for the Agricultural Products Market
A. Implementation
B. Net direct impact on the budget -102,45:- 11,00( -23,00( 10,00(
B1. Direct impact on revenues
B2. Direct impact on expenditures 102,454 -11,000 @3,0 -10,000
3. IPARD Implementation
A. Implementation X X
B. Net direct impact on the budget -39,749,15. -29,140,66 5,324,69: -258,33:
B1. Direct impact on revenues 75,000,000 51,081,150 -59,977,874
B2. Direct impact on expenditures 39,749,152 104860, 45,756,457 -59,719,542
Note: The measure is partly financed by the EU assistéunud:
4. Implementation of the World Bank Project of Alignment of Agricultural Legislation with the Acquis Communautaire
A. Implementation X
B. Net direct impact on the budget -52,344,83 7,261,02. 52,148,00 23,060,000
B1. Direct impact on revenues
B2. Direct impact on expenditures 52,344,838 -7,2863,0 -52,148,000 -23,060,000
5. Establishment of the Farm Accountancy Data NetworKFADN)
A. Implementation X
B. Net direct impact on the budget -180,00( -82,00( -812,00( -420,50(
B1. Direct impact on revenues
B2. Direct impact on expenditures 180,000 82,000 2,0 420,500
6. Construction and Furnishing of Long-Term Phytosanitiry and Veterinary Border Inspection Posts
A. Implementation X X
B. Net direct impact on the budget -2,642,26! -17,947,52 15,784,61 4,805,17!
B1. Direct impact on revenues 7,926,794 51,527,58 5,037,379 -14,416,998
B2. Direct impact on expenditures 10,569,060 69,4115,1 -60,821,997 -19,222,173
Note: Construction and furnishing of phytosanitary aetevinary border inspection posts is partly finahbg EU assistanc
funds
7. Veterinary Practice
A. Implementatio
B. Net direct impact on the budget -58,220,76 552,46! -27,970,26 -15,217,21
B1. Direct impact on revenus
B2. Direct impact on expenditures 58,220,760 -552,465 27,970,265 15,217,213
8. Structural Measures in the Fisheries
A. Implementation
B. Net direct impact on the budget -13,980,04 2,203,80: -2,559,43I 4,241,95!
B1. Direct impact on revenues 6,628,209 6,079,268 438,673 -5,268,804
B2. Direct impact on expenditures 20,608,256 3,87h,46 -4,879,243 -9,510,763

Note: The measure is partly financed by

EU assistancdx
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IV. PUBLIC ADMINISTRATION REFORM
Total (1+2+3+4)
A. Implementatio
B. Net direct impact on the bud: 2,821,48 -1,768,75! -6,060,50: -11,463,57.
B1. Direct impact on revenut 1,095,201 2,183,05! 3,278,24! -5,463,74
B2. Direct impact on expenditul -1,726,28! 3,951,80. 9,338,75. 5,999,82
1. Implementation of Activities Relating to E-administration
A. Implementation
B. Net direct impact on the budget 2,821,486 -1,404,5 612,000 613,00(
B1. Direct impact on revenues
B2. Direct impact on expenditures -2,821,48i 1,404,501 -612,00( -613,00(
2. Implementation of the Action Plan for the Implementtion of the Strategy for the Development of HumarResources
in Public Administration for the 2010-2013 perioc
A. Implementation X
B. Net direct impact on the budget -2,764,65!
B1. Direct impact on revenues
B2. Direct impact on expenditures 2,764,658
3. Alignment of Special Procedural Acts with the New @®neral Administrative Procedure Act and Training of Civil
Servants for the Application of the General Administrative Procedure Act
A. Implementation X
B. Net direct impact on the budget 0 -364,25( -364,25( 607,08:
B1. Direct impact on revenues 1,095,200 2,183,051 78249 -5,463,74
B2. Direct impact on expenditures 1,095,201 2,547,30. 3,642,49 -6,070,83!
Note: The measure is partly financed by the EU assistéumds
4. Promotion and Implementation of the Public Administation Reform Strategy
A. Implementation X
B. Net direct impact on the budget -6,308,253 -9,919,000
B1. Direct impact on revenues
B2. Direct impact on expenditures 6,308,253 9,919,000
V. DEVELOPMENT OF A KNOWLEDGE-BASED SOCIETY
Total (1+2+3+4+5+6+7+8+9+10+11)
A. Implementatio
B. Net direct impact on the bud 47,088,36. 5,386,81: 5,326,971 8,019,09!
B1. Direct impact on revenut 22,566,90 58,662,45 24,060,311 -57,677,06
B2. Direct impact on expenditul -24,521,45 53,275,64 18,733,33 -65,696,15
1. Education Development
A. Implementation
B. Net direct impact on the budget 7,114,91. -50,19¢ 335,64«
B1. Direct impact on revenues
B2. Direct impact on expenditures -7,114,91. 50,19¢ -335,64¢«
2. Development of the National Curriculum for Pre-Schel, Primary-School and Secondary-School Education
A. Implementation
B. Net direct impact on the budget 1,044,45: -356,92:¢
B1. Direct impact on revenues
B2. Direct impact on expenditures -1,044,45: 356,92:
Note: Partial funding has been secured by a World Baak,lavhile the remainder has been allocated fronbtitkget.
3. National Exams and State School-Leaving Exam
A. Implementation
B. Net direct impact on the budget -6,171,95! -10,057,56 1,017,18 696,89¢
B1. Direct impact on revenues -6,918,46! -12,096,92. 0 0
B2. Direct impact on expenditures -746,50¢ -2,039,36: -1,017,18: -696,89¢
Note: The measure is partly financed by the EU assistahieA
4. Application of National Pedagogical Standards in Acordance with Feasibility Coefficient
A. Implementation
B. Net direct impact on the budget 4,381,29! 7,114,33. 12,90« 9,91(
B1. Direct impact on revenues
B2. Direct impact on expenditures -4,381,29! -7,114,33: -12,90¢ -9,91(
5. Development of the Croatian Qualifications Framewok
A. Implementation
B. Net direct impact on the budget 113,93¢ -633,85: 17,18: 18,56¢
B1. Direct impact on revenues 9,848,91 14,925,411 17,311,65 -34,887,02
B2. Direct impact on expenditures 9,734,97 15,559,26. 17,294,47 -34,905,58

Note: The measure is partly financed by

the EU assistatieA
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6. Strengthening the Quality of Adult Education
A. Implementation
B. Net direct impact on the budget -1,674,43: 800,00( 2,15¢ 94,43:
B1. Direct impact on revenues 4,653,75! 21,407,25 -20,786,75! -4,033,25!
B2. Direct impact on expenditures 6,328,18: 20,607,25 -20,788,90 -4,127,68:
Note: The measure is partly financed by the EU assistamhieA
7. Development of the Quality Assurance System
A. Implementation
B. Net direct impact on the budget -272,06° 153,47¢ 1,34« 3,607
B1. Direct impact on revenues 4,393,141 12,310,72 -3,239,011 -9,152,37!
B2. Direct impact on expenditures 4,665,20 12,157,24 -3,240,35. -9,155,98:
Note: The measure is partly financed by the EU assistamieA
8. Continued Implementation of the Bologna Proce:
A. Implementation
B. Net direct impact on the budget 884,69 74,96¢ 9,411 31,25:
B1. Direct impact on revenues
B2. Direct impact on expenditures -884,69- -74,96¢ -9,411 -31,25:
9. Strengthening Resources in the Science and Techngies
A. Implementation
B. Net direct impact on the budget -11,879,85 -140,42° -40,89: 2,558,09!
B1. Direct impact on revenues
B2. Direct impact on expenditures 11,879,85 140,42° 40,89: -2,558,09!
10. Development of Centres of Excellence and Scientifand Technological Infrastructure
A. Implementation
B. Net direct impact on the budget 15,413,48 1,334,33 -16,828,87 5,969,12!
B1. Direct impact on revenues 10,589,56 22,116,00 30,774,41 -9,604,42(
B2. Direct impact on expenditures -4,823,91: 20,781,66 47,603,28 -15,573,54
Note: The measure is partly financed by the EU assistahieA
11. Commercialisation of Research Results
A. Implementation
B. Net direct impact on the budget 38,133,90 7,098,46. 21,186,75 -1,698,44.
B1. Direct impact on revenues
B2. Direct impact on expenditures -38,133,90 -7,098,46. -21,186,75 1,698,44.
Note: Declared funds include IBRD fun
VI. HEALTH CARE REFORM
Total (1+2+3+4+5)
A. Implementatio
B. Net direct impact on the bud 256,395,02 -232,219,47 -24,947,73 1,562,61
B1. Direct impact on revenu 0 0 0 0
B2. Direct impact on expenditul -256,395,02 232,219,47 24,947,73. -1,562,61°
1. Reduction in Expenditures for Sick Leaves
A. Implementation X
B. Net direct impact on the budget 259,900,00
B1. Direct impact on revenues
B2. Direct impact on expenditures -259,900,00
2. Informatisation of Primary Health Care
A. Implementation X
B. Net direct impact on the budget 16,935,05 -39,769,67.
B1. Direct impact on revenues
B2. Direct impact on expenditures -16,935,05 39,769,67
3. Acquisition of Medical Equipment and Refurbishmen of Hospitals
A. Implementation
B. Net direct impact on the budget -17,054,73 -111,679,84
B1. Direct impact on revenues
B2. Direct impact on expenditures 17,054,73 111,679,84
4. Reorganisation of Emergency Medical Assistance
A. Implementation
B. Net direct impact on the budget -2,735,29. -78,208,95 -24,984,52. 1,497,30.
B1. Direct impact on revenues
B2. Direct impact on expenditures 2,735,29. 78,208,95 24,984,52 -1,497,30.
5. Accreditation of Hospitals
A. Implementation
B. Net direct impact on the budget -650,00( -2,561,00i! 36,79: 65,31:
B1. Direct impact on revenues
B2. Direct impact on expenditures 650,00( 2,561,001 -36,79: -65,31:
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VIl. JUDICIAL REFORM
Total (1+2)
A. Implementatio
B. Net direct impact on the bud 28,870,30 -5,221,87! -28,192,81 -8,531,78:
B1. Direct impact on revenus -13,342,86 3,343,73! -14,388,78 -4,794,00!
B2. Direct impact on expenditul -42,213,17 8,565,61! 13,804,02. 3,737,78.

