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Executive Summary

Eurostat carried out a pre-accession EDP dialoggsiete Croatia on 10-11 May 2012. The
objective of the visit was to review the compliarafethe Croatian EDP data with the EDP
statistical framework, as well as to review thedaiton as regards the handover of institutional
responsibilities in EDP compilation and reportifidnis visit followed a technical assistance
visit on 25-26 April 2012 aimed at providing a maremplete assessment of the data on
government deficit and debt, preparing the requaeptdt EDP tables, as well as clarifying
methodological questions and the role of the Capadiuthorities in compiling the EDP tables.
The pre-accession visit in May resulted in an esttenset of recommendations and measures
to be taken by Croatia in the following period.

The main issue under consideration was institutienaviewing the steps to be made for the
Croatian Bureau of Statistics (CBS) to take over dompilation of government finance
statistics (GFS) and historical EDP data from thiaisdry of Finance (MoF). A number of
action points were agreed for this particular psgds a result, at end-March 2013 the CBS
should be in a position to compile and transmiE&P notification to Eurostat.

It was agreed that Croatia would develop an Actitlan and revision policy for EDP
purposes, upgrade the existing Agreement on Cotiperbetween the CBS, the Croatian
National Bank (CNB) and the MoF regarding their dlwement in compiling EDP

notifications, begin work on compiling quarterly SF starting with the first quarter of 2012
— and begin work on drafting an EDP Inventory.

Among other issues, government guarantees (incp&atithose granted to shipyards) and the
sector classification of some government-ownedtieati- Croatian Railways, Croatian
Motorways, Croatian Bank for Reconstruction and &epment (HBOR), Croatian Radio-
Television, the Financial Agency FINA, etc. - wepdensively discussed.

As regards guarantees, Eurostat found that Crogba&ernment repeatedly meets guarantee
calls for some corporations, including shipyardd @noatia Airlines. The Croatian authorities
agreed to identify all cases of repeated guaracdabe over three years or more. Where there
were repeated calls, the whole debt under guaramiest be recorded as assumed by
government.

Based on the 50% test results, it was agreed ttwtti@n Radio-Television and the Railway
Infrastructure Company would be reclassified inten€al Government. HBOR will remain
classified outside General Government. As regami&t@n Motorways, the CBS agreed to
investigate the basis of calculation for Consumpti Fixed Capital (including examination
of the level of fixed assets).

The CBS will also confirm the sector classificasaof the Nuclear Waste Disposal Fund, the
Oil Reserves Agency and the tourist offices. Eabstquested some additional information
on FINA which would bring more clarity concernirtg sector classification.

In addition, the CBS will analyse the public corpiion "Zagrebéki holding d.o.o0." for the
50% test and analyse any similar Local Governmergarations in Croatia.



On other issues, the Croatian authorities committechake an effort to include accruals-
based "net lending/borrowing” data for all eXitadgetary units, report taxes and interest on
an accrual basis, and identify and report all plssb

It was further agreed that the CBS would statifificanalyse the recently signed Zagreb
Airport concession contract.



Introduction
Eurostat carried out an EDP pre-accession dialegpiteto Croatia on 10-11 May 2012.

Eurostat was represented by Mr John Verrinder (HehdJnit D3 "Excessive Deficit

Procedure II"), Mr Viktor Popov (Desk Officer f@roatia), Mr Denis Besnard, Mr Gabe de
Vries and Mr Colin Stewart. DG ECFIN and the EumpeCentral Bank (ECB) also
participated in the meeting as observers.

Croatia was represented by the CBS, the MoF an€ M. Representatives from FINA and
the Tax Administration (part of the MoF) also tqudrt in the meeting.

The purpose of the pre-accession visit was to exami with the participation of other
important parties such as the MoF and the CNB —ctimpliance of the Croatian EDP data
with the EDP statistical framework, as well asd@giew the situation as regards the handover
of institutional responsibilities in EDP compilati@and reporting, and the reporting of GFS
data under the ESA transmission programme.

For this purpose, Eurostat had requested beforeisiitethat a pilot 2012 EDP notification
(covering the years 2008-2011) be prepared by Bf® i@ close cooperation with the MoF.

The pre-accession visit was intended to cover HWBDP and National Accounts data

transmission issues, to provide a clear picturghef areas where further work would be
necessary to meet the requirements and standaltadpe to EU Member States and to

check compliance of the 2012 pilot EDP notificatiiailes with Eurostat deficit and debt

methodology. The visit covered the underlying searand methods used in Croatia to
produce public finance statistics and on the imstihal arrangements for the compilation of
the EDP notification tables. At the same time, ptileéevant methodological issues such as
government guarantees, sector classification ofip@ntities, valuation of Maastricht debt,

accrual recording and PPPs were discussed.

With regard to procedural arrangements, the Maimcksions and action points would be

sent to Croatia for review. Then, within weeks, Pmvisional findings would be sent to

Croatia for review. After this, Final Findings wille sent to Croatia and the Economic and
Financial Committee (EFC) and published on the vielo$ Eurostat.

Eurostat appreciated the documentation providemt poithe EDP dialogue visit and the good
cooperation on EDP-related issues from the Croatiatistical authorities.



1. INTRODUCTION

The Director General of the CBS, Mr Ivan Kovac, thesistant Minister at the MoF, Mr
Maroje Lang, and the Director of the Statistics aryment of the CNB, Mr Igor Jemric,
attended the meeting for the first point on thenalgeas regards statistical capacity issues.

Eurostat informed the Croatian authorities abowt #irangements for EDP reporting by
Member States under Council Regulation (EC) No 20@9 of 25 May 2009 on the

application of the Protocol on the excessive deffmocedure annexed to the Treaty
establishing the European Community. In particullae, clear role of Eurostat in receiving
and assessing the EDP notifications was explatoggther with the reporting obligations of
Member States as regards actual and planned data.

Eurostat also referred to the extended powers obdfat and the NSIs under Council
Regulation (EU) No 679/2010 of 26 July 2010 amegdRregulation (EC) No 479/2009 as
regards the quality of statistical data in the eghof the Excessive Deficit Procedure.

In view of the forthcoming accession of Croatiatie European Union, Eurostat stressed the
importance of ensuring the highest possible quaditythe first post-accession Excessive
Deficit Procedure Notification (to be transmitteg ' October 2013), which has to be fully
in line with the requirements of Regulation 479/208s amended.

In this respect, Eurostat noted that the role ef @BS, including the resources it devotes to
GFS, would need to be progressively reinforced.

2. REVIEW OF STATISTICAL CAPACITY ISSUES

2.1. Institutional responsibilitiesfor the reporting of EDP and gover nment finance
statistics

Introduction

The "Agreement on Cooperation in the field of Gah&overnment National Accounts and
related statistics” was signed in December 200Wdxmt the CNB, the MoF and the CBS. As
indicated in the Agreement, the MoF and the CBSrasponsible for the compilation of

General Government non-financial accounts, wherb@s CNB is responsible for the

compilation of financial accounts. The MoF, in ceggtion with the CBS and the CNB, is the
institution responsible for compiling and submigtiiiscal notifications to Eurostat.

