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i Collateral
what typos of collsteral are availabla?

In general, the Croatian legislation recogmises almost all types of
collateral that are typical for the internarional business environment,
The rules governing speciiic security and their perfection depend pri-
marily on the type of collateral in question. The system of collateral is
Pri'“l“ii}' repulated by the Ownership and Other Proprietary Righes
Act, which [?I'L‘NL'I'”H.‘H the rules on the establishment of sr.'L'ur'lly over
venl estares, movables and properry rig]u.';. Some types of collateral
are regulated by specific legislation such as, for example, financial
collateral, Crontian low rt';.:u].'lh.':; twi separite securties over real
estate; hyporhecarion and ficlm,'i.-lry nwnm‘s‘.hip {transfer of owners
ship for security), The collateral available are shares, securities, con-
teactual rights and other standard collateral. On the other hand, for
cxaimple, onshore and offshore bank accounts could be considered
as the available collateral, but the perfection and establishment of
security over bank accounts still remains an open issue in Croatian
||:g|'n|'.lliu1| withour a straightiorward answer,

Available collateral security can be established as voluntary (on
the basis of valuntary agreements as well as judicial or notary public
security, established by special vules of the Enforcement Act) and
forced: (i) the so-called judicial pledge (created by a court decision,
made in the enforcement proceedings or insurance); (i) administra-
tive security rights (established on the basis of decisions of adminis-
trative bodies); as well as {iii) a starurory pledge (arising under the
law with the fulfiliment of certain preconditions),

The claim can also be secured with the (fiduciary) transfer of
ownership on movables or real estare for security (fiduciary owner-
-'\'|'Ii|1], as well as with the fuhu.'i.ur;' transfer of some other |‘|'|.'.|1I:¢. Such
security 15 always voluntary according ro special rules of procedure
within the Enforcement Act, There are some further possibilities
involving real estaie collateral, like security, by ensuring the reten-
tion of property rights, execution of retention and others,

The financial collateral, as a specific type of collawral, is pre-
scribed by the Financial Collateral Act as the transfer registration
of a special kind of pledge of financial insrruments or cash for the
purpose of securing financial obligations, Financial collaterals are
tinancial instruments or cash, while financial instruments are shares
in companies and securities equivalent to them, bonds and other debr
securitics nul.'.ul:'nl:llr.' in the i..".l|'.lit;|| murket, units in =.|nt.it'rl:|k|'ugﬂ for
callective investment in transferable securities, money market instru-
ments, other book entry securities negotiable in the capital marker,
which give the right to acquire shares, bonds or other securities that
give the right to a financial claim, derivarives, as well as all other
fights arising from the mentioned financial instruments, excluding
promissory notes and cheques.
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2 Porfoction and priority
How is & socurily Intarest in oach type of collateral perected and how
I its priority establishod? Are any fees, tixes of other eharges payable
tor perrfect b aocurily intoroal and, i so, are thero |lawlul technlgues
Lo minimise them? May o corporate antity, in the capacity of agent or
trustes, hold collateral on behall of the project lenders o (he socurd
party?

The rules on perfection of collateral and its priority establishment
defer, depending on the type of collareral in question and are as
follows:

& real estate = security interest is perfecred by its registration with
the Land Registey, In connection with this type of perfection,
there i a specific principle called the *principle of trust in land
registry entries’, which provides thar everyone interested in par-
ticular veal estate can rely on the facts from the Land Registry;

= movables = perfection of the security over boats and aeroplanes
is regulated in a similar manner as over real estate, namely, by
registration with the relevant repIstries in which nwnur:ihl']'.l titles
are recorded, Therefore, for these types of movables it is possible
to rely on the principle of tust in the registey entries, For ather
types of movables the security rights can be also registered in
the Register of Judicial and Nowary Public Secured Claims held
by the Finaneial Agency, However, such registeation is not the
condition for perfection of securiry over movables bur merely
serves a8 a form of extea security for the ereditor when determin-
i, the priority right. Bank accounts, on the other hand, are not
considered ns movables on which a pledge can be registered and,
therefore, it s |Ii|.',h|y L|ut:ﬁlim|:|l‘r|t' whether and how ‘.it.'t.‘\ll‘ii}" o
bink accounts is perfected and established, and moreover, how
it can be enforced; and

= securities — collateral on non-materialised securities is perfected
by registration with the Cenrral Depository and Clearing Agency,
as prescribed by the Securities Market Act,