1. Judicial Reform

A. Implementation
B. Net direct impact on the budget 19,964,46 -452,98! -37,462,21 -8,026,941
B1. Direct impact on revenues -10,378,62' 2,244 ,86! -6,156,05' 644,00(
B2. Direct impact on expenditures -30,343,09 2,697,85I 31,306,15 8,670,941

Note: The judicial reform is partly financed by EU asarste funds and donations made by internationainisgtions, and
their impact on revenues is shown in row B1. Miportion of the planned funds shown in row B2 hasrbgecured from the
Council of Europe Development Bank and the WorldiBan

2. Prevention of Corruption
A. Implementation

B. Net direct impact on the budget 8,905,84: -4,768,89I 9,269,39 -504,83!
B1. Direct impact on revenues -2,964,241 1,098,87! -8,232,73! -5,438,00!
B2. Direct impact on expenditures -11,870,08 5,867,76! -17,502,12 -4,933,16!

Note: The judicial reform in the part related to the metion of corruption is partly financed by EU atsige funds,
donations made by international organisations had¥orld Bank loan.

VIIl. ENVIRONMENTAL PROTECTION

TOTAL (1+2+3+4+5+6+7+8+9)
A. Implementatio
B. Net direct impact on the budk -177,953,44 -581,274,99 62,474,23. -229,690,95
B1. Direct impact on revenus 47,820,68 47,787,711 -12,237,12. 18,893,23
B2. Direct impact on expenditu 225,774,12 629,062,70 -74,711,36! 248,584,19

1. Integrating Environmental Protection Goals in the Ranning and Implementation of Other Sectoral Policés for the
Purpose of Promoting Sustainable Development (MEREC, CEA)
A. Implementation
B. Net direct impact on the budget -615,80( 1,167,301 864,50( 275,00(
B1. Direct impact on revenues 0 1,300,001 2,363,001 0
B2. Direct impact on expenditures 615,80( 132,70( 1,498,50! -275,00(
Note: The implementation is also financed by IPA progra

2. Air Quality and Climate Protection (MEPPPC)
A. Implementation
B. Net direct impact on the budget 6,084,28! 355,51« 715,20( -300,00(
B1. Direct impact on revenues 298,50« -4,128,50. 0 0
B2. Direct impact on expenditures -5,785,78: -4,484,01: -715,20( 300,00(
Note: The implementation is also financed by IPA progra

3.  Waste Management (MEPPPC)
A. Implementation
B. Net direct impact on the budget 142,05¢ 250,94 -253,00( 547,00(
B1. Direct impact on revenues 20,842,17 28,623,00 106,830,94 25,855,38
B2. Direct impact on expenditures 20,700,11 28,372,06 107,083,94 25,308,38
Note: The implementation is also financed by IPA progrsen

4. Water Management (MAFWM)
A. Implementation
B. Net direct impact on the budget -180,047,00 -570,491,49 66,301,04 -224,347,68
B1. Direct impact on revenues 26,680,001 6,250,00! -112,650,00 0
B2. Direct impact on expenditures 206,727,00 576,741,49 -178,951,04 224,347,68
Note: The implementation is also financed by IPA progran

5. Protection of the Sea and Marine Environment (MEPPE)
A. Implementation
B. Net direct impact on the budget -4,002,78 -3,217,21: -314,50( 1,714,501
B1. Direct impact on revenues 0 0 0 0
B2. Direct impact on expenditures 4,002,78 3,217,21. 314,50( -1,714,50!
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Nature Protection (MC)

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

872,79
0
-872,79°

Note: The implementation is also financed by IPA progran
Establishing Industrial Pollution Control System (MEPPPC)

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

-188,00(
0
188,00(

Note: The implementation is also financed by IPA progrsen

Chemicals and GMOs (MHSW)

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures
Forestry (MRDFWM):

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues

B2. Direct impact on expenditures

349,00(
0
-349,00(

-548,00(
0
548,00(
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-7,512,65:
9,083,211
16,595,86

-836,19:
6,660,00!
7,496,19

-289,20(
0
289,20(

-702,00(
0
702,00(

-6,526,50!
-2,861,06!
3,665,43.

728,08
-5,920,001
-6,648,08!

559,40(
0
-559,40(

400,00(
0
-400,00(

-7,613,13!
-6,222,14.
1,390,98:i

125,52¢
-740,00(
-865,52¢

257,83:
0
-257,83:

-350,00(
0
350,00(




Annex Il Statistical Appendix

Table 1a: Macroeconomic Prospects

Percentages unless otherwise ESA 2009 2009 2010 2011 2012 2013

indicated Code
Level
(bn Rate of change
EUR)!
1. Real GDP at market prices Bl*g 32.0 -5.8 -1.6 15 2.0 2.5
2. GDP ammarket prices Bl*g 45.4 2.7  -1.1 3.0 4.3 4.9

Components of real GDP

3. Private consumption

expenditure P3 25.8 -85 -19 1.8 2.5 2.8
4. Government consumption

expenditure P3 8.9 0.2 -1.0 -0.5 -1.2 -0.9

5. Gross fixed capital formation P51 11.2 -11.8 -11.7 3.0 4.4 5.8

6. Changes in inventories and
net acquisition of valuables (%

of GDP) P52+P53 0.9 2.0 2.1 2.2 2.5 2.8
7. Exports of goods and services P6 16.4 -16.2 4.2 4.4 4.8 5.9
8. Imports of goods and services P7 17.9 -20.7 -1.9 4.7 5.6 6.8
Contribution to real GDP growth?

9. Final domestic demand 46.0 -8.6 -45 1.7 2.4 3.0
10. Change in inventories and

net acquisition of valuables P52+P53 0.9 -1.2 0.1 0.2 0.3 0.3
11. External balance of goods

and services B11 -1.5 4.7 2.6 -0.4 -0.7 -0.9

Source:CBS, MF

Comments: Values written in black are realisations, in bagtimates (composite of realisations and projectdaes)
and in red projected values.

M Current prices

2l Central Bureau of Statistics applies chain-linkingthod in the calculation of GDP at constant gri@asic chain-
linked indices are calculated by using the timéeseat prices of the previous year by linking te teferent year (2000
= 100). Real growth rates are calculated by udiegseries of basic chain-linked indices. The timges at constant
prices of the previous year are additive (GDP akW@®@qual the sum of categories and subcategongs)e the time

series at constant prices of the referent yeanateadditive (GDP and GVA do not equal the sumatégories and
subcategories). This non-additivity of GDP and G8Ans results from using the basic chain-linkeddeslion detailed
structure of categories and subcategories.
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Table 1b: Price Developments

Percentage changes, annual average g(?c?e 2009 2010 2011 2012 2013
1. GDP deflator 3.3 0.5 15 2.2 2.3
2. Private consumption deflator 2.5 1.1 2.2 2.5 2.5
3. HICP - - - - .
4. National CPI change 2.4 1.1 2.2 2.5 2.5
5. Public consumption deflator 3.1 0.5 1.6 1.8 2.2
6. Investment deflator -1.1 -1.3 2.3 2.9 2.9
7. E>_<port price deflator (goods & 0.0 10 10 19 18
services)

8. Import price deflator (goods & 38 0.8 28 29 28

services)

Source:CBS, MF

Comments: Values written in black are realisations, in bagtimates (composite of realisations and projectdaes)
and in red projected values.
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Table 1c: Labour Markets Developments

E;A; 2009 2010 2011 2012 2013
Level/Rate of change
1. Population (thousands) 4,429 4,429 4,429 4,429 4,42¢
2. Population (growth rate in %) -0.1 0.0 0.0 0.0 0.C
3. Working-age population (persons) [1] 2,736 2,731 2,726 2,723 2,71¢
4. Participation rate 64.5 64.2 64.4 64.7 65.1
5. Employment, persons [2] 1,605 1,542 1,552 1,572 1,59:¢
6. Employment, hours worked [3] n.a. n.a. n.a. n.a. n.a
7. Employment (growth rate in %) -1.9 -3.9 0.6 1.3 1.2

8. Public sector employment (persons);

NCEA - O,P.Q categories 289.7 290.1 286.9 283.8 280.7

9. Public sector employment (growth in %) 1.3 0.2 -1.1 -1.1 1.1
10. Unemployment rate [4] 9.1 12.0 11.7 10.8 10.C
11. Labour productivity, persons [5] -4.0 2.4 0.8 0.7 1.2
12. Labour productivity, hours worked [6] n.a. n.a. n.a. n.a. n.a
13. Compensation of employees [7] D1 0.3 -4.1 1.6 4.3 4.€

Source:CBS, MF

Comments: Values written in black are realisations, in bastimates (composite of realisations and projecadges)
and in red projected values.

