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1 OVERALL ECONOMIC POLICY FRAMEWORK AND OBJECTIVES

The framework and objectives of the economic poti€yhe Republic of Croatia are defined in a
series of strategic documents of the Governmeth@Republic of Croatia, namely: the Strategic
Development Framework for 2006-2013, the Governnitnoigrammes Strategy 2010-2012, the
Economic and Fiscal Policy Guidelines and the Rression Economic Programme (PEP).

The main objective of the economic policy in thereat changing macroeconomic environment is
to preserve macroeconomic stability and create itiond for recovery and stable economic
growth. This year's PEP reflects the set economixyp objective and describes in detail the
macroeconomic developments and projections, fudirection of the fiscal policy, as well as the
key structural reforms in the 2010-2012 period.

In the circumstances of financial restrictions andeclining economic activity the emphasis is put
on fiscal policy, which will, within the set framenk, aim to achieve the set economic objectives.
In this sense, the fiscal policy will be focusedfaliilling the twelve general objectives laid down
in the Government Programmes Strategy:

* Macroeconomic and economic stability;

* Optimum environment for the development of a comtipeteconomy;

» Strengthening of the state of law and the ruleaof, |

* Promoting knowledge, excellence and culture;

» Uniform regional development;

» Strengthening of social equality;

» Positioning of Croatia as one of the leading Euanpi®urist destinations;
» More competitive sector of agriculture, food inadysind fisheries;

» Further strengthening of the international stafuke Republic of Croatia;
* Improving the police and armed forces as the gigzservices;

* Health care, maintaining and improving health;

* Environmental protection and spatial development.

Supporting macroeconomic and fiscal policy, thelangentation of key structural reforms will be
continued in the medium-term in accordance withgherities of the Government of the Republic
of Croatia. With this view, further measures wil taken, aiming at improving the entrepreneurial
climate, further improving the financial sectorngaeting reforms of the public administration, the
judiciary reform and combating corruption, and estructuring and privatisation of dependent
sectors. In addition, further measures will be takened at ensuring social fairness concurrently
ensuring financial sustainability of the health awtial security systems, environment protection,
incentives to employment and further developmera kiiowledge-based society.



2 MACROECONOMIC DEVELOPMENTS
2.1 CURRENT MACROECONOMIC DEVELOPMENTS

The negative effects of the global economic chi&gan to spill over to Croatia in the second half
of 2008 which as a result led to weakening of tbenemic activity. Real gross domestic product
grew by 2.4%, which is a slowdown of 3.1 percentagmts compared to 2007. GDP calculation
according to the expenditure method shows a slgnewrth of all GDP components compared to
2007, with the exception of gross fixed capitalnfation which rose by 8.2% in real terms and
thus, as projected under the previous year’s PBRtributed the most to GDP growth (2.3
percentage points). Personal consumption which lbgs@.8%, its lowest real growth since 1999,
and whose contribution to GDP growth amounted p&rcentage points, had the largest impact
on economic growth slowdown in 2008. Governmentsaomption grew by 1.9% in real terms and
thus contributed to GDP growth with 0.4 percentagits, equally as changes in inventories
(which include statistical discrepancy). Real goadd services imports grew by 3.6% and goods
and services exports grew by 1.7%, though the drafvboth categories slowed down compared to
2007. The contribution of goods and services espods 0.8 percentage points and, given a larger
negative contribution of goods and services impofts2.1 percentage points, the contribution of
net exports in 2008 was negative and stood atpdr@ntage points.

Real GDP growth in 2008 was 0.1 percentage poawel than that projected under the previous
year's PEP (2.5%). However, account should be taKetme fact that in early 2009 the Central
Bureau of Statistics introduced a new methodolaynfational GDP calculation which is in line
with the methodology of the European System of Ate (ESA 95). GDP calculation was
improved with the inclusion of the estimate of gempnomy, new estimate of imputed housing rent
and new estimate and distribution of financial iimtediation services indirectly measure@ihese
changes led to an increase in several years’ nor@D® levels and a correction in real growth of
GDP and its categories on the expenditure side.aAwsult, full comparison of last year’s
projections and realisations in 2008 is not possiHowever, it is evident that the largest departur
from the achievement of projections for 2008 waans@ personal consumption and in goods and
services imports and exports whose growth levdisiert of the projections.

In the first three quarters of 2009, GDP fell b2%.in real terms, as a result of a fall of 6.7%hia
first, 6.3% in the second and 5.7% in the thirdrtgra The largest contribution to GDP decline in
the first three quarters of 2009 came from personasumption (5.9 percentage points). Personal
consumption fell by 8.8% in real terms year-on-ygathe first three quarters, as a result of a
decline of 9.9% in the first, 9.4% in the second &m0% in the third quarter. Gross fixed capital
formation fell by 12.4% in real terms in the firguarter of 2009 and by 12.7% and 10.5%,
respectively, in the second and third quarter, hg.11.9% in the first three quarters, thus
contributing 3.7 percentage points to GDP fall. Toatribution of the change in inventories to
GDP fall amounted to 2.3 percentage points in tist three quarters, while the contribution of
government consumption was positive and stood dt @ercentage points. Government
consumption was the only component which recordad year-on-year growth in the first three
quarters of 2009. Its 1.5% growth was the result 8f9% growth in the first, a 1.2% growth in the
second and a 0.6% fall in the third quarter. Readdg and services exports fell by 17.5% and
goods and services imports fell by 23.1% in thset fihree quarters of the year. As a result, the
contribution of net foreign demand to real GDP dgilowvas positive and amounted to 5.4
percentage points. Real goods and services exjatirtsy 14.2% in the first, 19.8% in the second

! For details, seeww.dzs.hr



and 17.6% in the third quarter while goods andisesvimports fell by 20.9% in the first, 24.7% in
the second and 23.5% in the third quarter of 2009.

Available monthly indicators of economic activitgrfthe last quarter of 2009, point to a further,
although slower, fall in economic activity.

Industrial production fell by 10.9% in the first4% in the second and 9.0% in the third quarter of
2009, on a year-on year. It fell by 8.6% year-oarym October and November and in the first
eleven months of 2009 it fell by 9.5% on a yearyear basis. In terms of sections and divisions,
the largest contribution to the fall in industrigioduction in the first eleven months came from
manufacturing, i.e. manufacture of fabricated metalducts, except machinery and equipment,
manufacture of basic pharmaceutical products arainpdiceutical preparations, manufacture of
machinery and equipment and manufacture of foodymts.

Retail trade turnover recorded a real year-on-geatine of 16.9% in the first quarter, 16.4% in the
second and 13.6% in the third quarter of 2009. ¢toBer it fell by 15.4% in real terms. In the first
ten months of 2009, retail trade turnover declibgdl4.4% year-on-year, in nominal terms, while
in real terms it fell by 15.6%. The most signifitaontribution to retail trade fall by branches in
the first ten months of 2009 came from automotiwdd and motor vehicles.

The number of tourist nights fell on a year-on-ybasis by 1.3% in the first eleven months of
2009. In the first and the second quarter of 2@88,number of tourist nights fell by 16.7% and
3.3%, respectively, on a year-on-year basis, whilde third quarter they held steady at the levels
achieved in the same period 2008. In October anceMber, the number of tourist nights declined
by 5.7% on a year-on-year basis. According to lwaasf payments data, tourism revenues stood at
EUR 5.8 billion in the first nine months of 2009decrease of 15.2% compared to the same period
2008.

The labour market was marked by unfavourable deveémts in 2009 which were seen in rising
unemployment and falling employment on a year-caryevel. In the first eleven months of this

year, the average number of unemployed personsbso2d,192, or 10.2% compared to the same
period 2008. Preliminary data provided by the CarBureau of Statistics (CBS) indicate that the
average number of employed persons fell by 45,6399 in the first eleven months of 2009, on

a year-on-year basis. Administrative unemploymeré istood at 14.7% on average in the first
eleven months of the year, 1.5 percentage poinfsonp the same period 2008. The Labour Force
Survey data available for the first three quart#ra009, also point to growing unemployment. The
average Labour Force Survey unemployment rate sitb®d% in the first three quarters of 2009,
an increase of 0.7 percentage points comparectsaime period 2008.

Unfavourable economic developments had an impadewelopments in wages whose year-on-
year growth kept steadily declining towards the ehdhe year. The nominal and real growth of
average gross wage slowed down in the first tenthsoof 2009 compared to the same period
2008. The nominal growth of average net wage infits¢ ten months of 2009 slowed down
compared to the same period 2008 but its real dr@gtelerated, following strong inflationary
pressures in the previous year. As a result, teeage nominal gross wage rose by 2.8% on a year-
on-year basis in the first ten months of 2009 wttike average real gross wage grew by 0.3% on a
year-on-year basis. The average net wage grew29¢ Bominally and by 0.7% in real terms in the
first ten months of 2009, compared to the sameodezD08.

Following strong acceleration of inflation to 6.1f02008, inflationary pressures eased in 2009. In
the first eleven months of 2009, inflation stoo® &%, and in November 2009 the consumer price
index grew by 1.8%. The largest contribution to staner prices growth in November came from
the prices under the influence of administrativeislens (prices of gas for households, tobacco
products and services in health). By contrast,fatien prices of food and prices of clothing and



footwear, greatly influenced by the decrease imreggfe demand and lower prices of commodities
on the world market, contributed the most to allémig consumer prices growth. Core inflation

grew by 3.1% on a year-on-year basis in the filssten months of 2009 and in November it rose
by 0.9% year-on-year. Producers’ price indicesndistrial products fell by 0.6% year-on-year in

the first eleven months of 2009.

The average nominal exchange rate of the kuna sighie euro stood at 7.34 HRK/EUR in 2009,
depreciating 1.6% compared to 2008. Depreciatioth@fexchange rate of the kuna was fuelled by
stronger domestic demand for foreign exchange meéalethe settlement of foreign liabilities
falling due during the period of decreased foreigpital inflows. In the first nine months of 2009,
the real effective exchange rate of the kuna dégext 1.9%, deflated by consumer prices, i.e.
appreciated 1.7%, deflated by producer prices.

In 2009 negative year-on-year growth rates of nmamyeaggregates were recorded. Money (M1)
fell by 10.4% year-on-year in November 2009, whkb targest contribution to its fall coming from
the fall in demand deposits. Total deposits withksa(demand deposits included) rose by 4.2%
year-on-year in November 2009. The most significamitribution to their fall came from kuna
deposits which shrank by 20.7% in November, whaeeign currency deposits grew steadily
throughout the year on a year-on-year basis, regcli9.7% growth in November. Such
developments are the result of substitution ofra glehousehold kuna deposits by foreign currency
deposits as a result of the effects of the spilayMethe financial crisis to the domestic market.
Broadest money (M4) rose by 2.5% on a year-on-gaais in November 2009.

Credit activities of banks slowed down so thatltbnk credit to the non-banking sector fell by
0.7% in the first eleven months of 2009. Year-oarygrowth of total domestic credit slowed down
from 10.5% at the end of 2008 to 1.3% in Novem@9R The year-on-year growth of loans to
enterprises slowed down from 12.3% at the end 6820 3.9% at the end of November 2009,
while the year-on-year growth of loans to housetalbwed down from 12.1% to —0.3% during
the same period.

The balance of payments current account defic# fosm 7.6% of GDP in 2007 to 9.2% of GDP
in 2008, mainly as a result of a year-on-year deiincrease of 14.4% in the goods account. The
deficit in the goods account was only partially e@md by a high surplus in the services account
which rose by 11.0% compared to 2007. The surptughe services account was mainly
attributable to increased revenue from tourism wistood at EUR 7.5 billion in 2008, growing
10.5% on a year-on-year basis. The increased alaingayments current account deficit in 2008
was also due to a 40.8% increase in the incomeuatateficit and a small fall of 0.7% in the
current transfers account surplus. The coveragenpbrts of goods and services by exports of
goods and services stood at 83.8% in 2008, fabing.4 percentage points compared to 2007. In
2008, current account deficit was largely finanbgddirect investments, whose net inflow in that
year amounted to EUR 3.2 billion, a decrease o¥%/c@mpared to 2007. Net other investments
were EUR 3.0 billion in 2008, increasing by 123.6&tnpared to 2007. The largest contribution to
the increase in other investments came from th&ibgrsector. The portfolio investment account
saw a net outflow of EUR 627 million in 2008. Netags and omissions stood at EUR —1.6 billion
in 2008, while international reserves shrank by EBBD million. On account of the new
methodology for GDP calculation, the comparisowieein the realisation and the projection of the
balance of payments current account as a percenfd@BP under the previous year's PEP is not
possible. However, if we look at absolute amoumts, can see that the realisation and the
projection of the balance of payments current astate almost equal.

In the first nine months of 2009, current accouwefiait stood at EUR 941 million, falling by EUR
1.5 billion or 61.9% on a year-on-year basis. Tikithe result of a year-on-year narrowing of the
deficit in the goods account of EUR 2.8 billiondecrease of the surplus in the services account of



EUR 1.2 billion, a decrease of the deficit in theame account of EUR 5.7 million and a decrease
of the surplus in the current transfers accounEOR 21.8 million. The coverage of imports of
goods and services by exports of goods and serstoed at 97.6% in the first three quarters of the
year. Developments in the financial account weraketh by a large net inflow from other
investments of EUR 2.1 billion in the first nine ntbs of the year, an increase of 14.0% compared
to the same period 2008. The direct investmentsuatcsaw a net inflow of EUR 869 million, a
decrease of 61.8% compared to the first nine mootZ008. The portfolio investments account
recorded a net outflow of EUR 499 million in thesfithree quarters. Net errors and omissions
stood at EUR —1.7 billion, while international rases declined by EUR 106 million in the first
nine months of 2009.

Goods imports fell more sharply than goods exportsa year-on-year basis in 2009, causing a
narrowing in merchandise trade deficit. In thetfeteven months of 2009, goods exports fell by
21.0% on a year-on-year basis and goods impoitbyfe16.3%. The coverage of goods imports by
goods exports stood at 49.1% in the first elevemtimo of the year which is an increase of 3.3
percentage points compared to the same period db@Blargest contribution to the fall in exports

in the first nine months of 2009 came from manufexf other transport equipment, manufacture
of coke and refined petroleum products, manufactfrehemicals and chemical products and
manufacture of machinery and equipment. The caieg@rhich contributed the most to the decline
in goods imports were manufacture of motor vehjcteslers and semi-trailers, manufacture of
other transport equipment, manufacture of basialseéxtraction of crude petroleum and natural
gas and manufacture of coke and refined petrolenaiuats.

Looking at geographical distribution of foreigndeain the first eleven months of 2009, 61.1% of
the total Croatian goods exports went to exportgsh® European Union Member States and
compared with the same period 2008, exports t&thdell by 20.9%. Goods imports from the EU
Member States accounted for 62.8% of the total noagoods imports in the first eleven months
of 2009, falling by 27.6% compared to the same quer2008. By individual countries, the
following countries accounted for the largest shafréhe total Croatian goods exports in the first
eleven months of 2009: Italy (19.4%), Bosnia andzdgovina (13.0%), Germany (11.1%),
Slovenia (7.4%) and Austria (5.4%). Goods expartBasnia and Herzegovina, Austria, Slovenia,
Germany and Italy declined by 34.0%, 26.7%, 24.7%9% and 19.5%, respectively, compared to
the same period 2008.

2.2 MID-TERM MACROECONOMIC PROGRAMME

Macroeconomic projections are based on released &ldrbalance of payments data for the first
three quarters of the year and other high-frequémdizators of economic activities available for
the first eleven months of 2009. In this programwee use the same basic characteristics of the
macroeconomic policy mix as we used previously esitteey proved adequate under new crisis
conditions, while taking into account the existiiqitations. The potential of fiscal policy
measures in addressing real economic contractibmii®d due to growing external vulnerabilities
and less favourable conditions of financing. In hswonditions, and given that maintaining
macroeconomic stability is a priority, further fdcconsolidation is an imperative necessary to
ensure that foreign liabilities are regularly matiahat long-term negative impacts on economic
growth are prevented. Monetary policy will contineebe based on maintaining the stability of the
exchange rate of the kuna against the euro whiteulsaneously ensuring adequate level of
liquidity for the economy. Such fiscal and monetapplicy measures will ensure that
macroeconomic stability is maintained while at slaene time ensuring economic activity recovery
at rates which are sustainable over a long term.



2.2.1 Real Sector

The spillover of the effects of global economicsigito the Croatian economy which started
towards the end of 2008 were seen in a fall inet@nomic activity in 2009. The main channels of
transmission of the negative effects of the crisishe domestic economy were a fall in foreign
demand for Croatian exports, changes in invess@rperception and the resulting worsening of the
conditions on global financial markets and deepgnpessimism in terms of economic
expectations. However, following the blow of thési in the first half of the year which led to a
sharp fall in the majority of GDP components, ie tlemaining part of 2009 we expect to see a
gradual slowdown in the fall in economic activifuch expectations can be confirmed by recent
economic developments around the world, domesgh-frequency economic indicators released
so far and released GDP data which point to adealine slowdown in the third quarter of the
year. The forecasts see domestic economy recoskhygt place already in 2010, which is in line
with the last projections released by relevantrivdgonal institutions which point to a recovery of
the global economy. Thus, in accordance with thevebmentioned, the projection for the entire
2009 puts the real GDP fall at 5.9%. In 2010, wepeex a real GDP growth of 0.5% and its
acceleration to 3.0% in 2011 and 3.5% in 2012.

Figure 1: Contributions of categories of aggregksaand to real GDP growth
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The largest contribution to the fall in economitiaty in 2009 is expected to come from a decline
in personal consumption. Projections point to & fahin personal consumption of 8.5% in 2009,
largely driven by a sharp fall in consumer optimistmich was visible already in the second half of
2008 and is reflected mainly in postponement ofcpases of greater value durable consumer
goods. Shrinking propensity to consume is alsoetyosorrelated with unfavourable developments
in the capital markets which lead to a fall in fimancial assets of households. A decline in tla re
amount of consumer loans granted to householdsalth contribute significantly to the fall in
personal consumption. Certain negative impactss ekpected to come from increased repayments
of the existing household loans due to rising legdnterest rates of banks. The negative influence
of the main determinant of personal consumptioa] ret wage bill will be moderate in 2009,
while greater negative contribution is expecteddme from employment than real wages.

Government consumption is estimated to grow by li@%eal terms in 2009, and thus provide a
small positive contribution to economic activityn the conditions of fallen domestic and foreign



demand, gross fixed capital formation is also etget¢o drop by 11.3% in real terms and thus
make a large contribution to GDP fall. The reasimnsuch a huge fall in investment consumption
should be sought in a sharp fall in business optimidecreased capital availability and high
financing costs in the country and abroad. Fallemahd for real estate and a real fall in the
amount of home loans will lead to a fall in investih in construction. The fall in aggregate
investments also includes a significant real fall investment of the general government.
Inventories are also expected to make a significantribution to the fall in economic activity in
2009 and their share in GDP is expected to fall.88%.

Net exports are expected to make a significanttipescontribution to real GDP growth in 2009.
As a result of strong contraction in domestic dedpajoods and services imports are expected to
fall by 21.9% in real terms. As the already mergioriall in investments is expected to lead to a
pronounced fall in imports of capital products,ceira large share of investments can be attributed
to imported equipment. In addition to contributiceming from personal consumption contraction,
imports will also be affected by the expected cleaimgthe structure of personal consumption with
a fall in the share of durable consumer goods coatb#& non-durable consumer goods. And
finally, economic activity weakening is expectedbiong about a fall in demand for imports of
intermediate goods and energy. In view of the etqubcontraction in economic activity of
Croatia’s major export partners, merchandise egpare also expected to decline sharply. As
regards services exports, released balance of pagndata for the first nine months indicate a
decline of 16.4% which is a lower decrease than dhe recorded at merchandise exports.
Developments of the exports of services were tdithkeest extent determined by the contraction of
revenues which were negatively influenced by theelo tourist consumption, despite the
favourable volume indicators. The real fall in geahd services exports in 2009 is estimated at
17.6%, evidently a much smaller fall compared tpants.

The fall in economic activity in 2009 is accompahley a fall in employment and unemployment
growth. The Labour Force Survey unemployment ratiergach 9.9% in 2009. A much faster fall
in GDP compared to fall in employment of 2.7%, w#isult in a sharp fall in average labour
productivity in 2009. A decline in labour produdtivand slower adjustment of gross wages to
changed economic conditions will result in a growethunit labour cost in 2009.

In 2010 and subsequent years, we expect real grovet components of GDP on the expenditure
side except government consumption whose positiesvt) rate is not expected until 2012.
Projections for 2010 indicate slight positive cdmitions to economic growth of all components of
domestic demand except government consumptionedards personal consumption, in 2010 we
expect to see its small recovery and real growtd.4% mainly as a result of regained consumer
optimism. As a result of slower fall in employmerampared to 2009 on the one hand, and
acceleration in the real fall in net wages on ttiteeohand, the negative contribution of the real ne
wage bill to personal consumption growth is expgd¢tebe somewhat smaller than in 2009, while
the contribution of consumer household loans wél fegligible. A small positive impact on
disposable household income in 2010 will come ftbm expected fall in lending interest rates of
banks. The forecasts for personal consumption drawmtil the end of the projection period see its
acceleration to 3.6% in 2011 and 3.7% in 2012 assalt of growth in disposable household
income and positive psychological effects resultirgn the increase in the value of financial
assets of households and approaching accessiba European Union.

The projection of government consumption pointa teeal decline of 1.0% in 2010 and 0.5% in
2011, and its small recovery to 0.3% in 2012. Amgniicant investment consumption growth
might have to be put off due to persisting uncaties as regards the speed of economic activity
recovery, capital availability and terms of finamgi As it is also evident that the inflow of foreig
capital will not be as large as it used to be i@ pnevious years, business sector financing will



largely depend on the mechanism of allocation afdfu of the domestic financial system.
Accordingly, in 2010 we expect to see a small geaivth in gross fixed capital formation of 0.9%,
which will be followed by stronger acceleration 482% in 2011 and 5.2% in 2012. A certain
amount of inventory renewal and their positive cdwition to economic growth is expected
already in 2010, but this trend will be more visiltbwards the end of the projection period. The
share of inventories in GDP will thus increase frar% in 2010 to 1.8% in 2012. Under the
assumption of stabilisation of economic conditionthe country and economic growth recovery of
the country’s major foreign trading partners, irl@@ve expect to see a somewhat faster growth of
exports than imports of goods and services and all sragative contribution of net exports to
economic growth. Exports will thus grow 3.2% andoorts 3.0% in real terms. However, in the
following two years, the negative contribution aftrexports to economic growth will be more
pronounced, but still much smaller in absolute am®@uhan in the pre-2009 period. The real
growth of goods and services exports will accetefiadm 4.8% in 2011 to 5.9% in 2012, while real
imports will grow 5.3% in 2011 and 6.4% in 2012.

Although the beginning of recovery in labour markelume indicators will not start before 2011,
negative developments in the labour market in 20illdbe of a much lower intensity than those in
2009. In 2010, we expect employment to fall by 0&8d the Labour Force Survey unemployment
rate to rise to 10.3%. In 2011, we expect employrgeowth of 0.9% and the Labour Force Survey
unemployment rate growth of 9.9%. A bigger recoveariabour market indicators is not expected
before 2012 when employment will grow 1.6% and lthbour Force Survey unemployment rate
will fall to 9.1%. In accordance with developmenis GDP and employment, average labour
productivity will see moderate recovery in 2010 andomewhat bigger growth in the following
two years, while its most significant growth is exfed in 2011. In 2010, we expect to see a slight
increase in unit labour costs, mainly as a resul slowdown in the growth of nominal gross
wages. Unit labour costs are expected to accelgratually again by 2012, though its levels are
expected to be over two times smaller than thosemkd in 2008 and 2009.

2.2.2 |Inflation

The average annual rate of inflation of consumecegrin 2008 stood at 6.1% which is 0.1
percentage points below the rate forecast at tme tof drafting the previous Pre-accession
Economic Programme (2009-2011). The main reasothferays in a higher than expected fall in
the prices of crude oil and other raw materialshim global market in the period after September.
At the end of 2008, there was a considerable weagein domestic inflatory pressures on the
demand side, which was more pronounced than ofigiaaticipated.

Table 1: Consumer price index
(average annual rate of change)

2008 2009 p 2010 p 2011 p 2012 p

CPI PEP 2009 - 2011 6.2 3.5 3.2 2.9 -
CPI PEP 2010 - 2012 6.1 2.5 2.7 3.0 3.0
Sources: CBS, MFIN

The annual rate of inflation in 2009 slowed dowrilt8% in November from 2.9% in December
2008. Looking by components, the largest contrdyutp inflation slowdown came from the fall in
the annual rate of change in the prices of fooccwifell from 5.0% in December 2008 to —1.0% in
November. Such developments are the result of aiderable fall in domestic demand (which



boosted competition on the domestic market andtdéed decrease in margins) and favourable
effects of the base period, i.e. a sharp incraaigei prices of many food products which took place
during the same period previous year when thesegpwere influenced by a high level of crude oil
and food raw material prices on the global marlkiten the usual seasonal dynamics and the
negative base period effect, the annual rate ohgdan the prices of food is expected to rise
slightly to approximately —0.4% in December 20a%hds been estimated that the average annual
rate of change in the prices of food will slow dofram 10.6% in 2008 to 1.9% in 2009.

Annual increase of the energy prices amounted8&3n November 2009. This was mainly the
result of an increase in the annual rate of changthe price of gas and refined petroleum
productd. The annual rate of change in the prices of en&rgxpected to grow until the end of the
year (as a result of an unfavourable effect oflihse period, i.e. as a result of a large fall i th
prices of crude oil in the same period 2008 but alsa result of the projected increase in theepric
of crude oil in the global market) to approximatél$% in December 2009. It has been estimated
that the average annual rate of change in thegpatenergy will fall from 7.8% in 2008 to —1.2%
in 2009.

The annual rate of change in the consumer pricexind November 2009, food and energy
excluded, was 2.8% which is the same as in Decerd®@8. This is the result of increase in
tobacco products prices due to increased excisksoan lesser extent from increased prices in the
health sector due to the introduction of co-paym®ént medical and hospital services. On the other
side, the contribution of the prices of cateringd amansport servicéswas decreased. Such
developments can be attributed to aggregate demaadtening and reduced cost pressures on
price growth. The projection has foreseen an irsréa the annual rate of change in consumer
price index, food and energy excluded, to 3.4% @tdénber, exclusively due to the unfavourable
effect of the base period, i.e. a larger than useatsonal fall in the prices of clothing and foawe

in December 2008. We expect that the average amategabf change of the consumer price index,
food and energy excluded, will rise slightly fron% in 2008 to 3.6% in 2009.

As a result of developments in the above-mentiomfldtion components, the average annual
consumer price inflation rate is expected to stan@.5% in 2009. This is 1.0 percentage points
below the inflation rate forecast under the presi®@EP. The main reason for this lies in much
more favourable developments in consumer prices ¢ixpected in the last quarter of 2008, which
resulted in a much smaller effect of inflation samssion from 2008 to 2009. The annual rate of
inflation is expected to stand at 3.0% at the en@089, which is lower compared to 3.6% under
the previous PEP.

The forecast of developments in consumer priceatioih in 2010 has been made under the
assumption of a relative stability of the exchamgee of the kuna against the euro and the
projection is built on the assumption that the agernominal exchange rate of the kuna against the
euro in 2010 will stand around the level of HRKF/BUR'. Given the expected weakening of the
US dollar against the euro on the global foreignhexge market, the average nominal exchange
rate of the kuna against the US dollar is expetiteabpreciate by 5.0%. The strengthening of the
exchange rate of the kuna against the US dolldralldviate inflationary pressures of rising prices
of crude oil in the global market and will haveavdurable effect on developments in prices of
imported final products paid in US dollars. Infaatary pressures arising from developments in

2 The annual rate of change in the prices of refimemoleum products continues to be negative. Heweurose from

—15.7% in December 2008 to —11.0% in October 2009.

% Reduced inflationary pressures on prices of fomdipcts had a stabilising effect on the pricesatéing services, in
particular food and beverages in restaurants whéddall in the prices of refined petroleum produetd to a fall in the
prices of transport services on an annual level.

* A mere 0.3% lower average annual exchange rat@aced to 2009.
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domestic demand in 2010 should also ease, bearimgnd the expected stagnation in personal
consumption compared to 2009. Besides, in 2010.exmect to see a weakening of inflatory
pressures on the cost side, given the projecteddsian in the annual growth rate of unit labour
costs in the whole economy as a result of slowewtir of compensations per employee and rising
labour productivity due to a fall in employment.

Imported inflationary pressures are expected tsdmeewhat stronger in 2010 than in the previous
year as a result of recovery in the prices of croitland other raw materials in the global market.
The largest contribution in this regard is exped¢tedome from the expected recovery of the global
economy which will generate increased global demfandaw materials and boost their further
price growth. According to data from forward cowoteatraded on the New York commodities
exchange, it is expected that the average price lmdrrel of crude oil in the global market could
reach USD 82.1, an increase of 32.3% comparedet@tévious year. IMF analysts also forecast
that the prices of raw materials without energyl vide by a small 2.4%on average in 2010
compared to the year before, but that the foodmeterial prices in the global market will remain
relatively stable.

Thus, the annual rate of inflation is expectedrtmagslightly from 3.0% in December 2009 to 3.1%
in December 2010, while the average annual rateflation will increase to 2.7%. One of the risks
for inflation projection realisation in 2010 lies the possible faster growth of prices of crude oil
and other raw materials in the global market. Bytast, should economic activity fall last longer
than expected and should it be bigger than expgtitede is a risk that inflation might be lower
than expected. The projected annual inflation fat2and 2012 is 3.0%.

2.2.3 Monetary and Exchange Rate Policies

The monetary policy pursued by the Croatian Nati@ank (CNB) is based on maintaining the
stability of the exchange rate of the kuna agdimsieuro, which serves as a nominal anchor used to
achieve price stability as the main objective & @NB. In its choice of such a monetary policy,
the CNB is governed by the most important charaties of the Croatian economy. As a small,
open and largely euroised economy, its existingllef external debt, particularly that of the
private sector, additionally stresses the needdich a choice of monetary policy. Each significant
change in the exchange rate in such conditionsdchave a great impact on domestic price
developments, affect the level of indebtedness tardpossibility of financing liabilities, which
might ultimately jeopardise the stability of thetiembanking and financial system.

Global financial crisis which had spread from theiteld States to Europe in the second half of
2008 had a significant impact on Croatia as welle Tnain challenges facing the CNB in this

context were to maintain the stability of the exalgarate of the domestic currency and to maintain
foreign exchange liquidity in the conditions of gilg reduced capital inflows from abroad and the
need to ensure funds for large foreign liabilitiesayments.

The first response of the domestic sectors, pdatiyuhouseholds, to the crisis was to withdraw
their savings and time deposits in October 2008wvéd@r, owing to joint actions taken by the
central bank, commercial banks and the GovernmeitteoRepublic of Croatia, the pressure on
deposits withdrawals was successfully eased. ALINB revoked in October a decision on the
marginal reserve requirements that the banks whkligabed to pay on any increase in external
debt, foreign currency funds previously set asideewthus set free and the banks again had easier
access to foreign borrowing. At the same time,Glogernment of the Republic of Croatia adopted

® Data based on last available IMF forecasts (31u&tig009)

11



a decision on the increase in the deposit guarastleeme which, together with regular savings
deposit payments, helped regain confidence in ¢timeedtic banking system.

Additional negative impacts of the global crisis Groatia towards the end of 2008 and in early
2009 were seen in a significant increase in theepdf foreign borrowing of domestic private
sectors and the government and in the fact thatynfareign investors were not keen on
international financing because of large unceri@sntin such circumstances, high level of reserves
accumulated in the previous years showed to bexwéme importance for the stability of the
Croatian banking system as they enabled the cdrarat to relax its monetary policy instruments
and improve foreign exchange liquidity of the systat the time when the pressure was the
highest. Thus, through changes in certain instrusn@evocation of the decision on the marginal
reserve requirements, reduction in the rate ofrvesesquirements, reduction in the rate of the
minimum required foreign currency claims on twoasions, changes in the regulations governing
reserve requirements currency structure) and iatgions in the foreign exchange market, the
CNB freed approximately net HRK 4.2 billion in thest quarter of 2008 and in the first two
months of 2009.

Apart from central bank response, the willingnesforeign banks to continue financing Croatian
banks in their ownership also proved to be of em&gamportance during that period. In the last
guarter of 2008 alone, domestic banks borrowed ftloer majority owners approximately EUR
2.1 billion. Thus, CNB measures and bank borrowamgured sufficient liquidity to prevent
instability on the foreign exchange market. Theksansed the largest share of foreign exchange
inflows and freed bank reserves to finance therakgbvernment, while placements to the private
sector were almost stagnant. In such circumstarnices;entral bank measure on the restriction of
placements growth which is not in force anymord, midt, in effect, present an obstacle to private
sector financing by domestic banks.

In the remaining part of 2009, monetary environmeas marked by much better stability and did
not call for additional changes in monetary poliogtruments so the central bank maintained
system stability and liquidity through its regulaperations. June 2009 was marked by a large
inflow of foreign currency associated with a foreiggsue of central government euro bonds.
Converting the foreign currency received, the @rtank created kuna liquidity which, coupled
with a lower level of reverse repo operations helpmaintain stability of the monetary
environment. The summer months and the touristoseasd not bring about any significant
pressures on the exchange rate, so this period maged by an absence of central bank
interventions. The central bank did not have tcerwvgne until early October when, due to
accelerating appreciation pressures brought abgufoteign currency inflows associated with
foreign borrowing of a number of state-owned con@nthe central bank purchased EUR 234
million worth of foreign currency from the bankshd international government bond issue which
generated a significant inflow of foreign currenicy November also contributed to domestic
currency appreciation, prompting the central baok purchase EUR 56 million from the
government. As these foreign exchange transaceossred sufficient banking system liquidity,
the CNB did not hold any repo auctions in the psarter of 2009. Looking at the whole 2009,
domestic currency didn’'t weaken, but slightly sg#@men in its value from 7.32 HRK/EUR at the
end of 2008 to 7.31 HRK/EUR at the end of 2009 whiteans that the objective of maintaining
the stability of the exchange rate of the kuna staessfully achieved.

Monetary environment until the end of 2009 and OL@ is expected to be characterised by
stagnation in economic activity, easing of inflatwy pressures and by foreign liabilities that fall
due during that period. Therefore, in managing cagiply the CNB will be governed primarily by
the financing needs of the domestic sectors. krmjard, the CNB has already lifted its restrictio

12



on banks’ credit growthwhile further CNB efforts directed towards mainiag appropriate
liquidity level in 2010 are intended to have a Wema effect on the growth of bank placements to
the private sector. Against such a background,GN& intends to continue pursuing the same
monetary policy as it has pursued so far, with ifpreexchange transactions remaining the main
instrument of liquidity creation. Open market opienas will be used for short-term liquidity
management and for maintaining stability in the enyomarket, while reserve requirements will
continue to be the main instrument of sterilisation

The year 2010 is expected to see a mild recovenyanetary and credit aggregates. The growth of
placements to the government, although still pres#ould be somewhat slower than in 2009, as
the government plans to rely mainly on the foreiwgrket for its financing needs.

As regards banking system capitalisation, it shdaddstressed that the capital adequacy ratio of
banks is higher than that in the neighbouring coesitand that the domestic banking system is
prepared to a great extent to withstand any shibatsmay arise from negative developments in the
real sector of the economy. This is primarily tkeeult of central bank activity which encouraged

extensive bank recapitalisation in the previousrydsy means of amendments and tailoring of
different decisions in the area of prudential ragjohs. A one-off increase in the capital adequacy
of banks is expected in early 2010, as a resultadmentation of prudential regulations based on

Basel II.

2.2.4 External Sector

The year 2009 was marked by a strong contractiotihenbalance of payments current account
deficit as a result of the weakening in domestid Boreign demand which, among others, led to a
significant fall in the volume of international ti@in goods and services. In the first nine mooths
2009, goods and services exports fell by 19.5%imparts by 26.1% compared to the same period
2008 which resulted in an exceptionally large namg of goods and services trade deficit. A
slight contraction of the surplus was also seetihéncurrent transfers account while factor income
recorded a negative balance similar to that obseiwethe previous year. In the last quarter of
2009, we expect to see similar trends in goodssamdices trade and in current transfers, while
income account is expected to see a widening ofi#fieit. On an annual level, current account
deficit could thus fall to 5.7% of GDP, following eecord 9.2% of GDP in 2008. In the
forthcoming years, the balance of payments detitld start widening slightly again, following
economic recovery which will boost imports growtidacause a small worsening of the balance of
trade.Increased energy and raw materials prices as & moésglobal economic recovery could also
contribute to balance of trade worsening. As altesntil 2012 the expected balance of payments
current account deficit might reach 6.5% of GDP.

