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1 OVERALL ECONOMIC POLICY FRAMEWORK AND OBJECTIVES

According to the Programme of the Government ofRlepublic of Croatia the main objective of
the economic policy is to establish competitive remay that is knowledge-based and export-
oriented, which ensures a rise in value added amglayment, observing the principle of social
cohesion. In the context of growing uncertainty ais#éls, in both global and local terms, the key
challenge is to create the conditions for economdcovery and growth and to maintain
macroeconomic stability. This will primarily be aeted by stimulating investment activity,

implementing fiscal consolidation and accelerafing intensifying structural reforms.

As regards economic activity, it is crucial to stHre investment cycle. The government will
provide the incentive by starting its own investmeycle and by supporting private investments
through reduced illiquidity, tax and non-tax levies entrepreneurs and investors and by ensuring
financial stability.

Fiscal consolidation will result in a reductiongonsolidated general government deficit, a fall in
the share of budget expenditures in GDP and inspesuion of growth and reversal of trends of
public debt share in GDP. Along with the plannedirsgs on the expenditure side of the budget,
the structure of public consumption will also chang favour of more productive investments.
Changes on the revenue side of the budget argetiret reducing the tax burden of labour and at
creating the conditions for strengthening tax bardécapital which will reinforce fairness of the
tax system.

Structural reforms are planned in a great numbareds. Active measures will be implemented for
promoting new employment, as well as industriaigyohorizontal measures, on the basis of the
defined guidelines for developing both modern armdlitional industries. Business environment
will be strengthened through the development of jtlikcial system and institutions supporting
entrepreneurship. Financing of propulsive sectatsptimarily be ensured by private investors,
EU funds, international financial institutions ampadblic-private partnership. The use of land,
agricultural and food processing potentials willrbaforced. Education and life-long learning will
be promoted, as well as research and developmeahtaarelationship between research and
entrepreneurial sector. Reorganisation and ratmatadn of public administration will be
implemented for the purpose of improving its qualéfficiency and availability. The reforms are
also planned for better-targeting of social besgestabilising the pension system and expanding
availability of health care services, as well asraultaneous strengthening of sustainability of all
of the above mentioned areas. Functional and fideaéntralisation will also be addressed and
differences in regional development will tend todiminished.

Economic activity developments in the Republic ob&ia will be determined in the forthcoming
period by strength and speed of implementing strattreforms, as well as by the global and, in
particular, European economic environment. In thgard, the still present high uncertainty in the
environment should be pointed out. However, it $th@lso be noted that in the second half of
2011, the Republic of Croatia successfully conaluthe accession negotiations with the EU and
signed the Accession Treaty, that it has continlydosen harmonising with the EU standards and
that it will become the full EU Member State onulyJ2013, which provides additional positive
implications and an impetus for the overall ecormpolicy and the Croatian economy which, in
synergy with a mobilisation of domestic potentialgates a framework for economic recovery and
growth.



2 MACROECONOMIC DEVELOPMENTS
2.1 CURRENT MACROECONOMIC DEVELOPMENTS

The effects of the global financial and economitsisron the Croatian economy were most
pronounced in 2009. In 2010, the adverse movemeets mitigated, so that a real fall in gross
domestic product (GDP) slowed down to 1.2% follayvim 6.0% decrease in 260%part from
exports of goods and services, which rose by 64lP4he components on the expenditure side of
GDP recorded a real decrease on a year-on-yeas basl010. The largest real year-on-year
decrease of 11.3% was recorded by gross fixedatdprmation, followed by imports of goods and
services (-1.3%), household consumption (-0.9%) godernment consumption (-0.8%). As
regards the contributions to the year-on-year Gbdhge, a trend from the previous year continued
into 2010, i.e. a negative contribution to a chamg&DP came from domestic demand, while a
positive contribution came from net foreign demaAdcordingly, gross fixed capital formation
contributed to a change in GDP with -2.8 percentagmts, household consumption with -0.5
percentage points, changes in inventdriegith -0.4 percentage points and government
consumption with -0.2 percentage points. A contrdyuof net exports to a change in GDP in 2010
amounted to 2.6 percentage points, as a resultpafsaive contribution of exports of goods and
services of 2.1 percentage points and imports oflg@nd services of 0.5 percentage points.

The comparison between the realised GDP and tlogeqied for 2010 under the previous year's
PEP shows that the realised real GDP fall was érégmtage points weaker than projected. The
real fall in household consumption was 1.1 pergmfaoints weaker, in government consumption
0.2 percentage points and the real fall in grossdficapital formation was 0.4 percentage points
weaker that the projected fall. The real growtlexports of goods and services was 1.9 percentage
points stronger than that projected, while the degrease in imports of goods and services was 0.6
percentage points weaker.

Movements in the first three quarters of 2011 painta further recovery of economic activity.
More specifically, GDP recorded a real year-on-ygawth of 0.3%, which is a result of a year-
on-year decrease of 0.8% in the first and an irsered 0.8% and 0.7% in the second and third
quarters of 2011, respectively. Real GDP growththa first three quarters of 2011 was a
consequence of a positive contribution of net fgmedemand, while domestic demand continued to
make a negative contribution to a GDP change. Gpresdly, household consumption contributed
to a GDP change with 0.1 percentage points, théribation of government consumption was
neutral, while gross fixed capital formation anduees in inventories had a negative contribution
to a GDP change, with -1.6 percentage points arip@rcentage points, respectively. Household
consumption and government consumption were thg catiegories on the expenditure side that
recorded a year-on-year growth in the first threarters of 2011. Household consumption thus
increased by 0.2% in real terms in the first thyaarters, as a consequence of its 0.1% fall in the
first quarter and 0.6% and 0.1% rise in the secamd third quarter, respectively. Government
consumption recorded a real year-on-year growtd.b¥% in the first three quarters of 2011, as a
result of its decline of 0.9% in the first quartgrowth of 1.7% in the second quarter and a fall of
0.4% in the third quarter. In 2011, gross fixeditdormation remained the component which
recorded the greatest real fall. In the first thyearters of 2011, it was reduced by 7.5% compared

! At the end of 2010, a minor methodological revisaf the annual GDP calculation from 1995 to 20G# warried
out, according to new and improved sources of dath calculation methods, which resulted in an iaseein the
nominal GDP level of 0.4%, on average, in the 19067 period. According to the annual revised calioih, in 2011,
a quarterly GDP series for a period from the finsarter 2000 to the fourth quarter 2010 was alsized, together with
the preliminary GDP calculation for 2008, 2009 &04.0, obtained as a sum of quarterly data.

2 The category of changes in inventories includasssical discrepancy.



to the same period of 2010, owing to a decline lirthmee quarters, of 6.7%, 7.3% and 8.4%,
respectively. Net exports contributed positivelyatehange in GDP with 2.0 percentage points in
the first three quarters of 2011, as result of gatige contribution of exports of goods and serwice
of -0.6 percentage points and a positive contridsutdf imports of goods and services of 2.5
percentage points. Such an outturn can be accotontéy a real year-on-year reduction in exports
of goods and services of 1.4% in the first threartgrs of 2011, which is a result of an 11.1% fall
in the first quarter and a 1.1% and 2.0% rise eangbcond and third quarter, respectively. Imports
of goods and services were on a decline in alktigigarters on a year-on-year basis (of 5.3%, 6.0%
and 8.3%, respectively), so that their real yeaky®ar decrease amounted to 6.6% in the first three
quarters of 2011.

The high-frequency indicators of economic activityat have been published so far point to a
continued mild recovery of economic activity in trest quarter of 2011. More specifically, in
October and November 2011, industrial productioserby 0.9% on a year-on-year basis, retail
trade real turnover rose by 1.4% and number ofisbmights by 11.2%. However, indicators of
foreign trade in goods point to a stronger yearear decrease in goods exports (16.7%) than
imports (4.2%) in October and November, while théex of construction works fell by 7.4% in
October.

Unfavourable developments on the labour marketicoatl in 2011. The average registered
unemployment increased by 2,908 or 1.0% in 201dtivel to 2010. The average employment was
reduced by 36,889 or 2.6% in the first eleven menti 2011 on a year-on-year bdsis
Administrative unemployment rate stood on 17.9%awarage, in the first eleven months of 2011,
which is a 0.6 percentage point increase comparedet same period of 2010. The latest Labour
Force Survey data available show that the averagpour Force Survey unemployment rate was
13.3% in the first three quarters of 2011, whicla igear-on-year growth of 1.6 percentage points.
The acceleration of a year-on-year growth in noinimages in 2011 relative to 2010 was not
sufficient to curb the trend of a year-on-year wegguction in real terms. Accordingly, the average
gross wage recorded a nominal year-on-year groWih4éo and a real decrease of 0.8% in the first
ten months of 2011, and the average net wage sedely 1.9% in nominal terms, while it
decreased by 0.3% in real terms in the same pger®itbnger nominal growth of net against gross
wages was also affected by changes in income taulyn2010.

The average inflation measured by the consumee pmaiex stood at 2.3% in 2011, accelerating by
1.2 percentage points relative to 2010. The largestribution to this acceleration of inflation in
2011 was made by the prices of food, which ros8.6% compared to 2010, most notably of bread
and cereals (5.4%), milk, cheese and eggs (4.8%)o&roils and fats (16.1%). In addition, a
significant contribution to inflation acceleratiam 2011 also came from the prices of fuels and
lubricants for personal transport equipment, whintreased by 13.3% on a year-on-year basis,
prices of tobacco (8.7% growth), prices of liquigtls (22.3%) and prices of water supply (4.2%).
This increase in consumer prices is primarily aseguence of a spillover of increase in prices of
raw materials on the world market, especially afder oil and food raw materials, present from
mid-2010, reaching its peak in April 2011, and lyardf the effect of a rise in excise duties on
tobacco products in October 2010. The biggest @mide on mitigation of the year-on-year growth
in prices in 2011 had clothing and footwear pricgkich decerased by 3.3%, and telephone and
telefax equipment and services prices (a decerbde2®0). Inflation remained relatively low in
2011, which can mostly be accounted for by domdatitors, such as poor domestic demand and

% For the purpose of comparison, the average registenemployment increased by 14.9% in 2010, whieaverage
employment went down by 4.5% in the first elevemths of 2010, against the same period of 2009.

* Data on net wages are not corrected for the spsian salaries, pensions and other receipts.



reduced unit labour costs at the annual level, iwWm@s a consequence of the labour market
adjustments. End-year inflation was somewhat lowean the average inflation in 2011.
Particularly, consumer price inflation increasedderately from 1.8% recorded in December 2010
to 2.1% in December 2011. Core inflation recordegear-on-year growth of 1.7% in the first
eleven months of 2011. Industrial producer priadein (on domestic market) recorded a year-on-
year increase of 6.4% in 2011.

The average nominal exchange rate of the kuna sighie euro stood at 7.29 HRK/EUR in 2010,
appreciating by 0.7% compared to 2009. The maimacheristic of the monetary environment in
the first half of 2011 was extremely favourable &uiguidity, supported by the central bank as of
the end of 2009, with an aim of spilling over apdus of banks' free reserves, to the largest extent
possible, into revival of credit activity of bankishe CNB is ready to support such a policy as long
as the exchange rate of the domestic currency rensé@ble. In order to improve foreign exchange
liquidity of the system, in March 2011, the centbank reduced the rate of minimum required
foreign currency claims from 20% to 17%, as a testiwhich approximately EUR 850 million
(almost 2% of GDP) was released at the system.l&ugbporting the liquidity of the banking
system by the CNB was possible in the first half26fL1, since the exchange rate of the kuna
against the euro was stable, at the average |€veB9 HRK/EUR. However, in the third quarter of
2011, depreciation pressures on the domestic ayrappeared, with the average exchange rate
increasing to 7.45 HRK/EUR, which prompted the CMB intervene twice (in July and in
September) on the foreign exchange market, sedipgyoximately EUR 0.4 billion. Additionally,

in September, the central bank raised the ratesdrve requirement from 13% to 14%, which,
together with the previously mentioned foreign exale transactions, had a negative impact on
kuna liquidity of the banking system, thus stablisthe exchange rate of the domestic currency.
Nevertheless, kuna liquidity remained abundantthie last quarter of 2011 the exchange rate
moved, without large variations, at the averagellef 7.49 HRK/EUR. In 2011, the average
nominal exchange rate of the kuna against the ammaunted to 7.43 HRK/EUR, which is a year-
on-year depreciation of 2.0%.

Movements of real exchange rates suggest improvieaigirice competitiveness of the domestic
economy. More specifically, the real effective exahe rate of the kuna depreciated by 2.6%,
deflated by consumer prices, or by 1.8% deflategdoglucer prices on a year-on-year basis in the
first ten months of 2011. The nominal effective lexege rate of the kuna recorded a depreciation
of 2.3% in the first ten months of 2011 relativelie same period of 2010.

The CNB'’s international reserves increased in trst €leven months of 2011 by 7.1%, reaching
EUR 11.4 billion at end-November, their increasendpeprimarily a consequence of foreign
exchange transactions with the central governmdote specifically, the government issued a
bond abroad at the beginning of the year and thB @ichased from the central government the
largest portion of the funds received on that bé&sIdR 0.9 billion). Accordingly, selling foreign
exchange to banks in the third quarter mitigatety quartly the expected annual growth in
international reserves.

A year-on-year growth in bank loans amounted t8%6& the end of November 2011. The credit
growth in 2011 was based on lending to corporateé eentral government sectors, whereas
household loans, which have the largest sharenk lwans, recorded a poor growth. Accordingly,
central government loans recorded a year-on-yeawntgrof 18.8% in November 2011, corporate
loans rose by 8.6% and household loans by 1.6%, yBlage-on-year growth of housing loans,
accounting for 46.1% of total household loans, dtab 4.4% in November 2011, while other
household loans (excluding housing loans) droppe@.8%. The year-on-year growth in money
(M1) amounted to 5.4% at end-November 2011, whieliroadest monetary aggregate, total liquid



assets (M4), increased by 4.0% relative to the sam@h of 2010. The largest contribution to the
year-on-year growth in total liquid assets in Nobem2011 came from kuna time and savings
deposits, which inceased by 18.2%, while foreigmrency deposits, the biggest category of
monetary aggregate M4, decreased by 0.4%, yeaean-y

Unfavourable macroeconomic developments contribtdeal continued deterioration of the banks’
credit portfolio quality. The share of partly orlfuirrecoverable placements in total placements
went up to 12.2% in mid-2011. Despite that, banksygptem stability in Croatia was not
undermined and the average capital adequacy raton sat 18.9% at end-September 2011 at the
system level.

At end-November 2011, the CNB revoked the authtasdrom one smaller bank. The reason for
withdrawing the authorisation and initiating the ngmulsory winding-up procedure is an
insufficient level of capital. Although that bankddhot borrow to a large extent on the domestic
banking market, in view of possible difficulties fmancing of other small banks, at the end of
November, the CNB allowed for a possibility for etibanks to use, under special conditions, in
addition to Lombard loans and liquidity loans, glecated or maintained reserve requirement.

Reduced domestic demand contributed to a strongramtion of balance of payments deficit.
Current account deficit was reduced from 5.2% ofRfaD 2009 to its record low of 1.2% of GDP
in 2010. This can be accounted for by a year-om-glealine in goods account deficit of 19.4% and
a reduction in the negative balance in the incopmmant of 13.4%. The services account, which
contributed most to a mitigation of the currentaot deficit, recorded a moderate year-on-year
growth in the positive balance of 2.0%, despite3®reduction in its most significant component,
tourism revenues. Surplus in the current transdec®unt rose by 5.0% in 2010. The coverage of
imports of goods and services by exports of goodssrvices amounted to 99.5% in 2010, which
is an increase of 8.7 percentage points compare&2D®. Current account deficit in 2010 was
mainly financed by other investment, which recordedet inflow of EUR 776 million, which is
67.3% less than in 2009. The account of portfaliestment witnessed a net inflow of EUR 397
million in 2010, whereas net direct investment dt@ EUR 393 million, or 73.6% less than in
2009. Net errors end omissions amounted to EUR ATil®on in 2010, while international reserves
rose by EUR 84 million.

The year 2010 saw a stronger fall in balance ofnpEmts current account deficit than it was
projected under the previous year’'s PEP. Partilyultire projected level was -2.8% of GDP, which
is a 1.6 percentage points difference from theigedl-1.2% of GDP. More pronounced growth in
exports of goods than that expected and the absdrgrewth in goods imports contributed most to
a stronger contraction of current account deficit.

Surplus of EUR 1.2 billion in the balance of paytseourrent account was recorded in the first
three quarters of 2011, which is EUR 668 million,186.5%, more than in the same period of
2010. Such movements result from a year-on-yearctexh in the goods account deficit of EUR
377 million, increase in the services account sigmf EUR 471 million, increase in the income
account deficit of EUR 149 million and a decreasghie current transfers account surplus of EUR
32 million. The coverage of imports of goods and/ises by exports of goods and services stood
at 114.0% in the first three quarters of 2011, Wwheca 6.7 percentage point rise compared to the
same period of 2010. Movements in the financiabaot were marked by a net inflow from direct
investment of EUR 1.0 billion in the first threeagters of 2011, an increase of 46.4% relative to
the same period of 2010. The portfolio investmertoant recorded a net inflow of EUR 308
million in the first three quarters, while net o in the other investment account amounted to



EUR 189 million. Net errors and omissions were EAIM® billion and international reserves rose
by EUR 666 million in the first three quarters &f12.

2.2 MID-TERM MACROECONOMIC PROGRAMME

In 2011, its second half in particular, unfavoueabiacroeconomic developments in international
environment intensified and economic growth slovdedvn both in developed and developing
economies. In addition, strengthening of adversksrand uncertainty regarding the forthcoming
period were also present. The latest macroecongrofections of the relevant international
institutions thus point to a decelerated growttihaf global economy in 2012 and 2013 relative to
the previous projections. Unfavourable economicettguments are again expected in the EU in
2012, as a result of the public debt crisis andeggercussion to financial and real flows, restdct
loan supply due to problems in the banking sedtother need for fiscal consolidation in view of
fiscal deficit and public debt problems of indivallMember States, deceleration of global demand
and strengthening of general uncertainty regardiognomic and socio-political developments.
Significance of the described movements in intéonal environment for domestic economy can
be accounted for by a high degree of Croatia'stead financial relationships with the countries in
the environment and especially with individual Etbeomies, which are, at present, characterised
by pronounced adverse economic developments agldtavely gloomy mid-term perspective.

Taking into account the cyclical position, strueucharacteristics and financing needs of the
domestic economy, the described unfavourable conditin the environment require preservation
of macroeconomic stability to be the primary ohjextof the economic policy, ensuring, at the

same time, the conditions for the strongest passbbnomic recovery, in the given circumstances.
As regards fiscal policy, this implies a need fibosger consolidation and returning public finances
to a sustainable footing in the short run, togetivégh accelerated implementation of structural

reforms aimed at correcting imbalances and enhgnitia economic potentials, taking also into

account social aspects of fiscal policy measuresthi@ other hand, monetary policy will remain

focused in the forthcoming period on supportin@gficial system liquidity to the extent possible, in

view of stability of the kuna exchange rate agatihsteuro.

The macroeconomic projections are based on theighell GDP and the balance of payments
estimates for the first three quarters of 2011wall as high-frequency indicators of economic
activity published by mid-January 2012.

2.2.1 Real Sector

In Croatia, the effects of the global economicisrisere most pronounced in 2009, whereas the
effects of the crisis weakened in 2010. A fall aneign demand for domestic exports, a decline in
availability of foreign capital and an increasetsprice, as a result of a changed risk percepifon
investors, and spreading of pessimistic econompeetations to the domestic market were the
main transmission channels of the negative effetcthe crisis to the domestic economy. Adverse
effects of external factors on the developmentthen country were additionally strengthened by
structural limitations of the domestic economy. dficial and economic crisis thus pointed to
unsustainability of the pre-crisis pattern of theo&ian economic growth, based on a growth in
domestic demand and financed, to a large extentarbynflow of foreign capital, which led to
accumulation of the structural problems in the ssaitor of the economy. Although the rates of fall
in economic activity in Croatia at the beginningtloé crisis did not depart significantly from those
in the comparable foreign economies, unfavouratsletiral characteristics of the economy, as a
result of which a rise in foreign demand could rompensate sufficiently for the absence of
growth in domestic demand, are largely responsible a slower recovery relative to the



comparable countries later on. More specificayatively high level of domestic prices and costs
of living, to a large extent present as a resulh tdck of competitiveness in many segments of the
internal market, along with a rigid labour markag;exists with high costs of labour, financing and
operation of companies in general, thus weakenamgpetitiveness of the domestic economy. At
the same time, a high level of relative externalelstedness, 'euroisation' of the economy and
import dependence prevent the weakening of the mameéxchange rate for the purpose of
mitigating the problem of overvalued domestic cocyein real terms. Apart from the already
mentioned poor competitiveness of the domestic @ogn narrow base and unfavourable structural
characteristics of goods exports, in terms of gdahare of products of a lower level of processing
and value added and a relatively slower growth ajomexport markets, prevented a growth in
foreign demand to become a generator of a stromgewvery in the short run. In addition, due to
external and internal imbalances, Croatia was na position to pursue anti-cyclical economic
policy, which further limited economic recovery.

Figure 1: Contribution of Aggregate Demand Catezgoto Real GDP Growth
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Following two recession years, a real growth in G&fF0.4% is expected in 2011. In short, a
negative influence of a further correction in dotrtedemand on GDP growth will be offset by a
positive influence of net exports and changes uiories. Such a projection for 2011 implies a
continuation of a mild GDP growth in the fourth gea of 2011, which is also mostly supported by
the available high-frequency indicators for thet lasarter of 2011. However, looking at all the
published high-frequency indicators so far for 20itlis evident that the beginning of GDP
recovery is accompanied by the still present, rathefavourable economic developments,
primarily as regards the indicators of the laboarket, industrial production and construction.

Looking at the GDP components on the expenditude at the entire 2011 level, a real growth in

personal consumption of 0.3% is expected, as wdtkansignificant contribution to the increase in

economic activity. However, it should be noted héhat a real decline in household disposable
income is estimated in 2011, as a result of a ggoreduction in employment than a real growth in
net wages, as well as a real fall in governmentstexs to households and net other income. In
addition, further real reduction in granted consutoans indicates a continuation of the process of
household sector deleveraging, implying that thimeded growth in personal consumption in

2011 is probably accompanied by a real reductioaccumulated household assets. Insignificant
decline in government consumption of -0.1% anchéatral contribution to economic growth are

estimated in 2011.



Investment consumption, which represented an impbdenerator of economic growth in the pre-
crisis period, has recorded extremely negative rm&res since the beginning of the crisis, which
continued into 2011, so that a year-on-year drogross fixed capital formation is estimated at -
7.3%. This can be accounted for by an extensiveection in domestic consumption over the past
few years, as well as a reduced foreign demandsimpesn regarding the future movements in
demand, liquidity-related problems in the econordiyminished availability of financing and
deteriorated financing conditions. Although bankgérest rates on corporate loans were reduced
relative to 2009, in the present macroeconomic itimmd they turned out to be still too high for
many companies to undertake new investment aesvitrurthermore, it should be noted that in
2011 a significant year-on-year growth in corpotatins was recorded, the purpose of which was,
nevertheless, predominately non-productive, and timowth did not reflect significantly in
investment consumption. Apart from the indicatedfialilties concerning the movements in
demand, financial framework and business sectore@gpions, the negative movements in
investments could also be accounted for by thaiicgire, since in the pre-crisis period, they were,
to a large extent, directed at non-tradable segtbich was strongly affected by a correction in
domestic demand due to the economic crisis. Infretre projects and construction activity in
general should be noted in particular. The prasckislume of the latter proved to be unsustainable
during the economic crisis, which is evident frdm movements in construction indicators and the
number of the real estate properties that havéeen sold until today. After three years of adverse
movements, a considerable positive contributiomd¢onomic growth of 0.4 percentage points is
estimated to come from changes in inventories.

As regards net exports, in 2011, its positive dbatron to economic growth, but somewhat
smaller than in the previous two years, is estichafer the third consecutive year. More
specifically, as a consequence of a reduction matl, a real fall in imports of goods and services
of -5.4% is estimated, accompanied by a furthelimean the share of imports in final demand. A
decrease in exports of goods and services is dstihad -1.7% in 2011. Such movements primarily
reflect the indicated deficiencies of goods expartd accumulated problems in the economy, and,
in view of the movements in foreign demand for detieeproducts, also imply further reduction in
domestic market share in the Croatian export markiet addition, exports are also negatively
affected by the base effect, primarily since shipagts, as the most important category of Croatian
goods exports, recorded record high amounts in 20D by the weakening of foreign demand
towards the end of the year. On the other handyrdo to the data available, exports of services
again recorded favourable results, a contributemhich was also made by the poorer results of
individual competitive destinations, due to geojcdi tensions. The majority of contribution to a
growth in tourist services relates to record higblume indicators in tourism, whereas the
movements in average tourist consumption will rdoonly slightly more favourable movements
relative to 2010.

In 2012, a real GDP growth of 0.8% is projectedyegated by a strong real growth in gross fixed
capital formation of 7.4%. However, general goveenirinvestments will record a real decrease in
2012 and, at the same time, no significant privsdetor investments are likely due to a poor
demand, diminished availability of capital and det@ated financing conditions, as well as
illiquidity problems in the economy and pessimistxpectations. The aforementioned growth in
total gross fixed capital formation will thus lalgarise from investments of public enterprises. As
regards personal consumption, its mild real fal®B8% is expected, as a result of a real reduction
in the household disposable income on account fofrther fall in aggregate employment, real
reduction in net wages and fiscal consolidation suess, which, among other things, include
reduced compensation of employees and governmamtférs to households. However, it should
be noted here that the projected fall in persooalsamption will be smaller than the projected
reduction in household disposable income, whiclkjntp into account the existing level of



household sector indebtedness, its pessimistic céxjp@ns concerning the future dynamics of
income and uncertainty regarding the interest aa#@ kuna nominal exchange rate movements,
also implies a further real fall in accumulated $@hwold assets, since it is not likely that marginal
propensity to consume will significantly rise. Thwojected real decrease in government
consumption of -2.4% in 2012 is in line with thepi@mentation of fiscal consolidation and it
primarily relates to a reduction in compensationenfployees and intermediate consumption of
general government. A mild positive contributioneiconomic growth of 0.1 percentage point in
2012 will come from changes in inventories. In 2042mild real growth in exports of goods and
services of 1.1% is expected. An increase in gexg®rts will be restricted by, in addition to the
previously mentioned fundamental problems, a poaeign demand, without expecting a
significant outturn of exports of services, dudhe unfavourable base effect and a poor dynamics
of disposable income in major outbound markets. &l@®, cost and price competitiveness of the
Croatian exports, which, as a reflection of streaftudeficits and imbalances in the domestic
economy in the previous period, also prevented eermdgnamic export growth, should record a
certain improvement, among other things, on accafnt reduced rate of contribution for
compulsory health insurance in 2012. An increasemiports of goods and services of 1.5% in
2012, mainly relates to imports generated by thevipusly mentioned launching of the public
investment cycle. Consequently, a slight negatigetrdution of net exports to the economic
growth is expected in 2012.

As regards the remaining part of the projectionqukracceleration of economic activity growth to
1.5% is expected in 2013 and to 2.5% in 2014. Gnasvth should reflect, to a large extent, a
contribution of exports of goods and services, whsrin 2014, a more significant contribution of
domestic demand to economic growth is expected el towever, it should be noted that a
portion of a fall in economic activity in the prewvs period also reflects a reduced level of paaénti
output due to a loss of a part of production capecand decreased capitalisation of the economy,
together with a diminished availability of foreigrapital. Accordingly, taking into account the
current cyclical position of Croatia and of theergnt foreign economies, as well as all the
previously mentioned structural disturbances ofdbeestic economy, together with the level of
underutilisation of the existing economic capacttye indicated projections imply an imminent
stabilisation of international macroeconomic coiodis, quick implementation and effects of the
planned structural reforms and favourable movemiaritse sphere of economic expectations.

As regards the labour market in 2011, a fall induatForce Survey employment of 3.1% and a rise
in the Labour Force Survey unemployment rate t8%3are estimated. As a result of the described
movements and a real GDP growth, a rise in theagestabour productivity will accelerate to
3.6%. As a result of a faster growth in labour piidvity than the increase in nominal gross
wages, a reduction in the unit labour cost is etgeben 2011, which would, nevertheless, be
somewhat slower than in the previous year. Sincevery of employment will leg behind the
recovery of economic activity, 2012 is expected dee a continuation of unfavourable
developments, though at a rate slower than in teeigus years, and a gradual improvement in
labour market indicators by the end of the yearcokdingly, a reduction in Labour Force Survey
employment of 1.3% is expected in 2012, as wellaagrowth in the Labour Force Survey
unemployment rate to 14.0%. The projected stagmaticnominal gross wages and the growth in
average labour productivity will result in furthexduction in the unit labour cost. Net wages will
record a moderate real decrease, which will, neeétss, be somewhat smaller compared to gross
wages as a result of the legislative changes isysem of income taxation. As of 2013, negative
developments on the labour market are expectedido More specifically, an increase in Labour
Force Survey employment of 0.1% is projected fdtZ@nd its acceleration to 0.8% for 2014 with
the Labour Force Survey unemployment rate remaiainthe previous year’s level in 2013 and
decreasing to 13.4% in 2014.
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The described projections are exposed to certdgrnal and external adverse risks. First, the
projected economic growth in 2012 rests on therapion that a strong real growth of gross fixed
capital formation of public enterprises will be asfed, and a failure to realise that assumption,
whether due to financing difficulties, or due toaohes in the time frame, could threaten the
projected economic activity growth. In addition,certainty concerning the banks’ propensity to
grant loans to domestic sectors, and the conditafnénancing and refinancing of economic
sectors in general, is still present, which is large extent related to development of the sitwati
on foreign financial markets and internal factossaeell. Furthermore, more adverse labour market
movements the than those projected would have phcation on personal consumption dynamics,
fiscal consolidation process and quality of assdtdhe domestic financial system, and as a
consequence, on the overall economic activity. @ooson activity, and thereby investment
activity and the financial sector as well, will B#ected by further developments on the real estate
market, concerning the demand dynamics and movemehtthe equilibrium price. More
unfavourable movements in the international envitent compared to the expected ones, and
primarily more pronounced recessionary movementsha EU Member States, represent an
external risk, which would affect Croatia mainlydbgh decreased availability of foreign capital
and weakening of foreign demand for domestic g@wkservices.

2.2.2 Inflation

The average growth of consumer price index of 2igléxpected in 2012. Inflation movements will
be determined by subsiding imported inflationarggsures, weak personal consumption, further
weakening of domestic cost-driven pressures oneprind by the envisaged economic policy
measures. More specifically, it is expected thatrtht effect of the increase in VAT rate from 23%
to 25% in March 2012 and the decrease in VAT rateertain products from 23% to 10% in the
same month will be, at the yearly level, partly agled by the decrease in the rate of contribution
for compulsory health insurance from May 2012. Ab#t rate of inflation at the level of 2.5% in
2013 and 2.4% in 2014 is expected in the forthcgrpieriod.

Table 1: Consumer Price Index (average year-on+ges of change, in %)

2010 2011p 2012p 2013p 2014p
CPI, PEP 2011 - 2013 1.1 2.2 2.5 2.5 -
CPI, PEP 2012 - 2014 1.1 2.3 2.4 2.5 2.4

Source: CBS, MF

As regards risks for the inflation projection, agkx reduction in personal consumption than that
expected, for instance, due to more serious diahgds on the labour market or more pronounced
pessimistic expectations of households, would emeedeflationary pressures from the demand
side, which would make the growth in consumer rilmaver than it was projected. On the other
hand, stronger transmission of the previous inereasthe price of raw materials on the world
market on domestic prices, new price shocks ongtbhbal markets of primary raw materials,
mainly oil, greater increases in administrativec@si or stronger depreciation of the domestic
currency than that assumed, could lead to a higleesumer price inflation relative to the
projections.

2.2.3 Monetary and Exchange Rate Policies

Monetary policy pursued by the Croatian NationahB#& based on maintaining stability of the
exchange rate of the kuna against the euro as #we mominal anchor for achieving its primary
objective — maintenance of price stability. Theichmf such a monetary policy reflects the main
characteristics of the Croatian economy. More d$jpatlly, Croatia is a small and open, highly
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euroised economy, with a high level of external tdethere the stable exchange rate of the
domestic currency is the assumption of the ovenaltroeconomic stability.

The period following the outbreak of the globalaintial crisis was marked by increasingly poorer
inflow of capital from abroad. In view of the despments on the world financial market, it is
realistic to expect that inflow of capital from abd will remain limited. In such conditions,
maintenance of the exchange rate stability becomesee and more demanding, with fiscal
consolidation and implementation of structural refe in the real sector becoming the assumptions
for achieving growth in the Croatian economy.

Therefore, it is expected that the exchange ratbeokuna against the euro remains stable until the
end of the projection period. More specificallye taverage exchange rate is projected at the level
of 7.47 HRK/EUR in 2012 and 7.48 HRK/EUR in the niexo years.

2.2.4 External Sector and its Medium-term Sustainability

The recent outturns in October and November 2011t po unfavourable developments in trade in
goods in the last quarter. More specifically, expoecorded a year-on-year decrease which was
substantially stronger than the fall in importsefidfore, a stagnation of exports and a decrease in
imports of goods is expected in 2011, which shonfldience on further reduction of the negative
balance on the goods account.

Although exports of goods will rise gradually urnthie end of the projection period, it is unlikedy t
reach the pre-crisis growth rates. Implementatiostructural reforms, together with strengthening
of cost and price competitiveness, would be a presgte for its more significant growth.
Otherwise, the market share of Croatian exporteenworld market, which has been stagnating for
the entire decade, is unlikely to increase. As négaompetitiveness of the domestic exports,
movements in the real effective exchange rateh@fkund over 2010 and 2011 pointed to an
improvement of its position in the foreign markeut it did not have a particular effect on exports
results. In 2012, continued depreciation of thé effactive kuna exchange rate is also expected, as
a result of a mild nominal effective depreciatioda slower growth in domestic consumer prices
relative to those in the principal trading partfietdowever, as early as in the coming years, an
increase in domestic prices could be somewhat nmuomounced, threatening thus price
competitiveness of domestic exporters.

In addition to trade in goods, trade in servicesvislently likely to contribute to the improvement
of the current account balance in 2011, primarilyagcount of tourism revenues which, according
to the available data for the high tourist seasose considerably relative to the same period ®f th
previous year. In that regard, the number of alsivacreased and the average consumption of
foreign tourists recovered to a certain extent. @y, such a revenue growth dynamics is not

® Real effective exchange rate of the kuna is a hieitygeometric average of bilateral nominal exckamages of the
kuna against the selected currencies of the mauting partners, adjusted for the appropriate ralgpirice or cost
indices (i.e. the ratio of the price or cost indaxthe trading partners to domestic prices). Thaencies of the
principal trading partners and their weights aréederined on the basis of the structure of imporid axports of
manufactured goods, the weights reflecting diregidrt competition, direct export competition angh@st competition
in third markets (for details see Box 2 of the C&lBulletin No. 165). The group of countries forrfong the real
effective exchange rate of the kuna comprises &@irtig partners (Austria, Belgium, France, Germdtaly, the
Netherlands, Slovenia, Spain, Czech Republic, HyngRoland, Sweden, Great Britain, the USA, Japad a
Switzerland). The real effective kuna exchange satées are based on fixed weights as they ardesiamal practical to
use in calculations.

® Projections of exchange rates and consumer priceshe principal trading partners are taken ovenf the
publications Consensus Forecasts and EU Commigsimtast.
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sustainable in the mid-term, especially if politigastabilities in the competitive destinations of
southern Mediterranean are resolved and the reaoecic growth in the main outbound markets
decelerates. It cannot be expected that volumecatalis in tourism will grow at a quick pace
within the present tourism capacity and without mgknajor investments.

In 2011, income account deficit will probably exddbe last year's outturn, primarily due to a rise
in interest expenditures. Expenditures arising ffoneign direct investments (dividends paid out
and retained earnings) are also likely to grow.tie forthcoming period, similar trends are

expected and the increase in interest expenditcoesd even become sharper, provided that
uncertainty concerning the resolution of the delsi<in the eurozone continues or provided that
the Croatian credit rating deteriorates.

It is estimated that the surplus in the curremigfars account in 2011 could be below that in the
previous year, due to reduced central governmeméntgees. Private sector revenues show
stagnation, reflecting uncertainty in the EU ecoresrirom where most of the current transfers to
households originate. By the end of the projectienod, recovery of revenues is envisaged owing
to the accession to the EU and the associatedféran® domestic sectors. Nevertheless, after

joining the EU, increased expenditures should lpeeted due to the contributions to be paid to the
joint EU budget.

In general, the current account of the balanceagfents could improve additionally by the end of
2011, so the surplus of approximately 0.2% of th@guted GDP is expected for 2011. Under the
2011 PEP, a considerably less favourable balaBcg&%-of GDP) was projected, which was in line
with the expectations at that time of a signifitafidster economic recovery and strengthening of
the import demand. Except from a mild decreaseuiplss in 2012, a gradual increase in positive
balance on the current account to the level of 1oi%he projected GDP is expected towards the
end of the projection period.

Figure 2: Current Account of the Balance of Paymsent
2 L ____________

as % of GDP

2004 2005 2006 2007 2008 2009 2010 2011p 2012p 2013p 2014p

Source: CNB, CBS, MF

Mid-term and long-term sustainability of the curtr@acount balance is largely determined by the
implementation of structural reforms and a gradiisngthening of competitiveness of goods and
services exports. A moderate growth in interesteeggures, which could, in case of significant
deterioration in external financing conditions, #x& strong pressure upon the new growth in
deficit, is also a prerequisite for a sustainab#daibce of payments position. In that context,
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sustainable fiscal position has an important rafggcting both the possibility of accession and the
financing conditions on the international capitariet.

As of the onset of economic crisis, a strong cativa in current account deficit has been
accompanied by a sharp contraction in capital wdldboth equity and debt.

By the end of the 2011, foreign direct investmdmiudd reach a maximum of EUR 0.9 billion,
mainly owing to retained earnings. That amount tops by one third the outturn in 2010
(excluding the effect of round trippifig exclusively due to a somewhat smaller delevaagiith
respect to affiliated companies. Although the expedirect equity investments at the entire 2011
level are at the previous year’s level, it shoutdnbted that, according to data for 2011 availaple

to this time, only a smaller portion of the receifands was invested in new production capacities,
while the greatest portion was used for repayintereal debt or the owners converted debt
receivables into capital, which also increasedstioek of direct investments. If such transactions
are excluded, 2012 should bring positive moves$oaljh a more intense growth in investments
will be conditional on the elimination of a rangé abstacles that are currently present on the
domestic market. A certain incentive for investasch as a completion of negotiations with the
EU, could raise direct investments to approximad&yof GDP in the mid-term.

As regards external borrowing by the end of 20hg&, ¢entral government, following the bond
issue in July, should not generate any further dedbivth and the same holds true for corporates,
whereas banks are expected to increase slightiyftreign liabilities. The debt stock in relatiom
affiliated companies should be reduced, after cdamg a part of debt receivables into equity
capital. Total external debt of the Republic of &ra would thus amount to EUR 45.8 billion at the
end of 2011, with relative indicators standing ratuad 99% of GDP, or 256% of exports of goods
and services. Primarily related to the general gowent sector and public enterprises, an increase
in external debt and a rise in the relative indicaif external indebtedness to approximately 100%
of GDP are expected in 2012. The relative indicatof gross external debt could gradually
improve towards the end of the projection periodhi® level of around 95% of GDP, or 236% of
exports of goods and services.

A strong borrowing of the public and private sectmcompanied by an inflow of direct investment
and an increase in the value of companies in fareignership in the years before the economic
crisis, resulted in a considerable deterioratiothef Republic of Croatia’s international investment
position. Nevertheless, in the period of crisi® thalue adjustment of the companies in foreign
ownership took place and the trend of heavy bomgvidy domestic sectors was mitigated, so that
the international investment position indicatorchsteady at the level of approximately -92% of
GDP. In the mid-term period, a further stagnatioronly a mild deterioration of the Republic of
Croatia’s investment position is expected, which primarily depend on the position of the public
sector. The investment position of the private e unlikely to change substantially, since the
market value of direct investments will recoverwstowly from the crisis adjustment, whereas
external debt is likely to stagnate or even dectmiglly. Despite stabilisation, the present level o
net foreign liabilities, where debt liabilities aprevailing, exposes the country to high risks,
especially in the context of poor economic growtld anon-competitive exports, as well as a
possible worsening of the financing conditionsha forthcoming period.

In the previous period, negative international stweent position of the domestic sectors has been
mitigated, to a large extent, by international ress, which can be assessed, according to the

" Transactions related to direct round-tripping @ up of companies within the related group) meslthe total
stock of direct investments in Croatia in 2010 bhyRE0.4 billion. Winding up of these companies reslilin the equal
reduction in Croatian direct investments abroadhabthe overall effect on the financial accouasweutral.
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relative indicators, as being adequate. Provided the preconditions for a return to positive
economic growth rates are ensured and the accdhe iaternational capital market retained, the
relative indicators of international reserves a@eyushould gradually improve in the mid run.
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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 context of greater uncertainty and riskhat ¢jlobal and domestic level, in the forthcoming
mid-term period, the key challenge of the econoputicy is preservation of macroeconomic

stability and creation of conditions for recoverydastable economic growth. Fiscal policy in the
forthcoming mid-term period will be based on thm@éciples: 1) creation of preconditions for

reviving the economy, primarily through the investih cycle and the improvement of business
conditions, 2) sustainability of public financesaocordance with the Fiscal Responsibility Act, 3)
focusing on the protection of socially most vulri@eagroups of society.

The aforementioned three principles of fiscal pohill be implemented on both revenue and
expenditure side of the budget. Accordingly, selvaraasures are being prepared at the revenue
side. For the purpose of a further strengthenintaimhess in taxation of income from labour, the
level of basic personal allowance will be raisexd, brackets will be changed, whereas the tax rates
themselves will remain the same. The contributiate for compulsory health insurance, paid by
employers on gross salary of their employees weltdduced by two percentage points, which will
improve cost competitiveness of the economy amdustite employment. The new general value-
added tax rate of 25% will be introduced and a lora&e will also apply to certain groups of goods
and services that represent a heavier burden Jatives terms, for citizens with lower income. In
order to make the value-added tax system morenadtiand transparent, the abolishing of input
VAT in receipts for representation expenditure axgenditure related to cars, airplanes, vessels,
etc. usage is proposed. In the forthcoming petioel revenue side of the budget will be marked by
further rationalisation of non-tax levies burdenigtrepreneurs and revenues that are under the
influence of further harmonisation of the RepulolicCroatia with the European Union.