Discussion

As a first step, Eurostat asked the CBS to estghiiscooperation with the MoF, a roadmap
describing the measures to be implemented for #wedihg over the responsibility for
compilation of the past data in EDP notificatioblés, and related GFS, from the MoF to the
CBS.

The Director General of the CBS set out three irgmirpreconditions for the successful
transfer of the EDP responsibilities from the MoRhe CBS: 1) full support from the MoF,



including access to MoF data sources; 2) trandf&now-how from the MoF to the CBS; 3)
building up administrative and statistical capaditgluding assistance from Eurostat.

The Croatian authorities fully recognized the néadhanding over the EDP compilation
process from the MoF to the CBS. In particular, Ma- expressed its support for the process
of handover of EDP responsibilities to the CBS a# as its willingness to cooperate.

Eurostat acknowledged that the efficient completbthe EDP notification handover process
could also require external technical assistandeaalvice. To this end, Eurostat committed to
provide the further assistance and advice that nighrequired.

As regards building up administrative capacity, dstat encouraged the CBS to establish
clear milestones. For this purpose the CBS shooklre adequate staff recruitment and
retention.

As regards quality policy, the Croatian authoriteeglained that there is an Internal Audit
function which is responsible for quality issueswéver, it was not clear that the Internal
Audit function would have responsibility for EDPssgms audit in future.

It was agreed that the changes foreseen in thituin@bal set-up as to EDP responsibilities
should be duly reflected in an updated Agreementoaperation. In particular, the updated
Agreement on Cooperatiahould include the decision-making processes andlgtclearly
nominate the CBS as the institution which takesfilie decision on any statistical matters.
Moreover, the working groups operating under thee&gient on Cooperation should consult
Eurostat on any problematic areas.

In addition, the revised Agreement on Cooperatieads to ensure the independence of the
CBS, as well as the consistency of the EDP prowgidsthe European Statistics Code of
Practice and the Code of Best Practice.

Findings and conclusions

Action point 1: The CBS will prepare an action plan, with milests, for the handover of
compilation of EDP tables (actual data) from thenisliry of Finance to the CBS by
September 2012, in cooperation with the relevastitirtions.

Action point 2: In this context, the CBS will ensure the necessasourcing for the new
tasks, including staff recruitment and retentionrdstat undertakes to provide the necessary
technical assistance and training to the CBS.

Action point 3: The CBS will develop its quality policy and rewighe appropriateness of its

present organisational structure and tools to detl quality management, especially with

respect to the new EDP responsibilities it willlrelertaking and with regard to the principles
of the recently updated ESS CoP.

Action point 4: The "Agreement on Cooperation in the field of &ah Government National
Accounts and related statistics” will be updatedthy end of 2012, clarifying the new
institutional arrangements in these areas, especegarding the compilation and notification

! The CBS sent an action plan to Eurostat on 15 @2ct2012.



of EDP statistics, and a copy provided to Eurostée roles of each institution and the
decision-making processes should be clearly destrib

2.2. Preparation of an EDP inventory

Introduction

The CBS does not keep an EDP Inventory describdimegsources and methods used for
compiling debt and deficit data, and the MoF, whihurrently the institution responsible for

compiling fiscal data, also does not keep an EDRritory but it delivers explanatory notes

with methodological clarifications with each fiscaitification.

Discussion

Eurostat explained that EDP Inventories constituteessential element in the assessment by
Eurostat of the quality of the data reported by MemStates. All Member States keep EDP
Inventories which are regularly updated whenever thethods, procedures or sources
adopted by the country to compile its statistiGtlhdchange. Member States are also required
to make public their EDP Inventories.

It was agreed that Croatia should start work opanieg a detailed inventory on the methods,
procedures and sources used for the compilatioactfal deficit and debt data and the
underlying government sector accounts. In thisexnEurostat encouraged the CBS to fill in
as many sections as possible from the new EDP taomestructure.

Findings and conclusions

Action point 5: The CBS will provide Eurostat with a draft of thew EDP Inventory by end-
2012, based on its best efforts. Following Eurostahments, the CBS will complete and
publish the EDP inventory by December 2013.

3. REVIEW OF KEY DATA SOURCESFOR GOVERNMENT FINANCE STATISTICS

Introduction

EDP notification tables are presently compiled ity using the source data and the
resources of the MoF.

A detailed flowchart indicating the institutionsvaived in the EDP reporting process, the
databases used and the methods of data procesgingebn sent by the Croatian authorities
to Eurostat prior to the visit, together with a dgstion of the main data sources used for the
compilation of GFS.

Government units (both Central and Local Governmanits), as well as some units from
other sectors of the Croatian economy, send th@n€ial reports to FINA. FINA processes
the financial reports and includes them into itdases. FINA databases for government and
for non-profit institutions are kept on behalf bétMoF.

Uniform accounting rules and uniform chart of acusuare established for budgetary and
extra-budgetary users on both levels of governn@nty some of the extra-budgetary users



keep other types of accountancy (business or nofi;paccording to their activities);
however, they are also obliged to submit financighorts according to the budgetary
accountancy methodology. Budgetary accountancy ased on the "modified accrual
principle”, i.e. revenues are recorded on a pash dasis, whereas expenditure is recorded on
an accrual basis. The budgetary financial rep@ttsneludes the so-called PR-RAS report, in
which transactions are presented on the modifieduat principle, and besides that, some
units also report on a cash basis.

The data from the databases are delivered from RiNthe MoF, respectively to the CBS.
The MoF compiles the EDP report, while the CBS cibespsector accounts. So far, the MoF
has used cash data from the budget execution ($Afydtem of the State Treasury) for the
compilation of the working balance of the budget@gntral Government in the EDP report.
For local governments, the cash-based data froamdial reports (FINA database) have been
used; the coverage, following agreements madeawiquis years with the IMF, only includes
the 53 largest local units. The data for extra-latiay users of Central Government have
been used from their reports, mostly on a castslfasly for Croatian Roads the data is on an
accrual basis). The coverage of units for budggtarposes is not identical to the coverage of
the General Government sector according to the &sethodology.

The CBS provides data on non-profit institutions/sg households (NPISH), non-financial
corporations and the VAT report.

Discussion

Eurostat opened the discussion by reviewing puii@nce data publications in Croatia, in
particular the sections on GFS data in the MoF higrbtatistical Review and in the CNB
Bulletin. Eurostat noted some differences betwdmntivo publications, in particular in the
figures reported for extra-budgetary funds and ktaly Central Government. The MoF
explained that they send data on extra-budgetarysfand budgetary Central Government to
the CNB and that the two publications should imgiple be fully consistent.

The Croatian authorities presented their data &sufor both financial and non-financial
accounts. Data sources are well explained in thedéygent on Cooperation between the three
institutions, on the website of the CNB and pairtlyhe GNI Inventory.

The CNB is responsible for the compilation of Maiabt debt figures (EDP table 1) and for
the compilation of financial accounts. However, EIDP purposes (EDP table 3), the MoF
used its own data in the past.