® Decision on repealing the Decision on the subsoripf compulsory CNB bills (OG 142/09, 30 NovemB609)
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Figure 2: Balance of payments current account defic
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Compared to the previous PEP, the relative indicafocurrent account deficit for 2008 was
corrected downwards by 0.8 percentage points d@eréview of nominal GDP data. The relative
indicator of deficit for 2009 was also correctedvdavards, but mainly due to the expected strong
contraction of the current account deficit. In lighf a considerably lower estimated deficit for
2009, in the years that follow we cannot expect fasovery back to the levels before global
recession, and, as a result, the projected cuacaaunt deficit for 2010 and 2011 is lower thart tha
projected under the previous PEP (by approxim&®2dly 3 percentage points of GDP on average,
the major share of which can also be attributetiécdeficit correction).

The fall in goods exports in 2009 could reach ®@%¥ on an annual basis as suggested by poorer
results in the first eleven months of the year abdence of any significant recovery in foreign
demand expected in December. A fall in exports @¢cag felt in most of the sections of the
Standard International Trade Classification (SIT€)¢ept in case of some agricultural products
which benefited from lifted export restrictions amgjulatory changes in respect of their traffic and
in case of a small fraction of food and medicinatl harmaceutical products. In the next few
years, total goods exports could begin to recoatreit slowly. Such developments should be
driven by gradual strengthening of foreign demamd ianplementation of structural reforms in the
economy. After strong contraction in 2009 that wéitcording to the results achieved in the first
eleven months of the year, hit a large majorit$stfiC sections, goods imports are expected to start
growing again in the forthcoming years. Their ghowtill be driven by recovery in domestic
investment activity and personal consumption ad aglthe expected small growth in import
prices. The annual growth in goods imports miglgnestart accelerating slightly towards the end
of the projection period, along with economic grbwatceleration.

The expected developments in international sentieele are mainly based on forecasts in respect
of income from tourism. The expected fall in income2009 is larger than suggested by volume
indicators for the first ten months of the year ethpoint to only a small drop in the number of
foreign tourist arrivals and stays compared togtevious year. Despite a satisfactory number of
tourist arrivals and stays, foreign tourists evitlespent much less in the peak season than the yea
before. The fall in average consumption per travethay be associated not only with reduced
prices of package travel which aimed to draw fareigurists but with a general fall in tourist
consumption, which could have been expected irsifuation of economic crisis that hit most of
the countries from where tourists arrive. In theffooming years we can expect a gradual recovery
in income from tourism, owing to rising disposablleome of foreign tourists and to the fact that,

14



despite global economic crisis, Croatia has obWolmeen recognised as a desirable tourist
destination.

Deficit in the factor income account is expectedjtow steadily throughout 2009, although much
slower than in the previous years. Deficit widenaaogld to a large extent be attributed to a fall in
income from investments of the central bank andmenaial banks abroad. Interest expenses could
continue to grow until the end of the year, thoagich slower than in the previous years due to the
fact that external debt growth also slowed down.ddwtrast, it is expected that, on account of
poorer business results of domestic companies ankishin foreign ownership in the current year,
expenses on equity investment (dividend payoutsratained earnings) could be smaller than in
the previous year. It is expected that with grade@nomic recovery in the following years will
probably see a steady negative balance growth énf#éictor income account and even its
acceleration over time. The reason for this is é&xpected increase in expenses on equity
investments and interest expenses which might gtawing fast as a result of increased foreign
borrowing. With economic recovery, we expect to geedual growth in income, most notably
compensation of employees.

In 2009 we expect to see a small decrease in thiy@balance in current transfer account, mainly
due to lower income based on workers’ transferghénforthcoming years, we expect to see an
increase in government sector income based ongmternmental transfers, mainly the EU pre-
accession funds. Other, private sources of incamanly from workers’ remittances from the
eurozone countries, could also grow slightly assalt of economic acceleration in these countries.
Expenses are also expected to grow slightly, bestla aesult of government expenses for non-
resident pensions and workers’ remittances.

Unfavourable global economic conditions and cawm®ss of foreign investors, especially as
regards investment into transition markets, co@sult in a fall in foreign direct investment in
Croatia to 3.5% of GDP until the end of 2009 (edahg round direct investments). Of all foreign
direct investments, direct equity investments cdekl this fall the most, as they are particularly
vulnerable to the risk of economic conditions wareg. The amount of retained earnings will
decrease too as a result of poorer business regutsnpanies and banks in foreign ownership. As
regards structure by activities, the expected gqgunitestment until the end of the year could be
achieved mainly in trade, real estate activitied @mnsome other activities in the context of pritgec
already underway. In the forthcoming years, thensity of foreign investment could grow only to
an extent as more significant interest of foreignestors will probably not take place until
economic conditions are fully stabilised. In angeathe amount of investment in the 2010-2012
period is not expected to exceed high investmerdldein the period before the economic crisis
which were characterised by large privatisationjgmts and significant amounts that went into
bank recapitalisation. However, progress achievethe process of accession to the European
Union should give a positive boost to foreign irtwesnt as this process implies legislative
harmonisation with thacquis communautairémplementation of necessary reforms, land registr
reform, etc.

Judging by the results achieved in the first nirenths of the year and the expected slow economic
activity in the remaining part of the year, it iopable that external debt growth throughout 2009
will be much slower than in the previous years. ldegr, due to a simultaneous decrease in
nominal GDP, the external debt to GDP ratio wiblpably increase (the external debt to GDP ratio
is expected to reach 93.3%t the end of 2009, which is an increase compar&2.6% at the end

of 2008). Looking by sectors, throughout 2009 congrm are expected to see the largest fall in
debt growth as a result of scarce financing poldsgisi and smaller needs for current activities

financing. By contrast, after reducing its foreigabilities in the previous years, the central

" Gross external debt balance does not include rdiredt investment which totals EUR 1.5 billion.
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government is expected to increase its debt stgckpproximately EUR 1 billion in 2009. The
same situation can be expected to take place il @BEn the government is expected to meet its
increased needs for financing current deficit aochestic and foreign liabilities that fall due dgin
that period (including a 500 million Euro bond isduin 2003 and regular payments under the
London Club) by means of bond issues or foreigmdvang. In the 2010-2012 period, companies’
debt stock might start growing again, althougls ihot probable that it will reach growth dynamics
before the crisis. Growing external debt of compantould lead to a slight total external debt
growth. Given the expected nominal GDP growth i pleriod following the year 2010, we expect
to see only a slight increase in the relative iattic of external debt (from 96% of GDP in 2010 to
97% of GDP in 2012).
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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 medium-term period, fiscal pgliovill be directed at continued fiscal
consolidation aiming at overall economic recovenncurrently ensuring social fairness.

A significant contribution to the achievement o$dal policy objectives will be provided by
structural reforms, described in more detail inlfooming chapters.

The individual steps for achieving the set objexdivare presented as part of twelve general
objectives laid down in the Government Programntest&yy:

macroeconomic and economic stabilitywill be achieved through efficient management of
public finances through further improvement of beidgy processes, fiscal consolidation,
efficient public debt management, strengtheninghef systems of internal financial controls
and internal audit, further development of macroecoic statistics, collecting fiscal revenues
in a fair and effective manner and strengtheningagfacities to use European Union funds;

optimum environment for the development of a cathgeeconomy- the achievement of this
objective will be aided by the improvement of theegy system and more efficient use of
national resources, investment stimulation andetittyg of direct investments, intensification
of economic diplomacy and strengthening of expotivdy, application and implementation of
intellectual property rights, changing the prodoictiprogramme in favour of knowledge-
intensive products, strengthening of the nationallity infrastructure, speeding up of transport
with concurrent better quality protection and suon of the economy and creation of a more
developed, competitive and flexible labour market;

strengthening of the state of law and the ruleaef + will be achieved through pressing ahead
with the reform of the judiciary that is directettlae development and reinforcement of judicial
power, education and training of the staff workimg judicial authorities, network
rationalisation and increasing the transparendpenwork of the judicial authorities, as well as
rationalisation of costs of judicial proceedings)ldwed by prevention of corruption and
organised crime, more robust protection of humghtsi and freedoms, strengthening of legal
safety in economic transactions and real-estatsaciions and finally through development of
capabilities and raising the quality of public seeg and administration;

promoting knowledge, excellence and cultaravill be achieved through the development of
efficient management of the educational system,sthog the excellence of the scientific
system, creating an IT society by establishing rtiaglel of electronic government, optimum
development of the ICT infrastructure, developmentculture and artistic creation and
management of cultural assets;

uniform regional development this goal will be achieved by means of promotihg
competitiveness of different Croatian regions bywvpding support for entrepreneurial
activities, branding original traditional produ@sd developing new and existing commercial
infrastructure. In addition, sustainable developmen less developed regions will be
encouraged by the construction of housing, muniapad economic infrastructure aid to local
and regional self-government units and tax relisfyvell as investments in the transport system
and sustainable development of water management;
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strengthening of social equality will be achieved by socially reinforcing the fiéynchildren
and the young, through comprehensive care of disdablomeland War veterans and their
family members, strengthening of the social segwwystem for workers and coordinating of the
protection of the social minimum for the unemployddvelopment of a sustainable pension
insurance system directddter alia, at achieving social justice;

positioning of Croatia as one of the leading Eurapéourist destinations will be achieved by
stimulating sustainable exploitation of naturallteal and historical resources, development
and improvement of the tourism product provideddifferent destinations through incentives
to entrepreneurs, education and training of stafftaurism, encouraging the use of pre-
accession and other international funds, as welprasnoting the development of tourism
infrastructure and effective promotion of the tsuproduct and services;

more competitive sector of agriculture, food indystnd fisheries- will be achieved through
the consolidation of farms and agricultural landnpling, improvement of market mechanisms
for selling agricultural, food and fisheries protgjgrotection of the health of humans, animals
and plants, protection of consumers' interest dsasghrough rural development;

further strengthening of the international statdstlee Republic of Croatia will be achieved
through strengthening of bilateral visits, holdiaf the political bilateral consultations and
exchange of options, Croatia's participation ireiinational forums, stepping up of activities
aimed at entering the managing/operating bodiesapious multilateral organisations and
institutions that are important for the Republic ©foatia and meeting of nuclear safety
obligations assumed under international conventaonsbilateral agreements;

improving the police and armed forces as the aiszservices- will be carried out through the
reform of the criminal police, combat against cptron and organised crime, increased safety
of road traffic, strengthening of the security t#te borders through good organisation, training
and technical equipment of the border police andnsification of the work of military and
diplomatic missions in the NATO and European Urlibembers;

health care, maintaining and improving heafhwill be provided through reorganisation and
improvement of urgent medical aid, development atdndardisation of health care
infrastructure, informatisation of the health cagstem and improvement of health care for
disabled persons, through supervising the legalitywork of health care establishments and
health care workers as well as through promotiomeadithy lifestyles;

environmental protection and developmemill be carried out through efficient environniain
management, undertaking activities directed at av@ment of the cadastre and designated use
of space, through implementation of measures dideat improving the situation in the field of
housing, municipal management and construction.

3.1.2 Actual Balances and Medium-Term Perspectives

Recent Movements in the Consolidated General Govenment Budget

Starting from 2004, successful fiscal consolidatias been an important characteristic of the fiscal
policy of the Republic of Croatia. This, togetheithathe implementation of structural reforms of

public finances and the improvement of the budgepaocess, set the foundations for resilience of
public finances. The deficit recorded lower levgéar after year, decreasing by 0.5 percentage
points in the period 2005-2007. In 2008, it conddueducing, declining by 1.1 percentage points
to 1.4% of GDP. Although revenue collection detexried in the second quarter of 2008 due to
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reduced economic activity, such movements did @etha negative effect on the planned deficit
since substantial savings were made on the expeaditde. This is confirmed by the data on the
decline in the share of total expenditures in gamsestic product by 2.0 percentage points, while
total revenues reduced by 0.9 percentage poirgswelto the year before.

Table 2: Revenue, Expenditure and Net Lending/Buaing of the Consolidated General
Government 2005-2008

% of GDP 2005 2006 2007 2008.
Net lending/borrowing -3.5 -3.0 -2.5 -1.4
Total revenue 38.9 39.2 40.3 394
Total expenditure 42.4 42.2 42.8 40.8

Source: MF

Further deterioration of macroeconomic conditiom009 led to a need for new measures aimed
at ensuring the stability and liquidity of publimd@nces. The first 2009 budget revision was thus
adopted in April 2009, reducing total revenues b§ Percentage points of GDP and total
expenditures by 1.9 percentage points of GDP weath the initial budget plan. The base for
calculation of salaries in state and public sewisas lowered to the December-2008 level, while
the base for calculation of salaries to governnodfitials was lowered by 10%. The second and
third budget revisions were adopted in July, desirgathe projected revenues by 1.9 percentage
points of GDP and the projected expenditures byp@fentage points of GDP relative to the
previous plan. On the revenue side, amendmentsetodlue added tax raised the VAT rate from
22% to 23%. In addition, a special tax on salagesisions and other receivables was introdijced
that is, on net payments exceeding HRK 3,000 (@te is 2%) and net payments exceeding HRK
6,000 (the rate is 4%). The application of this istimited by law until the end of 2010, at the
latest. In addition, the Act on Special Tax on Rasefrom Independent Activity and other
ReceivableSwas adopted, taxing receipts exceeding HRK 3,206) @nd HRK 6,000 (4%), which
will remain in force until 28 February 2011, at tlagest. The Act on Fees for the Provision of
Services in Mobile Electronic Communication Netwslfkintroduced a fee for the provision of
services of mobile electronic communication netwotiotalling 6% of the base, i.e. of revenues
from services provided during the calculation perim total, the fiscal effect of these measures in
2009 is estimated at some 0.4% of GDP. On the ekpga side, further savings were made as
well as redistributions within the budget. The b&sethe calculation of salaries of government
officials was decreased by additional 5% and scevpensions regulated by the Act on the Rights
and Obligations of Representatives in the CroaRarliament' that were lowered by 10%. In
addition, the decision regarding the free transpbrsecondary school students was repealed, as
well as the decision regarding free schoolbooksafbpupils, except for pupils from low income
families. The said amendments to the budged of 2009 envisaged for a budget deficit of 3.4%
of GDP under the ESA 95 methodology.

It is noteworthy that the 2009 data in this yeRrs-accession Economic Programme are related to
the budget revision adopted at the end of July 2009

8 Official Gazette 94/09

° Official Gazette 119/09
19 Official Gazette 94/09
1 Official Gazette 86/09
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According to preliminary data and projections f@09, the overall general government budget
deficit might be higher than planned. The reasantlits is the estimated increase in arrears of
between 0.1% and 0.2% of GDP and payments on this bAguarantees, which are, in line with

the methodology used in this document, treatedxperses thus increasing the deficit. They are
estimated at around 0.4% of GDP more than planflee estimated net effect of the lower level of

revenue and expenditure could contribute to aneas in deficit of between 0.1% and 0.2% of
GDP.

Medium-Term Fiscal Projections

Medium-term fiscal projections for the period 202@t2 provide an overview of the movements of
revenue, expenditure, net lending/borrowing andegangovernment budget financing, without
taking into account the financial package, i.eets$rom the EU funds and Croatia's obligations
towards the EU budget as of the date of accession.

Consolidated General Government Revenue

The consolidated general government revenue plafure2zD10 as well as revenue projections for
the period 2011-2012 are based on the projectidnsiacroeconomic variables and expected
revenues of the 2009 budget, taking into accoumtefifiects of legal amendments on the revenue
side adopted in July, within the framework of thard budget revision for 2009. These
amendments are related to the change of the VAT fram 22% to 23% whose annual effect is
estimated at some 0.4% of GDP, to the introductibthe special tax on salaries, pensions and
other receivables, the revenue from which is exggetd amount to some 0.7% of GDP, and to the
introduction of the fee for the provision of semscin mobile electronic communication networks
whose annual effect is estimated at some 0.1% oP.GIhe overall effect of amendments to
legislation in 2010 is estimated at some 1.2% oPGID accordance with the above said, the total
consolidated general government revenue in 20plaimed at the level of 38.4% of GDP. This is
a reduction of 0.4 percentage points of GDP redatiov2009.

Towards the end of the medium-term period, the megeof the consolidated general government
budget will be determined by the gradual recoverg@nomic activity but also by the lack of
revenue from the special tax on salaries, pensaokisother receivables after 2010. In relation to
this tax it is noteworthy that the need for thisi®e of income will be monitored on an ongoing
basis, in particular from the aspect of economicurnstances, the state of public finances and the
significance that this tax has on taxpayers, withieav of its earlier withdrawal even before the
expiry of the set deadline. Accordingly, consolathtgeneral government revenue indicates a
declining trend of its share in GDP, from 36.8%201.1 to 35.8% in 2012.

VAT revenue planned in 2010 is expected to reach%lof GDP, declining by 0.2 percentage

points of GDP by the end of 2012 to 11.3% of GDRTW\evenue is planned on the basis of the
expected developments in private consumption, ¢pkito account the annual effect of the increase
in VAT rate from 22% to 23%.

Revenue from personal income tax, corporate inctamgcustom fees and excise duties will also
decrease its share in GDP in the medium-term pefR®/enue from corporate income tax is
planned on the basis of altered macroeconomic mistances and, considering its time impact,
range between 2.4% of GDP in 2010 to 2.2% of GDR0it2. Excise duties as a share of GDP will
also see a decline, from 3.2% in 2010 to 3.0% it22®rojections of revenues from excise duties
have taken into account economic growth rates eetl$ these revenues have followed thus far.
Regarding the share in total excises, revenue feaises on oil is the most significant one,
followed by revenue from excise duties on tobagu tabacco products and excise duties on cars.
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The share of revenue from customs fees and dutlegavdown, from 0.5% of GDP in 2010 and
2011 to 0.4% of GDP in 2012, without any major afe@to the laws and regulations regarding
foreign trade. Revenue from personal income taxplemned on the basis of the expected
movements of nominal gross wage and total employmanging from 3.1% of GDP in 2010 to
2.9% of GDP in 2012.

Social contributions are closely linked to the ewmaoit activity in the period when they are

collected and the previous period, considering dyaamics of the influence of the overall

economic activity on the labour market or more &xiy on the major factors for the movement of
contributions, gross wages and employment. Rev&oue social contributions has, in accordance
with the above said, been planed to gradually redleir share in GDP, from the level of 12.1% in
2010 to the level of 11.4% in 2012.

Property revenue includes revenues from the proffitenterprises and financial institutions,
revenues from dividends, concessions, propertyasterests and other property revenues, which
is expected to stand at the average level of O#ta medium term.

Consolidated General Government Expenditure

Consolidated general government expenditure, ipgreod 2010-2012 will be determined by key
objectives and measures of the Government Prograngtnategy, aiming at maintaining the long-
term sustainability of public finances and creatipgeconditions for economic growth and
recovery. In this context, fiscal policy in the mad term will be oriented towards further fiscal
consolidation paired with continued structural refoand investment into the promotion of
entrepreneurship, uniform regional developmentmmiion of knowledge and excellence and
protection of socially vulnerable groups. In aduiti activities will be continued relating to the
adjustment of the Republic of Croatia to the EUeasmn process, in particular relating to the
speedy accommodation of returnees and refugegsnatint of the agricultural system to the EU
rules, establishment and management of the Schesygt@m, modernisation and informatisation
of customs, judiciary reform, administrative capiasi, construction and equipment of border
crossings, adjustment to the European system tdtata, etc. Taking all this into account, theatot
expenditure of the consolidated general governmeaihtrange from 41.7% of GDP in 2010 to
38.1% of GDP in 2012.

Expense for social benefits, accounting for an ayershare of 40.3% in total expenditure, will
decrease its share from 16.9% of GDP in 2010 t8%5%f GDP in 2012. It is for the major part
related to expense for pensions and health care.pfdjections of pension expense are based on
the expected developments in the number of penspas well as assets needed to pay out pension
supplements aimed at eliminating the differencdsiéen the pensions of the so-called "old" and
"new" pensioners. There will be no indexation peihsions in 2010, i.e. their adjustment in
accordance with the growth of gross salaries amuwmer prices, as laid down under the Act on
Special tax on Salaries, Pensions and other Rdales/aHealth care allocations are influenced by
the ongoing health care reform, particularly witdgard to primary and secondary health care,
aiming at ensuring the financial sustainability thie health care system. In addition, this
expenditure category includes funds required faresing rights on the basis of social welfare,
material and legal protection of unemployed persoraernity and child allowance.

Compensation of employees in public and state adtration, with the average share of 25.2% in
total expenditure, makes up the second largestneijoee item within the general government
budget. In the following three years, its shard décrease by 0.7 percentage points of GDP, i.e.
from 10.4% in 2010 to 9.7% in 2012. This expens&péd in 2010 envisages 0.5% growth for past
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labour and 2.2% growth of salaries in the segméstience and education in accordance with the
Agreement on Supplements to Salaries in the Sci@mdd=ducation Sector.

Expense for intermediary consumption which relatestly to expense for the use of goods and
services earmarked for compensation of employeaserial, energy and services, is expected to
average 4.5% of GDP. It will be largely determiridalready mentioned activities and projects
financed under the EU pre-accession assistancegmnoges and activities and projects connected
with the EU accession process, that are for thet pans used for strengthening the administrative
capacity.

Expense for subsidies will continue to decreasenf@®1% of GDP in 2010 to 1.8% of GDP in
2012. This decrease is primarily related to theelese in subsidies in agriculture amid the change
in the agricultural policy oriented towards the &pgan subsidy system, Croatian railways,
shipbuilding and marine transport.

Expense for property income will stand at 1.9% ddRGin 2010, reducing its share by 0.2
percentage points of GDP by the end of 2012, pilynander the influence of the estimated
interest expense trend.

Other current transfers, which comprise currenhigrand current donations, are projected at some
1.3% of GDP, whereas capital transfers, which asemrised of capital grants and capital
donations are planned to stand at 1.9% of GDParobserved medium-term period.

Expense for gross fixed capital formation comprisesexpense for the acquisition of fixed assets,
strategic inventories and valuables. In the pe#6d0-2012, it will maintain an average level of

1.9% of GDP, primarily under the influence of atttes associated with capital investments in the
field of health care and social welfare, scienadycation, judicial system, road infrastructure,

water protection, etc.

Table 3: Revenue, Expenditure and Net Lending/Bairig of the General Government 2008-2012

ESA 95 % of GDP 2008 2009p 2010p 2011p 2012p
TR |Total revenue 39.4 38.8 38.4 36.8 35.8
Main components of total revenue:

P.11 |Market output 3.3 31 31 3.0 2.8
D.211 |Value-added tax 121 111 115 11.4 11.3
D.61R |Social contributions, receivable 12.0 12.5 121 11.7 11.4

Current taxes on income, wealth etc.,

D.5R |[receivable 6.5 6.5 6.4 5.6 5.4
D.51A | - ofwhich: personal income tax 3.1 3.2 3.1 3.0 2.9
D.51B corporate income tax 3.1 2.9 2.4 2.3 2.2
D.212 |Taxes and duties on imports excluding VAT 0.6 0.5 0.5 0.5 0.4

Taxes on products, except VAT and import

D.214 |taxes 3.9 3.8 3.8 3.6 3.5
D.214a| - of which: excises 35 3.2 3.2 3.1 3.0
D.4R |Property income, receivable 0.5 0.7 0.4 0.4 0.4

TE |Total expenditure 40.8 422 41.7 39.9 38.1

Main components of total expenditure:

P.2 [Intermediate consumption 5.1 5.2 4.7 4.5 4.2
D1.P |Compensation of employees 9.8 10.3 10.4 10.0 9.7
D.3P |Subsidies, payable 2.4 2.4 2.1 1.9 1.8
D.4P |Property income, payable 1.5 1.6 1.9 1.8 1.7

Social benefits other than social transfers in
D.62P |kind, payable 12.5 13.6 13.4 12.8 12.3
D.631 |Social transfers in kind 3.1 35 35 3.2 3.0

D.7P |Other current transfers, payable 1.4 15 13 13 1.3
D.9P |Capital transfers, payable 2.4 19 19 1.8 1.8

P.5 |Gross capital formation 2.1 1.8 19 1.9 1.8

B.9 [Netlending/net borrowing 1.4 3.4 -3.3 -3.1 -2.3)

Source: MF
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Net Lending/Borrowing

In accordance with the expected economic recovedy @mmitment of fiscal policy towards
ensuring long term stability, it is expected thed process of fiscal consolidation will continuelwi
ongoing narrowing of the general government budegétit from 3.3% of GDP in 2010 to 3.1% of
GDP in 2011 and 2.3% of GDP in 2012. The greatestribution to this will come from the
budgetary central government, whose deficit in 2@iDtotal 3.1% and in 2011 2.9% of GDP. Itis
noteworthy that the fiscal impact of the special ¢& salaries, pensions and other receivables has
not been included since, under law, it is to beiegpntil the end of 2010, i.e. until the beginmin
of 2011. Towards the end of 2012, the budgetarytraemgovernment deficit will reduce by
additional 0.8 percentage points of GDP. During ¢énére medium-term period extra-budgetary
users will maintain the same deficit level and s lecal and regional self-government units,
totalling 0.1% of GDP on average.

Table 4: Revenue, Expenditure and Net Lending/Buaing of the General Government 2008-2012
According to Government Level

ESA 95 1% of GDP. 2008 2009p 2010p 2011p 2012p
Budgetary central government - unconsolidated

TR Total revenue 33.9 335 33.3 31.8 31.0

TE Total expenditure 35.1 36.8 36.3 34.7 33.1

B.9 Net lending/net borrowing -1.3 -3.2 -3.1 -2.9 -2.1
Extrabudgetary users - unconsolidated

TR Total revenue 1.8 1.6 1.6 1.6 15

TE Total expenditure 2.0 1.7 17 1.7 1.6

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

TR Total revenue 49 4.8 4.6 4.5 4.3

TE Total expenditure 49 4.8 4.7 4.5 4.4

B.9 Net lending/net borrowing 0.0 0.0 -0.1 -0.1 -0.1
Consolidated general government

TR Total revenue 39.4 38.8 38.4 36.8 35.8

TE Total expenditure 40.8 42.2 41.7 39.9 38.1

B.9 Net lending/net borrowing -1.4 -3.4 -3.3 -3.1 -2.3

Source: MF

Financing of the General Government Budget

The total level of the required financing in thetfmoming medium-term period will be determined
by movements of financial assets as well as ligdslimaturing in the period.

The movement of total required financing in theiqer2009-2012 is largely determined by the
increase of the negative fiscal balance amid cléarnggonomic circumstances. The trend of
continuous reduction in the volume of required ficiag from the pre-crisis period, as a direct
result of fiscal consolidation, was interrupted thye increase in the negative balance in 2009.
However, it is noteworthy that the fiscal consdlida process and consequently the reduction of
the negative fiscal balance will continue towaras énd of the medium term which will affect the
movements of total required financing. As regantsricial assets, net acquisition of financial
assets will have a positive sign during the entiedium-term period, which indicates continued
higher expense than receipts. Finally, the totguired financing in the medium term will be
determined by the level of repayments, i.e. maguligbilities.

The major portion of liabilities is made up of m@tg syndicated loans of domestic banks, worth
EUR 1.63 billion and four maturing bonds, of whieto foreign bonds, worth EUR 1.25 billion
and two domestic bonds; one euro denominated beondh EUR 500 million, and one kuna
denominated bond, worth HRK 3 billion.
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Table 5: Overview of Bonds Maturing in the Peridid@ — 2012

Amount

Bond Date of issue - Interest rate Maturity
(million)

Domestic bonds
Series 08 D-10 08.03.2005 3.000 HRK 6.75% 08.03.2010
Series 03 D-12 23.05.2002 500 EUR 6.88% 23.05.2012
International bonds
Euro - EUR V 2010 24.02.2003 500 EUR 4.63% 24.02.2010
Euro - EUR 11l 2011 06.03.2001 750 EUR 6.75% 14.03.2011
Source: MF

The total required financing in the medium-termigetwill be funded in the domestic and foreign

financial market. The main characteristics of sbhohrowing will be the matching future maturities

by term and amount, with the emphasis on borrowimgugh foreign securities whose amounts
over the years will reflect the need to cover tised balance and the level of overall due foreign
repayments. Domestic sources of financing will beduto cover domestic due liabilities.

3.1.3 Estimate of the Cyclically Adjusted Primary Deficit

The estimate of the cyclically adjusted primaryiclefwas done in three steps. The first was to
calculate the deviations of individual macroecornoroases 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 balance was cakadaas the difference between the primary and
the cyclical deficit.

The calculation of cyclically adjusted deficit whased on the method of the European Central
Bank'2. Personal income tax, corporate income tax, VA®Gise duties and social contributions
were observed as cyclically sensitive componentthemevenue side, whereas, on the expenditure
side, unemployment benefits were observed. The wmljjegross operating surplus, personal
consumption and the number of unemployed personme 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 parameteBO0O0.

12 Bouthevillain et al., (2001)Cyclically Adjusted Budget Balances: An Alternatiédpproach’ 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 fisljpaconometric model:

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

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

As the model with the deviation correction is ategral part of the present equation, the tests 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 thegies 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 individegclically sensitive components relative to their
respective macroeconomic bases was derived.

The cyclical component of the chosen revenue apeérekiture 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 real budget balance and the cyclicainbe. The primary deficit of consolidated
general government is used for the calculationtafctural budget balance, as the expense for
interest is not the result of current fiscal policy
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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 hdwnged its cyclical characteristics many timeshin t
analysed period. Pro-cyclical fiscal policy is chaerised by expansive fiscal policy in the period
of overheating of the economy, and restrictive diggolicy in the period of underemployment.
Anti-cyclical fiscal policy is characterised by expsive fiscal policy in the period of
underemployment, and restrictive fiscal policy e tperiod 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 relation between expansionary or restrictigedi policy and the output gap in the period
2003-2008 indicates the pro-cyclical characterhef fiscal policy in the period 2003-2007 and its
anti-cyclical character in 2008. Based on projewidor 2009, the output gap is expected to be
negative with pro-cyclical character of the fispalicy, while in the years 2011 and 2012 fiscal
policy is expected to have an anti-cyclical chaact
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Figure 5: Character of Fiscal Policy
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3.1.4 Debt Levels and Developments

The process of fiscal consolidation enabled thelle¥ net lending/borrowing to be significantly
reduced in the period since 2004 which resultgabsitive impact on the movements of public debt
as a share of GDP. Consequently, the share ofgdbebt in GDP in 2006 was reduced by 2.6
percentage points in comparison with the preceglesy. In 2007, it came to a further decrease of
the share by 2.6 percentage points, while in 2@d8ipdebt stood at 29.1% of GDP.

As regards the movements in the foreign and domestnponents of public debt, it came to the
increase in the domestic component of public delhé past several years, i.e. to the reduction in
the foreign component of public debt. In the perki4-2008, the foreign component of public
debt continually declined from 54.1% in 2004 to430.in 2008. The domestic component went up
continually from 45.9% in 2004 to 69.6% in 2008.e%¥h8 developments resulted from the
orientation to mostly domestic sources for the pagpof financing the general government deficit.
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Figure 6: Public Debt 2004-2008
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The majority of the public debt is associated pritgavith borrowing through securities, followed
by loan borrowings. The period 2004-2008 was charsed by the Government's orientation
towards securing financing through issues in theekiic market, which reduced the dependence
on international capital markets. It has also hambsitive impact on external debt developments
and has contributed to the development of the doot@sancial market.

At the end of 2008, the largest share of publict eeds related to the budgetary central government
(93.3%), followed by the debt of extra-budgetargrss(4.8%) and local government (1.9%). In
terms of the currency structure, it is noteworthgttabout 4/5 of the debt is denominated in foreign
currency, mostly in Euros.

With regard to the overall public debt manageménis of great importance to define adequate
plans and direction of public debt management, whigilds on previous years' achievements and
is closely associated with the fiscal and otheneauic policy plans. The Budget Act lays down the

institutional framework for borrowing and public temanagement in a way which enables the
Government to satisfy its financial needs by gemagahe lowest medium and long-term financing

costs, incurring the optimum risk level under tineeg circumstances.

Taking into account the changes in financial maketcluding the domestic market, and maturing
foreign liabilities, a share of 2009 financing neeghs met by issuing a foreign bond in May 2009,
when, after five years, the Republic of Croatiaume¢d to the foreign financial market to issue a
eurobond worth EUR 750 million at the price of 9%%&6 of the nominal amount, fixed annual rate
of 6.5% and maturity in 2015. In November 2009, $beond bond was issued in the US financial
market, worth USD 1.5 billion, at the fixed rate@®¥5% and 10-year maturity. As a result of the
abovementioned changes in financial conditions aithnges in domestic and global
macroeconomic conditions, a share of 2009 totalnfiotmng needs was meet met through short-term
instruments, primarily syndicated loans of domelstinks and T-bills.

In the forthcoming three-year period, the needfioancing the overall budget deficit and due
liabilities will be met both in the domestic andetlforeign financial market, with the primary
objective to match future maturities by amount & concurrently freeing additional room for
the financing of other sectors.
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The general government deficit and due liabilinesvements in the forthcoming three-year period
will result in higher financing needs relative hethistorical average, which will reflect itselftime
share of public debt in GDP.

Consequently, the share of public debt in GDP w#k in the forthcoming period from the
estimated level of 33.5% of GDP in 2009 to over 3@24GDP at the end of the period under
review, tending to stagnate in the last year. lditazh, it will come to certain changes in the lsve

of the foreign and domestic component of publictaedpressed as a share of GDP in consequent
of maturing liabilities in the period under revieand the planned new borrowing both in the
domestic and the foreign financial market.

Table 6: Projections of Net Lending/Borrowing anebfc Debt

% of GDP 2008  2009p 2010p 2011p 2012p
Public debt 29.1 33.5 36.1 37.3 37.4
Foreign 8.8 10.5 13.2 14.1 15.8
Domestic 20.2 22.9 22.9 23.2 21.6

Source: MF

3.1.5 Budgetary Implications of Major Structural Reforms

The fiscal programme in the medium-term period Wwél supported by the implementation of vital
structural reforms, particularly in the enterprisector, labour market, agriculture, public
administration, education and science, health car@al welfare, judicial system and environment
protection. In Chapter 4: Structural Reforms, ghi€ument provides a detailed description of the
goals, measures and activities in each of the amastioned, while fiscal effects of the key
measures undertaken as part of the structuralmsf@re shown in Annex I: Matrix of Policy
Commitments. Those fiscal effects include allogadicof budgetary funds for the purpose of
implementing certain measures, and they providermétion as to how those measures are
financed from loans and the EU pre-accession assistfunds.

Accordingly, in the medium-term period 2010-2012f mcrease of budgetary allocations for the
purpose of implementing certain structural measwiésstand at some 0.04% of GDP on average,
out of which the budgetary revenue relating to smhéhose measures will record and average
increase of 0.03% of GDP, while the expenditure wirease by 0.07% of GDP on average.

In this context, it is important to stress the mimsportant measures having fiscal effects in the
forthcoming period. The forthcoming medium-termipérwill thus be marked by the reduction in
subsidies to Croatian Railways and the agricultsegtor. With regard to the policy of agricultural
state aid, the overall budget for market-pricindigyois planed to be reduced, while subsidies for
rural development measures will go up. These deweémts in the agricultural state aid segment
will result in the net decrease of budgetary afiimres of 0.05% on annual basis.

In the forthcoming period, the net increase of lmidg allocations for health care reform will total
0.03% on annual basis. However, due to investmentospital equipment and the necessary
reorganisation of urgent medical aid, budgetarycaltions will increase in 2011. In 2012, when the
primary health care infomatisation project is coatetl expenditure growth will slow down again.

The net decrease in budgetary allocations for timpgse of implementing the pro-natal policy
measures in the period under review will amour.@1% of GDP on annual basis. The year 2010
will be marked by the increase in these expenditushile after that they will start reducing. Other
measures in the enterprise sector, labour markgicudtural sector, public administration,
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education and science, health care and the judgstem will also produce fiscal effects on the
expenditure side, which, in principle, exceed teenues resulting from the utilisation of various
EU pre-accession 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

The changes in macroeconomic variables have signifimplications for the fiscal developments,
i.e. for the expected direction and result of tikedl policy. For example, a lower level of real BD
has a direct impact on the level of expected budgeevenues. Lower rates of economic growth
could result from further global negative trends, from the deepening of the economic crisis and
the reduction in economic activity of Croatia's mimsportant trade partners, as well as from the
growth reduction in the countries of the regionaurism generating markets.

Delayed crisis impactsnter alia the impacts on the financial system and the lalnoanket would
be stronger than expected, negatively influendmegprojected fiscal policy results.

In case of lower than planned GDP growth rate,lereding/borrowing in the forthcoming period
would rise, consequently affecting public debt nroeets.

Debt servicing and interest payments, especiallyhie case of a further deterioration of the
conditions in the financial market, also preseffiseal risk because when larger amounts of debt
fall due for payment they create pressure on ctifyesiness operations in the sense of refinancing
risk increase, i.e. pose greater burden on the diudRyblic debt management should therefore
ensure that debt-servicing burden is evenly disted.