The measures on the expenditure side of the bwdgjgirimarily be directed at improving fiscal
imbalances and ensuring a sustainable level ohding in presently still unfavourable financial
and economic conditions. In adjusting expendittioethe realistic framework, apart from savings,
additional space should be provided for certaiegaties of expenditure in the forthcoming years.
This primarily relates to interest expenditure, exghiture arising from pensions and contributions
that the Republic of Croatia will have to make ke tEU budget. Accordingly, observing the
provisions of the Fiscal Responsibility Act, as Masd the need for closing the fiscal gaps, savings
must be made in other groups of expenditure, whasecrucial to implement structural measures
and reforms.

Consequently, an accelerated closing is expectdteofiscal gaps that have been present in the
past several years as a direct consequence ofsadgeonomic developments. Apart from deficit
reduction, one of the most important objectivemifalt the growth and then reverse the trend of
the public debt share in the gross domestic prodaicie. For the described fiscal policy orientation
to be successful, it is extremely important to iempént the Fiscal Responsibility Act in practice.

3.1.2 Actual Balances and Medium-Term Perspectives

Recent Movements in the Consolidated General Govenment Budget

Fiscal developments in the previous period werengrily determined by the adverse economic
developments which were felt especially on the meeeside of the budget, as a result of which the
share of consolidated general government in GDP redisced from 39.1% to 37% in the 2008-

2010 period. At the same time, the expenditure sfdmnsolidated general government increased
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from 40.4% of GDP in 2008 to 41.9% of GDP in 20T@e aforementioned impact of the crisis
deepened fiscal imbalances, so that consolidatedrgkegovernment budget deficit, in accordance
with ESA 95 methodology, rose from 1.4% of GDP 002 to 4.1% of GDP in 2009 and 4.9% of
GDP in 2010. In 2011, further increase in genemlegnment deficit was planned, which was
primarily a result of changes on the revenue sidéh® budget, demonstrating their full effect in
2011. More specifically, during 2010, the state dmtdecorded on the revenue side a considerable
amount of receipts based on tax debt from the pusvperiod and the revenue side of the budget
also contained in that year a special tax on ssapensions and other receivables, which was no
longer in force in 2011. In addition, in 2011, twbole-year effect of changes in the income tax
system from mid-2010 was present, which also reduh a lower level of income on that basis
compared to 2010. Expanding of deficit also conted to a growth in public debt, reaching from
29.2% of GDP in 2008 the level of 41.3% of GDP @1Q.

In the forthcoming mid-term period, further fis@nsolidation will be the fiscal policy objective,
together with a continuation of structural reforamgl alignment in the EU accession process.

Medium-Term Fiscal Projections
Consolidated General Government Revenue

The consolidated general government revenue plar20&@2 and projections for the 2013-2014
period are based on macroeconomic assumptionkdaaforementioned period, changes in the tax
legislation, further harmonisation of Croatian Bgiion with the EUacquis communautairand a

full EU membership of the Republic of Croatia ad afuly 2013.

As regards the changes in the tax legislationimgortant to note the changes in income taxation,
value added tax and contributions. By the amendsnnthe Income Tax Act, which enter into
force on 1 March 2012, the level of basic persailalwance is raised from HRK 1,800 to HRK
2,200, the level of personal allowance for pensisns raised from HRK 3,200 to HRK 3,400, tax
brackets are changed, but the rates at which dkigstpaid remain unchanged. More specifically,
under the new legislative amendments, income tdavied at a rate of 12% on the amount from
the taxable income to the amount of the basic patsallowance, at a rate of 25% on the taxable
income difference from the amount of the basic ek allowance to the quadruple basic personal
allowance and at a rate of 40% on the taxable ircabove the quadruple amount of the basic
personal allowance. Accordingly, an increase inwages for lower income groups is provided,
and a reduction in net wages for higher income ggpwhich also contributes to progressiveness of
taxation. It is expected that revenues from incdme wouldn’t significantly change under the
aforementioned legislative changes. Namely, amentbme the Income Tax Act resulting in the
increased level of basic personal allowance, thel lef personal allowance for pensioners, and tax
brackets, will lead to decrease of revenues froronme tax, while taxation of dividends, shares in
profit, pension supplements and pensions from awot led to increase in this kind of revenues.

The amendments to the Profit Tax Act introduceg#ilon to pay tax after deduction on dividends
and shares in profit. It is estimated that accgdathis legislative change revenue will increbge
approximately 0.06% of GDP on annual basis. Funtibee, amendments refer to decreasing
taxable base in proportion to the part of the prathieved and put into the fixed capital of the
company, in accordance with special provisionse# from these amendmends are estimated to
ensure continuity of revenues on this basis.

The amendments to the Act on Contributions willuesl the rate of contribution for compulsory
health insurance by two percentage points, i.enfi®% at present to 13%. This will ensure lifting
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of a tax burden off the gross labour cost, whicbng of the measures for a more stimulating tax
system in terms of the labour cost, and it wilbatentribute to the competitiveness of the domestic
economy. The effect of income reduction on thisdasestimated at around 0.7% of GDP at the
annual level. The amendments to the Act on Cortioha will be in force from 1 May 2012.

Changes in taxation will also encompass the mgsiifsgiant tax revenue, the value added tax. As
of 1 March 2012, the new general value added texoh25% will enter into force, implying the
increase of VAT general rate of two percentage t8oi@iven the regressive nature of this tax form,
there is intention to make some changes in theyatem in order to ease the effect of the changes
for lower-income categories of population. In tregpect, instead of the present 23%, the VAT rate
of 10% will apply for individual products and sergs, such as edible oils and fats of vegetable and
animal origin, children’s food and processed fooddhildren and infants on the basis of cereals,
supply of water, except bottled or otherwise paekiadrinking water, white sugar from sugar cane
and sugar beet. Furthermore, in order to achiesatgr rationality of the VAT system, abolishment
of input VAT deduction is stipulated for acquisitiand renting of vessels for entertainment,
airplanes, personal motor cars and other typesecfopal transport, including acquisition of all
goods and services in relation to of the aforenoeetil goods. Furthermore, complete abolishment
of input VAT deduction is stipulated for acquisiiaoof goods and services for the purpose of
representation. These provisions would simplify fitecess of determing the tax obligation,
decrease tax evasion and also ensure the inflofunafs in the state budget. Analyses estimate
annual effect of all changes in the framework of Vikaw to approximately 0.9% of GDP.

Assistance directly related to the use of the E&}gmcession and accession funds, also represents
an important category of revenues, the significavicevhich is growing towards the end of the
medium-term period. It is estimated that these maes will record a change from approximately
0.5% of GDP in 2012 to 0.8% of GDP in 2014.

Apart from the described changes, certain changealao planned at the level of 2012 regarding
the non-tax levies, in order to improve competitiess, i.e. lift the tax burden off entrepreneurs an
investors. A 50% reduction of water contributiontiis being proposed, which represents a
revenue of Hrvatske vode (Croatian water manageownpany) , as well as a 50% reduction of a
fee for using forest functions of general use, Wwhga revenue of Hrvatske Sume (Croatian forest
management company), as well as the abolishmeah ohdirect part of the monument annuity.
The overall estimated annual effect of these narekenges is about 0.1% of GDP.

Accordingly, in 2012, total consolidated generalgmment revenues are planned at the level of
35.7% of GDP, they are projected at the level ol35of GDP for 2013 and at the level of 34.6%
of GDP for 2014. Revenues from value added taxesst the most important budget revenues,
which will average around 11.6% of GDP in the oledr medium-term period. Indicated
legislative changes also have significant impactposjected movements of the revenues in the
mid-term period. The share of income tax revenodbke value of gross domestic product will thus
move at the average level of 2.6% until the endhef observed period. Profit tax revenues are
projected to average around 2.2% of GDP at the gan®e In accordance with the medium-term
projections, revenues from special taxes will beawrrage around 3.2% of GDP. Revenues of
customs and customs duties are expected to gradiesdtease their share in GDP and projections
imply the decrease from 0.5% of GDP in 2012, 0&%DP in 2013 to 0.2% of GDP in 2014.

Revenues from social contributions represent tloerse most important group in the structure of
revenues. The aforementioned legislative changeB wgive significant contribution to
developments in this area. According to the prajest the share of social contributions in the
value of gross domestic product will decrease fa19% in 2012 to 10.2% in 2014.
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As regards other budget revenues, revenues froamdial assets has are projected to decline in
nominal terms in 2012, primarily on account of tlevenues on the basis of the Republic of
Croatia’ ownership in individual companies. Nomidakcrease of these revenues in 2012 is linked
to the effect of 2011 base period, during whicm#igant revenues were realised. Intention is to
encourage investment in these companies and thius absorb this kind of revenues into the state
budget.

Consolidated General Government Expenditure

In the following three-year period, consolidatethg@l government expenditures will continuously
decrease their share in GDP, thus contributing tong-term sustainability of public finances.
Rationalisation of the expenditure side of the midgpresents the key prerequisite in terms of
achievement of fiscal sustainability in the unfaradle economic conditions. Accordingly, taking
into account widening of fiscal imbalances in tlastseveral years, a need for complying with the
Fiscal Responsibility Act and returning of publindnces to a sustainable footing, it was important
to identify significant savings that could be maatethe expenditure side of the budget. For 2012, a
reduction in general government budget expenditofe®.9 percentage points of GDP is thus
projected, i.e. from the planned level of 41.49%2@11 to 39.5% in 2012. The most important part
of the general government budget, i.e. the statigédt, records a nominal decrease in expenditures
in almost all categories, whereas expendituresngrisom interests and pensions are the most
significant expenditures which record a year-onrygr@wth. The projections for 2013 and 2014
show a further reduction in general government budgpenditures, of 1.2 percentage points of
GDP annually, or from 38.4% in 2013 to 37.2% in £0vhich is also in compliance with the
provisions of the fiscal rule set out in the FisRalsponsibility Act.

The most significant group of general governmerddgat expenditures are social benefits which
will see a steady decline in their share in GDPr dlve next three-year period, from 13.1% in 2012
to 12.1% in 2014. The developments in these expamedi are largely determined by developments
in the major categories of social benefits, mosably expenditures for pensions and health care.
In 2012, the adjustment of pensions to the consuymee index and gross salaries, which was
absent in the past two years, will be carried @st,provided for by the law. An additional
expenditure of about 0.1% of GDP is envisagedHat purpose. On the other hand, outlays in the
health care sector will continue to be influencedfbrther implementation of the health care
reform, particularly in primary and secondary healare, which is aimed at sustainability of the
health care system financial stability. This catggaf expenditures also encompasses other types
of social benefits, such as child allowance, matgaillowance, active employment policy, etc.

Compensation of employees in public and state adtration, in terms of its share in total
expenditures, makes up the second largest expemditum of the general government budget. The
amount of these expenditures will largely be deteech by developments in the number of civil
and public servants. It should be noted that measare being taken to carry out rationalisation of
these expenditures, relating to special supplentensalaries, part time work, overtime work and
special working conditions, by means of which sgsiof about 0.6% of GDP could be made at the
annual level. The share of compensation of empoye&DP is projected to move from 9.7% of
GDP in 2012 and to 9.0% of GDP in 2014.

Expenditures for intermediary consumption whichatelmostly to expenditures for goods and
services earmarked for compensation of employeaserial, energy and services are expected to
average 4.3% of GDP over the mid-term period. Thgimamics will largely be determined by
activities and projects financed under EU pre-agioesand accession assistance programmes,
since the majority of the EU related projects awctlvdies are reflected through this group of
expenditures.
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The share of expenditures for subsidies in theevaluGDP will decrease from 1.9% of GDP in
2012 to 1.8% of GDP in 2014. The greatest savingsbe made in subsidies to agriculture and
Hrvatske Zzeljeznice (Croatian railways), the annogbact of which is, in general, estimated at
around 0.3% of GDP. By the time of the EU accesdiom entire system of subsidies in agriculture
will have to be reviewed, which will make the agttaral sector more ready and competitive in
view of the EU membership. As regards the subsideesHrvatske Zeljeznice, accelerated
implementation of structural reforms is requiradprder to achieve increasingly small reliance of
railways on the state budget and contribute tongtieening of their competitiveness.

The expenditures for property income in the forthow period will be determined by the

developments in interest expenditures. More spadifi, under the influence of developments in
financial markets and the total needs for budg®tricing due to a rise in fiscal deficits, in the
previous years, interest expenditures recordeddgtaaminal increases. Their further growth of
around 0.1% of GDP is projected for 2012 as wdlleSe expenditures will average 2.0% of GDP
over the next three-year period.

Other current transfers, which comprise currenbgrand current donations, are projected at 1.3%
of GDP in 2012, 1.7% of GDP in 2013 and 2.2% of GBR014. This category of expenditures is
partly determined by the contribution of the Repuloif Croatia to the EU budget, amounting to
around 0.4% of GDP in 2013 and 0.9% of GDP in 2@4dpital transfers, which include capital
grants and capital donations, are expected to geetat% of GDP in the observed medium-term
period.

Expenditures for gross fixed capital formation coisg net expenditures for the acquisition of
fixed assets, strategic inventories and valuableégse expenditures are planned to range from
1.6% of GDP in 2012 to 1.5% in 2014, and will ldyglee determined by activities associated with
capital investments in health care, social welfacgence, education, judiciary, etc.

Net lending/borrowing

For the purpose of ensuring the basis for a fuaisréast economic growth as possible, changes in
the revenue policy of the budget play an importate, whereas savings on the expenditure side
should allow for closing of a part of fiscal imbates and create a path for sustainable, financially
acceptable sources of financing and a possibifisettling financial liabilities.

Accordingly, the planned fiscal consolidation i florthcoming medium-term period will result in

a reduced share of budget expenditures in GDP ceedoonsolidated general government deficit
and in stabilising and reversing the trend of atiooiwus increase in the share of public debt in
GDP, the beginning of which is expected after 20b4the mid-term period, a decrease in net
lending/borrowing of general government is expedteth 3.8% of GDP in 2012 to 3.3% in 2013

and 2.6% of GDP in 2014. The largest contributiorinis will be made by the budgetary central
government, which will in 2012 record a deficit 8% of GDP, compared to 2.8% of GDP in
2013. Towards the end of 2014, budgetary centra¢igonent deficit is planned to be additionally
reduced to 2.2% of GDP. As regards movements inlemeting/borrowing of other levels of the

general government budget, extrabudgetary users thedunits of local and regional self-

government will retain the same level of deficiteovthe entire medium-term period, averaging
0.2% of GDP.
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Table 2: Revenue, expenditure and net lending/long of the General Government 2010-2014
according to government level

ESA 95 % of GDP 2010. 2011.p 2012.p 2013.p 2014.p
Budgetary central government - unconsolidated

TR Total revenue 321 31.2 31.0 30.5 30.1

TE Total expenditure 36.9 36.0 34.3 33.3 324

B.9 Net lending/net borrowing -4.8 -4.9 -3.3 -2.8 -2.2
Extrabudgetary users - unconsolidated

TR Total revenue 1.5 15 1.5 14 1.4

TE Total expenditure 1.6 1.9 1.7 1.6 1.5

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

TR Total revenue 4.5 4.2 4.2 4.1 4.0

TE Total expenditure 4.5 4.5 4.4 4.3 4.2

B.9 Net lending/net borrowing 0.0 -0.3 -0.2 -0.2 -0.2
Consolidated general government

TR Total revenue 37.0 35.8 35.7 35.1 34.6

TE Total expenditure 41.9 41.4 395 38.4 37.2

B.9 Net lending/net borrowing -4.9 -5.5 -3.8 -3.3 -2.6

Source: MF

Financing of the general government budget

As regards budget financing, it should be noted tidening of fiscal imbalances over the past
few years, together with the needs for repaymentldfdebts, called for large financing needs,
which was reflected in the price, maturity and &lality of sources of financing on the domestic
financial market. On the other hand, consideraldeds for financing on the foreign financial
markets had an impact on strengthening of exteralerability of the country. Increased needs
for financing in the previous periods were alsde@kd in a significant rise in interest expenditur
and public debt. Accordingly, fast closing of fiseabalances represents a priority in terms of
sustainability of public finances, whereas stimolatof economic growth is an absolute priority in
mitigating the effects of the previous unfavouradtenomic developments.

Developments in total needs for financing over adioma-term will be determined by
developments in the fiscal balance, expected dpweats in financial assets and liabilities
maturing during that period. The financing policythe forthcoming period will be characterised
by reduced needs for financing, primarily as a ltesfua decrease in fiscal deficit, while financing
itself will be distributed into domestic and foreigources of financing, in the ratios that will
produce most favourable economic effects bothrimseof the general situation and conditions on
the domestic financial market and in terms of exdeexposure. As regards positive implications
on financing and dynamics of public debt, speampbkasis should be made on the significance and
need for privatisation receipts in the forthcomipgriod, where around 0.6% of GDP from
privatisation is expected at the level of budgetzgtral government in 2012, and around 0.2% of
GDP on average in the following two years.

The bulk of the required general government budigancing in the forthcoming period is at the
level of budgetary central government and it shdaddstressed that the level of financing covers
net lending/borrowing and repayments of public ceeldl net changes in financial assets. It should
be noted that most of the maturities of the lidiledi in the 2012-2014 period relates to four bond
maturities, three domestic and one foreign. Twthefdomestic bonds are denominated in euro, the
first in the amount of EUR 500 million and the sedon the amount of EUR 650 million, whereas
the third bond is denominated in kuna, in the amadd.0 billion. The foreign maturity relates to
an eurobond worth EUR 500 million, maturing in 20B3 regards loans, the biggest maturities
during the observed period relate to maturing syated loans issued on the domestic financial
market.
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Table 3: Overview of bond maturities of the Repalboli Croatia in the 2012-2014 period

Amount (In Date of
Interest rate

Bond Date of issue

million) maturity
DOMESTIC BONDS
Series 03 D-12 23.5.2002 500 EUR 6,88% 23.5.2012
Series 11 D-13 11.7.2006 4.000 HRK 4,50% 11.7.2013
Serija 05 D-14 10.2.2004 650 EUR 5,50% 10.2.2014
FOREIGN BONDS
Euro - EUR VI 2014 15.4.2004 500 EUR 5,00% 15.4.2014

Source: MF

3.1.3 Estimate of the Cyclically Adjusted Primary Deficit

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

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

Figure 3: Deviations of GDP and Personal Consumgtioam their Trend Values

%
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Source: MF

8 Bouthevillain et al., (2001),Cyclically Adjusted Budget Balances: An Alternatipproach* European Central
Bank Working Paper Series, No. 77.
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The elasticity of individual cyclically sensitive omponents relative to their respective
macroeconomic bases was calculated using the fioljpaconometric model:

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

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

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

The cyclical component of the chosen revenue 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 actual budget balance and the cytladahce. The primary deficit of the consolidated

general government is used for the calculationtroictural budget balance, as the expenditures for
interest are not solely the result of current figedicy.

Figure 4: Primary Balance and Cyclically Adjustedrary Balance

% of GDF

I Cyclically Adjusted Primary Balance
—o— Primary Balance

Source: MF

The evaluation of the fiscal policy character, takinto account the imperfections of the Hodrick-
Prescott filter, indicates that fiscal policy hdmnged its cyclical characteristics many timeshin t
analysed period. Pro-cyclical fiscal policy is cheerised 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 exsive fiscal policy in the period of
underemployment and restrictive fiscal policy iretperiod of overheating of the economy.
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Restrictive fiscal policy in a year is defined agealuction and expansive fiscal policy as an
increase of the cyclically adjusted primary fisdaficit relative to the previous year.

The ratio between expansivity or restrictivity edfdal policy and the output gap in the 2004 to 2011
period indicates pro-cyclical character of thedigoolicy in the period 2004-2007 and anti-cyclical

character of the fiscal policy in 2008-2011. Basadprojections for 2012-2014, the output gap is
expected to be slightly negative with pro-cyclichlaracter of the fiscal policy in the years 2012
and 2013, and slightly positive with anti-cyclicdlaracter of the fiscal policy in 2014.

Figure 5: Character of Fiscal Policy

EXPANSIVE FISCAL
POLICY

% of GDP
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Source: MF
Note: Shaded areas represent periods of anti-cycieealfpolicy

3.1.4 Debt Levels and Developments

As described previously, further domestic and dloindavourable economic developments in 2010
reflected on fiscal developments, leading as altrésdurther worsening of fiscal imbalances and
an increase in the nominal amount of public debtvall as its share in GDP. At the end of 2010,
the total public debt reached HRK 138 billion, amtting for 41.3% of GDP. The foreign debt

component accounted for 35.3% and the domesticabebponent accounted for 64.7% of the total
public debt.

The largest share of public debt was created byolamg on the basis of long-term securities, and
then by borrowings through loans and T-bills.

As per government level, at the end of 2010, th& lmi public debt refers to the Central
Government (93.8%), while Extrabudgetary Userslamthl Government units accounted for 4.8%
and 1.5%, respectively, of the total public delite Tentral Government borrowed mostly on the
domestic market, as a result of which the domestioponent of its debt accounted for 64.1% of
the total Central Government debt. The Local Govemt also borrowed mainly domestically,
with the domestic component of the total Local Gawgent debt standing at 83.9%. As regards
Extrabudgetary Users, the domestic component ofi¢ié also prevailed, accounting for 69.8% of
the total debt of Extrabudgetary Users.
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As regards debt currency structure, it should b&ddhat a significant part of the debt is
denominated in foreign currency, with the largdsre of this amount being denominated in the
euro.

In 2011, the Republic of Croatia met its financimgeds on the foreign and domestic markets. In
March 2011, a ten-year bond was issued on the Aarernarket, amounting to USD 1.5 billion, at
a coupon interest rate of 6.375%. At the same twhde this bond transaction was being
negotiated, a currency risk hedging transaction eawlucted and the dollar debt converted into
the euro. Helped by economic recovery, stable treding and completion of EU accession
negotiations, a EUR 750 million government eurol®ometre issued in June 2011, at an annual
coupon of 5.875%, and maturing in 2018. In July R five-year bond of HRK 1.5 billion at an
annual coupon of 5.75% was issued on the domesii&et) maturing in 2016 and a EUR 600
million bond with a currency clause, at an annualpon of 6.50%, maturing in July 2022. In
September 2011, a five-year EUR 260 million loars wigken at a fixed interest rate of 5.5% to
refinance a part of the 1991 bonds for economitrueturing. This helped eliminate unfavourable
borrowing instruments, such as 1991 bonds, fromegowent debt portfolio, in accordance with
the Public debt management strategy 2011-2013.dP#ne total financing needs in 2011 was also
met by means of short-term instruments, in pamicslyndicated loans of domestic banks and T-
bills.

As a result, at the end of October 2011, generaégonent debt stood at HRK 153.7 billion or
44.8% GDP, with the share of the domestic debt aymapt accounting for 66.4% and the share of
the foreign debt component accounting for 33.6%.

Financing policy in the forthcoming period will bsharacterised by reduced financing needs,
primarily as a result of a reduction in the fisdaficit, and will involve both domestic and foreign
sources of financing.

The described fiscal developments will also affadblic debt dynamics, with the key task being to
halt the growth of its share in GDP and bringingutha reversal in its continuous growth trend. As
regards positive implications on public debt finagcand dynamics, note should be taken of the
significance of privatisation receipts and the nfsedhese receipts in the forthcoming period.

The projections of public debt developments indictitat, due to a continuous reduction in the
budgetary central government deficit and the geéngoaernment budget deficit over the entire
mid-term period, the trend of public debt growtleigpected to stabilise in 2014 and to be followed
by a fall in its share in GDP. Faster adjustmest, a reversal in the trend of public debt to GDP
ratio can also be expected, in the case that higfeem planned non-debt financing income
materialises.

Table 4: Public debt development projection

% of GDP 2010 2011* 2012* 2013* 2014*
Public debt 41.3 449 47.2 48.9 49.4
Foreign 14.6 16.9 195 22.0 23.0
Domestic 26.7 28.0 27.8 26.9 26.4
*projection
Source: MF
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3.1.5 Budgetary Implications of Major Structural Reforms

The Pre-Accession Economic Programme for the rfeeetyear period was drafted at a specific
moment if we take into account the political elenticycle in the Republic of Croatia and the
ensuing changes in the priorities regarding keyeouoc policies. The particularity of the moment
arises also from the fact that the Pre-Accessian&mic Programme was being drafted in parallel
with the preparation of the 2012 draft budget tisatargeted towards improving the previously
described conditions of public finances and thedniee a turn in focus of fiscal and economic
policies.

This was recognised in the Programme of the Govenminof the Republic of Croatia which
determines the establishment of an export-orientedpetitive economy based on knowledge that
can ensure growth in value added and employmeniie vdibserving the principles of social
cohesion, as the key economic policy objective. &sesult, the fiscal policy for 2012 and
projections for 2013 and 2014 are based on three pngaciples:

- the creation of preconditions for kick-starting taeonomy, primarily through investment
cycles and improved business conditions;

- public finances sustainability in accordance witld Fiscal Responsibility Act;
- the protection of socially most vulnerable groupsaxiety.

In accordance with fiscal policy orientation, chasgwill be made in budget revenue and
expenditure policy in the forthcoming period, witte aim of achieving positive effects in several
important areas, the fiscal impacts of which argcdbed in the preceding chapters.

On the revenue side, the policies will be targetedards achieving competitiveness of the
domestic economy through lower labour costs fordht&epreneurs as the key players of future
economic growth. To this end, changes were madbea®ystem of contributions on salaries and
reductions in the non-tax burden for the entrepiesaeFurthermore, tax policy changes ensure a
righteous taxation system that will enable a reithstion of tax burden among Croatian citizens
primarily through income tax changes and a redoctiovalue added tax for certain groups of
goods and services which represent a relativelywibeaax burden for individuals with poorer
taxable capacity. The planned significant taxatbproperty, the conditions for which have to be
created, will contribute to a righteous systemasftion that will target more heavily those straita
the society that has bigger taxable capacity.

The measures on the expenditure side reflect thd for a faster closure of fiscal imbalances and
for ensuring a sustainable level of financing inavare currently still unfavourable financial and

economic conditions. This primarily implies the deéor generating large savings through

expenditures rationalisation but at the same timelli also provide room for covering increases in

individual expenditure categories.
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Table 5: Estimated annual effects of the most ingmibudget changes

% of GDP annual effect

REVENUES 0.2
Income Tax -0.01
Profit Tax 0.1
Contributions -0.7
Value Added Tax 0.9
Water contribution -0.04
EXPENDITURE -1.2
Compensation of employees -0.6

of which:

special supplements to salaries -0.3

part time work -0.1

overtime work -0.1

special working conditions -0.03
Subsidies -0.3

of which:

Croatian railways -0.1

agriculture -0.2
Grants -0.1
Social benefits (health care) -0.1
Intermediary consumption -0.1
NET EFFECT ON DEFICIT -1.3
Source: MF

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

Revenue and expenditure projections for the nevdetlyear period were made on the basis of
conservative macroeconomic projections, changeasdividual budget policies and in the context

of EU accession and full membership of the Republi€roatia in the EU. As regards the risks

associated with these projections, the greatestigishat which arises from lower than projected

outturn of real GDP growth due to internal and mxd@éfactors outlined in subchapter 2.2 Mid-term

macroeconomic programme.

A lower level of economic activity than that planeduld have a direct impact on the revenue side
of the budget and in such a case would represesk af possibly wider budget deficit than that
originally planned. The plan of consolidated gehegavernment revenues for 2012 and the
projections for the 2013-2014 period are also baselggislative changes in the system of taxation.
Therefore, there is also the risk that the envidagesitive effects of legislative changes fail to
materialise which may thus lead to a lower levelesfenues than that planned. More unfavourable
developments in the labour market than those egedavould also pose an additional risk.

Looking at the expenditure side of the budget,h@a nhext three-year period we expect to see a
continual reduction in the share of general budpgtenditures in GDP. It should be noted that
contribution to this objective will also come frooompliance with the fiscal rules of the Fiscal
Responsibility Act, which provides for an annualuetion in the general government deficit of at
least 1 percentage point of GDP. Significant saving the expenditure side that are associated
with structural reforms have also been envisagedhe next three-year period. There is a risk,
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therefore, that key structural reforms fail to miése in accordance with the planned dynamics
and a risk of failure to comply with the provisiooisthe Fiscal Responsibility Act.

Should the risk of a higher budget deficit thart tvéginally planned materialise, this would lead t
negative effects in public debt developments thaild, due to higher financing needs, grow above
the level planned under the central projection. Kiog at the possible negative implications on
public debt developments over the next three-yeaio@d, special account should be taken of the
risk posed by a significant change in the excharge of the domestic currency, given that a
considerable share of the total public debt is danated in foreign currency. Activation of
contingent liabilities, or guarantees, would aksad to a growth in public debt level over a medium
term. Significant fiscal risks, in the case of hat worsening in the conditions on the financial
markets and smaller capital availability, couldoalge in increased debt repayment burden and
interest accruing, that would put greater pressome current business transactions of the
government.

Net Lending/Borrowing Sensitivity Analysis

The analysis of fiscal balance developments is hase the presumed central macroeconomic
projection and fiscal projections for the mediuminte By changing the individual assumed
determinants the result, i.e. the net lending fdwing is also changed. The results of the analyses
carried out, i.e. the impacts of changed assumptretative to the baseline projection are then
compared to the baseline scenario.

As described in previous chapters, the basic seewédrfiscal projections is based on the draft
budget for 2012, which is aimed at consolidatinglgufinances and the need for a turn in focus of
fiscal and economic policies.

It should be noted that these tests are conductedeobasis of arbitrary assumptions or projections
made on the assumptions of unchangeable fiscaypdlut they still give a clear indication of what
effects on the net lending / borrowing can be etgukin the medium term, should it come to
adverse events related to the basic determinants.

A brief overview is given below of the net lendindporrowing sensitivity analyses that were
carried out which include the test of no fiscalipplchange in the mid-term and the test of lower
growth level of real GDP in 2012.

The test of unchangeable fiscal policy over the immaderm implies the assumption that the fiscal
policy would maintain the approximate directiontloé revenue and expenditure side of the budget
as in previous years, i.e. that the revenues wbealdetermined by the existing structure and legal
framework of the tax system taking into accounteffects of accession and full membership in the
EU, while the movements in the expenditure side mmments would face the dynamics that has
been recorded in previous years, and consequamtigng others, interest expenditure as a result of
higher deficits, would also recorded growth. Theutts of sensitivity test indicate that in such
developments this would have significant impactarger fiscal deficits in relation to the baseline
projection, with the net lending / borrowing beinigher in 2012 by 2.0 percentage points, in 2013
it would be higher by 2.3 percentage points an20ib4 by 2.7 percentage points.

The test of lower level of real GDP growth is cagriout with the assumption of the shock of lower
real GDP growth in 2012 by 1 percentage point caeghéo the baseline projection. The tests show
a reaction of revenue side of the budget, espgdiak revenues related to personal consumption
and those closely related to developments in theudamarket indicators which would record a

weaker outturn than projected in the baseline saenahis test assumes unchanged levels of
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expenditure, except interest expenditures, comperdtie baseline projection. The results of the
sensitivity test in this course of events showwloesening in net lending / borrowing in relation to
the baseline medium-term projection whereby thdereting / borrowing in 2012 would be higher
by 0.4 percentage points, in 2013 it would be highe 0.8 percentage points, while in 2014 net
lending / borrowing would be higher by 1.1 percegetpoints. Furthermore, as another drawback
of lower revenue growth it should be pointed ouwtthfter a period of shock, the recovery is
relatively slow.

Table 6: Assumptions of the Baseline Scenario aeslRs of the Sensitivity Analysis

2010 2011 p 2012 p 2013 p 2014 p
Assumptions (baseline scenario)
Real GDP, growth rate -1.2 0.4 0.8 1.5 25
Inflation (GDP deflator) 1.0 2.3 13 2.2 2.4
Net lending (+) / borrowing (-)
Baseline scenario -4.9 -5.5 -3.8 -3.3 -2.6
Scenario 1: Slower economic growth in 2012 -4.9 -5.5 -4.2 4.1 -3.7
Scenario 2:No fiscal policy change -4.9 -5.5 -5.8 -5.6 -5.3
Source: MF
Figure 6: Results of Sensitivity Analysis
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Public Debt Sensitivity Analysis

Developments in public debt levels are very clogelated to macroeconomic assumptions and
assumptions and results of fiscal policy implemeota Therefore analyses of public debt

sensitivity to various factors are being contindpusonducted so as to be able to examine
realistically the various implications associatedhwpossible changes in the assumptions that
determine public debt projections over the mediemat and thus pose the greatest risk and to
ensure that such a risk is avoided or its effedtgyated. The public debt sensitivity analyses are
based on the baseline scenario, which rests onumetdirm macroeconomic and fiscal projections.

A series of alternative scenarios are then madereblyethe assumed values are subjected to
various shocks. The shocks may be connected toriest values of the values under review and

their variability, but can also be arbitrary. Fdretpurpose of this analysis, three alternative
scenarios were made which examined public debitsatysover a medium-term.
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The conducted public debt sensitivity analysis stawhat depreciation of the domestic currency,
especially against the euro, would have the strstige@pact on its movement. The reason for this
lies in the fact that a sizable share of the delteanominated in foreign currency. The conducted
sensitivity analysis reflects that the arbitrarpah of the kuna depreciating by 25% has a negative
impact on the public debt level, i.e. public debivgs on the level above 56% of GDP in the 2013-
2014 period.

Public debt also shows unfavourable medium-terneldgments when subjected to the assumption
of unchangeable fiscal policy in the medium termnctsa scenario would led to substantially higher
fiscal deficits in the medium term than those pkdhrin the baseline scenario, which would be
reflected in higher financing needs than planneadl megative effects in terms of developments of
public debt, that would achieve significant grovatver the presumed one according to the central
projection and at the end of medium term would hesatevel of 56% of GDP.

Significant impact on public debt developments, its growth, comes from the changes in
contingent liabilities (guarantees). For the pugsosf this analysis, a one off increase in public
debt during 2012 was assumed pursuant to takedwemdingent liabilities under the restructuring

program of the shipbuilding industry, accordingatbich public debt reaches the level above 51%
of GDP in 2013.

Therefore, it is important to highlight once agdhe necessity of conducting further fiscal
consolidation over the medium term, so that in acdsmaterialisation of potential risks additional
space would be ensured for fiscal policy responsknaitigation of possible shocks.

Figure 7: Public debt as a share in GDP underioestenarios (in %)

25.00
2007 2008 2009 2010 2011 2012 2013 2014
— Basdine scenario —a— Scerario 1: Domestc curency depreciation
Scerario 3 Cortingert lidhilities shock —a— Sceraro 2 Nbfisca pdicy change
Source: MF

3.2.2 Comparison with Previous Programme

Comparison of the total amount of revenues, expereli and net lending/borrowing of the
consolidated general government in the previous'yemd this ye& PEP shows differences
arising from different levels of nominal GDP whiate result of changed mid-term macroeconomic
assumptions and their effects on budgetary reveramgs expenditures. Namely, last year
programme rested on the assumption of real GDPtgrowl.5% in 2011 to 2.5% in 2013. In this
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yeafs PEP expectations of economic growth have beemsiaed and projected growth rates are
0.8% in 2012, 1.5% in 2013 and 2.5% in 2014.

Discrepancies in some fiscal variables in these pwagrammes emerge also from other reasons
specific for revenues and expenditures. Continnatd unfavourable economic developments
during 2010 and legislative changes on revenuedidee budget impacted on their lower level in
relation to the plan. Corrections on the expendigxecution side more than compensated for the
aforementioned effects on revenue side, which lfinedsulted in lower net lending/borrowing
amounting 0.3 percentage points in relation toglam. In 2011 differences of planned revenues
and expenditures arise from changed level of non@RP. In years ahead different projections of
revenues are consequence of certain changes syséem which will be in force from 2012, and
which will have impact on decreasing of the totaloaint of budget revenues. On the other hand,
expenditure side of the budget reflects significaawings which will be implemented in the coming
period through further rationalisation of costs amglementation of basic structural measures and
reforms in order to contribute to decreasing fiscabalances and ensuring sustainable level of
budget financing.

Table 7: Comparison of Revenue, Expenditure and INmtding/Borrowing of the General

Government according to previous yeand this ye&s PEP
2010 2011p  2012p  2013p _ 2014p

PEP 2012-2014 (% of GDP)

Total revenue 37.0 35.8 35.7 35.1 34.6
Total expenditure 41.9 41.4 395 38.4 37.2
Net lending/borrowing -4.9 -5.5 -3.8 -3.3 -2.6
PEP 2011-2013 (% of GDP)

Total revenue 37.8 36.3 36.8 36.6

Total expenditure 43.0 41.9 40.7 39.0

Net lending/borrowing -5.2 -5.6 -3.9 -2.4

Difference

Total revenue -0.8 -0.5 -1.1 -1.5

Total expenditure -1.1 -0.5 -1.2 -0.6

Net lending/borrowing 0.3 0.0 0.1 -0.9

Source: MF

3.3 QUALITY OF PUBLIC FINANCES

In 2011, implementation of reforms and other atidgiaimed at strengthening the quality of public
finances continued. Further unfavourable econoreiebbpments over the year had an impact on
revenues and expenditures trends, but to a somentadter extent than in 2010, so that there was
no need during the year for the adoption of theraimeents to the budget.

The financing models from 2010, which were usedaost credit activity in the country, were
upgraded in 2011, i.e. certain determinants ofrtiuelel were redefined with an aim to provide
assistance to entrepreneurs in overcoming the tiofiesrisis and also to promote investment
projects. The supplemented model “A”, i.e. the mdde” has introduced novelties, such as more
lenient criteria for entrepreneurs, a possibilifyusing the loan for both financing of working
capital and settling the liabilities to suppliefisancial institutions, to the state and other dred.

In addition, the share of a loan that can be usedeffinancing of the existing liabilities in banks
has been raised from 20% to 40%, which allows préresurs to substitute the old, more expensive
sources of financing with the cheaper ones. Otlesv aptions include a one-off repayment of a
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half of the amount of loan, as well as bridge Ioafi®wing granting of the loan to the entrepreneur
immediately after the allocation of the quota a& #uction, instead of waiting for a completion of
the procedure between the CBRD and the bank. Iitiadldthe model “A+” offers lower interest
rates on CBRD'’s funds. In 2011, 5 auctions werel lnelder this model. Furthermore, with an aim
of providing the entrepreneurs with high-qualitpancing for their high-quality new or already
launched investment projects, the Act on the GueeanFund for Promoting Economic
Development (OG 34/11), as a supplement to modél TBat Act has removed, to a large extent,
the obstacles to the launching of the projects¢batd not be previously realised on account of the
problems with instruments of collateral or entre@@’s own participation in the project

In the past two years, public enterprises carriatl rationalisation of their operation through
various measures and improved efficiency of thaisiess processes. For the purpose of
strengthening financial discipline, certain measunere implemented, relating to an on-going
liquidity monitoring and maintenance of 60-day p&nnperiods, as well as the introduction of the
payment period of 45 days as of 1 January 201Ochober 2011, the Act on Deadlines for Settling
Monetary Obligations was adopted, restricting theetlimits for settling monetary obligations in
contracts between entrepreneurs up to 60 daysnergke As an exception, payment periods longer
than 60 days may be contracted, provided that ancextension of the time limit is not null and
void. Furthermore, the Act which has introducedesvrspecial measure for collection of the tax
debt caused by the economic crisis was adoptednasof the measures aimed at preventing
generation of illiquidity and preserving financg&hbility of the payers who settle their obligagon
in a timely manner. The Act has created the assomgptvhich allow taxpayers to restructure their
tax debt incurred before 31 December 2010, forrmg®f 30 months, at the interest rate of 8.25%,
provided that they have settled their tax liatmbtifor 2011. In addition, in order to prevent an
increase in illiquidity and to eliminate the paip@tion in legal transactions of the entities thave
been blocked for a long time and who do not settér liabilities, both regular and shortened
bankruptcy proceedings have been initiated to remthe failing business entities from the
business sphere. Furthermore, liquidity has beartimamously monitored and payments of the
companies in majority ownership of the RepublicCobatia have been supervised, which resolved
the problem of non-payments by public enterprises.

In addition, acting with an aim of facilitating tlegerating conditions and affecting the illiquidity
problem, non-tax levies were reduced, lifting tae burden off the economy by 25% on average.
In the forthcoming medium-term period, the tax pplof the Government of the Republic of
Croatia will be directed at reducing the sharehef overall tax burden in GDP and at adjustments
that will ensure greater fairness in taxation. Bynlg tax burden off the economy, by tax reliefs
and direct incentives, a potential for new invesitaewill increase. Among other things, new
investments in tourism, energy products, infrastme and irrigation and environment will be
stimulated in particular.

In 2011, the system of the full application of fersonal identification number (OIB) was further
developed. For taxpayers and for beneficiariehefdtate aid system, such a system will simplify
administration, allow for efficient mechanisms farreview of the exercised rights, improve
services for taxpayers and citizens and enhancédence in the tax and legal system of the
Republic of Croatia.

Despite high volatility and challenges on the ficiahmarkets, the Republic of Croatia meets all its
financial liabilities towards foreign and domestieditors in a timely manner. In 2011, Croatia
continued to have a free access to internatiomanftial markets on which it managed to issue
bonds under relatively favourable conditions ovee past two years. In February 2011, the
Ministry of Finance prepared a document the Publebt Management Strategy for the 2011 -
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2013 period. That document provides an overviewthef balance and projected movements of
public debt, as well as currency, interest rate madurity structure of public debt, and a structure
by the instrument type. Furthermore, the documdstd @&ontains guidelines for public debt
management in the said medium-term period. In aesare with the Strategy determinants, costs
associated with new borrowings were reduced andsyien bonds issued in 2011 also decreased
compared to the previous issues. In addition, ceyreisk hedges were applied, for a US dollar
bond from 2011 at the time of its issue, i.e. fog US dollar bond from 2010 in July 2011.

In the forthcoming medium-term period, further eféowill be made to consolidate public finances
and to additionally increase fiscal responsibibiyd transparency of spending the public money.
Among other things, in order to achieve the optimdimensioning of public spending and fiscal
stabilisation in the long run, a comprehensive maf@mf public administration and structural
reforms will be implemented in the social, pensiowl health care sector. Future structural reforms
will also be supported by an efficient use of thé fands.