For the compilation of financial accounts the CNd2sI Monetary and Banking Statistics and
International Investment Position Statistics. Obmurces for financial accounts are data from
the Croatian Financial Services Supervisory Age(ldpANFA) on insurance and leasing
corporations, as well as on pension funds, anraparts from FINA, data on equity holdings
from the Croatian Privatisation Fund (now part d¢fe t Agency for State Property
Management) and data from the Zagreb stock exchaadi@g reports.

Data on General Government debt are availablethtthe CNB and the MoF.

For the EDP pilot notification, prepared for theqarccession visit, the main data source for
the state budget execution was the MoF cash-ba&Bdp&yment system. All ministries use



the SAP system on a daily basis. For certain sslidetata, the MoF can cross-check the data
from the SAP system with FINA data.

FINA representatives explained their role in cdileg and processing MoF data. All

ministries send information to FINA and it is upth@ ministries to ensure that their own sub-
entities provide the information to the ministrywvéé An authorised person from each
ministry has to sign the front page of the repofigdres before sending the data to FINA.

The CBS does not have direct access to all datactedl in FINA and in the MoF. FINA
transfers the data to the MoF, then the MoF passedata to the CBS, including a CD with
the financial statements of all budget entities.

Whereas the State Audit Office performs an annuditeon fiscal data, the MoF does not

carry out an audit to check the exhaustivenesgsiream information. No similar obligations

to perform audit on sub-entity data seem to existifinistries. However, the MoF can see the
individual submissions from the sub-entities.

Concerning Local Government bodies, the MoF explaithat a full coverage is available in
FINA. However, it had been agreed with the IMF @part data on only the largest 53 Local
Government entities. The MoF pointed out that srealities’ reports contain considerably
more mistakes.

The MoF uses for EDP purposes a specially designede table between ESA transactions
and the MoF national chart of accounts. The CBSitsaswn bridge table, the differences
between the two bridge tables being insignificant.

The MoF explained that the chart of accounts isfregjuently revised. However, whenever
the chart of accounts is revised, the changes raseleduly reflected in an updated MoF
bridge table.

Findings and conclusions

The three institutions must continue to work togetand join their efforts to strengthen and
improve data quality and consistency in the are&B$§. Full access to primary data by the
CBS should be ensured and the institutions muabheto share problems and solutions.

Action point 6: Eurostat encourages cooperation between the @GB&ae Ministry of Finance
to investigate the technical possibilities for t88S to have direct access to budgetary
databases as soon as possible and as part ofrtlevea of EDP responsibilities.

Action point 7: The Ministry of Finance will ensure complete cage of Local Government
in budgetary data (and therefore available to tB& @r statistical purposes) by end-March
2013. The Croatian statistical authorities willarth Eurostat of how the time series has been
constructed.



4. REVISIONPOLICY

Introduction

Member States must explain any major revisionsheirtactual and planned government
deficit and debt figures already reported. Eurostgblained that there is a much larger
emphasis on EDP data revisions now than in the padtalso a growing importance of high
quality quarterly GFS.

Discussion

The Croatian authorities explained that no forneafision policies exist in any of the three
institutions for GFS. It was agreed that a revispmlicy should be included alongside the
Action Plan to be prepared by the CBS. Such ai@vigolicy would include clear guidelines
for dealing with complete time series and quarteidya, for keeping track of revisions, and
for fitting the maturity of data sources into tredendar for EDP notifications.

In this context, Eurostat pointed out that the Hooiming implementation of ESA 2010 in
2014 would lead to changes in National Accounts waodld also have an impact on EDP
reporting.

Findings and conclusions

Action point 8: In cooperation with the Ministry of Finance andl&, the CBS will take the
lead in establishing a revision policy for CroatlEeDP data, and provide a draft to Eurostat by
the end of 2012.

Action point 9: Eurostat encourages the Croatian authoritiesmplament quarterly GFS
compilation and publication, with a pilot compitati of Q1/2012 by the end of 2012, and
subsequently to compile quarterly data in 2013.

5. EXAMINATION OF THE EDP TABLES AND OF THE QUESTIONNAIRE RELATING TO EDP
TABLESOF THE PILOT 2012 NOTIFICATION

5.1. EDPtables
511. EDPTablel
Introduction

Croatia currently sends EDP notification tables eoqmer year to DG ECFIN. Fiscal
notifications are based on bridge tables betweemétional chart of accounts in the MoF and
the ESA 95 concepts. However, some adjustmentsstdtein progress (e.g. for accrual
accounting).

Before the pre-accession visit, Eurostat had regdes pilot EDP notification from Croatia to
assess the compliance of the Croatian EDP datatetEDP statistical framework.

10



Discussion

Eurostat thanked the Croatian authorities for sepdihe pilot EDP notification tables and
welcomed the provision of an explanatory note toe October 2011 fiscal notification.
Eurostat encouraged the Croatian authorities tdirnos to include explanatory notes with
future transmissions.

Eurostat underlined the importance of meeting theetable for reporting EDP notification
tables and the related questionnaire, and beirgtaluickly answer to clarification requests
thereafter.

Eurostat noted the importance of completing the ERffication tables fully, and in
particular providing reliable estimates for allnite relating to the year n-1 in the April
notification of year n. At the same time, the ED@tification tables should be internally
consistent and fully in line with any ESA95 GFShsmissions.

Eurostat informed the Croatian authorities of thgal obligation on Member States to make
public the actual deficit and debt data reportetheoCommission.

The pilot notification tables were then examined aompared with the October 2011 EDP
Notification.

Eurostat asked several questions on consolidasismes, as no consolidation amounts had
been reported in questionnaire table 1.2.1. Iniqdar, Eurostat enquired if there were any

timing issues with consolidation where one unit Wdopay another unit in the end of year n

and the other unit would receive cash only in yesr.

The Croatian authorities explained that the Cerideository Agency keeps information on
holdings of government debt at Local Governmenglle€onsolidation of Local Government
is made at the MoF. Local Government debt is howeggy low in Croatia.

In EDP table 1 all revisions made to debt figuresravexplained by the CNB in detalil.
Revisions were mostly due to the inclusion of HBIOBns granted to government and to the
valuation of T-Bills at nominal value (as opposedarket value in the October 2011 EDP
Notification).

Findings and conclusions

Eurostat took note of the explanations given byG@NB for the revised debt figures in EDP
table 1.

5.1.2. EDP Tables2A-D

Introduction

The starting point in table 2A (2C) is the over@kh-based deficit/surplus of the budgetary
Central (Local) Government according to the natiatart of accounts, excluding financial
transactions. The working balance corresponds & Nkt borrowing/net lending (NBL)
measure used by the MoF in its regular publicatignsnthly statistical reviews and annual
reports), which is in line with GFSM 2001 methodpto

11



The cash-based working balance in EDP tables @ribdr adjusted by the cash-balances of
Central Government extra-budgetary funds (an attrased NBL is used for Croatian Roads
only), other adjustments for guarantee calls, dsbtimptions and payments for compensation
to pensioners, and adjustments for the changeasaara of government units.