M Age group of 15-64 years

L0 definition

Bl'1LO definition

L0 definition

Bl Real GDP per person employed

] Real GDP per hour worked

[ Average Gross Earnings of Persons in Paid EmplaymEmployment by ILO definition
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Table 1d: Sectoral Balances

Percentages of GDP Eos(ﬁa 2009 2010 2011 2012 2013

1. Net lending/borrowing vis-a-vis the rest of the B9 72 43 57 6.5 75

world

of which:

- Balance of goods and services -3,8 -1,7 -2,7 -3,6 -4,6

- Balance of primary incomes and transfers -1,7 -1,1 -1,1 -1,1 -1,1

- Capital account 0,1 0,1 0,1 0,1 0,1
B.9/

2. Net lending/borrowing of the private sector = EDP 11,3 9,5 11,3 10,5 9,9
B.9

3. Net lending/borrowing of general government 1-4 52 -5,6 -3,9 -2,4

4. Statistical discrepancy 1,8 - - - -

Source:CNB, MF

Comments: Values written in black are realisations, in bastimates (composite of realisations and projecadges)
and in red projected values.
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Table 1e:GDP, Investment and Gross Value Added

ESA 2009 2010 2011 2012 2013
Code
GDP and investment
GDPlevelatcurrentmarket prices (in domestic
currency) Blg 3331 329.2 339.2 353.7 371.0
Investment ratio (% of GDP) 24.7 21.8 22.3 23.0 23.8
Growth of Gross Value Added, percentage changes abnstant prices

1. Agriculture 2.1 0.7 1.1 1.2 1.4
2. Industry (excluding construction) -8.5 -1.6 1.7 2.1 2.9
3. Construction -6.1 -15.2 0.5 0.7 15
4. Services -3.8 -0.4 1.7 2.0 2.6

Source:CBS, MF

Comments: Values written in black are realisations, in bagtimates (composite of realisations and projectdaes)

and in red projected values.
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Table 1f: External Sector Developments

EUR million unless otherwise indicated 2009 2010 2011 2012 2013
1. Current account balan¢® of GDP) % of GDP -55 -2.8 -3.8 -4.7 -5.7
2. Export of goods nEilﬁ(?n 7,703 8,597 9,110 9,884 10,868
3. Import of goods rslﬁsn 15,090 15,148 16,341 17,893 19,808
4. Trade balance rr?ilﬁc?n -7,387 -6,552 -7,231 -8,009 -8,940
5. Export of services rr?ilﬁ?n 8,454 8,599 8,905 9,323 9,808
6. Import of services rr?il%ifn 2,778 2,807 2916 3,048 3,200
7. Service balance rrI1EiILI:§n 5,676 5792 5988 6,275 6,608
8. Net interest payments from abroad rr?ilﬁ?n -1,420 -1,261 -1,231 -1,305 -1,410
9. Other net factor income from abroad rrI1EiILI:§n -382 -309 -421 -471 -542
10. Current transfers rrI1EiILI:§n 1,036 1,085 1,127 1,240 1,388
11. Of which:from EU EUR - - - - -
million
12. Current account balance rrI1EiILI:§n 2,477  -1,245 -1,768 -2,271 -2,896
13. Foreign direct investment rrI1EiILI:§n 1,210 1,003 1,255 1,540 1,862
14. Foreign reserves rrlilﬁc?n 10,376 11,566 11,075 11,089 11,055
15. Foreign debt [1] rr?ilﬁc?n 43,089 45,434 47,602 49,920 52,515
16. Of which public EUR ] ] - - -
million
) . : EUR
17. O/w:foreign currency denominated B - - - - -
million
18.0/w:repayments due EUR - - - - -
million

19. Exchange rate vis-a-vis EUR (end-year) NCU/EUR 7.31 7.32 7.31 7.31 7.31
20. Exchange rate vis-a-vis EUR (annual NCU/EUR 734 797 730 730 730

average)

21. Net foreign saving % of GDP - - - - -
22. Domestic private saving % of GDP - - - - -
23. Domestic private investment % of GDP - - - - -
24. Domestic public saving % of GDP - - - - -
25. Domestic public investment % of GDP - - - - -

Source:CNB, MF
Comments: Values written in black are realisations, in blstiraates (composite of realisations and projectddes)

and in red projected values.
[1] Round tripping excluded
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Table 2: General Government Budgetary Prospects

ESA 2009 2009 2010 2011 2012 2013

code Level % of GDP
Net lending (B9) by sub-sectors
1. General S13 -4671  -41 5.2 5.6 3.9 2.4
government
2. Central S1311  -4.797 3.8 5.0 53 3.6 2.2
government
3. State government  S1312 0.000 0.0 0.0 0.0 0.0 0.0
4. Local governmeni  S1313 0.126 -0.3 -0.2 -0.3 -0.3 -0.2
5. Social security S1314  0.000 0.0 0.0 0.0 0.0 0.0
funds
General government (S13)
6. Total revenue TR 134.826 38.5 37.8 36.3 36.8 36.6
7. Total TE  139.497 426  43.0 419 407 39.0
expenditure[1]
8. Net . EDP.BY9 -4671  -4.1 5.2 5.6 3.9 2.4
borrowing/lending
9. Interest EDP.D41
exoenditure incl. 5.033 1.7 1.9 2.2 2.2 2.2
P FISIM
p.m. 9a. FISIM 0.000 0.0 0.0 0.0 0.0 0.0
10. Primary 0362 2.4 3.3 3.4 1.7 0.2
balance[2]

Components of revenues

11. Total taxes (11
=1la+11b+11c)
11a. Taxes on
production and D2 57.171 15.5 16.2 16.0 16.1 16.0
imports

11b. Current taxes

on income and D5 22.177 6.5 55 4.5 4.4 4.5
wealth

11c. Capital taxes D91 0.003 0.0 0.0 0.0 0.0 0.0

12. Social
contributions

13. Property income D4 1.601 0.8 0.4 0.4 0.3 0.2

14. Other (14 = 15-
(11+12+13))

15 = 6. Total
revenue

p.m.: Tax burden
(D2+D5+D61+D91- 122.137 34.9 34.1 32.6 32.5 32.5
D995)[3]

79.351 22.0 21.7 20.5 20.5 20.4

D61 41.186 12.2 12.0 11.8 11.8 11.8

12.689 3.6 3.7 3.7 4.3 4.1

TR 134.826  38.5 37.8 36.3 36.8 36.6

[ Adjusted for the next flow of swap-related flows, the TR-TE = EDP.B9.
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Table 2 (continued)

EOS(Q 2009 2009 2010 2011 2012 2013
Level % of GDP

Selected components of expenditures
16. Collective consumption P32 0.000 0.0 0.0 0.0 0.0 0.0
17. Total social transfers D|36§3+ 53.489 17.0 17.6 16.8 16.1 15.5
17a. Social transfers in kind P§613: 10.716 3.3 3.6 3.3 3.2 3.0
17b. Social ransfers other oo 45773 136 140 135 130 125
than in kind
18 = 9. Interest expenditure EDP.D41
(incl. FISIM) + FISIM 5.033 1.7 1.9 2.2 2.2 2.2
19. Subsidies D3 8.130 2.4 2.3 2.2 2.1 2.0
20. Gross fixed capital P51 6961 18 1.8 1.9 17 15
formation
21. Other (21 = 22-
(16+17+18+19+20) 65.883 19.6 19.4 18.8 18.7 17.7
22. Total expenditures[1] TE 139.497 42.6 43.0 41.9 40.7 39.0
p-m. compensation of D1  33.66513 10.6 108 105  10.0 9.6

employees

[ Adjusted for the next flow of swap-related flows, the TR-TE = EDP.B9.

Source: MF

Comments: Values written in black are realisations and ith peojected values.
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Table 3: General Government Expenditure by Function

Percentages of GDP cggg)ee 2009 2010 2011 2012 2013
1. General public services 1 4.5
2. Defence 2 15
3. Public order and safety 3 2.4
4. Economic affairs 4 4.8
5. Environmental protection 5 0.3
6. Housing and community amenities 6 15
7. Health 7 6.2
8. Recreation, culture and religion 8 1.2
9. Education 9 4.2
10. Social protection 10 14.6
11. Total expenditure (item 7 = 22 in Table : TE 42.6

Source: MF

Comments: Only data for Budgetary Central Government andal@overnment are included.
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Table 4: General Government Debt Developments

ESA

Percentages of GDP code 2009 2010 2011 2012 2013
1. Gross debt [1] 35.4 41.6 44.2 46.3 46.7
2. Change in gross debt ratio 6.1 6.2 2.6 2.1 0.5

Contributions to change in gross debt

3. Primary balance[2] 2.4 3.3 3.4 1.7 0.2
4. Interest expenditure (incl. FISIM)[3] 1.7 1.9 2.2 2.2 2.2
5. Stock-flow adjustment 2.0 1.0 -3.0 -1.8 -1.9
of which:

- Differences between cash and accruals: 0.0 0.0 0.0 0.0 0.0
- Net accumulation of financial assets[5] 0.0 0.0 -0.6 0.2 0.2
of which:

- Privatisation proceeds 0.0 0.0 0.5 0.2 0.2
- Valuation effects and other[6] 0.0 0.0 -0.2 -0.2 0.0
p.m. implicit interest rate on debt[7] 5.7 5.4 5.4 5.2 5.0

Other relevant variables

6. Liquid financial assets|[8] 0.0 0.0 0.0 0.0 0.0
7. Net financial debt (7 =1 - 6) 35.4 41.6 44.2 46.3 46.7
Source: MF

Comments: Values written in black are realisations, in begtimates (composite of realisations and projecéddes)
and in red projected values.
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Table 5: Cyclical Developments

Percentages of GDP gg’& 2009 2010 2011 2012 2013
1. Real GDP growth (%) Blg -5.8 -1.6 15 2.0 2.5
2. Net lending of general EDPBO -41 52 56 39 24
government
3. Interest expenditure (incl. EDP.D.41
FISIM recorded as consumption) + FISIM L7 1.9 22 22 2.2
4. Potential GDP growth (%) [1] -1.2 -1.2 0.1 1.3 1.9
Contributions:
- labour
- capital
- total factor productivity
5. Output gap -1.6 -2.0 -0.5 0.1 0.7
6. Cyclical budgetary component -0.6 -0.7 -0.2 0.1 0.1
;) Cyclically-adjusted balance (2- 35 45 54 40 25
8. Cyclically-adjusted primary 18 26 39 18 03
balance (7-3)

Source: MF

Comments: Values written in black are realisations, in bagtimates (composite of realisations and projecéddes)
and in red projected values.