A total of EUR 297.2 million were allocated to tRepublic of Croatia through pre-accession
assistance programmes CARDS, PHARE, ISPA and SAPARhich EUR 264.3 million or
88.90% were contracted. The contracting terms fojepts under CARDS programme expired in
2006 and 2007, for projects under PHARE programmeQ07 and 2008, for projects under
SAPARD programme in 2009 and for projects underAlSffogramme in 2010 and 2011.
Payments under the above indicated programmeslswecampleted; until 31 December 2011,
EUR 240.8 million were paid.

Under the new pre-accession IPA programme, a t6tBlUR 749.8 million were allocated to the

Republic of Croatia. Contracting is completed fioe funds allocated under IPA component | in
2007, while contracting for other components isamay. Amendments are currently being made
to operating programmes and financial agreementshwhill encompass the funds allocated for
2012 and for the first half of 2013. Until 31 Dedssn 2011, EUR 250 million or 39.39% of the

allocations for the 2007-2011 period were conthcteayments are also underway; until 31
December 2011 EUR 127 million was paid. It showtdnioted that the dynamics of contracting is
satisfactory and that the contracting and implewdént terms determined by IPA regulations are
respected.

As regards the functioning of the AFCOS systemtlier protection of the financial interests of the
EU, in the period from October 2010 to June 20b#, Independent Department for Combating
Irregularities and Fraud (IDCIF) implemented theAIHWL project entitled “Strengthening
Croatian AFCOS system with the aim of protectiorEdf financial interests”. As a result of the
project, the new improved procedures were adoptedrifegularities management for the bodies
involved with the Irregularity Reporting System. dddition, trainings and seminars were held for
the representatives of the bodies in the AFCOSesysin which more than 300 of employees
participated. In order to enhance the public awessrabout a need for fighting irregularities and
fraud, various activities were organised (e.g. pybomal materials and brochures were prepared,
IDCIF representatives participated in promotioreahpaigns and a conference was held on 27 May
2011 entitled “Achievements and challenges in thatgetion of EU financial interests in the
Republic of Croatia”).

In 2012, further strengthening of administrativepaeities is planned through an on-going
organisation of trainings concerning irregularitiesd fraud under the FMC module 11
“Irregularities and fraud”, carried out by the IDFCémployees and through participation in other
FMC modules by IDCIF employees.

Furthermore, in 2011, IDCIF prepared a proposaltref new TWL project ,Enhancing the
functioning of Croatian AFCOS system with the aifmetficient protection of the EU financial
interests®. The project was approved by the Eumop@ammission in November 2011 and its
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implementation is planned for 2012. The purposthefproject is to prepare the AFCOS system for
functioning in the environment of structural anchesion funds and organising of training for the
bodies in the AFCOS system, as well as improvemérboperation between IDCIF and bodies
within the AFCOS network.

3.4 SUSTAINABILITY OF PUBLIC FINANCES

An estimate of long-term sustainability of publiménces is based on long-term population
projections for Croatia in the 2005 - 2050 periddtlee Croatian Bureau of Statistics, using
variance of mid fertility with migration and basimacroeconomic assumptions of future
developments. Compared to the previous year's RERer real GDP growth rates are expected in
the initial period as well as higher unemploymeates and new fiscal projections for the period
until 2014.

The projections were made under the assumptiondiln@ng the forecast period there will be no
significant changes in the application of currer@pplicable legislative solutions regulating public
expenditures for pensions and health care andthieat will be no changes in the calculation and
collection of contributions for pension insuranagridg that period. Under Amendments to the
Contributions Act, the rate of contributions fomgpulsory health insurance paid by employers on
the basis of gross salary of their employees has loat by two percentage points, i.e. from the
present 15% to 13%. In estimating pension experefituwe took into account the expected
developments in the number of pensioners, the ¢ggeeffects of adjustments between the so
called old and new pensioners, the expected effetctthe latest amendments to the Pension
Insurance Act and further pension indexation inoagdance with the consumer price index and
gross salaries that had been left out in 2010 @id.2

Expenditure projections in the field of health irece envisage an implementation of a health
reform, particularly in primary health care, hoapgystem and specialist outpatient health service.
All other income, except contributions, will keepet same share in GDP, as will all other
expenditures, except expenditures for pensionslttheare and interest, throughout the entire
observed period.

Participation rates by characteristic age groupgs2d, 25-49, and 50-64) and sex will remain
unchanged. Under such an assumption, the totaktipation rates will vary slightly after 2010,
mainly as a result of fluctuation of populatiortlrese age groups.

The unemployment rate has been projected as fakling it is expected to fall to the structural
unemployment rate of 7% until the year 2020 andi lstéady at that level until 2050. The growth
in labour productivity per employee is based on #ssumptions of real GDP growth and
developments in the number of employees, determoredhe basis of long-term demographic
projections and assumed participation rates.

In line with the given assumptions, it is expecthdt revenues from contributions for pension
insurance will fall from 5.7% of GDP in 2010 to apgpimately 5.2% of GDP in 2015 and that they
will stabilise in the period after that. Such exja¢ions are based on the gradual increase in the
share of employed persons with pension insurandeoth mandatory pension funds, i.e. those
employees that pay 15% of their gross salary iheofirst pension system pillar and 5% of their
gross salary into the second pension system plleerall, older employees tend to be insured only
through the first pension system pillar, with 20%tleeir contributions being paid into the first
pillar. With gradual retirement of this group, teewill be an increase in the number of pensioners
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that pay 15% of contributions in the first pilldhe stabilisation in the share of contributiongriro
pensions at 5.2% of GDP after 2015 is built upomssumption under which the growth in the real
wage per employee equals growth in labour proditgtignd the rate of contributions is defined as
a constant share of wage, with contributions fargoen insurance being calculated based on higher
rates of contributions into the first pillar in tbase of older pensioners.

The projections point to a decline in expenditdfoegpensions from 8.9% of GDP in 2010 to 8.7%
of GDP in 2050, with pensions of war veterans betgluded from this analysis. Despite an
increase in the number of older persons, the pensystem reform and a relative reduction in
pensions paid from the first pillar, long-term esdtes point to a fall in the share of public pensio
expenditures in GDP, provided the currently appliegormula of pension indexation is adhered
to. There are also estimates that point to a remtuat the share of pensioners whose pensions are
fully paid from the first pillar, and an increase the share of those pensioners whose basic
pensions are paid from the first pillar and the aenmg part from the second pillar that will be
financed from individual capitalised pension plawiags.

Health care expenditures are projected to incréase 6.4% of GDP in 2010 to 9.2% of GDP in
2050. The projection is based on the estimate eptire ageing effect of the population and takes
into account changes characterised by an everasicrg share of older age groups, which are also
the largest users of health care services. Theqron was built upon an assumption of growing
expenditures in line with labour productivity gréwend the expected effects of implementation of
the health reform and ever increasing costs adedciwith the health sector development,
particularly in the area of outlays for medicaticaarsd new technologies. It is also assumed that
health care expenditures for each age group andwidexgrow in line with GDP growth per
employee, which means that they will follow devetamts in the economy and society as a whole.
In addition to affecting the growth in outlays,time next 50 years demographic changes will also
affect the distribution of these costs by age gsoapd lead ultimately to an increase in the shire o
total outlays for persons over 65 years of age.

Interest expenditure will increase its share in GiBén 2.0% in 2010 to 3.4% in 2050. In
accordance with the projected developments in teetioned revenue and expenditure categories,
total revenues will stand on average at the levehmproximately 35.6% of GDP and total
expenditures will stand at a level of approximatély7% of GDP throughout the entire observed
period.

3.5 INSTITUTIONAL FEATURES OF PUBLIC FINANCES

The Budget Act, which entered into force on 1 Jap@809, introduced the obligation of preparing
strategic plans for the ministries and other gonent bodies at the first level of organisational
classification (hereinafter: relevant governmertitexs) and the obligation to develop the Strategy
of Government Programmes for a three-year period.

In the two cycles of strategic planning so farevaint government entities defined in their strategi
plans, among other things, objectives and methants athieving these objectives. By the
implementation of the methods of achieving thedgectives, risks have been identified which
may affect their achievement. As a result, it wagesnely important for the risk management
process to become a constituent part of the prookesfrategic planning. More specifically, the
purpose of risk management is to reduce the exdtenincertainty that could threaten business
performance of the government entities, anticiplaéechanged circumstances and respond to them
in a timely manner. Due to complexity of the riskamagement process in the cycle of strategic
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plans preparation for the 2012-2014 period, theevasit government entities were focused
exclusively on risk identification and assessment.

Although relevant government entities developedtsgic plans, the cycle of strategic planning has
not been completed. More specifically, since theaftan Parliament did not adopt the state budget
and the projections for the 2012 - 2014 period @12 due to the parliamentary elections, the
Government of the Republic of Croatia also did adbpt the new Strategy of Government

Programmes for the same period.

The implementation of the strategic plan shouldshstematically and regularly monitored and
measured. Well-defined indicators of results arféct$ represented a basis for introducing the
monitoring system. It is possible to monitor thefpemance in achieving the set objective through
the well-defined performance indicators. The essitsubject to the application of the act have, in
accordance with their special characteristics, bisteed an internal monitoring system, thus
providing information about the achievement of wet objectives. On the basis of the data
collected through the internal monitoring systehe Ministry of Finance was for the first time
notified of the implementation of the method foe thchievement of the strategic plan for the 2011
- 2013 period, i.e. for the first six months of 201

Pursuant to the Fiscal Responsibility Ad¢h June 2011, the Government of the Republicrof€a
adopted the Regulation on Preparing and SubmittiegFiscal Responsibility Statement and the
Report on the Application of Fiscal Rut&swhich prescribes the form and content, as wethas
procedure and time limits for preparing and subngttthe Statement. In accordance with that
Regulation, the head of a body does not only mhkeStatement, but also, among other things,
encloses it with the filled in Questionnaire ondaisResponsibility.

The Fiscal Responsibility Statement is an annuatestent by means of which the head of the
budget and extrabudgetary users of the state budgite budget of the local and regional self-
government units and the head of the local andnegdiself-government unit confirms that he/she
has ensured in his/her work legal, discretionany dedicated use of the funds, as well as efficient
and effective functioning of the financial managetma&nd control system within the framework of

the funds determined by the budget or financiahpRy means of this Statement, the head's
concern is being shifted from the planning proces&xecution, with an aim of achieving the

optimum results, in view of the funds limited bythudget.

On the basis of the questions contained in the tiuesire, self-assessment is being carried out of
the processes, procedures and controls by the buatgas (budget/financial plan planning,
execution, public procurement, accounting and rapgy, which is aimed at confirming a legal,
discretionary and dedicated use of the budget fusad efficient and effective functioning of the
system of financial management and control.

As regards the implementation of the Fiscal Respditg Act, the establishment of the Fiscal

Policy Committee represents another successful uneasmed at efficient management of public
finances and improvement in the implementationsufal policy. It was established pursuant to the
Decision of the Government of the Republic of Ciwain the establishment of the Fiscal Policy
Committee of 25 March 2011, whereas the membershef Fiscal Policy Committee were

appointed by the decision of the Government ofRlepublic of Croatia upon the proposal by the
institutions with which they are associated (Ing&tof Economics, Zagreb, Institute of Public
Finance, Croatian National Bank, State Audit Offiteculties of economics and business and
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Faculty of Law, Zagreb University). The Fiscal RgliCommittee, as a professional and
independent body, will contribute to the enhanceanaoérihe system of public finances and to the
monitoring of application of fiscal rules determihby the Fiscal Responsibility Act. Complying
with the principle of transparency, which is extedynimportant in view of the insight of the public
and all the parties interested in the work of tleen@ittee, the Committee is obliged to inform the
public about its positions, by publishing them ba Ministry of Finance website.

Furthermore, pursuant to the Budget Act, the Omlieaon the Method of State Budget Execution
and Effecting Repayments to the State Budget anepidg Records on the Repayméhtsvas
adopted, which defined the principal proceduresexdcuting the state budget. The process of
budget execution has changed significantly as efoilginning of 2011. The principal procedures
of executing the state budget prescribed by then@nde include: entry of monthly financial plans,
commitment of funds, recording liabilities in thergral ledger of the state budget and making
payments based on payment applications.

The monthly financial plan is a presentation of enges and expenditures by months within a
single budgetary year, according to budget clasgifins, with respect to the expected maturity of
liabilities. All the state budget beneficiaries atdiged to prepare the financial plan by montbs, f
the entire year in accordance with the planned ngataf liabilities, by 15 January of the current
year, on the basis of the amounts planned by #ie budget.

All the state budget beneficiaries are obligedecord the invoices in their business books, after
compulsory accounting controls have been carried Outil the beginning of 2011, the state
budget used to be executed in a manner that afitéfie budget beneficiaries entered their payment
applications based on invoices into the state tiyasystem, which they have already entered into
their information system. At present, this is ddmyethe beneficiaries whose information systems
for managing finances have not yet been integratgld the information system of the state
treasury.

By introducing this new method and conditions faeeuting the budget from the state budget
account, as of 2011, conducting of payment trammatwithout submitting the payment
applications in paper form to the Ministry of Ficarhas been allowed.

In early 2011, three pilot ministries were integdat(the Ministry of the Sea, Transport and
Infrastructure, Ministry of Defence and Ministry dfinance). Furthermore, activities have
continued aimed at creating the preconditions er integration of the Ministry of the Interior,

Ministry of Regional Development, Forestry and Waltdanagement, Ministry of Agriculture,

Fisheries and Rural Development and Ministry of Emnomy, Labour and Entrepreneurship
which will be integrated at the beginning of 2012.

In the 2009 - 2011 period, technical and operatiasaumptions were created for the construction
of a single foreign exchange account in the CroaNational Bank. This implies expanding the
scope of the existing foreign exchange account eégpen 2002, i.e. centralisation of foreign
exchange payment transactions in one place. Thectg is to connect the state treasury
information system with the application for condagtforeign exchange payment transactions of
the Croatian National Bank. This will ensure paymamtomation and recording of the executed
liabilities at the time of making the payment. brlg 2011, the first testings were performed of the
exchange of documents, defined for the purposewnflecting international payment transactions,
between the information systems of these two urtsbis.

1 Official Gazette, number 48/11
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4 STRUCTURAL REFORMS
4.1 OBSTACLES TO GROWTH AND THE STRUCTURAL REFORM AGEND A

The period of the global economic crisis was, napssingly, full of challenges. From its very
beginning, it had a negative impact on the Croagaonomy, thus pinpointing additionally to
structural obstacles to economic growth. The Gawemt of the Republic of Croatia will over a
medium-term work on alleviating or eliminating sumbstacles. In this context, special emphasis is
being placed on the following areas: fiscal cordadion, the labour market, business environment
and competitiveness and public administration rafor

In the area of public finances, further measure be taken over a medium term towards
consolidation, further enhancement of fiscal resgmlity and public spending transparency. To
achieve optimum dimensioning of public spending disdal stabilisation over a long term, a
thorough public administration reform as well akewtstructural reforms will be made. Fiscal
consolidation will result in a reduction in the solidated general government deficit, a reduction
in the share of budget expenditures in GDP andalting and reversing the trends of public debt
share in GDP. In addition to savings planned orettpgenditure side of the budget, the structure of
public spending will also change by targeting moreductive investments. These savings, as well
as the change in the structure of public spenditigcreate room in the budget for the drafting of
measures and financing of proactive economic palimasure packages that will ensure faster
economic recovery, growth and new employment.

As regards the labour market, one of the key presriof the Government over a medium and long
term is to create the conditions for new job cmatand new employment. As regards structural
reforms that would address the existing obstaateghe field of labour market, particularly
important are those measures that will aim at aamie higher labour market flexibility and
connecting labour market needs with the educatisgatem. The speed of adjustment between
labour market needs and relevant workforce competsrshould be enhanced and so should the
general level of skills needed for higher valueetipbbs.

One of the priorities of the Government of the Rejuof Croatia will also include radical moves
towards eliminating barriers for new investmentdie TGovernment plans to improve the
environment for entrepreneurship development thmougiproved efficacy of the state
administration, in particular the judiciary, theve®pment of institutions for the promotion and
support to entrepreneurial development and theofisestitutions of learning and scientific and
research institutions in strengthening the comipetiess of the Croatian economy. Over a short
term, the economic policy will be targeted towar®ating more favourable conditions for
investment growth and increased competitivenesiseo€roatian economy.

Furthermore, improved rule of law, protection ofeditors, contract compliance and public
administration reform will also contribute towartfe achievement of positive investment climate
and hence to the improved competitiveness of tloai@m economy for foreign investments. With
a view to achieving greater efficacy and providiegter quality public administration services,
efforts have been initiated towards reorganisatiod rationalisation of the system in place and
improvement of quality and efficiency levels.

Education and science, as one of the key preconditior economic development also rank high
on the list of priorities of the Government of tRepublic of Croatia. In this context, further etfor
will be made towards stimulating investment in egsh and development and new technologies.
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4.2 KEY AREAS OF STRUCTURAL REFORM
4.2.1 ENTERPRISE SECTOR
4.2.1.1 Competition Policy and State Aid

Competition Policy

The new legal framework in the area of antitrugtdetion, fully aligned with thecquis began to
be implemented in the Republic of Croatia in 20The purpose of the reform of the existing
system was to create legislative and institutiac@iditions for more efficient fight against the
behaviour of those entrepreneurs that prevent theeldpment of efficient competition in the
Croatian Market. An important step in this reforay In the delegation of greater authority to the
Croatian Competition Agency (hereinafter: the Aggnparticularly as regards the authority of the
Agency to impose fines aimed at strengthening préwe and deterrence of violations of
regulations and to seize the illegally obtainedcpeals. This called for an increase in the
administrative capacities and internal reorgarosatif the Agency. The medium management level
of the Agency was abolished with the aim of streging employee responsibility and an anti-
cartel unit and a chief economist office were geiruline with the Agency’s key activities which
include the prevention of agreements on prices aagdket or client distribution between the
competing firms.

With a view to achieving further strengthening loé tompetition policy in the Republic of Croatia,
the Agency is working on a proposal that the prapan and adoption of each new piece of
legislation or regulation be subject to a compatitassessment; i.e. the assessment of the effect
that any such piece of legislation or regulatioruldchave on competition. The objective behind
this proposal and the introduction of such a regmaimpact assessment is to prevent or minimise
the distortion of competition which might resulorin legislation that is in contravention with the
competition rules, reduce the need for ex-postrwetgion and reduce the number of entities
negatively affected by the distortion of competitidhis proposal of the Agency is in line with
OECD recommendations.

State Aid

As envisaged under 2011-2013 PEP, the Agency haBskd the procedures for the evaluation of
the plans for the restructuring of Croatian shipgam difficulties and approved aid for their
restructuring. The costs of restructuring of fouo&ian shipyards (3. Maj Rijeka, BrodogradiliSte
Kraljevica, Brodogrdevna industrija Split, together with Brodosplit,esf@al objects shipyard
d.o.0.) stand at HRK 27.6 billion. The key conditithat these shipyards have to meet in order to
obtain this aid is their market profitability witbb state aid following a five-year restructuring
period. In the forthcoming period until EU membepshthe Agency will, in addition to the
activities involving the monitoring of state aidyclis its activities more on greater cooperation
between aid providers and aid beneficiaries inpgreparation of programmes and projects using
EU structural funds, to achieve maximum alignmeatwieen these progremmes and projects’
proposals and regulations governing state aid.

Developments in the Area of State Aid

The amount of state aid granted in Croatia in 20t@eased by 8% compared to 2009. The share
of state aid in GDP also increased. The total stategranted in 2010 stood at HRK 9.4 billion,
accounting for 2.8% of GDP. State aid granted taocatjure and fisheries stood at HRK 4 billion
(42.7%) and those to industry and the serviceosstbod at HRK 5.4 billion (57.3%). State aid to
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agriculture, fisheries and railway transport exeldidthe total of HRK 4.5 billion in state aid was
granted, which accounted for 1.35% of Croatia's GIDP2010 (this indicator is used in
comparisons with the EU). According to Agency esti@s, similar developments marked the area
of state aid in 2011.

The structure of state aid again shows a signifipanticipation of sectoral state aid in the total
state aid granted (agriculture and fisheries exaydwith sectors such as transport, shipbuilding,
and public television accounting for the largesdrshof state aid, while the share of horizontal aid
(research and development, innovation, environnheptatection, small and medium-size
companies, regional development, etc) is much #mahd accounts for approximately 23% of the
total state aid granted to industry and the sesvisetor.

The Agency's estimates indicate that the situatiorthe area of state aid will not change
considerably neither in terms of a reduction in dbsolute amount of aid, i.e. its share in GDP, or
improvement in the structure of state aid, untilustural reforms in the area of industry
(shipbuilding) and transport (railways) are comgdetand until agriculture and fisheries are
channelled more towards the use of aid from Eunofaads. Only then can we expect to see room
for improvement in terms of more intensive use afizontal objectives, including those relating to
regional development. Working in synergy with stanal EU funds, this will enable changes in the
approach to state aid policy and changes in thisypthat will result in smaller but more efficient
aid.

4.2.1.2 Privatisation

In accordance with the defined objectives and tleasures providing for the consolidation of state
property and more efficient management of this eriyp the Government Asset Management
Agency (hereinafter: GAMA) was established. Createdthe basis of a merger between the
Croatian Privatisation Fund and the Central Statdmiistrative Office for State Property
Management, GAMA became operative on 1 April 20The institutional and legislative
framework governing state property managementgslated by the Act on Managing the State
Property® (hereinafter: the Act), and relevant subordinatgdlatiort™.

Over a long term, state property management asndieied by law is based on a Strategy adopted
by the Parliament covering a four year period amMdaaagement Plan adopted by the Government
covering a one year period. The draft proposal 8trategy whose adoption is planned for 2012

focuses in particular on mobilising state propexty its use as a tool for economic growth and
stimulation of investment, protection of Croatiaational interests, maximum rationalisation of the

use of state property and creation of a sustainstke property management system over a long
term in accordance with the law and the applicédgeslation of the EU.

To achieve the stated strategic objectives, thepfatides for and operationalises a wider range of
the ways of management of state property in the for shares, holdings, and real estate property.

19 Official Gazette 145/2010

" Regulation on the disposition of real estate priypewned by the Republic of Croatia (OG 55/20 H2gulation on
the Register of state owned assets (OG 55/201ulIREon on the sale of shares and business itgeiresompanies
owned by the Republic of Croatia, institutes artteolegal persons founded by the Republic of Cao@iG 64/2011),
Regulation on founding building rights and easennggftits for real estate property owned by the Répudf Croatia

(OG 78/2011), Regulation on the disposition of egthte property given for use to state adminig&rdtodies or other
bodies beneficiaries of the state budget, and gibesons (OG 80/2011), Regulation on the methadisgfosition in

the case of exchange, donation and establishitigrofights on shares and business interests irpaaias owned by
the Republic of Croatia (OG 109/2011), Regulationtloe donation of real estate property owned byRbapublic of

Croatia (OG 123/2011).
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In contrast with the Privatisation Act which prosdl for only two ways of sale of shares and
holdings, this Act provides for seven ways of salshares and holdings as a way of management
of state property in the form of shares and holsliwhich are much more dynamic and better suited
to modern capital market and economic developments.

The sale of shares and holdings will be carriedbguineans of public offer (initial public offering)
public bidding (public auction), public tenderslesan a regulated capital market, sale through the
acceptance of a takeover bid and sale throughdbeptance of minority holders squeeze-out bids
and capital injection. The Act makes it possiblectonbine these ways of sale to achieve the
method which is optimal for a particular companyisTwill surely have a positive effect on the
sale of companies with inherited difficulties tldmminate the state portfolio. It should be noted
that the transfer of shares and holdings to GAMALtil$ underway and that the completion of this
process is expected in 2012.

As at 15 January 2012, the portfolio of GAMA consgd 682 companies with the total nominal
initial capital value of HRK 91.2 billion, while ¢éhtotal nominal value of the state portfolio st@bd
HRK 40.5 billion. The bulk of the portfolio compes companies in difficulties which as such are
not interesting to potential investors and requoenprehensive restructuring and consolidation
prior to their sale or in the course of their sale.

Table 8: State assets in the form of shares ardingd as at 15 January 2012

Number of Total nominal value of Total nominal value of
Description companies as at 15 initial capital the state portfolio
January 2012 (in HRK) (in HRK)

i 0 h
Portfolio up to 49.99% of the 441 40,948,679,786 5,768,134,809
initial capital

i 0,
Portfolio over 50% of the 64 37,781,574,948 34,245,029,058

initial capital

Unavailable portfolio —
ownership up to 50% 175 12,457,503,539 497,205,497
(reserved shares)

Unavailable portfolio —

ownership over 50% 2 15,454,500 14,983,200
(reserved shares)
TOTAL 682 91,203,212,773 40,525,352,564

Companies not performing
an economic activity
Source: GAMA
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As evident from the structure of shares in theahiapital of these companies, it can be concluded
that in order to resolve the issue of the remairpogfolio, a highly differentiated approach will
need to be taken that will use the most appropdaiebination for the sale of shares and holdings.

Using the seven legally prescribed ways of sategesits establishment and until 15 January 2012,
GAMA announced/accepted the sale of holdings irc&®panies, 10 of which were successfully
completed, generating some HRK 68.9 million in meo Underway as at 15 January 2012 was the
sale of shares/holdings of 19 companies (9 of whiele companies in the minority ownership that
were being sold through the model of public auctirof which were companies in the majority
ownership that were being sold through the modeglulifiic tenders while 6 companies were being
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sold through the model of sale on a regulated ntarke 2011, bankruptcy or liquidation
proceedings were initiated in 25 companies.

In the context of state property management, wiih éstablishment of GAMA, a significant
emphasis is placed on the management of real gutaperty in state ownership. In this context,
GAMA performs a number of activities as determimgdaw and in accordance with the Strategy
and the Management Plan. In addition to its regtdaks relating to, for instance, current and
investment maintenance, preparation of proposalsgatial development solutions and ensuring
that the real estate property meets all the remérgs as regards the documentation required by
law, in the management of state property in thenfof real estate property, GAMA lays emphasis
on the mobilisation of real estate property for fh&pose of stimulating economic activity,
attracting new investment and in general, spureicgnhomic growth and development.

Under the Act, GAMA is responsible for the implertetion of activities associated with the
disposal of real estate property including its siasing or renting, company recapitalisation by
entering real estate property in the initial cdpiacompanies, real estate property donations and
exchange, establishment of a lien on real estatpepty, the founding of easement rights on real
estate property, dissolution of a co-ownership comity of the real estate property, joint
construction or construction financing of real &staroperty, and other forms of disposal. As at 15
January 2012, the state assets in the form ofastake property managed by GAMA comprised
building land, business premises, state-owned, ftatsdential units and diplomatic and consular
representative offices. Between 1 April 2011 andJabuary 2012, GAMA sold a total of 29 real
estate properties, generating approximately HRE adillion in income from this activity.

One of the key preconditions for efficient implertaion of the Act and the strategic objectives in
the area of real estate property management liseiestablishment of a comprehensive Register
of real estate property in the ownership of the dip of Croatia that is planned to be completed
during 2012. Thus income from the sale and fromdisposal of real estate property in general is
planned to intensify in the forthcoming years, jgatarly following the setting up of the said
Register.

4.2.1.3 Railway Restructuring

The activities of institutional and administrativdignment in the railway sector with the
requirements of thacquiscontinued in the previous period. Four new ordoesnin the area of
railway traffic safety were adopted and issued @1@ and three in the first half of 2011. The
Croatian Railway Safety Agency started operatinghm first half of 2011 and until now, several
decisions have been issued which regulate the tonsliof own account transport. Adoption of a
new act is being planned that would regulate tea aff traffic accident investigation and there are
plans to set up an independent body for trafficdest investigation.

Unfavourable trends in transportation effects cargd into 2011, with the January to December
2011 period recording a further fall in the numbé&passengers carried (29%) and the quantity of
goods carried (4%), compared to the same periodque year. At the same time, the level of own

market income held steady at approximately the skawel, with passenger traffic recording a

small fall in income of 4% while goods transporpodged an increase in income of 1%. The

estimated consolidated financial result of railveaynpanies in the HZ Group in 2011 was a loss of
HRK 72.5 million.

The railway infrastructure projects are characeeriby the use of pre-accession IPA and ISPA

funds. ISPA funds have been used for the projectebfbilitation of the railway line section
Vinkovci-Tovarnik and for two projects for the paeption of studies relating to the modernization
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and renovation of railway tracks on corridor X. Timject of rehabilitation of the railway line
section Vinkovci-Tovarnik was formally completeddait is the first large EU pre-accession funds
funded project in the transport sector that had lmeenpleted. The funds of IPA llla 2007 are used
to finance the projects of rehabilitation of the udni-Novska section, where the beginning of
works are expected to take place soon, Novska-[&&jo section and the project of the Zagreb
Main Station signalling and interlocking systempart of funding provided under IPA llla 2007 is
planned to be used for the financing and preparadioproject documentation for railway line
reconstruction project on the Hrvatski Leskovaci®aac and Goljak-Skradnik sections.

In the area of responsibility of the company HZ diot, a tender procedure for the supply of
services regarding the drafting of the Plan ofreestring of HZ Holding companies by groups was
carried out. Final evaluations of the bids receivaé currently being made. In HZ Group

companies, new ordinances on company organisatewe tbeen issued and new collective
agreements made in line with the Labour Act, whitdintain and increase to an extent employee
rights. At the same time the collective agreementssage cuts in the material rights of employees
such as Christmas bonuses, holiday allowances,Téte. restructuring plans adopted for three
subsidiaries (Proizvodnja-regeneracija d.o0.0., Re@modrzavanje pruga d.o.o. and OV-odrZzavanje
vagona d.o.0.) are being implemented. The primawpgse of the existing operational

restructuring plans is to halt the trend of growtloperating losses of individual subsidiaries. The
business activities and implementing measures ricefare aimed at business rationalisation with
an emphasis on the settlement of obligations tosvatgppliers, the resolution of the issue of
redundancies, recapitalisation by the parent aaddbolution of the status of real estate property.

4.2.1.4 Shipyard Restructuring

Further negative developments on the global shigimg market led to further negative trends in
the business operations of Croatian shipyards kil2(h the absence of new contracts, Croatian
shipyards failed to achieve productivity levels rs@e the previous periods and increased their
operating losses in 2011.

Shipyard Uljanik d.d., which unlike other shipyardsmajority state ownership, does not have such
large financial expenditures, created the precandtfor further positive business performance in
2011. Despite restructuring measures taken, alérotthipyards continued to report negative
business trends, which had a negative effect oncttmepletion of the process of privatisation.

Further efforts were thus made in 2011 towarddfitiadisation of the process of restructuring and
privatisation.

The programme of restructuring of Brodadgana industrija Split d.d., endorsed by the Eurapea
Commission in February 2011, was approved by tloaam Competition Agency (AZTN) in July
2011. AZTN approval paved the way for the final ghaf the privatisation process, in terms of
final negotiations of the terms of agreement betwde contractual parties. In line with the
obligations assumed under the negotiating ChaptéZdnpetition policy), Croatia submitted a
proposal of the privatisation agreement to the peam Commission in September 2011. After
having taken into account the comments to the psaton agreement provided by the European
Commission, the agreement was submitted to thenpakénvestor in October 2011.

AZTN formally approved the programmes of restructgr of the shipyard Brodotrogir in
September 2011 and of shipyards 3. Maj d.o.0 Ripke Kraljevica d.d., Kraljevica in October
2011. These shipyards’ restructuring programmes dieghdy been endorsed by the European
Commission and AZTN in June 2011. The proposalshef privatisation agreements for these
shipyards had been submitted to potential investbis submitted their counterproposals which are
now being examined. After the terms of the proposdithese agreements are finally negotiated,
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the proposals of the privatisation agreements ballsubmitted to the European Commission for
endorsement.

4.2.1.5 Energy

The activities relating to the new legislative fework continued into 2011. The most important
activity in 2011 involved the preparation of dridgislative framework for the implementation of
the third package of the EU energy legislationthis context, it is necessary to adopt a new Energy
Act and align the Act on the Regulation of Energgstities, the Electricity Market Act and the
Gas Market Act. The adoption of these acts by tbee@ment and the Parliament is expected to
take place in 2012.

Amendments to the Oil and Petroleum Products MaAcitwere adopted in 2011. They have
ensured legislative alignment of this Act with tlagest EU Directive 119/09 and Croatia’s full
alignment with the EU legislation in this segment.

In the area of natural gashe regulations adopted in the previous yeariaréhe process of
implementation. Despite the fact that the gas ntaikean open market and a new supply line
through Hungary has been put into operation, whiak ensured free transport capacity, no new
suppliers have appeared on the market apart frarod@r plin d.o.o., a part of INA d.d. company.

In the field of electricity,further efforts were made towards further develeptmand market
relations liberalisation based on the model oftbra agreements. Unlike the gas market, new
suppliers have appeared on the electricity mark#t the result that one market segment, most
notably city lighting, has been won by new operafor the supply of electricity.

In order to ensure market-based operations, furtfferts are being made towards the activities
aimed at strengthening the administrative and tieehncapacities of the Croatian Energy
Regulatory Agency and of the Croatian Energy MafBperator. The field of responsibility of the
Croatian Energy Market Operator was expanded iri 20include not only the electricity market,
but also the natural gas and biofuels markets. el'ierlso the need for administrative capacity
strengthening of the Energy Department of the Mipisof the Economy vis-a-vis the
implementation of EU-funded projects.

In the transporsector, based on the Act on Biofuels for Transpditte National Action Plafor

the promotion of production and usebibfuelsin transportfor 2011-2020, which contains national
objective on introduction of biofuels on the markat the 2011-2020 period (that is in line with
Croatia’s defined strategic objective that envisagel0% share of renewable sources of energy in
the transport sector until 2020, in line with Ditige 2009/28/EC) is prepared. The adoption of
subordinate legislation based on the Act on Biafdet Transport created in 2011 a complete new
legislative and institutional framework for the protion of production and use of biofuels in
transport as a support to a systematic developofehe Croatian biofuel market.

For the purpose of implementation of relevant Elérgy regulations in the area of renewable
sources of energy and energy efficiendyis necessary to initiate the drafting of thedewant
legislative frameworR? It is also necessary to provide a system that vbelconducive to the use
of energy services (in accordance with ESCO moudgépts), particularly in the public sector and
to draw up a programme for the reconstruction efdkisting buildings.

12 Official Gazette 65/2009, 145/2010, 26/2011.

13 The Act on Renewable Energy Sources and relevapteimenting regulations and action plan and the dwt
Amendments to the Act on Efficient End-Use of Eryerg

44



Amendments to the Oil and Petroleum Products MaAettwere adopted in 2011. This Act

provided for alignment of a part of the legislatimuith the latest EU Directive 119/09, which

legislation is now in this segment fully alignedtivthe EU legislation. In the context of accession
negotiations regarding the question of securityibfand petroleum products supply in Croatia,
Croatia has been granted a transition period 8atduly 2012 for the creation of obligatory oil and
petroleum products reserves in the quantity thaégeal to the volume of a 90-day average
consumption in the previous calendar year. In Fatyr2011, the Act on Amendments to the Oil
and Petroleum Products Market Act was adopted. Abtshas created the preconditions for full

alignment of Croatia’s legislative framework withetacquisin the area of security of supply, i.e.

the creation and storage of obligatory reservesiladnd petroleum products, that will continue to
apply after 31 December 2012.

Additional storage capacity of approximately 800,06 is planned to be constructed in Croatia to
meet the needs for the storage of obligatory reserVhe planned capacities may ultimately also
have a regional significance. It is estimated that construction of storage capacities alone will
require an investment of EUR 130 million. The pobjeoncerning the creation of obligatory

reserves will also be used for the developmentarfige installations for commercial storage with
a view to reducing the cost of creation and renesfalbligatory reserves but also with a view to

further market opening and promoting competitivenes

In accordance with the Energy Strateqgy of the Repulh Croatig further efforts have been made
towards continued development of energy supply régclenergy system competitiveness and
sustainability of development in the energy secfoProgramme for the implementation of the
Energy Strategy of the Republic of Croatia has béeited that will be adopted following the
adoption of the third package energy legislatiomorRy investment projects in the energy sector
have been determined and significant private imaests in the energy sector are expected. Taking
into account the EU energy strategy until 2020 #wedFebruary 2011 conclusions of the European
Council regarding energy, an initiative has alserbé&aunched regarding the development of a
North-South energy corridor in South-eastern Eurnopthe area of electricity, gas and oil, with a
view to strengthening regional connectivity andréasing the security of energy supply and
diversifying the supply lines.

Infrastructural projects and activities in the Rigipriof Croatia envisaged by the Action plan for
infrastructural construction on the North-Southrictor include:

In the area of electricity

1. A 400kV power-transmission line TE Plomin — Meliad400 kV, a new double-circuit OHL
line connecting the new 400 kV switchyard and thisteng 400/220/110 kV substation. This
facilitates integration of conventional productiand enhances supply security. The deadline
for project completion is 2015/2016.

In the area of natural gas:

1. The first phase envisages floating terminal inatedh for liquefied natural gas (RV terminal)
and its connection to the mainland, and with theagng demand, a stationary LNG terminal
installation. The deadline for the completion ¢ first phase of the project is 2014.

2. Slobodnica — Jadranski LNG, a 326 km long transiorisgas pipeline, to connect the Adriatic
LNG terminal/RV terminal to the gas interconnedietween Hungary and Croatia, and enable
the transport of gas to Slovenia. The deadlingHercompletion of the project is 2020.

3. Reversible gas pipeline from Croatia to Hungarye @iradline for project completion is 2020.

4. Interconnector between Croatia and Slovenia, theKdi@e — JelSane/Lisac gas pipeline, a 51
km long transport gas pipeline connecting the Adria NG terminal to the interconnector
between Hungary and Croatia. This would enabldrtresport of gas to Slovenia by way of the
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existing Slovenian systems of transmission andrémesport of gas from the LNG terminal to
Austria, Italy, and secure an alternative routeltmgary. The deadline for the realisation of the
project is 2017.

In the area of oil:

1. Reconstruction and increasing the capacity of #igtiag JANAF and Adriatic pipelines (Sahy-
Szézhalombatta section included) connecting thetZno port of OmiSal;j to the south route of
the Druzba oil pipeline. This project ensures a $alcurity route to Slovakia, Hungary and
Croatia in the South-North direction and to Croatidhe North-South direction. This project,
together with JANAF storage capacities, is a pathe Danube Strategy.

Continued efforts are also being made as regaelsdtivities related to energy planning, supply
security and energy market improvements in theggnsector. The Instrument for Pre-Accession
Assistance (IPA) is used for these activities. dsfructural projects related to energy supply
security in Croatia will be financed by the West&alkan Investment Fund (WBIF). The energy
sector is also preparing for the use of structiunadls that will become available after the accessio
of the Republic of Croatia to the EU, i.e. in thexhfinancial perspective, covering the 2014-2020
period.

4.2.1.6 Small and Medium-size Enterprises

According to the financial reports for the Janu8gptember 2011 period, the small economy
consists of 70,157 micro companies (76.58%), 11&84ll companies (12.75%), 1,274 medium-
size companies (1.27%), 1,119 co-operatives (1.228@)71 crafts and trades operating as
individual traders (4.66%), or a total of 88,50®m®amic entities that employ 575,563 persons and
account for 64.69% of the total economy which nural$®4,607 entities. In September 2011, the
number of registered crafts and trades stood dt389,employing 120,678 persons. The small
economy increased its export income (the Janua8efiember 2011 to the January to September
2010 index stood at 119.24, with the share in texglorts standing at 40.67%), while its share in
GDP, depending on the analysis period, ranged leetw2% and 48%.

The hitro.hr service, which was devised as a oop-shop, and the e-tvrtka service made it
possible to conduct all the activities necessaryctompany establishment in one place, in a single
day. These services are available in all countfas.electronic service for crafts and trades

registration was also developed (e-crafts and #@#HeSince its establishment in 2005 until 31

January 2012, 47,540 companies and 5,647 craftdradds, of which 3,597 were foreign-owned

companies, were registered through the HITRO.hrigerAs at 31 January 2012 the total number
of registered e-companies stood at 7,183.

With the entry into force of the Act on Organisatiand Scope of Ministries and other Central
Authorities of State Administratidn the Ministry of the Economy, Labour and Entrepreiship
has been dissolved and replaced by the new Minisfrythe Economy, the Ministry of
Entrepreneurship and Crafts and the Ministry of dtaband Pension System. The Ministry of
Entrepreneurship and Crafts acts as an umbreftautign for small and medium-size companies.
Based on the Programme of incentives to small aedium-size enterprises 2008-2012, so far
four Operational plans were conducted with incentiprogrammes aimed at strengthening

! The small economy has already a large numberseiréices at its disposal. Many of these servicespablic e-
services provided to citizens free of charge (HITRRQe-health care, e-invoice, e-pensions, e-islapecadastre, e-
REGOS, e-tax, e-administration, e-indicators, giele, e-crafts and trades, e-firm, e-inclusiomffice, e-business,
e-education, e-judiciary, e-customs, e-culture,aligrava.hr (MyAdministration), etc.).

'* Official Gazette 150/2011
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competitiveness, innovation and the use of newnelclgies, fast-growing activities, clusters,
women entrepreneurship and beginner and disabledom® entrepreneurship, cooperative
entrepreneurship, crafts development, educatioenimepreneurship and vocational training, in
accordance with the needs of the economy. The mesasor regional development promotion also
include, in addition to the stated measures, aenysif entrepreneurial support institutibhahich
has been improved in terms of standardisation efqthality of expert and consultative assistance
provided to entrepreneurs.

The work of the Croatian Agency for SME has beeprowed through operational tasks involving
the implementation of incentives to the small ecopoThe funding ensured under the operational
plans helped co-finance the feasibility study, éstablishment and the work of the Regional centre
for entrepreneurial competencies (SEECELWomen entrepreneurship development strategy
2010-2013, Entrepreneurial learning strategy 200D42and Cluster development strategy 2011-
2020 are being implemented. The Ministry of Entem@urship and Crafts is preparing a plan to
encourage entrepreneurship and crafts for 2012 @itprogram areas including: competitive
entrepreneurship, favorable financing and guaranteducation for entrepreneurship and crafts,
improving the entrepreneurial environment, the Bdgpams and projects and the improvement
and development of institutional support for entesy@urship and crafts.