So far, social security funds have been reportqzhesof the Central Government sub-sector.
Discussion

The EDP tables were examined line by line. The tanaauthorities agreed to include data
on all payables, not only on arrears, in EDP taBlels this context, the definition of arrears
was clarified.

Eurostat explained that Other Accounts Payable (Oafd Other Accounts Receivable
(OAR) are also used for adjustments to the cash @at taxes, EU flows and military
expenditure.

The Croatian authorities confirmed that "Net leigdborrowing of other government bodies"
is mostly on a cash basis (except for Croatian Rpddhis line includes only extra-budgetary
funds, while hospitals and universities are regbiethe working balance.

Public hospitals in Croatia are considered as hadgeisers and are financed by the State
budget for a large part through the Croatian lastifor Health Insurance, which is part of

Central Government. Hospitals send invoices togbeernment based on the quantity of

services provided. Public hospitals are classifieside the General Government sector
(Central Government and Local Government sub-sggtbased on control.

The issue of payments between hospitals and HEaltlds will be examined by CBS as there
could be a risk of discrepancies when social sgcudunds are included in S.1314 (see
below). The financing of hospitals will also neede better specified.

Eurostat enquired as to the reasons for the relgitlarge acquisition of fixed assets in Local
Government, which was observed in the budget eimtidigures published on the MoF
website.

Further clarification is needed concerning the sijients made for guarantee calls in table
2A. It could be the case that among the adjustmmiaide for guarantee calls there had been
three consecutive calls and therefore recordingutegh debt assumptions (in line with
MGDD rules) might not have been made.

Eurostat also enquired about the HRK 2 billion apaid government bills that had been
mentioned in the Croatian media. In particular,dsStat was interested to know to what years
these amounts related. The Croatian authoritiesamqul that part of these unpaid bills

related to FINA. Another part related to the shipggaand to the Catholic Church. The

Croatian authorities promised to further investgdie issue.

Finally, Eurostat pointed out some advantagesedtarg a separate social security funds sub-
sector, in particular greater transparency andudiol public hospitals within the social
security funds sub-sector. Provided that the tleresting social security funds have financial
statements, are mainly financed with social contidns and have autonomy of decision, the

12



social security funds could be recorded in a seépanab-sector. Eurostat gave as an example
that 25 Member States have a separate social gefturds sub-sector. The two exceptions in
the EU are for the UK and Malta.

The CNB asked a question on the sector classiicatf doctors' offices, referring to their
identical mode of financing as for hospitals. Etabseplied that doctors' offices are generally
recorded as private entities in other countries-amgiven the situation described in Croatia -
they should remain classified outside the generaégiment sector.

Findings and conclusions
Action point 10: The Croatian authorities will provide an explaoatof the relatively large

acql%isition of fixed assets observed in Local Goment, and inform Eurostat by end-June
201Z.

Action point 11: The Croatian authorities will include data on aglalgs of General
Government in EDP Tables 2 in the autumn 2012 EBfication. At the same time, there
will be a reconciliation between the data colledbgdhe CNB and the data of the Ministry of
Finance, notably for the 2009 data, and a confionait the publicly reported level of a HRK
2 billion stock for payables is corréct

Action point 12: The Croatian authorities will seek to include raeds-based "net

lending/borrowing” data for all extra-budgetaryitsnin EDP Tables 2, including for units

such as hospitals and universities to ensure fulli-sector coverage - and include the
breakdown of this information in EDP questionnaaele 3 by end-March 2013.

Action point 13: The CBS will investigate the possibility of crie@t a separate sub-sector for
social security funds (including public hospitats)d report its findings to Eurostat by 1
November 2012.

Action point 14: The CBS will also transmit an EDP notificationBEarostat at end-March
2013.

5.1.3. EDP Tables3A-E
Introduction

EDP tables 3 have been so far based on MoF dataevéw, for the purpose of the pilot
notification exercise in May 2012, EDP tables 3 evgartly compiled by the CNB, in
particular for Currency and deposits (F.2) and ©#teounts receivable / payable (F.7). This
led to sizeable revisions for F.2 and F.7.

2 Action point completed.

% On 10 October 2012 the Croatian statistical aitikertransmitted to Eurostat an explanatory noépared by
the Ministry of Finance on the HRK 2 billion stookpayables (the exact amount reported in the isd2¢75.5
million HRK).
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Discussion

The CNB explained the reasons for the significavisions made to F.2 and F.7 in EDP
tables 3 compared to the October 2011 EDP NotifinafThese revisions were explained by
differences in sector classifications and datacesiused.

Eurostat stressed that the General Governmentrsgassification has to be aligned with the
General Government register. Eurostat also invitbedCroatian authorities to step up efforts
to achieve consistency between administrative datarces and Monetary and Banking
Statistics.

As regards F.7, Eurostat noted a significant acdatiom of Other financial assets in table 3B.
Moreover, Eurostat expressed its concerns abouarge | adjustment reported for Net
incurrence of other liabilities appearing for theay 2009 in EDP table 3B. The Croatian
authorities explained that this amount could ineludocal Government flows as well.

Eurostat would expect this large adjustment to navim the following year(s). Further efforts

should be made to attribute F.7 flows to the cqesling sub-sectors.

As regards F.2, the CNB reported some figures foréhcy and deposits in EDP table 3E, as
it considers social security funds as a separabessator. Eurostat invited the Croatian
authorities to move F.2 from table 3E to table aB,for the moment there is no separate
social security funds sub-sector; however, tablesB&uld be completed when such a sub-
sector is established.

Eurostat noticed that in EDP table 3B differencassi$suance above/below nominal value
were recorded for treasury bills only. Howeverasnary bills represent only a part of debt
instruments. Eurostat encouraged the Croatian dtidsoto include the discount of bonds
issued below par in the line "Differences for &ste above/below nominal value”.

The recording of currency swaps was also brieflgcassed. The Croatian authorities
informed Eurostat on the existence of some currem@p contracts on bonds issued in USD.
One part of the USD denominated bonds had beenpdlapto EUR. Eurostat explained that
these bonds must be considered as EUR bonds dbenghole period. At the same time, any
changes in the market value of the swaps shouteédmrded in the financial accounts. At the
end of the year, the market exchange rate shoulcsée to convert the EUR-valued debt into
Kuna.

Findings and conclusions

Eurostat took note of the explanations providedheyCroatian authorities.
5.1.4. EDP Table4

Introduction

Only data on GNI are currently reported in EDP ¢ahl

Discussion

The Croatian authorities asked what should be tedamder "Trade credits and advances" in
EDP table 4. Eurostat explained that payables aohages of goods and services should
appear under this item.
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As a point of information, Eurostat mentioned thaCMFB Task Force had been set up on
trade credits to discuss the possible reclasdibicatf some trade credits payable (involving
refinancing by banks, factoring without recoursgeliest payments, etc.) to loans. Therefore,
careful consideration should be given to tradeitsed the future.

The Croatian authorities were not aware of any cadeere the Government would borrow
and then lend the money to public corporations.

While existing, the differences between market aowchinal value of debt were considered to
be insignificant.

Findings and conclusions

Eurostat encouraged the Croatian authorities ltofihore data in EDP table 4, notably for
trade credits.