On the expenditure side, it is necessary to empbédbie risk of one-off growth of expenditures
relating to the non-implementation of structurdbrems with the foreseen dynamics. In addition,
changes in the implementation of envisaged refomosild impact current business results,
especially in the circumstances of less favourabtsomic developments.

Net Lending/Borrowing Sensitivity Analysis

Net lending/borrowing and fiscal balance can bedéd by various factors in the medium-period,
having different impacts on the revenue and/or edjiare side of the general government budget.
The analysis of the fiscal balance movement buids baseline macroeconomic and fiscal
projection, i.e. baseline scenario. The analysegecdaout and their results, i.e. the impacts of
changed assumptions, are then compared to theirmasslenario. While those analyses were
carried out on the basis of arbitrary assumptiotiey still show what effects of net
lending/borrowing could be expected in the next im@dterm period if circumstances arose that
would substantially change the main assumptions.

An overview is given below of the fiscal balancengtvity analysis, assuming a change in the
revenue factors. The level of expenditures wasmasdun line with the baseline projection. It was
shown that revenues reacted strongly in crisis itiomd, especially tax revenues related to
personal consumption. Considering that, under theeline projection, revenue from taxes and
contributions connected with personal consumptiod &bour market factors makes up, on
average, around 70% of general government budgenue, an overview is given below of the
impact of its changes on the overall fiscal balantéh regard to the mentioned revenue, we
reviewed the impact on revenue under the influesfcpersonal consumption and labour market
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factors in the narrow sense, i.e. the impact omesaldded tax, personal income tax and social
security contributions.

Further, the analysis was carried out in a mann@clwassumed a change in the revenue from
personal income tax and social security contrilbutiothe medium-term period that would lead to
the deterioration in the nominal annual growth rate a fall by one percentage point, for two gear
in a row, in 2010 and 2011. Such an assumptioritegsin the deterioration of the fiscal balance of
some 0.2 percentage points in the whole medium-pamod.

As regards the value added tax, it was assumedodrabnal consumption growth in 2010 would

amount to zero (only a half of the assumed growttien the baseline projection for 2011). The
results showed that under such a scenario thel fiedance would deteriorate by 0.3 percentage
points in 2010 and 0.6 percentage points during rdst of the medium-term period. When

reviewing these results, one should take into camation the yearly impact of the increase of the
VAT rate from 22% to 23%.

In the circumstances where it would come to theulfemeous deterioration in the observed
revenue factors, the fiscal balance would deteteosaibstantially, from 0.4 percentage points in
2010 to 0.9 and 0.8 percentage points in 2011 &1@ 2espectively. It should be noted that the
analyses that were carried out assumed that casgam the expenditure side of the budget were
constant, although changes in individual reviewaarees of revenue would certainly, to an extent,
affect the general government budget expenditure.

Table 7: Assumptions of the Baseline Scenario aeslRs of the Sensitivity Analysis

2008 2009 p 2010 p 2011 p 2012 p

Assumptions (baseline scenario)

Real GDP, growth rate 2.4 -5.9 0.5 3.0 3.5
Inflation (GDP deflator) 6.4 2.8 1.8 3.0 3.0
Net lending (+) / borrowing (-)

Baseline scenario -1.4 -3.4 -3.3 -3.1 -2.3
Scenario 1: Slower economic growth (private consumption) -3.4 -3.6 -3.7 -2.9
Scenario 2: Weaker revenue realization due to labour market trends -3.4 -3.4 -3.4 -2.6)
Scenario 1 and 2 combined -3.4 -3.7 -4.0 -3.2

Source: MF
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Figure 7: Results of Sensitivity Analysis
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Public Debt Sensitivity Analysis

Public debt movements are directly connected wittcnmeconomic results and assumptions of
fiscal policy implementation. Therefore it is ofegt importance to continuously conduct public
debt sensitivity analysis so as to realisticallgenstand various implications of possible chandes o
assumptions that determine public debt projectiarthe medium-term and thus pose the greatest
risk, as well as to be able to review all of thesgbilities for risk avoidance or mitigation. The
public debt sensitivity analyses are based on #Hselime scenario, which rests on medium-term
projections. A series of alternative scenariosthes applied with assumed values being kept at a
certain (historical level) or subjected to variosisocks. The shocks are usually connected to
historical values of the values under review arairthariability, but can also be arbitrary.

In the sense of the Budget Act public debt is defias the general budget or general government
debt.

The conducted public debt sensitivity analysis stawhat depreciation of the kuna, especially of
the kuna against the euro, would have the stroriggsdct on its movement. The reason for this
lies in the fact that a sizable share of the delitenominated in foreign currency. The conducted
sensitivity analysis reflects that the arbitrarpah of the kuna depreciating by 25% raises public
debt to some 50% of GDP in the period under review.

Tests have also shown a strong reaction of theigulalbt to changes in contingent liabilities
(guarantees). For the purpose of this test, it assimed that public debt in 2010 would go up by
the amount of contingent liabilities arbitrarilyts¢ 10% of GDP, which is almost the total amount
of guarantees. In addition, public debt demonstrateunfavourable medium-term trend relating to
an arbitrary assumption of a decline in the reaPGBte in 2010 and 2011, at the level expected in
2009. In such a case, public debt in the medium-igould rise to some 45% of GDP. In addition,
public debt demonstrated an unfavourable trendase of primary deficit changes since deficit is
the main debt generator, especially because ditttehat the effects of the primary deficit shock
subside slowly and last to the end of the periodienmeview.

On the other hand, analyses in which the assungptothe real GDP growth rate, real interest rate
and primary balance are kept at their historicalefage) values from 2008 onward show an
opposite trend relative to the above conductedyaiglin this case, the debt movement changes,
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and the share of public debt in GDP decreases.réhidt differs from the baseline scenario based
on medium-term macroeconomic projections, takingp iaccount the current macroeconomic
developments and projected developments in the umetkrm that changed substantially in

relation to historical averages.

Figure 8: Public Debt as a Share in GDP under BaffeScenarios (in %)

2004 2005 2006 2007 2008 2009 2010 2011 2012

Baseline scenario —>¢—Scenario 1: Historical average Scenario 2: Real GDP shock
—@— Scenario 3: Primary deficit shock —a— Scenario 4: Kuna depreciation Scenario 5: Contingent liabilities shock
Source: MF

3.2.2 Comparison with Previous Programme

In this chapter, an overview is given of total newe, expenditure and net lending/borrowing levels
presented in the previous year's and this yearB. Powever, it should be noted that serious
changes have occurred since the publication of yaat's PEP which make direct comparison
between the previous year's PEP and the this yBPsdifficult.

As already discussed in previous chapters, the 20808 and consequently projections for the
forthcoming years, which made up the integral pdrthe last year's PEP, were significantly
changed already within the framework of the firatlget revision in April 2009 due to changed
macroeconomic conditions. Under the ESA 95 methagigl total revenue decreased by 2.6
percentage points of GDP in the first budget revigielative to the initial plan, while expenditure
were cut by 1.9 percentage points. Consequently, lerding/borrowing increased by 0.8
percentage points. Within the framework of the selcbudget revision in July 2009 revenue
decreased by 2.3 percentage points relative tgteeious plan, expenditure by 0.4 percentage
points, and net lending/borrowing increased bype&entage points. The third budget revision that
was also adopted in July 2009 raised revenuesdypdrcentage points, reduced expenditures by
0.1 percentage points relative to the previous plad decreased net lending/borrowing by 0.5
percentage points to the level of 3.4% of GDP.

In addition, other changes occurred that rendecticomparison of the two programmes difficult.
Apart from different assumptions relating to ecomoactivity, i.e. the nominal GDP and thus the
share of revenue, expenditure and net lending/bamgy at the end of January 2009 GDP
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calculation was adjusted to the ESA 95 methodoldbys including the unofficial economy,
financial intermediation services and imputed iatd the new calculation.

Further, the comparison of revenue and expendiéme consequently net lending/borrowing is
made difficult due to the introduction of new saes®f revenue within the framework of the third
budget revision.

Finally, the level of revenue, expenditure andlaeeting/borrowing in the two programmes should
also be reviewed from the aspect of coverage ofjmeral government indicators.

Table 8: Comparison of Revenue, Expenditure and_Netling/Borrowing of the General
Government according to 2008 PEP and 2009 PEP

2008 2000p _ 2010p _ 201lp _ 2012p

2009 PEP (% of GDP)

Total revenue 394 38.8 38.4 36.8 35.8
Total expenditure 40.8 42.2 41.7 39.9 38.1
Net lending/borrowing -14 -3.4 -3.3 -3.1 -2.3
2008 PEP (% of GDP)

Total revenue 457 45.2 44.8 44.4

Total expenditure 46.9 46.1 454 44.4

Net lending/borrowing -1.3 -0.9 -0.6 0.0

Difference

Total revenue -6.3 -6.4 -6.4 -7.7

Total expenditure -6.1 -4.0 -3.7 -4.5

Net lending/borrowing -0.1 -2.5 -2.6 -3.1

Source: MF

3.3 QUALITY OF PUBLIC FINANCES

In 2009, numerous activities were undertaken ainahgnproving the quality of public finance.
Some of the activities include the continuation neéasures envisaged under the Strategy for
Improvement and Modernisation of the Processesiwttie State Treasury for 2007-2011, while
others relate to measures implemented with a veewitigate the effects of the global economic
crisis.

Due to its sound institutional and legislative feamork, the Republic of Croatia endured the first
wave of negative impacts of the global financiasisrrather well but its later spill-over to theale
sector led to lower collection of budget revenuberEfore, the Government took a series of
measures in 2009, aiming at fighting the effectshef crisis and ensuring the stability of public
finances. A package of 10 anti-recession measuassadopted in February 2009, as well as three
budget revisions, adjusting both the revenue aace#penditure side of the budget, as described in
more detail in Section 3.1.2 Actual Balances andliM@-Term Perspectives.

Moreover, aiming at creating additional room foe financing of the private sector in the domestic
financial market, the Government issued a eurobafter being absent from foreign financial
markets for five yearsThe first issue was in May, worth EUR 750 milliondamaturing in 2015,
while the second issue was in November, worth USbillion and with a 10-year maturity.

These measures contributed to the stability of ipdblances in 2009 in the circumstances of an
economic crisis and created a starting point foplementation of the fiscal policy in the
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forthcoming three-year period, aiming at ensuriggtesm liquidity and creating the preconditions
for economic recovery.

As regards the improvement of the budgetary proaesser the new Budget Attwhich entered
into force on 1 January 2009, the budgetary planpirocess and preparation of the 2010 budget
started with the creation of strategic plans fa three year period. Accordingly, the Government
adopted the Government Programmes Strategy forthitee year period in September 2009,
defining twelve major objectives of the fiscal myli More detailed information on implemented
changes and additional measures for improvemenhefbudgetary process may be found in
Chapter 3.5 Institutional Features of Public Firemnc

In the context of managing public finances, it dddoe noted that the Government adopted the
Development Strategy of Public Internal Financiah@ol for the period 2009-2011 in September
2009, as part of budgetary reforms launched witte Strategy for Improvement and

Modernisation of the Processes within the Stateajuey 2007-2011 and in line with the new

Budget Act. Previous Strategies were directed aatorg the necessary preconditions for the
establishment and development of the said systeludigetary users, including the setting up of a
regulatory framework and organisational capacitigkile the new Strategy is oriented towards
further development of the established system awoh of the management structure for

responsible, transparent and successful managerheuatigetary funds.

Further improvement of the quality of public finasowill be affected by continued implementation
of structural reforms in the labour market, healine, public administration the judiciary and other
areas.

Aiming at the prevention of a further rise in themwber of the unemployed, i.e. further termination
of employment contracts and prevention of additi@ests associated with workers who have been
laid off, new flexibility measures have been intnodd in order to enable business entities do adapt
to new circumstances and retain the largest passibimber of workers on the payroll, thus
preventing a surge in unemployment. The Employnfemitection Act* was adopted for this
purpose in July 2009. In addition, the adoptiontlé new Labour Ac¢t in December 2009
completed the process of harmonisation of the Laldai with the acquis communautairelhe
National Plan for Promoting Employment (2009-20IE3)s down the main principles of the state
employment policy, as well as the responsibiliteesl tasks of the competent state administration
authorities and public institutions.

The Ministry of Administration was established ialyd 2009 within the framework of public
administration reform, with an aim to direct thdoren and the modernisation process in public
administration and ensure the preconditions for gtiengthening of management administrative
capacities of the authority competent for state iathtnation reform. In addition, the new General
Administrative Procedure At was adopted and efforts were invested in strengibgethe
electronic administration and developing human ueses.

Further, efforts aimed at strengthening the inddpane, impartiality, professionalism and

efficiency of the judiciary have been continuedniaig at increasing the citizens' confidence in
government institutions and the state of law asngwortant precondition for Croatia's economic

development and promotion of capital investmenthoatia. Organisational and institutional

changes were introduced by establishing speciaesffand bodies competent for implementing the
measures aimed at successful combating againstptiom and organised crime.

13 Official Gazette 87/08
14 Official Gazette 94/09
15 Official Gazette 149/09
16 Official Gazette 47/09
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Improvements were also achieved in the public peoent system by establishing the Central
Public Procurement Office of the Republic of Cradtin November 20009. It is estimated that this
public procurement model will generate substarstzings for the budget.

In addition to the funds allocated from the stateldet, a significant role is played by assistance
under the EU programmes. As part of assistanceramuges, i.e. pre-accession programmes,
CARDS, PHARE, ISPA and SAPARD, by 30 June 2009 Republic of Croatia ensured EUR
239.8 million or some 80.7%. Contracting under EBPA programme is under way, which will
raise the final percentage. EUR 159.4 million waslmut until 30 June 2009.

In the first half of 2009, the European Commissatiocated EUR 40.3 million to the Republic of
Croatia for programmes PHARE, ISPA, SAPARD and HPéomponent IV.

On 5 June 2009, the Republic of Croatia and theofigan Commission signed a financial
agreement on the allocation of funds under the #®88 programme — component I. A total of
EUR 35.8 million was allocated for 55 projects,afiicing projects within the competence of the
Central Finance and Contracting Agency.

As regards the strengthening of the administratisenework for the implementation of the EU
assistance programmes, it is noteworthy that the-Praud Coordinating Structure (AFCOS) is
fully functional and is prepared for timely detectiand reporting on irregularities and fraud. With
a view to optimise AFCOS efficiency, training iopided on an ongoing basis and drawing up of
the National Strategy for Combating Fraud and Rtme of the EU Financial Interests entered its
final phase. The strategy represents a strong fremkefor efficient and effective coordination,
communication, cooperation and exchange of infolsnaamong authorities in the AFCOS system.
Implementing the measures from the strategy andingeebjectives will ensure strong protection
of financial interests of the EU. The Agency forgial Development of the Republic of Croatia
was established at the end of December 2008, wheld®aying Agency for Agriculture, Fisheries
and Rural Development was established in 2009.r@sablishment has an important role in the
implementation of the regional development polioyg ahe agriculture policy of the Republic of
Croatia.

3.4 SUSTAINABILITY OF PUBLIC FINANCES

The assessment of long-term sustainability of pufiiances is based on the long-term projections
of the population of the Republic of Croatia, appdya scenario with medium fertility and medium
migration and baseline macroeconomic assumptiofigfe movements, which include a changed
GDP calculation methodology that is aligned witle timethodology of the European System of
Accounts, ESA 95. In comparison with the previousPP lower real GDP growth rates are
envisaged in the initial period, higher unemploytrates and new fiscal projections for the period
until 2012.

The projections have been made under the assump@bin the period under review there would
be no significant changes in the application okexg legislation which regulate public pension
and health expenses and that the manner of catayland collecting social security contributions
would remain unchanged. The projection of expegeasion expenditures took into account the
expected movements in the number of pensionersexpected effects of equalisation of the so-
called "new" and "old" pensioners and the lafckension indexation in 2010. The projections of
health care expenditures envisage the continuetementation of health care reform, in particular
in the segments of primary health care, hospitsiesy and sick leave control. All other sources of

17 Official Gazette 138/09
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revenue, with the exception of social security dbations, as a share of GDP will remain the
same, as well as all other expenses, except fosigmenhealth care and interest expenses. It is
noteworthy, that the revenue side in 2010 took adoount the effects of the special tax on salaries
pensions and other receivables on annual basis.

As regards participation rates, it is assumed thatbehaviour patterns of individual economic
agents will remain unchanged, with participatiotesaaccording to characteristic age groups (15-
24, 25-49 and 50-64) and gender remaining the s@mesuch assumption, it can be seen that after
the year 2010 the overall participation rate waty slightly, primarily as a result of the flucticat

of population in these age groups.

The unemployment rate is projected to fall, reaghif.3% in 2010. As from 2013, the structural
unemployment rate is expected to hold at the levedround 7.0% and remain unchanged until
2050. The growth of productivity per employee igivled from the assumptions on real GDP
growth and changes in the number of employed persatich is determined by long-term

demographic projections and assumed participattasr

On the basis of the assumptions described abov@all an revenue from pension insurance
contributions is estimated: from 5.9% of GDP in 20 5.3% of GDP in 2015, stabilising in
subsequent years. The reason for this is a gradlcr@ase in the share of employees claiming their
pension insurance under both mandatory pillars esispn insurance, that is, of those with a
proportion of their contributions of 15% of the gsosalary paid into the first and 5% into the
second pillar of pension insurance. Older employeeshe other hand, are largely covered only by
the first pillar of pension insurance, with thealohmount of their contributions (20%) being paid
into the public fund. The stabilisation of the shaf revenue from pension expenditures at 5.3% of
GDP after 2015 is a result of assumptions thatgeahth of wage per employee is equal to labour
productivity and of the contribution rate definiti@as a constant portion of wages, where higher
first-pillar contributions for older employees ai@ken into account for the purpose of pension
insurance contributions.

The projections also indicate a decrease in peresipenses by 1.8 percentage points of GDP, i.e.
from 8.7% of GDP in 2005 to 6.9% of GDP in 2050thapensions of war veterans being excluded
from the analysis. The share of pension expens&sDR is slightly lower than projected in the
previous PEP, mostly as a result of changes infGb@ calculation methodology but also due to
lower real GDP growth rates in the medium-termhaiigh the number of the aging population is
increasing, the pension reform and the decreaselative pensions paid from the first pillar give
rise to long-term projections of the decrease ef prtion of public pension expenses in GDP.
Such an outcome is likely if the current parameténsension calculation are maintained, i.e. wage
and price indexation of pensions. In addition,sitestimated that the share of those pensioners
whose pensions are paid entirely from the firstapiwill gradually decrease, while the share of
those who are paid the basic part of their pendioms the first pillar and the remaining part from
the second, which is going to be paid from indiadcapitalised pension funds, will grow.

The public expenses for health care are projecedcrease from 5.5% of GDP to 10.5% of GDP
in 2050. The projection is based on the estimata@ pffect of aging population, reflecting the
changes marked by the growing share of older agepgrthat are the primary users of health care
services. The projections assumed expenditure frowt line with the growth of labour
productivity, also including the effects of the leacare reform and increasing expenses of health
care development, especially in the segment of resgee for medicines and new technologies. In
addition, it was assumed that health expensesdcin age and gender group would grow in line
with GDP per employee, which means that they wdoldw the current trends in the economy
and society as a whole.
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Expenses for interest as a share of GDP will gn@mmf1.9% in 2005 to 2.7% in 2050. In line with
projected developments of described revenue andneifoure categories, the total revenue will
stand at some 36.6% of GDP and total expendituserae 40.8% of GDP during the entire period
under review.

Figure 9: Aging of Population, Health and Pensiapdéhses
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3.5 INSTITUTIONAL FEATURES OF PUBLIC FINANCES

The new Budget AE entered into force on 1 January 2009, introdutiregfollowing novelties in
comparison with the 2003 Budget Act:

strategic planning and the obligation to preparéhr@e-year Government programmes
strategy in order for strategy priorities and galthe Government policies to have a direct
influence on the allocation of funds within the et

a multi-year budgetary framework, since in additionthe annual budget the Croatian
Parliament will also adopt budget projections fur following two years;

more flexibility in the execution of the budget base the budget will be adopted at a less
detailed level, contributing to a better budgetraieaw;

the possibility to carry over to the following buetgry year activities and projects financed
from the EU pre-accession assistance funds andatagpiojects when they are not
completed by the end of the current year;

inclusion of consents issued by local and regice#lgovernment units to institutions and
legal persons in their ownership in the scope aisgide borrowing by the unit, as well as
the obligation to obtain authorisation from the isti@r of finance prior to granting

'8 The Budget Act (Official Gazette 87/08) speciftee instrument for public expenditure managemedt ragulates
the process of planning, preparation, adoption exetution of the budget, asset and debt managemelnlic debt
management, borrowing and issuance of guarante@tsebgentral government and the units of local magional self-
government, budgetary relations in the public seetoccounting and budgetary supervision.
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guarantees to institutions and legal persons oveyddcal units, thus ensuring prior control
over guarantee issuance.

In accordance with the provision of the new Acte tBovernment of the Republic of Croatia

adopted a Government Programmes Strategy 2010-20%2ptember 2009, which was prepared
on the basis of strategic plans of ministries atitlogovernment administration bodies. Strategic
plans were drawn up on the basis of existing siratdocuments and plans, taking into account the
set objectives and changes in the environment.

The 2010-2012 Strategy clearly defines goals amatipes to be implemented by the programmes
of the Government of the Republic of Croatia witthie set time limit. Strategic plans provide an
overview of sectoral goals and the Government Rwognes Strategy ensures the allocation of
budgetary funds to goals which will achieve theaggst impact in priority areas.

In the forthcoming three-year period, measures dirmedevelopment of budgetary processes
defined under the Strategy for Improvement and Madation of the Processes within the State
Treasury will continue. They are:

» development of success indicators, which will citmiie to the establishment of the system
of responsibility for results achieved,

» establishing an automated system of supervision l@aglities incurrence, including multi-
year liabilities,

» establishing a comprehensive accounting systemgiating the main ledgers of budgetary
users with the main ledger of the State Treasupyder to ensure the availability of data on
the liabilities incurred and their maturity,

e pressing ahead with internal audit of the StateaJuwey system/business processes
according to risk assessment, management requiteraed results of risk assessment in
the Treasury.

In addition, during the same period the area okexgvaluation and assessment of the justifiability
and efficiency of investment projects financed byddetary users will be regulated by a
Government Regulation.

The purpose of the Regulation is to improve the agament of investment projects by budgetary
users:

* by taking more efficient decisions on investmenbiities,

* by enabling the development of assessment of imeazst proposal and managing the costs
of approved projects in order to improve the vdluemoney ratio,

» by providing high-quality information on completptbjects to use the gained experience in
the preparation and implementation of future prigjec

As a result, projects will be chosen that contebilite most to achieving the priority objectives of
the Government at the lowest cost, while on themttand, the notification system will enable all
interested parties to monitor project progress emable the Ministry of Finance plan for funds in
the state budget more realistically.
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4 STRUCTURAL REFORMS
4.1 ENTERPRISE SECTOR
4.1.1 Competition Policy and State Aid

Competition Policy

Effective competition and ensuring level playingldi for all the entrepreneurs on the market,
regardless of their market strength and size, sgmtethe conditions without which significant
changes in the economic structure, improved invests) introduction of new products and
services, increased innovation in all economic @wscand enhanced well being of Croatian
consumers cannot be expected. The task of congrelaw and policy is to establish the conditions
for the development of such competition, i.e. tevent and prohibit market conduct restricting
competition, weather by entering into prohibitedesggnents, abuse of dominant position or through
mergers and acquisitions that can have negativadtmpn the market. Although the Croatian
Competition Agency (hereinafter: the Agency) hasrbeery active, intervening, in the course of
2009, on several markets to prevent the actions @@ contrary to the competition rules
(telecommunications, gas distribution, sale of medi petroleum products, provision of airport
services, etc.), not all the conditions are pregentfor development of the effective competition
system in the Republic of Croatia, in view of thgefscy’s limited competence (it is not competent
for the banking sector) and a lack of power to isg®anctions for violating the law. More
specifically, the competition system establishedttiy Competition Act, adopted in 2083nd
harmonised with the fundamental competition rulestained in theacquis communautairehas,
nevertheless, left the penalties for violating #ierementioned Act within the authority of more
than 100 misdemeanour courts with territorial jic§on in the Republic of Croatia. The practice
has shown that such a system is not effective geoalties are imposed rarely and involve small
amounts, so that the violators of the Act are nmighed adequately and deterrence, the target
effect of the Agency’s decisions, has not beeneadd. Accordingly, for the purpose of improving
efficiency of the Agency’s operation and enhanaffgctiveness of the competition system, it was
necessary to adopt a new legislative frameworkrfarket competition, which would eliminate the
previously mentioned deficiencies of the existingepproviding the Agency with the required
instruments for the application of competition riagion (e.g. introduction of the so-called leniency
programme to fight cartels). The new Competitiori*Awas adopted in the Croatian Parliament at
the end of June 2009 and its application star0itD. Accordingly, the new Competition Act will
strengthen the role of competition law in the Ciaratiegal system and enhance the role of the
Agency by increasing its authority in detecting ahén punishing the offenders adequately,
promoting thus competition law and policy, espdgiathen providing opinion regarding the
compliance of the new and existing legislation witle competition legislation (competition
advocacy).

State Aid

The establishment of the state aid control systepresents another important instrument for
creating the conditions for the development of @ffe@ competition, the aim of which is to prevent
aid from putting individual entrepreneurs unjustiifiy in a more favourable market position
relative to their competitors.

19 Official Gazette 122/03
20 Official Gazette 79/09
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The state aid control system in Croatia is fuligaéd withacquis communautairend the Croatian
Competition Agency is authorised to perform contaodl state aid grants and repayments.
Accordingly, in the past several years, the systémranting state aid was established, based on
aid schemes, whereas individual aid is grantednamelasingly smaller number of cases, as an
exception, and predominantly in the case of resirutg of entrepreneurs facing difficulties or as a
remuneration for providing services of general eroic interest. In addition all aid schemes,
including those based on awarding tax exemptiongda investments, in free zones, as well as in
the areas of special state concern and hilly andntainous areas, are fully aligned with the aid
regulations, the application of which began in 208@tivities are also underway focused on
restructuring the shipbuilding sector, through ghi privatisation, with an aim of abandoning the
present method of allocating aid to this sectord @neating the conditions for establishing
economic and market sustainability of that sectoraddition, changes in the aid system for
Croatian Radio and Television are being preparduchwill, without prejudice to the role of that
institution as a public service provider in readgidemocratic, social and cultural needs of the
Croatian citizens, align the existing legislatiavgrning this field with the state aid regulations.

Owing to the application of the new system of grantstate aid and observance of rules
encouraging granting of aid for horizontal goals @mscouraging aid for covering operating costs,
positive developments in this area were recorddiB2@espite the global financial and economic
crisis which also spilt over to the Croatian ecogorilore specifically, according to the data

compiled and processed by the Agency for the permdésdrawing up the Annual Report on the

State Aid in accordance with the methodology of Bueopean Commission, less aid was granted
in Croatia in 2008 compared to 2007 and their slimr&DP was also reduced. Total state aid
granted in 2008 amounted to HRK 8,810.5 millionjakhs 17.6% less than in 2007, whereas the
share of total aid in GDP stood at 2.6% in 20024a% reduction compared to 2007, when it
stood at 3.4%.

According to categories of state aid, that for hamntal purposes and for regional goals accounted
for 18.1% of the total amount of state aid in 20Q8jle state aid for special sectors in the field o
industry and services accounted for 39.7% (of wihiehgreatest part related to transport, radio and
television broadcasting, shipbuilding and touriséother 40.2% of the total allocated state aid
went to agriculture and fisheries, while state aidthe local level amounted to 2.0%. Total state
aid, excluding agriculture and fisheries amounedHRK 5,272.8 million in 2008, representing
1.5% of GDP, and if agriculture, fisheries and sqaort are excluded, total state aid amounted to
HRK 3,820.1 million or 1.1% of GDP.

As regards individual state aid instruments, thevamd trend of subsidies continued in 2008,

comprising 78.7% of total state aid, followed by &xemptions with an 11.7% share and shares in
equity with a 4.6% share, state guarantees (4.5%d)aad in a form of more favourable loans

(0.5%).

4.1.2 Privatisation

In mid-September 2009, the Croatian Privatisatiamd- (CPF) portfolio encompassed 783
companies (736 companies available for sale) waital £quity capital of HRK 59.8 billion, out of
which HRK 16.5 billion is in state ownership. Altingh 86 companies were privatised last ye&r (4
quarter of 2008 and first three quarters of 208%dmpanies by a sale through a public tender, 35
on the Zagreb Stock Exchange and 48 companies dedeéed from the court register following a
completion of bankruptcy or winding-up proceedingse portfolio structure by the number of
companies and ownership shares has remained almcsanged compared to the previous year, so
that CPF is a minority owner with up to 25% sharequity capital in 80% of the companies (627
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companies), in another 72 companies the share sabgeveen 25% and 50%, whereas in 84
companies the state is still a majority owner witbre than 50% share in capital.

In addition to the existing share portfolio struetuwhere companies facing operational difficulties
are predominant and, as such, unattractive to iokgsthe global economic crisis also had a
significant influence on the achieved privatisatdynamics, resulting in a decreased interest of
potential investors in investments in the entigior. Consequently, regardless of a large number
of invited public tenders (24 tenders were invited sale of 15 companies, out of which 9
companies were from the CPF portfolio and the raemgi 6 related to Croatian Railways
subsidiaries), only three companies were privatised

By inviting a tender (in early August) for privadison of five shipyards and one subsidiary in
majority state ownership, the activities startedetsolve the issue of long-term sustainabilityhed t
shipbuilding sector which is, from the aspect alatisation, the most complex and demanding
sector that has remained in the CPF portfolio.

The wording and conditions of the tender, agreeth whe European Commission included the
following: sale of four shipyards at the initialige of one kuna, two shipyards (‘Uljanik’ d.d., Rul
and subsidiary ‘Brodosplit — Naval and Special \&ssShipyard’ d.o.0.) at their nominal value,
sale of 25% of equity capital of company ‘Uljanildd to managers and employees under special
conditions and submitting of a business plan fgreaod of minimum 5 years, anticipating the
restructuring plan for a period of maximum 5 yefatwing the date of concluding the share sale
contract. The compulsory content of the restrunturplan comprises adequate compensation
schemes and significant own contribution of atid@86 of total restructuring costs, along with the
liability of a potential investor to co-ordinateethestructuring plan with the Croatian Competition
Agency and the European Commission.

Notwithstanding huge interest of potential investaxpressed in the process of shipyard
privatisation (34 tender dossiers were purchasaay, two valid tenders were received under the
tender procedure which closed on 30 September 2608 tender for ‘Brodotrogir’ d.d. and
another one for a subsidiary of Shipbuilding IndpsSplit’, ‘Brodosplit - Naval and Special
Vessels Shipyard’ d.o.0.). However, the submitesadéers did not meet the tender conditions, so
that invitation of new tenders is expected in eafy0.

As regards other privatisation activities, it sitbbke noted that privatisation of the only remaining
agricultural conglomerate held in the CPF portfolibe company Vupik d.d., Vukovar, was
completed since the Government of the Republicroa@a issued a decision on the selection of the
successful tenderer at the end of 2009.

In the course of 2009, despite intense efforts dimaé privatisation of Croatian Railways
subsidiaries (14 tenders were invited for 6 comgsinot a single company was sold.

Completion of privatisation of the largest part thfe remaining portfolio of the Croatian
Privatisation Fund (CPF), as one of the preconustior creating an efficient market economy, has
remained the primary objective of the economic gyoln the field of privatisation. Privatisation
dynamics will also be determined, apart from thaliqy of the present share portfolio, by the speed
of economic recovery at the global level, i.e. by speed of overcoming recession, primarily in the
EU Member States which are traditionally the magportant foreign investors in Croatia, who in
the previous period showed interest in individuedtsrs.

The announced concept of privatisation of a parthef CPF equity portfolio through closed-end
investment funds, envisaging a transfer of shamesompanies in minority state ownership to
closed-end investment funds, the management of hwianould be entrusted to professional
management companies selected at public tendess,nbf so far been realised due to a
considerable fall in share value on the capital ketar However, that concept is still being
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considered as a possible privatisation model antdrniplementation, in view of the planned state’s
exit strategy from closed-end investment fundsughoan IPO, will depend to a large extent on the
speed of the capital market recovery.

Since the state’s share portfolio has constantlgnbdecreasing and a need has arisen for
introducing new models which would simplify the pedures and expedite the privatisation
process, a possibility of the CPF restructuring imtcommon umbrella institution for privatisation
is being considered. In addition, the Governmenthef Republic of Croatia is expected to define
the new model and institutional framework for thete assets management in the course of 2010.

4.1.3 Railway Restructuring

Achievements in the railway sector in 2009 perfaimarily to further activities aimed at aligning
domestic legislation withacquis communautaireThe implemented activities ensure further
enhancement of business processes, more efficigertatiton of railway companies and other
criteria in accordance with the railway developmguitielines and strategy.

In 2009, two new pieces of legislation were adoptid Act on Amendments to the Railway Act
and the Act on Amendments to the Act on the Agefmy the Railway Services Market
Regulatio. By the adoption of that legislation governingwaiy transport, two benchmarks were
met for closing the negotiating chapter 14 — Tramnspolicy. The first benchmark relates to the
beginning of operation of a Regulatory Body (Agenfty the Railway Services Market
Regulation), whereas the second benchmark relatemnsuring independence for the Railway
Infrastructure Manager function.

The operation of the Agency for Railway Serviceshéa Regulation is independent, with the main

task of creating the conditions for non-discrimargtaccess to the railway services market in the
Republic of Croatia. The Agency submits the anmepbrt on its work to the Croatian Parliament

and it has been awarded, by law, the supervisodyagpeal function. In June and July 2009, the
Agency'’s Articles of Association were adopted ahel Governing Council and temporary director

of the Agency were appointed, followed by recruitinef staff.

Furthermore, the Railway Transport Safety Agencyg wstablished with the task of ensuring the
conditions of transport safety and security, impatng regulatory functions in terms of technical
and safety arrangements, investigative and sumew@ocedures and certification of documents
relating to soundness and safety in the railwayesys The primary objective is to introduce the
uniform safety criteria into the rail transport &gya in Croatia, as a part of the EU rail transport
system. The activities of adopting the ArticlesAsisociation and appointing the Agency’s director
are underway and are planned to be completed iodimese of 2010.

In accordance with the Railway Attand the Act on the Division of Croatian Railw&yshe
company ‘HZ — Infrastruktura’ d.o.o. performs thmer of Railway Infrastructure Manager (the
Manager). The existing EU practice is focused avigling functional independence, as a result of
which the Railway Act currently in force was ametdBunctional independence of the Manager
was achieved through a provision which stipulateg members at the managerial level of the
infrastructure Manager cannot at the same timeoparfany other functions in related companies
and/or in the umbrella company ‘HZ —Holding’. As the previous period, the liability has

21 Official Gazette 75/09

2 Official Gazette 75/09

% Official Gazette 123/03, 30/04, 79/07, 75/09
24 Official Gazette 153/05
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continued to be imposed on the Manager to publishNetwork Report. The new Network Report
for the Timetable 2009/2010, in contrast to thevigmes report, contains the calculation and
charging models for the usage of routes. The uségeutes is charged to the existing railway
operators, i.e. ‘HZ — Cargo’ d.o.0. and ‘HZ — Puknprijevoz’ d.o.o.

Fulfilment of the objective of legislative harmoai®n has also continued through the activities of
adopting new ordinances. In 2008 and 2009, six faod new ordinances, respectively, were

adopted. The new ordinances relate to the fieldatdvay transport safety and completion of all

subordinate legislation is expected by the first 662010.

For the purpose of introducing a new model of pubhancing based on contracts, along with the
existing multi-year Contract on railway infrastrue management, a new form of Contract on
subsidising services of general economic intef@SJ Contract) is being prepared and developed.
The first proposal of the new PSO Contract was mawtrding to the European practice, for
which positive comments of partners were receivedssenger railway services in local and
regional transport are being financed under thetit@o whereas the presentation of revenues and
expenses by tracks and trains represents a cargtpart of the Contract. The main characteristics
of that Contract were presented at the Europeann@ission peer mission annual meeting held in
Zagreb in September 2009, where a positive opirbaut the aforementioned Contract was
received.

In the previous period, co-operation under ISPA #d PHARE programmes continued.

The objective of railway companies restructuringbising implemented in terms of further
separation of business operations between newlgbledted companies, i.e. between the
Infrastructure Manager and the service provider.