[ Until an agreement on the Production Function Métls reached, Member States can use their owneg(SP).
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Table 6: Divergence from Previous Programme

| 2000 2010 2011 2012 2013
1. GDP growth (% points)

Previous update

-5.9 0.5 3.0 3.5

Latest update 5.8 1.6 15 2.0 2.5
Difference -0.1 2.1 15 15

2. General government net lending (% of GDP)
Previous update -3.4 -3.3 -3.1 -2.3
Latest update -4.1 -5.2 -5.6 -3.9 -2.4
Difference 0.7 2.0 2.4 1.6

3. General government gross debt (% of GDP)
Previous update 33.2 35.5 36.5 36.5
Latest update 354 41.6 44.2 46.3 46.7
Difference -2.2 -6.1 -7.6 -9.8

Source: MF

Comments: Values written in black are realisations, in begtimates (composite of realisations and projecéddes)
and in red projected values.
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Table 7: Long-term Sustainability of Public Finances

Percentages of GDP 2000 2005 2010 2020 2030 2040 2050
Total expenditure - 425 43.0 40.2 409 419 437
of which:
- Age-related expenditures - 15.5 16.9 14.7 15.3 16.2 17.9
- Pension expenditure - 10.1 10.6 8.9 8.2 8.1 8.6

- Social security pension - - - - - - -
- Old-age and early pensions - - - - - - -
- Other pensions (disability, - - - - - - -
survivors)
- Occupational pensions (if in - - - - - - -
general government)
- Health care - 55 6.3 5.8 7.1 8.1 9.3
- Long-term care (this was - - - - - - B
earlier included in the health
care)
Education expenditure - - - - - - -
Other age-related expenditures - - - - - - -

Interest expenditure - 1.9 1.9 2.4 2.7 3.0 3.3
Total revenues - 39.0 378 36.6 36.6 366 36.6
of which property income - - - - - - -

of which from pensions - 5.9 5.8 5.6 5.6 5.6 5.6

contributions (or social
contributions, if appropriate)
Pension reserve fund assets - - - - - - -
of which consolidated public - - - - - - -
pension fund assets (assets oth
than government liabilities)

Assumptions
Labour productivity growth -1.2 3.5 1.9 3.1 2.2 1.1 1.1
Real GDP growth 2.9 4.2 -1.6 3.2 1.2 0.3 0.2

Participation rate males (aged 2 67.8 69.6 71.0 72.4 72.6 71.9 72.8
64)
Participation rates females (age| 55.5 56.8 57.7 58.8 59.0 58.4 59.2
20-64)
Total participation rates (20-64)| 61.5 63.1 64.2 65.6 65.7 65.1 65.9

Unemployment rate 16.1 12.7 11.6 7.0 7.0 7.0 7.0
Population aged 65+ over total - 16.6 16.8 19.6 226 247 27.3
population

Source:CBS, MF

Comments: Values written in black are realisations and ith peojected values.
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Table 8: Basic Assumptions on the External Economic Envirenin

Variable Assumptions for

(annual growth

rates in %,

if not otherwise 2009 2010 2011 2012 2013

stated)
change* change* change* change*
Interest rates (in % p.a., annual averages)

- Short-term

interest rate 123 00 079 -08 102 -7 133 -18 176

(annual average)z

- Long-term term

interest raté 334 00 257 -12 297 - - - -
(annual average)

Exchange rategannual average “-“: depreciation)
oxchangeraleVis 734 00 727 01 7.30 00 7.30 0.0  7.30
USD / € ** 1.39 0.0 1.30 -0.2 126 -0.1 126 -0.1 1.27

Nominal effective
exchange rate 896 26 900 44 910 43 9.7 39 908

Real effective

GDP (in real terms)
- World -0.6 0.7 4.6 1.7 4.3 0.0 4.5 0.0 4.6

- Euro Area -4.1 0.1 1.1 1.1 1.3 -0.1 1.8 0.0 1.8
World trade (in real terms)

-0.5 4.1 3.7 3.7 0.2 5.2 0.6 5.4

Country export -
markets 14.6

World volume of -

trade 111 1.3 10.2 9.0 6.5 13 6.7 0.3 6.9
International prices

World import

prices -8.7 2.4 3.5 0.1 0.7 -1.5 0.6 -0.8 0.7

(goods, in €)

Oil Prices****

(USD per barrel) 61.8 -0.2 789 -3.2 899 104 915 105 92.5

Source: ECFIN, IMF, MF

Comments: Values written in black are realisations, in bastimates (composite of realisations and projectddes)
and in red projected values.

* Change vis-a-vis assumptions made for last PEP

** Projected values of USD/€ for 2010, 2011 and 2@te from Foreign Exchange Consensus Forecastefioer,
2010).

*** Effective exchange rate is calculated as a vasggl mean of bilateral exchange rates of HRK agd&iiR (weight
79.0%) and HRK against USD (21.0%).

For derivation of the real effective exchange theeCPI is used as deflator.

***% Projected values of oil prices for 2010, 2012012 and 2013 refer to Crude Oil Futures pricaded on the
NYMEX

1 IMF (GAS September 2010), euro 6m libor.

2 Blooberg, German 10-year note.
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Annex Il Structural Reforms Agenda and Achievemens

Structural reforms agenda and achievements sholigatan of the measures that were to be implenteiie2010

under the 2010-2012 PEP.

MAIN MEASURES UNDER THE 2010-2012 PEP

Competition and state aid

ACCEPTED
(YESINO)

DATE

COMMENTS

Adoption of Regulation on block exemption in thansport sector
Adoption of Regulation on the procedure and citéor imposing and
calculating penalties

Adoption of Regulation on criteria for reducing pé#ies or acquittal
from penalties

Adoption of Regulation on the registration procedand criteria for thg
assessment of concentration of entrepreneurs

Adoption of Regulation on block exemption of agreets between
undertakings not operating on the same level odiyction

Adoption of Regulation on block exemption of agreets between
undertakings operating on the same level of prédniar distribution

Adoption of Regulation on technology transfer blexiemption
agreements

Adoption of Regulation on block exemption grantec@greements on
distribution and servicing of motor vehicles

Adoption of Regulation on block exemption grantednisurance
agreements

Adoption of Regulation on the definition of theexeant market

| quarter 2011

The Regulation on the procedure and criteria fgrdsing and
calculating penalties and the Regulation on cetéat reducing
penalties or acquittal from penalties were publisimethe
Official Gazette 129/10.

Training as regards the application of new legistafor the employees
of the Croatian Competition Agency, other regulatoodies and the
judiciary (through IPA 2007 programme twinning ol

Training as regards the application of new legistafor students, local
business community, bodies of local authorities tiedoublic in generd|
(through a services agreement in the context of2B@7 programme)

In progress

July 2012

December 2011

The Croatian Competition Agency has been implemgrttie
twinning project since Julg010. Initial training activities with
the Croatian Competition Agency and in cooperatiith the
sector regulators (Croatian Post and Electronic @onication:
Agency)have been carried out.

The Croatian Competition Agency has been implemgritie
Services Agreement (CroCompete project) since Dbeem
2009. During 2010, the major part of the traininggtudents o
the Faculty of Economics and Business and the BasfiLaw
was completed, several seminars for the local lessin
community and bodies of local authorities were eid a
number of activities covered by media were perfatmith a
view to informing the general public.

Adoption of a rule on state aid in accordance Withprocedure
prescribed by the Regulation on state aid

The measure is beiny

implemented on an
ongoing basis

During 2010, three decisions on the publishingutés on statd
id were adopted and the Decision on amendmetite to
Decision on the publishing of a list of rules oatstaid was alg
adopted (Official Gazette 31/10).

The completion of the state aid approval proceftar€roatian
shipyards

Professional training of the employees of the GanaCompetition
Agency and providers of state aid (on the centmellacal level) throug
an IPA 2007 programme project

In progress

| quarter 2011

July 2012

The state aid approval procedure for Croatian stigsyis in
progress, and since November 2010, in this prabes€roatia
Competition Agency has had the support of constdttmough
an IPA 2008 project.

Professional training of the employees of the Ganat
Competition Agency and state aid providers is piegliat all
levels through an IPA 2007 project, and the préjenttial
activities performed in cooperation with indepentdetperts
and the twinning partner from the Great Britaink@tace in
2010.
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Privatisation

Transformation of the Croatian Privatisation Funttoduction of newll/
Yes

models of privatisation and preparation for saleahpanies in majori
ownership

By the end of 2010

At present, a proposed Ait igarliamentary procedure.