For securities that are perfecred by registration, the priority right is
determined by the time of submission of applications for the registia-
tion of security. In cases of security for which the registration 15 not a
precondition of is perfection, there is a risk of establishing priority
l'ij,(.hl. To avoid or at least minimise the |'|.'¢|-'.. creditors also tend 1o
register their security vights over movables with relevant registrics,

There are no specific fees, taxes or other charges necessary for
the perfection of seeurity interest, Mevertheless, competent registries
would condition finalisation of registration with payment of court
and adminisrearive fees within the |&|'nc¢;q;r.|ing-a for registration of
SECUTILY,
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I Exlating liens
Heow can o oreditor aesure (taell as to the absenoe of llons with priarity
ta tha eroditors len?

In determining the priovity right to the erediton’s security for seeuri-
ties in which perfection is conditioned with registration in specific
registries, the ‘principle of trust in registry entries” applies,

For securities over movables (except boats and aireraft), although
it is not necessary to register the acquired rights with the Registry
of Judicial and Motary Public Secured Claims held by the Finan-
cial Ageney for purposes of their perfection, the ereditors’ risk of
determining priority right is minimised with respecrive registration,
However, even in such situations there 15 no absolute assiance as o
the absence of other non-registered liens over movables,

4  Enforcement of coliatoral

Outside the context of o bankruptey proceoding, what steps should a
project lendar take 1o anforce its rights as o secured parly over the
collataral?

Outside the context of a bankruptey proceeding, a project lender
may enforee its rights as a secured party over the collateral through
the enforcement |1lrm'r.'t.'c|inj;. Tlhis Prowess s I'I.'P,u|'.l reeil 'l'-y the Enforce-
ment Act. A secured party may enforce its right either through the
process by a notary public or through the court. Also, a period of
enforcement may be shortened by agrecing in the loan agreement on
the enforcement clavse that Brants o the secured creditor the r'u.'.ht
to initiate immediate enforcement procedure upon determination of
the debtor's defaule by the notary (for that, the agreement must be
execured in the form of a norarial deed). On the basis of o document
that serves as a proof of debt and iz not direetly enforceable (eg, a
bill or excerpt from the accounts book), a ereditor can mitate the
enforcement procedure with a notary public, After the notary passes
a resolution on enforcement and it becoines ﬁﬂ'.'||, acreditor ma ¥ seid
the resolution ro the Financial Agency and the employer of the debtor
or initiate a court auction of the debror's movables or real estare
{depending on the available debror’s assers) and demand a seizure,
O the basis of the document thar serves as a pri sof of debit and 15
divectly enforeeable, a ereditor can initiate proceedings ar the courr
with the same result as the proceedings imtated in front of the notary
public, except in specific cases when the enforceable deed would
be directly enforced outside notarial or judicial proceedings (e, a
debenture nore enforced directly over the debror's aceounts or, in the
case of collateral, over non-materialised shares or other securiries),

5 Bankruptoy procesding
How does o bunkruptoy procesding in respoct of tho projact company
affact the ability of o project lender o enforce its rghts as a seoured
party over the collataral? Are there any proforence poriods, cliwbaek
fights or other praferentinl oreditars’ ights (o, tax debts, employeos’
claima) with respect 1o tho collateral? What entities are excludad from
bankruploy procosdings and what legislation applios to tham? Whal
proceases other than court procecdings ane avallable 1o selzo the
aunols of the projoct company in on enforcement ?

In the context of bankruptey proceedings mitiated over the security
debror, Croarian legislation prescribes an exclusive jurisdiction of
the Croatian courts, In the case of a claim based on a foreign courr
decision or arbitral award, the rights of the creditor are recognised
in accordance with the condirions for acknowledgement of I'nruign
court rulings,

Within bankruptey proceedings, different rules apply, depend-
ing on the type of security in question, A claim secured by fiduciary
title is treated as a right of asset separation and the asser that rep-
resents such a collateral does not constitute a bankrupt estate and
as o consequence is excluded from the bankruprey proceedings. i
could be coneluded thar a similar starus has financial collareral since
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the Finaneial Collateral Act speaifically excludes the enforcement of
financial collateral from the bankruptey proceedings. On the othey
hand, for example, a elaim secured by hy pothecation or other form
of registered pledge s considered as a right of separate colleetion, but
assets thar vepresent collateral are considered as part of the bank.
rupt estate, I this case, the creditor has a priovity right over other
non=secured claims, as well as the rght of enforcement outside the
bankruprey proceedings,