4.1.4 Shipyard Restructuring

The employment and productivity level of Croatidnpgards achieved in 2008 continued in the
first half of 2009. However, due to the lack ofdidity which affected shipyards especially in the
4th quarter of 2009, it recorded a decrease. Sogmf improvements concerning internal
weaknesses of shipyards are to be resolved aftecdimpletion of privatisation which is planned
for 2010, and which is in line with the strategammanitment of the Government of the Republic of
Croatia to privatize the state portfolio aiming it efficiency improvement, sustainability and
competitiveness in compliance with the EU compatifpolicy rules.

In order to identify the optimal model and stratefgy the future position of shipyards, the
Government of the Republic of Croatia continualby-aperates with the representatives of the
European Commission within the framework of theatiging chapter 8 - Competition Policy.

In that sense, the Government of the Republic ob@a and the European Commission achieved a
certain level of agreement through technical caasiohs held in 2008 and 2009. According to the
Government Decision of 11 and 30 July 2009, in Aig2009 the Croatian Privatisation Fund
published an international invitation to tenderttoe purchase of shares in shipbuilding industry.

Pursuant to the invitation to tender for privaiisatof six shipyards (five shipyards and one
subsidiary) which was published in national an@ininational publications (Financial Times, Loyds
List, Trade Winds and The Economist), 34 tendesi#os were purchased, out of which five for
Shipbuilding Industry ‘3. Maj’ d.d., six for the Bibuilding Industry ‘Kraljevica’ d.d., nine for
‘Brodosplit — Naval and Special Vessels Shipyardi.al, five for Shipbuilding Industry ‘Split’
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d.d., eight for Shipbuilding Industry ‘Brodotrogid.d. and one for Shipbuilding Industry ‘Uljanik’
d.d. The evaluation committee defined that threwlées were received by the deadline, out of
which one was incomplete and therefore declaredlithvThe two valid tenders were submitted by
Croatian companies — the company ‘More Trogir’ al,oSplit for the purchase of a share in
Shipbuilding Industry ‘Brodotrogir’ d.d., Trogirnd the company ‘Adria mar brodogradnja’ d.o.o.
from Zagreb for the purchase of a share in ‘BrotibsgNaval and Special Vessels Shipyard’ d.o.o.
After evaluation of tenders which was carried oepagately for each of the shipyards by the
evaluation committee comprised of the represerdatiof the Government of the Republic of
Croatia, members of the board of directors, reprtasiwes of trade union engaged in the respective
shipyard, representatives of the company ‘Hrvatéikadogradnja — Jadranbrod’ d.d. and
representatives of the Croatian Privatisation Fubaih tenders were rejected since they did not
meet the tender conditions.

In accordance with the agreement reached with thhegean Commission, the second round of

tender procedure for privatisation of shipyard sty companies is being prepared. Pursuant to the
Decision of the Government of the Republic of Ciedhe second round of tender procedure

should be launched by 15 February 2010, at thetlate

4.1.5 Energy

In the course of 2009, activities related to sttkaging of electricity and gas market continued.

In the field of natural gas, the following suborali@ legislation was adopted, based on the Gas
Market Acf®, which completes the legislative framework for ttHield: General terms and
conditions for natural gas supplyNetwork rules for gas distribution systémRules for the gas
storage systeff] Network rules for the transmission sysfé@and Ordinance on natural gas market
organisatior’. In addition, market activities were separatednfregulated activities and operators
for individual activities in the field of gas wemtroduced, including operators for LNG terminals
and natural gas storages. As regards gas supelty stife Regulation on natural gas supply safety
was adopted at the end of 2008, in connection vtactive 2004/67/EC.

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, tramleproducer. By October 2009, 47 666 buyers
used their status of a privileged buyer, wherelay thave taken advantage of the right to contract
electricity independently for their own market needheir total contracted annual consumption of
electricity amounts to 8.2 TeraWattHours (TWh), aotting for more than 50% of the overall
annual electricity consumption in Croatia.

% Official Gazette 40/07 and 15/08
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Although the Croatian electricity transfer systesnconnected to the neighbouring systems very
well, further connecting with neighbours has comtitt 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. In 2009, thestoaction of a double 400 kV power-
transmission line between Ernestinovo (CRO) andhRgtJ) continued and it is planned be
completed in 2010. Connecting with Bosnia and Hgozena also continued by putting a
reconstructed 220kV power-transmission line MragchirPrijedor into operation in April 2009,
which was out of operation since 1992 due to the. Whe Croatian and Serbian transmission
system operators are considering a possibilityigher connecting Croatia with Serbia.

On the basis of the Plan for development, modetinisand construction of the gas transmission
system in Croatia from 2007 to 2011, which was &by the Government of the Republic of
Croatia in 2006 and which anticipates the procurgnaad installation of equipment which will
enable functioning of the secondary market andgtee network development in southern Croatia,
the envisaged activities have continued with trenpéd dynamics. In March 2009, the Croatian
and Hungarian gas transport system operators sgmegreement on the construction of a pipeline
that will connect these two countries and therebyvide the assurance of gas supply in the
Republic of Croatia. Activities regarding the conostion of the LNG terminal on the island of Krk,
managed by a consortium of foreign companies, h&econtinued.

In order to ensure market relations, activities edmat strengthening the administrative and
technical capacities of the Croatian Energy RegwyaAgency, which at the moment counts 49
employees, and the Croatian Energy Regulatory AgérERA), which, pursuant to the new
legislation, apart from the electricity market Hsscome competent for natural gas market, have
continued.

In the sector of oil and oil derivatives, in Decanl2009 the Croatian Compulsory Oil Stock
Agency (HANDA) created the Programme of Activitiebthe HANDA aiming at ensuring the

maintenance of the compulsory 90-day stock of od ail derivatives until 31 July 2012. At the
moment the Republic of Croatia maintains the l@fedtock of oil and oil derivatives in line with

the negotiating position dynamics. Preparationvdms for construction of new warehouse
capacities which will serve this purpose are ingpess. Activities will be carried out in line with

the Plan for Delivery, Dynamics of Formation andoReement of Compulsory Stocks of Oil and
Oil Derivatives, Storage Organisation and Regidrzglout?.

On 16 October 2009, the Croatian Parliament adofgitedEnergy Strategy of the Republic of
Croatia until 2020. The Strategy is harmonised i EU energy policy. The primary objectives
of the Strategy include competitiveness of the gneector, energy supply safety and sustainable
development. Furthermore, the EU objectives waaasposed into the objectives of the national
energy policy.

In December 2008, the Act on Energy Efficiency imebt Consumptiott was adopted, followed
by the Act on Biofuels for Transpdft In 2010, the adoption of the National Action Plan
Renewable Energy Sources until 2020 is expected;hwhill be drafted in compliance with the
objectives set in the Energy Strategy of the RapuflCroatia until 2020.

32 Official Gazette 149/09
33 Official Gazette 152/08
34 Official Gazette 65/09

46



Parallel to the development of the new Strategy, Bepublic of Croatia Energy Efficiency
Programme until 2016 was prepared, along with tingt National Action Plan for Energy
Efficiency. Furthermore, the adoption of the NasibRotential for Cogeneration in the Republic of
Croatia is expected in the first quarter of 2018s&l on guidelines from the National Action Plan
for Energy Efficiency and in co-operation with tktNDP the implementation of the following
programmes is in progress: ‘House in Order’ andst&yatic Energy Management in Cities and
Counties’. The action plan creates a comprehengatabase on all public facilities and their
energy consumption, which will provide insight inemergy consumption in the entire public
service sector.

4.1.6 Small and Medium-size Enterprises

In the first nine months of 2009, Croatian entrepres conducted their businesses in unfavourable
economic and financial conditions caused by thenexoc crisis. More specifically, in the period
January-September 2009, 83,368 entrepreneurs gabrthieir financial reports, out of that 67,242
micro, 9,177 small and 1,438 medium-size economiities, 992 co-operatives and 4,519 crafts —
individual traders. Business results demonstratdéirdein all of the basic business indicators (tota
revenue declined by 10.97%, revenue from salesnéecby 11.46%, exports declined by 11.74%
and expenditure declined by 9.15%). Small busieesiies realise majority of their revenue from
sales in the country and therefore depend on daerdstnand. A decline of 34.37% in gross-profit
was recorded, while investments in long-term asdetdined by 13.15%. A number of persons
employed in small business entities in the periadudry-September 2009 recorded a decline of
0.9% in comparison to the same period of 2008.h&tdame time employment in small business
entities expressed as a share in Croatian econetayned a high level of 66.3%. The main
characteristic of the Croatian economy was a laxeentration of the number of entrepreneurs
and of the employed in trade and in manufacturinghe structure of the Croatian economy, trade
and manufacturing together account for almost loélthe number of entrepreneurs and the
employed. As regards other activities, in termshef number of the employed, construction has an
important role, followed by transport and warehagsand professional, scientific and technical
activities.

The service of the Government of the Republic addlia for a quicker communication between

entrepreneurs and citizens with state administatimdies — HITRO.HR, commemorates its fourth
anniversary’. By using services of 61 HTIRO.HR offices morertt&0,000 companies and crafts

were established. Out of a total number of newtgldshed companies, more than 2,000 were in
foreign ownership. HITRO.HR expanded to all coungntres, larger cities and islands in the
Republic of Croatia. In addition to cost reductitim largest savings were made in terms of time,
since the entire establishment procedure was stertttom 40 days in 2004 to 24 hours, through
the project e-Tvrtka (e-Company), In addition tacelerating the establishment procedure, the
objective of the project e-Tvrtka is unification thfe court and public notary practice and better

% Since end-August 2009, HITRO.HR has been awardédayGood Practice Label’, an award granted ey th
European Commission for the best European eGovernsodutions and it is included in the cataloguessfowned
projects ‘ePractice.eu’, as a part of the ‘Europe@nvernment Awards 2009’ contest. At this yeaspgOrate
Registries Forum conference in the Republic of Bédtica HITRO.HR was pronounced as the best metifod
providing services in the field of company registra and the use and application of electronictsmhs. Croatia’s
results outdid those of its competitors from 42rtdes from Europe, Africa, Asia, Australia and N£&ealand.
Consequently, Croatia was, for the first time, sifiesd among the best performers. On-line regismadf companies,
applied at commercial courts in co-operation whth Public Notary Chamber contributed most to thst fiosition of
HITRO.HR service.
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transparency of the establishment procedure. litiaddit expanded to the service of establishing
other types of companies and to reporting of a gham a company by electronic means.

The integrated implementation of the Programme rafemtives to Small and Medium-Size
Enterprises 2008 — 2012 of the Government of theuBkc of Croatia has been in progress since
18 April 2008. In strengthening competitive capaaif small and medium-size enterprises, a
significant progress has been made by the establisfogramme guidelines in the mid-term period
2008 — 2012, based on the target allocation ofuress through various types of incentifed he
measures for promoting competitiveness through owdvwg in entrepreneurship have been
implemented on an on-going basis and preparatiorthef Cluster Development Strategy is
underway and is planned to be completed in 201Qrdter to expedite and increase women'’s
involvement in entrepreneurship (female unemploymexteeded 60% of total unemployment),
the Strategy for Women'’s Entrepreneurship Develogn#910 — 2013 will be adopted at the
beginning of 2010, which will be followed by drafty of the action plan. Investments in
development of entrepreneurial zones in units cédllself-government will continue, as well as aid
for operation and strengthening of developmentahaps, entrepreneurial centres and incubators
and technological parks. The so-called soft ineestiwill be provided in a form of co-financing of
promotional activities as regards operation of $malerprise associations, Croatia’s participation
in internationally important projects, managementhe existing public e-services and keeping the
State Aid Registryf. The public-private dialogue forum established 2@08 will meet on a
continuous basis, in accordance with the adoptgectibes and activities. Favourable financing,
including interest subsidies, in the conditionsrefluced credits to small business will demand
additional adjustments of the annual Operationah®lIfor Incentives to Small and Medium-size
Enterprise®. In the area of training for entrepreneurship, hwian aim of enhancing
competitiveness, projects are being implementeadhvpromote entrepreneurship through life-long
learning. The South-East European Regional Centre Development of Entrepreneurial
Competencies was established, which is a result ygars-long successful implementation of the
EU principles of the Charter for Small Enterprisesgulating small and medium-size enterprises
policies in the group of south-east European cesitr Croatia is entrusted with the role of
establishing an independent institution for the elepment of entrepreneurial competencies, in
view of its leading position in the implementatiofh the principles of small and medium-size
enterprises development.

The Croatian IT sector operates in accordance thighopen market laws and the Republic of
Croatia legislation, whereas domestic companiegegpesed to fierce competition from the global
economic entities, requiring adjustment to the mess conditions on the international market.
Broadband internet should be developed more inlgnsiace its inadequacy is already considered

% The Programme of Incentives to International Catitipeness and Internationalisation of Croatian iy 2009 —
2010 was adopted, which provides the framework tfe projects of incentives to strengthening intéomeal
competitiveness and internationalisation of theafiam economy.

37 According to the preliminary results of the Glot&htrepreneurship Monitor (GEM) 2007 — 2008 suneey
entrepreneurial activity, Croatia took 24th plagaoag 43 countries included in the survey. Totakepreneurial
activity index (TEA), which determines the perceygeaof persons whose entrepreneurial activity istehdhan 42
months in the adult population, has doubled in Gaosince 2002, implying that in 2008, out of edd?0 persons
7.59% was engaged in an entrepreneurial activity.

3 The Operational Plan for Incentives to Small anelMm-size Enterprises for 2009 provides for thplémentation
of a credit project for favourable financing of dihmenterprises ‘Local projects for small enterpridevelopment’.
Under the aforementioned credit project, as a fofrstate aid, interests on entrepreneurial creatitssubsidised and
one of the credit purpose is modernisation of djra and job preservation. The credit line is gagimplemented in
co-operation with counties and commercial banks &nddirectly focused on promoting regional economic
development.

39 Albania, Bosnia and Herzegovina, Montenegro, Ko#dWSCR 1244, Macedonia, Serbia, Turkey and theuBlép
of Croatia.
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by the ICT entrepreneurs, who are exporters of i@l aternet solutions, as an obstacle for
spreading the business in and outside the regignth® Strategy for Broadband Internet Access
Development, the Republic of Croatia fulfilled ggmary objective — 500,000 users by the end of
2008. Accordingly, at the end of 2008, there wed8,B07 broadband internet users in Croatia. The
total density of broadband connections thus acsofont 15.39%. In 2009, the implementation of
that Strategy will be assessed and a new strategrework will be prepared, which will allow for
further development of the broadband internet accasd improvement of the overall
competitiveness of the Croatian information society

Entrepreneurial activity in Croatia is based onwisalge and innovations, competitiveness through
product diversification, development of new produahd export orientation. Since preparation of
documents for the EU Structural Fufitisas started, activities will be considered andlémented
aimed at strengthening the Croatian Bank for Recoction and Development (HBOR)
changing the role and tasks of the Croatian Agdacymall Business (HAMAG) and its function
in implementing the guarantee scheffieexamining further possibilities for venture capitunds

for entrepreneurial projects involving innovatiomdanew technology and other forms of financing
small business (micro loans, loans for beginneeninepreneurship, etc.).

In accessing the EU market, a stronger need widleafor legal and implementing solutions
regarding the issue of insolvency, ensuring paymaerithin 30 days, etc. These are the issues of
crucial importance for a small economy which is tram$aptable to changes, but, at the same time,
most sensitive to the access to sources of fingrenmal disturbances in settling mutual liabilitiés o
business entities. Regional competitiveness, stinengng of entrepreneurship in regions and
preparation of institutions supporting entrepresbipr to support entrepreneurship and implement
the projects that will be financed from the struatufunds will be given adequate priority and
support. The projects will be prepared and impleero build capacity, human resources and
expertise for using the EU funds and financialrunstents, which will take place in the conditions
of state administration reform.

“0°0On 30 June 2008, the Government of the Republi€mfatia adopted a Decision on strategic and iriiital
framework for the use of the EU structural instrmtsein the Republic of Croatia. The Decision detags the EU
structural instruments, strategic documents ofRkepublic of Croatia for the use of structural instents, competent
authorities for co-ordination of structural instremnts, certification of payments under structurah@nts and audit and
authorities competent for preparation and manageofendividual strategic documents. The stratetpcuments for
the use of the EU structural instruments and whiwh Republic of Croatia will co-ordinate with theurpean
Commission are the following: the National Strate@ieference Framework and Operational Programnmeshd
Republic of Croatia, 15 operational programmes vestablished for the purpose of using the strutinsiruments.
The operational programme for competitiveness andvations is one of the programmes within the cstemce of
the Ministry of the Economy, Labour and Entrepresbip, which will in the preparation and managemefthat
programme co-operate with the Ministry of Scierieducation and Sports, the Business Innovation €esftiCroatia
(BICRO d.o.0.) and the Croatian Agency for SmalsBess (HAMAG).

“1 HBOR implements the Credit Programme to Improvauidity, which is aimed at achieving, maintainingda
improving liquidity of the credit beneficiaries thhe period of general financial instability. Comigiat banks may
grant credits to credit beneficiaries for settlthgir liabilities to suppliers, financial institotis and settling other short-
term liabilities. HBOR also has a credit programimefinancial restructuring. The objective of thabgramme is to
change maturity of sources of funds by favourabtegiterm crediting, establish a long-term finantialance for the
economic entities, improve business stability andggmance, create higher-quality preconditionsdorentry of an
economic entity into new investments. Credits ar@nted based on a business plan (balance sheét, gnd loss
account and cash flow statement projections), ass# of market and economic justification of angein maturity
of sources of funds. Credits are intended for ihmests directed at changing maturity of sourceduofis in the
economic entities' balance sheets).

*2In December 2008, the Government of the Repulfliroatia adopted the Decision which determinesgirantee
potential of the Croatian Agency for Small Busingsghe amount of HRK 1 billion. The aforementiongéelcision
increased the guarantee potential of HAMAG by addél HRK 500 million. About 50% of the guarantestgntial is
used. Since 2005, HAMAG has allowed, through thergotees, for more than HRK 2.3 billion worth invesnts in
the economy.
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4.1.7 Public Private Partnership

The Government of the Republic of Croatia, upongheposal of the Agency for Public Private
Partnerships (hereinafter: the Agency) adopted fegulations on 7 May 2009: Regulation on the
criteria for assessment and approval of the pybfiicate partnership projeéfs Regulation on the
content of public private partnership contrattRegulation on the supervision of implementation
of the public private partnership projéétaand the Regulation on training of participants in
procedures for the preparation and implementatibmpublic private partnership proje€ts In
addition, for the purpose of more efficient andh@igquality proposals and implementations of the
public private partnership projects (hereinaftePP, on 22 July 2009, the Public Private
Partnership Guide was published. The Guide is priynmtended for public sector and it contains
instructions for potential contracting authoritiésr high quality preparation and successful
implementation of the PPP projects, in accordanite thie Act on Public Private Partnersiips
Concessions Aét and Public Procurement At

The implementing acts, the Regulation on the datéosr assessment and approval of the public
private partnership projects, Regulation on theesuipion of implementation of the public private
partnership projects and Regulation on the condérgublic private partnership contracts, apart
from prescribing the criteria for assessing, esthblg and implementing the PPP projects and the
adequate preparation and supervision of implementatf the PPP projects, envisage the central
management of the PPP projects approval procefiseb¥xgency for PPP in co-operation with the
Ministry of Finance. Consequently, sustainable aoditive projects, in fiscal terms, are being
developed, which ensure a long-term value for momey protection of rights and interests of
public partners, as well as attraction of new itvests. Compliance of PPP projects with positive
regulations, budget projections and plans and sdctievelopmental plans and strategies of the
Agency for PPP and the Ministry of Finance providegglence to investors of the project quality,
which improves safety and sustainability of thawastments.

In accordance with the Regulation on training atipgoants in procedures for the preparation and
implementation of public private partnership prégecthe Agency initiates the procedure of
concluding co-operation agreements with the resgegartner institutions, for the purpose of
implementation of the prescribed programmes foisqes participating in the preparation and
implementation of the PPP projects within publicdies and for personnel of professional
associations. The implementation of the plannenhitrg programmes will begin in the second
quarter of 2010. The goal of this training is tnove the existing level of knowledge in this field
in order to prepare and implement appropriatelysinategic projects that are being implemented
under the PPP model and to manage them more etficie

By the end of 2010, the adoption of the Ordinanneestablishing and keeping the register of
public private partnership contracts is expectedthe basis of which the procedure of establishing
the Register will be carried out, which will be leved by the entry into Register of all the PPP
contracts, including those concluded before theyemto force of the Act on Public Private
Partnership and for which it has been assessed ttiegt have PPP characteristics. Further
education, primarily for the Agency employees, Wil provided, in the mid-term period, through
the project under the IPA 2007 programme, the impletation of which started on 24 November
2009. In addition, for the purpose of strengtheradginistrative capacity of the Agency, carrying
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out of training programmes and other forms of empgéotraining is planned. The final goal of these
measures is to improve quality of public infrastare and public services by combining resources,
efforts and the know-how of both private and pubgctors.

The PPP will develop as a part of the nationalgydtiriorities and priorities established by the PPP
strategic developmental framework in the Republi€matia. The adopted regulations govern the
procedure of assessing and approving the PPP tgpjpehbich is, among other things, based on
their compliance with the sectoral development plamd strategies at all levels. In this manner, the
application of the PPP model is ensured in theosedaif strategic interest, primarily in transport,
energy and urban infrastructure, environmentalgqutadn and in the realisation of other projects in
accordance with the needs of citizens and othealseatities, for the satisfaction of which the
public authority is responsible.

Successful establishment, implementation and dpuwetot of PPP in the Republic of Croatia
requires a broad public support, as a result otihn the forthcoming period, efforts will be made
to improve administrative capacity and awarenes$BP, primarily through various forms of
training and, on the other hand, efforts will bed@ma&o reach a consensus of all the participants in
the preparation and implementation of the PPP pi®jehrough media activities. All the
aforementioned activities will contribute to maxaimg the benefits of that partnership relationship
between the public and private sector, with an airoontributing to further economic growth and
meeting the objectives of infrastructure developnam providing higher-quality public service to
citizens.

4.2 FINANCIAL SECTOR

At the end of September 2009, total bank assetsuated for 77.6% of total assets of all financial
intermediaries. In terms of share in total assétsllofinancial intermediaries, housing savings
banks follow with a 1.5% share. Such a structudécates that 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 thereiof investment fund and pension fund assets, in
2008 and 2009 banks’ share in assets of all firrhmaiermediaries rose due to a fall in the valfie o
investment fund assets. The reason for the fahénvalue of investment fund assets is an increased
withdrawal of investors due to a reduced intenesiich investments.
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Table 9: Financial Sector Structure (% of totakésat the end of a period)

September
2005 2006 2007 2008 2009

Banks 78.9 76.7 73.9 77.7 76.6
Open-end investment funds, net assets 2.7 4 6.4 2.1 2.1
Closed-end investment funds, net assets 1.1 1.4 1.7 9 O 0.9
Insurance companies 5 4.9 5 5.6 5.9
Housing savings banks 1.9 1.6 1.4 15 1.4
Compulsory pension funds, net assets 3.6 4 4.5 4.7 5.6
Voluntary pension funds, net assets 0.1 0.1 0.2 0.2 0.3
Credit unions 0.5 0.5 0.4 0.1 0.1
Leasing companies 6.2 6.8 6.5 7.2 7.1
Total 100 100 100 100 100

Source: Croatian National Bank, Ministry of FinaneANFA

4.2.1 Banking Sector

At the end of 2009, 33 banks and 5 housing sauviagks operated in Croatia. Their share in total
assets of all financial intermediaries was abo.78t the same time, the banking system was
highly concentrated, 10 largest banks accountinglfmut 93% of total assets of all banks. Banks
in majority foreign ownership predominate in thenasship structure, representing 90.5% of total
bank assets, compared to 4.6% of bank assets ieslunstate ownership and 4.9% of total bank
assets in domestic private ownership.

In order to influence the reduction of loan growi¥hich is for the most part based on foreign
borrowing of banks from their parent banks, theafiem National Bank (hereinafter: the CNB)
introduced several measures of credit control. Hamein the second half of 2008, the CNB
adjusted all its measures to the context of gldibancial crisis, so that individual decisions were
abolished (marginal reserve requirement) or miéiggteduction of reserve requirement, minimum
cover of bank’s foreign currency liabilities witlgliid foreign currency claims). This has provided
the banking system with additional liquidity in tbenditions of decelerated credit activity.

By the application of the Act on Amendments to Benking Act®, i.e. Credit Union AcP,
allowing for a transformation of savings and loaroperatives into savings banks or credit unions,
the following was realised by the end of 2009:

- 76 savings and loan co-operatives decided to wmtheir business;
- 1 savings and loan co-operative transformedargavings bank;
- 27 savings and loan co-operatives transformexadredit unions;

The Credit Institutions Aét, implementing the provisions of the Capital Regmient Directivé?,

in the part relating to credit institutions, wasopted in September 2008. In January 2009, the
Croatian National Bank adopted subordinate legmiategulating in detail calculation of credit
institutions’ capital adequacy, as well as a raofether subordinate legislation based on the new

*9 Official Gazette 141/06

*0 Official gazette 141/06

*! Official Gazette 117/08

2 The Capital Requirement Directive encompassescie 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.
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Credit Institutions Act. The Act prescribes that credit institutions mbave minimum capital
adequacy of 12%. The new capital adequacy caloulatill apply as of 31 March 2010, since the
CNB have transposed the amendments to the CamtpliRRment Directive, adopted in 2009 at the
EU level, into the relevant subordinate legisla@he beginning of 20%h

Furthermore, according to Directive 2009/110/EC ¢hextronic money institutions are no longer
considered credit institutions, so that in 2010 tieev Act on Electronic Money Institutions will
begin to be prepared.

For the purpose of defining closer co-operatiomien supervisory institutions, the Memorandum
of understanding for financial crisis managemens wigined by the CNB, the Croatian Financial
Services Supervisory Agency and the Ministry ofdrice.

In early 2007, the members of the National Paym@&pstem Committee (hereinafter: the
Committee): Ministry of Finance, Croatian Natiofnk, Croatian Chamber of the Economy and
Croatian Banking Association (hereinafter: HUB)ncluded that the Single Euro Payment Area
(SEPA) adjustment project is of national interexd ¢hat the Committee will further debate, where
necessary, on all the issues relevant for its implgation and successful functioning. For this
purpose, an on-going exchange of all informatiod data regarding the establishment of SEPA
has been agreed between the CNB and HUB. The Coeeniias also expanded its scope of
activity, so that, in addition to the national paymh system, in the course of its operation the
Committee will also debate issues pertaining todakiernal payment system. Finally, in October
2009, the Payment System Attvas adopted, which transposed into the Croatigisliion
Directive on payment services in the internal m&fkand which will enter into force in 2011.

4.2.2 Non-banking Sector

On 1 October 2009, the authorisation for conduciisgirance business was issued to 27 insurance
companies and 2 reinsurance companies in the RepoblCroatia. In addition, there was 25
insurance intermediation companies (insurance Ilospkaevhile 220 intermediaries conducted
insurance intermediation business as natural psrsb®6 insurance representation companies
(insurance agents) and 168 crafts for insuranceeseptation were engaged in insurance
representation business (insurance agency), whér888 insurance agents conducted insurance
representation business as natural persons (imgjudsurance agents in the bank channel).

At the 44 technical inspection stations it is pblesto contract the compulsory insurance policy for
the motor vehicle owner or user, from liability fdamage to third parties and additional motor
vehicle accident insurance. All of the legal antured persons listed above operate on the basis of
a decision of the Croatian Financial Services Supery Agency (hereinafter: the Agency), while
26 banks obtained the authorisation by the Croatational Bank for performing the tasks of
representation in insurance, upon a prior approyahe Agency.

%3 Official Gazette 117/08, 74/09 and 153/09; In #ddito the Capital Requirement Directive it als@wempasses the
transposed provisions of Directive 2001/24/EC om torganisation and winding up of credit instdos, Directive
86/635/EEC on the annual accounts and consolidatedunts of banks and other financial institutiangl Council
Directive 89/117/EEC on the obligations of branchstblished in a Member State of credit instingiand financial
institutions having their head offices outside tihd¢mber State regarding the publication of annuadoanting
documents.

> Amendments to directives have been publishederQOfiicial Gazette, issue No. 2/10

° Official Gazette 133/09

%% Directive 2007/64/EC on payment services in theriral market
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As of 1 October 2009, 4 compulsory pension fundsraied in Croatia, total net assets of which
amounted to HRK 27.5 billion by late September 2009 intervention fund, entitled the ‘Stability
Fund’, has been operative since October 2008. Turad was established as a reaction to the
proposal of compulsory pension funds and their yament companies, in view of unfavourable
trends on the global financial market, and it opesan a form of an open-end investment fund with
a private offer into which compulsory pension furasd their management companies make
contributions based on their market shares. A cdsopy pension fund which would use the
intervention fund assets may only use these afksetsaking payments to unit holders.

As of 1 October 2009, 6 open-end voluntary penfimuls were active, with total assets of HRK
1.04 billion, and 15 closed-end voluntary pensionds with total assets of HRK 198.6 million. In
addition to pension funds, 132 open-end investrigmds were active on the capital market, with
total net assets of HRK 10.4 billion, as well asl@gsed-end investment funds with HRK 1.4 billion
in assets and 6 closed-end real estate investmeds fvith total assets of HRK 552.6 millfdn

In addition, two funds were established under thecil law — the Fund of Croatian Homeland
War Veterans and members of their Families with HREK billion in assets and the Pensioners'
Fund with assets of HRK 3.5 billion.

In the course of 2009, the Croatian legislation akgned in the non-banking sector and for that
purpose the following acts were adopted: Act on Admeents to the Insurance A%tthe Act on
Amendments to the Act on Compulsory Insurances imithe Transport Sectdrand Act on
Amendments to the Capital Market Attas well as the respective subordinate legislation

The Agency, as a supervisory authority regardirg dperation the capital market participants,
revises and improves its approach to supervisidn¢hwwill be based, in the forthcoming period,
on risk management control and internal controlsthef supervised entities. Furthermore, the
preparation of methodology for the on-site supéowisof investment companies is underway,
which will be based on the risk assessment of iddal companies.

The Agency plans to continue its work on the suis@t methodology, consultations with the
industry and training of participants in the capmaarket for the purpose of adjusting to the
European standards and to monitor the adoptiorguilations on the EU level, interpretations of
the European Commission and the Committee of Eamo&ecurities Regulators (CES&)d to
update and adjust its activities accordingly.

In addition, the Agency plans to intensify its ceogtion with other EU regulators and to
implement activities pertaining to monitoring thygndmics of adopting regulations in the EU on an
on-going basis and their timely implementation itite legislation of the Republic of Croatia. The
Agency has signed several memoranda of undersandih regulators from other countries and
after detailed assessment of the Agency’s requessifning the Multilateral Memorandum of

Understanding with the members of International a@igation of Securities Commissions
(I0SCO) this document has been signed as well.

With the aim of stimulating confidence in the ficgal market and contributing to the smooth
functioning of the financial market, the project fducating the general public and investors has
been carried out, encompassing a wide range ofAgency’'s activities — educational activities
intended for government institutions and profesaiopublic, a broad educational multimedia
campaign called ‘Right to Know’, etc.

> Closed-end investment funds assets as at 31 AGGOSt
%8 Official Gazette 82/09

% Official Gazette 36/09 and 75/09

% Official Gazette 74/09

54



4.3 LABOUR MARKET

In 2009, as a result of the global economic crigis,economic activity in the Republic of Croatia
decelerated, which was reflected in reduced empéoym.e. unemployment growth.

According to the data of the Central Bureau of iStias, registered employment amounted to
1,472,217 at the end of November 2009, which i83l@&ss than at the end of the same month in
the previous year. Unemployment registered withGheatian Employment Service was 291.545 at
the end of December 2009, a 21.2% growth relatvihné end of the same month of the previous
year.

For the purpose of preventing a further increasainemployment, i.e. further termination of
employment contracts, and avoiding incurrence dfitamhal costs of workers’ layoffs, it was
necessary to introduce new flexibility measuresoraer to allow business entities to adjust their
business to the new circumstances, which woultheasame time, ensure for the largest number of
workers to retain their labour-law status, thus/prging a sharp unemployment growth.

Accordingly, for the purpose of preserving jobshaihose employers who were forced to reduce
their economic activities due to economic and faiancrisis, the Job Protection Act was adopted
in July 2009". In accordance with the aforementioned act, tHésaavailable to the employers who
have shortened the working hours for all workersoomworkers in individual organisational units,
instead of terminating their employment contracts.

In addition, harmonisation of the Labour Act withet respectiveacquis communautairevas
completed, by preparing the new Proposal of theouabAct, which was approved by the
Government of the Republic of Croatia at its ses®a 22 October 2009, following a positive
evaluation by the European Commission, and was dated to the Croatian Parliament for
adoption. The Labour Act was adopted by the CroaRarliament on 4 December 2009 and
entered into force on 1 January 2010.

4.3.1 Stimulating Employment

In May 2008, the Government of the Republic of @eand the European Commission signed the
Joint Assessment of Employment Policy PrioritieBR)] on the basis of which a new cycle of
active employment measures began in May 2009, thghpreparation and implementation of the
National Employment Promotion Plan 2009-2010. Tdmmmendations for the improvement of
existing measures and the preparation of new orees presented to the working groups drawing-
up the National Plan, which are a result of the ponent 2 of the PHARE 2005 project, and in the
preparation of which, along with the state admmtstn bodies, social partners on the national
level and in four counties (the City of Zagreb, &ilk-Knin, Metimurje and Osijek-Baranja) also
participated. In addition, the European terminologyd qualification of employment policy
measures were also presented, according to the BJRD database methodology. In the course
of preparation of the National Plan two joint caefeces were held, related to the implementation
of JAP, where the first Report on the JAP impleragah for the period from May 2008 to April
2009 was submitted.

The National Employment Promotion Plan (2009 — 204€tablishes the main principles of the
state employment policy, as well as responsibdliaad tasks of the competent state administration
bodies and public institutions.

b1 Official Gazette 94/09
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The Croatian Employment Service is an institutiesponsible for the measures aimed at
promoting employment, education while being empthyeducation based on work needs and co-
financing of employment in ‘socially useful’ worlorf the long-term unemployed and other
unemployed, who are faced with social exclusion aviitb have found themselves in an
unfavourable position on the labour market. In 200296 persons were encompassed by the
measures, out of which 46.3% were women. Out @il 'icompassed persons, 692 persons were
employed through employment aid, 644 were incluotethe training programme for a specific
employer (training aid), 2,025 were included in tlraining programme for a non-specific
employer, whereas 1,935 persons were employed tinel€ublic Work Programme.

4.3.2 Social Security System

Legal Protection of Unemployed Persons

In the course of preparation and adoption of theohcEmployment Mediation and Unemployment
Rights in 2008, it was justified to link the amouritfinancial compensation for unemployment to
the level of previously earned employees’ salafi@king into account fiscal capacity of the state
budget and a multi-year trend of a continuous ageseén the rate and number of the unemployed,
i.e. the number of financial compensation benefiesa Accordingly, for the first three months the
maximum amount of financial compensation amounted@% of the previous gross salary after
deduction of contributions; for the remaining pdrimtil one year it amounted to 50%, whereas the
permanent compensation until beginning of employnoepension amounted to 40%. On the other
hand, the same Act determined the maximum amounnhemployment compensation relative to
the average salary paid in the Republic of Croatithe previous year (HRK 5,178 in 2008), i.e.
any unemployed person that entered the records tivthabove-average salary was entitled to a
compensation relative to the average, rather thsifndr own salary. Accordingly, the maximum
amount of financial compensation amounted to 70RKHB,625) for the first three months, 50%
(HRK 2,589) for the remaining period until one yeahereas the permanent compensation until
beginning of employment or pension amounted to a®K 2,071).

However, as a result of the effects of the globais on the economy and labour market in the
Republic of Croatia, the number of beneficiariesfioncial compensation for unemployment
increased significantly. In June 2009, the numberamnpensation beneficiaries in the records of
the Croatian Employment Service rose by 22.4% coetpto the same month in the previous year.
Therefore, taking into account the overall macroecoic developments, it was necessary to reduce
temporarily the highest level of that compensatior, the purpose of restricting the fiscal
consequences of the increased number of beneéisianf financial compensation for
unemployment.

For the purpose of maintaining the fiscally susible existential and socially acceptable
minimum, the Act on Amendments to the Act on Empleynt Mediation and Unemployment
Right$? was adopted in July 2009, which linked the maximammount of financial compensation
to the movements in the amount of the prescribedmum salary (about HRK 2 252), reflecting
the previously mentioned socially acceptable asdafly sustainable standard. By the application
of these amendments to the Act, the maximum amoiuimhancial compensation for the first three
months now amounts to 100% of the prescribed mininsalary after deduction of contributions
(HRK 2,251), 80% or HRK 1,801 for the remaining ipdruntil one year, whereas permanent
compensation until beginning of employment or pemsamounts to 60% or HRK 1,350. Due to
those amendments by the end of 2009 budgetarygsainnthe amount of around HRK 15 million
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were realised, whereas in 2010 those savings midlant to HRK 30 million and will be directed at
the employment incentives.