5.2. Statistical discrepanciesin EDP tables

Introduction

A high level of statistical discrepancy is obseniadEDP table 3D, mainly due to the
incomplete coverage of Local Government units irPEBporting.

Discussion

The Croatian authorities committed to investigdie tssue of discrepancies and it was
concluded that the high level of discrepancy calfb relate to the data on financial assets
reported in EDP table 3.

Findings and conclusions

Action point 15: After introduction of the new CNB reporting systaligned with General
Government definitions, the Croatian authoritiel véconcile data from CNB and Ministry
of Finance sources on financial assets to be regpart EDP table 3, to ensure that these
sources are consistent and that the statisticalegiancies are minimised.

5.3. Other EDPrelated tables
5.3.1. Questionnairerelating to EDP tables
Introduction

The whole set of tables had been sent before #iebut only a limited part of the mandatory
tables were completed.

Discussion
The questionnaire tables were briefly discussedh va particular focus on tables 3

(adjustments for sector delimitation), 4 (other aagds receivable and payable), 9
(government guarantees) and 10 (capital injectidhg)as concluded that more details should
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be provided in tables 3 (adjustments for sectorindtgtion), 4 (other accounts
receivable/payable), 7 (military expenditure), Dgrnment guarantees) and 10 (capital
injections). In addition, any revisions to debt adeficit should be duly explained in
guestionnaire table 1.

Findings and conclusions

Eurostat invited the Croatian authorities to cortgleore tables from the Questionnaire in
the future.

5.3.2. Tableson thefinancial turmoil
Introduction
Three financing models have been put in place apemation with the CNB:

Model A: The government, in cooperation with HBOE&y-finances bank credits in a
proportion of 40% by HBOR and 60% by commercialksan

Model B: Government forms a guarantee fund to taker part of the risk coverage for new
bank credits.

Model C: Direct aid to firms in difficulty, whichauld survive after restructuring.
Discussion

The Croatian authorities confirmed that the thiearfcing models put in place in cooperation
with the CNB did not have any direct implicatiols §overnment accounts.

Findings and conclusions

Eurostat took note of the explanations of the Gaoaduthorities.
5.3.3. Tableon intergovernmental lending

Introduction

For the purpose of proper consolidation of Gen&@ernment debt in European aggregates
and to provide users with additional informationyréstat is now publishing data on
government loans to other EU governments.

Discussion

The Croatian authorities confirmed that Croatia weas involved in intergovernmental
lending to Greece.

Findings and conclusions

The table on intergovernmental lending is presembtyapplicable for Croatia.

16



6. METHODOLOGICAL ISSUES AND RECORDING OF SPECIFIC GOVERNMENT
TRANSACTIONS

6.1. Compliance of the Croatian General Government debt with Maastricht debt
definitions

Introduction

Some of the debt related issues had already béesdsduring the technical visit in April, for
example the valuation of Maastricht debt at nomvuzdiie. Other debt-related issues were
covered under point 5.1.3 on EDP tables 3.

Discussion

Debt consolidation and debt valuation issues weseudsed, notably recalling that Maastricht
debt should be on a consolidated basis and valuednainal value. Eurostat underlined that
interest figures should also be presented on aotidased basis.

The Croatian authorities explained that the diffieesbetween the nominal value and the issue
value of Treasury bills is treated as accrued @&steand is distributed over the life of the
instruments, as provided for in the Manual on Goreant Deficit and Debt.

It was clarified that the CNB compiles all govermhdebt data and sends them to the MoF
which accepts them as official. In this contextrdstat encouraged the Croatian authorities to
perform a reconciliation exercise between the CldBiénd FINA (MoF) data on debt.

An outstanding problem is that the stock of delefudes accrued interest, which is not in
compliance with Maastricht debt definitions. Theo&tran authorities committed to solve this
issue for the next EDP notification.

Findings and conclusions
Action point 16: The Croatian authorities will undertake a recbaion exercise between the

government debt data compiled by the CNB and themgonent debt data compiled by the
Ministry of Finance by the end-March 2013 EDP nadifion.

Action point 17: The CNB will exclude any accrued interest fromadticht debt data by the
autumn 2012 EDP notification.

Action point 18: The Croatian authorities will investigate the dinbs of government debt
instruments by government units, and possible Hgineernment loans, and ensure that there
is an appropriate consolidation in the autumn 2BDP notification.

6.2. Dedimitation of General Government sector: classification of institutional
units according to ESA95

6.2.1. Process of establishment of the registers of General Government units
and public units
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Introduction

In Croatia, the government coverage for budgetarp@ses comprises the budgetary Central
Government (including its budgetary users), Centa@vernment extra-budgetary users
(funds), and Local Government budgets with theiddmiary users and Local Government
extra-budgetary users (county road authorities)wéil@r, so far, for statistical reporting

purposes, the coverage comprising the budgetaryr&edovernment, Central Government
extra-budgetary funds and the largest 53 Local Gowent units (budgets) has been used.

From 2007 Central Government budgetary funds irelsocial security funds: the Croatian
Institute for Health Insurance, the Croatian Peamsiosurance Administration and the
Croatian Employment Service.

Central Government extra-budgetary funds include @roatian Privatisation Fund (CPF)
(merged into the Agency for State Property Managgme&roatian Waters, the Fund for
Environmental Protection and Energy Efficiency, 8tate Agency for Deposit Insurance and
Bank Rehabilitation (DAB), and Croatian Roads (CR).

A statistical register of all economic units (bgthblic and private companies) exists at the
CBS. There is no separate register of public catumns, but these can be easily extracted
from the statistical register.

The Croatian Statistical authorities had sent too&iat before the visit the full list of General
Government sector units and public corporationgetizer with a description of the
procedures for updating the General Governmentientregister and the list of public
corporations.

A list of institutional units by ESA 95 sector igadlable on the CBS websitenvw.dzs.hj in
Croatian language. Central and Local Governmertsuas well as social security funds, can
be easily identified with their corresponding code.note on the methodology for the
classification of units into sectors is includedhe extended version of the GNI inventory.

A register of General Government entities for budgepurposes (Budget Users Register) is
kept at FINA on behalf of the MoF and is availabtethe MoF website. The CBS keeps a
different coverage of General Government entities,those which have been classified as
such in the sector classification database. It lshioe noted that the CBS and the CNB use the
same coverage of General Government entities.

The MoF is responsible for updating the General €sloment entities register. The MoF
decides, according to the rules established by lalwch entity should be considered as a
budgetary entity or as an extra-budgetary user, uptthtes the Budget Users Register. The
CBS is responsible for sector classification oftitnfonal units based on the ESA 95
methodology, while the MoF and the CNB patrticipatehe process of sector classification
through a working group with the CBS.

Discussion

Eurostat enquired on the procedures in place tcersake the register of economic entities is
up-to-date and exhaustive. The Croatian authoréigdained that as soon as a new entity is
created it has to be put into the national adnrlisie register and a reference number is
allocated to it.
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It was confirmed that dormant companies exist dradet is a procedure in place for dealing
with these. Only a court order can take a compdhthe administrative register but they can

be taken off the statistical register followingexiew if the company has no property and has
not been active for a certain period of time.