The |'mu|f.|'upli:y creditors that do not have secured claims {either
though transfer of ownership for security = fiduciary title or regis
tered plecdge) are elassified in paymenr priorities depending on the
type of the claim and could be settled from the bankript estate only
after the secured claims, Afrer the claims of all creditors from the
preceding payment priority are fulfilled, the creditors of a lower pay-
ment priovity may have their claims settled, Within the range of non-
secured claims, the highest prioriry is assigned o the employees of the
Bankrupted company and payment of bankruprey proceedings, cosis
and taxes, while incidental claims (eg, interests) are at the bottom of
the priority seale,

The Bankruptey Act also preseribes unfair preference periods,
As a consequence, the transactions undertaken by the bankrupted
company in such periods would be considered null and void, In gen-
eral, the bankruptey administrator has the authorty o dispure the
transactions undertaken by the company prior o banlk rupIcy, .'ml!it.'r:r
to specific conditions of Bankruptey Act if he or she considers tha
such ransactions distore the equality of creditors in settlement of
their claims or in any way place specific ereditor in a preferential
position against the bankrupt company’s other creditors,

According o the Bankruprey Act, bankruptey proceedings cannot
be conducted against the Republic of Croaria, funds financed from
the state budget, pension, social or health Tunds or municipalities,

6 Forolgn exchango
Wil are Whe reatiletions, contiols, Toes, taxes of olhar chirfes on
forelpn currency exchange?

According to the Foreign Exchange Act and the Decision of the

Croatian Mational Bank on |".:y|1l|:nl:|. i |'\UI'<:I'|.',TI [.':r.lt'l'cl'll.‘)’ in the

Country, payments made in foreign currency under the eredit arrange-

ments berween domestie and foreign entiries are allowed, There are

cxceptions for payments i foreign currency between domestic and

ﬁu'trign enrities, where such payments are not allowed. Those excep-

tons are;

= purchase of real estate in the territory of Croatiyg

= purchase of share interests in Croatian limirted liability
COmpanics;

s purchase of shares in investment funds regulated under Croatian
laww; aiid

¢ purchase of securities listed on the Croatian stock exchange oF
issued in Croaria, except for securities issued in Croatia but listed
abraad,

In our view, this would nor prevent a banlk from Eranting financ-
ing in the form of a loan toa buyer in foreign corrency, However,
ownership-based financing (eg, transfer or retention of title) could be
affecred by this provision, Mo raxes or stamp duties on fnrm'gn losans
for which a foreign bank would be hable m Croatia apply,

7 Remittances .
What are the restrictions, controls, fees and taxes on remitiances of
invaatment rlurna or paymenta of principal, interoat of premiumsa on

lpans or bonds to partios in othor jurisdictions?

There are no 5|1teciI'iL: restrictions, controls and fees on remittances
of investment returns (dividends and capiral) or payments of prin-
cipal, nterest or premiums on loans or bonds to parties in other
jurisdictions. However, 1 new amendment 1o the Act on Company
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Ineome Tax has introduced some changes regarding the txation of
diviclcl!tl-‘\- These amendments came inte foree on 1 March 2012,
According to the amendments, a withholding tax of 12 per cent has
1o be paid on dividends paid to a non-resident entity, while tax of
15 per cent has to be paid on interest paid 1o a non-resident entity,
It should also be noted thar, due to the fact that there are a grear
pumber of exceptions applicable to non-residents based on bilareral
agreements and EU directives, most non-residents will be excluded
from this taxation or the lower tax rate will apply.

8 Repatrintion
Musl projeat companles repatiate forelgn enrminga? If s, must thoy
e convorled to local currency and whal furthor restrictions oxist over
{hir usa?

Repatriation of foreign earnings is allowed, but not necessary.
According to the Foreign Exchange Act, the transfer of profits from
one country to another is not restricred and may be effecred after all
tax and other strutory obligations in Croatia have been met, The
general rule is that the amount that is left after the corporate income
tax fs paid can be repatriated, Moreover, recently, Croatian legisla-
tion was introduced with the Investment Incentives Act. This act pre-
geribes all sorts of incentives created o originare a ‘ferile ground”® for
foreign investments in Croaria, One of these mcentives 15 related o
corporate ncoie tx, Depending on the amount of capital invesred
in Croarin, o company may gain the right o the lower iy eate, The
h'lghi'l' the amount is, the lower the tax rate becomes, Therefore, not
only 15 the rule for repatrintion fairly liberal, but the provisions of the
specific act are in favour of the non-resident company,

Addiionally, it is important to underline the possibility of rrans-
ferring the profit through the company’s foreign currency account
that is held at one of the authorised local banks, This is possible in the
cage of o company with profits that are to be rransferred and thar has
its own foreign currency income from exports of goods or services.