The economic estimate of the regulatory impactaaweasure of entrepreneurial environment
enhancement, is made in accordance with the Eunopegulations and good practice, with an
emphasis on the principles applicable to small ametlium size enterprises, through EU IPA
funded project$. Six projects and one grant sheme worth in totAREL5.9 million are currently
being implemented. Four new projects and one gshaime totalling EUR 10.9 million are to be
implemented until 2013/2014. This makes a total®fprojects and 2 grant schemes funded from
the EU IPA lllc component for regional competitiess totaling EUR 26.8 millidi

Additional support to small economy developmentustitaome from the newly-established funds
for economic cooperation. These are open end \verdapital investment funds with a private

16 Under the Programme of incentives to small and iumedize enterprises 2008-2012, co-financing supp@s
provided annually to an average of 50 entrepreshipircentres, 21 regional development agenciegn82preneurial
incubators and 6 technological parks.

1" SEECEL was established as an independent inetititi 2009, based on an agreement concluded bet@estia
and the Croatian Chamber of Economy. This modglasfnership between the Government and an umbraimess
association was commended by the European Commiasidthe most advanced form of cooperation whigh Ime
with all the recommendations related to entreprestép and entrepreneurial learning. SEECEL is delias a
reference centre for entrepreneurial learning \plticipating countries including Albania, BosniadaHerzegovina,
Montenegro, Croatia, Kosovo, Macedonia, SerbiaTurttey and Moldavia as an observing country.

18 Under the project of th#linistry of Entrepreneurship and Cragstitled ,Jmproving information to the Croatian
business communftyBIZIMPACT 1), the beginning of which is schedad for August 2012, a methodology for an
economic estimate of the regulatory impact willrhade, the principles of the Small Business Actpanticular the
“Think small first” will be applied as well as a $itest as a mandatory measure of the estimateeoffeifulatory
impact; the project of the establishment of the WRatpry Impact Assessment — RIA systemeyelopment of
regulatory impact assessment systecarried out by the Legislation Office.

¥ In accordance with the Operational Programme fogi&tel Competitiveness, IPA llic, following projecare
currently implemented(1) Improvement of administrative efficiency ohet national level, (2) Improvement of
business competitiveness through e-busine®s,Capacity building for the performance of busme®rvices and
institutions responsible for providing businessmup - CABBS, (4) Promoting and providing advis@grvices to
small and medium enterprises - SMEPASS, (5) Thesldpment of investment environment, (6) Supporthe
development of clusters, and (7) grant scheme "&upip strengthen the competitiveness of small ametium
businesses." Projects whose implementation is plarfor 2013/2014 are: (1) Improving business coitipehess
through electronic business (e-Business 1), (Znmtion and provision of advisory services to snaat medium
enterprises - SMEPASS 11, (3) Improving accessforimation for the Croatian business community ZIBIPACT I

II, (4) Strengthening competitiveness of Croatiemdésmen using information-communication techneegand (5)
grant scheme "Support to strengthen the competitise of small and medium businesses - the secdliiid ca
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offering managed by management companies for opérventure capital investment funds with a
private offering. These funds may invest exclusivel companies registered in Croatia that
conduct the bulk of their operations in Croatiaidstments are made only in shares and holdings in
companies, with the maximum amount of investmenannindividual company standing at 33%
and in the sector at 40%. Investment in stock-exghdisted securities for the purpose of short-
term trading is not allowed. There are five fundisdconomic cooperation operating in Croatia.

In addition to creating positive investment climétee funds for economic cooperation as a model
ensure the sharing of risks with the “private” sedhat has proven successful in creating new
value, promote the development of venture capitati§ industry as the promoter of new industries
(the Internet, web, media, renewable sources ofggnetc.), promote entrepreneurship, corporate
leadership and supervision.

In view of the achievements made, further systesratpport to the small economy is planned by
way of the following measures: (1) Improved finargciof small and medium-size enterprises and
crafts, (2) Market position and competitivenesserggthening, (3) Growth and development
acceleration, (4) Education and employment, (5)rdpmeneurial culture and (6) Strategy
implementation.

Small and Medium-size Enterprises in Tourism

The work on the drafting of Croatia’s tourism ségyt commenced in 2011 and is expected to be
finalised towards the end of 2012. This documerit, @mong other things, provide answers to
some key questions, most notably regarding the seowf tourism development, efficient
management of tourism destination region, and $bsgason extension.

Subsidies to small family enterprises in tourisnl entinue to be paid in the 2012-2014 period. In
the framework of the programme of the Governmetitled “Incentive for Success”, these types
of enterprises can be granted loans at a subsithsexst rate. Small family hotels, as the main
target group of this programme, currently accomnt¥1% of the total number of Croatian hotels
and for 5.4% of the total number of permanent bad$he Croatian hotels. The development of
small family hotels to an extent implies hotel syppestructuring efforts in Croatia, given that
prior to the year 2000 the tourist market was dat@d exclusively by large hotels with 50 or more
accommodation units that operated within largeisb@wompanies.

In 2011, in the context of hotel and restauranusgtdy co-financing, 27 projects of 12 companies
and 4 crafts in restaurant business received stuppdh a view to ensuring continuous
improvement in business quality and the provisidnservices through the introduction of
innovation and new technology and through competitidvantage building. With the programme
entitled “Heritage in tourism”, the Government pided support in 2011 to 8 crafts and 15
companies for projects regarding renovation, vaidron, and revitalisation of cultural, traditional
and natural heritage. The expected improvemenhentourist offer through the introduction of
objects of cultural and natural heritage is expg¢teresult in turn in increased tourist turnover i
touristically less developed regions and more umfoegional development. The effects of all the
stated programmes will contribute to increased aatitipeness, offer diversification, tourist season
extension, increased revenue, and better positiamirthe tourist market.
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4.2.1.7 Public Private Partnership

For the purposes of alignment of individual progadiyprovisions of the Act on Public Private
Partnership with the General Administrative Procedict, the Act on Amendments to the Act on
Public Private Partnership was adopted in May Z811.

The Register of public private partnership agreamémat was set up in the first quarter of 2011
provides a formal and legal basis for the offisabmission of data to the Agency for Public
Private Partnership (hereinafter “the Agency”). iUtite end of the second quarter of 2011, public
bodies that are the subject of entry in the Regisigbmitted most of the required documentation
relating to projects in the field of public privapartnership whose implementation is underway.
Since December 2011, public data in the Registee lneen made available to the public at large
on the Agency’s web page.

The Register provides a comprehensive databasenfittmation on the concluded public private
partnership agreements. The opening of the Redstentside users added to the transparency and
provided a model of communication with the citizethe private and the public sectors by offering
them an insight into individual projects of pubfidvate partnership. The Register provides to the
Agency and the Ministry of Finance an additionaktfgdrm for the supervision of the
implementation of public private partnership prégeevhich is expected to contribute to the
promotion of the efficacy of the system of publitvate ownership in the Republic of Croatia and
to attract investment under the model of publivgte partnership.

In 2011, a complete system of training on publitcvade partnership projects preparation and
implementation was provided for all public bodiagherised to propose and implement public
private partnership projects. In the context of tning light project’, a Fiscal impact and risk
assessment guideline was prepared and the implatieentof the seminar on public private
partnership cycle commenced. Pursuant to the AcPuablic Private PartnersHip four private
public partnership project proposals were approve@011, with bidding documentation being
approved for two of these projects. At least thmesaumber of projects is expected to be approved
in 2012.

The Agency will, as a national body responsiblgetber with the Ministry of the Economy, for
public private partnerships, through its activitinshe area of training and support in the project
preparation processes, in cooperation with the $thyiof Finance and leading international centres
of knowledge, continue to work towards developimnttuous processes of preparing and
proposing of fiscally feasible public private patship projects that are sustainable over a long-
term and that provide the best possible value foney and final service quality.

Such an approach will enable the realisation ofaathges associated with the model of public
needs financing through public private partnershipst notably those associated with faster and
better infrastructural development, more efficier@nagement of infrastructure, better and cheaper
public services, fiscal unburdening and generattdnnew investment and economic growth
through considerable multiplier effects.

20 Official Gazette 55/2011

ZL|PA 2007 (HR/2007/I1B/FI/06-TL) twinning light pregt “Strengthening the administrative capacitytef Ministry
of Finance of the Republic of Croatia in relatianthe implementation of the new concession and ipyivate
partnership legislation”.

*2 Official Gazette 128/2008
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Bearing in mind the fact that under the Act the i8liry of Finance is determined as the body that
participates in the evaluation and approval of uptivate partnership projects in all key phases,
and taking into account the international practecel developments that emphasise the crucial
importance of comprehensive examination and sugiervi of the fiscal impacts and risks
associated with public private partnership projeetstwinning light project was conducted in
20172 Some of the project components dealt exclusivéty the establishment of an integral
model for public private partnership projects aseyand evaluation from the fiscal and financial
standpoints and the creation of administrative gmdiions for its implementation. The new Fiscal
impact and risk assessment guideline for PPP gmjpoepared in the context of this project, thus
offers a qualitative addition to the scope of atiég of the Ministry of Finance, complementing the
Ministry’s current practice-based methodology anédchanisms developed through a similar
project* carried out in 2009 which was financed by the Wd@#nk.

In addition to creating a stimulating environment aeveloping processes essential for the further
development of public private partnerships on thgamal, regional and local levels, the Agency,
as the central body of the SEE PPP Network, deedlop the framework of the Regional
Cooperation Council of the countries of the Soudaff European Economic Cooperation
Proces®, actively promotes the development of legislatrel institutional frameworks in line
with the acquisand the strengthening of the administrative cdpecof the competent authorities
in the Network member countries. These activitige aimed at creating the necessary
preconditions for proper preparation and implem@naof cross border PPP projects and at
promoting regional cooperation with the aim ofadtmg direct investment.

In this context, the Network’s Internet subpage wa&sated on the Agency’s Internet page in 2011,
a two-day international conference entitled “Capadiuilding on public private partnership in
South East Europe” was held in 2011 and towardtigeof November 2011, a three-day seminar
on PPP was held for the Network members in the dmaonk of the Regional School of Public
Administration of Montenegro. A South-East Eurog&PPNetwork Internet forum is planned to be
launched and an annual conference held in 2012.

In addition to the Agency that is responsible fog bperational tasks of the implementation of the
measures determined under this programme, in a&gcoed with the applicable legislation
regulating the area of public private partnersktye, Ministry of the Economy, as the central state
administrative body responsible for public procueempursuant to the Public Procurement?Act
participates in the carrying out of administratiead other tasks relating to the development and
enhancement of the system of public private pastnpr

% |PA 2007 (HR/2007/IB/FI/06-TL) twinning light pregt “Strengthening the administrative capacityhaf Ministry

of Finance of the Republic of Croatia in relatianthe implementation of the new concession and ipyinivate
partnership legislation”.

4 RebelGroup Advisory, the Institute of Economicagieb: "Review of Institutional Framework and Dexghent of
Fiscal Risk Assessment Model for the Public Privgdéetnerships (PPP) in Croatia”, a project finanbgdhe World
Bank.

% Countires participating in the South-East EuropBaonomic Cooperation Process include Albania, Bosmd
Herzegovina, Montenegro, Bulgaria, Greece, Croalitacedonia, Moldavia, Romania, Serbia, Turkey and
UNMIK/Kosovo.

% Official Gazette 90/2011
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4.2.2 FINANCIAL SECTOR

Towards the end of September 2011, the total asddianks accounted for 75.6% of the total
assets of all financial intermediaries. Such a tsghre of the total assets of banks indicates the
dominant position of banks in the financial systeinthe Republic of Croatia. The share of
mandatory and voluntary pension funds and insuranogpanies in the total assets of all financial
intermediaries has been rising since the end o¥ 2@ile the share of open-end and closed-end
investment funds has been falling during the saar®g@ as a result of smaller investor preference
for this type of investments.

Table 9: Financial Sector Structure (% of totakéssend of period)

Financial intermediaries 2007 2008 2009 2010 Segtgl";ber
Banks 73.5 76.7 75.5 75.3 75.6
Open-end investment funds, net assets 6.4 2.4 2.6 25
Croatian veterans fund n.a. 0 0.4 0.4 0.3
Closed-end investment funds, net assets 1.7 0.4 0.4 0.3
Insurance companies 5|0 5 5.6 5.8 5.9
Factoring companies 0.9 1 1.4 1.2 1.1
Housing savings banks 114 1 1.3 1.3 1.4
Mandatory pension funds, net assets 4.5 5.8 7.0 7.4
Voluntary pension funds, net assets D.2 0.3 0.3 0.4
Leasing companies 6.5 7 6.7 5.6 5.0
Credit unions 0.1 0.] 0.1 0.1 0.1
Total 100.0 100.0 100.( 100.0 100.0

Source: CNB, MF, CFSSA

In the process of accession to the EU, the Repuddli€roatia has recognised the policy of
consumer protection in the financial sector asafit@e priority areas for the adoption of measures
for the protection of consumer interests. With@wio enhancing the level of consumer protection
in the financial sector, the Government, actingagoroposal by the Ministry of Finance, issued a
Conclusion in October 2011, obligating the MinistfyFinance to prepare, in cooperation with the
competent ministries and relevant representatiiesceentific institutions and institutions of
learning, supervisory bodies, consumers and ttenéial industry, within a year, a proposal for the
national strategic financial literacy framework. rilyg 2011, CNB intensified its activities in the
field of consumer protection policy. In the orgatienal context, CNB set up a special
organizational unit which deals with consumer pcota in the banking sector.

4.2.2.1 Banking Sector

Operation

At the end of 2011, there were 32 banks and 5 hgusavings banks operating in the Republic of
Croatia. They accounted for 77% of the total aseétall financial intermediaries. The banking

system was a highly concentrated system, withwloelargest banks accounting for approximately
42% and the ten largest banks for approximately ®2%otal banking system assets. In terms of
ownership, banks in majority foreign ownership were dominant category, accounting for 90.7%
of the total assets of all banks, while domestatesbwnership accounted for 4.5% of the total
assets of all banks and those in domestic privaagecship for 4.8% of the total banking system
assets.
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The total banks assets at the end of 2011 stobkR&t 407.4 billion, increasing by 4.2% from the
end of 2010. The share of deposits held steady amedpto the previous three years, and at the end
of 2011 it accounted for 69% of the total liabdgi of banks that relates mostly to the household
sector, while the share of capital stood at 13.8%the same time household deposits accounted
for 57% of total banks’ deposits, while the fundsni majority owners accounted for 15% of
received deposits and 51% of received loans. HR& 24Billion in placements and off-balance
sheet liabilities were exposed to credit risk, dfieh 9.0% were distributed into B and C risk
categories which represent non-performing placesemhe total amount of provisions for
placements and off-balance sheet liabilities actaiior 5% of total placements and liabilities,
with this indicator continuing its increase sind@02 and reaching its highest value since 2004.
Banks' profit before tax recorded in 2011 stoo®iBK 4.7 billion, with 8 smaller banks recorded
losses. At the end of 2011, the capital adequaay odbanks stood at 19.15%, ROAE at 7.1% and
ROAA at 1.18%.

Legislative Framework

The Credit Institutions Aéf (hereinafter: “the Act”), implementing the prowisi of the Capital
Requirements Directive (CRF) relating to credit institutions, was adopted Ep@mber 2008. In
January 2009, the Croatian National Bank adopté&wrsiinate legislation regulating in detail the
calculation of credit institutions’ capital adeqya@s well as a number of other subordinate
legislation based on the new Credit Institutiong®AcThe Act prescribes that credit institutions
must have a minimum capital adequacy of 12 percéhé new capital adequacy calculation
applied as of 31 March 2010, since the CNB hadsprased the amendments to the CRD, adopted
in 2009 at the EU level, into the relevant suboaténlegislation at the beginning of 20fan the
course of 2011, CNB amended certain bylaws and ithpgemented CRD Il provisions into the
domestic legislation referring to the credit ingiibns™, except in the part regarding remuneration
policy receipts which will be addressed through CRDDuring 2011, CNB commenced studying
draft CRD IV and drafted indicative implementatipian. Under the assumption that CRD IV will
be adopted by October 2012, by the end of 2012 Acifon Credit Institutions will be sent to the
Government procedure. After the Accession Treatyhef Republic of Croatia to the EU was
signed, CNB Supervision staff have joined the wairkhe European Banking Authority — EBA as
observers.

Agreements

For the purpose of strengthening cooperation betveegervisory institutions, a Memorandum of
understanding for financial crisis management wgsesl by the CNB, the Croatian Financial
Services Supervisory Agency and the Ministry ofdfice. The basis for cooperation with the
supervisors of banks in majority foreign ownerséiip the memoranda of understanding concluded
with the representatives of Austria, France, Itdlyngary, Germany and San Mario, whereas the
agreements with the supervisory bodies from BoanthHerzegovina and Montenegro relate to the
supervision of subsidiary banks in these countifedlowing the entry of Turkish shareholders in

*" Official Gazette 117/2008

% The Capital Requirements Directive encompassesciie 2006/48/EC relating to the taking up andspitrof the
business of credit institutions and Directive 2@@BEC on the capital adequacy of investment firmd aredit
institutions.

# Official Gazette 117/2008, 74/2009, 153/2009; inliidn to the CRD it also includes the transposealigions of
Directive 2001/24/EC on the reorganisation and wigdip of credit institutions, Directive 86/635/EE@ the annual
accounts and consolidated accounts of banks amal fattancial institutions and Council Directive 827/EEC on the
obligations of branches established in a MembeteSitacredit institutions and financial institut®ihaving their head
offices outside that Member State regarding thdigation of annual accounting documents.

% The amended decisions were published in the @ffdazette 2/2010.

3 Official Gazette 118/2011
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the ownership structure of the Croatian banks, amanandum of understanding was concluded
with the Turkish supervisory authority in Septempet.1.

Payment System

The Payment System Act entered into force in 3§ittansposing Directive 2007/64/EC on
payment services in the internal mafRewhile the Electronic Money A&t transposed the
provisions of Directive 2009/110/EBTin the Croatian legislation. The draft Act on Settent
Finality in Payment Systems and Financial Instrutsi&ettlement Systems and the draft Financial
Collateral Act were prepared in 2011, whereby tpasition of Directive 2009/44/E€ will be
finalised in 2012.

Administrative Capacities

In view of the new regulations concerning paymeydteam and electronic money, the CNB'’s
supervision power was extended and new employess neeruited for the supervision of payment
system and electronic money institutions. A comnsidie number of the CNB employees are
involved in the training project organised by tHéHefor the countries in the region.

4.2.2.2 Non-banking Sector

On 31 December 2011, 26 insurance companies amihdurance company were authorised to
conduct insurance business in Croatia. In Febr@aad?, there were 31 insurance intermediation
companies operating in the country and 272 interames-natural persons conducting the
insurance intermediation business. There were d8@ crafts authorised for insurance
representation and 205 insurance representatiompammies and 10,913 insurance agents (natural
persons) authorised for conducting the insurangeesentation business (including insurance
agents in the bank channel).

One can take a compulsory insurance policy fomtleéor vehicle owner or user, from liability for
damage to third parties as well as additional mgadricle accident insurance at the 37 vehicles
technical inspection stations. All the legal antura persons listed above operate on the bass of
decision issued by the Croatian Financial Servigapervisory Agency (CFSSA), while the 25
banks obtained an authorisation for performing theks of representation in insurance from the
Croatian National Bank, upon a prior approval bySSRA.

On 31 December 2011, the total assets of insurammpanies stood at HRK 31.9 billion while the
assets of reinsurance companies totalled HRK Qlfrbi Gross written premium for non-life
insurance amounted to HRK 6.7 billion at the endhef last quarter of 2011 while that for life
insurance amounted to HRK 2.4 billion.

In February 2012, there were 39 investment comgaane credit institutions authorised to provide
investment services, 29 investment fund managemamipanies, with 125 open-end investment
funds and 7 closed-end investment funds. There alse4 compulsory pension funds, 6 open-end
voluntary pension and 15 closed-end voluntary mensgiinds, as well as two funds established

%2 Official Gazette 133/2009

%3 Directive 2007/64/EC on payment services in therimal market

% Official Gazette 139/2010

% Directive 2009/110/EC on the taking up, pursuitl grudential supervision of the business of eleitranoney
institutions

% Directive 2009/44/EC on settlement finality in pasnt and securities settlement systems
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pursuant to a special law (the Fund of Croatian elamd War veterans and members of their
families and the Pensioners' Fund).

On 31 December 2011, the total assets of investecmnpanies stood at HRK 0.5 billion, and of
investment fund management companies at HRK OlibrhilNet assets managed by pension
companies amounted to HRK 43.0 billion. On 30 Septer 2011, the assets of the funds
established pursuant to a special law amountedri§ BL4 billion.

At present there are 25 leasing companies and d@rfiag companies operating in Croatia. The
assets of leasing companies as at 31 December &20dd at HRK 25.9 billion while those of
factoring companies stood at HRK 5.8 billion (onSptember 2011).

As a supervisory authority responsible for entit@®viding non-banking financial services,
CFSSA revises and improves its approach to supervie enhance the supervision of legislative
compliance of the entities within its competencel amsure better assessment of their business
risks.

CFSSA is a signatory to the Multilateral MemorandahtUnderstanding with the members of the
International Organisation of Securities CommissiGi©SCO). It has also entered into a number
of bilateral cooperation agreements with the nomkbay financial market regulators. To achieve
better financial market supervision CFSSA plansdooperate, on a continuous basis, with all
regulatory bodies with which it has signed agreemen

Also, to ensure better provision of informatiortiie professional as well as the general public, and
to educate the users of financial services, CFS&ularly publishes informational, publicational
and educational content on its web page RIPE-wwe.hanfa.hr, a service which provides
descriptions of individual financial services, sssvas a contact FAQ point for financial services
users and information on developments in regulgboagtice abroad and future legislative changes,
draft legislation and implementing measures ofEhke

As regards legislation in the area of accountinggn effort to reduce costs for the state budget, a
Ordinance on the types and the amount of chargds@#he Financial Agency for the publication

of annual financial reports and issuance of docuatiem from the Register of annual financial

reports was adopted in 2011. Also, harmonizatiotih \@mendments to the International financial
reporting standards continues.

In the area of audit, further activities are beingplemented as regards oversight and quality
assurance of audit firms, independent and certdiaditors. The Croatian Audit Chamber reports to
the Audit Public Oversight Committee about the lssof these activities.

International cooperation was established in 201t ¥he Intergovernmental Working Group of
Experts on International Standards of Accounting &eporting (ISAR) of the United Nations
Conference on Trade and Development (UNCTAD) witehtinued into 2011. In December 2010,
Croatia was also voted an ISAR member by acclam#tiothe 2010-2012.
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4.2.3 LABOUR MARKET

Developments in the labour market reflect econaroinditions, and are as a rule in a certain time-
based relationship with them. Unfavourable econaroiditions in the recent past led to negative
trends on the labour market, both in terms of Eriaémployment and rising unemployment.

Negative developments in the Croatian labour mageested off in the last few months of 2011.
This was seen in a deceleration of a fall in reged employment. Registered employment in
November 2011 stood at 1,381,847, a decline of 16t fthe same month previous year.
Registered unemployment did not rise, but felltglyy At the end of December 2011, registered
unemployment was down 1.4% from the end of the samath previous year. The fall in
registered unemployment was largely due to actmpleyment policy measures. As regards the
indicators obtained on the basis of the labourdaarvey, the unemployment rate rose from 11.5%
in the third quarter of 2010 to 12.2% in the samarter of 2011.

4.2.3.1 Stimulating Employment

The measures for promoting employment are envisagetihe National Employment Promotion
Plan 2011-2012, which is based on the Joint Assassof Employment Policy Priorities (JAP).
The National plan consists of 31 implementing meas@and 175 implementing activities falling
within the competence of 31 institutions. They uad renovation of residential units demolished
during the war (The Ministry of Regional Developmeand EU Funds), financing of
entrepreneurship in tourism and island developreapport (The Ministry of Tourism), incentives
to small and medium-size enterprises, coopera@wes crafts (The Ministry of Entrepreneurship
and Crafts), the activation of war veterans anddisabled on the labour market (The Ministry of
War Veterans and the Fund for Professional Reltatidn and Employment of People with
Disabilities). These measures and activities aneléd, among others, by pre-accession EU funds
and Croatia submits to the European Commissiontailei@ annual report on the results of the
implementation of this plan.

In 2011, the Croatian Employment Service spent HIBK million kuna for the implementation of
active employment policy measures within its corapeg, an increase of 55.3% compared to the
previous year. The number of persons participatinthese active measures also increased, from
13,088 in 2010 to 33,972 in 2011, which is an iasee of 160%. There were 13,788 persons
participating in training for the unemployed, arcrease of 202% from the previous year and
10,780 persons participated in public works, amaase of 114% from the previous year. Training
and public works were the measures intended priynfor persons unemployed for an extended
period of time with a very difficult access to tfladour market.

It should also be noted that the number of persockided in workplace training without
concluding employment contract, intended for yogegsons with no previous work experience,
rose from only 448 in 2010 to 4,760 in 2011. Sacharp increase was due to the fact that lack of
experience was identified as one of the main oletdo young persons’ employment. An external
evaluation of active employment policy measureenaky the Croatian Employment Service in
2009 and 2010 was performed towards the end of .2Q@1devealed considerable differences
between the participants in the measures and ¢bairol groups. However, these differences can
to a large extent be attributed to the effect ef plarticipants’ selection which had not been fully
eliminated by the quasi-experimental method used.

Despite a sharp increase in expenditures for aetiveloyment policy measures in 2011, compared
to the previous year, they still remained relagvielw compared to the expenditures for passive
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measures. Active measures to unemployment compemsatpenditures ratio stood at 20% in
2011.

4.2.3.2 Social Security System

Legal Protection of Unemployed Persons

The primary form of social protection during uneoyhent is payment of financial compensation
for unemployment. The number of financial compeinsabeneficiaries in 2011 stood at 74,501, a
decrease of 5% from the previous year. Expendittme$inancial compensation in 2011 totalled

HRK 1.39 billion, a decrease of 6.3% from the poesi year. Despite a small increase in the
unemployment rate in 2011, compared to 2010, thebewn of unemployed persons entitled to
financial compensation declined. As a result, titaltamount of financial compensation in 2011
fell by HRK 170 million. This is very much due tosbowdown in the rate of employment fall, a

considerably smaller inflow of unemployed persormmf employment, that are entitled to this

compensation, and an increased inflow of persams flegular education and from inactivity, that

are not entitled to this compensation.

Pension Insurance

With a view to further implementation of the pemsgystem reform and improvement which aims
at ensuring its fiscal and social sustainability unfavourable demographic and economic
conditions, the Croatian pension system underwa&reral changes last year.

According to data provided by the Croatian Pendmsurance Institute, the insured person to
beneficiary ratio under the generation solidaritiiesne was again very unfavourable. The number
of insured persons in December 2011 was 1,468,683tee number of pension beneficiaries was
1,213,121 (1.21 to 1). The share of pension experedin GDP in 2010 reached 10.60%. This was
due to the increase in the number of retired pexsoslyments of pension supplements for pensions
earned from 1 January 1999 under the Act on Amentsn® the Pension Insurance ¥ctthe
implementation of the Amendments to the Pensioarrsce Act® which provide for an increase in
early old-age retirement pensions, the lowest paissand disability pensions due to professional
incapacity for work of employed users, from 1 Jagu2008. A contribution to the growth in
pension expenditure in GDP came from a fall in nbeninal amount of GDP in 2010. In August
2011, the replacement ratdor an average pension earned under the Penssomaince Act stood

at 39.03%, the replacement rate for an averagagédpension earned under the Pension Insurance
Act stood at 42.87% and the replacement rate foavarage old-age pension for a completed
qualifying period of 40 years or more stood at 9862°

In view of ensuring long-term sustainability of theneration solidarity pension system, an Act on
Amendments to the Pension Insurance*Auatas adopted that entered into force on 1 November
2010. This Act envisages, starting from 1 Janud¥12 a gradual increase in the age limit for
entitlement to old-age and early retirement pensmwrwomen of 3 months per year, during a 20-
year transitional period. This will ensure equahditions for acquiring rights to pension for both
men and women from the year 2030. The same Acsages tighter conditions for the calculation
of early retirement pensions, that are more appatgprto the costs associated with earlier
retirement and increased pensions for personsatisét to continue working after having met the

¥ Official Gazette 79/2007

% Official Gazette 79/2007

% The replacement rate is the share of averageqeitsaverage net wage.

%0 Official Gazette 102/1998, 127/2000, 59/2001, 2004, 147/2002, 117/2003, 30/2004, 177/2004, 9&200
43/2007, 79/2007, 35/2008, 40/2010, 121/2010, XB®2- as amended, 61/2011 and 114/2011

* Official Gazette 121/2010
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conditions for old-age pension. Over a medium amdterm, these measures are expected to
result in a slowdown in the inflow of new pensioenbficiaries and a slowdown in the growth in
pension and pension-related expenditures. Afteretpected initial negative fiscal impacts of the
implementation of the said Act, from 2013 onwairithe authorities expect to generate savings in
pension and pension-related expenditures. It igmastd that expenditures will decline by
approximately HRK 50 million in 2013, by approxirabt HRK 140 million in 2014 and by
approximately HRK 240 million in 2015. In additiooyer a long-term these measures will have a
favourable effect on revenue from pension insuramoegributions, given that insured persons will
remain longer in the labour market and will exegdiseir entitlement to pension at a later stage in
life.

The decision on the suspension of pension adjustme2010, pursuant to the Act on Special Tax
on Salaries, Pensions and other ReceivdBlemmained in force throughout 2011 in line with the
Act on Postponing Pension Adjustment in the pefioth 1 January to 31 December 2d%1n the
two year period these measures reduced the stalgebexpenditures by a total of HRK 260
million. As of 1 January 2012, pension adjustmeititlve reinstated through the application of the
so-called Swiss formula for pension indexation, a€justment in accordance with an index
resulting from a 50% increase in gross salaries5&%d consumer price increase.

The monitoring of the implementation of the Actthie Supplement to a Pension Earned under the
Pension Insurance Aét led to the realisation that the pension supplefietiould be integrated
into the amount of the pension. The pension supghtmas part of a different taxation regime,
providing the beneficiaries of the supplement vaittnore favourable position compared with other
pensioners. Pursuant to the Act on AdjustmentsiecAict on the Supplement to a Pension Earned
under the Pension Insurance At@s of 1 January 2012 for some 300,000 benefisiasfethe
pension supplement, in the average amount of HRK ®Bfe pension supplement was integrated in
the overall amount of their pensions. It is estedahat as a result of the inclusion of the amaiint
the supplement in the total amount of the pens®ofal January 2012 (the pension in February)
some 70,000 beneficiaries of the pension supplemvéhbe obligated to pay higher health care
contributions, at the rate of 3%, due for pensiainsve the net wage in the Republic of Croatia, as
well as tax and surtax arising from the supplenierthe average amount of HRK 51, making the
taxation regime equitable for all pensioners.

The adoption of the Act on Reduction of PensionseBeined i.e., Realised under the Special
Pension Insurance Regulatiéhs(which as of 1 July 2010 reduced pensions ofagerspecial
categories of pensioners by 10%), was followedhayadoption of the Act on Amendments to the
Act on Diminishing Pensions Determined i.e., Realisinder the Special Pension Insurance
Regulation®®, which exempted from the aforementioned reducttn survivor's pensions paid
out to family members of the killed Croatian Honmelawar defenders, children who lost both
parents, that are realised under the Act on thétRigf Croatian Homeland War Defenders and
Members of their Familié& The adoption of the said Act is estimated to hsaed HRK 250

*2 Official Gazette 94/2009 and 56/2010

* Official Gazette 139/2010

* Official Gazette 79/2007

*> The pension supplement has been calculated addopaias of 1 October 2007, as a separate recegudition to
the pension received, totalling from 4% to 27%, efeping on the calendar year in which the beneficiaalised
his/her right to pension, aiming to measure thdeddhces among pensions realised under old pensgmance
regulations and the ones realised under the cuPemsion Insurance Act.

*® Official Gazette 114/2011

*" Official Gazette 71/2010

*8 Official Gazette 130/2011

* Official Gazette 147/2004, 92/2005, 107/2007, B 137/2009 and 55/2011
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million in 2010, HRK 610 million in 2011 and willase HRK 620 million in 2012, and the
corresponding amounts over the coming years. litiaddon 25 January 2012 Parliament adopted
the Act on Amendments to the Act on the Rights @tiigations of Representatives in the
Croatian Parliament, under which, MPs, Constitwtlddourt Judges and the Auditor General will,
in the future, earn their pensions pursuant tdP#esion Insurance Act.

As for the system of generation solidarity, theteysof the minimum pension is to be revised, in
particular the system of financing the minimum pensre-examining the possibilities of being
granted minimum pension pursuant to the income ropgrty qualifications, as well as re-
examining the possibility of widening the scopepeision beneficiaries allowed to work under
contracts of employment in addition to receivingittpensior’.

Amendments to the Compulsory and Voluntary PenBiomds Act’ provided the insured persons
who voluntarily joined the ¥ pillar of the pension insurance scheme (insuresqmes who on 1
January 2002 were aged 40 or more, but below teeo8§0, and who by their own choice joined
the so-called ¥ pillar — some 95,000) with the possibility of omiout from the scheme when they
acquire the right to old-age or early-retirementgien under the Pension Insurance’AcAiming

for a comprehensive solution of the issue regarédidiyiduals who voluntary joined thé®pillar,

it was necessary to press ahead with amendmettie #hct on Amendments to the Act on Pension
Insurance Companies and Payment of Pensions Baskwlividual Capitalised Savingsin order

to solve the status of former members of the mamgadiension funds and current beneficiaries of
pensions from the"2 pillar who by their own choice joined th&pillar. It is estimated that it will
prove more favourable for a significant numberngured persons who might decide to retire in the
following years to return to the'pillar and that the transfer of assets from tpeirsonal accounts
to mandatory pension funds, despite incurring etquebigher costs arising from the payment of
their pension from the *1pillar, will benefit the state budget through ieased income. The
estimate for the exit from the"®pillar involving 95,000 of insured persons, the-cadled
volunteers, i.e. the future pension beneficiarias been calculated gradually for the period from
October 2011 to 2040. Accordingly, it is estimatieat in 2011 some 46 of the so-called volunteers
will opt for a pension realised only under th&gillar, with the net effect for the state budgét o
some HRK 3 million, in 2012 their number is estigthit 643 insured persons, with the net effect
of some HRK 22 million.

Aiming to cut administrative costs regarding th® pillar of pension insurance, the Act on
Amendments to the Act on Collecting Insured Persbasa on Mandatory Pension Contributishs
was adopted, which regulates the new way of fimanof the Central Registry of Insured Persons
by transferring a share of costs incurred by théumn accounting-keeping of personal accounts of
mandatory pension fund members from the state Wutigenandatory pension companies. In
addition, pursuant to the Decision of the Croaf@mancial Services Supervisory Agency on the
highest percentage of the fee for the managemetheahandatory pension company in 201the

fee for the costs of mandatory pension companiescufi so a mandatory pension company now

0 The above-mentioned has been envisaged by tlmviaty documentsioint Memorandum on Social Inclusion of the
Republic of CroatigJIM) and theJoint Assessment of Employment Policy PrioritidéP.

>l Official Gazette 114/2011

%2 |t should be stressed that this Act provides F&r possibility of opting out for contributors toet® pillar and
members of the mandatory pension funds who arefiseées of new pensions and who on the date efahtry into
force of this Act have not entered into a pensigireament with a respective pension insurance coymganwell as to
beneficiaries of survivor's pensions realised afterdeath of an insured persons, member of actgpdund, if the
assets arising from capitalised contributions @pérsonal account of the deceased have not bleeritéd.

%3 Official Gazette 114/2011

> Official Gazette 90/2011

% Official Gazette 154/2011
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has the right to a management fee by deducting?®.gér year from the total assets of a given
pension fund (0.65% in 2011).

Further, it is necessary to examine the possibdftyaising contributions to the"®pillar of the
pension insurance and reducing fees for its managerihe proposed increase in the contribution
rate will depend upon the results of the requinedlyses aimed at ensuring adequate pensions for
future beneficiaries. In addition, the formula t@iculating the basic pension will be re-examined,
as well as the investment policies of pension fumdserms of investment differentiation with
respect to age cohorts.

Social Welfare

The Social Welfare Development Strategy in the Répwf Croatia 2011-2016 was adopted in an
effort to optimise social welfare measures, layspgcial emphasis on EU guidelines in the area of
social inclusion. In addition, the Plan of Deingtibnalisation and Transformation of Social
Welfare Institutions and Other Legal Entities Pdiwg Social Welfare Services in Croatia 2011—
2016 (2018) was adopted, as a basis for the planetebrk of homes and social welfare activities.

As part of the measures under the Economic Recdvesgramme an analysis of social transfers
was completed and a definition of the uniform cqte# family (household) proposed. To be more

precise, a uniform methodology was determined ébtireg up a proprietary census, as well as the
census amount for the entitlement to social besigitoposals were submitted for amendments to
individual pieces of legislation. The eligibilityof social benefits is determined based on the
income and receipts of the applicant and family toers living in the same household, and on the
basis of the property owned by the applicant andlfamembers living in the same household.

In line with the proposed measures, the Social &velfAct>® adopted in May 2011, introduced a
uniform definition of households and a clearer meoand property census as regards the eligibility
for social assistance, benefits, support and sesvitinder the previous Social Welfare Act the
basis for entitlement to social welfare was setwesteely by the Government and was not adjusted
to costs. The new Act introduced a basis thatiseldl to the relative poverty threshold, published
yearly by the Croatian Bureau of Statistics. Theibas 22.5% of the monthly amount of the
relative at-risk-of-poverty threshold for singlerpen households. This way, assistance is linked to
changes in average income. The introduction of baisis does not presuppose an increase in the
so-called permanent support, except for categaidseneficiaries at risk of poverty and social
exclusion. The new Act introduces an equivalenesaly, which provides more equitable assistance
to single persons, especially those suffering genéisability to work, and single parent
households.

In an effort to enable further deinstitutionalisatiand expansion of the service network, the new
Foster Care Acf was adopted in July 2011. It regulates new forffoster care (kinship foster
care, non-kinship foster care and professionakfostre, as a completely new type of foster care),
laying emphasis on training and education of fostere providers, as a contribution to the
deinstitutionalisation of the social welfare systédmorder to harmonise the Foster Care Act with
the provisions of the new Social Welfare Act someadments are underway.

The planned introduction of special “benefits fbe telderly” without pension and in the social
welfare system (the introduction of the so-calledial pension) did not see the light of day for
several reasons. In addition to economic reastwesptoblem lies in the small difference between

%6 Official Gazette 57/2011
57 Official Gazette 90/2011
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the social welfare benefits for elderly persons #redlowest pension for the minimum length of

service of 15 years. Nevertheless, the new Socilfane Act provides for some improvements in

the material status of households of elderly sinmeson® without pension since the adopted

temporary solution provides for a 20% increasedoiad assistance to single persons unable to
work (HRK 100), while the introduction of the spa&cassistance to the elderly will be postponed
until the economic conditions will have enabled thquired expenditure estimated at HRK 59.6
million.

In line with the above-mentioned Strategy furthieategic measures and activities for the period
2012-2014 in the area of social welfare are relaied) the improvement of the quality of work of
expert workers through the implementation of retdviegislation that regulates the activity of
professional associations of persons employedarfigid of social welfare and other systems such
as health care, judiciary, economy and the civitae 2) the improvement of the position of the
socially vulnerable groups through introduction ofonetary assistance aimed at elderly persons
without pensions or monetary assistance aimedsabtid persons (inclusive supplement) and the
introduction of uniform criteria for determiningsdibility and functional incapacity, as well as the
establishment of a common assessment body; 3)d@iveanganisation of social welfare centres
under the model of “one-stop-shops” and the implaateon of the social welfare IT system; 4) the
expansion of the social welfare service network &mther deinstitutionalisation of the social
welfare system, as well as preparation and impleéatiem of pre-accession activities in the area of
social inclusion.

Protection of Motherhood and Family Allowance

Within the implementation of the 2006 National Plagion Policy®, the application of the Act on
Maternity and Parental Benefi'sand Child Support A8 continued, while the Act on
Amendments to the Act on Maternity and Parentalefiesi” and the Act on Amendments to the
Act on Child Support A& were adopted for the purpose of legislative aligntrwith the EU
acquis

For the purpose of exercising the rights prescrimgdhe Act on Maternity and Parental Benefits
and the Child Support Act, a decrease in investroefitnds of HRK 37.8 million was recorded in
2011 relative to 2010 through the Ministry of Faymiiffairs, War Veterans and Intergenerational
Solidarity®* In the period 2012014, a total of HRK 8.8 billion is planned to béoeated. In

*8 An elderly single person household includes pessaiove the age of 65 living alone, a group ahiglest risk of
poverty (some 27%).

> Official Gazette 132/2006

0 Official Gazette 85/2008 and 110/2008-Corrigendum

®1 Official Gazette 94/2001, 138/2006, 107/2007, 8@ Constitutional Court Decision

82 Official Gazette 34/2011

%3 Official Gazette 61/2011

® The decrease in total expenditures arising fromrghts under the Act on Maternity and ParentaheBigs is
connected directly to the fall in the number of bew children during 2011. In the period Januar$éptember 2011
relative to the same period the previous year,%.lk%s children were born (30,834:32,181), whiléhim work-related
status structure of beneficiaries the most promigeop was observed in the group of employed alfdeseployed
mothers/parents. It has been scientifically protteat the fertility rate is directly linked to thenployment rate of
women, i.e. the higher the employment rate thedrigie fertility rate. A strong correlation betwa@e marital status
and the number of newborn children is a specifatuee of Croatia. According to CBS statistical date number of
marriages entered into in the Republic of Croatia heen stagnating (in the last 27 years the nuotberarriages
declined by 29.64%). Concurrently, but at a steepts, the rate of newborn children per marriagdiced and was
not compensated by the number of children bornobutedlock as in some EU Member States. Since yagem of
family allowances is aimed at supporting the brate, maintaining social security and quality faniife, its goal is
fulfiled only under the precondition that other gutation/family policy factors are attainable oratde. In
circumstances of increased exposure to the riglooifal poverty by entire families as a consequerfdess of work,
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addition, the work of 17 county family centres d¢oned and two new centres were established in
2011.

Improvement of student standards

Aiming to increase the number of highly educatecsqes in Croatia, it is necessary to provide
adequate financial support for students. This ise@nsured via an efficient and equitable model of
student standard, which will enable all studentsetp on a different set of financial support dgrin
their studies at universities and higher educatolteges in Croatia. The model is based on the
development of an equitable model of awarding soisbips to students, on subsidised
accommodation at student dormitories, pupils’ deomes, private accommodation and other
alternative accommodation and the constructiones student accommodation. The Ministry of
Science, Education and Sports (MSES) has madencants efforts towards the improvement of
the model of subsidised transportation for full¢ignd handicapped students and has been working
on the improvement of the quality of subsidised Isvéar students, as well as on harmonising the
quality and the level of service in all establisimisethat prepare meals for students in Croatia.