Eurostat emphasized on the importance of maintgiaicommon register of units classified
to the General Government sector. This registeulshibe regularly used for performing the
50% test on bodies with significant sales and dgbtv or restructured bodies should also be
carefully examined.

Eurostat informed the Croatian authorities on thew nQuestionnaire on government-
controlled entities not classified in general goweent which will be compulsory for EU
Member States as of December 2012. Under this nestignnaire, Member States will have
to show the results of the 50% test for all nomficial public corporations with total
liabilities exceeding 0.01% of GDP, covering theqading 3 years.

Findings and conclusions
Eurostat encouraged the CBS to take over full nesipdity for sector classification.

It was agreed that the three institutions shouldkwowards using one common register of
General Government and government-controlled estitor EDP purposes.

6.2.2. Local Government public corporations

Introduction

The analysis of the public transport sector asrosyas market nature is currently a crucial
issue in the EU. As a result of dialogue visityiear out in other Member States, some units
have been reclassified into the government sector.

Discussion

The Croatian authorities explained that the biggestiic transport corporation in Zagreb is
"Zagreb&ki holding d.o.0.", which is partly financed bywisng bonds guaranteed by the City
of Zagreb.

Eurostat requested the 50% test to be performedthen"Zagrebéi holding d.o.o0."
subsidiaries. In addition, the Croatian authoritie=re invited to analyse any similar Local
Government corporations in Croatia.

Eurostat encouraged the CBS to undertake a regnédysis of sector classification of public
corporations owned by the Local Government. In thantext, Eurostat stressed the
importance of applying the same classification sule Local Government as for Central
Government.
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Findings and conclusions

Action point 19: The CBS will analyse the "Zagreia holding d.o.0." subsidiaries for the
50% test, reporting to Eurostat by September 20dr] analyse any similar Local
Government corporations in Croatia.

6.2.3. Review of specific units - Croatian Railways, Croatian Radio-Television,
Croatian Motorways and other public bodies

Introduction

Before the visit the Croatian authorities had pernfed the 50% test for market/non-market
nature on the Croatian Railways subsidiaries, @Gaodadio-Television, Croatian Motorways
and the major ports in Croatia.

The Croatian Railways holding is made up of 5 sotities, including the holding itself. The
holding was set up in 2007 and so far it has bésssified outside the General Government
sector, based on the 50% test. It receives larggidies and guarantees from the government.

Croatian Radio-Television has been so far claskdiea market producer outside the General
Government sector, based on the assumption tleatigeln fees are part of sales. However,
television fees are now recorded as taxes by th§, @Bich would imply reclassifying this
unit inside the General Government sector, basdtie@new results from the 50% test.

Croatian Motorways is a 100% government-owned &dhiiability company, responsible for
the operation, construction and maintenance ofeti@rsatian motorways which are not under
concession. Initially it was classified inside tBeneral Government as an extra-budgetary
fund. In 2008, based on the results from the 508 roatian Motorways was reclassified to
the non-financial corporations sector as it turttede a market producer.

In addition to the discussions held on the abovetioeed bodies, Eurostat asked some
guestions on HBOR. HBOR is a 100% government-owbadk whose main goal is to
promote development and support exports in Croatia.bank operates directly or indirectly
through other banks and legal entities and provioass at rates below the market rates. The
government guarantees all of the bank’s liabilitMsreover, HBOR cannot go bankrupt or
be liquidated, and is not liable to pay any taxes.

Finally, the sector classification of other bodiess discussed.
Discussion

Eurostat, together with the Croatian authoritievigwed the sector classification of some
government-owned entities. Based on the results filee 50% test for Croatian Railways
carried out at the level of the individual entitiesmposing the holding, it was agreed to
reclassify the Railway Infrastructure Company iesile General Government sector. Based
on the new treatment of television fees as taxed pg households and by enterprises,
Croatian Radio-Television was also to be reclasgiinside the General Government sector.
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It was also agreed that the CBS would investiglagedalculation of Consumption of Fixed
Capital used for Croatian Motorways assets. Theestigation would also include an
examination of the level of the fixed assets use@toatian Motorways.

The current classification of HBOR as financialemmbediary was also discussed. Eurostat
enquired about any examples of operations undertdke HBOR on behalf of the
government.

Eurostat expressed some doubts about the sectssifidation of FINA as a financial
auxiliary. FINA seems to have a range of activjtiesluding providing rating and banking
services through a branch network, but there waserntsinty over whether or not its
predominant business is with government.

The Croatian authorities explained that FINA usede a non-profit institution in the past.
However, in the last ten years FINA had started intabrofits and it currently acts as any
other business entity. Moreover, FINA is paid ftr services by the MoF on a contractual
basis.

Additional information was requested on FINA whigbuld bring more clarity concerning its
sector classification. In particular, Eurostat tedi the Croatian authorities to investigate the
share of the other activities performed by FINA top of government-related activities.

Finally, Eurostat enquired on the sector clasdifices of the Nuclear Waste Disposal Fund,
the Oil Reserves Agency, tourist offices, and sother units.

The Croatian authorities replied that the NucleaasW¥ Disposal Fund is not a budget user
and that information on its sector classificatidrold be available on the CBS website.
Eurostat pointed out that funds of this type temdbe part of the General Government sector
and can accumulate significant reserves.

Eurostat asked whether tourist offices are marketdycers. The Croatian authorities
explained that tourist offices apply non-profit Bdaeeping, but they agreed to further
investigate their sector classification.

Eurostat enquired if the State Agency for Deposgiurance and Bank Rehabilitation, an
extra-budgetary fund of Central Government, ses impaired assets and therefore acts as
a financial defeasance structure.

Findings and conclusions

Action point 20: The CBS will investigate the revenue sourcesHItYA (by business line) to
determine the proportion of government busineseng~June 2012. To the same deadline,
Eurostat will investigate the classification of tlequivalent Slovenian organisation, and
inform the CBS.

Action point 21: The CBS will reclassify the Railway Infrastru@u€ompany and Croatian
Radio-Television to General Government as soon @ssiple and make any necessary
revisions to past data.

* Action point completed. FINA remains classifiedside the general government sector, as its masimess is
with banks.
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Action point 22: The CBS will investigate the basis of calculation the Consumption of
Fixed Capital of Croatian Motorways, including exaimg the level of fixed assets, and will
report to Eurostat on its findings by end-June 2012

Action point 23: The CBS, in cooperation with the working grougll wonfirm the sector
classifications of the Nuclear Waste Disposal Fuhe, Oil Reserves Agency, the tourist
offices, and the remaining units which were lefeofrom the last classification exercise. The
CBS will report back to Eurostat by September 20d.2he results of this work.

6.3. Implementation of accrual principle
6.3.1. Taxrevenue and social contributions

Introduction

The transition to the ESA 95 accruals principle aam incomplete in Croatia, notably for
taxes and interest, both recorded on cash basieiEDP tablés Many Member States use
for taxes the time-adjusted cash method, whenatatavailable on a monthly basis and there
is sufficient information how the different types$ taxes are levied, and a similar solution
could also be applied in Croatia.