Ongoing (until

The second public tender procedure for privatisatib
shipyards was announced on 15 February 2010 asdd:fmn 1!
May 2010. Four bids were received for three shigyar
(Brodotrogir, Brodosplit and 3. MAJ), whereas nd hias

Privatisation of five shipyards and one subsidiary esY gg\rﬁ\nlzz;\itcl)c;r)l received for the shipyards Uljanik and Kraljevitrthe
P meantime, the Government of the Republic of Craatik a
decision to announce the third public tender pracedor the
shipyard Kraljevica.
A comprehensive concept and new methods of managerhe)
the state property are elaborated in detail irptioposal of the
Professionalisation of management of a part optirfolio (mainly Stat.e Property Management ACI’ which is curremtly i
minority stakes) No 2010 parliamentary procedure and is expected to be addpt the
Y end of 2010. According to the said proposal ofAbe
privatisation of minority stakes through closed-ameestment
funds has not been envisaged.
Continuation of privatisation of the Croatian Raiis Yes Ongoing
Railway restructuring
The activities are being carried out on an ongbiagjs. In
Drawing up subordinate legislation Yes 2010 2009, seven ordinances and in 2010 two ordinamcéifield
of safety of railway transportation were drafted.
A new Network Report is drawn up every year (leise
Drawing up a network report Yes 2010 provision). The Network Report for 2012 is beingwin up an
is to be finalized soon.
The activities are being carried out on an ongbiagis.
Allocation of routes to operators Yes 2010 Currently, two operators are active: HZ Cargo addritniki
prijevoz
Election of the director of the Agency is under wagcording
Establishment of the Railway Transport Safety Agenc Yes 2010 to the plan, the Agency should start operationthbyend of
2010.
The activities are being carried out on an ongbiasgjs.
Drawing up annual maintenance and modernisatiamspla Yes 2010 Planning is carried out within the framework of aahbusinesg
plans, which are adopted by railway companies.
Restructuring of the shipbuilding industry
Adoption of the National Programme for Shipbuildingustry In order to s'peeld UP restructurlmg O.f the sh|ph1ngdnldustry
. No Postponed by way of privatisation of certain shipyards, itsxdecided to
Restructuring ) y
draw up restructuring programmes on a case-by{rasis.
Apnoqnc_ement of.the f'rSt. rounq O.f public |nV|ta_1mf0r tenders for Yes 1 August 2009 All bids received in the tendercprure have been rejected.
privatisation of shipyards in majority state-owrigps
S Bids for privatisation of the companies Brodatgena
A:c;)tlij:;ieorze;t;;ithzrsdesci?]ngq:_)::d ;fa‘::_bc:'\; n ifor tenders for Yes 15 February 2010 |industrija Split d.d., Brodogdevna industrija 3 MAJ d.d. fron
P Py jority Rijeka and Brodotrogir d.d. from Trogir have beeoaived.
Apnoqnc_ement of the_th|rd rount_i of public invitatsofor tenders for Yes 2 November 2010| Three bids have been received.
privatisation of the shipyard Kraljevica d.d.
Through implementation of its own Restructuringd@emnme
The shipyard Uljanik d.d. coming out of companylifficulties status Yes December 2010|and repayment of unadjusted state aid, the shigytaaik d.d.
came out of the economic hardship.
Implementation of the Restructuring Programme fierghipyards in The implementation is expected to start in 201b¥dhg
L ) - ) No 2011-2015 o ; )
majority state ownership that are suffering hanalshi acceptance of individual shipyard restructuringgoammes.
Energy
The most important activity in 2010 relates to pheparation o
Alignment with the Third Energy Package legislative framework for the application of'thelr'EhE.nergy
Package. A study, which analyses all required césiy
accordance with the Third Energy Package, has ineeie.
It is expected that all necessary laws that widllge
implementation of the Third Energy Package willemacted
during 2011. In the field of natural gas, the regjohs adopted
Adjustment of the internal market to EU conditions in the preceding year have been applied. Basedgisidtive
provisions, in the course of 2010 market pricesevegplied in
Yes Continuous/in progre %racnce to all customers, except households.dnylear's PEP

Adjustment of the infrastructure to market needs

Refined petroleum products - monitoring oil andredl petroleum
products reserves on EU level and fuel extractioaccordance with E
standards

was stated that the Croatian and the Hungariaratgreof the
gas transport system had signed an agreement on the
construction of a gas pipeline which should integytzoth
systems. This pipeline ensures technical possdsilfor
unrestricted import of gas into the Republic of &ia and ther
are no more technical restrictions in the transpgstem which
posed a problem in further liberalisation of the gearket.

In the field of refined petroleum products, the &ian
Compulsory Oil Stocks Agency (HANDA) continues its
activities in accordance with plans.
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Small and medium-size enterprises

Strengthening competitiveness of small businesses
Innovation and new products These measures were implemented in 2010 and will be
Stimulate fast-growing small business entities implemented continuously until 2912 in accordandé e )
E hio of 2008-2012 Programme of Incentives to Small and Mueelsize
ntrepreneurs !p orwomen . Enterprises of the Government of the RoC (adoptethe basi
Entrepreneurship of young persons, new entranthiandicapped of a Conclusion of the Government of the RoC ofpil
person 2008). The Programme’s implementing act is the ainnu
Entrepreneurship in the culture and culture-relatedstries Operational plan for stimulating small and meditizes
Clusters entrepreneurship in the current budget year. 110261t
Development of crafts and trades Yes Continuous| Operational plan was adopted based on a Conclo$itire
. Y Government of the RoC of 25 February 2010. Theudtiting
Development of cooperatives . . .
; . environment is based on the Act on Small Business
Use of new technologies and technological procedure Development Incentives (Official Gazette 29/02 88(D7), the|
Introduction of EU standards adopted budget plan and projection, legislatioregowg the
Linking SMEs and R&D establishment of‘small bulsirl1e3§ emities (compapiaﬁs and
. - . - trades, cooperatives, profit institutions and otities of
Marketing and advertising of small business ertitie X k X . .
e SoF . ] small and medium-size enterprises), the State Aid(@fficial
Coordination of activities in e-trade and e-busineshancement, public Gazette 140/05) and subordinate legislation govgrstate aid
portals for small businesses The Government of the RoC adopted on 30 June 2G08 t
Promotion of entrepreneurship Decision on the strategic and institutional framekfor the
Low-cost lendin use of structural instruments of the European Uitiche
9 Republic of Croatia. The Decision defines strudtura
Financial instruments for regional developmentrafepreneurship v Conti | instruments of the European Union, strategic docusnef
es ontinuously ; ;
Analysis of the requirements for EU financial instients .the RoC for the us_e Of_ structural |nstru_ments,txbd|es
in charge of coordination of structural instruments
Guarantees verification of payments from structural funds etens
Stimulate development of the Croatian Agency foabBusiness and review, and the bodies in charge of preparatfah
. . . management of certain strategic documents. Theegtca
Stimulate regional development agencies ) documents for the use of structural instrumenthef
Training and development of a network of consuttant Yes Continuously  |European Union to be agreed between the Republic of
Support to development of entrepreneurial centeefinological parks Ctro?nq andfthe Eu{tf)pean Colinmlcsiscl;)n ar?: Nalnonal
and business incubators strategic referential framework and Operationa
- - - — programmes. In the Republic of Croatia, 15
Project of the national learning programme for eptteneurship in operational programmes have been establishedéor th
formal and informal education use of structural instruments. The Operational
South East European Centre for Entrepreneurialriiegu(SEECEL) programme for competitiveness am_j innovation Is one
of the programmes whose preparation and management
Students' entrepreneurial incubators comes within the competence of the Ministry of the
Education for crafts and trades and cooperatives Yes Continuously  |Economy, La}bour anq lEntreprenleursmp, wh|ch will
] . ] cooperate with the Ministry of Science, Educatiod a
Children’s entrepreneurship week Sports, Business Innovation Centre of Croatia (BIQRo.0.)
X . . - . - . and the Croatian Agency for
Co-financing of universities with specialist entreqpeurial programmeg SME (HAMAG) in the performance of its tasks.
Pupils' cooperatives and pupils' firms
Public-private partnership
In the period between 11 January and 2 July 20&0Agency
was the beneficiary of an IPA 20@Winning light project
LStrengthening of the Administrative Capacity o thgency fo|
Public Private Partnership in the Implementatiothef New
Training of employees of the Agency for Publicvate Partnership Yes Continuously |Public Private Partnership Legislation®, and durihig period
training was provided for the employees of the Axyeior
Public-Private Partnership. An internal traininggnramme in
specific topics related to public-private partngrshas
continuously implemented throughout 2010.
The Governing Council of the Agency for Public-Riis
Adoption of an ordinance on the organisation arepkey of the Registt Yes September 2010 Partnership adopted on 29 September 2010 the wakiren
of Public Private Partnership Agreements P the organisation and keeping of the Registry oflietRrivate
Partnership Agreements.
A Screening Report on Croatian Public Private Rasimip
legislation in comparison with best European pcastivas
made as part of the twinning light project; theddcal Manual
R . . . for the Preparation and Conduct of PPP Projectspnegzared
Scientific analysis of practical experiences ves sly on the basis of the report on Croatian Act on RuBtivate
Partnership with regard to best European practaleag with g
Draft comprehensive set of standardized document8®P
projects (in Croatian and English).
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Banking sector

Coordination between the Agency for Public-Privaggtnership and the Active coqperatlon bemgen the Agency for Eublwﬁe
. ) . A ) . . Partnership and the Ministry of Finance, partidylan the
Ministry of Finance in the activities of approvalcaimplementation of Yes Continuously .
- X X tasks of assessment and approval of PPP projetts an
public-private partnership projects S -
participation in training programmes.
In the course of May 2010, the Agency for Publio+&te
Partnership held in Split, Osijek, Rijeka and Zagneo-day
Training of participants in the procedures of pregian and ves Continuousl seminars on public-private partnership. In April@0the
implementation of public-private partnership pragec Y Agency entered into an Agreement on Business Catipar
with the Croatian Employers' Association in thevision of
training in the field of public-private partnership
Implementation of the Regulation on the supervisibmplementation
of agreements on public-private partnership Yes Continuously The measure is being implementeainoongoing basis.
Implementation of the Regulation on the criterindesessing and . During 2010, the Agency dealt with 9 proposals BPFproject:
R L X . Yes Continuously - o
approving public-private partnership projects at various finalisation levels.