In 2011, all measures planned by the MSES in aortetb improve student standard were
successfully implemented. The realisation of impmatimg measures will continue in 2012,
including the planned new 2,200 state scholarsfipseveral categories of full-time students at
universities, higher education colleges and fortygoaduate students. In addition, co-financing of
transportation for full-time students will continue Osijek, Split and Rijeka, as well as for
handicapped students. In 2012, the MSES will carfoce meals for some 115,000 full-time
students, accommodation in student and pupil dorred for some 12,000 full-time students and
subsidise private accommodation for some 6,000esisd

4.2.4 AGRICULTURAL SECTOR

Agricultural Land

The aim of agricultural land policy is the increasdhe size of agricultural land used by farmers
for agricultural production. The increase in theesof agricultural land in Croatia has been carried
out mainly through purchase or lease of the agucall land in private or public ownership.

Agricultural Land Act, in a form of a special lawgether with subordinate regulations on real
estate, stipulates the use of agricultural landugh sales, lease and long-term lease in 2 phases:

1. Local self-government units (SGUSs) draft and pad@spective Programmes for state-owned
agricultural land management (hereinafter: the Rrogne), conditional on the approval of the
Ministry of Agriculture. The Programmes define piad use of state-owned agricultural land
regarding sale, lease, long-term lease, restit@r@hother scopes.

2. In accordance with their Programmes, SGUs cautytenders for sale and lease of agricultural
land owned by the state with the approval of theidry of Agriculture. The Committee for the
Long-Term Lease of the State-Owned Land and Pamdshe other hand, carries out tenders for
long-term lease of state-owned land and ponds.

long-term unemployment, loss of dwelling, declimear absence of other income, etc., in other wolasy term
insecurity, parent/family structures react in thmwe-described manner the decline in the number of newborn
children, which is a demographic characteristicvEfditerranean countries (with the exception of Eegrand post-
socialist transition countries.
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Out of 547 SGUs, 472 have at their disposal agucal land which is owned by the state. 383
SGUs adopted their Programmes with the approvathef Ministry of Agriculture, covering
546,541 ha of agricultural land owned by the st@itee Programmes were not adopted mainly by
the SGUs which have small-size, far-away pieces st#te-owned agricultural land, and
characterised by open legal ownership issues orthey SGUs where areas of state-owned
agricultural land are covered by forestry issues.

According to the Programmes, 263,532 ha of aguicaltiand were managed in this way, which is
48% of state-owned agricultural land, defined by Brogrammes. Due to complex and open legal
ownership issues, areas of land planned for salesstitution were leased until their respective
legal ownership issues were resolved.

Management of agricultural land in private ownepsisi stipulated by the general regulations on
real estate and is characterised by the interpfafree market forces. The realisation of legal
transactions regarding privately owned agricultleal (such as purchase or lease agreements) are
solely dependant on the terms stipulated by theeoywand on their acceptance on the part of the
buyer or potential lease-holder. The increase m glze of the farms through the use of the
agricultural land owned by private persons is pecally negligible; resulting from the fact that
privately owned land is also stricken with the peob of unresolved legal ownership issues.

Agency for Agricultural Land is currently being s, and it will take over the tasks of managing
agricultural land owned by the state. The Agencll speed up and make more efficient the
magangement of state-owned agricultural land, wklabuld contribute to the increase in the size
of the farm land used for agricultural productidiurthermore, the Agency has the possibility to
buy the agricultural land on market terms, or ttspasal of the agricultural land through sale, éeas
or exchange with farmers with the aim of the inseeaf the agricultural land.

Regulation of the Agricultural and Food Productsrkiet and Establishment of the Market Price
Information System for the Market in Agriculturaiducts

Regulation of the agricultural and food productsketiand the harmonisation with EU standards
has been carried out since 2009 and the adoptitimeofct on the Regulation of the Agricultural
and Food Products Markét In the meantime required bylaws have been drafeshrding
production limits (sugar, milk) and trade mecharssihhere are also measures in force regarding
specific sectors such as: beef, milk, pork, cerdalg and vegetables, sugar, wine, olives andeoli
oil. The adoption and implementation of these ratuly acts have transposed EU standards
respectively into the Croatian legislation and @eoaagricultural and food products market.

In accordance with the EU legislation, the Membite&s are obliged to establish the market price
information systems. In 2011, the Department forrkda Information System in Agriculture
(MISA) of the Ministry of Agriculture organised thraonitoring of prices and quantities of certain
agricultural produc§ on the domestic representative markets, in acooslaith EU regulations
and had the system of price reporting audited,ioioiga a positive audit report.

State Aid in Agriculture

The bulk of the state aid to agriculture is adnterisd in accordance with the Act on State Support
for Agriculture and Rural Developmé&ht which was amendédin November 2011 to take into

% Official Gazette 149/2009,22/2011
% Beef carcass, fresh raw milk and dairy produaseals and oil crops, sugar and agricultural irffadder).
%7 Official Gazette 92/2010, 127/2010, 124/2011
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account the results of negotiations in the fieldagficulture and rural development. The most
important results of the negotiations have to dthhe financial support package for agriculture
and rural development which will be made availdbl€roatia following its EU accession.

The Ordinance on the manner of registering andrtieygoon state subsidies in agriculture and rural
development was adopted in mid-26PL1The strengthening of administrative capacity loé t
Paying Agency for Agriculture, Fisheries and Rubavelopment and the agricultural inspection
service was intensified parallel with the legistatalignment with the Eldcquis

The Excise Duties Act in force since the beginning of 2010, regulates utilisation of gas oils
for use in agriculture and fisheries under privéldgax conditions, without payment of excise duty.
The Act on Agriculturé' lays down the framework for rights to use gas citsler privileged
conditions, while the Ordinance on implementatidrih@ excise duties act concerning blue-dyed
gas oil for uses in agriculture, fishing and aquiace’® lays down detailed conditions for exercise
of that right. According to data on the used qug#iof gas oil coloured blue for use in agricudtur
fisheries and aquaculture tax exemption as a fdrairect subsidy to beneficiaries in agriculture
and fisheries totalled some HRK 382 million in 2Gk@ almost HRK 405.5 million in 2011. Since
this measure is also intended to be applied afteatia's accession to the EU it is necessary to
establish a system that will comply with the prasmiss of EU regulations.

Farm Accountancy Data Network

The establishment of the Farm Accountancy Data NetWFADN)"® is provided for under the Act
on Agriculturé®. The new Ordinance on the farm accountancy dateomk’ was adopted in July
2011, laying down in more detail the manner of #mel conditions for the establishment of the
FADN in Croatia. The farm accountancy data areectdld by the Croatian Agricultural Extension
Service with the Croatian Chamber of Agricultureotigh the annual FADN survey. In 2011, the
FADN pilot survey for the accounting year 2010 wasried out in 21 counties on a sample of 510
farms. The planned number of farms for the 2012esuis 777, while the final objective in 2013 is
to reach a representative sample of some 1,25Gfarm

Rural Development

Due to the short period available for applicatiofidwing Croatia’s accession to the EU (second
half of 2013) and as a result of accession negatiaton Chapter 11: Agriculture and Rural
Development, Croatia will start implementing the D as of the beginning of the next
programme and financial period 26:2920. Of the rural development measures, untilette of
the current EU programme period (26@013) measures under the IPARD programme will be
implemented, support for insurance against possi@ieages to agricultural production, support to
the conservation of native and protected breeddoofiestic animals, support to the income of
agricultural farms (only in 2012), support to orgaand integrated agricultural production and

% Official Gazette 124/2011

% Official Gazette 76/2011

"0 Official Gazette 83/2009

! Official Gazette 52/2009

"2Official Gazette 1/2010, 44/2010, 65/2010, 78/2Q1131,/2010, 144/2010, 4/2011 and 44/2011

3 Farm Accountancy Data Network FADN is a system established for the purposeotiecting accountancy data
(production, economic and financial) on a samplagfcultural farms in order to establish the legkincome and
analyse the operation of agricultural farms inEweMember States.

™ Official Gazette 149/2009

" Official Gazette 89/2011
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support to areas of difficult farming conditiona.the period 20072013 assets set aside under the
IPARD programme totalled EUR 184.4 million (HRK Tiflion) (75% EU: 25% HR).

Phytosanitary Area

The process of establishing of the Phytosanitargidter and the system of plant passports was
completed. In 2011, work continued on the improvemmand acceleration of the process of
registration and re-registration of plant protectiproducts in accordance with uniform EU
principles. The Phytosanitary Information Systentl wontinue to be upgraded in 2012, and its
integration with the Register of agricultural fagnise Customs IT system and the IT system of the
Institute for Plant Protection will go on, as wad the linking of the codebook of subjects with the
central registry in the Tax Administration. The stig Phytosanitary strategy will be revised in
2012 due to the entry into force of new EU regolagi in the phytosanitary area. A long-term
national action plan for the reduction of riskspafsticides and influence on human and animal
health, and the environment will be created byehd of 2012 and laid before the Government to
be adopted.

In 2011, the phytosanitary inspection continuechveibntinued phytosanitary supervision of plant
owners registered in the phytosanitary registerp Wwave obtained authorisation for issuing plant
passports, and commenced with phytosanitary supernvof the domestic and imported seed and
propagation material. The construction of premigeouse the phytosanitary, veterinary and
sanitary inspection was started at the border-orgsZrana Luka Zagreb, as well as the

construction of premises for the phytosanitary aeterinary inspection at the border-crossing
Stara Gradiska.

Food Quality and Safety

The implementation of food and feed safety conti®lso-ordinated by the Ministry of Agriculture.
In this segment, a long-term National plan of a#ficcontrols by the Republic of Croatia
2011-2015 was created in 2011, as well as the Planguiimed official controls on imports of food
of non-animal origin as regards the presence obtaignes 20112013. A plan of official controls
regarding sample taking related to microbiologimateria for food is to be created in 2012. Three
audits were carried out by the Food and Veterir@ffjce of the European Commission. In an
effort to establish a system of authorised offi@all reference laboratories for food and feed, 15
official and 3 reference laboratories were autleatisThe Ministry of Agriculture also serves as a
national contact point, co-ordinating the natioRalpid Alert System for Food and Feed. In the
segment of food labelling and quality, harmonisatiath the relevant EU regulations continued in
2011. The 7th issue of the Guide on labelling, ditvg and presentation of foodstuffs was
published in August 2011, including Appendix 7 be tabelling of beef.

With respect to quality policy, alignment with thedlevant EU regulations also continued in 2011,
with the new Act on the designation of origin, aied geographical indication and traditional
specialty guaranteed labels for agricultural presi@nd foodstuffs being prepared, to be followed
by implementing regulations. The creation of a @umh the registration of designations of origin
and geographical indications of agricultural praduand foodstuffs is also underway.

With a view to Croatia's imminent accession to g the process of establishing the HR RASFF
has been continued in the aspect of completionpdamthed maintenance of the HR RASFF ICT
web-application, maintenance of the information @edthmunication equipment and training of
employees participating in the work of the HR RASHKi€luding persons who carry out official
controls. It is also planned to improve the funetng of the HR RASFF ICT pertaining to the
collection of data on specimen collected as pauffiial controls and their unification into final
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reports to serve as a basis for the assessmeisksfin the territory of the RC. The ultimate go&l

the improvement in the functioning of HR RASFF I tability for timely reaction in terms of
undertaken activities and measures and an incieabe efficiency of organised official controls
and the overall food and feed safety system, wiwdh ultimately lead to better protection of
human health through prevention of disease anddprg of disease stemming from food or feed.

Veterinary Area

Veterinary checks of farms continued throughout12Cdiming at informing and training animal
owners as regards the requirements of veterinagulagons the adherence to which is a
precondition for the entitlement to agriculturabsidies. The practice of concluding contracts on
delegating official controls to accredited veterjnarganisations continued. The Ministry of
Agriculture has been implementing programmes ofyedgtection, prevention and eradication of
decease and confirmation of officially disease-Btxus for the purpose of certifying animal health
status for the internal EU market and third cowstrithus strengthening the competitiveness of
stock-breeding in the RC. In 2011, the Ministryt&td work as regards undertaken commitments of
enabling the entry to the market of EU centrallfhaused veterinary medicinal products. In
addition, work was intensified on the establishmainthe Central Veterinary Information System
(CVIS) defined under the Veterinary Attas the unified system of registries and computer
programmes with the purpose of providing efficiantess to information and support to timely
decision-making and effective management of alhresgs of the veterinary service. The CVIS is
expected to become fully operational in 2012.

Fisheries

As regards the last year's PEP, in the segmentingl#o fisheries, all measures and objectives
planned were fulfilled in 2011, apart from equippii5-18 meter vessels with the vessel
monitoring systerfl and the creation of the Operational Programmelrfgslementing Structural
Measures in Fisheries. The National programme df@2ollection in the Area of Sustainable
Management of Marine Bio-resources was drawn g0t

In order to establish a system of structural messur fisheries in 2012, it is planned to complete
the preparation of the National Strategic Plan #aedOperational Programme aimed at identifying
measures to be financed in the fisheries sectofoAhe strengthening of surveillance and control
at sea, the plan for the period 262014 is to strengthen inspection capacities anchecn
different authorities carrying out marine controrguant to the Marine Fisheries Attin view of
the obligations arising from EU membership, in thening three-year period, significant resources
are planned to be allocated to the issue of alggtine fisheries effort with the available resources
and the establishing of the automated identificaigstem (AIS) of all fishing vessels in excess of
15 meters.

'® Official Gazette 41/2007, 55/2011

" The vessels were not equipped with the vessel torimj equipment because complaints were receiged:gards
the implementation of the public tendering procedswm the issue is to be decided by the State Casionifor Public
Procurement. Depending on the decision the ad@siitiecessary for the implementation of this measillebe
undertaken.

"8 Official Gazette 56/2010 and 55/2011
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4.2.5 PUBLIC ADMINISTRATION REFORM

In 2011, the implementation of the State Administra Reform Strategy 2062011 (as the
framework for the modernisation and rationalisatioh state administration) continued and
preparations were started for the drawing up oéwa strategic document. The implementation of
the decentralisation process laid down in the Qunds and Principles for the Functional and
Fiscal Decentralisation and Territorial Reorgangatontinued through collecting and updating of
data and carrying out of preliminary analyses adthsis for a new model of territorial organisation
and functional and fiscal decentralisation.

Out of 62 special acts to be aligned with the Gainadministrative Procedure A&, 53 were
aligned in 2011, with the adjustment of remainingc® being underway, so the project entered its
final phase.

The rationalisation process of state administratwas continued with the adoption of the
Regulation on the Principles for the Internal Oiigation of State Administrati8fand the Act on
the Structure and Scope of Ministries and Otherti@eState Administration Bodi&s The Act on
Amendments to the Civil Service A&twhich entered into force in May 2011, and impletirg
regulations adopted pursuant to this Act, improtredevaluation system, increased the mobility of
civil servants, strengthened their responsibilibd antroduced the possibility of expert training
with state authorities without permanent employm@&he State School for Public Administration
commenced its activities in 2011.

The new Political Activity and Electoral Campaigin&ncing Act® was adopted in 2011. It
envisages a cut in the funds set aside by the Btatget for regular annual financing of political
parties from the current 0.056% of current budgegteeditures to the 0.05% of the realised
operating expenditures of the previously publishegabrt on budget execution, which represents a
decrease or cut of some 10% relative to the fun@dlable thus far. The Act also reduced the
maximum amount of donations that natural and lggailsons may make to political parties
annually and laid down maximum cost limits for ¢lec campaigns.

The Act on Amendments to the Freedom of Informa#at’* was adopted, broadening the circle
of public authorities and introducing public intsteand proportionality test in case of withheld
information.

The Act on the Register of Public Sector Emplo§eess adopted with a view to establishing a
guality and efficient system of centralised wag&uwation and human resources management.
Consequently, the Register was established and 8@tiDecember 2011 it included 227,127

employees of the altogether 230,000 employee@72nstitutions.

Within the framework of electronic administratioevelopment, activities envisaged by the e-
Administration Development Strategy 26@®12 were continued in 2011, the establishmentef t
Croatian interoperability framework being one of thain goals.

® Official Gazette 47/2009

8 Official Gazette 154/2011

8 Official Gazette 150/2011

8 Official Gazette 49/2011

8 Official Gazette 24/2011 and 61/2011
8 Official Gazette 144/2010 and 77/2011
8 Official Gazette 34/2011
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Preparations were made for the drafting of the S¢ate Administration Reform Strategy, whose
completion is planned in the third quarter of 20AEning at alignment with the provisions of the
Act on Amendments to the Civil Servants ctraft amendments to the Regulation on the forms,
modalities and conditions for education and tragnof civil servants, the Regulation on the
structure and operation of the State Administrat©@ommittee and the Regulation on the
procedure, manner of sitting for and Programmehefdtate civil service exam, are underway. The
Act on Salaries in the Public Sector will regulatdaries and other material rights of all persons
employed in the public sector, the system of maimtp salaries, the basis of the classification
system, evaluation system, promotion system anerotbsues important for the system of
remuneration in the public sector. The draft of thet is planned to be presented to the
Government in the third quarter of 2012 and draftenplementing regulations, accompanying the
Act, in the fourth quarter of 2012. The RegisterRafblic Sector Employees is planned to be
completed with new data and updated in 2012 anditaes$ are to be continued relating to the
upgrade of the Register application.

In the coming period, the implementation of actegtfor the preparation of the reform of local and
regional self-government will continue, aiming tesare the optimum organisation and models of
financing of activities in the public domain.

In the period 20122014, in the field of electronic administrationetktress will be placed on the
implementation of the goals from the documenGovernment Action Plan 2032015 of the
European Commission. By participating in the Digihgenda for Europe Croatia undertook to
enable the integration of its public administratioto the common European administrative area by
2020.

Since the implementation of the Operational PrognamAdministrative Capacity Development
2012-2013 for the six-month period of Croatia’'s EU membepsiwas given up, in 2012
preparations will commence for the creation of f@perational ProgrammeAdministrative
Capacity Development 2014—-202Zhe Ministry of Public Administration will contire within the
scope of IPA, Component I, Transition Facility, deping projects in line with the guidelines of
the Public Administration Reform Strategy.

4.2.6 OTHER REFORMS
4.2.6.1 Development of a Knowledge-based Society

Measures aimed at promoting knowledge and excaldrave been systematically and actively
implemented and work continued on sustainable tyualithe system of education and science and
research in order to meet the requirements ofabheur market, economic development and society
as a whole. Consequently, all levels of educatianehbeen monitored, evaluated and self-
evaluated, improving quality and paying speciaraibn to the adjustment of vocational training to
the needs of the economy and the labour markegnsaoring the quality of higher education and
developing and strengthening of the adult educatystem by widening the number of
programmes and the institutions offering them.

The development of the primary school-leaving exé2041-2015) continued. The state secondary
school-leaving exams are implemented and there@tieeable improvement in the graduation rate
by both college and university students. With awmie continue ensuring quality and comparability
at the European level PIRLS and TIMMS examinatitiasve been administered, as well as

8 Official Gazette 49/2011
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preliminary student tests relating to ESLC examams The participation in the TALIS
programme continued and Croatia is to participatthe PISA examination of student knowledge
and skills in 2012 as well. Special attention iglga the improvement of professional knowledge
and skills of teachers of mathematics, naturaltandnical sciences.

Taking into account rationalisation, demographiojgctions and regional needs, two documents
were drawn up Primary and Secondary School, Student Homes anddidnal Programmes
Networkand Higher Education Institutions and Study Programm&twork. The first document
defines the existing schools and identifies thasra which new schools can be established or new
educational programmes introduced. The documerb@ut the rationalisation of schools and
programmes, taking into account the entitlemerdgoal access for all citizens in accordance with
the developmental needs of the society. The sisdagl on strengthening quality and standardising
the achievements of students belonging to diffesmaial groups and receiving their education in
different regions, as well as on the rational dghinent of quotas for individual sectors in redati

to the existing economic capacities and economildpment plans for certain regiordigher
Education Institutions and Study Programmes Netvi®ik strategic document adopted in October
2011, defining statistic and other indicators as blasis for planning the development of higher
education institutions and study programmes. Theun@nt's added value lies in a series of
gualitative criteria that should serve as a basisdecision on establishing new higher education
institutions and study programmes.

Work on theCroatian Qualification Frameworks expected to be concluded in the coming period,
contributing to the arrangement of the systemfefdng learning. The completion of new curricula
will enable better competence mobility within theuatry and cross-border area because education
and study programmes will be harmonised with thiéeria and employability indicators for
different professions. In 2001, Croatia became la hember of the EU Lifelong Learning
Programme and theurydiceNetwork.

In October 2011, the Agency for Science and Hidfarcation, as the first in the region, became a
full member of the European Association for Quaktgsurance in Higher Education (ENQA).
Initiating a discussion on the integration of threversity, external evaluation of higher education
institutions and study programnfiésthe strengthening of the mobility of studentsicteers and
researchers, as well as the draft reform of thadrigducation financing system are only some of
important activities in the national higher educatthat are continually carried out and harmonised
with positive European trends.

In the past period, the Business Innovation Ceafr€roatia (RC — BICRO) and the Croatian
Institute of Technology (HIT) carried out a ser@sinitial activities relating to the creation of
better conditions for development in the area oérsxe, research and technology, especially as
regards the linking of the business, public anggig sectors with the science and research sector
for the purpose of commercialisation of researculte (UKF, TEST, RAZUM, TEHCRO, POC,
IRCRO and EUREKA programmes). The reorganisationthef BICRO into a public institution
competent for the entire sector of public programrfee stimulating innovation and technology
sector is currently underway. The project of camgion and launching of the Biosciences
Technology Commercialisation and Incubation CeBECRO BIOCENTAR) was approved in

8 Pursuant to the Act on Quality Assurance in Saeaad Higher Education, the initial accreditatidnstudy
programmes includes the procedure of external atialu of new study programmes aimed at establisiihgther
they comply with the necessary requirements anddstals of the procedure for issuing a recommenulafto
accreditation by the Agency for Science and Higkelucation for the purpose of obtaining approval foe
implementation of study programmes. The applicatoiubmitted to the Ministry one year before thartsof the
academic year in which the implementation of thelgtprogramme is to be started.
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2011, in the co-operation of the BICRO, UniversiyZagreb and the City of Zagreb. Projects
under the framework of the Science and Innovatiore$tment Fund continued, as well as the co-
operation at the level of institutes and universiwptres for technology transfer.

In the forthcoming period, scientific excellencalaretworking of existing scientific capacities will

continue to be stimulated and technology infrastmecwill continue to be strengthened, while the
co-ordination and consolidation of the measures arsruments of the innovation system,
supported intensively by other state administratughorities, will raise the contribution of the

science and research system to the economic cdmeeéss of the RC. The procedure of
valuation and re-accreditation of scientific orgations will be continued for the purpose of
establishing the preconditions for the implementatf new ways of science financing, aiming at
strengthening the overall quality in the segmergaénce.

4.2.6.2 Health Care Reform

The downward trend in health care costs continWéthin the scope of two redistributions of state
budget funds, the planned expenditures of the @Gmodiealth Insurance Institute (CHII) were cut
by HRK 128 million. The manner in which these fundlere reduced is presented in the table
below.

Table 10: Health Care Cost Reduction

Indicators I -1X 2010 |- IX. 2011 Difference
Prescription medication 2.376.347.041 2.262.300.646 -114.046.395
Sick leave benefits 821.984.467 771.555.76D -5074018
CHII operating costs 302.073.536 258.833.632 -AB AR

Source: Croatian Health Care Insurance Institutél)C

In the past period, accumulated debt was eliminateticosts were placed under control, the high
rate of sick leave was reduced and so were the \aigng lists. The process of renewing old

medical equipment and the construction of new amdpdetion of started health care facilities was
started.

Thus far, open tendering procedures were initiated contracts awarded for the procurement of
medical equipment worth HRK 426 million. The prdjaaned at the creation of the master plan of
health care institutions and human resources giratethe health sector was launched, containing
a plan for investment into human resources in thalth care segment. Special attention will be
given to the capacity strengthening in the segnwnbne-day treatments and day hospitals,
reducing health care costs and increasing thefaetisn of patients with the health care system.

Through the introduction of the payment model fealth care services regarding acute hospital
treatments, according to diagnostic therapeuticgsdDTS), the average number of hospital stays
was reduced and the quality of treatment improVée. system of payment collection for treatment
of traffic accident casualties, which generatedddosses in the past, was revised. There is a hew
model of financing activities of general/family me&de, medical care of pre-school children,
medical care of women and dental medical care, lwhmgplays mixed paying model for medical
care, and which includes amounts based on the nuaikiasured persons, payment of executed
diagnostic therapeutic treatments and amountsh@mfrticipation in the work of general/dental
health care centres and execution of the preveptivgramme.

As of 24 January 2011, all primary health care olsgt pharmacies and laboratories started
operating without paper prescriptions and refersips for biochemical laboratories (e-
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prescriptions, e-referral slips). The project cevaltogether 6,004 health care units in the teyrito
of the RC.

The process of primary health care system decesdtiain was carried out and a system of
concessions was introduced. The Amendments to gadthHCare Act in 2011 provided the basis
for the creation of the palliative care system.dé&pacity was defined by the Public health care
network, currently standing at 121 hospital bedsictvis 0.54% of the overall number of hospital
beds or 1.9% of hospital beds earmarked for chrdisieases.

There are new ordinances regulating the marketeafical aids (the Ordinance on the measures for
determining the prices of orthopaedic and othes add the Ordinance on the measures for
inclusion of orthopaedic and other aids on the QHiédical aids list). The new Ordinance on the

orthopaedic and other aids with the new list ohopiaedic and other aids was adopted defining the
conditions and the manner of realising the righotihopaedic and other aids and introducing the
ISO 9999 standard. The prices of most orthopaedgwere reduced by 5%.

Despite the increased number of innovative medécme the CHII medication list, thanks to the

reduction in the price of medicines the total aafsprescription medicines significantly decreased.
The deadline for payment was shortened by 140 dagsthe debt for prescription medicines is

eliminated. It is noteworthy that in Croatia thenaal increase in the use of medicines is 8%-10%,
same as in EU countries.

The improvement in the control of expenditures aias achieved through better control of granted
sick leaves. Arex-antecontrol of expenditures in primary health care wai©duced in addition to
the existing ex-post control. Thanks to the above measures sick leaygeralitures were
substantially reduced, lowering the daily averafyearkers absent from work from 61,322 (2007)
to 46,615 (2011).

Investments into construction of clinical hospitantres and general hospitals will continue in
2012, as well as the process of renewing of medigalipment in hospitals. The system of e-
appointments and e-medical records will becomeaijmeral by mid-2012. The completion of the
informatization process of the health care systgnindmspitals informatization and by linking all

hospitals and primary health care offices into #ieoh health care information system and the
widening of telemedical services to other areape@slly to the segment of emergency medical
assistance is planned by late 2013.

Emergency medicine institutes will be establishedli counties by mid-2012. Parallel with the
establishment of county emergency medicine insttuéll community medical centres will
introduce family medicine centres, improving acceskealth care at primary level, making house
calls equally available to all patients.

In 2012, the system of palliative care will be bsthed at all health care levels. Special training
will be provided for the treatment of terminal jgatis. Efforts will be continued at perfecting the
criteria for the inclusion of medicines in the lrasiedicine reimbursement list thus enabling for it
to be supplemented.

4.2.6.3 Judicial Reform

In line with the Economic Recovery Programme of @avernment of RC, the improvement of the
rule of law, protection of creditors and adheret@eoncluded contacts are some of the measures
to be implemented in order to secure a positiveestment climate and thus strengthen the
competitiveness of the Croatian economy as redgaréggn investments. Supporting the judiciary
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in the efficient implementation of the executiorw]aestablishing labour courts, reducing the
duration of court proceedings, especially in thgnsent of receivables collection, and motivating
parties in commercial disputes to opt for altenatnethods of dispute solving will contribute to
the achievement of the said goal, together wititiefit anti-corruption measures at all levels & th
society.

The Judicial System Reform Strategy 2011-2015¢tflmedium-term assumptions and guidelines
of the judicial system in the RC relative to th@ad-mentioned and the upcoming full membership
in the EU. The implementation of the Strategy isnitaved on an ongoing basis through the
implementation of measures under the 2011 Acti@m P98% implementation rate). The creation
of the 2012 Action Plan started in July 2011.

In 2011, the State School for Judicial Officials part of the Judicial Academy, continued
providing training to judicial officials and enrwoif trainees to be trained for positions of judicia
officials. In the period 2012-2013, it is planned itnplement projects financed by EU funds,
aiming at further professionalisation of the Jualidicademy and consequently the strengthening of
judicial system efficiency.

The rationalisation of the network of courts anatestattorney’s officé& continued both through
additional amendments to the legislative framewand the implementation of physical unification
of judicial authoritie®’. Aiming at comprehensive court network rationdl@a the Plan of
investments in infrastructure 2011-2019 was adopteéebruary 2011, laying down short-term,
medium-term and long-term rationalisation priosti@he implementation of these Acts is financed
from the state budget and through other sourcenafhce’ The planned investments in the
buildings of individual judiciary authorities antiet relevant time horizon are described in more
detail in the Implementing Measures Matrix.

One of the measures to increase the efficiencyhefjudicial system is the establishment of a
unified system of monitoring cases at the courts ianthe network of state attorneys. The Court
Case Management System (ICMS) was upgraded in 2[4 lintroduction at the remaining
municipal courts is to be finished by the end of2@nd its full harmonisation with the provisions
of the Criminal Procedure Act (CPA)during 2014. As for the case management systethen
network of state attorney’s offices, its improvemgn line with CPA provisions and other upgrade
plans) began in July 2011, with its introductional state attorney’s offices in Croatia to be
finished by the middle of 2013.

In 2011, preparation of the judiciary system wasnpleted as regards the comprehensive
application of the provisions under the Criminabéadure Act. In addition to ongoing training
activities, state attorney’s offices were equipp#ith the necessary equipment. Measures under the
Action Plan for the probation system developmentthia period 20162014 continued to be
implemented, as well as measures under the Actlan Bssociated with the Anti-Corruption
Strategy and the Action Plan for Prison System tmement for the period 2011-2014.

8Act on Court Jurisdictions and Seats (Official GEz@4/2011), Act on Jurisdictions and Seats ofeStetorney's
Offices (Official Gazette 84/2011)

8 In the period thus far rationalisation has beemmieted at all county state attorney's offices,minicipal state
attorney's offices, 20 municipal courts and 9 misel@anour courts.

% Funds from the Instrument for Pre-accession Amsizt and funds under an EBRD loan.

91 Official Gazete 121/2011 — final draft
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In the past period, legislative amendments wermdiiced in the segment of the enforcement
procedure that should lead to the successful aficiesit enforcement systeffy,that is, in the
segment of administrative dispuf€so higher degree of legal protection and bettetgmtion of
the rights of parties in the proceedings. The fimglementation of the adopted legislative reforms
is expected in the coming period. In this contéix¢ beginning of 2012 is very important as the
beginning of entry into force of these new legisameasures.

Continued implementation of all adopted strategaesl action plans and monitoring of their
implementation is planned for the period 262Q@14. Special stress is laid on the adjustmenef t
judiciary to the challenges set by full EU membayshprimarily on the strengthening of
administrative capacity of judiciary officials armvil servants in the system. In this sense,
investments in infrastructure development will ¢oné in order for the planned process of
rationalisation of the judiciary network to be cdetpd by 2019. One of the planned measures is
also the implementation of the European ConventiorHuman rights and fundamental freedoms
in the prison system, to be achieved by strengtiterthe accommodation capacfgnd
investments in the training of prison and probasgstem officers.

4.2.6.4 Environmental Protection

Greenhouse Emissions Trading System

The deadlines and the conditions for the estabkstiraf the institutional framework have been set
as regards the implementation of the emissionsniges/stem for installations as of 1 January 2013
and aviation emissions as of 1 January 2014. Ferptriod 20132020, a system of limits of
greenhouse emissions was adopted for sectors whided in the emissions trading system
(agriculture, services, transport, households, Isimdlistrial plants, Croatia +11% in 2020 relative
to the 2005 level), to be implemented by settingofipannual allocations which are not to be
exceeded. As of 1 January 2010, plant operatorsohligated to monitor and report on their
greenhouse emissions.

The new Air Protection A& was adopted in October 2011, partly transposireg EbJ acquis
relating to substances depleting the ozone layerflanrinated greenhouse gases into the Croatian
legislation. The alignment with the Eatquisin the segment of climate protection, adopted after
June 2008, will be fully completed upon the adaptf adequate implementing regulations
pursuant to the new Air Protection Act. As one loé friorities, it is necessary to establish an
institutionalised framework for carrying out auctsowithin the system of trading in greenhouse
emission units.

Air Protection

As regards air quality, in 2012, the implementatioihthe measures under the Air Quality
Protection and Improvement Plan for 260811 will continue to be monitored. In additiongth

national network of air quality monitoring will b&idened by establishment of an air quality
monitoring station in Slavonski Brod for the purposf monitoring cross-border transfer of air

% The Enforcement Act (Official Gazette 139/2010,/2PA1, 150/2011), Regulation on amendments to the
Enforcement Act (Official Gazette 154/2011).

% The Administrative Disputes Act (Official Gaze®6/2010) entered into force on 1 January 2012.preeonditions

for the operation of Administrative Courts in ZagreRijeka, Split and Osijek were met and followiagselection
process, completed by 31 December 2001, 21 admaitiis court judges was appointed.

** The funds obtained under the loan by the Eurofg@mcil Development Bank will be used for the upigrand
renewal of Zagreb prison starting in 2012 as welSienik penitentiary and prison starting from201

% Official Gazette 130/2011
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pollution, as well as by initiating the monitorimd airborne fine particles in Croatia (PM 2.5) to
determine the indicators of average exposure agéted reduction of exposure. In 2012, a new air
guality assessment will be carried out in accordamgth the criteria set by the Directive
2008/50/EC along with the revision of division diet Republic of Croatia into zones and
agglomerations with respect to the establishedgaality categories pursuant to the new Air
Protection Act.

As part of the projecSupport to the preparation of thgational action plan for reduction of
airborne PM 10 and nitrogen oxides NOx in the Réiputf Croatia framework action plans will
be prepared by end-February 2012 for selected ptgalilareas (the towns of Kutina, Sisak and
Split) where limit values for PM 10 and NOx are eaded. The preparation of the National action
plan for reduction of PM and NOx concentrationsumbient air is to be started in 2012 pursuant to
the above-mentioned plans, as an integral patiehew Plan for air protection, Ozone protection
and mitigation of climate changes 2012—-2017 in Gaoa

Croatian Environment Agency

In the period 20122014 the Croatian Environment Agency (CEA) will tane its activities on

the establishment, administration and maintenarfcéh@ Croatian Environmental Information
System (CEIS) via the inclusion of the existing C8#abases and databases of affiliated agencies
into a uniform information system in accordancehwihe information system standards of the
European Environment Agency Shared Environmental Information Syst¢8EIS). Within the
framework of CEA activities relating to databadesal preparations are carried out as regards the
Greenhouse Gas Emissions Registry (GHG Registrydhi® commencement of emissions trading
under the EU Emissions Trading Scheme (about taremse in Croatia as of 1 January 2013).

The National List of Indicators (NLI) is expectea he published in the Official Gazette in 2012.
The revised NLI contains 245 data tables for themitation of indicators, aiming at monitoring
the state of the environment and preparing natiBnaironment reports. The NLI is also one of the
bases for CEIS upgrading.

Waste Management

In the field of waste management, activities weretinued on the rehabilitation and closing of the
existing waste disposal sites. Out of the total 2@fste disposal sites, 102 are rehabilitated.
Construction of the waste management centre (WM@arBc in Sibenik—Knin County is
completed. The contract awarded for the supplygoipment to WMC Bikarac will be completed
early in 2012, while contracts as regards constmcivorks relating to the rehabilitation of the
waste management site Pirovac and the supervisithrese works will be completed in June 2012.
In 2012, the preparation of project application EdJ funds for the second phase of the Bikarac
project is planned, drawing on the assistance ef Emvironmental Protection and Energy
Efficiency Fund. Within the framework of the IPAggramme, contracts were signed in December
2011 on the construction works for WMC Kastijunlgtria County and Mar&na in Primorje-
Gorski Kotar County, which are to be started in second half of 2012. Further WMC
construction projects are underway, as well as higtaion of waste management sites and
locations highly polluted by waste which will be-fioanced by EU structural instruments. The
process of legislative alignment with the new &tdjuiswill continue in 2012.
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Water Management and Water and Marine Protection

Activities aimed at improving the integrated watesnagement system continued. On the basis of
the Water Act subordinate legislation will be adopted, layingmoservice areas and their
boundaries, to be used as the basis for the redbtirte existing water utilities sector. The adoptio
of the Decision on determining vulnerable areaat was planned by the end of November 2011 is
expected in 2012 in accordance with the resultthefstudyDetermining nitrate sensitive zones
and the economic implications of the Nitrate Direetimplementation in the Republic of Croatia
which will serve as the basis for ultimate deteraion of vulnerable areas.

The preparation of the Draft Water Management RI&MP) will follow the adoption of the
Decision on determining vulnerable areas and th@amentation of the Strategic evaluation of the
WMP impact on the environment. The allocation ofids from the state budget, the assets of
Hrvatske vode, legal entity for water managemeranis, loans and the EU assistance funds for the
period 20122014 is envisaged for the following sectors: irtiga and protection from harmful
impacts of water, development of public water sypgrhd drainage, and waste water treatment
systems.

In the segment of sea and maritime protection,Rt@gramme of monitoring sea bathing water
guality was carried out in 2011 and will be congduhroughout 2012. The initial evaluation of the
state of and pressures on marine environment o€tbatian Adriatic Sea coastline was conducted
and by the end of 2012 further strategic documesiitsbe drawn up, establishing the framework
for the implementation of the Marine Strategy Framek Directive. 2012 will see the
implementation of th&nd phase of the project with the aim of strengtigerihe coastal water
quality supervision system — which is an integit pf the project against pollution of water i th
costal area (2nd phase of the IBRD loan in impleaten since 2010 until 2014). The
Government is expected to adopt a decision ondtabkshment of the Maritime Reference Centre
— to support the activities of the Croatian Enviramt Agency in the segment of collecting and
analysing data on environment monitoring, includithg indicators from the National list of
indicators relating to the sea.

Nature Protection

Among the priorities in the period 2042014 are the completion of legislative alignmenthvhe

EU acquisand the strengthening of administrative capacihe plan for 2012 is to continue efforts
as regards defining the proposal for the EU NATUR®OO Ecological Network and measures
necessary for its protection. In the period 2A@14, Regulation on ecologically significant areas
of the EU NATURA 2000 will be prepared. The new INat Protection Act will be adopted in
2012. Alignment with the new regulation relatingdmss-border transport and trade in protected
species (suspension regulation) relating to thedwatine imports of endangered species is planned.
Activities will continue in the segment of declagimew protected areas, improving visitors’
infrastructure in protected areas and as regamiprtparation of remaining plans for national and
nature park management.

Industrial Pollution and Risk Management

In the period 20122014, activities will continue in the implementatiof assessment procedures
of integrated environmental protection conditionBPC environmental permits) for new and

% Official Gazette 153/2009,130/2011
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existing plants. The new Act on Amendments to thgit®nment Protection Act is to be adopted
along with subordinate legislation for the purpo§éegislative alignment with the Elcquis.

Hazardous Chemicals and Biocides

Aiming at successful implementation of chemicaltpetion measures in the area of hazardous
chemical and biocides, projects directed at stteeghg the legislative and institutional framework
for the protection against hazardous chemicalengthening the biocides registering capacity will
be continued as well as work on started program(®& 2007 Chemical safety, G2G Matra
biocides), and the project of three conventionsesyyt the Basel, the Stockholm and the
Rotterdam Conventions implemented in co-operatiith the Basel Convention Regional Centre
in Bratislava. As regards the legislation regulgtenemicals, changes to the REACH Regulation
(registration, evaluation, authorisation and resbn of chemicals), the CLP Regulation
(classification, labelling and packaging) and thgaort and export of hazardous chemicals are
monitored, and legislative alignment with EU legigin is continued accordingly.

In the area of biocidal products, the Ordinanceaomrendments to the Ordinance on the list of
existing active substances not permitted in bidguladucts, the Ordinance on the list of existing
active substances permitted in biocidal products the List of biocidal products approved to be
marketed in the Republic of Croatia is to be erhdte 2012 and the Regulation on biocides,
entering into force in the EU in 2013, is to baengposed.

Genetically Modified Organisms

In 2001, amendments were adopted to the Regulatiothe threshold for genetically modified
organisms in products below which such productsdnea& be labelled as products containing
genetically modified organisms when placed on tlaeket. The laboratory of the Croatian Centre
for Agriculture, Food and Rural Affairs became ammber of the European network of GMO
laboratories. Consequently, the adoption of theuReipn on amendments to the Regulation 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 is
planned in 2012. The continuation of relevant iragractivities and the appointment of the national
referral laboratory for examination of GMO presentéood, seed and other products are planned
in 2012, along with the process of accrediting lggarsons for risk assessment as regards the
placing of GMOs on the market.

Noise

The procedure of accrediting legal persons forgering the expert tasks of noise protection,
carrying out professional examinations in the fiefchoise protection and preparation of strategic
noise maps and action plans was continued in 2U0h#. project Technical Assistance for the
Development oNational Environmental Noise Strategy for the Réjputk Croatiawas launched
on 10 October 201¥. Aiming at legislative alignment with the Eatquis the preparation of the
National Environmental Noise Protection Strategplaned.