Croatia is in the process of reforming its taxateystems to come into line with EU
legislation, notably on the VAT side. There areoalsforms to the health insurance system.
Therefore, there might be some transition issues,ekample changes in administrative
delays or in arrangements for reimbursement ofstaesd.

Before the visit, the CBS had provided Eurostahwaitcompleted questionnaire on recording
of taxes and social contributions, together with @roatian national tax list.

Discussion

The Assistant-Director of the Tax Administratiorepented the tax collection process. It was
explained that Central Government shares the dhdigafor tax collection with Local
Government. After a certain period of time, unaottel taxes and social contributions are
written-off. As regards VAT, payments are normathade within 1 month but there can be
greater delays in some cases, if for example tgpergarequest for an extension of the
payment deadline. Social contributions, on the wotiend, are paid by employers together
with salary payments.

There is no time delay between cash payments tergoment and tax deductions. As regards
tax refunds, tax payers have to be repaid withid&@s. Corporate income tax refunds have
to be repaid within 15 days.

® Action point completed. Croatian Motorways remaitassified outside the general government sebtmed
on the new results from the 50% test.

® In National Accounts VAT are recorded on an assesit basis; however, VAT were reported on a casfsb
in EDP tables.
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A special code is assigned to each type of tax pgidompanies and budget entities, both at
Central and Local Government level. FINA colleatsni the banks data on all tax revenues,
including social and health contributions, on alydéasis. In general, all state revenues,
including tax revenues, transit through the SiAgkeasury Account which is held at the CNB.

However, Local Government tax revenues are bookéu a separate account. The FINA

database matches with the Single Treasury AccauiiMA is responsible for managing the

payment settlement system.

Eurostat encouraged the Croatian authorities tordetaxes using the time-adjusted cash
method. One difficulty to implement the time-adggsitash method could be the introduction
of new schemes that allow companies to pay taxes. |®@ther difficulties could arise from
the tax reforms implemented in Croatia to complthvidU legislation. Nevertheless, provided
that information on the time delay for taxes is ikde, which seems to be the case in
Croatia, Eurostat would favour the use of the tadgisted cash method.

Findings and conclusions

Tax data on a cash basis were reported to be hieittn a monthly basis and there is
sufficient information how the different types ofixes are levied. Therefore, Eurostat
recommended the time-adjusted cash method fordgxptaxes on an accrual basis.

For social contributions, cash recording would pprapriate, as cash data and accrual data
are the same, as explained by the Croatian autsorit

Action point 24: Taxes will be reported on a time-adjusted basithe autumn 2012 EDP
Notification tables, including other accounts reable data in Tables 2 and 3, together with
data in EDP questionnaire tables 4 ahdr social contributions, based on a descriptibn
the operation of the system, cash data are comesiderbe equivalent to accruals.

Action point 25: The CBS will investigate the possible impact afider tax payment delays
for VAT on a simple time-adjusted cash model, dratljustments would need to be made, by
end-September 2012.

6.3.2. Interest

Introduction

Interest is recorded on a cash basis, both in @leatrd Local government. However, the
CNB has developed a methodology for calculatingrieext interest. The CNB compiles

accrued interest on an individual instruments hasisept for some loans; data on F.4 are
from the Monetary and Banking Statistics and areaaly consolidated.

Discussion

The recording of bonds and treasury bills issuedistount was briefly discussed again (see
point 5.1.3). The MoF explained that discounts aneimiums are already recorded in the

" The CBS informed Eurostat that reporting VAT ortirae-adjusted cash basis would require more time.
Eurostat agreed to postpone the deadline for neoWAT on a time-adjusted cash basis to the Appil3 EDP
Notification.
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working balance. Eurostat pointed out that in #tase only the pure timing adjustment is
needed in EDP tables to arrive to an accrual basis.

Eurostat recalled that the stock of debt shoulduebec accrued interest. Accrued interest
accumulates in the financial accounts to arrivihéonominal value of the debt instrument.

Finally, Eurostat requested that D.41 and EDP Dinks should be identical if no swaps and
forward rate operations exist and should be oncaruad and consolidated basis, in line with
ESA95 Table 2.

Findings and conclusions

Action point 26: The Croatian authorities will report interestammaccrual basis in the autumn
2012 EDP notification, providing an explanatoryentd Eurostat of the approach used.

6.4. Recording of specific government transactions
6.4.1. Recording of pre-accession EU flows and reporting in EDP tables

Introduction

Croatia is currently in the process of putting lage a monitoring system for EU flows. In
this context, future statistical needs should lkertianto account, notably tracking the timing
of expenditure and ensuring that EU flows relatiogthird parties are excluded from the
government accounts.

Discussion

Eurostat explained that EU funds should not be rommb in government non-financial
accounts, except for the national co-financing.part

The Croatian authorities described the arrangemergkace to handle EU-related flows. For
each project the national co-financing could bertjeidentified. In addition, any advance

payments made could be easily identified in thegetaly system. The Croatian authorities
explained that the new EU monitoring system costanough information for statistical

needs.

Findings and conclusions
Eurostat took note of the explanations given byGhaatian authorities.
6.4.2. Recording of military equipment procurement
Introduction
The acquisitions of military equipment in Croatiee aecorded in the national chart of
accounts as intermediate consumption, which is amgdiance with ESA 95. However,

military expenditure is not recorded on a delivégsis in EDP tables. Usually military
equipment expenditure involves a long time lag leetwcash payments and deliveries as well
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as potentially large amounts. If this is the cas€ioatia as well, cash recording would not be
an appropriate basis.

Discussion

Eurostat explained that military expenditure sholbéd recorded on delivery basis in EDP
tables.

Eurostat asked the CBS if they had access to datathe Ministry of Defence which would
allow them to record military expenditure on defivbasis.

Findings and conclusions

Action point 27: The CBS will contact the Ministry of Defence tetdrmine if data on
military equipment deliveries are available, thgredllowing military procurement to be
recorded on a delivery basis, and report back togtat by September 2012.

6.4.3. Public-Private Partnerships (PPP) and concessions

Introduction

There is a legal framework for PPPs in Croatiahwliie MoF being the authority responsible
for approving PPP contracts undertaken by both r@emind Local Government. Both a
register for PPPs and a register for concessioiss ex

Discussion

Eurostat briefly explained the difference betwe®P® and concessions for EDP purposes. It
was explained that it is crucial that the CBS ha=eas to all PPP contracts which are kept at
the Agency for PPP.

Findings and conclusions

Action point 28: The Croatian authorities will ensure that the GBS access to the register of

PPP projects and to contracts of PPPs for statisfiarposes. The CBS will analyse the
Zagreb Airport concession contract and inform Etaiosf the results by end-March 2013.

6.4.4. Capital injectionsin public corporations, dividends and privatisations

Introduction

Before the visit the Croatian authorities had sentEurostat a list of dividends paid to
government by public corporations in 2011, inclgdiine operating profit of these public
corporations.