8  Offshors and forelgn currency ncoounts

May project campanios aatablish and maintain forsign ourrency
necounts in other jurisdictions and locally?

Since 2011, in line with the decision of the Croatian National Bank,
domestic entities are able to open bank accounts abroad without
prior approval of the central bank and, additionally, foreign project
companies may also open and maintain foreign currency accounts
n Craatia,

10 Forolgn inveatmant and awnership restrictions
What restrictions, fees and tazes oxist on forelgn investmant in or
ownarahip of a prajoct and related companies? Do the restictions
o apply to forelgn investors or creditors in the avent of foreciosure
on tha projeet and rolated companios? Aro thers any bilataral
Investmaent trentles with koy nation states or othar Inteinational
Treaties that may afford rellel Tram auch reatrictions? Wauld such
activities requing rogistration with any government authority?

As a general rule, there are no restrictions on foreign investment in
a project. However, for purposes of setting up a project or acquiring
the U\‘l'lh‘l'hllip over project and pl.'rl'nrmin!.', business acriviries on
permanent basis in Croatia, a foreign investor would have to set
up ar least a domestic branch office or subsidiary. According to the
Companies Act, if a foreign person establishes a company in Croatia,
the coimipany is considered ro be a domestic legal entity and it may
aequire rights and undertake the obligations in the same manner as
any other domestic entity,

According to information provided by the Croatan Mational
Bank, up to 2011, Croatia has entered into 59 bilateral treaties for
the protegrion and promotion of investments and 50 bilareral rrearies
i double txarion avoidance with Austria, Germany and France, as
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the hi].'.gt.':.'r toreign invesrors in Croatia, as well as with other coun-
tries within and outside the region.

i1 Decumentation formalities
Muat any of tho finanging or project documants bo registersd o
filad with any governmant autharity ar atherwise comply with lagal
formalitias 10 ba valld or enforoeable?

Whether financing or project documents would have to be registered
or filed with any government authority or otherwise comply with
legal formalities to be valid or enforceable would, primarily, depend
on the type of specific transaction or project in question. The project
documents issued abroad that would serve as the basis for registra-
tion with government authorities in Croatia would have 1o be nota-
I'I!ft‘tl and apostillated, For purposes of confirmation of the validity
of public documents issued abroad (unless otherwise provided by
bilateral or multilateral treaties), they should be apostilled in accord-
ance with the laws of the country of issue.

12 Govornmaont u_pp_ruunll

Whal governmant approvals ore iegulied for typical projoct linance
transactiona? Whiat fees and othor chargos apply?

The loans or eredits and collaterals granted by the stare are subjeet 1o
the approval of the Ministry of Finance or the government in accord-
ance with the applicable legal provisions, In the case of requirement
of approval by the corporate bodies and, similarly, approval of
the competent state body, the approvals have to be obtained prior
tor abraining the loan or ssuance of the collateral, In the case of
a need for approvals of the company’s bodies it would depend on
the content of the company’s document in which such an approval
is defined, For example, a provision in the company’s articles may
require the approval (of the supervisory board or the shareholders’
meeting) for each transaction of a certain type or for the value that
exceeds specific amount,

In the case of loans and collaterals piven |Iy the state, the pproval
is granted for a specihe project and, at the same time, up to the means
provided for that purpose in the budger (specifically determined by
the law on execution of the state budget for each year), The govern-
ment passes the decision on issuance of stare guarantees, State g
antees and sureties have to be approved by the government (upon
proposal of the Ministry of Finance) and the Minisiry of Finance
takes part i the negotiations for the loans for which the state will
provide guarantees,

13 Forelgn insuranoe
Whal restrictions, fees and taxes exist on Insurance policion
over project nssets provided or guastantosd by foraign insuranos
companios? May such policies be payable o forelgn aeciined
craditors?

There are no restrictions, fees and taxes existing on insurance policies
over project assets provided or guaranteed by foreign insurance com-
panies, and policies are payable to foreign secured creditors, How-
ever, for certain types of projects there is an obligation to contract a
local insurance policy,

id4 Forelgn employee restrictions
What restrictions exiat on bringing in foreign workors, technicinng o
exeoutives 1o worl on a projoct?