Preparatory activities for amendments in accordavite
amendments to Capital Requirements Directive, catijoa

Employment stimulation

EU legislation monitoring Yes Continuously  |with the Central European Bank in the field of &tefining and
internal presentations on the topic of amendmenis.t
legislation.

The presentations with regard to reporting on tesof

Presentations for banks, credit unions and sawiag&s of new ves Continuousl amendments to the Credit Institutions Act and rahev

legislation to be adopted in 2009 and implementechf2010 onwards Y subordinate legislation were held in January, May @ctober
2010.

Improving the system of prudential reporting of kea(FINREP, . Development of a data warehouse which supporteah of

Yes Continuously . .

COREP) data for prudential reporting.

Non-banking sector

Act on Electronic Money Institutions Yes November 2010 The.ACt on Electronic Money was adopted in Croatian
Parliament on 26 November 2010.

EU acquis communautaire monitoring and alignmergretmecessary Yes Continuously
The risk analysis matrix for assessment of opematidsks of
supervised entities was developed - the Agency sake

. . - . continuous efforts to improve direct and indiragparvision in

Supervision of entities - supervision based on aiséessment Yes 2010-2012 order to identify both whether individual superdsantities
operate in accordance with the law and the levekaf
exposure of their operations.

In 2010, the Agency launched a new website "Regglat

Education of the public and investors Yes Continuously  |information publication and educational servicd PR

(www.ripe.hanfa.hr)

Analysis and independent evaluation of annual eympémt stimulation

The Government of the RoC adopted a report on the

efficacy and greater focus on users' needs - "topeddfice” throughout
Croatia

plans Yes 17 June 2010 implementation of active employment policy meastioe2009
Since, during 2009, there was very little intefaghe use of th)
subsidies under this Act (only five applications 236

Act on Subsidies for Job Preservation Yes 14 July 2010 employees in tqtal), amendments were made to rethe(_:e
number of requirements which must be met by emptolye
order to be entitled to these subsidies and pregebs through
reduction in working hours.

Social security system

Acton Amendmepts o the Act on Employment Mediatmd Yes 28 October 2010 | The Act was published in théc@affGazette 121/10.

Unemployment Rights

Ensure minimum living standards for the most undeitpged part of th Yes 2010

population
A proposal of a Draft Social Welfare Act has beegpared for|

Enactment of a new Social Welfare Act No 2011 a public discussion. Enactment of a new Social #elfct is
expected in the first quarter of 2011.

IT networking of the social welfare system andistiaal alignment with| The measure 1S |r‘nplemen‘ted on an_ ongomg l?a5|s

Yes 2010 simultaneously with ensuring technical conditiomether

EUROSTAT methodology
systems.

Broadening of the social services network throdghintroduction of th The measure 1s implemented as part of thg ct_)un?;ilsp

X . . Yes 2010 planning and development of a Master deinstitutieaion

mechanism of local social planning T
plan, whose adoption is in progress.

Improve work organisation of social services thiotige introduction o

a new model of organisation of social welfare aenttimed at higher Yes 2010 The measure is implemented on an ongoing basiaghro

trainings provided by social welfare centres thtaug Croatia
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Drawing up and adoption of the National strategytfie protection of

The National strategy for the protection of chillegainst
abuse and neglect has not been adopted becalmerwedd to

students' and pupils' dorms in the Republic of Gaoa

More efficient distribution of total budgetary fuméarmarked for aid
within the sector

Development of the Vineyard Register

children against abuse and neglect No 2012 prepare organisational structure for the competésrce
development of the Strategy.
Drawing up and adopting a Protocol on the proceduoase of serioug The Protocol has not been adopted because of éietae
neglect of a parent, adoptive parent, guardiamotter person No 2011 prepare organisational structure for the competésrcdrawing
pertaining to the responsibility to provide foraare for a child up of the Protocol.
The National plan to prevent sexual exploitatiorchifdren hag
Working out the National plan to prevent sexualleiation of children No 2012 not been adopted because of the need to prepasisatonal
structure for the competence for its development.
The procedure for signing and ratification of then@ention on|
Initiating the procedure for signing and ratificatiof the Convention ofi the Protection of C_h||dren and Cooperation in RgSpé
N : oo Intercountry Adoption (the 1993 Hague Conventioag been
the Protection of Children and Cooperation in Respélntercountry No 2011 - o L
Adoption (The 1993 Hague Convention) initiated, the Convention is at the stage of subiisto
P 9 competent government bodies in order to obtain thihion,
and the completion is expected during 2011.
Participation in the drawing up of operational planthe future ESF Yes 2010 The measure is implendeotean ongoing basis.
Supervision of the implementation of the projeataificed from IPA Yes 2010 The measure is implemented on an ongoirig, bas
2007-2009
Implementation of the project "Establishment of Son for Social o . )
Inclusion and Employment for Socially Vulnerablelavarginalised Yes 2010 The p_rolect is implemented in accordance with péahn
N deadlines.
Groups'
Ensuring the right to child support which is gairsed paid depending
on the total amount of household income and otbeditions regulated Yes 2010
under the Act on Child Support
With a view to achieving the measures of the Nation
. X . Population Policy, the activities relating to apption of the
Improvement of the system of family aid in accomawith the Nationd| . ) .
. ; L . . . Act on Maternity and Parental Benefits and the éxcChild
Population Policy (application of the implementiegulations based oh Yes 2010 X .
the National Population Policy) Support have been continued. The work of the fotioda
P Y Croatia for Children, which became operative in20tas been
continued as well.
In 2010, the operation of 17 founded family centves
Continuation of work of the established family eestand branches of continued. No further investments are planned. The
. Yes 2010 N ) . ) .
family centres establishment of new centres will be considereer diftancial
resources are ensured.
Providing scholarships to regular students - stugte scholarships t ves Continuousl
regular students of university, vocational and gstuate studies Y
Subsidizing transportation costs of regular stuslant handicapped
students, subsidizing costs of meals and accomioodait students in Yes Continuously

Continuously

November 2010

Rural development policy will be the pivotal paftlee future
European policy in Croatia. This policy currenticaunts for g
share of less than 20% in the total Croatian afjural aid,
which should be nearly doubled in the next two gear

The Vineyard Register has been established onatbis bf the
Ordinance on a vineyard register, obligatory states)
accompanying documents and wine cellar recordsaj@iff
Gazette 121/10, 132/10) in accordance with EU letiis. The)
Vineyard Register forms an integral part of the iBeg of
agricultural farms and is kept by the Paying Agefucy
Agriculture, Fisheries and Rural Development. Tfanef data
from the Register of Grape, Wine and Fruit WinedRiers to
the Vineyard Register is in progress.

Drawing up a Food Processing Industry Developméat&yy

No

2011

Activities on the drawing up of the Strategy invedvthe
drawing up, enactment and adoption of the Straftegthe
Development of the Economy, whose implementatios the
responsibility of the Ministry of Economy, Labourca
Entrepreneurship. Therefore, before these strategic
determinations were defined, it was not possiblgtaeot workin
on the draft of the Food Processing Industry Dewalent
Strategy. Furthermore, as no sufficient funds heehb
envisaged under the 2010 budget, the appointed ¢trandid
not start working on the drafting of the strategy.
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Adoption of the National operational programme dfsidies for the

The operational programme was not adopted in 261 a
adoption is closely connected to the adoption efftbod

food processing sector No 2011-2012 Processing Industry Development Strategy and tgdizdy
funds for the 2011-2013 period.