Pension Insurance

In the field of compulsory pension insurance basedgeneration solidarity (I pillar), since the
beginning of the pension reform, i.e. 1 January9] 9% level of pension has been monitored on an
on-going basis and especially the level of earlyrement pension, disability pension due to
professional incapacity for work in the course ehéficiary’s employment and minimum pension,
which were raised for the purpose of improving tiveancial and social security of their
beneficiaries, starting from 1 January 2008, byAheendments to the Pension Insurance’Ads

of the date of application of the aforementioned, As well as the Act on the Supplement to a
Pension Earned under the Pension Insuranc® Aw significant increase in the share of pension
expenditures in GDP has been observed relativieet@tevious period. More specifically, in 2008,
the share of pension expenditure in GDP rose miidl®.8% from 9.7% recorded in 2007. The
fiscal impact of the aforementioned acts is sulfje@et continuous monitoring, in order to intervene,
in a timely manner, in case of a possible growtthenshare of pension expenditures in GDP above
the anticipated increase in costs of the applinatb the aforementioned acts of approximately
0.35% - 0.4% of GDP annually.

As regards the minimum pension, which is the basstrument for realising the principle of

solidarity and redistribution in the system of getien solidarity, although a fall in the number of
minimum pension beneficiaries was recorded from5%@0.in 2007 to 21.8% in 2008, the

possibilities are being considered for changing rtiethod of its financing and achievement by
reviewing the income and property status.

By the application of the Ordinance on the proceduir convalidating decisions and individual

act$® from the field of pension insurance, the accespetasion insurance rights was allowed by
acknowledging the qualifying period completed oae tarritory of the Republic of Croatia which

was under the UN protection. Further progress igeeted in resolving that issue, since the
applications for convalidation of decisions andiwalal acts can be submitted within an unlimited
period of time.

In compulsory pension insurance based on generatitigiarity a further financial consolidation is
expected, i.e. a systematic improvement of findnmaition of the future pension beneficiaries, for
whom, since 2009, pension is computed taking ictmant salaries earned in the entire period of
working life, which stimulates prolonged work anxeecising of pension rights at a later stage. A
moderate increase in pension beneficiaries withrapteted qualifying period of 40 years or more
in the total number of pensioners has already besorded, from 10.9% in 2006 to 11.5% in 2008.
Further measures will be taken with an aim of imprg fiscal and social sustainability of the
pension system.

In view of unfavourable demographic movements, ibdgges are being considered for providing
equal conditions for acquiring rights to old-agegien and early retirement pension for both men
and women, and for increasing the age limit foitkembent to old-age pension.

For the purpose of enhancing compulsory pensiamramse based on capitalised savings (Il pillar),
i.e. ensuring adequate pensions for the futurergéoe of pensioners, collection of the relevant

83 Official Gazette 79/07
84 Official Gazette 79/07
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indicators is underway to create an analytical o&si considering possibilities within the pension
insurance second pillar.

Since personal accounts management and capitalememkestments create high administrative
costs, it should be noted that for the purpose afermational operation of institutions, a centsatdis
collection of contributions and unified adminisioat of personal accounts in the second pillar are
prescribed, as well as joining a pension fund i@ dffices of the Central Registry of Insured
Persons (REGOS), which reduces operating costseakipn fund management companies,
especially marketing costs, and ensures a reliaiev of members and contributions. This, along
with funds’ assets growth, under the assumptiostalble capital market, creates a possibility of a
gradual reduction of fees in compulsory pensioniiasce based on capitalised savings. Activities
will continue with an aim of enhancing the processdata compilation and transfer to all the
entities in the business environment and improvirggquality of electronic data exchange among
institutions, since transparent and efficient mamagnt of pension system assets, availability and
exchange of data also represent the prioritiesamension system reform implementation.

As regards voluntary pension insurance based ontatiapd savings (Il pillar), despite
unfavourable economic conditions, both in Croatrad an the world, increased interest in
participation in that form of additional sourcein€ome of citizens in the future has been recorded
(6 open-end voluntary pension funds and 15 closedweluntary pension funds). Efforts will be
made to find the appropriate solutions for promptthe participation in that form of pension
insurance.

The pension system reform has contributed to firgustabilisation and adjustment of the pension
system to the economic and demographic movementsinBoducing a three-pillar pension
scheme, the focus of the reform has been placed, goeat extent, apart from the social, on
macroeconomic and financial effects of the pensgstem — capital market development and
efficient allocation of capital, domestic savingsrease and economic growth. The objective of a
further development of the pension system is toieseh and maintain financial and social
sustainability of that system, as well as to mamtamlance between the level of pensions earned
only in compulsory pension insurance based on gdioer solidarity and the level of pensions
earned under capitalised system of pension insaranc

Social Welfare

In accordance with the objectives of the Social @irReform Strategy and the Amendments to
the Social Welfare A€, the financial position of all the groups of beaigfies has been improved
(as of 1 November 2008, a new base, increased By, 36r the calculation of all social
contributions has been applied), procedures foroestag the rights have been simplified, a total
number of rights has been reduced, whereas thesrigtve been introduced that are co-ordinated
with respect to the beneficiary category and thbts’ objectives.

Great efforts are still aimed at controlling andtrieting the growth of expenses in the most
important social protection systems. The Governnoérthe Republic of Croatia has accepted the
view that in the state budget, as in the local letslgthe level of funds should be maintained
required for ensuring material rights of socialigativantaged groups (social welfare recipients,
unemployed, elderly persons without pension, lowspen pensioners, etc.). However, in view of
the economic crisis and change in macroeconomiditons, measures have been taken regarding
better targeting of individual social benefits. Maspecifically, the measure of free transport for

% Act on Amendments to the Social Welfare Act (QicGazette 79/07).
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secondary school students and free textbooks fostatlents was abolished, except for those
students of poorer financial status.

In statistical terms, in 2009, a slight fall in timember of permanent support recipients was
recorded, in comparison with 2008 and 2007. Acewldi, in June 2007, 107,945 recipients were
registered (2.43% of the Republic of Croatia popaig, in 2008, 97,878 recipients (2.21% of the
Republic of Croatia population), compared to 93,#pients in June 2009 (2.11%). Although the
statistical data in that period are more diffidatbe compared due to the application of the new
regulation, it can be concluded that an increasthénnumber of permanent support recipients in
the social support system was curbed and that uh&bar of those recipients actually dropped in
that period. Nevertheless, at the same time, entéht to assistance and care allowance increased,
amounting to 73,748 recipients in June 2007, 75i@3Rine 2008 and 78,136 in June 2009. This is
a category right exercised on the basis of a phlysicmental handicap or a permanent change in
the health status, whereas the income census hermtban the one prescribed for exercising the
right to permanent support.

As a result of the economic and financial situgtionmid-2010 a slight rise in the number of
permanent support recipients can be expectedwiltpa period of exercising the right to a cash
benefit on the basis of employment termination,lasing a job. Accordingly, ensuring a minimum
living standard for the most disadvantaged parthef population and satisfying the needs of
socially vulnerable groups represents the objecthet will attempted to be fulfilled in the
forthcoming period. The aforementioned objectivases from the Strategic Development
Framework 2006 — 2013, Joint Memorandam Sociallnclusion of the Republic of Croatia and
theNational Strategyor Equalising Opportunities fddisabled Persons 2007 — 2015.

For the purpose of a further development of thaasagelfare system by improving the service
quality through decentralisation and deinstitutiaion, the Ministry of Health and Social
Welfare takes further activities aimed at delegaowers to the units of local and regional self-
government. The social services decentralisatignirement is based on the recommendation of
the European Charter on Local Self-Governmentphatic powers should be at a level as close as
possible to citizens and on the Constitution of Republic of Croatia, which classifies the welfare
services within the terms of reference of the Ia=f-government. The new Social Welfare Act,
the adoption of which is planned in 2010, shouldnpote decentralisation in the field of social
welfare, guaranteeing that funds for ensuring thmimum living standard of the most
disadvantaged part of the population will contituée provided at the central level.

By introducing the mechanism of local social plangiexpanding of the social service providers’
network for all the population groups will be eredy as well as a diverse offer of extra-
institutional forms of care. In addition to netwogkpansion, the minimum standards for social
service quality are introduced for all the provelensuring the uniform quality in providing the
services.

The new work organisation of the social welfare tes) according to the ‘one-stop-office’
principle, which should be introduced into all tekecial welfare centres on the territory of the
Republic of Croatia until 2012, will ensure a higlgeality approach for recipients of social
welfare rights and services. The new organisatia@aeh should allow for a better provision of
information to citizens and greater cohesion betwservice providers at the local level. IT
networking of the social welfare system, along wsthtistics alignment with the EUROSTAT
methodology will improve monitoring, facilitate dool, as well as ensure cohesion and data
exchange with other systems with which the socelfave system exchanges information.
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As a part of the pre-accession and accession @esivh the field of social inclusion, the Ministry
of Health and Social Welfare co-ordinates the meeasion activities based on Sfiviparticipates

in the preparation and implementation of the opemat programmes under the IBprogramme
within the sectoral competence and prepares anteimgnts the projects financed under the IPA
programme. Under Component IV - Human ResourceseDpmentof IPA programme, the
project ‘Establishing Support in Social Integrati@amd Employment of Disadvantaged and
Marginalized Group¥ is being implemented. The project's objective tis promote social
inclusion of the long-term unemployed social wedfaecipients by providing support to their
access to the labour market in the Republic of ttao®ne part of the project implementation
refers to allocation of non-refundable grants, he total amount of EUR 1.5 million, while the
other part refers to contracting the services, ghgpose of which is to develop a user-oriented
approach in the target group approach to the laboarket, strengthening inter-sectoral co-
operation between the participants and improvirg dgoality of service provision of the social
welfare centres. EUR 225,000 is earmarked in thte siudget for the aforementioned purpose, or
15% of the total allocated non-refundable grants.

The systematic protection of rights and intere$tshildren and vulnerable groups is an ongoing
measure that is being implemented through the egipn of the adopted national plans,
programmes, strategies and policies. In the coafs2008 and 2009 the following conventions
were prepared for signing and ratification: Coni@nt on Jurisdiction, Applicable Law,
Recognition, Enforcement and Co-operation in Respédarental Responsibility and Measures
for the Protection of Children (Hague, 1996), Camien on Contact Concerning Children
(Strasbourg, 2003), Convention on the Legal StafuShildren Bornout of Wedlock (Strasbourg,
1975), Convention on Child Protection and CooperaRegarding International Adoption (Hague,
1993) and European Convention on the Adoption ofdgdn (revised) (Strasbourg, 2008). In 2010,
the National Strategy for the Protection of Chifdfeom Abuse and Neglect, which is currently
being prepared, is planned to be adopted and tbtode on the procedure regarding serious
neglect of a parent, adoptive parent, guardiannotheer person pertaining to the responsibility to
provide for or care for a child and the NationahrPlagainst the sexual abuse of children are
planned to be prepared and adopted.

Protection of Motherhood and Family Allowance

In the implementation of the 2006 National PopolatiPolicy® measures aimed at the
improvement of the family aid system, the new ActMaternity and Parental Benefits has been
applied in the Republic of Croatia since 1 Janu20@9, payment of child support has been
continuously ensured and the operation of familytiess has continued.

Investments in the protection of motherhood anemizwood are a result of the implementation of
the National Population Policy and applicationtad Act on Maternity and Parental Benefits which
encompassed, in contrast to the previous legigladdlutions, all mothers/parents, regardless of
their labour law status: employed and self-employedents earning other income, farmers outside
the profit or income tax system and unemployed mgarand parents outside the labour system.
More specifically, different regulations were agglito different categories of beneficiaries in the
previous period. In accordance with the new legigasolution, payment of benefits to the
employed parents in the course of using additionaternity or parental leave is linked to the
budget base. In addition, new legal assumption® wezated for a flexible use of parental leave
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until a child has turned 8 years old, maternity pacental leave may be used as an entitlement to a
part-time work, while parental leave may be usedbth parents at the same time, alternatively
and in parts. Furthermore, increased investmesmtslap related to the fact that, for the purpose of
harmonisation with th@cquis communautairehat Act has expanded the individual rights that
used to be exercised only on the basis of paid @mpnt to other potential beneficiaries, such as
those entitled on the basis of chid adoption oitledtto a leave or part-time work for the purpose
of caring for a child with severely damaged healthe Ministry of Family Affairs, War Veterans
and Intergenerational Solidarity supervises the@mgntation of the Act.

In contrast to maternity and parental benefits, ritie of which is primarily procreative, a child

support has a triple role: prevention of povertgpioving and maintaining quality of children’s

family and a procreative effect. A child supportlirked to total income earned in the previous
calendar year, i.e. income census of 50% of thgéiuiolase.

In 2009, the work of 17 county family centres coogd for the purpose of improving family
services, particularly those services focused aventing the development of unwanted family
relations, and providing advisory support in fanplanning, care and provision for children and in
work with young people.

4.4 AGRICULTURAL SECTOR

Agricultural Land

Management of the state-owned agricultural landeigulated by the Agricultural Land Adt
adopted by the end of 2008. The types of managemelnide: lease, long-term lease and sale of
state-owned agricultural land and concession &r fionds. Management is, to the largest extent,
within the competence of the units of local selfigmment and is performed in two stages, as
follows:

1. The units of local self-government, upon the appldwy the Ministry of Agriculture,
Fisheries and Rural Development, are obliged teldgvand adopt programmes for state-
owned agricultural land management (hereinaftex:ptogrammes) which are based on the
cadastral data, containing the information conecgyrihe area of state-owned agricultural
land designated for return, lease, long-term leaaés, concession and other purposes.
Management of the state-owned agricultural landoispossible if the units of local self-
government have not adopted the programmes, upenapiproval by the Ministry of
Agriculture, Fisheries and Rural Development. Aatatf 349 units of local self-government
have adopted the programmes so far, upon the ampbyvthe Ministry of Agriculture,
Fisheries and Rural Development, encompassingaa @6t37,929 ha of agricultural land
in state ownership, whereas 73 units of local gelfernment do not have a state-owned
agricultural land on their territory.

2. Units of local self-government are obliged, upore thpproval by the Ministry of
Agriculture, Fisheries and Rural Development, toycaut public tenders for lease and sale
of state-owned agricultural land, in accordancehwite programmes, whereas the public
tender for a long-term lease is carried out byltbeg-Term Lease Committee. A total of
180,000 ha of state-owned agricultural land hafasbeen managed under the programme,
whereas approximately 150,000 ha of agricultunatiles being used on the basis of a one-
year lease contract.

1 Official Gazette 152/08
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Privately-owned agricultural land transactions amnducted in accordance with the general
regulations governing the real estate transacstarsing from 1 January 2010. As of the previously
mentioned date, the part of the Agricultural Lantt’Aentered into force, which regulates sale and
lease of private agricultural land, for the purpogeroviding support to the improvement of the
agricultural farm structure (land area increase @uodtering of cadastral plots of agricultural land
into bigger parcels).

In early 2009, the Government of the Republic afafia adopted the Programme of Consolidation
of Agricultural Land in the Republic of Croatia 208 2021, containing a detailed elaboration of
the following activities and measures that willibglemented in the aforementioned period:

* Legislative activities: preparation and adoption the Land Consolidation Act and
implementation of consolidation; alignment of tagislation with the Agricultural Land
Act and Land Consolidation Act; establishment apération of the National Committee
for monitoring the application and harmonisation legislation governing the issue of
agricultural land and land administration;

» Direct implementing measures: establishment andatipa of the Agency for Agricultural
Land and establishment and operation of the lamdl funstrument; establishment and
maintenance of the ‘Agricultural Land IT System'doption and application of the
Operational Programme for agricultural land comailon and development;
implementation of the campaign of informing the lpmbnd land policy education;

* Indirect implementing measures consisting of actpagticipation of the Ministry of
Agriculture, Fisheries and Rural Development in #utivities of bringing order in land
registry and cadastral status of the agricultumadll

The objective of the 2009 — 2021 land policy is extpd to be met by the implementation of the
aforementioned activities and measures. The obpds to consolidate the average agricultural
farm, i.e. agricultural land used by the agricudtufarm, by increasing the area by 5 ha on average
and by reducing the number of productive parcelse (or more clustered cadastral plots) by
approximately 50%.

Privatisation of State-owned Companies

The last large agricultural and food-processing gany in majority state ownership, agricultural

and industrial conglomerate ‘Vupik’ d.d. (VUPIK didrom Vukovar, has been privatised. In

September 2009, the Croatian Privatisation Funebamced a public call for tenders to purchase
87.98% of shares of this company under specialitond.

The management board of the Croatian Privatisafiamd, out of four tenders received, selected
the tender of ‘Agrokor’ d.d. company as succesdibik Government of the Republic of Croatia, at
its session held on 12 November 2009, acceptedPtbposal of the Decision on accepting the
tender of the tenderer ‘Agrokor’ d.d. for purchadel, 251,163 shares of company ‘VUPIK’ d.d.,
Vukovar. Purchasing the shares, ‘Agrokor’ d.d. ptee an obligation to assume 20% of arrears of
‘VUPIK’ d.d. towards public creditors, to retainl aff the 847 employed persons for the period of
three years and to give over 25%-plus-one sharemployees of ‘VUPIK' d.d. without
remuneration. In the period of five years ‘Agrokdtd. will invest around HRK 430 million into
‘VUPIK’ d.d.

Regulation of the Agricultural and Food Products ket
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For the purpose of harmonising the market mechanfemparticular agricultural products with the
market organisation in the EU, in December 2009 Alceé on Regulation of the Agricultural
Products Market was adopfédThe Act lays down the manner and measures fadaggn of the
market for particular sectors of agricultural proth) conditions for activation of particular market
regulation measures, beneficiaries in implementadicthose measures, controls of those measures,
monitoring and inspection.

Activities concerning the creation of the vineyastiastre, development of methodology guidelines
for collection and entering data on vineyards, pomis, vine production and vine stocks will
continue in the framework of Land Parcel Identifica System (LPISY. The full functionality of
the vineyard cadastre is expected by the end dd 20the same time as the setting up of LPIS.

In the cattle production area, activities related ilmplementation of the single system of
compulsory animal identification have continued2010 development of the legal framework for
classification and assessment of sheep carcass® @haughter-line, as well as improvement of
the beef tracking system which would enable momtpproducts from farms to tables is planned.

State Aid in Agriculture

In the first half of 2009, the bulk of the statd & agriculture was administered in accordanch wit
the Act on State Aid to Agriculture and Fisheffesn July 2009, the new Act on State Aid to
Agriculture and Rural Developméfias adopted, which gradually aligns the domestiseheme
with the aid regulated by the EU Common AgricultU?alicy, aiming at a gradual transition to a
system of a single farm payment. That Act regulatase aid to agriculture in a form of direct
payments to agricultural farms and rural developmmaeasures. This act regulates state aid in
agriculture in the form of direct payments to faresswell as rural development measure. In the
first half of 2010 it is planned to adopt a new adtich would regulate the means of direct
payments during the entire pre-accession periochdulition, preparations and capacity building
will be intensified (especially in the AgriculturBisheries and Rural Development Paying Agency)
aiming at the implementation of the single paynsaiteme as of the date of Croatia’s accession to
the EU.

Since the beginning of 2010 the new Act on Excistid¥ ' has 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 Agricultdfdays down the legal framework for formulation of
right to use gas oils under privileged conditionbereas the Ordinance on application of Act on
Excise Duties Related to Gas Oil Coloured Blue fdse in Agriculture, Fisheries and

Aquaculturé® lays down detailed conditions for exercise of tigttt.

Enhancing the level of competitiveness and harnadiois with the developed EU market of
agricultural products and foodstuffs has remaireddbjective of the agricultural policy, which is
planned to be achieved by a more efficient alleratf total funds earmarked for the sector aid.
The total budget for market-pricing policy measwrader the first pillar is planned to be decreased
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gradually, while aids relating to measures for rdgevelopment under the second pillar are to be
increased considerably.

Rural Development

Pursuant to the Act on State Aid to Agriculture aRdral Developmefil, the Ministry of
Agriculture, Fisheries and Rural Development willepare the National Rural Development
Programme. The Programme will encompass the natmeasures of rural development aiming at
enhancing competitiveness of agricultural farmssprvation and improvement of the environment
and biological diversity, as well as improvementhad living conditions in the rural area.

The use of the EU pre-accession programmes hasngedt The duration period of the pre-
accession programme SAPARD expired on 31 Decen@9.Four tenders were carried out and
41 projects worth HRK 307,386,602.22 were conthct®ut of that amount, aid from the

SAPARD programme amounts to HRK 135,616,059.30a#llfunds are financed by the Republic
of Croatia and the EU in the 25% (Republic of Ciajato 75% (EU) ratio. In 2010 monitoring of

implementation of projects contracted under the SRP programme will continue.

The IPARD programme was prepared for the new progra period (2007 — 2013) and funds were
earmarked in the total amount of EUR 184.4 milljpiirK 1.3 billion).

The managing authority for SAPARD/IPARD programnaesl Agriculture, Fisheries and Rural
Development Paying Agenty as managing and implementing body, have prepared
documentation required for the implementation @ pinogrammes, while delegation of authorities
is soon expected, which creates the preconditions¥iting the first tender.

The measures accredited in the first accreditatgole are the following: Investments in

Agricultural Holdings for the Purpose of Restruatgrand Achieving EU standards, Investment in
Processing and Marketing Agricultural and Fish Rotsl for the Purpose of Restructuring and
Reaching EU Standards and Rural Infrastructure éngment and Development.

The second accreditation package under the IPARiyramme will comprise the following
measures: Technical Assistance and Diversificateord Development of Rural Economic
Activities, whereas the following measures will stitute the third accreditation package:
Preparation and Implementation of Local Rural Depaient Strategies (LEADER) and Activities
for the Improvement of Agro-Environment.

Phytosanitary Area

In 2009, phytosanitary inspection continued supéng the establishment of the phytosanitary
register and implementing the plant passport systepfant owners registered in the register (fruit
and grapevine propagating material, seed potata) tlaese activities will continue parallel to the
establishment of the phytosanitary register ancbéhiction of the plant passport system for the
remaining categories of plant owners that are stibje registration in the register. In the
aforementioned period, further improvement of kremige and skills of phytosanitary inspectors
continued, as well as equipping of the phytosayitdiice.

The general objectives in this field include: fethimprovement of quality of monitoring
organisms harmful to plants and measures for thewention; full establishment of the plant
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passport system and continued supervision of ttebkshment of the phytosanitary register and
the plant passport system; establishment of aesimfbrmation and communication system of the
entire phytosanitary office, which will allow forigh-quality administration of phytosanitary
register, data on performed inspections of thesteggd plant owners and other databases;
improvement of communication with agricultural puoérs and other entities interested in
phytosanitary area. In addition, the objectivedsirhprove the infrastructure and equipment at
phytosanitary border crossings which will remaireigive following the Republic of Croatia’s
accession to the EU. In the forthcoming periodjréher strengthening of phytosanitary inspection
capacity is planned by increasing the number otgganitary inspectors, depending on the needs
identified on-site, and by a further enhancement kobwledge and work conditions of
phytosanitary inspectors, as well as providingitispectors with IT equipment and cars.

In the field of plant protection products, the geth@bjectives encompass a further development of
the new system of plant protection products regfisin, as well as reassessment (reregistration) of
plant protection products, enhancement of the ptaatection product post-registration control
programmes, supervision of proper application ahplprotection products and pesticide residues
in foodstuff, which will considerably improve theviel of human and environmental safety from
hazardous substances. A significant progress has b&ade in harmonisation and application of
legislation.

In the 2010 — 2012 period, the activities are pémhrnelated to strengthening of administrative
capacity of agricultural inspection which supersisgale and application of plant protection
products. Employment of new inspectors, trainingl &umrther providing of inspectors with IT
equipment and cars are planned. In the course bd,20aining of agricultural inspectors under
TAIEX programme is planned, for the purpose of ewihay knowledge and professional skills
related to post-registration control of plant pobien products and supervision of proper
application of plant protection products.

Food Quality and Safety

The activities of the Ministry of Agriculture, Figlies and Rural Development (MAFRD) as the
co-ordinator of bodies and institutions that areag of the system for food and feed safety and in
particular the activities relating to official cools are as follows:

- The creation of a Multi-Annual Plan of Controls,iathwill be completed in the third quarter of
2010;

- The creation of annual plans of official controlghich are based on the analysis of risks
relating to stipulated time limits and divisionresponsibilities;

The Annual plan of official controls of products ahimal origin has been created in co-
operation with the Veterinary Directorate of the FMRD.

- The creation of documented procedures for carrgintgfficial controls.

Procedures have been set up for carrying out affaontrols in the area of food and feed safety
as follows:

—  The Procedure for carrying out official controlstive area of food and feed safety;
—  Operational instructions for inspections in theaanéfood and feed safety;

—  Operational instructions for audits in the areéoold and feed safety.

The procedures listed above will be posted on th¢-RD web site in January 2010.
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- The Ordinance on the rapid alert system for foatl faed? has been created:;

- The creation of a Plan of incident management argitential incident management relating to
food and feed that will be implemented togethehwite Ordinance on the rapid alert system
for food and feed, whose publication is plannedviarch 2010;

- The creation of a Guide on traceability, withdraaadl recall of food intended for entities in the
food business, whose publication is planned fordd&010;

- The creation of the Ordinance on authorisation féi€ial and reference laboratories for food
and feed and animal health, whose publicationaamd in 2010;

- The Ordinance on microbiological criteria for fobds been created and posted on the MAFRD
web site;

- The creation of the Ordinance on rules of estabitt of the national network of institutions,
conditions and criteria for inclusion on the ingibn list and financing rules, whose publication
is planned for February 2010;

- The Ordinance on the issuing of scientific opinicarsd providing scientific and technical
assistance has been credted;

In 2009, the process of alignment with the relevadtregulations continued. In accordance with
the Food Acf* a regulation was adopted, governing the labellafgnutritional values of
foodstuffs®> as well as a series of regulations governing th&lity requirements for individual
food categories, thus contributing to market litisesion and ensuring free movement of gd8ds

A Guide on nutritional value labelling of foodstsifias been created and published on the MAFRD
web site.

In addition, the Act on Designations of Origin, @eaphical Indications and the Traditional
Speciality Logo for Agricultural Products and Foudts®’ has been adopted. The said Act lays
down the responsibilities of the existing agrictdfuinspection and quality inspection in the
segment of implementing laws and subordinate letgmsi which govern the area of registration
and protection of agricultural products and footfstwith one of these labels. The Amendments to
the Act on Designations of Origin, Geographicalitations and the Traditional Speciality Logo
for Agricultural Products and Foodstftamended the national procedure for registration and
protection of agricultural products and foodstuffish the traditional speciality logo and provided
for a more efficient system of establishing commdia in accordance with the practice applied at
the national level in the EU Member States. In toldj amendments to the procedure of applying
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for registration and submitting objections at th& Eevel have been adopted. Subordinate
legislation has been adopted, regulating the said ia more detdf.

Activities planned during the reference period ekated to the strengthening of administrative
capacity of the agricultural inspection and thedf@uality inspection, which includes employment
of new inspectors, inspector training through ptgefinanced under TAIEX and further
procurement of new IT equipment and cars for ingpec

Veterinary Area

The process of legislative alignment in the vetyrarea continued in 2009 in accordance with the
"Strategy for transfer, adoption and implementatd theacquis communautairior Chapter 12 -
Food Safety, Veterinary and Phytosanitary Policy.

The new system of control of the transport of atsnveas introduced on 1 September 2008 with
the entry into force of the Ordinance on veterinagalth checks of live animals in domestic
transport and the certificate of animal health ptate of origifi®, which stipulates that all farms
holding cattle, swine, sheep, goats, equidae, poald rabbits have to be subject to veterinary
checks.

The veterinary checks of farms continued througf92@ith their main objectives including the

following: the entry of all farms in the registef farms, informing all animal owners of their

obligations, harmonisation of data from the Singtevine registry with the actual situation on
farms, the creation of a database that will be dsedhe purpose of more rational utilisation of
resources in the application of comprehensive wetgy legislation and development of a high-
quality infrastructure to be used in providing miag to animal owners in relation to requirements
of multisegmented harmonisation they will be regdito comply with in order to be eligible for

state subsidies.

As regards the establishment of the Central Veteyinnformation System (CVIS) in accordance
with the Veterinary At as the unified system of registries and computegfammes aimed at
ensuring efficient access to data and at providimgly decision-making support and efficient
management in all segments of the veterinary sesyian international tender for the best provider
is under way. The databases are expected to begpenational early in 2011.

Fisheries

The Act on Structural Support and Market RegulatioRisherie¥ created the legal framework for
the adoption of the Operational programme for im@ating structural policy measures and
creating administrative capacity as the most ingrdrelement of the implementation of structural
measures in fisheries.

In order to establish a system of structural messsin fisheries in 2010 it is planned to adopt a
National Strategic Plan and an Operational Plarcwiwill, based on the situation, priorities and
objectives identify measures to be financed infibleeries sector, in accordance with tuuis
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communautaireThe aim during the pre-accession period is torawp the strength of entities in
the fisheries sector in order for them to be ablequally participate on the market and make use of
the structural mechanisms upon the date of aceesdithe Republic of Croatia to the EU. The
Operational Programme will be created by usingriaeth assistance under the IPA 2009.

In order to complete the establishment of the ‘essaitoring system (VMS) it is planned to open
a new public tender for the procurement of the detepsystem for monitoring vessels in the 15-18
meter category, thus completing the procedure aipging all fishing vessels that are required to
have the said system under the EU law.

In 2010, it is planned to create a National PlarData Collection, aiming at ensuring a single
system of collecting data on sustainable managewfemarine bio-resources in accordance with
the latest EU regulations. The said programmelyeltreated under the IPA 2009.

The strengthening of monitoring and control encosspa two measures - the establishment of the
VMS and the strengthening of monitoring and contqebn unloading and at sea. For the purpose
of strengthening control upon unloading a part adasures was envisaged through structural
mechanisms and a part through the segment of shemgg of the fisheries inspection. As part of
the strengthening of monitoring and control at geanvisaged to take important steps in the
training of inspectors, procurement of equipmergh{gles, vessels, technical equipment) in the
coming three year period as well as connectingefit services that carry out control under the
Marine Fisheries ACE.

4.5 PUBLIC ADMINISTRATION REFORM

The public administration reform continued in 200%e Ministry of Public Administration that
was established in July 2009irder alia responsible for steering reforms and the modetinisa
process in the public administration, thus ensurthg preconditions for strengthening of
management and administrative capacities of thg begponsible for public administration reform.

The new General Administrative Procedure *Aetas adopted in March 2009, entering into force
on 1 January 2010.

Within the framework of the implementation of thewnAdministrative Inspection Attthorough
inspection has been carried out on an ongoing biasaldition, the organisational structure of the
administrative inspection has been strengthenedutfir the establishment of a separate
organisation within the Ministry of Public Adminiation.

In 2009, state administration bodies that parttgigan the project of functional analysis started
implementing the recommendations received undeptbgct. The majority of recommendations
relating to organisational changes, professionaucation and training of employees,
informatisation and strengthening of certain fumcs has been implemented.

At the end of December 2009 the Government of teeuRlic of Croatia adopted the Civil service
human resources development strategy 2009 - 2012 Sirategy was prepared in co-operation of
the Ministry of Public Administration and expertsgaged in the project ‘Support to Development
of the Civil Service Human Resources Developmenat&gy’ within the framework of Danish
bilateral assistance. The Strategy presents therdusituation related to human resources, general
and specific objectives, means and indicatorssahiplementation.
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Continued training of civil servants is provided the Civil Servants Training Centre of the
Ministry of Public Administration. Until October P9, 4,643 civil servants attended different
training programmes in the Centre.

A draft proposal of the Act on the Salaries of C&grvants was sent to the Croatian Parliament for
adoption at the beginning of 2009, while a drafbgmsal of the Act on Salaries in Local and
Regional Self-government Units was sent to the tapaParliament for adoption in July 2009.
Within the framework of the procedure of adoptidntlte Act on the Salaries of Civil Servants
objections arose as regards the need to regulatasbessment criteria in more detail. Therefore
SIGMA was required to prepare a comparative studybest assessment practices in the EU
Member States, which was submitted to the MinisfriPublic Administration in September 2009.
Since the Final Proposal of the Act on the Salaofe€ivil Servants was not sent to the adoption
procedure in the Croatian Parliament by the expirthe time limit for second reading, according
to the Rulebook of the Croatian Parliament the &dopprocedure is deemed to be suspended.
However, the Government of the Republic of Crodiih not give up on the adoption of an act
regulating the salaries of civil servants and itasisidering the possibility of adopting a singb¢ a
on salaries in the entire public sector (state adration, local self-government and public
administration).

By adopting the Strategy for development of elagtr@dministration in the period 2009-2012 and
the plan of activities in 2009 and 2010 by the Goweent at its session held in January 2009
additional incentive was provided to the strengthgrof the implementation of the appropriate
information and communication technology (ICT) irupporting business processes and
rationalising the operation of the state adminigira In the course of 2009, the maintenance and
further development of the central web portal & gublic administration "My Administration" as
well as the computer and communication network RIOFnet’ continued and activities planned
for 2009 were carried out. Project tasks have bemmpleted, aiming at the creation of an
interoperability framework, as well as the paperlefice model (e-Office), the model of a central
system for authorisation and authentication andptiogect for managing knowledge, projects and
resources of ICT in state administration.

In the forthcoming period special attention will ge@en to the regulation of the system of salaries
in the public sector and to training as regards timplementation of the new General
Administrative Procedure Act. In November and Delsen2009 five one-day seminars were held
in co-operation with SIGMA related to the applicati of the new General Administrative
Procedure Act and preparations are underway foptbeision of training under the IPA 2008 -
Assistance in transition and institution buildingngoonent. In addition, it is planned to provide
regular training on the administrative procedurethe Civil Servants Training Centre of the
Ministry of Public Administration.

Last but not least, special procedural acts wilheamonised with the new General Administrative
Procedure Act, which will be carried out within thlamework of Danish bilateral Assistance under
the project "Preparation for implementation of tleev General Administrative Procedure Act —
alignment of the existing procedural acts" whasmletion is planned in May 2010.

At the same time, measures will be taken aimecudhdr development of the human resource
system, regulation of public agencies and continaahing of state and local civil servants and
employees, as well as creation of a more efficsgatem of local self-government.

In the area of application of ICT in state admmagon there are, at present, no proscribed norms,
standards or frameworks to be adhered to by po@cservices based on ICT. On one hand, this
enables rational management of budgetary fundsarled for investments in ICT, while on the
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other it spurs the creation of unconnected IT @&aand additional administrative hurdles in the
provision of public services.

By the implementation of e-Administration Developih&trategy in 2010 it is intended to solve
the issue of mentioned imperfections by develogpgcific models which will, each in its own
segment, enable the improvement of state admitimtraefficiency. The final objective is to

strengthen the use of ICT in state administratioth ils communication with Croatian citizens and
the economy. This will set the framework for and tbjectives of new and existing activities of e-
Administration, putting the emphasis on user sattshn, rationalisation of administrative
procedures and provision of modern electronic sesui

Based on completed project tasks the creationabinieal specifications for individual parts of the
e-Administration system will continue in order toable further development and establishment of
specific electronic administration models: the phgss office model (e-Office); the central system
authorisation and authentication model and the mfmienanaging knowledge, projects and ICT
resources in state administration. In addition,usheents will be drawn up, enabling the creation of
a framework for interoperability in state admirggion and an analysis and adjustment of the legal
framework will be carried out, aiming at furthervélopment and implementation of new models
of the electronic administration system.

For the purpose of achieving the said objectiveg, following measures are planned to be
undertaken:

» Alignment of procedural law with the new Generalnidistrative Procedure Act;
* Application of a human resources development gjyate

* Adjustment of the system of public agencies in ed@oce with the EU standards;
» Regulation of salaries in the public sector;

» Establishment of IT supported central registerioif servants;

* Analysis of the performance of local self-governtmmemits and the existing territorial
organisation;

* Implementation of activities envisaged under thplementing plan of the e-Administration
Development Strategy 2009-2012 planned for 2010;

* Preparation of the first annual report on the imm@atation of the e-Administration
Development Strategy 2009-2012 for 2009;

» Preparation of a semi-annual report on the implaéaiem of the e-Administration
Development Strategy 2009-2012.

The alignment of procedural law with the new Gehé&@ministrative Procedure Act will ensure

consistency and simplify administrative procedurasijlitate exercising of citizens’ rights and

reduce procedure costs. Further development of huesources, strengthening of responsibility,
ethics, competences and motivation of civil sergantthe provision of public services, regulation
of the system of public agencies, and developménd onore efficient system of local self-

government will ensure further strengthening of éffeciency of public administration and reduce
operating costs.
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4.6 OTHER REFORMS
4.6.1 Development of a Knowledge-based Society

In accordance with the basic documents settindh fthré educational and economic policies and
strategies of the Republic of Croatia, their impdetation continued in the previous period.