Forestry

In the field of forestry, activities were continuas regards equipping of the laboratory for physica
and chemical examinations aimed at performing aisalor the purpose of monitoring the damage

% The main beneficiary of the project is the Minjsof Health, along with its partners the MinistrfEnvironmental
and Nature Protection, the Croatian Environmentnsgeand the Croatian National Institute of Publieatih.
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to forest ecosystems. Ongoing supervision of fer@stl be continued in the period 2012014
through the Programme of measures for the colleaifodata and the setting up of the Registry of
forest damage and Registry of forest fires.
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5. ECONOMIC POLICY MATRIX

5.1. ENTERPRISE SECTOR AND RESTRUCTURING

POLICY GOAL

IMPLEMENTING MEASURES

PERIOLC

Adjustment of the competition policy to the requients for
membership in the EU

. Submitting the proposal for introduction of anadysf regulatory impact on

competition

1l quarter 2012

Adjustment of the state aid system to the requiresfor

Establishing the advisory contact point for rulesstate aid in the context of

growth, and maximise profit

and the Plan

membership in the EU ® structural fund projects IIl quarter 2012
POLICY GOAL IMPLEMENTING MEASURES PERIOC

Establishing a long term sustainable system fde steoperty Drafting documents on state property managemestdordance with the law (th¢

} ) ) A . IV quarter 2012
management in accordance with regulations anddhais Strategy and the Management Plan)

- Establishing the register of state property (crepthe register of real property, ahd

Efficient management of state property ® ransfer of shares and stakes in accordance veittath) IV quarter 2012
Reduction in the number of companies whose shaidstakes al . Sale of companies in accordance with provisiorth@law, the Strategy and the Continuous|
in state ownership Plan Y
Efficient management of real property in state aship to . L
increase the degree of usage, ensure rational nomic e Management of real property in accordance with isioms of the law, the Stratedy Continuously

Infrastructure

POLICY GOAL

IMPLEMENTING MEASURES

POLICY GOAL IMPLEMENTING MEASURES PERIOC
Drawin subordinate legislation Continuousl
Alignment of legislation with thacquis ¢ wi .g L_jp ! K ! gisiat i inuously
e Establishing an independent body for traffic aenidinquests 2012
e Drawing up a network repc
. - . e Allocation of routes to operatc -
Liberalisation of the rail transport market o Activities of the Rail Market Regulatory Ager Continuously
e Activities of the Railway Transport Safety Age!
) L . . e Preparation and definition of restructuring indéca Continuously
Restructuring and modernisation of railway compsnie ) . N . .
e Drawing up the Restructuring Plan for HZ (CroatRailways) Group companies 2012
Implementation of the National Programme for Rajiwa e Drawing up annual maintenance and modernisatianspl Continuously

PERIOLC

for long-term sustainable operation of shipyarddenrconditions
compatible with EU policy, and rules on state aidhie
shipbuilding sector

Privatisation and restructuring with the aim of @irgg conditions ®

Completion of the privatisation process (dependinghe investors' acceptance
the terms and conditions) and conclusion of prdaiton contracts

Implementation of the restructuring programme (dejrgy on the completion of
privatisation, and the approval of final draftstteé privatisation contracts by the
Croatian Competition Agency and the European Cosion$

pf 2012

Continuously from th{
completion of
privatisation (5 year
2012 - 201

standards

POLICY GOAL IMPLEMENTING MEASURES PERIOC
e Alignment with the Third Energy Package 2012
e Adjustment of the internal market to European dbors
e Adjustment of the infrastructure to market needs 1320Continuously
Establishment of a system aligned with EU practice e Encouraging investment in the energy sector Continuously
Refined petroleum products - increasing the lefeéserves in oil and refined
e petroleum products to the 90 days level, and fuiehetion in accordance with E 31 July 2012

Development of the fund industry
EU projects and grants for SMEs, use of the Cortipetiess and Innovation
Framework Programme

POLICY GOAL IMPLEMENTING MEASURES PERIOC
e Strengthening competitive ability of small busses
e Innovation and new products
e Stimulating fast-growing small business entities
e \Women entrepreneurs
e Young, beginner and disabled entrepreneurs
e Entrepreneurship in culture and culture-relatetligtries
e Clusters
Competitiveness and innovation * Development of crafts and trades 2012
e Development of cooperatives
e Use of new technologies and technological procesiur
e Introduction of EU standards
e Linking SMEs and R&D
e Marketing and advertising of small business eaiti
e Promotion of entrepreneurship
. Coordination of activities in the e-Croatia projestrade and e-business
enhancement, public portals for small businesses
e Low-cost loans
e Financial instruments for regional developmenemtfepreneurship
Improvement of financing * Guarantees 2012
L]
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Development of entrepreneurial support structure

e Stimulating the development of the Croatian AgefocySmall Business

e Stimulating regional development agencies

e Training and development of a network of consttan
Support to the development of regional developragencies, entrepreneurial
centres, technological parks and business incubator

2012

Lifelong education for entrepreneurship

Project for the National entrepreneurial learninggsamme in formal and inform
education

South East European Centre for Entrepreneuriainieg (SEECEL)

Students' entrepreneurial incubators

Education for crafts and trades and cooperatives

Children's entrepreneurship week

Co-financing of universities with specialist epreneurial programmes

Pupils' cooperatives and pupils' enterprises

2012

Strengthening expertise and capacity for the EU

Stimulating the development of tourism

POLICY GOAL

Implementation of projects financed from EU IPAdsrunder the Regional
Competitiveness Operational Programme, componknt ||

e Programme of new product development of sustaéntlrism

e Programmes of subsidizing credit programmes ingou
Programme to encourage the development of touridimei undeveloped touri
areas

e Programme to improve the offer of the tourist sect

IMPLEMENTING MEASURES

2012

Continuously

PERIOLC

Increasing the quality of public infrastructure gnublic services

Education of participants in the preparation anglémentation procedures of
public-private partnership projects

Continuously

Increasing the quality of approved projects redlisecording to
the public-private partnership model

Cooperation between the Agency for Public-Privagriership and the Ministry
e Finance in the activities of approval and impleraéon of public-private
partnership projects

=

Continuously

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

o Coordination of exchange of knowledge and expeitiske field of public-private]
partnership in SEECP Member States

Continuously

Increasing the transparency and efficiency of stipien

Implementation of the Regulation on the supervisibmplementation of public-
private partnership projects
Implementation of the Regulation on the criterindssessing and approving pul]
private partnership projects

Continuously

Continuously

5.2. FINANCIAL SECTOR

POLICY GOAL

IMPLEMENTING MEASURES

PERIOLC

Further development and improvement of prudengiglifations
and the banking system

e EU legislation monitoring

Continuously

Establishment of the supervisory body, human ressur
development

Presentations to banks, credit unions and saviagksrelated to new legislation
adopted in 2011 and to be implemented from 201 2a0tsv

e Education of supervisors in relation to new retiates and banking risks

e Improving the system of prudential reporting ofik&

Continuously

Continuously
Continuously

e Education of the public and investors

POLICY GOAL IMPLEMENTING MEASURES PERIOC
e EU acquis communautairenonitoring and alignment where necessary Continlyous
Further development and improvement of the non-ipanéector |e Supervision of entities - risk assessment basgelrsision 2012 - 2013

Continuously

5.3. LABOUR MARKET

unemployed persons)

2012

POLICY GOAL IMPLEMENTING MEASURES PERIOC
Increasing employment and employability througlrainent of . . . ! ) .
supply and demand on the labour market e Analysis and independent evaluation of annual eympént stimulation plans Continuously
Focu‘s_lng the measures of active employment pohnlyamcularly Continued implementation of the National Employn®titnulation Plan 2011 -
sensitive groups on the labour market (young and tame 2012
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5.3.2. Social security system

POLICY GOAL IMPLEMENTING MEASURES PERIOC
. . . e Monitoring and implementation of the new Sociallfafe Act 2012 - 2014
Improve quality of social welfare services . K i
e Further implementation of the social welfare ITteys 2012 - 2014
Implementation of the National Plan for the deimsibnalisation and
e transformation of social welfare homes and othgallentities providing social 2012 - 2014
welfare services in the Republic of Croatia 202D16 (2018)
Planning a network of social services at the le¥elll counties in the Republic o
s o h ) . . 2013
Deinstitutionalisation of the social security syste Croatia
. Development of alternative accommodation capacisiesh as foster families, 2013
family homes and housing communities for organmguborted lodging
. Transformation of social welfare institutions arelelopment of a network of nof- 2016
institutional services
Ensuring the right of the parent or equivalent pensho cares for a child to tin
. benefits and financial benefits with the aim oftpating maternity, infant care and
. ) . . . upbringing, and the balancing of family and proiesal life in accordance with the
Eélzteef?satlc protection of maternity and improvendrfamily Act on Maternity and Parental Bene 2012 - 2014
. Ensuring the right to child allowance which is disted depending on total
household income and other conditions regulatee@utig Act on Child Allowande
. Drawing up and adoption of the National strategytfie protection of children 2012
against abuse and neglect
Drawing up and adopting a Protocol on the proceducase of serious neglect g
. ) . ) . arent, adoptive parent, guardian or another pgsdaining to the responsibilit 2012
Systematic protection of the rights and interethddren and °P ; P P guar Py 9 P
) o . to provide for or care for a child
vulnerable groups, and alignment with internatistahdards ] . o .
e Drawing up the National plan to prevent sexual eitation of children 2012
Initiating the procedure for signing and ratificatiof the Convention on the
e Protection of Children and Cooperation in Respétttercountry Adoption (The 2012

1993 Hague Convention)

Preparation and implementation of pre-accessioraanédssion
activities in the field of social inclusion

e funds of the EU, and to have a stronger role inrfuuse of structural funds and

Encouraging providers of social services to inaeehsir usage of pre-accession|

programmes
Strengthening capacity of social service providershe implementation of
projects financed from IPA, structural funds, and firtogrammes

2012 - Continuousl

Improvement of student standard and availabilithigher
education to a larger number of students in theuBkpof Croatig

e subsidising meals and accommodation of studergiigents' and pupils' halls of]

Providing state scholarships to full-time studestteolled in university, vocational
and postgraduate courses
Subsidising transportation costs for full-time smnts and disabled students,

residence in the Republic of Croatia

2012 - Continuousl

5.4. AGRICULTURAL SECTOR

POLICY GOAL IMPLEMENTING MEASURES PERIOC
More efficient distribution of total budgetary fuméarmarked for aid within the
Improve competitiveness and adjustment to EU mategtdards (e sector between the 1st pillar (market price sugpamd the 2nd pillar (rural Continuously
development)
Introduction of the Central Veterinary InformatiSystem * Completing the establishment of a full database Continuously

e Fully operational Central Veterinary InformatiopsBm

Establishment of the Phytosanitary Information 8yst

Upgrading modules for integral support to the phghitary field

Continuously until

201&
e Continue carrying out veterinary examinationsaatris
e Establishment of crisis response centres and filngiishing
Prevention and control of infectious animal dissase . Implementation of the Programme for monitoring, tooland eradication of Continuously
serious animal diseases and diseases of intertrst U, including zoonoses
e Collection and safe disposal of animal cadavers
. h . e Implementation of animal marking .
Uniform animal marking system R . A Continuously
e Updated maintaining of the Register of domestimais
e Drawing up the National Strategic Plan and Prognarfor Rural Development 2013

Improve competitiveness of agricultural farms, pree and
improve the environment and biological diversitygdamprove
living conditions in rural areas

Implementing rural development measures from tegument for pre-accession
assistance IPA component V of IPARD programme 22AD3: investment in
agricultural farms for the purpose of restructuramgl reaching EU standards,
investment in processing of and trading in agrigaltand fish products for the
purpose of restructuring and reaching EU standargspvement and developme

of rural infrastructure, diversification and dev@heent of rural economic activitiefs,

preparation and implementation of local rural depetent strategies (LEADER),
technical assistan

Implementing rural development measures finanoaah the state budget: aid for
insurance against potential losses in agriculpratiuction, aid for preservation

authentic and protected breeds of domestic aniimalsme support for agricultur
farms (only in 2012), aid for ecological and intgd agricultural production and
aid for the areas where conditions for agriculttmesbandry are unfavourable

nt31 December 2013

f
al By the end of 2013

Improve situation in the food processing sectah@Republic of
Croatia

e Drawing up the Food Processing Industry DevelofrSérategy

Adoption of the National operational programme wisidies for the food

2012
2012 - 2014

processing sector
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Consolidation of the average agricultural farm

Programme for agricultural land consolidation ia tepublic of Croatia for the

Continuously until

period 2009 - 2021 2021
e Preparation of the final draft of the National Stgic Plal
Establishment of structural measures in fisheries e Preparation of the Operational progran 2012 - 2014
e |Implementation of measures in accordance with tivefiean Fisheries Fu
Supervision and control of fishing activities o Estgblishment of the automatic identification systenstallation of devices on 2012 - 2014
fishing vessels
Further strengthening of the fisheries inspectemvise e Providing equipment for the inspection service 2012 - 2014
Strengthening of the inspection service o Const_ruction and furnishing of long-term veterinand phytosanitary border 2012 - 2013
crossings
5.5. PUBLIC ADMINISTRATION REFORM
POLICY GOAL IMPLEMENTING MEASURES PERIOC
e Improvement and implementation of the Public Adstnation Reform Strategy 2012- 2013
Improve efficiency and rationalisation, and lowests of the ° Drgftmg the new Public Admlnlstratlon Re_forr_n Sewy . 2012
administrative apparatus e Adjustment of the system of public agencies iroadance with EU standards 2012
Implementation of territorial reorganisation andeletralisation of regional and .
° } Continuously
local self-government units
Establishing the Reporting methodology for the psgs of monitoring the
o implementation of the General Administrative PragedAct, and further 2012
Uniform application of the new General AdministvatiProcedurd  strengthening of administrative capacity of the istiy of Public Administration i
Act and improved protection of citizens' rightsaidministrative relation to the implementation of the General Adstmative Procedure Act
procedures Alignment of procedural acts and subordinate rega with the new General
e Administrative Procedure Act, and providing tramito civil servants for proper 2012- 2013
application of the General Administrative Proceddice
Implementation of the Action plan for the impleneidn of the Development
Strategy for Human Resources in Civil Service far period 2010 - 2013 and
° . S | 2012 - 2013
L o ) preparation of the new Development Strategy for BiuResources in Civil Servij
ldnr:iﬁaosfeqrt?:ﬁtgagg;:r::;Ylirzi:vtir:iielr Sq:riligm and reduced and the Action Plan for the period 2014 - 2016
e Regulation of salaries in the public sector thiolayvs and subordinate legislatign 2012
o Continued education in the Centre for professieaaication and training of civil Continuously
servants and the State School for Public Admirtistna
Optimal utilisation of resources from EU structuratds . Settlpg up t.he management body for the Operat®ragramme: Building of Continuously
administrative capacity for use of funding from #d structural funds
Establishment of an IT-supported central registaial servants |e Unifi.cz-jltion .Of da.“a on employees in the pUb“(.: eecir!cluding public 2012
administration) in the Register of employees inghblic sector
Improve coordination of public administration baglia the o Implementation of the Decision of the Governmenthef Republic of Croatia on 2012 - 2015
planning and implementation of informatization establishing electronic administration developnygrls for the period 2011 - 20[L5
5.6. OTHER REFORMS
5.6.1. Development of a knowledge-based society
POLICY GOAL IMPLEMENTING MEASURES PERIOC

Increase the number of children and youth in thecational system
Develop and implement subject and inter-subjenicula
Implement the national pedagogic standards in decwe with feasibility

Continuously
2012 - Continuousl

. - Continuously
. . . coefficients
Improve quality of primary and secondary education . . L
e Developing the Croatian Qualifications Framework 2012
Increase the number of participants in adult edogirogrammes in accordancg )
o . Continuously
with the demands of the economy
e Developing a quality assurance system Continuously
o Developing professional and university programmeinie with the demands of the
economy and the labour market
) . . Strengthening the cooperation between the highecaibn system and the privafe .
Continue implementation of the Bologna process ® sector Continuously
e Encouraging and strengthening the integratiomofarsities
e Developing a quality assurance system
e Encourage the development of technological arehséic infrastructure
Strengthening the connection between science aedureh in the|  Encourage the commercial application of researutirfys, and the transfer of )
) h . Continuously
service of economic development knowledge and technology, to ensure developmetiteo€conomy
e Networking of existing scientific capacities
5.6.2. Health care reform
POLICY GOAL IMPLEMENTING MEASURES PERIOC
e Drawing up and implementation of the "Master Plam"health care institutions 2012 - 2014
o (l?aerset)ructunng of the hospital system (outsourcirgdctivities unrelated to healtl 2012 - 2015
Further financial stabilisation of the health caystem ) . . . .
o Drawing up the National programme for the preventibcardiovascular diseasep 2012
and diabetes
e Supervision of sick leave expenditure Continuously
Improve the control of the health care expenditssessem * Inforr_nat.lzatlon _Of the plflma_try health cgre system 2012
e Continuing the informatization of hospitals 2012 - 2014
e Purchasing medical equipment and furnishing hakpiemises 2012 - 2014
Improve availability of health care o Reorganisation of emergency medical services anstagtion of unified 2012 - 2013

emergency reception premises
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POLICY GOAL

IMPLEMENTING MEASURES

PERIOC

Strengthening the independence of the judiciary

Selection and education of candidates at the Naltischool for judicial officials

Continuously

Improve efficiency of the judicial system

Carrying out activities for the establishment obtinstance administrative court
procedures

Implementation of the activities required for ttetadblishment of a more efficient
public enforcement system

Implementation of the activities required for feitablishment of the probation
system

Further rationalisation of municipal and misdemearemurts and state attorney"
offices and rationalisation of the network of cquabd commercial courts
Introduction of ICMS and CTS in courts and stdteraey's offices

Further strengthening of the free legal aid system

Construction of the Justice Square in Zagreb aotid S

Strengthening administrative and accommodatioaci@pof the prison system
Construction and remodelling works at the Munitipaurt in Karlovac
Construction and remodelling works at the premifehe State Attorney's
Office/Office for the Suppression of Corruption adgyanised Crime (USKOK)) i
Zagreb

Remodelling works at the Municipal State Attorsedffice in Pula
Reconstruction and remodelling works at the MyratiCourt in Daruvar
Construction and remodelling works at the Munitipaurt in Virovitica
Construction and remodelling works at the Munitipaurt in Slatina
Reconstruction and extension works at the Countyrtdn Osijek and Sisak, and
the Municipal Courts in IvabiGrad, Benkovac and Valpovo

Purchasing IT equipment for judicial bodies

Continuously
2014

2014

Continuously until
2019
2013
2012
Continuously
Continuously
2014

2013

2013

2014
2014

2014

2014

Continuously

Implementation of the Action Plan accompanying@eeruption Prevention

Prevention of corruption Strategy Continuously
POLICY GOAL IMPLEMENTING MEASURES PERIOC
_ 2012 - 2014,
e Further development of the waste management infilsmaystem )

Continuously

e Improving waste reporting - the projedtriproving waste reporting in Croatia 2012

Improving reporting on biodegradable waste - appfiject Environmentally
e sustainable and economical sound approach to mpalisiolid waste disposal 2012

Establishment of a comprehensive waste managerystens

practices in SEE countriés

Establishment of county/regional waste managememites
Rehabilitation of municipal landfill sites and "hepiots" through transformation fopr
other use, continued use or shutd

Improving the system for national and internatianegdorting in the field of waste
management

Continuously
Continuously

2012 - 2014,
Continuously

Enhancing the integral system for air quality mamagnt and
ensuring conditions for systematic resolution afippems related
climate change

® the EUETS system upon accession to the EU

* mitigation of climate change in the Republic of &ia for the period 2012 - 201

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

Maintaining the greenhouse gas emission registry

Maintaining the system for EU ETS (registering apening user accounts,
establishing the payment system, preparing instms; etc)

Involvement in the EU emission trading scheme, taading in emission units undg

Plan for the protection of air, ozone layer andalteviation of climate changes
2012-2017 in Croatia

Establishment of monitoring of airborne particulatatters PM2.5 with a view to
determining average exposure indicator and themaitiexposure reduction targgt
(preparatory activities in 2012; start of monitgrin 2013)
EU project "Modernisation of air quality monitorimgtworks at national and local
levels* - preparation and implementation of thejgcothrough EU structural funds
Training for reporting under the Directive on anmttiair quality as part of the G2|G
project "Implementation of the CAFE Directive iretRepublic of Croatia"
Inclusion of airplane activity in the system of gnbouse gas emission and tonng
kilometres reporting system (drawing up the monigpplan, emission monitoring,
drawing up emission reports)

Assessment of air quality according to the critéaid down by the new Directive
2008/50/EC on ambient air quality and cleaneraifurope, and review of the
division of the Croatian territory into designate®@as and populated areas
according to air quality categories. Determiningigeated areas and populated
areas where PM10 limit values are exceeded duéntensalting.

Extension of the national network for monitoringairf quality - construction of arn
additional monitoring station in Slavonski Brod

Establishing the institutional framework for aucisan the greenhouse gas emis:
trading scheme

Full implementation of greenhouse gas emissiorirtcafibr airplane operators
Annual assessment of air quality in designated anel agglomerations on the
territory of the state

Drawing up the Action Plan for reduction in air jpgibn by ground-level ozone i
zones and agglomerations in the Republic of Croettiere target values are
exceeded

Drawing up the National plan for the implementatadrihe Stockholm Convention
on Persistent Organic Pollutants

Report on the implementation of the Plan for a@lijy protection and
improvement for the period 2008 - 2011

Drawing up the draft Plan for the protection ofaid the ozone layer and

Drawing up the Monitoring programme for the quabfyliquid fuel products for
the year 2013
Establishing the Greenhouse Gas Inventory

Continuously
Continuously

2012
2013

2012

2012

2012 - 2013,
Continuously

2012

2012 - 2013

2012

2012

2013
2014

2012 - Continuously|

2012

2013
2012
2012

2012

2012 - Continuously|
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Integration of environmental protection objectiveplanning andf o

implementation of other sectoral policies, with & of
promoting sustainable growth

e Maintaining the database of projects in the fidlémvironmental protection

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

Maintaining the Environmental Protection Informati®ystem in accordance with
the Programme for maintaining the Environmentatéution Information System
the Republic of Croatia for the period 2009 - 2012

Drawing up the Programme for maintaining the Enwinental Protection
Information System in the Republic of Croatia foe period 2013 - 2016
Implementation, control and certification of théoirmation security system in
accordance with the ISO 27001 : 2005 standardAgency)

Establishing the Agency's reference centres faviddal theme areas

Review of the national list of indicators and itsopication in the Official Gazette
after receiving the opinion of the Ministry of Enmimental and Nature Protectiq
Drawing up the Report on the status of the envireminn the Republic of Croatid
for the period 2009 - 2012

Drawing up further guidelines for the implementataf EIA and SEA procedureq
IPA 2010 - Building capacity for the implementatiohstrategic environmental
assessment at the regional and local level

Continuously

2012 - Continuousl

2012

2012 - 2014,

Continuously
Continuously
Continuously

2012

2012 - 2014,
Continuously
Continuously

2012 - 2013

Establishment of industrial pollution control syste

Further development and upgrading of the Envirortaié®ollution Register and t|
Register of installations containing hazardous ntewithin the Information
System of Installations and Emissions as parteBhvironmental Protection
Information System

Reporting in accordance with data in the EnvirontaeRollution Register and thg

Register of installations containing hazardous nielte

2012 - Continuousl

Continuously

Strengthening regional capacities for the implerzigon of the
IPPC Directive

e Setting up regional centres for the implementatibthe IPPC Directive

2012 - 2013

Improvement of the system of integrated water menet

Preparation and adoption of the Water Areas ManageRlan for the first plan
cycle (2012 - 2015)

Monitoring the implementation of the Water Areasridgement Plan (2012 - 20
and preparing the draft Water Areas ManagementfBlathe second plan cycle
(2016 - 2021)

Development and setting up of the Water InformaBgstem related to reporting|
on the quality, quantity and use of waters and evesiter in accordance with WI
(Water Information System for Europe) requiremeatsl integration into the
Environmental Protection Information System

Training for the establishment of reporting as péthe G2G project "Reporting
accordance with the Framework Directive and thealdrd/aste Water Treatment]
Directive"

2012

2013

Continuously

2012

Development of the public water supply and drainsggem

Restructuring of the water supply sector and bagdiapacity at the national,
regional and local levels

Improvement of the water protection system, inipaldr in relation to the
preparation and implementation of infrastructurejeuts for the drainage and
purification of waste waters; investment in thearestruction of the existing and
construction of new public drainage facilit

Reduction in losses in the existing water supp§tesyis and an increase in
connections to the public water supply systemsdred water supply systems),
through connection of low-volume water supply systeutside the control syste|
to the public water supply system so as to ensigrsafety of drinking water;
investment in the reconstruction of the existind aanstruction of new public
water supply facilities

2012

Continuously

m Continuously

Development of the system for the protection agdiasmful
effects of waters and melioration systems

Increasing investment into the construction of waggulation and safety structu
and structures for basic melioration drainage
Increasing the volume of agricultural land covebgdrrigation systems through

es .
Continuously

Sea and marine environment protection

e rehabilitation and reconstruction of existing, aedstruction of new irrigation Continuously
systems

e Drawing up the annual National Report on Monitorafghe Adriatic Se 201z

e Drawing up the annual report, brochure and chathermquality of beach seawatgr 2012

e Establishing the series of environmental targetsassociated indicators

Establishing and maintaining the national Datalfas@aput, processing and
valorisation of data on the quality of sea bathirager, reporting and providing
information to the public

Drawing up the implementing regulation on the dighment of the framework fo|
action in the Republic of Croatia related to thetection of the marine environm

Drawing up the assessment of environmental statdishee pressures on the mar
environment
Determining the good environmental status of themaaenvironment

Establishment and further development of the Startration System; Database
and indicators of the environmental status of tlagime environment, mariculture
and fisheries; reports on the environmental statdlse sea; upgrading of IT
support for the purposes of implementation of therike Strategy Framework
Directive, i.e. the national implementing regulatio

Adjustment of software support and the modellind aronitoring data from Phase

| of the Project for protection against seasideswpbllution for use by expert
institutions and the interested public
Strengthening the monitoring system for the qualftgeaside water (Project for

2012 - Continuousl

2012

ent

e 2012
2012
2012

2012 - Continuousl

2014

2012

protection against seaside water pollution)

82




Improvement of the nature protection system

Alignment with the international reporting system
Preparing for the establishment of reporting inoedance with the HaBiDes syst|

Further development of the Biodiversity Informati®ystem
Preparation activities for monitoring of genetigatiodified organisms in the
Republic of Croatia

EM

Continuously
2012
Continuously

2012 - Continuousl

Protection of natural values

Reporting to the EEA on protected areas (CDDA)

Continuously

Strengthen management and control system in nptatection

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

Preparation and adoption of new implementing regria and revision of the
existing ones based on the Nature Protection Aith, tive aim of alignment with tl
acquis (including the new environmental acquis)

Integration of environmental protection into theaggies, plans and programme]
other sectors

Continuously

Ensure a favourable state of preservation of spexrid habitats,
and achieve the optimal preservation model fousgeof protects
areas and N2000 areas

e Implementation of Wolf and Lynx Management Plan
International cooperation in the field of naturetection (implementation of project

Protection of new areas, revision of the existireps; development of the systen
protected areas, revision and digitalisation ofttbendaries of protected areas
Management of areas in the environmental netwotke@Republic of Croatia,
establishing the European environmental network TNNRA 2000, drawing up
the management framework and setting up monitarfrige status

Project for the integration into the EU NATURA 2006twork (World Bank
advance)

Establishing the fauna and speleology database® f@tha and CRO speleo) a:
part of the Environmental Protection Informatiors@m (IPA TAF 2007)
Strengthening capacity for preparation of managémpiams, and strengthening
nature protection supervision activities for thegmsed NATURA 2000 areas (If
TAIB 2009)

Establishing the database of habitats (CRO Habiatpart of the Environmental
Protection Information System (IPA Framework Cocttiaeneficiaries 2009)

5):

Continuously

2012 - Continuousl

Wuorously

2012 - 2016

2012

2012 - 2013

2012 - 2013

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

. Participation in the project "Chemical Safety -esgthening the legal and

institutional framework for the protection agaihazardous chemicals"

2012

Establishment of the legal framework for chemiedésy in the
Republic of Croatia

Transposition of EU legislation into Croatian kgtion

Implementation of the IPA 2007 project "Chemicale®d’; ECHA IPA project;
MATRA project

Project entitled "Synergy of the Three Conventiof&ockholm, Basel and
Rotterdam) with the Regional centre for the Basmi@ntion in Bratislava

Continuously

Protection of human health and the environmentragairect and
indirect effects of chemicals

Implementation of the legislative provisions ie field of chemicals and biocide
Inspection control

Continuously

Establishment of the legal framework in the fiefdhoise
protection

Drawing up the National Noise Protection Strategy the framework for the noig
protection programme - the project entitled "Stteaging capacity for the
implementation of environmental acquis in the fietd waste management,
integrated prevention and control of pollution, aise protection” - component
"Technical assistance for the development of addati Environmental Noise
Strategy for the Republic of Croat

2012

Protection of human health and the environmentrasgairect and
indirect effects of noise

Implementation of the legislative provisions in fled of noise protection
measures

Inspection control

Continuously

Establishment of the legal framework in the fiefd3MO

Transposition of EU legislation into Croatian kgtion
Appointment of the national reference laboratonytfe detection of GMO
Authorisation of legal entities to carry out riskssassments for the purpose of

I 'and Il quarter 201
Il quarter 2012

e placing on the market GMOs or products containimgy@ar composed of or derivgd | quarter 2012
from GMOs
Protection of human health and the environmentrasgdirect ande Implementation of the legislative provisions in fledd of GMO Continuously
indirect and cumulative effects of GMOs e Official control (supervision, monitoring)
. Programme of measures for data collection and kestiatent of the registry of
Establishment of a system of continuous forest isigien forest damage Continuously

Establishing and maintaining a unique informatigstam and registry of forest

fires
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Annex | Matrix of Policy Commitments

2011 2012 201° 201¢
OVERALL ASSESSMENT OF FISCAL IMPACTS OF MAJOR IMPLE MENTING MEASURES
A. Implementatio
B. Net direct impact on the bud: -1,105,335,87 1,154,776,14 497,651,14 263,307,75
B1. Direct impact on revenu 319,115,85 168,523,41 -122,185,34 128,920,65
B2. Direct impact on expenditul 1,424,451,73 -986,252,72 -619,836,48 -134,387,10
ENTERPRISE SECTOR
Total (1+2+3+4)
A. Implementatio
B. Net direct impact on the bud: -236,557,91 86,753,28! -596,63¢ -2,480,26!
B1. Direct impact on revenu 11,795,94 20,872,36 -21,905,02 -1,031,47!
B2. Direct impact on expenditul 248,353,85 -65,880,91. -21,308,39 1,448,799

Competition and State Aid

Implementation of administrative and professional ativities in connection with the protection of comgtition 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

-508,66¢
-383,09¢
125,57(

-589,87:
3,978,75:
4,568,62:

0
-7,523,23
-7,523,23

-38,00(
0
38,00(

Note: Activities of the Croatian Competition Agency arm@tly financed by EU assistance funds, the impéettoch is

shown in item B1.

Railway Restructuring

Total

A. Implementation

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

B2. Direct impact on expenditures
Subsidies

A. Implementation

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

B2. Direct impact on expenditures
Investment in Modernisation

A. Implementation

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

B2. Direct impact on expenditures
Note: The measure is partly financed by
MMTI, Reforms, Legislation, Studies
A. Implementation

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

B2. Direct impact on expenditures
Note: The measure is partly financed by
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 Education
A. Implementation

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

B2. Direct impact on expenditures

370,670,51
88,106,00
-282,564,51

107,429,26

-107,429,26
267,055,23
91,479,77

-175,575,459
EU assistancesfu

-3,813,98:
-3,373,77.

440,20¢
EU assistancgs|

-235,799,24
12,179,038
247,978,28

2,088,801

-2,088,80!

84

547,417,23
9,171,06:
-538,246,17

284,700,00

-284,700,00

268,917,23

7,471,06:
-2648,476

-6,200,001
1,700,00!
7,900,001

87,503,15
16,893,61
-70,609,53
-4,883,00!

4,883,001

228,080,71
231,562,02
3,481,31

-9,000,001

9,000,001

231,700,71
233,262,02
1,561,311

5,380,001
-1,700,001
-7,080,001

-436,63¢
-14,381,79
-13,945,16

82,575,86
91,623,22
9,047,36!

-3,000,001

3,000,001

85,375,86
91,623,22
6,247,368

200,00(
0
-200,00(

-2,442,26'
-1,031,47"
1,410,79!




Competitiveness and Innovations

A. Implementation

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

B2. Direct impact on expenditures
Improvement of Financing

A. Implementation

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

B2. Direct impact on expenditures

20,916,37

-20,916,37

-187,894,48

187,894,48

Development of Entrepreneurial Support Infrastructure

A. Implementation

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

B2. Direct impact on expenditures

9,340,841

-9,340,841

-33,705,06

33,705,06

102,594,48

-102,594,48

20,934,72

-20,934,72

EU projects for SME and Building Expertise and Capaity for the EU

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Note: The measure is partly financed by
Stimulating the Development of Tourism
A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Public-Private Partnership

Total

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures

-6,704,00:
12,179,03
18,883,04

-73,546,78

73,546,78

-250,00(
0
250,00(

Education of Participants in the Preparation and Inplementati

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Coordination of Exchange of Knowledge
A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

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

B. Net direct impact on the budget

B1. Direct impact on revenues

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

B. Net direct impact on the budget

B1. Direct impact on revenues

criteria fo assessing
-50,00¢(

50,00(
supervisiomf implem

0

0

B2. Direct impact on expenditures
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EU assistanoésfuthe i

1,160,12i
16,893,61

-4,092,43

4,092,431

-47,61

47,611

4,140,04.
-14,381,79

15,733,49

1,401,89!

-1,401,89!

-160,00(
0
160,00(

and approving pub
0

0

-50,00(

50,00(

-18,521,84

mpact of which is shown in item B1.

-436,63¢

436,63¢

-160,00(
0
160,00(

on Procedures of PPP Projects

-100,00( -100,00( -100,00(
100,00( 100,00( 100,00(
and Expertisén the Field of PPP in SEECP Member Stat
—105)(,00( -10,00( -10,00(
100,00( 10,00( 10,00(

lic-private partne
0

0

-50,00(

50,00(

-769,22!

769,22¢

-2,000,00!

2,000,001

1,743,791
-1,031,47
-2,775,26!

-1,416,83

1,416,83:

o o

es
0

0
rshp projects

0

0

entation of public-private partnership projects

0

0




LABOUR MARKET
Total (1+2+3+4+5+6+7)
A. Implementation

B. Net direct impact on the budget -28,733,548 -56,330 163,077,867 129,108,811

B1. Direct impact on revenues -49,000,00 53,000,00 58,000,00 62,000,00

B2. Direct impact on expenditures -20,266,45 109,517,33 -105,077,86 -67,108,81
1. Active Employment Policy

A. Implementation

B. Net direct impact on the budget -100,402,90 -77,397,10 -93,603,09 -113,905,62

B1. Direct impact on revenues

B2. Direct impact on expenditures 100,402,90 77,397,10 93,603,09 113,905,622
2. Rights during the Unemployment Perioc

A. Implementation

B. Net direct impact on the budget 65,445,00 -13,845,00 108,400,00 100,000,00

B1. Direct impact on revenues

B2. Direct impact on expenditures -65,445,00 13,845,000 -108,400,00 -100,000,00
3. Increasing Mandatory Retirement Age and Change oftte Method of Determination of Early Retirement Penn

A. Implementation

B. Net direct impact on the budget -59,000,00 58,000,00 143,000,00 142,000,00

B1. Direct impact on revenues -49,000,00 53,000,00 58,000,00 62,000,00

B2. Direct impact on expenditures 10,000,00 -5,000,001 -85,000,00 -80,000,00
4. Implementation of Regulations Aimed at ProtectingMaternity and Family Benefits

A. Implementation

B. Net direct impact on the budget 36,718,59 3,725,371 0 0

B1. Direct impact on revenues

B2. Direct impact on expenditures -36,718,59 -3,725,37: 0 0
5.  Scholarships for Full-time Students

A. Implementation

B. Net direct impact on the budget 10,760,00 -19,600,00 68,26( 1,391,741

B1. Direct impact on revenues

B2. Direct impact on expenditures -10,760,00 19,600,00! -68,26( -1,391,74i
6. Subsidising Students' Accommodation and Meals

A. Implementation

B. Net direct impact on the budget 18,973,34 -7,952,90: 5,212,701 -377,30:

B1. Direct impact on revenues

B2. Direct impact on expenditures -18,973,34 7,952,901 -5,212,70! 377,30:
7. Informatization and Maintenance of the Social Welfae Systen

A. Implementation

B. Net direct impact on the budget -1,227,58! 552,30( 0 0

B1. Direct impact on revenues

B2. Direct impact on expenditures 1,227,58! -552,30( 0 0
Ill.  AGRICULTURE

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

A. Implementation

B. Net direct impact on the budget 4,908,435 720,85B, -61,504,407 31,006,47

B1. Direct impact on revenues 126,441,076 36,140,31p -109,157,495 54C

B2. Direct impact on expenditures 121,532,641 -688,843 -47,653,088 -31,005,93
1. State Aid in Agriculture and Rural Development

A. Implementation

B. Net direct impact on the budget 109,154,32 693,125,91 -37,857,01 31,006,47

B1. Direct impact on revenues

B2. Direct impact on expenditures -109,154,329 -623,912 37,857,011 -31,006,479
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2. Establishment of the Market Price Information Sysem for the Agricultural Products Market
A. Implementation
B. Net direct impact on the budget -13,71° 55,50( -117,20¢( 0
B1. Direct impact on revenues
B2. Direct impact on expenditures 13,717 -55,500 10@,2 0
3. Establishment of the Farm Accountancy Data NetworKFADN)
A. Implementation
B. Net direct impact on the budget -42,80¢ -24,58¢ -1,344,501 0
B1. Direct impact on revenues
B2. Direct impact on expenditures 42,809 24,584 152@, 0
4. Construction and Furnishing of Long-Term Phytosaniary and Veterinary Border Crossings
A. Implementation
B. Net direct impact on the budget -15,120,60 7,555,67. 7,685,11. 0
B1. Direct impact on revenues 45,361,808 -19,299,118 -32,113,866 540
B2. Direct impact on expenditures 60,482,410 -26,854, -39,798,977 540
Note: Construction and furnishing of permanent phytosamiand veterinary border crossings is partly faeghby EU
assistance funds, the impact of which is showiteimiB1.
5. IPARD Implementation
A. Implementation X
B. Net direct impact on the budget -65,500,21 -18,635,30 24,441,66 0
B1. Direct impact on revenues 75,000,000 56,250,000 65,146,725 0
B2. Direct impact on expenditures 140,500,215 74 338b, -89,588,392 0
Note: IPARD is partly financed by EU assistance funds,ithpact of which is shown in item B1.
6. Implementation of the World Bank Project of Alignment of Agricultural Legislation with the Acquis Communautaire
A. Implementation X
B. Net direct impact on the budget -45,131,33 47,125,50
B1. Direct impact on revenues
B2. Direct impact on expenditures 45,131,332 -47 326,
7. Veterinary Practice
A. Implementatio
B. Net direct impact on the budget 18,838,144 -5,530,91 -57,255,11 0
B1. Direct impact on revenu:
B2. Direct impact on expenditures -18,838,149 5,586,9 57,255,113 0
8. Structural Measures in the Fisheries
A. Implementation
B. Net direct impact on the budget 2,724,63: -2,812,61! 2,942,63! 0
B1. Direct impact on revenues 6,079,268 -810,573 894,904 0
B2. Direct impact on expenditures 3,354,635 2,002,039 -14,839,543 0
Note: The measure is partly financed by EU assistanagsfuthe impact of which is shown in item B1.
IV. PUBLIC ADMINISTRATION REFORM
Total (1+2+3)
A. Implementation
B. Net direct impact on the budget -764,50( -848,32! 610,47 440,27"
B1. Direct impact on revenues 0 10,382,92 -352,27" -3,962,47!
B2. Direct impact on expenditures 764,50( 11,231,25 -962,75( -4,402,75!
1. Implementation of Activities Relating to E-administration
A. Implementation
B. Net direct impact on the budget -764,500 -28,000 3,600
B1. Direct impact on revenues
B2. Direct impact on expenditures 764,50( 28,00( -613,00(
2. Preparation of the Management Body for the Operatioal Programme: Building of Administrative Capacity for Use

of Funding from the EU Structural Funds
A. Implementation

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

B2. Direct impact on expenditures

X
-300,000
5,700,000
6,000,000

X
37,500
-712,500

-750,00(

Note: The measure is partly financed by EU assistangéd, the impact of which is shown in item B1.
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Alignment of Procedural Laws and Subordinate Legisition with the General Administrative Procedure Actand
Education of Civil Servants for the Implementationof the GAPA

A. Implementation X

B. Net direct impact on the budget -520,325 -40,025 0,245
B1. Direct impact on revenues 4,682,925 360,225 -3,962,47!
B2. Direct impact on expenditures 5,203,250 400,25 , 402,750
Note: The measure is partly financed by EU assistancdsfuihe impact of which is shown in item B1.
DEVELOPMENT OF A KNOWLEDGE-BASED SOCIETY

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

A. Implementation

B. Net direct impact on the budget 91,076,26 -6,843,25: 86,82¢ -13,562,22
B1. Direct impact on revenues 80,769,68 21,290,05. -70,029,91 7,752,93
B2. Direct impact on expenditures -10,306,58 28,133,30 -70,116,74 21,315,15
Education Development

A. Implementation

B. Net direct impact on the budget -8,074,01. -915,98¢ -1,178,001 -1,270,00¢
B1. Direct impact on revenues

B2. Direct impact on expenditures 8,074,01. 915,98t 1,178,001 1,270,00!
Development of the National Curriculum for Pre-Schel, Primary and Secondary Education

A. Implementation

B. Net direct impact on the budget -677,94+ 521,02: 0 0

B1. Direct impact on revenues

B2. Direct impact on expenditures 677,94« -521,02: 0 0
National Exams and State Graduation Exam

A. Implementation

B. Net direct impact on the budget 14,294,96 557,51¢ 36,76¢ 0

B1. Direct impact on revenues 12,857,60. 3,000,00t 5,858,88! 3,000,00t
B2. Direct impact on expenditures -1,437,36. 2,442 48. 5,822,12. 3,000,00t
Note: The measure is partly financed by EU assistancasfuine impact of which is shown in item B1.