The Croatian authorities had also provided a listapital injections made by government in
21 public corporations, covering the period 2004220According to the data provided in this
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list, large subsidies had been granted to the @mo&ailways holding, Jadrolinija and Croatia
Airlines.

A separate table showing subsidies granted to atdgyfrom 2004 to 2011 had also been
provided, with the amounts being quite significant.

In the October 2011 EDP Notification Central Barkyments made to government were
recorded as withdrawals from quasi-corporationgha Questionnaire table 10.1. The same
approach is used in the MoF monthly StatisticaliBsv

Discussion

Eurostat explained the treatment of capital in@@i in public corporations. Eurostat
recommended the adoption of a prudent approachenxer there is doubt on the long-term
profitability of the project or there is no accdg&abusiness plan, capital injections should be
recorded as capital transfers.

The Croatian authorities explained that capitabétipns had so far always been treated as
capital expenditure. As regards the coverage opthic corporations benefiting from capital
injections, the MoF explained that it also prepaesual reports on the business operations
carried out by 63 companies considered to be dfigpstate interest.

The definition of dividends was clarified, as theo&ian authorities had so far considered as
dividends only the payments made by quoted compa#ierostat explained that payments
made from the CNB's operating profit are to beta@aas dividends, provided they do not

exceed the operating profit. In addition, Eurostédrified that central banks are not

considered as quasi-corporations.

However, payments funded by asset sales, capitad,gar reserves accumulated over several
years (with the exception of those which are foeas®r smoothing of dividends over short

time periods) are not considered as dividends. §s®uld be treated as withdrawals of
equity (F.5).

Finally, it was made clear that privatization preds are not treated as revenue in the national
chart of accounts, which is in compliance with ES#\rules. They are included in "Disposal
of financial assets"” in the fiscal notificatiom. 2012 the Post Bank and Croatian Insurance,
and possibly one or two shipyards, could be praeati

Findings and conclusions

Action point 29: Eurostat will check the recording of Central Bardnsfers to government in
EU Member States, and report back to the CBS byMang 2017

8 Eurostat provided feedback to the CBS on the tBogrof Central Bank transfers to government ireoth
Member States on 30 May 2012.
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6.4.5. Sate guarantees, debt assumptions, debt cancellations and debt write-off
Introduction

Before the visit Eurostat had requested a listut$tanding government guarantees, guarantee
calls and repayments by individual companies in02&did 2011. The issue of guarantee calls
is particularly important in the shipbuilding indgys Shipyards, which are currently
undergoing major restructuring, benefit from laggezernment guarantees. The total amount
of outstanding guarantees in the shipbuilding itrgus estimated at around 3.5% of GDP in
2012. About 80% of these guarantees representdigaguarantees.

The Croatian authorities had provided a list of gdivernment guarantee calls that had
occurred in 2010. A separate table on guarantéde icathe shipbuilding industry from 2009
to 2011 had been provided.

A short note on government guarantees relatinghijgyards had also been provided by the
Croatian authorities, including the amounts invdlvéhe number of shipyards and future
plans for their restructuring.

Guarantees cash calls are treated in Croatia asaugtisition of loans according to the
national chart of accounts but they are reclasbii® expenditure in EDP table 2 according to
ESA 95 rules.

Discussion

Eurostat briefly explained the statistical treatineh guarantee calls. Repeated calls (three
successive years) would imply recording of theltotastanding debt of the entities involved
as government debt in the third year. In generbkmnever it is established to be unlikely that
the debtor is able to repay its government guaeahtkebt, the whole outstanding amount of
guaranteed debt should be deemed to be assumbd ggternment.

The treatment of individual calls of guaranteestie Croatian EDP notification tables is
considered correct: guarantee calls are treated@tal expenditure of General Government
with an impact on the government deficit. Howewewas established during the meeting that
some repeated calls (and the corresponding debias®ns) that had occurred in previous
years need to be analysed, in particular for thyeysinds and Croatian Airways. This analysis
could lead to corrections in the time series.

Findings and conclusions
Action point 30: The Croatian authorities will identify all casekrepeated guarantee calls

over three years or more, and report to EurostagrasJune 2012 on the amounts involved
and necessary revisions to government deficit at datd

° The Croatian authorities raised some additionabtjans on the recording of repeated governmetlst wélich
were further clarified by Eurostat.
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6.4.6. Securitisation operations, leasing and sale and |ease-back operations
Introduction
No securitisation and sale and lease-back opesati@ne reported by the Croatian authorities.
Discussion

There was only one leasing operation involving plaechase of police cars, which had been
treated as an operational lease according to tle@ti@n accounting standards (which are
based on international accounting standards).

Findings and conclusions

Eurostat took note of the explanations provided.
6.5. Other issues
6.5.1. Transfer of pensions obligations and pension reform

Introduction

The social security funds are currently recordegpas of the Central Government sector.
Budgetary Central Government revenues and expesditinclude pension insurance
contributions as well as payments of pension benefihe difference between social
contributions and social benefits is offset by ketdiyansfers. Until 1 May 2004 domestic
pension payments were paid directly through theéeSTtaeasury, while payments of foreign
pensions were performed through the Croatian Penisisurance Administration. Since 1
May 2004 all pension payments have been perforrmredtty through the State Treasury.

Health insurance contributions, employment contidns as well as expenses for settlement
of particular obligations of the Croatian Employm&ervice and the Croatian Institute for

Health Insurance, are also included in the budge@entral Government revenues and
expenditures.

Transactions of social security funds can be idiedtin the financial statements available in
FINA databases.

Discussion

The Croatian authorities gave an overview of theafian pension system, which consists of
three pillars. The first pillar is a PAYG systemhelsecond pillar is a funded, mandatory,
privately managed pension scheme, which is claskifn the financial corporation sector
(S.125). The third pillar is a privately managedinary pension scheme.

The social security funds are presently part of @estral Government sector. However, as

already discussed under point 5.1.2, social sgclumtds might be moved into a separate sub-
sector.
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Eurostat enquired about any transfers of pensidigailons from public or private entities to
the government. No such transfers from the fundbémses to the State were reported by the
Croatian authorities.

Findings and conclusions
Eurostat took note of the explanations provided.

6.5.2. ESA95 Transmission programme

Introduction

Tables 2, 9 and 11 have been compiled for the p&@®2-2009 and will be sent to Eurostat
according to derogations.

At present Croatia is not sending ESA tables 25i¥ 28 to Eurostat.

Table 25 is still not produced although there ilat exercise on-going. This table will be
produced in December 2012 for the first quarte2@i2.

The CNB is responsible for table 27, whereas th& Maresponsible for table 28, which will
be produced after accession.

The CNB compiles tables 6 and 7, which are pubtisitehe national level.
Discussion

Eurostat reminded the Croatian authorities abaeit tommitments to send ESA tables, once
derogations had been formally established.

Croatia stated its intention to start the transiois®f quarterly public finance statistics in
December 2012, starting with the transmission td éar the first quarter of 2012.

Findings and conclusions

Eurostat took note of the explanations provided.
6.5.3. Any other issues

No other issues were discussed in the meeting.
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