The objectives specified in the Education Systemel@pment Plan 2005-2010 have been realised,
with a result that the trend of increased enrolmehtchildren in pre-school educational
programmes has continued, whereas the implementationational pedagogical standards has
systematically ensured the quality of education.

Special accent was put on the implementation o¥beational Education A&t and the Vocational
Education and Training System Development Strate#gihe Republic of Croatia 2008-2013. In
this connection, vocational programmes will be Hartupdated and adjusted to the needs of the
economy, labour market and society as a whole, ldelkbng learning will be systematically
promoted.

The creation of the Croatian Qualification Framekv@EQF) is underway in line with the adopted
Action Plan 2008-2012. Work on the CQF will congnat the national level and within the IPA
programme in the forthcoming period. The qualificatstandards will be developed, together with
curriculum examples related to these qualificatiand expert instructions for various participants,
and training sessions for work group members velbbganised.

The quality of secondary education has been sysiesiig maintained: national exams will
continue to be carried out in the forthcoming peramd the state secondary school-leaving exam
will be conducted for the first time in the schgalar 2009/2010. In addition, self-evaluation has
continued to be introduced into schools and eleatrdatabases have been upgraded (VETIS, e-
Matica).

In 2009, Croatia participated in the PISA exammatdf the knowledge and skills of students, and
the PIRLS examination is planned to be conductetthenforthcoming period, aiming to enable a
more realistic evaluation of Croatian students'i@a@ments and learning outcomes and their
comparison with those of their peers from otherdpean systems.

The Education and Teacher Training Agency has adoiite Vocational Training Strategy 2009-

2013 and will in this connection set up an infonoatsystem for the reporting and processing of
data on activities related to the improvement aimbo resources in education institutions. The
Agency for Vocational Education and Training willsa redefine the system of vocational

education of teachers and their occupational primmot

The Bologna process has been systematically implesde The integration of the university will
be continued, study programmes will be re-evalyatedernal evaluation of higher education
institutions will be organised and student and heaenobility will be improved.

Following the adoption of the Act on the NationauRdation for Science, Higher Education and
Technological Development of the Republic of Craatithe restructuring of the National
Foundation commenced. In the forthcoming period&ce efforts will be made to reform the
financing system for scientific and research prgjetn the previous period, several pilot projects
for the establishment of centres of excellence wlefened and the preparations for their launching
will continue. Their aim will be to improve the uskty of the existing scientific equipment for the
scientific community and economy, promote excekent research and the cooperation between
science and the economy, while special efforts belldevoted to improving the cooperation with
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the European Research Area. In 2009, the Counciltfe National Innovation System was
intensively strengthening the National Innovatiogst®m in order to promote the transfer of
knowledge to the economy and private sector. TheAdlan for the mobility of researchers will
remove the obstacles to mobility and enable greatersectoral and international mobility.

4.6.2 Health Care Reform

The package of reform measures implemented in 2808ed at introducing new sources of
financing and improving the system of control ofiltie care system expenditures, resulted in the
financial stabilisation of the health care systdime debt of the health care system was reduced by
HRK 700 million and the expenditures of the Craatldealth Insurance Institute (CHII) were
brought into line with planned revenues. Expenditaontrol will be further strengthened by
abolishing CHII's medical commissions and introdgcan institute of authorised doctors as of 1
October 2009. Through continuous work in the fighdprimary health care offices (at least twice a
month), authorised doctors will be able to exerbistter control of expenditures on medicines and
sick leave. The eante control of primary health care expenditures thas established, in addition

to the already existing ex-post control.

The number of employees absent from work on siakdadropped from 58,238 to 54,636 a day. As
a result, the debt of the CHII, which amounted torenthan HRK 154 million in 2008, was
completely settled in 2009. Therefore, the CHII hes outstanding debts towards economic
entities. This trend is expected to continue inR01

The Ministry of Health and Social Welfare has siy@econtract on completing the informatisation
of primary health care, aiming at realising thepgdess doctor’ project and fully enabling the
electronic operation of the health care systeme@th care).

The project of reorganising emergency medical tssie® and investing in health care has been
started. The total investment of the project, ld@acby the Government of the Republic of Croatia
with the World Bank loan assistance, is EUR 90 ionll The Croatian Institute of Emergency
Medical Services has also been established. Thédim of the project is to establish an integrated
system of emergency hospital admissions and inergesefficiency and speed of response of out-
of-hospital emergency medical services (achieveatterage time interval between receipt of an
emergency call and arrival at the scene of 10 remut urban areas and 20 minutes in rural areas
for 80% of the calls, and the average time intetetiween an emergency call and arrival to
hospital of 75 minutes, and in 80% of the casdsss than 60 minutes).

The Agency for Quality and Accreditation in Healllare became operational in 2009. The aim of
the Agency is to provide for quality and safety the health care system through planning,
implementing and evaluating measures to ensuregowep promote and monitor health care quality
at all levels of the health care system.

In addition, a project has been launched with am @i developing a ‘master plan’ for health care
institutions and a human resource strategy forhibedth care sector with a plan of investment in
human resources in health care.

It is expected that the introduction of the requieait to establish a central appointment unit at all
hospitals and the setting up of the departmenttiier compilation and maintenance of national
waiting lists at the Ministry of Health and Soci#kelfare will result in a significant rationalisatio
and better utilisation of hospital capacities. Titecedure of procurement of medical equipment
and refurbishment of hospital facilities has alsarted, which will considerably improve the
accessibility of health care, especially in thatneent of malignant diseases.
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4.6.3 Judicial Reform

A significant number of measures from the ActioarPassociated with the Judicial System Reform
Strategy aimed at the strengthening of independeangeartiality, professionalism and efficiency
of the judicial system were implemented in 2009DBtember 2009 the Judicial Academy Act was
adopted along with the package of laws which intoed objective and transparent criteria for
entering into the judicial profession. The avertige needed for entry of ownership rights in the
land registry was additionally reduced. The mayoat procedural laws was amended aiming at
reducing time limits for court procedure. In orderfurther enhance the efficiency of courts, the
Strategic Study on Improving the Efficiency of Erdement Proceedings and Introducing Public
Enforcement Agents was adopted in July 2009. Ainainthe further development of the conciliation
system as an alternative way of in-court and otdenfit resolution of disputes, the Act on
Amendments to the Act on Conciliati8rwas adopted in July. In addition, the preparastage for
the extension of the Integrated Court Case Manage@gstem (ICMS) to the remaining courts
was completed. The Case Tracking System (CTS)t&te sittorney's offices was implemented at
pilot locations of the state attorney's officesZimgreb, Zlatar, Karlovac and Pula. The successful
realisation of the e-company pilot project whictls lieen implemented at all the commercial courts
of the Republic of Croatia was further extendede Thationalisation of the municipal courts
network has been carried out in accordance withQhdinancé®. In 2009, 8 permanent offices
were physically moved to the seats of municipalrtsourhe new Criminal Procedure Act, which
significantly changes the criminal procedure imtgrof efficiency and effectiveness, entered into
force as of 1 July 2009 in relation to crimes witkie jurisdiction of the Office for the Prevention
of Corruption and Organised Crime (USKOK). Orgatigaal and institutional changes were also
effected by the establishment of special officed badies for the implementation of measures to
fight against corruption and organised crime, tbecalled USKOK vertical (the police, State
Attorney's Office and courts). In 2009, the newltmn Act which improves the prison system
was adopted and the Directorate for Probation \wtebished within the Ministry of Justite

The enhancing of independence, impatrtiality, praitesalism and efficiency of the judicial system
will increase citizens' confidence in institutioand the rule of law, which is an important
precondition for Croatia's economic development @u@dpromotion of capital investments into the
country. In order for the stated goals to be attdjnrmeasures from the Action Plan associated with
the Judicial System Reform Strategy will be revised010.

Pursuant to the Judicial Academy A&t which entered into force on 1 January 2010, thiicihl
Academy has become an independent institution, thedState School for Judicial Officials is
being established. The Judicial Academy will condtie initial training and preparation of
candidates for autonomous, responsible, indeperatehimpartial performance of judicial duties,
professional training of trainees and court adw@sand continuous professional improvement of
judicial officials. On 1 October 2010, the Schoallwenrol the first generation of trainees for a
two-year professional training period.

The most important segment of the judicial systeform relates to the efficiency improvement of
the judiciary. One of the measures aimed at thdcipny efficiency improvement is the

introduction of the ICMS at additional 60 courts2@10. The rationalisation of the municipal and
misdemeanour court network as well as the netwbftate Attorney’s Offices will continue to be
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implemented in the forthcoming period. In 2010 tladionalisation of county and commercial
courts network will be implemented. In line withetlstrategic framework for the reform of the
enforcement systelf a new Enforcement Act and a new Act on Public Exement Agents will
be prepared in 2010. Thereby, the enforcement mysie the Republic of Croatia will be
thoroughly reformed.

The remaining provisions of the new Criminal PragedAct, adopted in December 2008, which
incorporate thorough changes and require consitéetabhnical and organisational adjustments,
will enter into effect on 1 September 2011.

Aiming at continued combating of corruption, theaseres from the Action Plan of the Anti-
Corruption Strategy will be revised.

The Directorate for Probation will establish a mssional organisation capable of providing
professional services in accordance with the law.

4.6.4 Environmental Protection

Aiming at the rationalisation and improving the i@f#fncy and cost-effectiveness of the
environmental impact assessment procedure, the r@oeat of the Republic of Croatia adopted
the Regulation on amendments to the Regulationhenenvironmental impact assessm&nt
thereby reducing time limits for the procedure, eptcfor the part related to information and
participation of the public. In 2009, guidelines preparing studies on the environmental impact of
the projects of exploitation of mineral raw mattrievere prepared and published. A proposal for
guidelines on the projects of wind power plants waspiled and submitted for interdepartmental
co-ordination. Guidelines on the participation bé tpublic in environmental impact assessment
procedures will be drafted in the first half of 20JAiming at a more efficient implementation of
the strategic assessment and further educationl gfagticipants in the procedure, appropriate
instructions for specific parts of the procedurerdsning, scoping and participation of the public)
will continue to be drafted and education for thmpeoyees of competent county bodies will
continue to be organised. In 2009, the Croatianifanment Agency (CEA) drafted a proposal of
the National List of Indicators comprising 266 icaliors. Activities will continue on the
implementation and coordination of the EnvironmEeRtatection Information System (EPIS) and
its components, as well as on the integration efekisting information systems and databases on
specific thematic areas and sub-areas within tH& Efhe CEA has been preparing a Report on the
State of the Environment in the Republic of Croatiaering the period 2005-2008. The Report
will be completed by the end of 2010. In 2010, waevitl also continue on defining and co-
ordinating all the criteria for the selection arebigination of reference centres for all themataar
and on drafting a proposal of the decision on tasiablishment.

Activities will continue on the implementation die Kyoto Protocol, both with regard to the
obligations related to reducing greenhouse gas stonisand those related to reporting on
emissions. In late 2008, implementing regulatioesenadopted on greenhouse gas emission quotas
and emission tradifd’, as well as on the implementation of the Kyoto tétol flexible
mechanism$*. In June 2009, the Government of the Republic mfaGa adopted the Plan for

191 strategic Study on Improving the Efficiency of Brfement Proceedings and Introducing Private Eefoent
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allocation of greenhouse gas emission quotas ifRéqublic of Croatif” In December 2009, the
Greenhouse Gas Register become operational as rtbeedpre of connecting it with the
International Transaction Log (ITL) was complet&tie trading system will be established in two
phases: in the first phase the entities subjettitaaequirement will obtain emission permits, amd i
the period 2010-2012 they will be monitoring enmossi from their plants and submitting verified
reports. Following Croatia's accession to the g, lants will be allocated quotas in the accounts
in the Register and the Croatian Emission Tradiygtesn will be connected with the EU Emission
Trading System. An implementation regulation on taditions for performing the activities
related to the verification of reports on plant ssions will be adopted in 2010.

As regards air quality, the implementation of theasures from the Air Quality Protection and
Improvement Plal{® will continue to be monitored. The remaining 1atisins for continuous air
guality monitoring within the National Air Qualitylonitoring Network were established in 2009,
which was financed from the state budget. Theatatimeasuring equipment is procured under the
PHARE 2006 project. The stations are expected foubénto operation in the first half of 2010. As
of 1 January 2010, air quality will be monitoredidathe stations within the National Network
maintained and serviced, by the Meteorological Egdrological Service. In December 2009, the
Government of the Republic of Croatia adopted ttmgRamme for gradual emission reduction of
certain pollutants in the Republic of Croatia foe tperiod until the end of 2010, with projections
for the period 2010-2028. In early 2010, the Ministry will prepare the Aati Plan for Reduction
of Air Pollution by Ground-Level Ozone. The Actigrlan for Reduction of Air Pollution by
Suspended Particles and Nitrogen Oxides in thesAaea Settled Areas of the Republic of Croatia
in which Limit and Target Values are Exceeded dlprepared in 2010.

In the field of waste management, activities wevatinued on the rehabilitation and closing of
waste disposal sites, with the rehabilitation of W8ste disposal sites completed so far. The
rehabilitation of the waste disposal sites is cavficed by the Environmental Protection and Energy
Efficiency Fund, which has concluded contracts lo@ tehabilitation of the total of 299 waste
disposal sites with local self-government unitse hublic procurement procedure is underway for
the construction of the Bikarac Waste Managememttr@gWMC) in Sibenik-Knin County, co-
financed under the ISPA programme in the amourildiR 6.0 million. In 2009, agreements were
concluded with the European Commission on the raniting of two WMC construction projects,
in Istria County and in Primorje-Gorski Kotar Coynfdditional WMC construction projects to be
co-financed from the EU funds are in the prepayapdrase. The implementation of the Phare 2006
project, aimed at improving hazardous waste managens underway.

In the field of water management, activities aina¢dtrengthening and establishing the integrated
water management system continued through intenswvestments in the water management
infrastructure. December 2009 saw the adoptiorhefrtew Water A¢t® and Water Management
Financing Act®, which will provide the basis for the adoptionsafbordinate legislation aimed at
strengthening and reforming the existing water ngangent financing system, as well as increasing
the annual funding. The allocation of funds frone tktate budget, grants, loans and the EU
assistance funds for the period 2010-2012 is egewsdor the following projects: the realisation of
capital water supply projects; capital projectdhsd protection of water and sea against pollution;
capital irrigation projects; regional project fdret management of the Neretva and TrebiSnjica
rivers, implemented in cooperation with Bosnia &feilzegovina; the ISPA project ‘Programme for
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Water and Waste Water Karlovac’ and the ISPA tezdirassistance for the preparation of projects
under the IPA programme; Inland Waters Projectl®#dprojects Slavonski Brod and Knin-Drnis.

As regards sea quality, the Regulation on sea mgthiater quality™®, redefining standards for
bathing water quality on sea beaches and estaidjdimit values for microbiological parameters
and other characteristics of the sea, as well asageanent measures, has been in effect since 1
January 2009. A unified database for entering, ggsinig and evaluating testing results, as well as
for reporting and informing the public on sea baghwater quality has been developed. The
database became operational at the beginning ckethson of sea water quality assessment in 2009,
during which the public had access to the sea wguelity assessment results by means of a
Google Maps browser, developed especially for po@apose. The sea bathing water quality profile,
also planned to be entered into the database,dsrysreparation, as well as the annual report,
leaflets and map on sea bathing water quality enbémaches of the Croatian Adriatic. Activities
were continued on the implementation of the Praggetinst Pollution of Water in the Coastal Area.
Within its activities, the EPA will continue witthé¢ establishment and development of the Water
Quality IT System and the IT System ‘More’ and bi&h a connection with other databases and
the Water Information System for Europe (WISE).

In the field of nature protection, the prioritiesr fthe period 2010-2012 include completing the
process of alignment of the legislation with #euis communautaireestablishing the necessary
implementing mechanisms and building up the adnmatise capacity at all levels by employing
new experts and providing training to existing aetv employees. Special attention will be given
to completing the proposal for the EU ecologicaltwoek NATURA 2000 and creating
management plans for these areas, as well as ablisking monitoring systems. The project
‘Institutional Strengthening and Implementation tbe NATURA 2000 Ecological Network in
Croatia’ under the PHARE 2005 programme was coragleh 2009. The project included
conducting consultation activities with sectors antérested participants, drafting management
plans for NATURA 2000 areas (2 pilot projects), doating expert training programmes related to
the appropriate assessment of effects on NATURAO2@fkas and implementing numerous
activities aimed at raising public awareness ofgfaposal of NATURA 2000 areas. The plans for
2010 include continuing expert activities on defmithe proposal for the NATURA 2000
Ecological Network. It is also envisaged to carmyt gart of the activities aiming at the
establishment of the NATURA 2000 Ecological Netwdhtough the implementation of IPA
projects in 2010. The Republic of Croatia is oldige submit the proposal for the NATURA 2000
Ecological Network (the database containing coneptidta on localities (areas) as prescribed by
the Habitats Directive) to the European Commissintil the date of accession, by which time the
Regulation on internationally important ecologicaieas will have been completed and the
Regulation on ecological network declaratidramended. In the forthcoming period, work will
continue on the establishment of a unified natucgegtion information system and protection of
new areas pursuant to the Nature ProtectionAct

As regards the control of industrial contaminatithe Regulation on the procedure of establishing
combined environmental conditionid entered into force on 31 March 2009. The CARDS4200
project, which contributed to the strengtheningadiinistrative capacities for the implementation
of the IPPC DirectivE”, was completed in June 2009. With an aim to furdrhance the capacity

of the industrial sector to implement the IPPC Bline, a project under the IPA | programme was
proposed in 2009 to provide support to the opesabdrindustrial plants required to obtain IPPC
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permits, and to other participants in the permgu@ice procedure. The start of the project
implementation is envisaged for the fourth quader2010. In 2009, the EPA established four
databases (the Environmental Pollution Registegid®er of Installations in Which Dangerous

Substances Have Been Identified, Inventory of Isguiegisters for Reported Major Accidents,

Inventory of Inquest Registers for Operating Pesnaihd Licences) within the Plant Emissions
Information System (PEIS). The development and agtigg of these databases will be continued
and reporting will be improved. Promotional aciest will continue for the Eco-Management and
Audit Scheme (EMAS) to be introduced into compaiaied organisations.

In the area of chemicals, plans for 2010 includeatoption of subordinate legislation to regulate

the area of hazardous chemicals whose transportats been forbidden or restricted and, in

accordance with the REACH Regulation, the classifor, labelling and packaging of hazardous

chemicals. In the area of biocidal products, thdi@mnce on amendments to the Ordinance on the
list of existing active substances permitted inctlidal products and the Ordinance on amendments
to the Ordinance on the list of existing active fahces not permitted in biocidal products are

planned to be enacted in 2010.

In the area of GMO, plans for 2010 include makimgeadments to existing legislation on the
threshold for genetically modified organisms inguots below which such products need not be
labelled as products containing genetically modifieganisms when placed on the market.

The new Noise Protection A¢t was adopted in 2009, in accordance to which toeymtion of
strategic noise maps and action plans will be ool

In the field of forestry, the compilation of thed@ceptual and Operational Plan of National Forest
Resources Inventory of the Republic of Croatia’ bagn completed. The finalisation and data
presentation are planned for the beginning of 201@ Register of Forestry Fires is established
and has been in use since 1 January 2009. An @&nalythe applicability of the Register will be
made in the first quarter of 2010, possible deficies will be removed and improvements to the
Registry made. The Register of Forest Ecosystenmsaas will contain around ten sub-registers
which are in the development stage. The basic datln the damage of forest ecosystems is
established and it will be further developed in ftwen of registers. The project for improving the
implementation of fire-prevention measures aimegkdticing the number of fires is expected to be
launched in 2010. The existing National Forest ®odnd Strategy will be revised in 2010 and
2011 and the National Forest Programme will beteckafterwards.
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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 acquemamunautaire in
the field of market competition based on the newnetition Act

Adoption of Regulation on block exemption in thensport sect(
Adoption of Regulation on the procedure and catéor imposing and calculatin
penaltie

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

Adoption of Regulation on block exemption of agreats between entrepreneu
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 bl@siemption agreemel
Adoption of Regulation on block exemption grantecgreements on distributio
and servicing of motor vehicles

Adoption of Regulation on block exemption grantednisurance agreeme
Adoption of Regulation on the definition of theeeant marke

Adoption of Regulation on criteria for reducing péies or acquittal from penalties

:[ IV quarter 2010

Training on the application of new legislation éanployees of the Croatian
Competition Agency, other regulatory bodies andjtidéciary (through the IPA
2007 programme twinning project)

Efficient implementation of competition-related iggtion L L o . 2010-2011
e Training on the application of new legislation &udents, local business
community, bodies of local authorities and the puisl general (through the IPA
2007 programme service agreem
Alignment of Croatian legislation with the acquesmmunautaire infe Adoption of rules on state aid in accordance withcpdures prescribed by the .
) . Continuously
the field of state a Regulation on state ¢
e Completion of state aid approval procedure for Gameshipyards
Efficient implementation of state aid legislation * Proft_essional training of employees of the CroaGampetition Ager_\cy and 2010-2011
providers of state aid (on central and local levéieough a project in the
framework of IPA 2007 programr
POLICY GOAL IMPLEMENTING MEASURES PERIOD
Privatisation of the largest share of the remaimiagfolio of the  |® Transformation of the Croatian Privatisation Funttoduction of new models of 2010
Croatian Privatisation Fund privatisation and preparation for sale of compaime®sajority ownership
Privatisation of five shipyards and one subsic e Announcement of the second round of tender proe 201(
Further privatisation of majority stakes in compani e Intensification of activities related to publiateer announcements Until privatisation
completior
Further privatisation of the Croatian Railways e Sale of subsidiary companies of the Croatian Rajitv Until privatisation
completiot
POLICY GOAL IMPLEMENTING MEASURES PERIOD
JAlignment of legislation with the EU acquis commutaire e Drawing up subordinate legislati Continuousl
e Drawing up a network repc Continuousl
Liberalisation of the railway transport market e Allocation of routes to operatc Continuousl
e Establishment of the Railway Transport Safety Agr 201C
Restructuring and modernisation of railway comps e Preparation and definition of restructuring mornitgrindicators Continuousl

POLICY GOAL

Imilementation of the Railwai Infrastructure Naa’bﬁroiran ° Drawini ui annual maintenance and modernisatiame Continuousl

IMPLEMENTING MEASURES

PERIOD

Privatisation aimed at ensuring preconditions taressfull
functioning of shipyards in the future applying mmt measures of
economic policy which are in line with the econompdicy of the
EU

e Inviting a tender for privatisation of companiesrfr the shipbuilding sector
e Implementation of restructuring programmes (depsmdn the privatisation
results)

2010 (the second rou|

of tender procedure i

15 February 2010)
Continuously

POLICY GOAL IMPLEMENTING MEASURES PERIOD
e Alignment with the Third Energy Packe
e Adjustment of the internal market with the
Establishment of a system which is in line with Btactices : Adjustment of the infrastructure to the needs efrifarke Continuously

Oil derivatives - increase the level of reservesii and oil derivatives so that the
reach the EU levels and conduct fuel extractioadcordance with the EU
standard

POLICY GOAL IMPLEMENTING MEASURES PERIOD
e Project of the national learning programme foremteneurship in formal and
informal education
Training in electronic business
Lifelong learning in entrepreneurship South East European Centre for Entrepreneuriainieg (SEECEL) Continuously

Co-financing of universities with specialist efqreneurial programmes
Pupils' co-operatives and pupils' firms
Children's entrepreneurship week
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Competition and innovation

Training of exporters

Use of new technologies and technological proaesiur

Ecological protection of products

Innovation and new products

Introduction of the EU norms

Economic entities clustering (CLUSTERS)

Croatian export offensive (CEO Project)

Linking SMEs and R&D

Incentives to energy enterprises

Financial instruments for the development of emerpurial competitivene
Marketing and promotion

Coordination of activities related to expansioreafommerce and e-busin
Establishment of scientific-technological pe

Continuously

Improvement of enterpreneurship financing

Credit financint
Risk func
Business ange
Guarantee

Continuously

Establishment and development of entrepreneurébainess
structure, consulting services

Incentives for development of the Croatian AgermySmall Busines

Incentives for regional development ager

Training and development of consultants' netu

Support to development of entrepreneurial centeefinological parks and busin|
incubator

Continuously

Stimulate regional competitiveness

Financial instruments for regional developmentrafepreneursh
Incentives for crafts and co-operati

Social cohesion projet

Promotion of entrepreneurship among target groups

Continuously

5.1.7. Public-private partnership

POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Improved quality of public infrastructure and patdervices

Training of employees of the Agency for Public Rt& Partnership

Adoption of an ordinance on the organisation anthtemance of the Registry of
Agreements on Public Private Partnerships

Scientific analysis of practical experien

Improved control of fiscal risks

Continuously
2010
Continuously

Co-ordination between the Agency for Public PevBartnership and the Ministry

of Finance in the activities of approval and impéetation of projects of public
private partnersh

Changed role of public bodies in the implementatibpublic
private partnershij

Continuously

Training of participants in the procedures of prgpion and implementation of
projects of public private partners

Continuously

Enhanced competitiveness of the public and theapeisectors

e Implementation of the Regulation on the supervisibmplementation of

Implementation of the Regulation on the criterindesessing and approving puly
private partnership projects

agreements on public private partnership pro

5.2. FINANCIAL SECTOR

Continuously

Continuously

5.2.1. Banking sector

POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Further alignment with the acquis communautaire

Electronic Money Institutions A

1V quarter 201

Further development and improvement of prudengiglifations and
the banking sect

EU legislation monitoring

Continuously

Organisation of the supervisory body, human resodeselopment

e Training of supervisors in connection with new #gjiion and banking ris

Presentation for banks, credit unions and sauagks of new legislation to be
adopted in 2009 and implemented as of :

Improving the system of prudential reporting ofiks (FINREP, COREP)

Continuously

Continuousl
Continuously

5.2.2. Non-banking sector

POLICY GOAL IMPLEMENTING MEASURES PERIOD
e Acquis communautaire monitoring and alignment whezeessal Continuousl
Further development and improvement of the non-in@néector Je Supervision of entities - risk-based supervi 2010-201:

e Education of the public and investors

Continuously

5.3. LABOUR MARKET

5.3.1. Employment stimulation

POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Increase of employment and employability througgrehent of
supply and demand on the labour me
Reduce working hours to preserve jobs and achielegeee of

Analysis and independent evaluation of annual eympént stimulation plans

Job Protection Act

Continuously

2010
employment
5.3.2. Social security system
POLICY GOAL IMPLEMENTING MEASURES PERIOD

Application of the Ordinance on convalidation otigé®ns and
individual acts in the field of pension insurancel ension
payments

Granting the possibility for submitting requesis ¢onvalidation without any timg
restrictions thereby enabling persons working enttritory of the Republic of
Croatia under UN administration to exercise theingion insurance rights

Continuously

Maintain a socially acceptable and fiscally susthlia level of

material and legal protection of unemployed persons

Act on Amendments to the Act on Employment Mediatand Unemployment
Rights

2010
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Ensure minimum living standards for the most undeilpged part of the
population

2010
e Enactment of a new Social Welfare Act
e |T networking of the social welfare system andistiaal alignment with 2010-2012
Ensure a minimum standard of living for the mosienprivileged EUROSTAT methodology ) ) )
population and meet the needs of socially vulnergboups by e Expansion gf the soqal services network throughitroduction of the mechani 2010-2012
improving the quality of service through decengation and of local social planning
deinstitutionalisation e Improve material position of the elderly and disabWithout any income through 2011-2012
the introduction of the institute of state pension
e Improve work organisation of social services thiotige introduction of a new
model of organisation of social welfare centreseairat higher efficacy and greafer 2010-2012
focus on users' needs (‘one stop office’) througtheucountry.
Systematic protection of the rights and interestshddren and e Preparation and ratification of international camiens and adoption of national
vulnerable groups and alignment with internaticstahdards documents relating to the protection of the rigiftshildren and vulnerable groups 2010-2012
Implementation of operational programmes undewregielPA * Participa_tion in the_drawing up .Of operationa! p_1anthe future ESF
. - S e Supervision of the implementation of the projeatarficed from IPA 2007-2009
programmes and preparation and implementationaépts . o . . . 2010-2012
financed from the IPA e Implementation of th_e project 'Establishment 0_f|$ypfor Social Inclusion and
Employment for Socially Vulnerable and Marginalisetbups
e Ensuring the rights of parents and persons wittsémee functions and
responsibilities as parents to time and monetappst to enable maternity
protection, care for the newborn and its upbringing coordination of family life
. . . . ) and business career in accordance with the Act ateiMity and Parental Benefit
Systematic protection of maternity and family supgmprovement Ensuring the right to child allowance which is gairand paid depending on the 2010-2012
e total amount of household income and other conuiti@gulated under the Act oph
Child Support
e Providing scholarships to regular students - studtate scholarships to regular Continuously
Improvement of student standard and availabilithigher educatioh stude.nts.of university, yocat|ona| and postgradsatdies . .
to a larger number of students in the Republicratia . Sub§|q|;|ng transportation costs of regular stlusiand hapd|capped studentg Continuously
subsidizing costs of meals and accommodation olfestis in student and pupil
hostel:
5.4. AGRICULTURAL SECTOR
POLICY GOAL IMPLEMENTING MEASURES PERIOD
e More efficient distribution of total budgetary fuméarmarked for aid within the Continuously
Improve competitiveness and adjustment to EU mestegtdards sector
e Creation of the vineyard cadas 201C
Alignment and adjustment of the state aid systeth thie one of thge Adoption of the new act which will regulate therfor of direct payments in the 2010
EU course of the entire pre-accession pe
Introduction of the Central Veterinary InformatiSgstem * AnaIyS|s.of the existing database 2010-2011
o Developing a full databas
e Establishment of crisis response centres and filngiishing
Prevention and control of contagious diseasesimaia e Monitoring programme implementation Continuously
o Collection and harmless disposal of animal cad:
e Financing rural development measures from pressige assistance programmg 2010
SAPARC
Rural development e Financing rural development measures from IPA camept V - IPARD 2010-2012
programme 2009-20:
e Implementation of animal marki Continuousl
_ _ ) e Ordinance on the quality of sheep carcassessifitztion and assessment of sheep 2010
Uniform animal marking system carcasses on the slaughter-|
e Ordinance on the marking of beef - a system okingrof beef which ensures 2010

traceability contrc

Consolidation of average agricultural farm

A programme of agricultural land consolidatiortiie Republic of Croatia for the|

Continuously until

2009-2021 peric 2021
Establishment of structural measures in fisheries ° Draw!ng upa nanonal. strategy plan 2010-2012
e Drawing up an operational program

Establishment of a uniform data collection systarfisherie: e Drawing up a national programme for data collectiod its implementatic 2010-201!
Establishment of a vessel monitoring system (V e Acquisition of vessel monitoring devic 2010-201!
Inspection service strengthening e Inspection service strengthening 2010-2012
5.5. PUBLIC ADMINISTRATION REFORM
POLICY GOAL IMPLEMENTING MEASURES PERIOD
Ensuring consistency in administrative proceduradtditate e Alignment of special procedural legislation wittetnew General Administrative 2010-2011
exercise of citizens righ Procedure Ac
Improving human resources development to ensure efficient |e Application of the Human Resources Developmerat8yy 2010-2012
provision of public servict
Improving efficiency of public administration anewklopment of aje Adjustment of the system of public agencies withd$andards

e : - L 2010-2011
more efficient service for the provision of puldiervice
Ensuring consistency in remuneration throughoupiitaic sector |e Regulation of the issue of salaries in the pusdictor 2010-2011
Strengthening the role of e-administration in ecoitodevelopmentle Establishment of an IT-supported central regisfrgivil servants 2010
Development of a more efficient system of locaf-gelvernment anje Analysis of the work of units of local self-govenant and the existing territorial
better functioning of the public administratiortia¢ service of organisation 2012

citizen:
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Enabling further development and establishmeneef models of
the system of e-administration

Implementation of activities envisaged under thplementing plan for the e-
administration Development Strategy for the 20092feriod, planned for 2010
Drawing up the first annual report on the impletaéon of the e-administration
Development Strategy for the 2009-2012 period,G6¢

Drawing up a semi-annual report on the implementatif the e-administration
Development Strategy for the 2009-2012 period

2010
| quarter 2010

11l quarter 2010

5.6. OTHER REFORMS

5.6.1. Development of a knowledge-based society

POLICY GOAL

IMPLEMENTING MEASURES

PERIOD

Improving quality of primary and secondary eduaatio

Increase the number of children and young persmhsded in the system of
education
Draw up a national curriculu

Implement the state school-leaving exam

Achieve national pedagogical standards in accaelarth the coefficient of
feasibility

Develop Croatian Qualification Framew:

Increase the number of persons included in aduit&tion in accordance with th
requirements of the econo

Develop a quality assurance sys

Continuously
2010-201:

2010 and continuous|

Continuously
2010-201:
Continuously

Continuousl

Develop vocational and university programmes iroedance with the requireme
of the econom

Continuously

e Improve quality assurance in the system of higldeicatior Continuousl
Further implementation of the Bologna process e Improve co-operation between the system of higldecation and the private sedtor Continuously

e Encourage and enhance university integri 2010-201:

e Conduct external evaluation of the guality of ingtons of higher educatit Continuousl

e Start with the establishment of centres of excel 2010-201:

L]

Strengthening of science and research and theiremtion with the
economy

Improve the potentials of the National FoundafmmScience, Higher Education
and Technological Developme

Encourage commercialisation of research resutistza transfer of knowledge aif
technologies, with a view to boosting long-termrmemmic development

Continuously

d Continuously

5.6.2. Health care reform

POLICY GOAL IMPLEMENTING MEASURES PERIOD
Further financial stabilisation of the health caystem o Drawing upa master plan of health care instiinz 2010-2011
e Reduce sick leave expen
e Abolition of medical commissions of the Croatiastitute for Health Insurance g
appointment of authorised doctors for field w ~
Improvement of the system of control of health caygtem expens: S Informatisation of primary health c: 2010-2011
e National waiting list
Improved availability of health care . Acqwsm(_)n o_f medical equipment a_nd refur@shmefrinospnal: 2010-2011
e Reorganisation of emergency medical service
5.6.3. Judicial reform
POLICY GOAL IMPLEMENTING MEASURES PERIOD
Reform of the judiciary e Revision of the Action Plan associated with thdidial System Reform Strategy 2010
Prevention of corruption and organised crime e Implementation of the Action Plan associated with Corruption Prevention 2010

Strateqgy

Independence of the judiciary

Establishment of legislative and institutionalsture for the beginning of work o
the State School for Judicial Officié

fBeginning of the 201

Rationalisation of the courts network

Rationalisation of municipal, misdemeanour, conuiag¢and county court
networks and State Attorney's offices netv

2010

Informatisation of the judiciary

Introduction of ICMS
- ICMS is planned to be introduced in 60 courtsif8icipal, 19 county and 11
commercial court

Continuously
end 2010

Improvement of the efficiency of the judicial sys

Entering into force of the new Criminal Proceduret

September 20

Improvement of the prison system e Establishment of the probation system 2010

5.6.4. Environmental protection

POLICY GOAL IMPLEMENTING MEASURES PERIOD
e Drawing up further guidelines and provide trainfogthe implementation of the 2010

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

EIA and SEA procedun

e International reporting in accordance with the asstiobligations and reporting

the Republic of Croatia in accordance with natidegislation and international
obligation:

Establish and maintain the Environmental Protedidormation Systel

Draw up a report on the state of the environmetttiénRepublic of Croatia in the
2005-2008 peric

o

Continuously

Continuousl
2010

Improvement of the comprehensive system of airityual
management and creation of conditions for systemasolution of
problems related to climate changes

Annual assessment of air quality at designatedsaaed in populated areas, and
review of air quality categories

Establishment of air quality information system gast of the Environmental
Protection Information Syste

Action plan for airborne particles and nitrogenxile (NO2) in designated and
populated areas of the Republic of Croatia whengyimal values are exceec
Implementation of the Plan for the allocation cégmhouse gas emission quotag
legal entities

e Establishment of the greenhouse gas emission traystem
e Adoption of an implementing regulation on the cdiodis for the conduct of

2010-continuously
2010-continuously

2010

© 20102012

2010-2012
2010

verification of facility emissions reports
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Establishment of a comprehensive waste managerysetis

Construction of county/regional waste managemerntres

e Restructuring of waste dumping sites through charfigese, further use or closur

Further development of the system for the manageofespecial waste categorig

Implementation of restructuring programmes for fernmdustrial locations
polluted by dangerous substances and wild dumgieg sf hazardous waste
Development of hazardous waste management systmdiimg identification and
management of 'hot spots' in Croatia - Phare 2006

Further development of the Waste Management Infoom&ystem by the
Environment Protection Agency (as part of Environtrferotection Information
System

Continuously

Continuously
Continuously
Continuously

2010

2010-continuously

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

Strengthening/reform of the existing system of watanagement financing and
ensuring an increase in annual allocations (amentinte/adoption of new
subordinate legislation based on the Act on Watanagement Financir
Strengthening of water management planning - coatian of work on the
adoption of water management plans in four watea:

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

Reduction of losses in the existing water suppstesyis and an increase in
connections to the public water supply systemsi¢red water supply systems),
rehabilitation and completion of the existing analding of new water supply
systems

Continuation of activities on the establishmentofies of sanitary protection of
drinking water at sour

e Improvement of the existing and development of ireiyation system
e Greater investments in the system of protectioinagdamage caused by water

Development and establishment of an informatiotesgon the richness and
quality of water and linking the water informatisystem with the Environment
Protection Information Syste

e The establishment of the system of reporting ortevaster
e Further work and adjustments and establishmentsgétem of reporting on the

quality, quantity, and use of water and waste veateaccordance with WISA
requirement

Continuously

Continuously

Continuously

Continuously

Continuously

Continuousl

Continuously
2010-continuously
2010-continuous!