. . ] . The Act on State Aid to Agriculture and Rural Deyghent
Adoption of a new Act which will regulate directymaents throughout Yes 15 July 2010 |(Official Gazette 92/2010) was adopted on 15 Jaly®@and
the pre-accession period .

entered into force on 1 January 2011.
The project under the name "Design, development and
implementation of the central veterinary informatgystem" is
Establishment of the Central Veterinary Informat&ystem Yes 4 August 2010 [financed by the World Bank. The project is impletaerby the
company S&T Hrvatska d.o.0., which on 4 August 26itPed
an agreement stipulating the completion term ofnbhths.
In accordance with the Ordinance on the requiresnehtch
must be met by veterinary organisations, veteripaagtice an
Entering into an agreement on delegation of officispection tasks to Yes 30 June 2010 veterinary service in the veterinary activity implentation
an inspection body system (Official Gazette 45/09), a procedure terweimto
agreements with accredited veterinary organisaticas
initiated on 30 June 2010.
Every year the Veterinary Directorate of the Minjstf
Agriculture, Fisheries and Rural Development adaptstional
crisis response plan, which contains a list of messthat are

. . - . carried out in case of outbreak of a specific diseén 2010,

Establishment of crisis response centres and filmgiishing Yes Continuously National Crisis Management Plans were adoptedsiper of
foot-and-mouth disease, classical swine fever raiviiuenza,
Newcastle disease, bluetongue disease, bovine ifpang
encephalopathy and African swine plague.
- . . . Serological monitoring is carried out on a regalad ongoing
Monitoring programme implementation Yes Continuously basis with the aim of timely detecting any outbrefla diseasd.
The Veterinary Practice Act, Article 48, paragrdplanimal
cadavers and by-products of animal origin whichrare
intended for human consumption must be disposéul the
Collection and harmless disposal of animal cadavers Yes Continuously  |prescribed manner to ensure that these units ofilendanger
human or animal health or the environment. In tepulic of
Croatia, utilisation tasks are carried out by tompany
Agroproteinka d.d.
Financing rural development measures from pre-a@messsistance The pre-accession assistance programme SAPARD was
programme SAPARD Yes 31December 2009 completed on 31 December 2009.
Financing rural development measures from thetingnt for pre-
accession assistance IPA component V of IPARD @rogre 2010-
2013: |nve_stment in agncultu_ral farms for the mse Qf restruc.tunrjg The implementation of the measures of IPARD prognam
and reaching EU standards, investment in procesdiagd trading in . . - -
; ’ . Until completion of |started at the beginning of 2010 after accreditetiad been
agricultural and fish products for the purposeesttructuring and Yes N . . - p

X ; IPARD programme |received, and will be implemented until accessibthe
reaching EU standards, improvement and developofental . . X
X . U . Republic of Croatia to the European Union.
infrastructure, diversification and developmentwfl economic
activities, preparation and implementation of latakl development
strategies (LEADER)

Financing rural development measures from the btadget: aid for

insurance against potermal damages in agnculp:mju_ctlon., aid for. Until accession of the

preservation of authentic and protected breedswfedtic animals, aid . X

L . ) ; - Yes Republic of Croatia t

for capital investments in agriculture, agriculiueam income support, the European Unior

aid for ecological and integrated agricultural pretibn and aid for the P

areas where conditions for agricultural husbandeyumfavourable
Since beginning of 2010, in addition to markingrbgans of ed
tags, an electronic identification system (boluaswntroduced

Implementation of animal marking Yes Continuously  |for sheep and goats. Bolus is an electronic datrdeabout th
cattle which remains in the digestive tract of @inémal for the
rest of its life

Ordinance on the quality of sheep trunks and haledsssification and ves 5 March 2010 The Ordinance on the quality of sheep trunks amekbavas

rating of sheep trunks and halves on the slaudjner published. (Official Gazette 30/10)

Ordinance on the marking of beef - a system of mgr&f beef which The Ordinance on the marking of beef was publig(@fticial

. Yes 1 May 2010
ensures traceability control Gazette 52/10)
A programme of agricultural land consolidationfie Republic of Yes Continuously until

Croatia for the 2009-2021 period

2021
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Drawing up a National Strategic Plan

Operational Fisheries Programme

Drawing up a National programme for data collecaou its
implementation

1 April 2011

1 August 2011

1 April 2011

The final text of the National Strategic Plan idadopted
through the intensive consultations with the secfbis stage 9
drafting the final text is taking place just now.

The legislative basis for the adoption of the Ofienal
Fisheries Programme is provided by the Act on Strat
Support to Fisheries and Regulation of the Fiskevlarket. As|
the Operational Programme is the implementing de&curof
the National Strategic Plan, it can be drawn upy after the
National Strategic Plan has been drafted and aedept

Drawing up of the said programme started with arnéesal
support under the pre-accession fund IPA 2009.dEeiment
along with a draft intended for submission to farthrocedure
is expected to be ready mid-December. Submissidurtioer
procedure is foreseen for February 2011, and aniofior
beginning of April 2011.

Acquisition of vessel monitoring devices

1 February 2011

Some complaints have been received following cotiguief a
public tender procedure, and the final decisidio ise taken b
the State Complaints Committee, which is still pagd
Depending on the final decision of the Committemrapriate
activities will be undertaken.

Inspection service strengthening

Alignment of special procedural legislation witte thew General

18 March 2010

The Government of the Republic of Croatia passedicisior]
on institutional and operational capacities andiathtnation of
the Republic of Croatia in the field of supervisieontrol and
inspection in the fisheries.

The implementation of the measure is in progréss (t

Strategy for the 2009-2012 period

Development of a knowledge-based society

Administrative Procedure Act Yes May 2010 regulatlops that need to be aligned have beenifigehand will

be submitted to further procedure).
- The alignment of the provisions of the Act on CBérvants

Application of the Human Resources Developmentt&gsa Yes 2010 with the Strategy is in progress.
An analysis of the system of public agencies has lbarried

Adjustment of the system of public agencies with4tahdards Yes 2010 out and the system rationalisation is under wdinawith the
recommendations given following the analysis.
Preparatory activities for new uniform legal regiaas related

Regulation of the issue of salaries in the pulsicter Yes 2010 to salaries of the employees in the governmentpaibtic secto
are in progress.

Implementation of activities envisaged under thplémenting Plan for

E-administration Development Strategy for the 22092 period, Yes 2010

planned for 2010

Drawing up the first annual report on E-administratDevelopment

Strategy for the 2009-2012 period, in 2009 Yes March 2010

Drawing up a semi-annual report on E-administraBewvelopment ves October 2010

February-Septembe

appointments in all hospitals

Implement the state school-leaving exam Yes 2010

Health care reform

Reduction in the numb_er of groups in _respect oftvitihe costs of ves June 2010

supplementary health insurance policies are paithédgtate budget
Abolition of special medical committees and appoint of
authorised physicians of the Croatian InstituteHealth
Insurance was fully implemented in 2009. The messaimed
at increasing work functionality of authorised pitigns were
being implemented during 2010 and these includei th

Abolition of special medical committees of the Giaa Institute for Yes 2010 equipping with netbooks with a possibility of maficonnectio

Health Insurance and appointment of authorisedipiays for field worl to the database of the Croatian Institute for Helalsurance
from the elected physician's office. In additionridg 2010 the|
powers of authorised physicians were changed (apphy an
authorised physician for home care is no longeesgary), so
that they can direct their efforts toward the aseaork of
special interest to the Institute.
Implementation of the measure is under way and afte
completion of informatisation of the health carsteyn it will bg

National waiting lists and establishment of a calninit for making ves 1 May 2010 fully implemented. Upon completion of informatisatiof all

hospitals, which is at the final stage, nationaitiwg lists will
be made transparent. It is expected that thesataiwill be
continued in 2011.
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Introduction of rules on ethical advertising of riunes

Reorganisation of emergency medical service

May 2010

2010

During 2010, almost all pharmaceutical companies dine
authorised for trade in the medicines listed onligte of
medicines of the Croatian Institute for Health hasice entere
into an Agreement on ethical advertising of medisiwith the
Croatian Institute for Health Insurance (60 agre@sia total).
The measure has been fully implemented.

Reorganisation of emergency medical service iogpt which
is implemented at the national level. In 2010,asw
implemented in the city of Zagreb, and the progecttinues to
run.

Reorganisation of the hospital network in Zagreb

July 2010

During 2010, the public health service network waanged in
relation to the hospital segment in Zagreb by aatiex of
hospitals (Jordanovac Hospital to the Universitypital Centr
Zagreb, Vuk Vrhovac Hospital to Merkur Hospitaldathe
Children's Hospital Zagreb, the University Hospftal Tumour
and the Accident Hospital to Sestre Milosrdnice pitzd).
There were additional changes within the publidtheservice
network in that the hospitals founded by the Citgagreb wer
merged ( 7 hospitals have been merged into twaientSveti
Duh Hospital and the Specialist Psychiatric Ho$ptapce
Zagreb).

Reform of the judiciary

Revision of the Action Plan of the Judiciary RefdBtnategy

Yes

20 May 2010

Revision of the Action Plan of the Corruption Preten Strategy

Yes

18 March 2010

Establishment of the Judicial Academy as an indépeninstitution

Yes

1 January 2010

Enrolment of the first generation of students ia Kational school for
judicial officials

In progress

1 January 2011

On 29 October 2010, a public announcement of vaeaneas
published in the Official Gazette 112/10, Noticasd it related|
to the enrolment of the first generation of cantéddor judges
and state attorneys in the National school. Ikjzeeted that th
candidates will be enrolled by the end of 2010.

Further rationalisation of municipal and misdemeareourts and state
attorney's offices

Rationalisation of the network of county and coni@rcourts

In progress

Yes

2019

2019

The process of physical rationalisation of couras wontinued
during 2010, three standing services were physicadirged
with three municipal courts. Also, three standirgvices were
physically merged with three seats of misdemeanourts.

The Act on the territorial jurisdictions and seatsourts was
adopted on 23 November, providing for rationalwatf the
network of commercial and county courts. The nundfer
county courts was reduced from 21 to 15, whereasitimber
of commercial courts was reduced from 13 to 7. £kave beg
made to implement physical rationalisation measiméise
period from 2011 to 2019.

Introduction of ICMS
- ICMS planned to be introduced in 60 courts (3Gitipal, 19 county
and 11commercial courts)

31 December 201(

By 30 November 2010, ICMS was introduced in 60 tas
planned.

Drafting of a new Enforcement Act and Act on Pulilitforcement
Agents

2010

The Enforcement Act and the Act on Public Enforceime
Agents were adopted in Croatian Parliament on 28hRter
2010.