Application of National Pedagogical Standards in Acordance with the Feasibility Coefficient

A. Implementation

B. Net direct impact on the budget 7,180,78: 40,72¢ 0 0

B1. Direct impact on revenues

B2. Direct impact on expenditures -7,180,78: -40,72°¢ 0 0
Development of the Croatian Qualifications Framewok

A. Implementation

B. Net direct impact on the budget -263,85: 20,83’ 0 0

B1. Direct impact on revenues 15,552,89 30,401,07 -54,163,77 6,935,71!
B2. Direct impact on expenditures 15,816,74 30,380,244 -54,163,77 6,935,71!
Note: The measure is partly financed by EU assistancgsfuhe impact of which is shown in item

Strengthening the Quality of Adult Education

A. Implementation

B. Net direct impact on the budget 800,08: 14,07: 10,78: -478,49:.
B1. Direct impact on revenues 22,014,15 -15,449,13 -9,618,69: 971,47
B2. Direct impact on expenditures 21,214,06 -15,463,20 -9,629,47. 1,449,96!
Note: The measure is partly financed by EU assistancgsfuthe impact of which is shown in item

Development of the Quality Assurance System

A. Implementation

B. Net direct impact on the budget 203,47¢ 223,50¢ 0 0

B1. Direct impact on revenues 12,699,71 -9,860,93: 577,96¢ -6,254,25!
B2. Direct impact on expenditures 12,496,23 -10,084,44 577,96¢ -6,254,25!
Note: The measure is partly financed by EU assistancgsfuhe impact of which is shown in item

Continued Implementation of the Bologna Process

A. Implementation

B. Net direct impact on the budget 50,96¢ -1,040,06! 0 0

B1. Direct impact on revenues

B2. Direct impact on expenditures -50,96¢ 1,040,06! 0 0
Strengthening Potential in Science and Technologies

A. Implementation

B. Net direct impact on the budget 19,689,51 -3,833,93. 450,00( 0

B1. Direct impact on revenues

B2. Direct impact on expenditures -19,689,51. 3,833,93. -450,00( 0
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10. Development of Scientific and Technological Infrasticture
A. Implementation
B. Net direct impact on the budget -1,198,68! 4,661,68! -1,223,42 -3,766,76:
B1. Direct impact on revenues 17,645,31 13,199,04 -12,684,30 3,100,001
B2. Direct impact on expenditures 18,844,00 8,537,36:. -11,460,87 6,866,76:
Note: The measure is partly financed by EU assistanagsfuihe impact of which is shown in item B1.
11. Commercial Application of Research Findings
A. Implementation
B. Net direct impact on the budget 59,070,97 -7,092,63. 1,990,70: -8,046,96!
B1. Direct impact on revenues
B2. Direct impact on expenditures -59,070,97 7,092,63: -1,990,70! 8,046,96!
Note: The measure is partly financed by IBRD funds.
VI. HEALTH CARE REFORM
Total (1+2+3+4+5)
A. Implementation
B. Net direct impact on the budget -93,703,26: 27,036,45 -44,705,09 31,456,97
B1. Direct impact on revenues 0 0 0 0
B2. Direct impact on expenditures 93,703,26 -27,036,45 44,705,09 -31,456,97
1. Reduction in Sick Leave Expenditure
A. Implementation
B. Net direct impact on the budget -8,074,17. 141,574,17 0 0
B1. Direct impact on revenues
B2. Direct impact on expenditures 8,074,17. -141,574,17 0 0
2. Informatization of Primary Health Care
A. Implementation X
B. Net direct impact on the budget 406,72: -51,355,33
B1. Direct impact on revenues
B2. Direct impact on expenditures -406,72: 51,355,33
3. Purchasing Medical Equipment and Furnishing Hosptal Premises
A. Implementation
B. Net direct impact on the budget -51,613,46 -14,273,22 2,426,45! -40,444,55
B1. Direct impact on revenues
B2. Direct impact on expenditures 51,613,46 14,273,22 -2,426,45! 40,444,55
Note: Funds for the purchase of medical equipment praviziethe MH.
4. Reorganisation of Emergency Medical Service
A. Implementation
B. Net direct impact on the budget -33,119,43. -48,323,57 -45,993,40 72,448,74
B1. Direct impact on revenues
B2. Direct impact on expenditures 33,119,43 48,323,57 45,993,40 -72,448,74
5. Accreditation of Hospitals
A. Implementation
B. Net direct impact on the budget -1,302,91! -585,58: -1,138,14: -547,22(
B1. Direct impact on revenues
B2. Direct impact on expenditures 1,302,91! 585,58: 1,138,14. 547,22(
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VILI.

REFORM OF THE JUDICIARY
Total (1+2)

A. Implementation
B. Net direct impact on the budget -40,157,45. 45,270,73 -20,322,27 -34,159,86
B1. Direct impact on revenues 14,783,53 4,647,27. 11,036,50 -11,657,00
B2. Direct impact on expenditures 54,940,98 -40,623,46 31,358,77. 22,502,86!
1. Reform of the Judiciary
A. Implementation
B. Net direct impact on the budget -33,789,76 41,582,94 -23,287,27 -33,830,36
B1. Direct impact on revenues 14,708,54 7,831,611 20,190,00 -11,657,00
B2. Direct impact on expenditures 48,498,31 -33,751,33 43,477,27 22,173,36
Note: The reform of the judiciary is partly financed by Bssistance funds and donations made by intenzdtio
organisations, the impact of which is shown in it8in A portion of the planned funds shown in ite lgas been secured
from the World Bank loan for the financing of theditiary Development Support Project. Deviatiomirthe estimated
funds for 2014 in relation to 2013 refers to therpled EBRD loan for the construction of the priso8ibenik and the
renovation of the Zagreb prison. The loan agreempeatedure between the EBRD and the Republic o&térds under way.
2. Prevention of Corruption
A. Implementation
B. Net direct impact on the budget -6,367,69: 3,687,79: 2,965,001 -329,50(
B1. Direct impact on revenues 74,98: -3,184,34. -9,153,50! 0
B2. Direct impact on expenditures 6,442,67 -6,872,13! -12,118,50 329,50(
Note: The reform of the judiciary in the part relatingpeevention of corruption is partly financed by Bkistance funds
and donations made by international organisatitesimpact of which is shown in item B1, and a \idknk loan.
VIIl. ENVIRONMENTAL PROTECTION
Total (1+2+3+4+5+6+7+8+9)
A. Implementation
B. Net direct impact on the budget -801,403,89 339,065,40 461,004,38 121,497,57
B1. Direct impact on revenues 134,325,622 22,190,48 10,222,86: 75,818,13
B2. Direct impact on expenditures 935,729,52 -316,874,92 -450,781,51 -45,679,44
1. Integrating Environmental Protection Goals in the Hanning and Implementation of Other Sector Policiesor the
Purpose of Promoting Sustainable Developme
A. Implementation
B. Net direct impact on the budget 1,548,301 -3,775,00: -73,29: 298,00(
B1. Direct impact on revenues 0 3,663,001 0 0
B2. Direct impact on expenditures -1,548,30! 7,438,001 73,29: -298,00(
Note: The measure is partly financed by EU assistanadsfuine impact of which is shown in item
2. Air Quality and Climate Protection
A. Implementation
B. Net direct impact on the budget 941,68¢ -1,530,00! -300,00( 0
B1. Direct impact on revenues -1,681,07: 0 0 0
B2. Direct impact on expenditures -2,622,75 1,530,001 300,00t 0
Note: The measure is partly financed by EU assistanadsfuine impact of which is shown in item
3.  Waste Management
A. Implementation
B. Net direct impact on the budget 0 0 0 0
B1. Direct impact on revenues 31,590,96 37,785,87 42,699,97 77,947,04
B2. Direct impact on expenditures 31,590,96 37,785,87 42,699,97 77,947,004
Note: The measure is partly financed by EU assistanagsl
4. Water Management
A. Implementation
B. Net direct impact on the budget -794,624,58 363,642,97 466,078,08 122,071,19
B1. Direct impact on revenues 98,897,13 -27,163,60 -30,248,10 -2,128,911
B2. Direct impact on expenditures 893,521,71 -390,806,57 -496,326,19 -124,200,10

Note: The measure is partly financed by EU assistancdsfuine impact of which is shown in item E
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Protection of the Sea and Marine Environment

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Nature Protection

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Note: The measure is partly financed by

-17,71%

17,71z

-9,469,70.
5,284,791
14,754,50
EU assistancdsfuie i

Establishing the Industrial Pollution Control System

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Note: The measure is partly financed by
Chemicals and GMOs

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures
Note: The measure is partly financed by
Forestry

A. Implementation

B. Net direct impact on the budget

B1. Direct impact on revenues

B2. Direct impact on expenditures

-32,00(
0
32,00(

EU assistancasfute i

385,11
233,80t

-151,30¢
EU assistancdsfuie i

-135,00(

135,00(
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-4,550,001

4,550,001

-13,403,23
1,772,271
15,175,45

mpact of which is s

-448,00(
3,580,20!
4,028,201

-8,330,00!

8,330,00!

3,684,36.
696,33’
-2,988,02:

-30,00(
0
30,00(

mpact of which is s

-1,096,32!
2,552,79

475,28(
-2,925,33l

3,649,11.
mpact of which is s

225,00(

-225,00(

-3,400,61!

-500,05(

500,05(

hown in item B1.

hown in item B1.

hown in item B1.

3,250,001
-3,250,00!
-4,121,61.

0
4,121,61.

o o
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Annex Il Statistical Appendix

Table 1a: Macroeconomic Prospects

Croatia
Percentages unless otherwise ESA Year Year Year Year Year Year
indicated Code | 2010 | 2010 2011 2012 2013 2014
Level
(bn Rate of change
EUR)
1. Real GDP at market prices Bl*g 45.455 -1.2 0.4 0.8 15 2.5
2. Current GDP amarket prices Bl*g 45,917 -0.2 2.7 2.0 3.7 4.9
Components of real GDP
3. Private consumption expenditu P3 25.262 -0.9 0.3 -0.3 0.7 1.3
4. Government consumption
expenditure P3 9.808 -0.8 -0.1 -2.4 -2.0 -0.8
5. Gross fixed capital formation P51 10.156  -11.3 -7.3 7.4 3.2 4.6
6. Changes in inventories and net
acquisition of valuables P52+P53] 0.821 -18.1 21.0 4.7 2.3 5.8
7. Exports of goods and services P6 17.276 6.0 -1.7 1.1 3.8 4.8
8. Imports of goods and services P7 17.868 -1.3 -5.4 1.5 2.1 3.2
Contribution to real GDP growth
9. Final domestic demand 45.2 -3.4 -1.4 0.8 0.7 1.6
10. Change in inventories and net
acquisition of valuables P52+P53] 0.8 -0.4 0.4 0.1 0.0 0.1
11. External balance of
goods/services B11 -0.6 2.6 1.4 -0.1 0.7 0.7

Source:CBS, MF

Comments: Values written in black are realisations, in blistiraates (composite of realisations and projectddes)
and in red projected values.
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Table 1b: Price Developments

Croatia

ESA Year Year Year Year Year

Percentage changes, annual averages Cod
ode 2010 2011 2012 2013 2014

1. GDP deflator 1.0 2.3 1.3 2.2 2.4
2. Private consumption deflator 1.1 2.4 2.4 2.5 2.4
3. HICP - - - - -
4. National CPI change 1.1 2.3 2.4 2.5 2.4
5. Public consumption deflator 0.7 1.7 2.4 1.4 1.9
6. Investment deflator -2.2 0.8 1.9 2.1 2.3
7. Export price deflator (goods & 19 58 13 17 51
services)
8. Import price deflator (goods & 0.2 48 11 16 19
services)

Source:CBS, MF

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

Croatia
ESA Year Year Year Year Year Year
Code 2010 2010 @ 2011 = 2012 @ 2013 2014
Level Level/Rate of change
1. Population (thousands) 4,417.8 4,417.8 4,417.8 4,417.8 4,417.8
2. Population (growth rate in %) -0.26 0.00 0.00 0.00 0.00
3. Working-age population 2,758.0 2,751.1 2,744.8 2739.3 27338
(persons)[1]
4. Participation rate 63.4 62.6 62.4 62.6 62.8
5. Employment, persons [2] 1,541.3 1,492.8 1,473.0: 1,474.5: 1,486.3
6. Employment, hours worked[3] n.a. n.a. n.a. n.a. n.a.
7. Employment (growth rate in % -4.0 -3.1 -1.3 0.1 0.8
8. Public sector employment n.a. n.a. n.a.
(persons) n.a. n.a.
9. Public sector employment - - -
(growth in %) ) )
10. Unemployment rate [4] 11.8 13.3 14.0 14.0 13.4
11. Labour productivity, 214888 29 | 36 | 21 | 14 16
persons[5]
12. Labour productivity, hours n.a. n.a. n.a. n.a. n.a.
worked[6]
13. Compensation of employees| D1 | 156,935,768,614 -4.1 -0.1 -1.7 1.5 3.9

Source:CBS, MF

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

[1] Age group of 15-64 years

[2] Occupied population, domestic concept nati@aounts
definition

[3] National accounts definition

[4] Harmonised definition, Eurostat; levels

[5] Real GDP per person employed
[6] Real GDP per hour worked
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Table 1d: Sectoral Balances

Croatia
Percentages of GDP ESA | Year Year Year Year Year
code [ 2010 2011 2012 @ 2013 2014
1. Net lending/borrowing vis-a-vis the rest B.9 11 03 01 08 16
the world
of which:
- Balance of goods and services -0.2 1.7 1.6 2.3 3.0
- Balance of primary incomes and transfers -1.0 -1.5 -1.6 -1.8 -1.9
- Capital account 0.1 0.0 0.1 0.3 0.5
B.9/
2. Net lending/borrowing of the private sect EDP 3.8 5.8 3.9 4.1 4.2
B.9
3. Net lending/borrowing of general 49 55 38 33 26
government
4. Statistical discrepancy 0.0 0.0 0.0 0.0 0.0

Source:CNB, MF

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

Croatia
ESA Year Year Year Year Year
Code 2010 2011 2012 2013 2014
GDP and investment
GDPlevelatcurrentmarket prices (in domestic
currency) Blg 334.6 343.4 3505 | 363.4 381.0
Investment ratio (% of GDP) 21.6 19.7 21.1 21.5 21.9
Growth of Gross Value Added, percentage changes abnstant prices
1. Agriculture -0.2 15 1.3 1.9 2.0
2. Industry (excluding construction) -1.6 -0.6 2.9 2.5 3.3
3. Construction -16.4 -9.4 1.6 2.1 2.2
4. Services -0.4 1.3 -0.4 0.9 2.1

Source:CBS, MF

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

and in red projected values.
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Table 1f: External Sector Developments

Croatia
Billion Euro unless otherwise indicated Year = Year = Year = Year Year
2010 2011 2012 2013 2014
1. Current account balan¢¥ of GDP) % of GDP -1.2 0.2 0.0 0.5 1.1
2. Export of goods NCU or 9,102 9,090 | 9,286 | 9,986 10,885
EUR
3. Import of goods NCU or 15,054 | 14,640 14,941 15,472 16,274
EUR
4. Trade balance NCU or -5,952 = -5,550 @ -5,655; -5,485  -5,388
EUR
5. Export of services NCU or 8,490 8,840 | 8,977 | 9,268 9,736
EUR
6. Import of services NCU or 2,603 2,485 : 2,565 | 2,672 2,813
EUR
7. Service balance NCU or 5,886 6,355 6,411 i 6,596 6,923
EUR
8. Net interest payments from abroad NCU or -1,327  -1,440  -1,497 ¢ -1,557  -1,608
EUR
9. Other net factor income from abroad NCU or -230 -290 -336 -418 -505
EUR
10. Current transfers NCU or 1,088 1,037 | 1,089 1,096 1,123
EUR
11. Of whichfrom EU NCU or n.a. n.a. n.a. n.a. n.a.
EUR
12. Current account balance NCU or -535 113 13 232 544
EUR
13. Capital and financial account NCU or 1,264 n.a. n.a. n.a. n.a.
EUR
14. Foreign direct investment NCU or 341 969 588 706 773
EUR
15. Foreign reserves NCU or 10,660 n.a. n.a. n.a. n.a.
EUR
16. Foreign debt NCU or 46,496 @ 45,827 47,032 47,730 48,645
EUR
17. Of which public NCU or 13,998 n.a. n.a. n.a. n.a.
EUR
18. O/w:foreign currency denominated NCU or n.a. n.a. n.a. n.a. n.a.
EUR
19.0/w:repayments due NCU or n.a. n.a. n.a. n.a. n.a.
EUR
20. Exchange rate vis-a-vis EUR (end-year] NCU/EUR 7.39 7.53 7.50 7.51 7.51
21. Exchange rate vis-a-vis EUR (annual NCU/EUR 7.29 7.43 7.47 7.48 7.48
average)
22. Net foreign saving % of GDP - - - - -
23. Domestic private saving % of GDP - - - - -
24. Domestic private investment % of GDP - - - - -
25. Domestic public saving % of GDP - - - - -
26. Domestic public investment % of GDP - - - - -

Source:CNB, MF

Comments: Values written in black are realisations, in bastimates (composite of realisations and projecadaes)
and in red projected values.
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Table 1g Sustainability indicators

Croatia
. . Year Year Year Year Year
Dimension
2007 2008 2009 2010 2011
1. Current Account Balance % of GDP -7.2 -8.8 5.2 -1.2 0.2
2. Net International Investment % of GDP -92.6 -73.2 -85.4 -92.4 -88.7
Position
3. Export market shares %, yoy 5.1 -7.5 2.6 15.0 -8.6
4. Real Effective Exchange Rate [ %, yoy -1.2 -4.3 -0.7 1.6 25
5. Nominal Unit Labour Costs %, yoy 4.4 7.4 4.8 -3.6 -0.3
6. Private sector credit flow % of GDP - - - - -
7. Private sector debt % of GDP 1.9 3.7 1.8 -0.1 -04
8. General Government Debt % of GDP 32.9 29.2 35.1 41.3 449

Source:CNB, MF

Comments: Values written in black are realizations and inebkestimates (composite of realisations and preject
values).
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Table 2: General Government Budgetary Prospects

Croatia
Year Year | Year @ Year | Year Year
ESA code . 20|1?b 2010 2011 @ 2012 2013 2014
evel (bn o
NCU) % of GDP
Net lending (B9) by sub-sectors
1. General government S13 -16.402 -4.9 -55 -3.8 -3.3 -2.6
2. Central government S1311 -16.370 -4.9 -5.3 -3.6 -3.0 -2.4
3. State government S1312 0.000 0.0 0.0 0.0 0.0 0.0
4. Local government S1313 -0.032 0.0 -0.3 -0.2 -0.2 -0.2
5. Social security funds S1314 0.000 0.0 0.0 0.0 0.0 0.0
General government (S13)
6. Total revenue TR 123.715 37.0 35.8 35.7 35.1 34.6
7. Total expenditure[1] TE 140.118 41.9 41.4 39.5 38.4 37.2
8. Net borrowing/lending EDP.B9 -16.402 -4.9 -5.5 -3.8 -3.3 -2.6
. EDP.D41
9. Interest expenditure incl. FISIM 6.659 2.0 2.2 2.3 2.0 1.8
10. Primary balance[2] -9.743 -2.9 -34 -15 -1.3 -0.8
11. One-off and other temporarn 0.000 0.0 0.0 0.0 0.0 0.0
measures [3]
Components of revenues
12. Total taxes (12 =
122+12b+12¢) 71.399 21.3 20.2 20.9 20.7 20.3
12a. Taxes on production and D2 53087 | 159 158 @158 158 154
imports
12b. Current taxes on income a D5 18.309 55 45 51 50 4.9
wealth
12c. Capital taxes D91 0.003 0.0 0.0 0.0 0.0 0.0
13. Social contributions D61 39.330 11.8 11.6 10.9 10.3 10.2
14. Property income D4 1.415 0.4 0.4 0.3 0.3 0.3
[14?' Other (15 = 16-(12+13+14)) 11571 | 35 36 @ 36 @ 37 3.8
16 = 6. Total revenue TR 123.715 37.0 35.8 35.7 35.1 34.6
p.m.: Tax burden
(D2+D5+D61+D91-DIY5) [5] 110.729 33.1 31.9 31.8 31.1 30.5
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 69.630 20.8 19.9 19.1 18.5 17.8
17a. Social transfers in kind P31 =D63 11.971 3.6 3.3 3.0 2.9 2.9
&; %‘ Social transfers other than 5 57650 | 172 166 161 156 150
18 = 9. Interest expenditure (inc EDP.D41 +
FISIM) FISIM 6.659 2.0 2.2 2.3 2.0 1.8
19. Subsidies D3 7.881 2.4 2.1 1.9 1.9 1.8
20. Gross fixed capital formatio P51 4.425 1.3 1.9 1.6 1.6 1.5
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21. Other (21 = 22-

(16+17+18+19+20) [6] 51.523 15.4 15.3 14.6 14.3 14.2

22. Total expenditures TE [1] 140.118 41.9 41.4 39.5 38.4 37.2
p.m. compensation of employe D1 34.98683 | 10.5 10.4 9.7 9.5 9.0
Source MF

Comments: Values written in black are realizations and id peojected values.

[1] Adjusted for the next flow of swap-relatedwis, so the TR-TE = EDP.B9.

[2] The primary balance is calculated as (EDP, Be9n 8) plus (EDP D.41, item 9).

[3] A plus sigh means deficit-reducing one-offaneres

[4] P.11+P.12+P.131+D.39+D.7+D.9 (other than .91

[5] Including those collected by the EU and imthg an adjustment for uncollected taxes and samatributions (D995), if
appropriate.

[6] D.29+D4 (other than D.41)+ D.5+D.7+D.9+P.5253+K.2+D.8.
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Table 3: General Government Expenditure by Function

Croatia
% of GDP COFOG | Year Year Year Year Year
Code 2010 2011 2012 @ 2013 2014
1. General public services 1 4.8 - - - -
2. Defence 2 14 - - - -
3. Public order and safety 3 2.4 - - - -
4. Economic affairs 4 4.8 - - - -
5. Environmental protection 5 0.3 - - - -
6. Housing and community amenities 6 1.2 - - -
7. Health 7 6.2 - - - -
8. Recreation, culture and religion 8 1.2 - - - -
9. Education 9 4.2 - - - -
10. Social protection 10 14.6 - - - -
;)1 Total expenditure (item 7 = 23 in Tabl TE 419 414 395 384 372

Source: MF

Comments: Values written in black are realizations and it peojected values.
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Table 4: General Government Debt Developments

Croatia
% of GDP ESA Year Year Year Year Year
code 2010 2011 2012 2013 2014
1. Gross debt [1] 41.3 44.9 47.2 48.9 49.4
2. Change in gross debt ratio 6.1 3.6 2.4 1.7 0.5
Contributions to change in gross debt
3. Primary balance [2] 2.9 3.4 15 13 0.8
EDP
4. Interest expenditure [3] D.41 2.0 2:2 2.3 2.0 18
5. Stock-flow adjustment 1.2 -1.9 -1.5 -1.6 2.1
of which:
[4]- Differences between cash and accru 0.0 0.0 0.0 0.0 0.0
- Net accumulation of financial assets | 0.4 0.1 -0.1 0.3 0.4
of which:
- Privatisation proceeds 0.0 0.1 0.6 0.2 0.2
- Valuation effects and other [6] 0.7 -1.0 -0.5 -0.2 -0.2
p.m. implicit interest rate on debt [7] 5.7 5.4 5.3 4.3 3.9
Other relevant variables
6. Liquid financial assets [8] 0.0 0.0 0.0 0.0 0.0
7. Net financial debt (7 =1 - 6) 41.3 44.9 47.2 48.9 49.4

Source: MF

Comments: Values written in black are realisations and ith peojected values.

[1] As defined in Regulation 3605/93 (not an E*cept).

[2] Cf.item 10 in Table 2.
[3] Cf.item 9 in Table 2.

[4] The differences concerning interest expenditother expenditure and revenue could be distimgai when relevant.
[5] Liquid assets, assets on third countries, gawent controlled enterprises and the differendavéen quoted and non-quoted

assets could be distinguished when relevant.

[6] Changes du to exchange rage movement, ancipein secondary market could be distinguishedmitelevant.
[7] Proxied by interest expenditure (incl. FISIEcorded as consumption) divided by the debt lef/#i@previous year.
[8] AF1, AF2, AF3 (consolidated at market valugl5 (if quoted at stock exchange; including mufuald shares).
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Table 5: Cyclical Developments

Croatia
ESA
% of GDP Code Year Year Year Year Year
2010 2011 2012 2013 2014
1. Real GDP growth (%) Blg -1.2 0.4 0.8 15 2.5
2. Net lending of general government | EDP.B.9 -4.9 -5.5 -3.8 -3.3 -2.6
3. Interest expenditure EDP.D.41 2.0 2.2 2.3 2.0 1.8
4. One-off and other temporary measur
[1]
5. Potential GDP growth (%) -1.6 -0.6 0.6 1.6 2.1
Contributions: n.a. n.a. n.a. n.a. n.a.
- labour n.a. n.a. n.a. n.a. n.a.
- Capita| n.a. n.a. n.a. n.a. n.a.
- total factor productivity n.a. n.a. n.a. n.a. n.a.
6. Output gap -1.3 -0.3 -0.2 -0.2 0.1
7. Cyclical budgetary component -0.4 0.0 -0.1 -0.1 0.0
8. Cyclically-adjusted balance (2-7) -4.5 -5.5 -3.7 -3.2 -2.6
9. Cyclically-adjusted primary balance
(8+3) -2.5 -3.3 -1.4 -1.2 -0.8
10. Structural balance (8-4) -4.5 -5.5 -3.7 -3.2 -2.6

Source: MF

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

and in red projected values.
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Table 6: Divergence from Previous Programme

Croatia
Year Year Year Year Year
2010 2011 2012 2013 2014
1. GDP growth (%, yoy)
Previous update -1.6 1.5 2.0 2.5
Latest update -1.2 0.4 0.8 15 25
Difference (percentage points) 0.4 -1.1 -1.2 -1.C 52
2. General government net lending (% of GDP)
Previous update -5.2 -5.6 -3.9 -2.4
Latest update -4.9 -55 -3.8 -3.3 -2.6
Difference 0.3 0.0 0.1 -0.9 -2.6
3. General government gross debt (% of GDP)
Previous update 41.6 44.2 46.3 46.7
Latest update 41.3 44.9 47.2 48.9 49.4
Difference -0.3 0.7 0.9 2.2 49.4
Source: MF

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

and in red projected values.
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Table 7: Long-term Sustainability of Public Finances

Croatia
% of GDP 2007 2010 2020 2030 2040 2050 2060

Total expenditure 422 419 39.2 402 41.1 423
of which:

- Age-related expenditures [2] 15.2 153146 153} 16.2 17.9

- Pension expenditure [3] 94 89 8.8 8.3 8.2 8.7

- Social security pension - - - - - -

- Old-age and early pensions - - - - - -

- Other pensions (disability, survivorsg) - - - - - -

- Occupational pensiorgi in general - - - - - -
government)

- Health care 5.8 6.4 538 7.0 8.0 9.2

- Long-term caréthis was earlier - - - - - -
included in the health care)
Education expenditure - - - - - -
Other age-related expenditures - - - - - -
Interest expenditure 18 20 25 2.8 3.1 3.4
Total revenues 39.8 37.0356: 356! 356 356

of which property income - - - - - -

of which from pensions 5.8 57, 52 5.2 5.2 5.2
contributions (or social contributions, if
appropriate)
Pension reserve fund assets - - - - - -
of which consolidated public - - - - - -
pension fund assets (assets other than
government liabilities)
Assumptions

Labour productivity growth 3.2 29 31 2.2 1.1 1.1
Real GDP growth 51 -1.2 32 1.2 0.3 0.2
Participation rate males (aged 20-6%4) | 70.1 67.2 70.8 71.0 70.3 71.2
[I43]articipation rates females (aged 20-64) 56.5 559 57.5| 57.7, 57.2 57.9
Total participation rates (20-64) 63.2 615 64.1 643 637 645
Unemployment rate 98 1211 7.0 7.0 7.0 7.G
Population aged 65+ over total 16.7, 16.8, 19.6, 22.6; 247 27.3
population

Source:CBS, MF

Comments: Values written in black are realisations and ith peojected values.
Projections are based on demographic projectianthéopreiod 2005-2050, which was published byGkatral
Bureau for Statistics in 2006.

[ Total expenditures according to ESA 95

I pension plus health care expenditures

Bl Total public pension expenditures except pensidmegar veterans
4 Aged (15 - 64)
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Table 8: Basic Assumptions on the External Economic Envirenin

Croatia
Year . Year ;| Year : Year Year
Dimension

2010 : 2011 @ 2012 . 2013 2014
Annual

Short-term interest rate [1] average n.a. n.a. n.a. n.a. n.a.
Annual

Long-term interest rate average n.a. n.a. n.a. n.a. n.a.
Annual

USD/EUR exchange rate average 1.32 1.39 1.34 1.35 1.35
Nominal effective exchange rate, index, Annual

2005=100 average 98.2 | 100.3 i 101.2 101.4 1015
Annual

Exchange rate vis-a-vis the EUR average 7.29 7.43 7.47 7.48 7.48
Annual

Global GDP growth, in % average 5.2 3.8 3.3 3.9 n.a.
Annual

EU GDP growth, in % average 2.0 1.6 -0.1 1.2 n.a.
Annual

Growth of relevant foreign markets average n.a. n.a. n.a. n.a. n.a.
Annual

World import volumes, excluding EU average n.a. n.a. n.a. n.a. n.a.
Annual

Oil prices (Brent, USD/barrel) average 79.03 | 104.23 99.09 | 95.55 n.a.

Source IMF, CNB, MFIN

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

[1] If necessary, purely technical assumption.
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Annex Il Structural Reforms Agenda and Achievemens

Structural reforms agenda and achievements shdisatan of the measures that were to be implenteime&011 under
the 2011-2013 PEP.

MAIN MEASURES UNDER THE 2011 - 2013 PEP A(%(I:E?/DJ(E)D DATE COMMENTS

ENTERPRISE SECTOR
Competition and state aid
Adoption of the Regulation on block exemption geahto agreememh

in traffic sector The Regulation on block exemption granted to agesesnin traffic
Adoption of the Regulation on notification and asseent of sector was renamed the Regulation on block exemptianted to
concentration of entrepreneurs agreements in transport sector; the Regulationa@ck®xemption o
Adoption of the Regulation on block exemption ofesgments betwe: agreements between undertakings not operatingeosetime level o
undertakings not operating on the same level ofyction production was renamed the Regulation on block gtiem of

vertical agreements between undertakings; the Regalon block

Adoption of the Regulation on block exemption ofesgments betwe
pu guiatt xempt S January - July|exemption of agreements between undertakings opgran the

undertakings operating on the same level of praolaatr distribution ves 2011 same level of production or distribution was rendrie Regulatio
Adoption of the Regulation on block exemption geahto certain on block exemption granted to certain categoridsooizontal
categories of technology transfer agreements agreements between undertakings; and the Regutatitme
Adoption of the Regulation on block exemption geshto agreements definition of the relevant market was renamed teguation on the
on distribution and servicing of motor vehicles method and criteria for the definition of the relavmarket. In
Adoption of the Regulation on block exemption geahto insurance addition to the aforementioned regulations, theuRemn on
agreements agreements of minor importance was also adoptédrinary 2011.

Adoption of the Regulation on the definition ofexeant market
Training on market competition for the employeeshef Croatian
Competition Agency, other regulatory bodies andjtidéciary
(through the IPA 2007 twinning project) The CroCompete project was completed successhubr 500
Raising awareness in the academic community, te lisiness students and 450 representatives of the busin@essianity and loc

community, bodies of local authority and the publigeneral (throud Yes Dec:;%aerl}/zo 1 Lauthontles were educated. As part of the twinmirgject, a series
the IPA 2007 CroCompete project) seminars were held for the employees of the Agenclyaid

providers. The twinning activities will continuetiiiMarch 2012.

Education on state aid for providers of state &ith@ central and loc
level, including training for use of structural fig) through the IPA
2007 twinning project and CroCompete project

In the period between July and October 2011, thendg adopted
July - October |decisions finalising the evaluation proceduresefrestructuring
2011 programmes for individual shipyard8rpdosplit, Brodotrogir,

Kraljevica and3. Maj).

Completion of the state aid approval procedureCiaratian shipyardg Yes

During 2011, three decisions were adopted on arcesnent of rulg
on state aid (Decision on Amendments to the Detigiopublishing
rules for training aid, Decision on Amendmentshi® Decision on
publishing rules on state aid for rescue and restring, and the

Decision on publishing state aid rules in relatomapid deploymer]
of broadband networks).

Adoption of rules on state aid in accordance withpgrocedure

prescribed by the Regulation on State Aid ves Continuously

Privatisation
Transformation of the Croatian Privatisation Funttoduction of ne On 1 April 2011, the Government Asset Managemergndy was
models of privatisation and preparation for salearhpanies in Yes April 2011 |established. The Act on Managing the State Profasybeen
majority ownership adopted.

Privatisation of five shipyards and one subsid{@arynouncement of

the second round of public invitations to tender) ves/No
Privatisation of 100 enterprises in minority owitgps(69 enterprisq
were sold at the open market, 29 enterprises caetpthe

Intensifying activities related to the announcenwrgublic invitationd liquidation procedure, and 2 enterprises were tpttie employees|

] : A ) ) July 2010 - ; -

to tender with the aim of privatising companiesirthe portfolio of Yes March 2011 under special terms). In order to speed up thepsiation, calls

the Republic of Croatia were published for the election of expert board imers in
enterprises in which the Republic of Croatia h@ldsajority.
Member appointments are in progress.

Continuation of privatisation of the Croatian Rails No No longer under the responsibility of the Governtrsset

Management Agency (GAMA).

Due to the restructuring of the Croatian Privalisat-und, the
establishment of the Government Asset Managemeenéyg
(GAMA), institutional changes, and new legislativ@meworks, the
Government Strategy for Privatisation of State-OivBeterprises
was not adopted. Instead, the draft State Propéaityagement
Strategy was drawn up. The draft Strategy was drgwin
accordance with the Act on Managing the State Rtppand is
planned to be adopted by the Croatian Parliameimgi@012.
Given that the Government Strategy for Privatisatid State-Owne]
Enterprises was not adopted, the Report on tranitsal
implementation was not prepared either. After State Property
No IV quarter 20131Management Strategy is adopted, the State Propkntyagement
Plan will be drawn up, and Reports on the implesgom of the
Management Plan will be produced accordingly, angiccordance
with the Act on Managing the State Property.

Adopting the Government Strategy for PrivatisatidiState-Owned
Enterprises, along with the List of enterprisegible for privatisation No 2012
and the Privatisation Plan for State-Owned Enteegri

Drawing up the Government Report on the annualémghtation of
the Privatisation Plan for State-Owned Enterprises
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Railway restructuring

The activities are carried out on an ongoing b&si2010, 4 new

Regional Competitiveness Operational Programmepooent Ilic

Drawing up subordinate legislation Yes 2011 ordinances in the field of railway traffic safetgre prepared, and
more in 2011.

. A new Network Report is drawn up every year (legisk
Drawing up a network report Yes 2011 provision). The Network Report for 2012 is to heafised soon.

. The activities are carried out on an ongoing b&isrently, two
Allocation of routes to operators Yes 2011 operators are activetZ Cargo andHZ Putniki prijevoz.
Establishment of the Railway Transport Safety Agenc Yes 2011 The Director was appointed and two new eyegls recruited.

. . 5 . The selection procedure is nearly complete for aitasts in the
Drawmg. up the Restructuring Plan for HZ (Croaiilways) Group No 2012 preparation of an integral Restructuring Plan fbHZ Group
companies .

companies.
The activities are carried out on an ongoing b&&nning is carrie]
Drawing up annual maintenance and modernisatiamspla Yes 2011 out within the framework of annual Business Plashsped by
railway companies.
Restructuring of the shipbuilding industry
The invitation to tender was announced on 15 Febr2@10 for all
Announcement of the public invitation to tender the privatisation g five shipyards. A pev_v invitation to tender was ammoed on_ 3
companies in the shipbuilding sector Yes 2011 Novembgr foKraljevica, and qn 2_4 January 2011 tB_t.rMaJ. )
Negotiations are under way with investorsBoodosplit, 3. Maj,
Brodotrogir andKraljevica.
. . . Full implementation of the Restructuring Progranwilecommencg
Implementation of the Restructuring Programme (défpg on the No 2012 - 2017 |after the privatisation and will continue until teed of the
results of the call for tenders) X .
restructuring period.
Energy sector
Alignment with the Third Energy Package All laws required to enable the implementationltﬁ ﬂ'hird Energy
Package are expected to be adopted during 201l2e fireld of
Adjustment of the internal market to European ctois refined petroleum products, the Croatian CompulgityStocks
Agency (HANDA) continues its activities accordirgglan.
Adjustment of the infrastructure to market needs In progress/ Activities continue for the preparation of the Hgt?ve framework
Yes Continuously related to renewa}ble energy sources aﬁd eqergyeeiby.
Furthermore, during 2012 implementation will comeceof IPA
Refined petroleum products - monitoring oil andrefl petroleum projects related to the Third Energy Packagethe&energy market
products reserves at the EU level and fuel extvadti accordance and security of energy supply. Activities also daumt related to thd
with EU standards preparation for implementation of infrastructurabjects financed
by WEBIF.
Small and medium-size enterprises
Strengthening competitive ability of small busiresss . . i .
Innovation and new products These measures were |mplemen_ted in 2011 in acomdﬂth the
. . | ) . 2008-2012 Programme of Incentives to Small and Meesize
Stimulating fast-growing small business entities Enterprises of the Government of the Republic afafla. The
Women entrepreneurs. Programme's implementing act is the annual Operaltjolan for
Young, beginner and disabled entrepreneurs incentives to small and medium-size entreprenepiishihe current
Entrepreneurship in culture and culture-relatedistdes budget year. In 2011, the Operational plan was tadopn 17
Clusters February. The incentive system is based on theeA&mall
Development of crafts and trades Yes Continuously Business Development Incentives (Official Gaze@#2 and
Development of cooperatives 63/07), the adopted budget plan and projectionsliipn governin
Use of new technologies and technological procedure the establishment of small business entities (comegacrafts and
Introduction of EU standards trades, cooperatives, profit institutions and otheities of small ary
Linking SMEs and R&D medium-size enterprises), the State Aid Act (CdfiGazette
Marketing and advertising of small business ergtitie 140/05) and subordinate Igg|slat|on governmg siideThe

o o . Government of the Republic of Croatia adopted odiate 2008 th
Coordination of activities in e-trade and e-bussneshancement, . . N
public portals for small businesses Decision qn the strategic and |ns_t|tut|onal framﬂvxfor _the use of

A X structural instruments of the EU in the Republi€obatia. The
Promotion of entrepreneurship Decision defines structural instruments of the Bfthtegic docume|
Low-cost loans use of structural instruments, the bodies in chafgmordination
Financial instruments for regional developmentrifepreneurship of structural instruments, verification of paymefntsn structural
and alternative sources of SME func Yes Continuously |elements and review, and the bodies in chargeefgpation and
EU projects and grants for SM management of certain strategic documents. Thiegtca
Use of the Competitiveness and Innovation Framewodgramme documents for the use of structural instrumenthefEU to be
Guarantee agreed between the Republic of Croatia and thefieam
Stimulating the development of the Croatian AgefaySmall Commission are: the National strategic referefittahework and
Busines the Operational programmes. In the Republic of Gzpa5
Stimulating regional development agencies v . operational programmes have been establisheddarst of

. es Continuously . . A
Training and development of a network of consuftant structural instruments. With the entry into fordehe Act on
Support to the development of entrepreneurial esntechnological the Structure and Scope of Ministries and Otherti@en
parks and business incuba Government Administration Bodies (OG 150/11), thimistry of
Project for the National entrepreneurial learninggramme in formal Economy, Labour and Entrepreneurship was abolighedts
and informal educatic activities were transferred to the Ministry of tReonomy,
South East European Centre for Entrepreneurialniegu(SEECEL) Ministry of Entrepreneurship and Crafts, and thaistry of
Students' entrepreneurial incubators Labour and the Pension System. Since the Operationa
Education for crafts and trades and cooperatives Yes Continuously |Programme for regional competitiveness was under th
Children’s entrepreneurship week responsibility of‘the Ministry of EconoAmy,' Labourch
Co-financing of universities with specialist entrepeurial Entrepreneurship, the required organisational émdtsral
programmes changes will be ef'fected for the managerlal andmmal
Pupils' cooperatives and pupils' enterprises structure of IPA, in accordance with t_hg a_forenmmd new

- - - Act on the Structure and Scope of Ministries ande®Central

Implementation of projects financed from EU IPAdsrunder the Yes Continuously |Government Administration Bodies.
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Small and medium-size enterprises in tourism