2010-continuously

Sea and marine environment protection

Preparation of the annual National Adriatic Sea Muoimg Report

Preparation of the annual report, brochures andsroapsea water quality on
beaches

State of the Sea Report, including human activitiegort on the good state of th|
marine environment, report on identification ofraup of objectives of marine
environment protection and associated indic.

e Establishment and further development of the Infdiom System ‘More'
e Strengthening control of the sea quality in thestalarea (Project on the protec

against pollution in the coastal ar

Improvement of the nature protection system

Continuously
Continuously
2010-continuously

2010-continuously

2010-continuously

Administrative strengthening of nature protectiostitutions at state and regiong
level, including inspection servic

Development of a system of protected areas, rea@hdigitalisation of the bordg
of protected areas and development of the mongmyister

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

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

Continuously
Continuously

Continuously

Continuously

Management of the national eco-network and impleatiEm of protection
measure:

Continuously

e Protection of new areas, revision of the existings Continuously

e Establishment of the NATURA 2000 network and moarniitg Continuousl

o Implementation of wolf and lynx management p Continuousl

e CITES implementation activiti Continuousl

. International co-operation in the area of protettd nature (implementation of
Protection of natural values R

projects):

e World Bank loan for the project of investment i tbrotection of nature - 2009-2010
preparatory pha

o |dentification and establishment of the marine arafthe NATURA 2000 networ| 2010-2011
(IPATAIB 2007,

e Development of a faunal and speleological dataf@B® fauna and CRO speleg)

. . 2010-2011

as a part of the Environment Protection Informafysten

e Education of government bodies and economic esiigeregards the 2010-2011

Establishment of industrial pollution control syste

implementation of the IPPC Directive (IPA 1)

Promotional activities for the introduction of EMA&o companies and
organisations in the Republic of Croi

Further development and upgrading of the faciliied emissions information

system

2010-continuously

2010
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Efficient and harmonised implementation of the aradi policy in th
field of chemical safety

e Implementation of the National programme of cheirsedety
e Adoption of subordinate legislation to regulate éea of hazardous chemicals

whose transportation is forbidden or restricted @adsification, labelling and
packaging of hazardous chemic

Adoption of an Ordinance on Amendments to the Gnade on the list of existing
active substances permitted in biocidal productdjr@nce on amendments to tl
Ordinance on the list of existing active substanaeish are not permitted in
biocidal product

Legislative amendments regulating the level of geally modified organisms in
products below which the products placed on theketato not have to be marke]
as products containing genetically modified organs

Continuously

2010

2010

2010

Improvement of the comprehensive forestry system

The Programme of Fire Prevention Meas
Revision of the National Forestry Policy and Styg
The National Forestry Program

201C
2010-2011
2010-2011

Establishment of a system of continuous forest isigien

Adoption of a programme of measures for data ctidieand the establishment g
the registry of forest dama
Establishment and maintenance of a comprehendivgriation system and regis

f

on forest fires

Continuously

Continuously
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Annex | Matrix of Policy Commitments

200¢ 201C 2011 201z
OVERALL ASSESSMENT OF FISCAL IMPACTS OF MAJOR IMPLE MENTING MEASURES
A. Implementatio
B. Net direct impact on the bud: -34,997,12 223,933,00 -101,731,64 -412,755,35
B1. Direct impact on revent 85,550,97 173,443,67 171,183,13 -99,048,53
B2. Direct impact on expenditul 120,548,09 -50,489,32 272,914,78 313,706,81
ENTERPRISE SECTOR
Total (1+2+3+4+5)
A. Implementation
B. Net direct impact on the budget 750,061,68 205,881,46 222,986,27 -177,184,92
B1. Direct impact on revenues -95,250,75 -37,208,31 108,049,54 33,343,76
B2. Direct impact on expenditures -845,312,43 -243,089,78 -114,936,72 210,528,68

Competition and State Aid

Implementation of administrative and professional a&tivities in connection with the protection of competition 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. Implementation

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

B2. Direct impact on expenditures
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

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
Restructuring of the Shipbuilding Industry
Subsidies

A. Implementation

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

B2. Direct impact on expenditures
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
Competitiveness and Innovations
A. Implementation

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

B2. Direct impact on expenditures

-1,163,34.

1,163,34.

647,957,85
-95,250,75
-743,208,60
51,272,00
-51,272,00
583,325,85

-107,080,75
-690,406,600

13,360,00
11,830,000
-1,530,00!

103,000,00

-103,000,00

632,17-

-632,17:

-1,591,00!

1,591,001

-33,128,01

33,128,01
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279,61.

-279,61:

62,536,93
-37,208,31
-99,745,24
125,320,15
-125,320,15
-56,343,71

-43,948,79.
12303

-6,439,51
6,740,48:
13,180,00

183,000,00

-183,000,00

-38,450,07

38,450,07

-198,97(

198,97(

-23,731,59

23,731,59

-295,64(

295,64(

168,957,11
108,049,54
-60,907,56
27,797,63
-27,797,63
139,934,48
108,049,54
-31,884,932
1,225,001

-1,225,00!

100,000,00

-100,000,00

-45,327,20

45,327,20

-1,040,80!

1,040,801

-28,686,40

28,686,401

-114,43(

114,43(

-156,367,49
33,343,76
189,711,25
9,682,21.
-9,682,21.
-175,824,70
33,343,76
209,168,470
9,775,001

-9,775,00!

-20,731,00

20,731,00

-980,00(

980,00(

-7,804,00!

7,804,001



Improvements in Financing
A. Implementation

B. Net direct impact on the budget 6,451,19; -6,699,51! -3,000,00t -3,500,001

B1. Direct impact on revenues

B2. Direct impact on expenditures -6,451,19: 6,699,51! 3,000,001 3,500,001

Construction and Development of Entrepreneurial andBusiness Infrastructure, Consultancy Services

A. Implementation

B. Net direct impact on the budget -5,600,00! -120,00( -7,00(¢

B1. Direct impact on revenues

B2. Direct impact on expenditures 5,600,001 120,00( 7,00(

Regional Competitiveness

A. Implementation

B. Net direct impact on the budget 34,500,00 -7,700,00! -12,593,00 -8,447,001

B1. Direct impact on revenues

B2. Direct impact on expenditures -34,500,00 7,700,001 12,593,00 8,447,001
5. Public-Private Partnership

Total

A. Implementation

B. Net direct impact on the budget -365,00( -1,485,00! -348,00( 28,00(

B1. Direct impact on revenues

B2. Direct impact on expenditures 365,00( 1,485,00! 348,00( -28,00(

Training for Employees of the Agency for Public Private Partnership

A. Implementation X

B. Net direct impact on the budget -45,00( -45,00( -10,00¢( -10,00(

B1. Direct impact on revenues

B2. Direct impact on expenditures 45,00( 45,00( 10,00( 10,00(

Adoption of the Ordinance on the structure and keefmg of the Register of PPP Contracts

A. Implementation X

B. Net direct impact on the budget -100,00(

B1. Direct impact on revenues

B2. Direct impact on expenditures 100,00(

Scientific Analysis of Practical Experiences

A. Implementation

B. Net direct impact on the budget -70,00( -340,00( -338,00( 38,00(

B1. Direct impact on revenues

B2. Direct impact on expenditures 70,00( 340,00( 338,00( -38,00(

Coordination of Activities Between the Agency for Bblic Private Partnership and the Ministry of Finance Relating

to the Approval and Implementation of PPP Projects

A. Implementation X

B. Net direct impact on the budget -250,00(

B1. Direct impact on revenues

B2. Direct impact on expenditures 250,00(

Training for Participants In the Procedures Relating to the Preparation and Implementation of PPP Pragcts

A. Implementation X

B. Net direct impact on the budget -500,00(

B1. Direct impact on revenues

B2. Direct impact on expenditures 500,00(

Implementation of the Ordinance on the criteria forthe assessment and approval of PPP projects

A. Implementation X

B. Net direct impact on the budget -350,00(

B1. Direct impact on revenues

B2. Direct impact on expenditures 350,00(

Implementation of the Ordinance on the monitoring d implementation of PPP contracts

A. Implementation X

B. Net direct impact on the budget -150,00(

B1. Direct impact on revenues

B2. Direct impact on expenditures 150,00(
II. LABOUR MARKET

Total (1+2+3+4+5+6+7+8+9+10+11+12+13)

A. Implementation

B. Net direct impact on the budget -545,205,18 -146,343,09 -142,848,44 -65,421,96

B1. Direct impact on revenues 0 0 0 0

B2. Direct impact on expenditures 545,205,18 146,343,09 142,848,44 65,421,96
1. Stimulating Employment

A. Implementation

B. Net direct impact on the budget 41,873,57 -33,994,50 -108,383,17 -66,337,01

B1. Direct impact on revenues

B2. Direct impact on expenditures -41,873,57 33,994,50 108,383,17 66,337,01
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10.

11.

12.

13.

Job Preservation

A. Implementation

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

B2. Direct impact on expenditures

X
-25,00(

25,00(

Note: the Act is applicable until the end of 2010.
Protection of Unemployed Persons Under Substantiieaw

A. Implementation

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

B2. Direct impact on expenditures

-431,760,55

431,760,55

X
-104,975,00

104,975,00

65,464,55

-65,464,55

-18,619,00

18,619,00

20,000,00

-20,000,00

Note: In the first and second year of application nézessary to earmark HRK 15 million and HRK 30ionillless,
respectively, for the cost item 'unemployment biesi€the total amount of funds under this itemadbpd HRK 1.200 million
in 2009). Consequently, in 2011 it will again beessary to secure the full amount of funding ferlilenefits in question.

Convalidation of Pensions and Retirement Earningsrad Convalidation of Working Years under the Convaldation
Act and the Ordinance on the procedure for convalidtion of decisions and individual acts in the fieldf pension

A. Implementation

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

B2. Direct impact on expenditures

Ensuring a Minimum Standard of Living for the Most Vulnerable Categories of the Population

A. Implementation

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

B2. Direct impact on expenditures

-35,880,50

35,880,50

IT Networking of the Social Welfare System

A. Implementation

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

B2. Direct impact on expenditures

Extending the Network of Social Welfare Services Tiough the

Planning

A. Implementation

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

B2. Direct impact on expenditures

Improving the Organisation of Work of the SocialServices

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Ratification of International Conventions

and Adoption of Nati

Rights and Interests of Children and Vulnerable Graips

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
Scholarships for Full-Time Students
A. Implementation

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

B2. Direct impact on expenditures

X
-120,318,55

120,318,55

11,105,85

-11,105,85

Subsidizing Students' Accommodation and Meals

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Transportation Services for Students an
A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures

-10,000,00

10,000,00

-200,00(

200,00(
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-13,879,00

13,879,00

X
-6,500,00!

6,500,001

X
-5,250,00!

5,250,001
Introduction of the

X
-11,223,00

11,223,00

X
-7,894,001

7,894,001

X

-725,00(

725,00(

-16,555,50

16,555,50

-611,64«

611,64«

-10,000,00

10,000,00

d Studestwith Disabilities

-200,00(

200,00(

-21,162,70

21,162,70

-9,790,00!

9,790,001

-750,00(

750,00(

Mechanism of Local Saial

4,700,001

-4,700,00!

onal Documents Relating to the Protectio of the

Protecting Mbtherhood and Providing Support to Families

24,356,43

-24,356,43

-3,000,00!

3,000,001

-10,000,00

10,000,00

-200,00(

200,00(

-21,482,00

21,482,00

-9,840,001

9,840,001

-6,820,001

6,820,001

3,500,001

-3,500,001

26,757,05

-26,757,05

-1,000,00t

1,000,001

-10,000,00

10,000,00

-200,00(

200,00(



AGRICULTURE
Total (1+2+3+4)

A. Implementation

B. Net direct impact on the budget -270,181,63 497,161,15 83,283,15 32,141,86

B1. Direct impact on revenues 53,318,15 86,332,73 110,064,08 25,500,00

B2. Direct impact on expenditures 323,499,79 -410,828,41 26,780,93 -6,641,86!
1. State Aid in Agriculture

A. Implementation

B. Net direct impact on the budget -235,376,25 474,258,21 164,152,23 38,241,86

B1. Direct impact on revenues

B2. Direct impact on expenditures 235,376,25 -474,258,21 -164,152,23 -38,241,86
2.  SAPARD Implementation

A. Implementation X

B. Net direct impact on the budget 45,204,00 -33,907,73

B1. Direct impact on revenues 51,296,26 -35,000,00

B2. Direct impact on expenditures 6,092,26: -1,092,26:i
3. IPARD Implementation

A. Implementation X

B. Net direct impact on the budget -12,500,00 52,500,00 -97,160,00 -6,100,00!

B1. Direct impact on revenues 120,000,00 110,800,00 25,500,00

B2. Direct impact on expenditures 12,500,00 67,500,00 207,960,00 31,600,00
4. Implementation of the World Bank Project for the Adjustment of Agricultural Legislation with the Acqui s

A. Implementation X

B. Net direct impact on the budget -67,509,37. 4,310,66' 16,290,92

B1. Direct impact on revenues 2,021,89. 1,332,73! -735,91:

B2. Direct impact on expenditures 69,531,26 -2,977,92i -17,026,83
IV. PUBLIC ADMINISTRATION REFORM

Total (1+2+3)

A. Implementation

B. Net direct impact on the budget -5,427,491 349,06¢ 404,84( 369,98(

B1. Direct impact on revenues 964,74: 5,550,001 -1,110,00t -3,330,00!

B2. Direct impact on expenditures 6,392,23! 5,200,93: -1,514,841 -3,699,98|
1. Implementation of Activities Relating to e-Administation

A. Implementation X

B. Net direct impact on the budget -6,327,23i 965,73t 296,50(

B1. Direct impact on revenues

B2. Direct impact on expenditures 6,327,23i -965,73¢ -296,50(
2. Adoption of the Strategy for the Development of Huran Resources in Public Administration

A. Implementation X

B. Net direct impact on the budget 899,74: -15,00(

B1. Direct impact on revenues 964,74:

B2. Direct impact on expenditures 65,00( 15,00(
3. Alignment of Special Procedural Acts with the New At on the General Administrative Procedure

A. Implementation X

B. Net direct impact on the budget -616,67( 123,34( 369,98(

B1. Direct impact on revenues 5,550,001 -1,110,00t -3,330,00!

B2. Direct impact on expenditures 6,166,67! -1,233,341 -3,699,98!
V. DEVELOPMENT OF A KNOWLEDGE-BASED SOCIETY

Total (1+2+3+4+5+6+7+8+9+10)

A. Implementation

B. Net direct impact on the budget -10,206,96 14,511,06 -4,989,83! -3,080,29

B1. Direct impact on revenues 8,139,571 49,797,22. -33,366,80 -4,359,00!

B2. Direct impact on expenditures 18,346,54 35,286,15 -28,376,96 -1,278,70:
1. Development of Pre-School Education

A. Implementation

B. Net direct impact on the budget -2,828,38! -380,40( 1,633,191 -436,72¢

B1. Direct impact on revenues

B2. Direct impact on expenditures 2,828,38! 380,40( 1,633,191 436,72¢

Note: Partial funding has been secured by a World Baak,Iwhile the remainder has been allocated frenbtiget.
2. Development of the National Curriculum for Pre-Schol, Primary-School and Secondary-School Education

A. Implementation

B. Net direct impact on the budget
B1. Direct impact on revenues
B2. Direct impact on expenditures

-1,438,74

1,438,74.

238,98«

-238,98¢

-78,00:

78,00z

-6,65¢

6,654

Note: Partial funding has been secured by a World Baak,lavhile the remainder has been allocated fronbtiuget.
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3. National Exams and State School-Leaving Exam
A. Implementation
B. Net direct impact on the budget -3,947,43: 7,627,65! -598,56! -142,85!
B1. Direct impact on revenues
B2. Direct impact on expenditures 3,947,43: -7,627,65! 598,56! 142,85!
Note: Partial funding has been secured by a World Baak,lavhile the remainder has been allocated fronbtiaget.
4. Application of National Pedagogical Standards in Acordance with the Feasibility Coefficient
A. Implementation
B. Net direct impact on the budget 3,835,06! 8,507,62! -104,14: -14,65°
B1. Direct impact on revenues
B2. Direct impact on expenditures -3,835,06! -8,507,62! 104,14 14,65°
Note: Partial funding has been secured by a World Baak,lavhile the remainder has been allocated fronbtiuget.
5. Development of the Croatian Qualifications Framewok
A. Implementation
B. Net direct impact on the budget -200,00( -320,00( -1,880,00! -28,56(
B1. Direct impact on revenues 5,139,57 27,603,22. -17,556,80 -3,237,001
B2. Direct impact on expenditures 5,339,571 27,923,22. -15,676,80 -3,208,441
Note: Declared funds include donations within the framewaf IPA projects
6. Strengthening the Quality of Adult Education
A. Implementation
B. Net direct impact on the budget -3,600,00! -1,400,00! -485,00( -65,82(
B1. Direct impact on revenues 3,000,001 22,194,00 -15,810,00 -1,122,001
B2. Direct impact on expenditures 6,600,001 23,594,00 -15,325,00 -1,056,18!
Note: Declared funds include donations within the framewaf IPA projects
7. Development of the Quality Assurance System
A. Implementation X
B. Net direct impact on the budget -310,50¢ -266,48:. -55,96¢ -7,59¢
B1. Direct impact on revenues
B2. Direct impact on expenditures 310,50¢ 266,48:. 55,96¢ 7,59¢
8. Continued Implementation of the Bologna Process
A. Implementation
B. Net direct impact on the budget -716,96: 1,106,51! -22,29 -2,75¢
B1. Direct impact on revenues
B2. Direct impact on expenditures 716,96: -1,106,511 22,29° 2,75¢
9. Strengthening the National Foundation for Scienceiligher Education and Technological Development oftie
Republic of Croatia
A. Implementation X
B. Net direct impact on the budget -1,000,001 0 -97,00( -13,16¢
B1. Direct impact on revenues
B2. Direct impact on expenditures 1,000,00t 97,00( 13,16«
10. Start-up and Operation of Centres of Excellence
A. Implementation X
B. Net direct impact on the budget -602,82: -35,67¢ -2,361,50!
B1. Direct impact on revenues
B2. Direct impact on expenditures 602,82: 35,67« 2,361,50!
Note: Declared funds include donations within the framewaf IPA projects
VI. HEALTH CARE REFORM
Total (1+2+3+4)
A. Implementation
B. Net direct impact on the budget -117,235,28 8,622,34! -145,516,36 -96,311,17
B1. Direct impact on revenues 0 0 0 0
B2. Direct impact on expenditures 117,235,28 -8,622,34! 145,516,36 96,311,17
1. Reduction in Expenditures on Sick Leave
A. Implementation
B. Net direct impact on the budget -111,268,24 50,900,00!
B1. Direct impact on revenues
B2. Direct impact on expenditures 111,268,24 -50,900,00
2. Informatisation of Primary Health Care
A. Implementation
B. Net direct impact on the budget -15,877,45 -22,824,62 40,325,43
B1. Direct impact on revenues
B2. Direct impact on expenditures 15,877,45 22,824,622 -40,325,43
3. Procurement of Medical Equipment and Refurbishmenof Hospital Premises
A. Implementation
B. Net direct impact on the budget 25,825,66 -17,054,73 -111,679,84
B1. Direct impact on revenues
B2. Direct impact on expenditures -25,825,66 17,054,73 111,679,84
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Reorganisation of Emergency Medical Assistance

A. Implementation

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

B2. Direct impact on expenditures

-375,00(
11,739,00
12,114,00

-515,00(
30,491,00
31,006,00

740,00(
22,220,00
21,480,00

A. Implementation
B. Net direct impact on the budget -15,915,24 -2,398,29: -74,161,95 -96,311,17
B1. Direct impact on revenues
B2. Direct impact on expenditures 15,915,24 2,398,29: 74,161,95 96,311,17
VIl. JUDICIAL REFORM
Total (1+2)
A. Implementation
B. Net direct impact on the budget 16,780,10 -49,185,20 -1,843,36:. -36,184,03
B1. Direct impact on revenues 17,151,24 21,892,57 -30,560,25 -19,503,30
B2. Direct impact on expenditures 371,13t 71,077,77 -28,716,88 16,680,73
1. Judicial Reform
A. Implementation
B. Net direct impact on the budget 11,084,33 -57,427,40 -6,089,10: -38,586,81
B1. Direct impact on revenues 5,415,14! 15,022,67 -19,767,50 -9,911,001
B2. Direct impact on expenditures -5,669,19: 72,450,07 -13,678,39 28,675,81
Note: The reform of the judiciary is partly financed by Bssistance funds, donations made by internatmnganisations
and a loan from the Council of Europe DevelopmeamiB
2. Prevention of Corruption
A. Implementation
B. Net direct impact on the budget 5,695,77: 8,242,20! 4,245,741 2,402,78I
B1. Direct impact on revenues 11,736,10 6,869,90! -10,792,75 -9,592,30!
B2. Direct impact on expenditures 6,040,32 -1,372,30! -15,038,49 -11,995,08
Note: The judicial reform in the part related to the getion of corruption is partly financed by the Essistance funds,
donations made by international organisations aedrmfrom the Council of Europe Development Bank.
VIIl. ENVIRONMENTAL PROTECTION
Total (1+2+3+4+5+6+7+8+9)
A. Implementation
B. Net direct impact on the budget 146,417,65 -307,063,80 -113,207,90 -67,084,80
B1. Direct impact on revenues 101,228,00 47,079,45 18,106,55 -130,700,00
B2. Direct impact on expenditures -45,189,65 354,143,25 131,314,45 -63,615,20
1. Integrating Environmental Protection Goals in the Ranning and Implementation of Other Sectoral Policés for the
Purpose of Promoting Sustainable Development (MEPRP, CEA)
A. Implementation
B. Net direct impact on the budget -4,540,67: -451,62: -2,833,00! 1,542,001
B1. Direct impact on revenues
B2. Direct impact on expenditures 4,540,67: 451,62: 2,833,001 -1,542,00!
2. Air Quality and Climate Protection (MEPPPC)
A. Implementation
B. Net direct impact on the budget 204,40( 5,075,60! 840,00(
B1. Direct impact on revenues 9,811,00! -7,630,00! -5,825,00!
B2. Direct impact on expenditures 9,606,60! -12,705,60 -6,665,00!
Note: The measure 'Establishment of National Air Qualiignitoring Network' is partly financed through tG& Pre-
Accession Aid: Phare 2006 'Air Quality MonitoringcaManagement System’, which has been declardw istate budget f
the years 2008, 2009 and 2010. Support for a@#vitoncerning the development of the greenhousergisions trading
system, including the Register of greenhouse gasséms, has been received through one of the coemts of CARDS
2004 project 'Support for the Further ApproximatairCroatian Legislation with the Environmental Aisgj.
3.  Waste Management (MEPPPC)

800,00(
-18,050,00
-18,850,00

Note: The setting up of waste management centres (WMI{Cpeico-financed through the ISPA 2005/06 progranfiMC
'‘Bikarac') and IPA component Il on the basis @& @perational Environmental Protection Programn@722009 (three
more WMCs). Preparation of project documentatiartlie setting up of WMCs and remediation of 'haitspwill also be c«
financed through the ISPA 2005/06 programme andpgR§ramme on the basis of the Operational Enviental
Protection Programme 2007-2009. The measure 'Dewelot of Hazardous Waste Management System' ily fiaetnced
through the EU Pre-Accession Aid: Phare 2006 'Dmyeknt of Hazardous Waste Management System, ingtide
Identification and Management of 'Hot Spots' in &ia.
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Water Management (MAFWM)
A. Implementation

B. Net direct impact on the budget 137,742,59 -303,207,00 -114,673,00 -77,537,00
B1. Direct impact on revenues 79,720,00 22,280,00 6,250,001 -112,650,00
B2. Direct impact on expenditures -58,022,59 325,487,00 120,923,00 -35,113,00

Note: The project Slavonski Brod and Knin — DrniS is amahced through the IPA programme. The project &Vahd
Waste Water Management Programme Karlovac' antktimical assistance project for the preparatigurojects for IPA
are co-financed through the ISPA programme. Thgeptdnland waters' is co-financed by a loan. Tégional project on
the management of the TrebiSnjica and Neretvagjwehich is being implemented in co-operation vidtfsnia and
Herzegovina, is co-financed by World Bank donations

Protection of the Sea and Marine Environment (MEPPE)

A. Implementation

B. Net direct impact on the budget 5,625,66! 7,683,84( -3,048,501 3,429,001
B1. Direct impact on revenues -50,00(
B2. Direct impact on expenditures -5,675,66! 7,683,841 3,048,501 -3,429,001

Note: Partial funding shown under B2 has been secureaahbBRD loan (50%), while the remainder will bediced from
the state budge

Nature Protection (MC)
A. Implementation

B. Net direct impact on the budget 5,436,601 -6,322,60! 506,00( 620,00(
B1. Direct impact on revenues 3,138,45! -3,138,45!
B2. Direct impact on expenditures -5,436,60! 9,461,05! -3,644,45! -620,00(

Note: Declared funds include donations within the framewaf the Phare 2005 project and IPA component IBL
Establishing Industrial Pollution Control System (MEPPPC)
A. Implementation

B. Net direct impact on the budget 759,21¢ -1,359,21! 0
B1. Direct impact on revenues 8,00( -1,200,00! -1,400,001
B2. Direct impact on expenditures -751,21¢ 159,21¢ -1,400,001

Note: Within the framework of the measure 'Training ofM@mment Bodies and Economic Operators in the Appbn of
the IPPC Directive' support was received through afithe components of CARDS 2004 project 'Supfoorthe Further
Approximation of Croatian Legislation with the Ersimental Acquis'.

Chemicals and GMOs (MHSW)
A. Implementation

B. Net direct impact on the budget -741,51° -9,107,80! 3,660,601 4,061,201
B1. Direct impact on revenues
B2. Direct impact on expenditures 741,51° 9,107,80! -3,660,60! -4,061,20(
Forestry (MRDFWM):
A. Implementation

B. Net direct impact on the budget 2,306,36! 1,140,00t 1,600,00!
B1. Direct impact on revenues
B2. Direct impact on expenditures -2,306,36: -1,140,00t -1,600,001
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Annex Il Statistical Appendix

Table 1a: Macroeconomic Prospects

HEEEEL SIS PSS ESA " 5008 2008 2009 2010 2011 2012
indicated Code
Level
(bn Rate of change
EUR)*
1. Real GDP at market prices Bl*g 34.5 24 -59 0.5 3.0 3.5
2. GDP a market price Bl*g 47 .4 8.¢ -3.3 2.2 6.C 6.€
Components of real GDP
3. Private consumption expenditure P3 28.0 0.8 -85 0.4 3.6 3.7
4. Government consumption
expenditure P3 8.8 1.9 1.0 -1.0 -0.5 0.3
5. Gross fixed capital formation P51 13.1 8.2 -11.3 0.9 4.2 5.2
6. Changes in inventories and net
acquisition of valuables (% of GDP) P52+P53 15 3.1 0.9 1.1 1.4 1.8
7. Exports of goods and services P6 19.9 1.7 -17.6 3.2 4.8 5.9
8. Imports of goods and servi P7 23.¢ 3.€ -21.¢ 3.C 5.2 6.4
Contribution to real GDP growth”
9. Final domestic demand 49.8 3.1 -84 0.3 3.2 3.8
10. Change in inventories and net
acquisition of valuables P52+P53 15 04 -2.2 0.2 0.3 0.4
11. External balance of goods ¢
services B11 -4.0 -1.3 4.7 -0.1 -0.6 -0.7

Source:CBS, MFIN

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 yeanatedditive (GDP and GVA do not equal the sum aiegories 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 ESA 2008 2009 2010 2011 2012
averages Code

1. GDP deflator 6.4 2.8 1.8 3.0 3.0
2. Private consumption deflator 6.1 25 2.7 3.0 3.0
3. HICP - - - - -
4. National CPI change 6.1 2.5 2.7 3.0 3.0
5. Public consumption deflator 70 28 1.2 2.6 2.8
6. Investment deflator 5.8 0.1 0.9 2.7 2.7
7. E)_(port price deflator (goods & 48 13 24 o5 o5
services)

8. Import price deflator (goods & 4.9 0.6 26 59 53
services)

Source:CBS, MFIN

Comments: Values written in black are realisations, in bastimates (composite of realisations and projecadaes)
and in red projected values.
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Table 1c: Labour Markets Developments

Eife 2008 2009 2010 2011 2012
Level/Rate of change

1. Population (thousands) 4,435 4,435 4,435 4,435 4,435
2. Population (growth rate in %) 0.0 0.0 0.0 0.0 0.0
3. Working-age population (persor) 2,742 2,752 2,758 2,765 2,772
4. Participation rate 65.1 64.1 64.0 64.1 64.4
5. Employment, persoﬁ?é 1636 1,591 1,582 1,596 1,621
6. Employment, hours workéed n.a. n.a. n.a. n.a. n.a.
7. Employment (growth rate in %) 1.3 -2.7 -0.6 0.9 1.6
8. Public sector employment (persons);

NCEA- OP.O cateZor)i/es (persons) 286.1 2879 2879 2879 2894
9. Public sector employment (growth in %) 28 0.6 0.0 0.0 0.5
10. Unemployment raté 8.4 9.9 10.3 9.9 9.1
11. Labour productivity, persofé 1.0 -3.3 1.0 2.1 1.9
12. Labour productivity, hours workéd n.a. n.a. n.a. n.a. n.a.
13. Compensation of employ&és D1 8.5 -0.5 0.7 4.6 6.2

Source:CBS, MFIN

Comments: Values written in black are realisations, in bagtimates (composite of realisations and projectdaes)

and in red projected values.

M Age group of 15-64 years
L0 definition

Bl'1LO definition

“'ILO 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 EfdAe 2008 2009 2010 2011 2012

1. Net lending/borrowing vis-a-vis the rest of B.9 125 8.0 83 8.4 5.4

world

of which:

- Balance of goods and services -8.1 -4.0 -4.2 -4.6 -4.9

- Balance of primary incomes and transfers -1.1 1.7 -1.8 -1.7 -1.6

- Capital account 0.1 0.1 0.1 0.1 0.1
. . . B.9/ EDF

2. Net lending/borrowing of the private sector B.9 13.9 11.4 115 115 10.7

3. Net lending/borrowing of general government -1.4 -3.4 -3.3 -3.1 -2.3

4. Statistical discrepancy -3.4 - - - -

Source:CNB, MFIN

Comments: Values written in black are realisations, in bastimates (composite of realisations and projecadaes)
and in red projected values.
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Table 1e:GDP, Investment and Gross Value Added

=SA 2008 2009 2010 2011 2012
Code
GDP and investment
GDPleve atcurrent market prices (in domest Blg 3422 331.(C 338.t 358.¢ 382.¢

Investment ratio (% of GD 27.€ 25.2 25.2 25.4 25.€
Growth of Gross Value Added, percentage changes ebnstant price:

1. Agriculture 3.2 1.2 0.4 2.8 2.€
2. Industry (excluding constructic 1.4 -8.3 0.€ 3.€ 4.¢
3. Constructio 8.t -5.C 0.1 2.4 3.7

2.4 2.7 0.2 2.¢ 3.2

4. Service

Source:CBS, MFIN

Comments: Values written in black are realisations, in bastimates (composite of realisations and projecsdaes)
and in red projected values.
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Table 1f: External Sector Developments

EUR million unless otherwise indicated 2008 2009 2010 021 2012
1. Current account balan¢% of GDP) % of GDP -9.2 5.7 -6.0 -6.3 -6.5
2. Export of goods EUR million 9,814 7,664 8,081 8,897 10,080
3. Import of goods EUR million 20,608 15,086 15,959 17,634 19,768
4. Trade balance EUR million -10,794 7,422 -7,878 -8,737 -9,688
5. Export of services EUR million 10,091 8,463 8,910 9,596 10,383
6. Import of services EUR million 3,133 2,831 2,976 3,095 3,234
7. Service balance EUR million 6,958 5,632 5,934 6,501 7,148
8. Net interest payments from abroad EUR million -1,162 -1,532 -1,590 -1,670 -1,737
9. Other net factor income from abroad EUR million -407 -224 -255 -298 -366
10. Current transfers EUR million 1,036 998 1,024 1,116 1,244
11. Of which:from EU EUR million 957 0 0 0 0
12. Current account balance EUR million -4,369 -2,548 -2,765 -3,088 -3,398
13. Foreign direct investment EUR million 3,225 1,388 1,572 1,933 2,185
14. Foreign reserves EUR million 9,121 9,950 9,528 9,623 9,894
15. Foreign debt EUR million 39,125 42,031 44,426 47,378 50,730
16. Of whicl: public EUR million 10,248 - - - -
17. O/w: foreign currency denominated EUR million 35,761 - - - -
18.0/w: repayments due EUR million - - - - -
19. Exchange rate vis-a-vis EUR (end-year) NCU/EUR 7.32 7.35 7.37 7.37 7.37
20. Exchange rate vis-a-vis EUR (annual average) NCU/EUR 7.22 7.34 7.33 7.33 7.33
21. Net foreign saving % of GDP - - - - -
22. Domestic private saving % of GDP - - - - -
23. Domestic private investment % of GDP - - - - -
24. Domestic public saving % of GDP - - - - -
% of GDP - - B, B, B,

25. Domestic public investment

Source:CNB, MFIN

Comments: Values written in black are realisations, in blgtiraates (composite of realisations and projectddes)
and in red projected values.
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Table 2: General Government Budgetary Prospects

ESA 2008 2008 2009 2010 2011 2012
code Level % of GDP
Net lending (B9) by sub-sectors
1. General government S13 -7.705 -14 -34 -3.3 -3.1 -2.3
2. Central government S1311 -7.853 -1.4 -3.4 -3.2 -3.1 -2.3
3. State government S1312 0.000 0.0 0.0 0.0 0.0 0.0
4. Local government S1313 0.148 0.0 0.0 -0.1 -0.1 -0.1
5. Social security funds S1314 0.000 0.0 0.0 0.0 0.0 0.0
General government (S13)
6. Total revenue TR 126.647 39.4 38.8 38.4 36.8 35.8
7. Total expendituré! TE 134.352 40.8 42.2 41.7 39.9 38.1
8. Net borrowing/lending EDP.B9  -7.705 -14 -34 -3.3 -3.1 -2.3
9. Interest expenditure inEcliPF]Ds?l\lA 5.603 1.5 1.6 1.9 1.8 1.7
p.m. 9a. FISIM 0.000 0.0 0.0 0.0 0.0 0.0
10. Primary balanc® -2.103 0.1 -1.8 -1.4 -1.3 -0.7
Components of revenues
11. Total taxes (11 = 11la+11b+11c) 71.933 23.0 22.0 22.2 211 20.7
11a. Taxes on production and imports D2 52.303 16.5 15.5 15.8 15.6 15.3
11b. Current taxes on income and wealth D5 19.630 6.5 6.5 6.4 5.6 5.4
11c. Capital taxes D91 0.000 0.0 0.0 0.0 0.0 0.0
12. Social contributions D61 37.669 12.0 125 12.1 11.7 11.4
13. Property income D4 2.133 0.5 0.7 0.4 0.4 0.4
14. Other (14 = 15-(11+12+13)) 14.912 3.9 3.6 3.6 3.5 3.3
15 = 6. Total revenue TR 126.647 394 38.8 384 36.8 35.8
p.m.: Tax burden (D2+D5+D61+D91-D998) 111.735 355 35.2 34.8 33.3 32.5

[ Adjusted for the next flow of swap-related flows, the TR-TE = EDP.B9.

@ The primary balance is calculated as (EDP.B9, i@mplus (EDP D41 + FISIM recorded as intermediate
consumption, item 9).