Establishing a professional organisation at thé&tion Directorate

In progress|

2012

In its 60th session held on 10 June 2010, the Gowvent of the
RoC adopted the Action Plan for Probation Develapriethe
Republic of Croatia for the 2010-2014 period.

In August 2010, a public announcement of vacane&Es
published for the recruitment of employees at thedorate fo
Probation and Victims and Witnesses Support.

Implementation of the common information systemtfar land registry
and the cadastre

2010

A test production of the common information sysfemthe
land registry and the cadastre is being carriedabtite
municipal courts in Zadar and PoZega, and detenteds are
corrected.

Environmental protection

Drawing up further guidelines and provide trainfogthe
implementation of the EIA and SEA procedures

Draw up a report on the state of the environmeitiénRepublic of

Croatia in the 2005-2008 period

Da

December 2010

| quarter 2011

The segment of the training and guidelines thattesito SEA
on a regional and local level is covered by IPA@@loject -
Strengthening the capacity for implementation cdtsgic
environmental impact assessment at regional arad leeel,
whose realisation is scheduled for the 2011-20t®@e

The period for expert review of texts by competastitutions
has been extended.
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Upon accession of tl

én accordance with a decision of the GovernmethefRoC

Inclusion in the greenhouse gas emission tradietgsy No Republic of Croatia tpand the Ministry of Environmental Protection, Pleg$iPlannin
the EU and Construction
Adoption of the Regulation on technical environmergtection
standards for reduction in emissions of volatilgamic compounds
resulting from refuelling of motor vehicles at seevstations, in Yes 2010
accordance with the obligation imposed by the Rivec2009/126/EC
on Stage Il petrol vapour recovery during refugllaf motor vehicles a
service stations
Adoption of amendments to the Regulation on thdityuaf liquid
petroleum fuels (Official Gazette 53/06, 154/08 84410) in accordan
with the obligation imposed by the Directive 2009EBC amending ves 2010
Directive 98/70/EC on the quality of petrol andsdikfuels and Directi
1999/32/EC relating to a reduction in the sulptamtent of certain
liquid fuels
Drawing up the Action Plan for reduction in air jpgibn by ground-levg In 2010, the Action Plan for reduction in air poitn by.groun
ozone in designated and populated areas of thebRef Croatia No End of 2011 !evgl ozone wgs drawn up and,_after the text has bejusted,
it will be submitted to the adoption procedure @12.
Annual assessment of air quality at designatedsaaed in populated
. - . . Yes 2010
areas on the territory of the state, and revieaifuality categories
Establishment and maintenance of air quality infition system (as part
) . . Yes 2010
of the Environmental Protection Information System)
Because of the requirements of Directive 2003/8 &G
regard to the procedure for approval of the "Ptartlie
allocation of greenhouse gas emission quotas iRémiblic of
Implementation of the Plan for the allocation cégmhouse gas emissipn No 2012 Croatia" by the European Commission, and spedifiedth
quotas to legal entities regard to the requirement to ensure verified infitiam on
emissions from each installation covered by thesSion
Trading System, derogation from Directive 2003/&7 far
Croatia until 31 December 2012 was requested.
In the last quarter of 2010, amendments to the R&gn on
greenhouse gas emission quotas and the methodssfiens
Establishment of the greenhouse gas emission gaystem Yes 2010 allowance trading from 2008 were adopted. As frodaduary
2010, operators started the greenhouse gas ensssammitorin
process.
The Ordinance on the requirements for issuing agisdo
legal persons for performing professional environtak
Adoption of an implementing regulation on the caiodis for the ves 2010 protection activities (Official Gazette 57/10), whilays down,
conduct of verification of facility emissions repor among other things, requirements that must be yttelegal
persons which will verify the Greenhouse Gas Emissi
Reports.
In 2009, the project "Support for the preparatiba aational
action plan for the reduction in airborne partitelematters
(PM) and NOx in the Republic of Croatia (Directive
2008/50/EC)" was proposed within a bilateral profEdche
RoC and the Flemish Government. The project was not
Development of action plans for the reduction ibaine particulate No End of 2012 approved by Belgium until March 2010. It has bemes$een
matters (PM) and NOXx for specific areas in the Réipwf Croatia that the project will be carried out until July 20Foreseen
deadline for the preparation of action plans féected
agglomerations where PM and/or NOx values are ebezbes
the end of 2011. A complete National action plartlie
reduction in airborne particulate matters (PM) ai@k in the
Republic of Croatia will be drawn up by the end261.0.
Development of hazardous waste management systéudiing Yes November 2010 The project PHARE 2006 was completed on 30 November|
identification and management of "hot spots" inalia- Phare 2006 2010. Preparation of a Final Report is under way.
Strengthening/reform of the existing system of watanagement
financing and ensuring an increase in annual ailmes (amendments
to/adoption of new subordinate legislation basethenAct on Water Yes 1 January 2011
Management Financing)
Strengthgning of water management planping - coatian of work on No 30 November 2011 A draft of the Water Areas Management Plan has besnn
the adoption of water management plans in two vwatess up.
More intensive implementation of water protectiogasures, especiall
with respect to the preparation and implementatiinfrastructural .
Yes Continuously

water protection projects; rehabilitation and coetiph of the existing
and building of new public drainage systems
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Reduction in losses in the existing water suppbtesyis and an increas
in connections to the public water supply systemagi¢nal water suppl

systems), rehabilitation and completion of the tixgsand building of Yes Continuously
new water supply systems
Improvement of the existing and development of ireigation systems Yes Continuously
Greater investments in the system of protectiofnagdamage caused ves Continuously
by water
The Plan for Wolf Management in the Republic of &i@ and
. . . . the Action Plan for the 2010-2015 period was adbpte
Adoption of the Plan for Wolf Management in the Bilic of Croatia Yes 15 July 2010 accordance with Article 96, paragraph 2 of the Katu
Protection Act (Official Gazette 70/05 and 139/08).
The Plan for Lynx Management in the Republic of&i@and
) . . . the Action Plan for the 2010-2015 period was adbpte
Adoption of the Plan for Lynx Management in the Relr of Croatia Yes 7 September 201 hccordance with Article 96, paragraph 2 of the Keatu
Protection Act (Official Gazette 70/05 and 139/08).
International cooperation in the area of protectibnature (projects
implementation):
A final report has been prepared as part of theld\Bank's
advance (IBRD P4500-HR) and will serve as a basithe
implementation of the five-year EU Natura 2000 ¢ggion
The World Bank's advance (IBRD P4500-HR) for theparation of EY In Drogress 1 March 2011 Project for the purpose of strengthening the ngtuoeection
NATURA 2000 Integration Project prog system in order to fulfil the obligations imposedBU
directives and strengthening the capacity for stmat funds. In|
the forthcoming period, formal activities relateddan
authorisation will be continued.
The Management Plan forckh Nature Park establishes the
Adoption of the Management Plan fotka Nature Park Yes 23 February 201 j’nar?agement goals, |mp|ementat|on and monltorlrt‘gcaf
achievement along with the assessment of costatiation of
the planned management measures for a period gétes.
_Further Fievelopment and upgrading of the faciliied emissions Yes Continuously
information system
Alignment of the legislation in the field of cherals and
biocidal products was continued and to that enddiewing
regulations were adopted: 1. List of hazardous atedmwhose
marketing is prohibited or restricted (Official Gdte 17/06,
39/10)
2. Ordinance on amendments to the Ordinance osifitation,
. . . . marking, labelling and packaging of hazardous chatsi
Implementation of the National programme of cheirsedety Yes Continuously (Official Gazette 113/10)
3. Ordinance on amendments to the Ordinance olisttef
existing active substances permitted in biocidatipcts
(Official Gazette 36/10)
4. Ordinance on amendments to the Ordinance olisthef
existing active substances which are not permittédocidal
products (Official Gazette 36/10)
1.) List of hazardous chemicals whose marketimgaibited
Adoption of subordinate legislation to regulate #éhea of hazardous . or restricted (Official Gazette 17/06, 39/10)
X Lo L e 1.) 1 April 2010 . N
chemicals whose marketing is prohibited or regtdand classification Yes 2.) Ordinance on amendments to the Ordinance on
. X . 2.) 4 October 2010 P . . .
marking and packaging of hazardous chemicals classification, marking, labelling and packagindafardous
chemicals (Official Gazette 113/10)
Adoption of 1.0rdinance on amendments to the Ordiean the list of L lOrldlnange on amendments tq the Qrd!nalnce olrstraf

L ; ! AN existing active substances permitted in biocidatpcts

existing active substances permitted in biocidatipcts (OG 36/10) L
) " ) L 1.) 24 March 2010 |(Official Gazette 36/10)
2. Ordinance on amendments to the Ordinance olisthef existing Yes . . .

- . . A 2.) 24 March 2010 |2. Ordinance on amendments to the Ordinance olisthaf
active substances which are not permitted in badgdoducts (OG - i . Ny .
36/10) existing active substances which are not permittésocidal

products (Official Gazette 36/10)
Legislative amendments regulating the level of geally modified Regulation on the level of genetically modified amgsms in
organisms in products below which the productsegaaan the market d Yes 17 March 2010 products below which the products placed on theketato not
not have to be marked as products containing geaiigtimodified have to be marked as products containing genaticaitified
organisms organisms (Official Gazette 33/2010)

The measure was not implemented because of |dahkanicial
The Programme of Fire Prevention Measures No resources, and its implementation has not beemethfor the

upcoming period.
Drawing up and implementation of the project "NagibForest Yes 2 December 2010

Resources Inventory of the Republic of Croatia”
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