Reconstruction, valorisation, and revitalisatiorcoltural, traditional

and natural heritage as new tourist products ves Continuously
Selective forms of inland tourism Yes Continuously [ The measures were continuously implemented in 2@ithe basis
Selective forms of seaside tourism Yes Continuously |of & Government Program to support small and medinterprises
Stimulating rural tourism Yes Continuously 2008 -201_2. The Incentive system is based on tbmétion of
Programme for the education and training of tourgsrkers Yes 2011 Small Business Devglopmem Act (O.G 2.9/02 ?”d 63/0i€)adopte
- - - — plan and budget projections, the legislation gowveyithe
Programme for the stimulation of new tourist pradwnd destinatior Yes Continuously |establishment of small enterprises (companiestscradoperatives,
management - - - - - - profit institutions and other entities of SMEs)e ttate Aid Act (O(
Programme of incentives in tourism - Incentive $oiccess Yes Continuous| 140/05) and by-laws of the State Aid Act and thé drcprovision o
Programme for the co-financing of investment itorism Yes Continuously |Services in tourism (OG 68/07 and 88/10). Al afsk programs
infrastructure (except the Programme for training of personnghétourism and
Project for the co-financing of hotel and hospitailndustry Yes Continuously|stimulating tourist events) will continue be enaged during 2012
Subsidising the programme for loans to small andiome-sized . under the new enforcement measures.
. . . Yes Continuously
enterprises in tourism
Stimulating tourist events Yes 2011
. . . . . The program is not continued in 2011 becauescibiluded that it]
Stimulating the manufacture of authentic Croatiaunvenirs No | quarter 2011 achieved results. The funds were transferred tergifograms.
. . . The program is not continued in 2011 because tedainterest in
Stimulating the development of tourist theme paths o N | quarter 2011 the program. The funds were transferred to othegrams.
. . . . . The program is not continued in 2011 because nbtieegotential
tsoti]?::?mg the placement of environmentally frignroducts in No | quarter 2011 |beneficiaries of the program did not meet the datdnterest in the
program and the response to the tender were Itwaerexpected.
Public-private partnership
During 2011, Agency employees participated in fwarkshops
organised by SIGMA and related to legal and finanaspects of
. . . . . reparation and implementation of public-privatetpership
Education of employees of the Agency for Publio+&te Partnership Yes Contlnuouslgrojects_ In addition to SIGMA, an internal eduoatprogramme
was carried out on an ongoing basis, covering iddal topics of
importance for public-private partnership.
During the first trimester of 2011, the RegistePoblic Private
Setting up the Register of Public Private Partripr8lgreements Yes | quarter 20YPartnership Agreements was established, and datadtame
available to external users in December 2011.
The Agency, as an active member of the working jgsaf EPEC
(European PPP Expertise Centre), participatedarsthdy of
N . . . European practical experiences related to PPP oOihe working
Scientific analysis of practical experiences Yes Cuusly groups resulted in the drafting of the manual teitUsing EU
Funds in PPPs - Explaining How and Starting theision on the|
Future", which was published on the EPEC websifday 2011.
During 2011, the system of education on preparatiah
implementation procedures for public-private pansh@ projects
Education of participants in the preparation anglé@mentation Yes Continuously was established, and the first cycle of seminatiflesh"The PPP
procedures of public-private partnership projects Project Cycle" was held on 9 and 10 November fergthblic sectol
bodies responsible for the preparation and impleatiem of PPP
projects.
Implementation of the Regulation on the criterindesessing and .
. . . } Yes Continuously . .
approving public-private partnership projects Four proposal PPP projects were approved in 20id.tender
Implementation of the Regulation on the supervigibimplementatio| . documentation was approved for two of these.
o ’ Yes Continuously
of public-private partnership agreements
The two-day international conference, "Strengthgiapacity for
Coordinating the exchange of knowledge and exeitishe field of Yes Continuously public-private partnership", was held in Februady 2, and the subl
public-private partnership in SEECP member cousitrie website for the SEE PPP Network was launched owétimsite of
the Agency for Public-Private Partnership.
FINANCIAL SECTOR
Banking sector
Drafts were prepared for the Act on Settlement Ifinan Payment
. X . nd Securities Settlement Systems and the FinaBoikdteral Act,
Further alignment with the acquis ves December 201:\gi/hich will complete the transposition of Directi2809/44/EC in
2012.
R o . Preparation for amendments to the Capital Requinsrigirective
EU legislation monitoring Yes Continuously (CRRICRD IV).
Presentations to banks, credit unions and saviagkshrelated to ne Presentations were held in the second half of 26thted to
legislation to be adopted in 2011 and to be impleegfrom 2012 Yes Continuously |reporting pursuant to amendments to the Act on iChestitutions
onwards. and relevant subordinate legislation.
Improving the system of prudential reporting of keu(FINREP, Yes Continuously Establis_hing a da}tabase supporting the collectiatata for
COREP) prudential reporting.
Non-banking sector
EU acquis communautaire monitoring and alignmergreimecessar Yes Continuously
Supervision of entities - risk assessment baseersigmon Yes 2011 - 2012
Education of the public and investors Yes Continuously
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Employment stimulation

2010,

and|

. . . mJ In late 2011 external evaluation was carried out concerning the
Analysis and independent evaluation of annual employment st . . A ) -
lans Yes Continuously |active employment policy measures which were carried out by the
P Croatian Employment Bureau in 2009 and 2010.
In February 2011, the Government of the Republic of Croatia
. . . . adopted the National Employment Stimulation Plan for theoderi
Adoption of the new National Employment Stimulation Plaa Yes 2012 2011 - 2012. In 2011, 33,972 persons participated in@ptiicy
2012 . -
measures, which represents an increase of 160% compared to
when 13,088 persons were involved.
Social security system
Proposal for the rationalisation of social benefits, definitf the
unique concept of family (household), establishing the common
methodology to determine the income level and proposing toene Yes May 2011 | Implemented as part of the new Social Welfare Act.
limit for social benefits; proposal for the amendment of certai
regulations
Adoption of the new Social Welfare Act Yes May 2011 The Social Welat was adopted in May 2011.
As part of the Economic Recovery Programme, the Ministry of
Health and Social Welfare drafted the Proposal for administrati
Proposal for an administrative rationalisation of the systémthe rationalisation of the social welfare system with the aim of
aim of establishing a single focal point for disbursemesbofal Yes May 2011 |establishing a single focal point for disbursement of sbeinkfits.
benefits The same, however, needs to be done in other systems whick
the recognition of rights to certain social benefits and their
disbursement.
] . . The Protocol was not adopted within the planned due date bim
Drawing up and adopting a Protocol on the procedure in case of o . . .
. : . organisational structure responsible for its preparation wigs o
serious neglect of a parent, adoptive parent, guardian or apetiser] In progress 2012 ) . . T
ertaining to the responsibility to provide for or caredahild established with the recent changes in structure of the Miwiktry
P 9 P tytop Health and Social Welfai
The Proposal Act on Ratification of the Convention on Priatectf
Children and Cooperation in Respect of Intercountry Adoptias
Initiating the procedure for signing and ratification of @@nvention drawn up and will be submitted for adoption. This wascaotied
on Protection of Children and Cooperation in Respect ofdoteitry No 2012 out within the planned date, since the technical prerequisitéisefo
Adoption (the 1993 Hague Convention) implementation of the Convention were only achieved with the
recent changes in structure of the Ministry of Health and Social
Welfare.
Among the measures carried out under the National Populatior]
Policy, implementation continued of the Act on Maternity and
Improving the system of family aid in accordance with the Ganat Parental Benefits and the Act on Child Allowance. In 2011Atte
Population Policy (implementation of regulations under theulation| Yes 2011 on Amendments to the Act on Maternity and Parental Benefits
Policy) the Act on Amendments to the Act on Child Allowance were
adopted. In addition, the Croatia for Children Foundation,
established in 2009, continued its activiti
Continuation of work of the established family centres asait th Yes 2011 All previously established family centres (17) continuedadtsvities
subsidiaries and two new centres were formed.
Ensuring the right of the parent or equivalent person wresdar a
child to. “m.e benefits and flnanleal. benefits with the a!mrotegntlng In 2011, the Act on Amendments to the Act on Maternity and
maternity, infant care and upbringing, and the balancing ofyfzmnd ves 2011 Parental Benefits was adopted to reach alignment with the acqyis
professional life in accordance with the Act on Maternity and Fadr¢n p 9 ans.
Benefits
Ensuring the rlght to child allowance Wm?h Is disburseceddmg on In 2011, the Act on Amendments to the Act on Child Alloeenwag
total household income and other conditions regulated unelécth Yes 2011 . . )
) adopted to reach alignment with the acquis.
on Child Allowance
Providing state scholarships to regular students enrollediversity, .
. Yes Continuously
vocational and postgraduate courses
Subsidising transportation costs for regular studentsisadbled
students, subsidising meals and accommodation of studesitslenty Yes Continuously
and pupils' halls of residence in the Republic of Croatia
More efficient distribution of total budgetary funds earmarkedaid . A pqllcy for rura_ll deyelopment n ac_cordance with the Common
. Yes Continuously [Agricultural Policy will be an essential part of the futuredpean
within the sector L .
policy in Croatia.
The Act on State Aid for Agriculture and Rural Development (OG
. . ] . . 92/2010) was adopted on 15 July 2010 and entered intodorte
Adoption of a new Act which will regulate in a comprehensivemean .
aid for aariculture and rural development throughout the presiocds Yes 4 November |January 2011. In order to take into account the result®of th
criod & P 9 P 2011 negotiations, still unknown in mid-2010, the Act on Amlerents to
P the Act on State Aid for Agriculture and Rural Development wa
adopted in November 2011 (OG 124/2011).
The SVIS development project was launched in 2010 with the
' . . planned completion date in 2011. Since the establishment & S
Establishment of the Central Veterinary Information Systeviigp In progress July 2012 requires the linking and coordination of a large number on
various institutions, it is planned to be finalised hjuly 2012.
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The FIS development project commenced in 2010 thigtplanned
completion date in 2011. Due to the fact that dutire developme
' . . Continuously |of FIS, new regulations entered into force in EUume 2011, the
Establishment of the Phytosanitary Information 8ys{FIS) In progress until 2015 |system must be upgraded to include new module be
integrated with other information systems in tiediof agriculture,
S0 as to ensure integral support to the phytosgrstxvice.
In 2011, the Veterinary Administration continuedhcluding
Agreements on delegation of official inspectiork&® veterinary
organisations accredited in accordance with HR &8 17020 as
inspection bodies with the aim of establishing stesy of official
Concluding agreements on delegation of officiapation tasks to a Yes 30 June 2012 inspections of livestock and animal products alignéth the EU. By
inspection body the end of 2011, agreements were concluded withsg@ction
bodies which employ a total of 171 authorised discts veterinary
medicine. By 31 June 2012, 33 more veterinary dsgdons are
planned to be accredited and agreements are torfotuded with
them.
Each year, the Veterinary Administration reviewspioves and
prepares new crisis plans that contain detailedrg®ns and
' - T . organisation of measures implemented in order taroband
Establishment of crisis response centres and filngiishing Yes Continuously| eradicate serious infectious diseases. In 2011Adneinistration
prepared the Crisis plan for Vector-Borne Zoonoaesd, tested it in|
a simulated Rift Valley Fever outbreak.
In accordance with the Veterinary Act (Article 4#ragraph 1)
animal cadavers and animal by-products not intefidieduman
Collection and safe disposal of animal cadavers Yes ontiBuously [consumption must be disposed properly, so as nendanger the
lives of people and animals or the environmenCiloatia, utilisatio
activities are carried out bygroproteinka d.d
Implementation of the Programme for monitoring, tcolnand Diagnostic exam'inat'ion of ani.mals Wi.th thelaim mfni@oring,
eradication of serious animal diseases and disedse®rest to the Yes Continuously 'control and eradlca}tlon O.f serious anlmgl dlsgagdsdlseases of
. . interest to the EU, including zoonoses, is beingead out regularly|
EU, including zoonoses . :
and on an ongoing basis.
Implementation of veterinary examinations at farms esY Continuously
Programme for the consolidation of agriculturaldamthe Republic d Yes Continuously
Croatia in the period 2009 - 2021 until 2021
Activities related to the Strategy were dependerthe drafting and
adoption of the Economy Development Strategy, uttuer
responsibility of the Ministry of Economy, Labourdca
) . Entrepreneurship. The preparation of the Food Reicg Industry
Drawing up the Food Processing Industry Developrérategy No 2012 Development Strategy could not have commenced @siosh
strategic grounds were laid down. In addition, isight funds had
not been earmarked in the budget for 2011, hereaghointed
Committee did not start drafting the strate
The Operational programme was not adopted in 2Dk s is
Adoption of the National operational programme u§sidies for the closely related to the adoption of the Food Prangdsdustry
) No 2012- 2014
food processing sector Development Strategy, and also dependent on adiddaidgetary
funds.
In accordance with the results of the negotiatidms,will be
Drawing up the National Strategic Plan and PrograrfonRural No 2013 prepared for the new programme period 2014 - 28&&ndments
Development to the Act on State Aid ensured adjustment of ¢ggslative
framework.
Financing rural development measures from the btadget Yes 2013 In accordance with the results ohégwtiations.
Financing rural development measures from the |PARIyramme Yes 2013 In accordance with the resultiseohegotiations.
Implementation of animal marking Yes Continuously
R;;Igmentatlon of measures in accordance with trefiean Fisherig Yes Continuously | In accordance with the results efrtagotiations.
Providing equipment for the fisheries inspectiorviee In progress 2012- 2013
Drawing up the National Strategic Plan In progregs 0122
The legislative basis for the adoption of the Openal Fisheries
Programme is the Act on Structural Aid and Fishekfarket
Operational Fisheries Programme No 2012 Regulation. As the Operational Programme is thdémpnting
document of the National Strategic Plan, it willdrafted during
2012 in consultation with the European Commission.
Appeals were received to the public tender proaedamd the final
Acquisition of vessel monitoring devices No 2012 |decision of the State Appeals Committee is pendhatjvities will
be taken depending on the final decision.
Drawing up and implementation of a national progrenfor data Yes 2011 The programme was completed using IPA 2009 presatme
collection technical assistance.

. o ! . Construction of premises for the needs of veteyiaad
Constructlon.and furnishing of permanent veterirsngt phytosanitarl In progress 2011 - 2012|phytosanitary inspection at Zagreb Airport, Bajakand Stara
border crossings o . .

GradiSka border crossings commenced in 2011.
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Reorganisation of agencies was completed pursaahetDecision

Development of a knowledge-based society

Adjustment of the system of public agencies in liith EU standardg Yes 2011 |on the reorganisation of agencies, bureaus, fundother legal
entities with public powers.
Implementation of the Public Administration Refo8trategy for th
Improvement and implementation of the Public AdstirEition Reforn period .2008._ 2911 continued, as the f‘ra‘mewprkﬁodernlsa-tmn
Strate Yes 2011 - 2013 |and rationalisation of government administratiorg areparation
9y started for the drafting of the new strategic doentfor the
following period.
Territorial restructuring and decentralisationaédl and regional self- . The decentralisation process continued, includaigction and
X Yes Continuously X . L
government units updating of data and preparation of preliminarylyses.
Alignment of prpcedyral laws and subordinate legish with the Alignment of 62 special laws with the provisionstieé Act on
General Administrative Procedure Act and educatioemployees fof  In progress 2012- 2013 - . L ’
. . Administrative Procedure is in progress, most Haeen aligned.
implementation of the GAPA
Implementation of the Action plan for the implenetidn of the The Act on Amendments to the Act on Civil Servaerttered into
Development Strategy for Human Resources in Ciilige for the Yes May 2011 |force, improving the evaluation system and incregagihe mobility o
period 2010 - 2013 civil servants.
Regula_tlon of salaries in the public sector throlaghs and subording In progress 2012
legislation
Continued education in the Centre for professiedaication and Educat_lon of cvil s grvants .cc_)ntmued atthe Cefnreprofess!onal
training of civil servants and the State SchoolRablic In progress 2011 education and training of civil servants of the Hry of Public
ng of ¢ prog Administration, and the State School for Public Auistration
Administration R o
started its activities.
. . In early July 2011 activities were completed far thnplementation
B e o2 | oo || auyaons [P0 1A 200 g et Tl s o
9 pacity Y Management Body for the ACD OP', aimed at buildiagacity of
structural funds
the future management body.
The Act on Amendments to the Act on the Right tedss
. . . A Information was adopted, expanding the circle afibs of public
Improving the laws regulating the right to accedgerimation Yes 2011 authority, and prescribing the introduction of thst of public
interest and proportionality in case of withholdimfignformation.
The Act on the Register of Employees in the PuBéictor was
Unification of data on employees in the public sect Yes 2011 adopted, the register of employees was establishédlata entry is|

under way.

In 2011, 12 new kindergartens and 52 new subsédiarf existing

institutions

. . . . school year |kindergartens were opened, and approvals wereegtdot 362 ne
Increasing the number of children and youth inettiecational systen Yes 2011/2012 |programmes. During this period, approximately 46Bidren were
enrolled in pre-school institutions.
. . . The National Curriculum was adopted on 20 July 2@Libject/inte
Drawing up the National Curriculum Yes 20 July 2011 subject curricula are being drawn up on the bdsisi® document.
summer round
(24 May -13 |State matriculation examinations were carried aatsssfully, as
June 2012); |well as admissions to higher education institutidrtee passing
autumn round |grade threshold of 27% was higher in comparisahégorevious
Carrying out the state matriculation examinations esY (22 August - 7|year. 30,965 students sat for the examinationserstmmer round
September |and 3,730 in the autumn round. The number of aptitios from
2012); winter |vocational school students increased (95%). Theageescore
round (13 - 20|increased in comparison with 2010.
November 201%)
Achievement of the Standard coefficients is moeitbr
systematically. The number of students in classé@saccordance
Implementing the national pedagogic standards é¢oraance with school year Wn.h the coefflmer?t, the number of schools opaxgin threelshlfts
feasibility coefficients Yes 2011/2012 being reQuc_ed, with only 17 out of 873 schools §26) working in
three shifts in the school year 2011/2012. All negdnstructed
objects are in accordance with the criteria ofNla¢ional Pedagogi¢
Standard.
Increasing the number of participants in adult etioo programmes Yes school year [Primary education was financed for 1,395 participas part of the|
accordance with the demands of the economy 2011/2012 |project "For a Literate Croatia".
) . school year Na‘tional elxaminations‘ a‘nd §tat§ matriculatioq eRations are
Developing a quality assurance system Yes being carried out, participation in external evéibra(PISA, PIRLS
2011/2012
TIMMS).
Developing professional and university programmeinie with the ves academic year Accreditation to provide course programmes is beeugied out on
demands of the economy and the labour market 2011/2012 |an ongoing basis.
. External evaluation of new course programmes isgoearried out.
. - . . academic year| . ", . . .
Improving the guarantees of quality in the highdueation system Yes 2011/2012 Activities are in progress for the introductionpsbgramme
agreements.
Strengthening the cooperation between the highasaibn system ves academic year Connections are being established between acalechtase
and the private sector 2011/2012 |programmes of the private and public sector.
A series of activities has been carried out, inicigdhe pilot project
for the introduction of programme agreements, titernational
. . . Lo - academic year|conference on management of higher educationutistits,
Encouraging and strengthening the integration ofaraities ves 2011/2012 |participation in the implementation of TEMPUS "ACEE' project
Preparations for the IPA project related to themefof financing of
the Croatian universities have been conducted.
X . - . The Agency for Science and Higher Education becarud-fledged
Carrying out external evaluation of the qualibhigher education Yes October 2011|member of the European Association for Quality Assoe in

Higher Education (ENQA).
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Encouraging the development of centres of exceflemzl scientific
infrastructure

Encouraging the commercial application of reseéiralings, and the
transfer of knowledge and technology, to ensurg-tenm
development of the economy

Building potential in science and technology

Yes

Yes

academic yeai
2011/2012

academic year|
2011/2012

No funds were available for the development of B&nee centres.
The development of scientific infrastructure wasamaged
according to possibilities.

Activities related to TEHCRO, POC, IRCRO and EUREKA
programmes were carried out. The project for thegean
Entrepreneurs Network was carried out, and theeptdpr the
Biosciences Technology Commercialisation and IntabhaCentre
was initiated.

Projects are being carried out under the Scienddrarovation
Investment Fund.

Health care reform

Restructuring of the hospital system (outsourchegdctivities
unrelated to health care)

Drawing up and implementation of the "Master Pl health care
institutions

Supervision of sick leave expenditure

In progress

In progress

In progre

S

2015

2014

tidoausly

Outsourcing has already been implemented in sorsgitiads.
Expenditure for staff other than health workeralisady
rationalised. To be implemented by 2015.

A project has been launched aimed at the preparafithe "Maste
Plan" for health care institutions and the humaouece strategy g
the health care sector with a plan of investmetot iiuman potentia
in health care.

Inspections which were carried out to verify thstifinble need for
sick leave in primary health care resulted in reduate of sick
leave, and consequently lower sick leave experalitur

Completing the informatization of the primary heatare system

In progresg

June 201

The informatization of primary health care is pladro be
completed by 1 June 2012. In 2011, ePrescriptiare imtroduced
in pharmacies and general practice/family surgesaied eReferrals
in general practice/family surgeries and biochempistboratories in|
primary health care. Primary health activities ymaecology,
Ppaediatrics and dental medicine were connecteetaéntral IT
system of primary health care. In July 2011 anssseent was
carried out of the status/level of informatizatiafrthe hospital
system. The Plan of implementation and integratioexisting
hospital information systems into the central freedtre information
system is currently being prepared.

Purchasing medical equipment and furnishing holspitamises

Reorganisation of emergency medical services andtagation of
unified emergency reception premises

In progress

In progress

2014

2013

Activities have commenced on renewing old medicaiigment,
construction of new health care facilities, andlisation of
construction projects under way.

After completing the first phase of reorganisatidemergency
medical services, the process was continued ierliee territory of
Croatia.

Reform of the Judiciary

Enrolment of the first generation of students i ational school fol
judicial officials

Yes

28 February
2011

The first generation of students in the Nationlost for judicial
officials currently numbers 58 candidates (39 cdatdis for judges
and 19 candidates for deputy state attorneys)e frmut of 60
originally enrolled students withdrew due to perdaeasons. In
September 2011, the call for applications was phblil for the
second generation of students (20 candidates dgegiand 35 for
deputy state attorneys).

Carrying out activities for the establishment obtimstance
administrative court procedures

Further rationalisation of municipal and misdemearapurts and sta|
attorney's offices and rationalisation of the netwaf county and
commercial courts

Implementing activities for the commencement ofljsuenforcement
agents' activities

Strengthening administrative and accommodationcigpef the
prison system

Carrying out activities in order to fully implemethie probation syste

Introduction of ICMS and CTS in courts and staterakey's offices

m

In progress

In progress

In progress

In progress

In progres:

In progress

2012

2019.

2012

Continuously

2012

2013

Premises of the Administrative Court in Zagrebfally furnished
and ready for use. According to the plan, by 31dbamer 2011
judges are to be appointed, staff recruited andelessary
equipment is to be purchased for the remaining aidinative courtg
(Rijeka, Split, Osijek), so that they could commetiteir activities
on 1 January 2012, without delays.

Physical merging of the permanent services have baeied out fo
20 municipal courts, all county state attorneyfice$ and 15

municipal state attorney's offices. Physical meggias also carried
out for 9 misdemeanour courts.

71 public enforcement agents have been appointeslizt to a
public selection procedure. In November, the Migistf Justice
announced a new call for applications for a totdl@® public
enforcement agents in the entire territory of Qeoat

Trainees and civil servants of the Prison SystemmiAitration are
educated on an ongoing basis at the Education €éntdune 2011
extension and adaptation works were carried otli@f{Glina
correctional facility, which can now accommodat® 88ers.

Following a public selection procedure, 20 probatidficers were
recruited and are currently undergoing trainingeurah IPA 2008
funded project. All probation offices are plannede fully staffed
and equipped during 2012.

The IPA-funded project for the introduction of ICNtSthe
remaining municipal courts is planned to be impleteé during
2012. Upgrading of the system in the framework tiodvn by the
Act on Criminal Procedure is also planned for tiesiod. The
process of upgrades and improvement of CTS startédy 2011
and it will be fully implemented in all state attey's offices in
Croatia by the end of 2013.
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The construction of the Justice Square in Spfilanned to be
financed using a World Bank loan, and a call foders is expecte
. . . . . in the first trimester of 2012. Activities relatemthe Justice Squarg
Construction of the Justice Square in Zagreb aritl Sp In progress Continuously| in Zagreb comprise the utilisation of a grant by Kingdom of the
Netherlands to carry out geomechanical soil analgsel prepare 3
study on the financing options for construction.
Although the project was planned to be carriedim@012 accordir]
Construction and remodelling works at the MuniciBabrt in (o last years PEP 2011 - 2013, due to changéﬁllpmject
Karlovac In progress 2013 documentat!on the call for tgnders for the Worlqslamrjed Ato be
announced in the second trimester of 2012, and ketiop is
planned by the fourth trimester of 2013.
Construction and remodelling works at the premifdbe State . L . .
Attorney's Office/Office for the Suppression of &gtion and In progress 2012 \é\:c;r(l)<]s.2are under way; completion is planned in tgoad trimeste
Organised Crime (USKOK) in Zagreb '
Remodelling works at the Municipal State Attornédfice in Pula In progress 2012 \é\:c;r(l)<]s.2are under way; completion is planned in tgoad trimeste
In 2011 three calls for tender were published ffier procurement o
Purchasing IT equipment for judicial bodies In pesy 2012 IT equipment for judicial bodies (financed from tBate Budget af
a World Bank loan). Delivery of equipment is infitsal stage.
For the purposes of implementing the provisionthisf Act, the
Entry into force of the new Criminal Procedure Act esy 2011 Ministry of Justice has secured the required eqaigirfinanced fro
the state budget and IPA 2008 funds.
In July 2011 amendments were adopted to the Aétrea Legal
Aid, which eliminated certain deficiencies of thestem of free legdl
. . aid, and took into consideration the decision$ef€onstitutional
Further strengthening of the free legal aid system n progress 2012 Court in relation to certain provisions of the Aet2011 the IPA
2009 funded project was launched aimed at provitlirtiper
recommendations for improvement of the free leghbgstem.
Implementation of the Action Plan accompanyingAné-Corruption ) Measures laid out in the Action Plan are beingiedrout in
In progress Continuouslyf )
Strategy accordance with planned dates.
Environmental protection
The new Air Protection Act (OG 130/11) fully transes the
remaining provisions of Directive 2008/50/EC. Pggian of the
draft version of the Air Quality Assessment accogdio the criteria
of the new Directive on ambient air quality andacier air is in its
final stage. Document is planned to be finishe@d@2. Once the
document is finalised, the need for a revisiorhefRegulation on
the division of the territory of the Republic ofdatia into zones and
Assessment of air quality according to the critéaid down by the agglomerations ywll be assessed. AS partofa qux‘ Wl,t,h the
new Directive 2008/50/EC on ambient air quality afehner air for Netheflar1.ds entitled Implementatlon‘of the ;.AFEGDHVE
Europe, and review of the division of the Croatiamitory into (qeadllne.llv quarter 2912)' the contribution isnigeassessed of
. I . In progress 2011 winter salting and sanding or natural sources ¢cettceedance of
designated areas and populated areas accordiitgoaadity L ) ) :
. - . limit values for PM10. The Environmental Protectidgency is the
categories. Determining designated areas and pepuaeas where ) - . L L
PM10 limit values could be exceeded due to wirddtirey. main beneﬂmal_'y of the project, WhICh s aIsp W‘?‘te" by the
Ministry of Environmental Protection, Physical Riarg and
Construction, and the Croatian Meteorological aydrdlogical
Service. The project is to be completed in May 2@2ce the
document is finalised, the need will be assessed fevision of the
of the territory of the Republic of Croatia intores and
agglomerations according to categories of
air quality, for agglomerations where PM10 limitues are
exceeded due to salting or natural sources.
Development and upgrading of the air quality infation system (as Yes 2011 -
part of the Environmental Protection Informatiors@&yn) Continuously
L L . 2011 -
Maintaining the greenhouse gas emission registry Yes Continuously
In the last trimester of 2010, amendments were tadiojp the 2008
Regulation on greenhouse gas emission quotas amdethod of
Full emission allowance trading. From 1 January 2016raiprs started
. L . implementation/monitoring greenhouse gas emissions. The openapost on
Involvement in the greenhouse gas emission tragjfstem In progress upon accessiomgreenhouse gas emissions from their facilitiesctoedance with the
to the EU  |Regulation on greenhouse gas emission quotas andethod of
emission allowance trading (OG 142/08, 113/10)thedegally
binding instructions.
Annual assessment of air quality at designatedsaaed in populated Yes 2011 -
areas on the territory of the state Continuously
Drawing up the Action Plan for reduction in air jation by ground- In 2010, the draft Action Plan for reduction in p@llution by
level ozone in designated and populated areasd®épublic of In progress 2011 ground-level ozone was prepared, and will be subrthior adoptio
Croatia in 2011 after the text is aligned.
Inclusion of airplane activity in the system of gnouse gas emissic
and tonne kilometres reporting system (drawinghepnhonitoring Yes 2011 - 2013
plan, emission monitoring, drawing up emission rego
f(;c::lillzeti(;tlsng the Reports on greenhouse gas emissiomsindustrial Yes Continuously
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Under a bilateral project of the Republic of Craathd the FlemisH
Government, a project was proposed in 2009 entiegbport to th
preparation of the national Action Plan for theuetibn in airborne
particulate matters and NOXx in the Republic of @eofDirective
Development of action plans for the reduction ibaine particulate 2008/50/EC)". The pro!ect was a}ppliovedlby Belgiariarch .
matters (PM) and NOX for specific areas in the Réipwf Croatia In progress 2012 2010. Thg pIalnned pro!ect duration is until Eeb{tﬂﬁlZ. The aim
of the project is to provide expert and technissistance to local
self-government units in the adoption of actiompglaursuant to th
Air Quality Act. The planned deadline for prepavatof action plar]
for designated areas (agglomerations) where PNbalix values
are exceeded is by the end of the project.
Training for reporting under the Directive on anmtiair quality as
part of the G2G project "Implementation of the CABPIective in the Yes 30 June 2012| Project activities have been iadiand will continue in 2012.
Republic of Croatia"
Construction of county/regional waste managementres In progress Continuousl
Rehabilitation of municipal landfill sites througiansformation for ) A total of 102. municipal landfil ;ltes were rehtahteq by the end
; In progress Continuously|of 2011, co-financed by the Environmental Protettad Energy
other use, continued use or shutdown Efficiency Fund.
Drawing up the Report on the status of the envireminn the Republ In progress I quarter 201 The Report was adopted by the Croatian Governnrehisato be
of Croatia for the period 2005 - 2008 [adopted by the Parliament.
A part of the training and guidelines related tcASH the regional
Drawing up further guidelines and training for threolementation of Yes Continuously and local level is included in the IPA 2010 proj&gtilding
EIA and SEA procedures capacity for strategic environmental assessmeriteatgional and
local level". The project is planned to start irl20
IPA 2007 - Building capacity for the implementatioghSAPARD Yes 1 November
(measures 1 and 2) and IPARD programme (measuflearidD103) 2011
- . ’ . . In 2011 tender documentation was prepared and teztéy the
lPA_ZOlO - Building capacity for the |mplementatn1i15trateg|c Yes 2011 - 2013 |Delegation of the EU. The invitation to tender floe project was
environmental assessment at the regional and lieeeall announced in October 2011, bid evaluation is igess.
This measure, the measure "Establishment of thartieg system o)
waste waters", and the measure "Alignment and ksttatent of the]
Development and setting up of the information systa the quantity 2012 - reporting system on the quality, quantity and useaters and was
and quality of waters, and its integration into Erevironmental No Continuously waters in accordance with WISE (Water Informatigst8m for
Protection Information System Europe) requirements", have been reformulatedargimgle
implementing measure, which has been foreseereiméirix of
implementing measures for the upcoming period.
This measure, the measure "Development and sefireg the
information system on the quantity and quality etevs", the
integration of the Water Information System inte #nvironmental
Protection Information System, and the measuregiilient and
. . 2012 - establishment of the reporting system on the gyajitantity and ug
Establishment of the waste water reporting system No Continuously [of waters and waste waters in accordance with W18&er
Information System for Europe) requirements"”, hagen
reformulated into a single implementing measurdcwhas been
foreseen in the matrix of implementing measurestferupcoming
period
The Draft Plan was prepared and adopted in Deceid). The
final draft of the Water Areas Management Plan oabe finalised
Drawing up and adopting the Water Areas Manageikmt No 2012 before the Decision on designating vulnerable aneadeen
adopted, and the Strategic environmental assess$rastiteen
carried out in relation to the Water Areas Manageridan.
This measure, the measure "Development and sefireg the
information system on the quantity and quality etevs", the
Alignment and setting up of the reporting systentt@enquality, 2012 - integration of the Water Information System inte #nvironmental
quantity and use of waters and waste water in dermwe with WISE No Continuously Protection Information System, and the measurealitishment of
(Water Information System for Europe) requirements the waste water reporting system", have been refated into a
single implementing measure, which has been foresetiie matrix
of implementing measures for the upcoming period.
More i‘ntensi}/e implementation of Watgr protec_tioaasutes, Construction projects are under way for new puthtanage
gspe0|ally with respect to th_e prepgratlc.)n and mmntatlon of . Yes Continuously |facilities, co-financed from ISPA and IPA prograngnand project
infrastructural water protection projects; rehahilon and completior co-financed from the structural funds are beingared
of the existing and building of new public drainaystems ’
_Reduct|or_1 in Iosses_m the existing \_Nater suppétems and an Construction projects are under way for new watpp$y facilities,
increase in connections to the public water suppéyems (regional . ) .
- g o Yes Continuously |co-financed from ISPA and IPA programmes, and fotsjeo-
water supply systems), rehabilitation and comptetibthe existing financed from the structural funds are being pregar
and building of new water supply systems
Continued activities to establish spring area aaniprotection zones Yes Continuous %-rtie?:;%:azgizgr\:vgsnzgigg de(sgﬂghgg/l;%.spnr@asanltary
Renovation of existing and construction of new pubtigation Yes Continuousl RehablIltgtlon/reconstructlon‘prOJects for exs&yg;tems, and
structures ly |construction of new systems in accordance with NAFNare unde
way.
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$trengthenmg/reforr_n of th? eX|st|ng.system of wmenagem_ent Regulation on the maximum amount of the fee fomeation of
financing and ensuring an increase in annual dilmes (adoption of Yes 23 September| buildings and other property to municipal wateilfes (OG
new subordinate legislation based on the Act oneslanagement 2011 109/11% property P
Financing) ’
The Draft Plan was prepared and adopted in Nove2®#0. The
Strengthening of water management planning - dawinand final draft of the Water Areas Management Plan oabe finalised
9 9 9 P g - dgum No 2012 before the Decision on designating vulnerable aheaseen
adoption of the Water Areas Management Plan : )
adopted, and the Strategic environmental assessrasiiiteen
carried out in relation to the Water Areas Managgridan.
- ’ - ) Rehabilitation and construction of water regulatownl safety
Increasing investment into the construction of waggulation and . ; B s
) . ; Yes Continuously |structures and structures for basic melioratiomage is in
safety structures and structures for basic melmratrainage progress
Drawing up the annual National Report on Monitorafighe Adriatic 15 December
Yes
Sea 2011
Drawing up the annual report, brochure and chatherguality of 15 December |Due to insufficient funds, since 2009 only the Repn the quality
Yes ) . : .
beach seawater 2011 of sea bathing water in the Republic of Croatiprespared.
Establls_hmg and mm_ntammg the national Dataliaseput, : } The database has been established, aligned withr&fiArements,
processing and valorisation of data on the quafisea bathing watef, Yes Continuously . o
) o ) ) and is maintained regularly.
reporting and providing information to the public
Drawing up the implementing regulation on the dithment of the The Regulation on the establishment of the framkvi@raction in
framework for action in the Republic of Croatiaatedd to the Yes 6 October 201]the Republic of Croatia related to the protectibthe marine
protection of the marine environment environment has been adopted.
Drawing up the as_sessment of environmental stattishee pressures Yes 15 June 2011
on the marine environment
In 2011 conditions were fulfilled for the definitiof good
Determining the good environmental status of themeaenvironment No 15 July 2014environmental status by defining the status andsures on the
marine environment.
o . . . In 2011 conditions were fulfilled for the definitiof the series of
Establishing the series of environmental targetsamsociated ; - .
indicators No 15 July 2012 |targets and associated indicators by defining thieis and pressurgs
on the marine environment.
Establishment and further development of the Skartration Systent;
Dat_abase and |nd.|cators of the. envir on'mental stttz marine The database will be aligned with the requiremantsready to
environment, mariculture and fisheries; reportshenenvironmental o X !
. . No 15 July 2014 |support to the System of monitoring and observétomrontinuous
status of the sea; upgrading of IT support forthoses of : )
; . h N assessment of the marine environment.
implementation of the Marine Strategy Frameworlebiive, i.e. the
national implementing regulation
Adjustment of software support and the modellindg amonitoring dat: The activity is foreseen for Phase Il of the progad will be carrie
from Phase | of the Project for protection agasestside water No 15 July 2014 |out by the date of establishment of the Systemanfitaring and
pollution for use by expert institutions and theehested public observation for continuous assessment of the marnmgonment.
Strepgthenlng the rponltorllng system for the qpaiﬁyea5|de water No 15 May 2012 | Phase Il of the project is plannestaot in May 2012.
(Project for protection against seaside water fioliy phase Il
Improving theAnaturelprotectfon system - alignneieporting in In progress 2912 ) Activities have been initiated and will continue2@12.
accordance with the international level Continuously
Protection of natural values - Reporting on pradceireas (CDDA) Yes 2011 The reporting system has ést@blished.
In the reporting period, the management plan feritka National
Park (February 2011) and the management plan éoPépuk Natur|
Park (June 2011) were adopted, laying down the geanent goals|
implementation, and monitoring of implementationhaa cost
assessment for the implementation of planned mesor a ten-
year period. Two regional parks were establisheelMura - Drava
Regional Park (February 2011) and the Most&sagora Regional
Park (June 2011). With the aim of establishing piineal model of
preservation of protected areas, activities coetirlated to
Protection of new areas, revision of the existireps; Development ¢f improvement of visitor infrastructure in protec@eas, and drafting
the system of protected areas, revision and digtiabn of the In progress Continuously|of remaining management plans for national parkkreture parks
boundaries of protected areas For a part of the activities (visitor centres) whare to be financed
from the structural funds, project documentatiobas;g prepared.
In cooperation with the State Geodetic Administratiactivities arg
carried out related to official spatial databasegistration of speci
legal regimes, and IT connectivity. A Coordinat®oard and two
Working
Committees have been established. The contrachwasied for
the delineation of boundaries at the following pitrcations:
Trako%an Park Forest and Castigyrdevac Sands, The Old Tow
of RuZzica, and the historical centre of the CityPoZega.
The draft proposal of NATURA 2000 areas (draft megd of SPA
Management of areas in the environmental netwotk@Republic of and pSCl areas), prepared by the State Institutddture
Croatia, establishing the European environmentajoré ,NATURA In Drogress Continuousl Protection, was updated in June 2011. Resultswfresearch are
2000“, drawing up the management framework anchsetip prog being integrated into the draft proposal on an amgbasis. New
monitoring of the status data is being integrated related to forest habjfss in cooperatiory
with the forestry sector.
Implementation of the Management Plan for Wolf &agidx In progress Continuousl l)mnzl(:nm;ntatlon of the Management Plan for Wolf &yiix is
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Further activities were carried out related torgjthening capacity
for the implementation of CITES legislation, thrbugrther
strengthening of inter-sectoral cooperation ancharily through
activities of the CITES Committee, and educatiothefnature
protection inspection service was carried out & af the web
CITES implementation activities In progress Continuouslyldatabase for monitoring trade and internationaleria endangered
species, with the aim of strengthening control.i@sentatives of thy
Ministry of Culture, State Institute for Nature Rection, and
Ministry of Finance - Customs Administration paniated in EC
Committeesas observer§The Committee on Trade in Wild Faunp
and Flora, Scientific Review Group and the EnforernGroup).
In the reporting period (the project was launchedanuary 2011),
Establishing the fauna and speleology database® (@tha and CR the Inception report was adopted, the Interim repas prepared,
speleo) as part of the Environmental Protectionrimfition System In progress 2011 - 2012|and workshops were held with speleological socete the CRO
(IPA TAF 2007) speleo database, and with fauna experts for the falRta database.
Database development is under way.
Analysis and verification of technical specificatdior the required|
equipment was carried out in respect of the compione
"Development of the national information systemrfature
Strengthening capacity for preparation of manageémians, and protection supervision" (TWL agreement launcheduly 2011). Fg
strengthening nature protection supervision agiwitor the proposed In progress 2011 - 2013|the component Natura MANMON (Natura management and
NATURA 2000 areas (IPA TAIB 2009) monitoring) (technical assistance agreement lauheh©ctober
2011), preparation of the Inception report is unday. The
procurement process for the equipment for the egitstection
supervision system (SUP agreement) is under way.
. . - In the upcoming period, implementation will conénaf the five-
World Banlk Project Preparanlon Famhty AdvanceRIB P4500-HR) Yes 19 May 2011 |year Project for the integration into the EU NATURAORMetwork
for the Project for the integration into the EU NATURBO0O0 network .
(May 2011 — April 2016).
In the course of project implementation, a detaiezhjramme was
prepared for the completion of the marine portibthe NATURA
Identification and establishment of marine areah@NATURA 200( Yes 22 December |2000 network in Croatia, a research programme gvdgramme fq
network (IPA TAF 2007) 2011 monitoring the status in two pilot areas were drawnand capacity
was strengthened for the cataloguing of biodiveaitthe sea and
establishment of the marine portion of the NATURA 20@8vork.
Act on Amendments to the Chemicals Act (OG 49/11) Yes A@9 2011
Ordinance on compilation of safety data sheets (0GBJ4/11) Yes 30 March 2011
List of hazardous chemicals prohibited or restddta marketing (OQ
17/06, 39/10, 37/11) Yes 30 March 2011
Ordinance on classification, marking, labelling qaetkaging of
hazardous chemicals (OG 23/08, 64/11) Yes 10 June 2011
Ordinance on amendments to the Ordinance on thef lestisting
active substances permitted in biocidal products 2889, 36/10, Yes 16 March 2011
31/11)
Ordinance on amendments to the Ordinance on thef lestisting
active substances not permitted in biocidal prosl(©G 28/09, 36/1( Yes 16 March 2011
31/11)
List of biocidal products approved for marketing (@%11) Yes 28 June 201]
Regulation on amendments to the Regulation on thermam
threshold for genetically modified organisms ingwots below which
the products placed on the market shall not habetiabelled as Yes 27 July 2011
products containing genetically modified organig@& 88/11)
The IPA 2007 project "Chemical Safety” was launchitt an
initial meeting in early September 2010, and mestiare still held
on an ongoing basis with the technical assistarperes. The ECH,
IPA 2009 project, financed by the European Comioissiith the
aim of including representatives of EU candidatentdes (Croatia,
Implementation of the national plan for chemicdesa Yes 2012 Turkey, Macedonia) and preparing them for workamaittees of
the European Chemicals Agency, launched the fitstd of
meetings in March 2010 in Zagreb, the second rauhtelsinki in
August 2010, and the third round in August 2011ag2b,
including Serbia in addition to the abovementionedntries. The
projects will continue in 2012,
Authorisation procedure for legal entities to perieexpert noise
protection activities, professional exams in tieddfiof noise . Due to the prerequisites of accreditation to recaiv®orisation for
. . . In progress Continuousl i ; N
protection, and continued development of strategise maps and legal entities to perform expert noise protectiotivities.
action plans
Review of the National Forestry Policy and Strategy No The me§sure was not‘carrie(li out due to insuffidiemds, and is no|
planned in the upcoming period.
. The measure was not carried out due to insuffidiemds, and is no
National Forestry Programme No X . -
planned in the upcoming period.
Programme of measures for data collection and ksfatent of the . Construction Wolrks were partially carried O.Ut '"f'?h'"g
registry of forest damage Yes Continuously Iaboratory premises, and a part of the equipmentired for
physical and chemical analyses was procured.
. R . . . . Taking into account the organisational changedysisavas carried
Establlshl_ng and maintaining a unique informatigstam and registny Yes Continuously |out of the required modifications and upgradesefibformation
of forest fires system.
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