Bl Including those collected by the EU and includemy adjustment for uncollected taxes and socialritnrtons
(D995), if appropriate.
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Table 2 (continued)

ESA 2008 2008 2009 2010 2011 2012
code 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 D62 + D63 48.242 15.6 17.1 16.9 16.0 15.3
17a. Social transfers in kind P31=D63 8.939 3.1 35 35 3.2 3.0
17b. Social transfers other than in kind D62 39.303 12,5 13.6 134 12.8 12.3
18 = 9. Interest expenditure (incl. FISIM) =0 041" 5,603 15 16 1.9 18 17
19. Subsidies D3 7.504 2.4 2.4 2.1 1.9 1.8
20. Gross fixed capital formation P51 11.696 2.0 1.8 1.9 1.9 1.8
21. Other (21 = 22-(16+17+18+19+20) 61.307 19.3 19.3 18.9 18.2 17.5
22. Total expenditurdd TE 134.352 40.8 42.2 41.7 39.9 38.1
p.m. compensation of employ: D1 31.12204 9.6 10.5 10.4 10.C 9.7

M Adjusted for the next flow of swap-related flowss, the TR-TE = EDP.B9.

Source: MFIN

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 Cgsgg 2008 2009 2010 2011 2012
1. General public services 1 4.6
2. Defence 2 15

3. Public order and safety 3 2.3
4. Economic affairs 4 4.8
5. Environmental protection 5 0.3
6. Housing and community amenities 6 1.9
7. Health 7 5.6

8. Recreation, culture and religion 8 1.3
9. Education 9 41
10. Social protection 10 13.5
11. Total expenditure (item 7 = 22 in Table 2) TE 0.
Source: MFIN

Comments: Only data for Budgetary Central Government andal@overnment are included.
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Table 4: General Government Debt Developments

Percentages of GDP SOS dA(; 2008 2009 2010 2011 2012
1. Gross def¥! 29.1 33.5 36.1 37.3 37.4
2. Change in gross debt ratio -4.0 4.4 2.6 1.2 0.1
Contributions to change in gross debt
3.GDP effect -2.7 1.0 -0.7 2.1 -2.3
4. Primary balancé! -0.1 1.8 1.4 1.3 0.7
5. Interest expenditure (incl. FISINF 1.5 1.6 1.9 1.8 1.7
6. Stock-flow adjustment -2.7 0.0 0.1 0.1 0.1
of which
- Differences between cash and accrlfhls -0.1 0.0 0.0 0.0 0.0
- Net accumulation of financial ass&¥s 0.1 0.2 0.3 0.4 0.4
of which
- Privatisation proceeds -0.3 -0.2 -0.1 -0.1 0.0
- Valuation effects and oth&t 0.0 0.0 0.0 0.0 0.0
p.m. implicit interest rate on debt 4.8 5.3 5.8 5.4 4.8
Other relevant variables
7. Liquid financial asset& 0.0 0.0 0.0 0.0 0.0
8. Net financial debt (8 =1 -7) 29.1 33.5 36.1 37.3 37.4
Source: MFIN

Comments: Values written in black are realisations, in bastimates (composite of realisations and projecsdaes)
and in red projected values.

M As defined in Regulation 3605/93 (not an ESA coticep

() Cf. item 10 in Table 2.

Bl Cf. item 9 in Table 2.

“ The differences concerning interest expenditutber expenditure and revenue could be distinguisiveén
relevant.

Bl Liquid assets, assets on third countries, goventroentrolled enterprises and the difference betwgeoted and
non-quoted assets could be distinguished whenaptev

] changes du to exchange rage movement, and opeiratiecondary market could be distinguished wieégvant.

[l proxied by interest expenditure (incl. FISIM reded as consumption) divided by the debt level efgrevious year.
81 AF1, AF2, AF3 (consolidated at market value), AFSjuoted at stock exchange; including mutual fshdres).
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Table 5: Cyclical Developments

Percentages of GDP ggc/f‘e 2008 2009 2010 2011 2012
1. Real GDP growth (%) Blg 2.4 -5.9 0.5 3.0 3.5
2. Net lending of general governmEDP.B.9 -1.4 -3.4 -3.3 -3.1 -2.3
eeopeae e PS4 16 10 18

FISIM

4. Potential GDP growth (%) 1.0 -0.5 -0.1 11 1.8
Contributions:
- labour
- capital
- total factor productivity
5. Output gap 3.1 -2.6 -2.0 -0.1 1.5
6. Cyclical budgetary component 11 -0.7 -0.7 -0.1 0.4
7. Cyclically-adjusted balance (2-6) -2.5 -2.6 -2.6 0-3. -2.8
8. Cyclically-adjusted primary 10 11 0.7 19 11

balance (7-3)

Source: MFIN

Comments: Values written in black are realisations, in bastimates (composite of realisations and projecsddes)

and in red projected values.

[ yntil an agreement on the Production Function Métls reached, Member States can use their owneSo(SP).
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Table 6: Divergence from Previous Programme

2008 2009 2010 2011 2012

1. GDP growth (% points)

Previous update 2.5 2.0 3.2 4.0
Latest update 2.4 -5.9 0.5 3.0 3.5
Difference 0.1 7.9 2.7 1.0
2. General government net lending (% of GDP)
Previous update -1.2 -0.9 -0.6 0.0
Latest update -1.4 -34 -3.3 -3.1 -2.3
Difference 0.2 2.5 2.6 3.1
3. General government gross debt (% of GDP)
Previous update 42.3 41.4 40.0 37.9
Latest update 29.1 33.2 35.5 36.5 36.5
Difference 13.2 8.2 4.5 1.3
Source: MFIN

Comments: Values written in black are realisations, in bagtimates (composite of realisations and projecédides)
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 expendituré! - 425 417 38.5 39.4 40.5 42.2
of which:

- Age-related expenditurézé - 14.1 15.2 13.7 14.6 15.6 17.3
- Pension expenditw@ - 8.7 8.7 7.2 6.6 6.5 6.9
- Social security pensi - - - - - - -

- Old-age and early pensic - - - - - - -

- Other pensions (disability, survive - - - - - - -

- Occupational pensiorfg in general

governmen i i i i i i i

- Health car - 5.5 6.5 6.6 8.C 9.1 10.t

- Long-term caréthis was earlier included in

the health care i i i i i i i

Education expenditu - - - - - - -
Other age-related expenditu - - - - - - -
Interest expenditu - 1.6 1.6 1.9 2.2 2.5 2.7
Total revenue - 39.C 38.4 35.5 35.5 35.5 35.F
of whict: property incom - - - - - - -
of V\./hICh. frqm penspns contnpghons (or i 59 59 53 53 53 53
social contributions, if appropria
Pension reserve fund ass - - - - - - -
of which: consolidated public pension fund
assets (assets other than government - - - - - - -
liabilities)

Assumptions

Labour productivity growt -1.2 3.t 1.C 4.1 2.4 1.2 1.1
Real GDP growt 2.¢ 4.2 0.t 3.5 1.4 0.4 0.2
Participation rate males (aged 20-6%4) 67.8 69.6 70.8 71.9 71.9 71.2 71.9
Participation rates females (aged 20/84) 55.5 56.8  57.3 58.1 58.2 57.6 58.2
Total participation rates (20-64) 61.5 63.1  64.0 64.9 65.0 64.3 65.0
Unemployment ra 16.1 12.7 10.: 7.0 7.C 7.C 7.C
Population aged 65+ over total population - 16.6 16.8 19.6 22.6 24.7 27.3

Source:CBS, MFIN

Comments: Values written in black are realisations and in red projectdues.

[ Total expenditures according to ESA 95
[ pension plus health care expenditures

B! Total public pension expenditures except pensions and penneghts of war veterans

4 Aged (15 - 64)
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Table 6: Basic Assumptions on the External Economic Envirenin

Variable Assumptions for
(annual growth rates in %,if not otherwise stated) 2008 2009 2010 2011 2012
change* change* change* change*

Interest rates (in % p.a., annual averages)

- Short-term interest rate ™ (annual average) 4.63 01 1.25 -2.0 1.62 2.2 2.70 15 3.09
- Long-term term interest rate @ (annual average) 2.95 - 3.36 - 3.79 - - - -
Exchange rategannual average “-“: depreciation)

Exchange rate vis-a-vis € 7.22 -0.01 7.34 -0.03 7.33 -0.02 7.33 0.00 7.33
USD /€ ** 1.46 -0.02 1.39 0.04 1.46 0.08 1.40 0.02 1.39
Nominal effective exchange rate 84.4 -0.1 87.0 -1.3 85.7 -1.8 86.6 -0.4 86.8
Real effective exchange rate *** 81.4 1.4 81.9 -0.8 79.3 -1.9 79.0 -11 78.2
GDRP (in real terms)

- World 3.0 -0.9 -1.3 -4.3 2.9 -1.3 4.2 -0.5 4.6
- Euro Area 0.7 -0.6 -4.2 -4.4 0.0 -1.3 1.4 -0.6 18
World trade (in real terms)

Country export markets 2.4 -3.9 -14.1 -16.5 0.4 -4.6 35 -2.1 4.6
World volume of trade 3.0 -2.0 -12.4 -16.5 1.2 -5.2 5.2 -1.9 6.3
International prices

g:;im?n prices 91  -49 111 -110 34 2.2 2.2 11 1.4
Oil Prices™* 970 28 620 -60 821 71 795 03 810

(USD per barrel)

Source: ECFIN, IMF, MFIN

Comments: Values written in black are realisations, in blue estim@emposite of realisations and projected values)
and in red projected values.

* change vis-a-vis assumptions made for last PEP

** Projected values of USD/€ for 2009 and 2010 are fifeoneign Exchange Consensus Forecast (November, 2009),
while for 2011 and 2012 are from IMF (GAS, August 2009).

*** Effective exchange rate is calculated as a weightedmadailateral exchange rates of HRK against EUR (weight
72.2%) and HRK against USD (27.8%).

For derivation of the real effective exchange rate the Cidad as deflator.

****x Projected values of oil prices for 2009 and 201@ereto Crude Oil Futures prices traded on the NYMEX, while
for 2011 and 2012 refer to a simple average of UKnBriaubai, and West Texas Intermediate (IMF, August 2009).

M IMF (GAS August 2009), euro 3m LIBOR. Change calculatethpared to data and projections in GAS (October
2008).

(4 Bloomberg, German 10-year note.
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Annex Il Structural Reforms Agenda and Achievements

Structural reforms agenda and achievements shdisatian of the measures that were to be implenteimt@€009 under the 2009-2011 PEP

in shipyards and implementation of the restructyprogramme

MAIN MEASURES UNDER THE 2009-2011 PEP O CEED DATE COMMENTS
(YESINO)
ENTERPRISE SECTOR
Competition and state aid
Adoption of Regulation on block exemption in thentsport sector
Adoption of Fhe Regulatlgn on the method and datésr imposition As the new Competition Act was enacted on 24 J@99 2nd its
and calculation of penalties entering into force is envisaged for 1 October 2046 adoption of]
Adoption of the Regulation on the criteria for retlan in or exemptio No IV quarter 2010 g I 9 P
from penalties subordinate legislation has been postponed fromuatter 2009 to]
Adoption of the Regulation on the method of repwrtand criteria for IV quarter 2010.
assessment of concentration of entrepreneurs
Training for application of new legislation for elopees of the Twinning partners have been selected (Italy ancit®Beitain) and
Croatian Competition Agency, other regulatory atities and the In progress 2010-2012 |the beginning of implementation of the two-yearjpcpis expected
judiciary (through the IPA 2007 proje in January 201!
. . . . In 2009, 3 new decisions on the publishing of rulestate aid were
Issuance of state aid rules in accordance witlptbeedure prescribe ) L o
by the Requlation on State Aid Yes Continuously |adopted. A new Decision on the publishing of adistules on statd
Y 9 aid was also adopted (OG 12/(
The process of privatisation of Croatian shipyawes initiated, on
the basis of a tender approved by the European @ssiun. The
Completion of the state aid granting procedurdifar Croatian assessment _of busmess. p_)lans of selected invesidrs,conducted
shipyards by the Croatian Competition Agency followed by theropean
Professional training of Croatian Competition Ageemployees and In progress 2010-2012 Commls.smn, is expected to takg p!ace_ in 2010pviahg
state aid providers (at central and local leveipdigh the IPA 2007 completion of the process of privatisation.
roiect p Professional training in the field of state aighianned to be
proj conducted through a twinning project and techrasaistance
project in the framework of the IPA 2007 programmukich is to b{
implemented in the 2010-2012 period.
Privatisation
In 2009, a total of 86 companies were privatisedioth three
Privatisation of the largest share of the remaimiagfolio of the companies were privatised through a _put_)llc tender, 48
Croatian Privatisation Eund In progress 2010-2011 |companies through bankruptcy and winding up procesiand afte
prog the sale of minority stakes (up to 25%) was resuarethe Zagreb
Stock Exchange following a one year break, 35 corigs were
fully privatised through this chann
The privatisation is planned to be carried outim $econd round of
Privatisation and restructuring of five shipyardsl @ne subsidiary In progress 2010 the tender procedure which will be launched ondrfudry 2010, a
the lates
Professionalisation of management of a part optirétfolio (mainly In 2010, the Government of the RoC will define a new model and a
o No 2010 L
minority stakes) institutional framework for government asset managyet.
During the observed period, 25 public tenders weriged for the
sale of 15 companies. 13 companies underwent baitgru
} . e L Until completion oflproceedings and 2 companies underwent winding apegdings. |
Continuation of privatisation of majority stakes Arogress privatisation ~ [2009, bankruptcy proceedings were initiated for taare
companies. Until the end of the year a tenderHersale of 6 more
companies is planne
Since the beginning of privatisation of subsidisrfearly 2007), 24
Until the end of [public tenders were invited for the sale of 8 sdiasies of Croatiarn
Continuation of privatisation of Croatian Railways n drogress privatisation, and gRailways. A sales contract was concluded for the sbone
the latest until 201fcompany, one company underwent bankruptcy procgedind ong
company was privatised on the basis of preempiies.
Railway restructuring
Creation of subordinate legislation Yes 2009 Alarger "“".“ber O.f Ordl_nance_s was drafted in 20@8le further
work on their drafting will continue in 201
Each year, a new Network Report is drafted (legiggprovision).
Preparation of network reports Yes 2009 The drafting of the Network Report for 2011 is emtly being
completec
Allocation of routes to operators Yes 2009 :)np:::;:g:ance with the 2009 Network Report, roatesallocated t
The Agency was established in 2009 and its Govgr@iouncil and
Establishment and full operability of the SecuAyency Yes 2009 Acting Director were appointed. Full functioningp&nned for
2010
Fulfilment of conditions under PAL 2 loan No - PAL 2 loan has been suspenc
Creation of annual maintenance and modernisatiamspl No 2010-2012 These activities are planned indgheegt of annual business plans.
Restructuring of the shipbuilding industry
The implementation of the measure was postpone tihe end of
Privatisation through invitation to tender for poase of shares/a stal In progress 2010 2009 to 2010. Restructuring programmes will bergefiwithin

public tender conditions and will be carried oubnphe
privatisation completion.
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Energy

In the context of gas market strengthening, thiefiohg subordinat
legislation was adopted in 2009: General termscamditions for
natural gas supply (OG 43/09), Network rules fas dastribution
system (OG 50/09), Rules for the gas storage sy&bsn50/09),
Ordinance on natural gas market organisation (O.8%PNetwork
rules for the transmission system (OG 50/09).

Adjustment of the internal market to EU conditions esY Continuously

Under the plan for the development, modernisatimh@nstructio
of the gas transmission system in the RoC in ti§F 2011, the
Croatian and the Hungarian operator of the gaspam system
have entered into an agreement on the construatiargas pipeling.
Further activities have also been undertaken irctimext of
construction of a LNG terminal on the island of Kkkarket
activities have been separated from the regulatédtees and
Adjustment of the infrastructure to market needs Yes Continuously |operators have been introduced for specific a@win the field of
gas including operators for LNG terminals and reltgas storaged
Further construction of a double 400 kV power-traission line
between Ernestinovo (CRO) and Pech (HU) is undeawalits
completion is expected in 2010. Further activities also
undertaken to establish connections with BosniaHerdegovina (
220 kV power-transmission line between Mraclin &nijedor was
put into operation in April 2009).

As regards oil and oil derivatives, the Croatiampalsory Oil
Stocks Agency has drafted a Program of the Ageacyigities with
a view to ensuring compulsory 90 day reserves GatiJuly 2012 i
line with the Plan for Delivery, Dynamics of Forreat and
Replacement of Compulsory Stocks of Oil and Oiliatives,
Storage Organisation and Regional Layout (OG 149/6%ddition
in 2009 the authorities adopted the Energy DevetapirBtrategy o
the Republic of Croatia until 2020 (OG 130/09).

Oil derivatives - monitoring oil and oil derivativeeserves on the EU

level and fuel extraction in accordance with the sahdards Yes Continuously

Small and medium-size enterprises

Project of the national programme for entrepremg@ducation in
formal and informal education

Training in relation to e-business

South East European Centre for Entrepreneurialnieg(SEECEL) Yes Continuously
Children's entrepreneurship week
Co-financing of universities with specialist entrepeurial programmgs
Pupils' cooperatives and pupils' firms

Education of exporte
Application of new technologies and technologicalgesse
Environmental protection of produ

Innovatiqns and new produ These measures were conducted in 2009 and wilireento be
Introduction of EU standar conducted continuously until 2012 in accordancé wie 2008-20]
Association of economic entities (cluste B ] Programme of Incentives to Small and Medium SizeeEmises of
Program of internationalisation and strengthenihigternational the Government of the RoC (adopted on the basis@dnclusion o
competitiveness of the Croatian econ: Yes Continuously |the Government of the RoC of 18 April 2008). Theg?amme's

Integration of SMEs and R&D institutiol

Incentives to energy enterpri:

Financial instruments for development of entrepueiat
competitivenes

Marketing and promotic

Coordination of activities related to expansioreafommerce and e-
busines

implementing act is the annual operational plarstonulating smal
and medium-size entrepreneurship in the currengétugear. In
2009, the Operational plan was adopted based amel@ion of
the Government of the RoC of 2 April 2009. The siating
environment is based on the Act on Small Business@pment
Incentives(OG 29/02 and 63/07), the adopted budget plan and
Establishment of scientific-technological pe projgction, Iegislgtion governing the gstablisthall businesg
Credit financin entities (companies, crafts, cooperatives, protifutions and othg
Risk func ) entities of small and medium-size enterprises) tage Aid Act
Yes Continuously  [(0G 140/05) and subordinate legislation governtagesaid.

Business ange
Guarantee

Incentives for development of the Croatian AgerarySmall Business

Support to setting up regional development age

Training and development of consultants' net\

Support to developing entrepreneurial centres telcigical parks and
lincubator

Financial instruments for regional developmentrafepreneurship

Yes Continuously

Incentives to crafts and cooperati Yes Continuously
Social cohesion projec
Promotion of entrepreneurship among target groups

Public-private partnership

Upon Agency proposal, the Government adopted oray 2009
subordinate legislation to the Act on Public PrevBartnership:
Regulation on the criteria for assessing and appgaublic private]
partnership projects, Regulation on the contemignéements on
public private partnership, Regulation on the suis@n of
implementation of public private partnership prégeand the
Regulation on the training of participants in tlieqedures of
preparing and implementing public private partnigrghiojects.
These regulations were published in the Officiak&& 56/09, an
entered into force on 21 May 2009.

Upgrading of legislative framework through creat@rimplementing

legislation Yes May 2009
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The Agency for Public Private Partnership was éistadd pursuan
to the Act on Public Private Partnership adoptedginuary 2009. A
Institutional strengthening in the area of publivate partnership of 1 Jar_mary 2009, the employees of the_ Tra(_ie mmistme_nt
(establishment of the Agency for Public Privatetfership) Yes January 2009 |Promotion Agency (Department for Public Prlv_atetﬁ\alshlp) )
became the employees of the Agency for Public Rriartnership
This Agency currently employs 14 persons who pipdie on an
ongoing basis in specialist and other training prognes.
The Agency for Public Private Partnership has retpaefrom 252
Continuous scientific analysis of practical expecies (analysis of PPP institutions (state administrative bodies, publdies, bodies of
agreements entered into before entry into fordd@fAct on Public Yes Continuously local and regional self-government and state-ovawegdpanies) to
Private Partnership and analysis of internatiorpk&iences in the arga submit PPP agreements entered into before therABublic Privats
of PPP gained at workshops with SIGMA represerga)iv Partnership came into force for the purpose of ttegjistration and
analysis of national experiences in this fieldao f
Active cooperation between the Agency for Publivéte
Coordination between the Agency for Public Privgetnership and tl Yes Continuously Partnership and the Ministry of Finance, partidylan the tasks
Ministry of Finance in PPP projects approval anglamentation associated with the drafting of subordinate legjstaand
participation in training programmi
FINANCIAL SECTOR
Banking sector
Adoptlon gndllmplementatlon of subordinate legistabased on the Yes December 2009
Credit Institutions Ac
Adoptnonl and mplemgntatnon of subordinate legiefabased on the No 2010 A new Electronic Money Institution Act wileldrafted in 2010.
Electronic Money Institutions A
Adoption of the Payment Services . Yes QOctober 200  [The final title of the act is the Payment Operatidct
Adoption and implementation of subordinate legistabased on the Ordinance on the manner of calculation of capitielcuacy of
X X Yes June 2009 ) .
Financial Conglomerates # financial conglomerates (OG 70/t
Adoption of the Consumer Loan Act Yes June 2009 The final title of the act is the ComsuLending Act
Non-banking sector
Two amendments to the Act on Compulsory Insuramgésn the
Transport Sector were made:
Act on Amendments to the Act on Compulsory Insuesneithin the Yes 13 March 2009 |- Act on Amendments to the Act on Compulsory Insaes within
Transport Sector the Transport Sector (OG 36/09); and
19 June 2009 |- Act on Amendments to the Act on Compulsory Insaes within
the Transport Sector (OG 75/09)
Adoption of subordinate legislation based on thpi@hMarket Act Yes | quarter 2009
Adoption of subordinate legislation based on the &kt Amendments Yes 11l quarter 2009
the Insurance A
LABOUR MARKET
Employment stimulation
. . . . . A Report on the implementation of the Joint Assesgrof the
gr;l:ys and independent evaluation of annual egpémt incentive Yes May 2009 Employment Policy Priorities for 2008 with recomrded measurgs
was adoptec
Development of national implementing plan for thén Memorandunt The National Employment Implementation Plan for 2@@d 2010
: L Yes May 2009
on the employment policy priorities was adopted.
Social security system
Through restructuring of unemployment benefit ia finst year ot
unemployment encourage training and active jobiegednd through The new Act on Employment Mediation and Unemployhitights
. A ) - Yes January 2009 X
reduction of unemployment compensation in the foihy period, came into force.
encourage work activatic
Gran.tlng_the p055|b|.l|ty for _5ubm|tt|ng requests.do_nvalldatlon ° The measure is conducted on the basis of the Orcknan decisiol
pension insurance rights without any time reswitito persons o Lo . :
A . . . Yes 2009 convalidation procedure and individual acts inftail of pension
working in the territory of the Republic of Croatiader UN insurance
|ladministration |
Introduction of a personal identification num Yes 200¢
Information system development conducted in theeodrof the
Informatisation of the social welfare system In pess 2011 Project of Social Welfare System Development ise@ompleted i
June 2010. Full implementation will take place ¢1Q and 2011.
Implementation and financing of approved innovativejects
regarding the rendering of social services at looaimunity level All project activities are completed and furthepiementation will
: L . X Yes 2009 5 :
aimed at deinstitutionalisation and reintegratibbeneficiaries into th be financed by units of local self-government.
society
Service quality improvement in social welfare faigis (reconstructiol
and adaptation of social welfare centres, constmaf new centres All activities are in the final phase (constructiextension,
) . L . ) Yes 2009 . . . o
and improvement of sanitary and hygienic conditionsocial welfare refurbishment, improvement of sanitary and hygi@oinditions)
homes
Adoption of a new act in the field of social weHar In progress 2010 Preparations were mage ”? 2009. for the dratfting faft proposal
of the act whose adoption is envisaged for 2
One stop office’ model is currently being teste@ social welfare
Development of a 'one-stop-office’ concept In pregre 2011 centres and preparations are underway for its imgfgation in
other social welfare centre
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Drawing up and adopting a national strategy forgtatection of No 2010
children from abuse and neglect
Drawing up and adopting a protocol on the proceéurmase of serious No 2010
neglelct. of a parent, adopltl\{('e parent, guard|amoﬂwr perspn Due to MHSW reorganisation, the drawing up and &dopf the
pertaining to the responsibility to provide foraare for a child - .
protocol on the procedure regarding serious negleatparent,

) ) . ) adoptive parent, guardian or another person pémtato the
Drawing up a national plan against sexual abusitdren No 2010 responsibility to provide for or care for a childcathe national pla
Initiating the procedure for signing and ratificatiof the Convention against sexual abuse of children have been posipaté 2010.
on Protection of Children and Co-operation in RespéIntercountry Yes 2009
Adoption (Hague Adoption Convention,1993)

. -, . This measure is undertaken through the implememtati a project
Strengthening of capacities of social welfare afor the purpose o . X ) S .
T . " . Creation of a support network in social inclusém employment
providing support to groups that are in unfavouegimsition with . A e
. In progress 2012 socially vulnerable and marginalised groups' firghby IPA V.
regard to access to employment - IPA IV Operatipnagramme for I I S .
The beginning of project implementation is scheddite April 201(
human resources development X -
and the expected project duration is 22 months.
With a view to achieving the measures of the Nati¢topulation
Policy, the authorities adopted the Act on Matgraitd Parental
Improvement of the system of family aid in accomtawith the Benefits which entered into force on 1 January 2@08b, under th|
National Population Policy (drafting and applicatiof the Yes 2009 Act on Child Support, the amount of child suppaidpdepends on
implementing regulations based on the National Raijoun Policy) the amount of family income and procreation alloeeis paid for
each third and fourth child in the family. A fourtiden Croatia for
Children was also founded which became operati2909.
In 2009, 17 family centres were founded. No furtineestments ar|
Establishment of family centres and branches oflfacentres Yes 2009 planned. The establishment of new centres willdresitlered after
financial resources are ensui
AGRICULTURAL SECTOR
Privatisation of a large agricultural and food-pgssing company
\VUPIK d.d.. Vukova Yes 12 November 2000
/Adoption of a new Act on State Aid to Agricultl Yes 3 July 200!
Recruitment of new gmployees in the Central Vegayinnformation Yes 10 July 2009
System of the Veterinary Inspector.
International tender '‘Design, Development and Imgletation of Internauopal tender was open until 2.3 Qctober Zm sglecte

- . . X . ompany is expected to start operating in early02@dile its full

Veterinary Science Information System'’ for the lglishment of an Yes 7 September ZOOf o . . )
) . . operability is expected in early 2001, followingwgletion of the

operational Central Veterinary Information System -
startup activities

Financing of the measures of rural development fiteerpre-accessiop Yes 2009 The program was completed on 31 Decembé: 200

programme SAPARI

Financing of the measures of rural development fiteerfunds of the Yes 2009-2012 EC accreditation and full implementation of the R programme]

pre-accession instrument - IPA, component V IPARD22012 from 2009 to the date of accession are expected.

Financing of the measures of rural development fiteerstate budget Yes 2009
Activities on the drawing up of the Strategy inwvedvthe drawing u
enactment and adoption of the Strategy for the Deweent of the
Economy whose implementation was the responsilafithe
Ministry of Economy, Labour and Entrepreneurshipefefore,
before these strategic determinations were defihegs not

. . possible to start working on the draft of the F&wdcessing
Drawing up a Food Processing Industry Developmémat&gy No 2010 Industry Development Strategy. As no sufficientdsiad been

envisaged under the 2009 budget, the appointed dteerdid not
start working on the drafting of the strategy dgrihat year. Funds]
earmarked for this purpose have been envisaged tmel@010
budget under a collective item of the Ministry ading up strategi
documents.
The operational programme was not adopted in 2808 adoptior
is closely connected to the adoption of the Foat&ssing Industr]
Adoption of a national operational programme ofpsupto the food Development Strategy and to budgetary funds planfinthe 2010
. No 2010 . -
processing sector 2012 period. The aid planned for the developmeth@®food-
processing sector under the 2009 budget was resdidainder the
revised budge
The Act was adopted at the session of the Cro&atiament on 1
Act on State Aid in Fisheries Yes 11 December 200®ecember 2009 (The Act on Structural Support tbéties and
Regulation of the Fisheries Market, OG 153
The legislative basis for the adoption of the Openral Fisheries
Programme is provided by the Act on Structural Supf Fisherie|
. " . and Regulation of the Fisheries Market. As the @penal
Operational Fisheries Programme No 1 August 2010 Programme is the implementing document of the MatiStrategic
Plan, it can be drawn up only after the Nationahtegic Plan has
been drafted and acceptt
The legislative basis for the adoption of the NaicStrategic Plan
is provided by the Act on Structural Support tohEises and
National Strategic Plan No 1 April 2010  |Regulation of the Fisheries Market. The Nationaatgic Plan cal

be placed into the adoption procedure only aftisrAlst has entere|

into force.
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PUBLIC ADMINISTRATION REFORM

Adoption of the Regulation on job classificatiordaalaries of civil

Upon enactment ¢
the Act on the

The Regulation on job classification and salarfesidl service
employees is connected to the Act on Salaries df Servants and

full application of the Free Legal Aid Act

service employees No Salaries of Civil |it can be placed into the adoption procedure oftér &nactment o
Servant this Act.
Ado;.mlon of a Strategy for the development of humesources in state Yes December 2009
|ladministratior
In the context of application of the new Adminisiva Inspection
Act, between June 2008 when the Act entered intefand
The application of the Administrative InspectiontAad conduct of a November 2009, thorough supervision was conductédhiodies o
. ; . Yes November 2009 . - - . .
thorough supervision of all bodies of state adriat®n government administration. Supervision will congrto be
conducted on an ongoing basis in the context afleegctivities of
the Administrative Inspection, in accordance wita Work Plan.
Since the adoption of the Strategy in January 20@9¢entral portd
of the public administration (‘Moja uprava’) coninl to be
Implementation of activities planned for 2009 unther Implementatiof maintained and further developed and xuwuesmﬁ for 2009
. . - were launched. Project tasks were defined fopteparation of th
Plan of the 2009-2012 Electronic Administration Biepment Strated Yes December 2009 ) " ) )
of the Republic of Croatia framework for interoperability, paperless office deb (e-Office),
central authorisation and authentication systemehahd the mod
for the system of information-communication teclugyl knowledgq
projects and resources management in governmernniathation.
Drawing up a §em|—ar1r1ual rgport on the implemeoreti the 2009_, Semi-annual report will constitute a part of thewzal report to be
2012 Electronic Administration Development Stratefithe Republic No January 2010 -
of Croati: drawn up in January 2010.
Drawing up an annual report on the implementatioih@ 2009-2012 Given that the 2009-2Q12 Electronic Admmmratlhwelopmgnt
. - . ’ Strategy was adopted in January 2009 and thattheear period
Electronic Administration Development Strategyw Republic of No January 2010 . N N
Croatia elapses in January 2010, the first annual repdirbeidrawn up
accordingly.
OTHER REFORMS
Development of a knowledge-based society
Encourage the establlshmen.t of klndgrganens arlda.l.se the ’.‘”mbe In 2009, 22 new kindergartens and 38 regional kigaieen facilitie|
of preschool programmes, with a particular empharsiscreasing thej Yes 10 October 2009 h
. X were opened and approvals were given for 113 negrammes.
number of children in preschool programi
Teacher training was conducted and the foundatiame laid for th
) . School year |preparation of mathematics tests for eighth grasigesits, reading
Conduct pre-testing of fourth and eighth grade No 2009-2010 literacy tests for fourth grade students and bipkegts for eighth
grade student
Conduct national exams - external evaluation otatanal Yes February - May |Pre-testing and testing were conducted on a sanfilgl00 second
programmes and student achievements 2009 grade secondary school students in mathematic€eoatian.
g:;r?nue with the project of introduction of thatst school-leaving Yes March-June 2004 A trial state school-leaving examm held.
Health care reform
Hospital limits have been raised since 1 April 2898e level of
I ] . . funds necessary for balanced business activityoarntl January
Stabilisation of financing of hospitals Yes January 2009 2009, health care system reform was initiated whretated the
conditions for increased income from alternativerses.
In the period from January to March 2009, institnél conditions
were created for the beginning of application &f thixed model of]
payment in primary health care, based on regulatbanges which
Introduction of the system of fixed and variablgitation rates instea Yes Aoril 2009 entered into force on 1 January 2009. The mixedeihotipayment
of fixed capitation rate in primary health care P consists of a fixed amount which depends on thebmuraf insured
signed in persons and a variable amount which stmnef the
payment of the price for the service provided, edmpreventive
programmes and indexation.
Introduction of other forms of financing (supplertey health
insurance in the free market), and to ensure ptieeaction in the arg
of risky behaviour and risk factors, one of the sugas is the
X . . S . . Yes January 2009
introduction of special contributions in respecknbwn and recognis
risks (a larger share of medical expenses arisong flirect and indire
risk exposure is expected to be financed by sooircisk)
Regulation of a part of the system of control (pssfonal and financigl) Yes January 2004
Judicial reform
Physical merger of 21 municipal courts to 9 courts n progress 2010 So far, 15 municipal courts have pagsically merged to 7 cour}
The project of the establishment of a common infitiam system
for the land registry and the cadastre is underitagcludes land
Implementation of the common information systemtfar land registr In Droaress June 2010 registry and cadastre data harmonisation. The tiperfainction of
and the cadastre prog the common information system is planned for 1 RGO and it
will contain data from 2 municipal courts, i.e. daregistry
departments, one in PoZega and one in Zadar.
Some of the provisions of the Criminal Proceduré éxtered intc
1 January 2009 force on 1 January and 1 July 2009, while somé@fprovisions
Entering into force of the provisions of the nevin@nal Procedure Aqt Yes 1 Jul 2)/009 which involve radical changes and require signiftdachnical and
Y organisational adjustments will enter into forcelo8eptember
2011
) - The implementation of the Free Legal Aid Act stdrbe 2 Februar
The establishment of the structure and the negepsaconditions for Yes 2 February 2009|2009. The institutional framework for its implemation had been

provided until then
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Environmental protection

Drawing up guidelines for the implementation of Elé& and SEA

Guidelines have been drawn up for the preparatigtudies on the
environmental impact of mineral resources explmitatDraft

Yes December 2009(guidelines on wind power plants have been prepdreel guideline
procedures . S ; X
on public participation in environmental impactessnent
procedures will be drawn up in the first half ofl20
The adoption of a Pr(l)glrlamme for em|§S|qn redudticspecific Yes December 2009( Official Gazette 152/09
pollutants causing acidification, eutrofication ardund ozon
In 2009, the 12 remaining stations for continudusjaality
The establishment of the remaining 12 stationgdémtinuous air mon|tor!ng werg established, f|nanc§d from thes@ldget.
quality monitoring Yes December 2009(Measuring equipment fqr these stations was acqmrt'ht context
of the PHARE 2006 project programme. These statmaexpecte]
to be put into operation in the first half of 2010.
The Operationalisation of the Registry of Greenkd@as Emissio
Operationalisation of the Registry of Greenhouse Baissions Yes December 200ftook place in 2009 in terms of completion of theqadure of
connecting to the International Transaction L
Although the previous PEP, in the economic poligtnr,
The establishment of the system of implementatidtexible dgtermined the year 2009_ as the_deadline for_ tpdeinreqtation of
mechanisms under the Kyoto Protocol Yes December 2008|this measure, the Regulation on |mp|ementat|0rtneﬁl?X|ble
mechanisms of the Kyoto Protocol was adopted ajreaBecembd
2008 (OG 142/08
In 2009, 5 pieces of subordinate legislation wetepsed. The
. . . . I drafting and adoption of new and revision of thist
Draftmg and adoption .Of implementing legislatioasbd on the Yes September 2009 implen?enting regulation based on the Environm;?atection Act
Environmental Protection Act y . g R . . )
will continue in the forthcoming period as statadhe economic
policy matrix
The year 2009 saw the completion of the implementaif the
NATURA 2000 — PHARE Yes July 2009 PHARE 2005 programme Institutional Building and lerpentatio
of NATURA 2000 in Croatia
Development of protected areas management systemcatogical The establishment of the Environmental Protectidarimation
network area management, establishment of an emagnotal Yes September 2009 System has been launched in the context of PAM@qtro
protection information syste implementation
The drawing up of the Conceptual and Operatioreh BF National
Drawing up and implementation of the project ‘NagibForest No | quarter 2010 Forest Resources Inventory of the Republic of Gadzs been

Resources Inventory of the Republic of Croatia’

completed. Finalisation and data presentation menpd for early

2010
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