Subject o the conditions set by the Foreigners Act, it is possible to
abtain a work and residence |~.u,-rm|i|, (WD) for a foreign {'H]l'!lll}'[_‘[‘
in Croaria, However, there are some limitations and restrictions for
employment of foreigners, such as annual quota of permitied foreign
L'|n|'.lEn;'1.'u:i, which is in compliance with the unemplovment rate and
needs of the marker, An RWP is issued for a maximum period of a
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year and can be extended for another year. Apart from employees
within the quota, there are some groups of employees that can be
employed regardless of the annual quota, for example, key person-
nel (directors, procurators and similar) and internally transferred
emplovees from within the group. It should also be mentioned that
the criteria for non-EU key personnel working bevond the annual
gquota are more stringent than for EU nationals,

16 Equipmaent import reatrictions
What reatrictions exiat on the importation of project equipment?

Potential restrictions on importation of project equipment would pri-
|||'.1ri|)' tIL'|'.lr.'III.I on the type of impnrn.'.d goods, In general, the Trade
Act prescribes the rules on limitations on imports in eases of domestic
production being endangered. In the case of an increase of imports
of a certain product o the extent that it endangers or threatens 1o
endanger domestic production, the Croatian government is entitled
to impose restrictions, such as a decrease of the import volume of
such a product or an increase of customs duties or both, On the
other hand the Investment Incentives Act excludes the nl)ligntinn
of customs payment for certain type of products il such products
represent an investment, These produces are listed in chaprers 84 1o
90 iiv the Customs TarifT {eg, mechanical equipment, necessary parts
for vehicles, other transport devices, erc),

16 Natlonallantion and expropriation
What lmws oxial rogarding the nationalisation or expropriation of
project companies and assets? Are any forms of investment specially
protected?

Croatian legislation recognises expropriation, however, only o a lim-
ited extent, According to the Expropriation Act, real estate can be
expropriated only in favour of Croatia when it is of national interest
and i the case that the new utilisntion of the real estare has a greater
benefit than that pained before the expropriation, In the ease where
the real estare is expropriated, a prior owner will, in return, receive
a new real estate of approximately the same value and in the same
aren of, in the case where that is not possible, an amount equivalent
tor the market value of real estate.

17 Fiscal trentment of forelgn Investment
What tax incentives or other incentives are provided prafarontially
1o fareigh investors of eroditars? What taxes apply to foralgn
Invostments, loans, morigages or other securlty documents, elther for
the purposes of effectiveneas or egistration?

As a general rule, a foreign entity gaining a certain type of profir in
Crontin must pay withholding rax, Profic includes interest, However,
withhalding rax shall not be paid on interest paid on commadity
loans for the purchase of gouds used for the carrying our of a tax-
payer’s business acriviry, on loans granted by a non-resident bank or
other financial institution and 1o holders ul'!.',uvm'nluun'r OF COFpOrae
bonds, who are non-resident legal persons,

Foreign investors may also be obliged o pay income tax. How-
ever, due to the fact that Croatia has bilateral agreements with 50
countries, pityment of this particular tax is subject ro the pr Wislons
of these agreements, The nvestment Incentives Act has, however, set
a list of tax benefits provided for investors investing in rural areas,
Following the provisions of this act, the company income tax rate, in
somie cases (large investments on long period of time), can decrease
B0 zero per cent,
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18 Government authoritios
What are the relovant governmaent agencies of departments with
authority ovar projects in the typleal project sectora? What ia the
nature and extent of their authority? What is the history of stoto
ownorahip in thoso seators?

Authority over the typical project sectors (e, ofl and gas, mineral

extracrion, telecommunications, etc) is given either to the competent

ministry o to one of the agencies thar are serving as legal entitles

with the public authority, Seme of these agencies are:

= the Croatian Energy Regulatory Agency = the agency with the
authority in energy secror

¢ the Agency for the Protection of Environment - the authority in
minerals L'Nlr:ltll'un;

= Croatian Waters = the institution supervising water rreatment:
and

o the Croatian Agency for Post and Electronic Telecommunica-
tions = the agency with supervision over the relecomimunications
SECTON,

a‘\l'h'll'l‘ from Croatian W‘.'.lrl'ﬂ. which is an ilmll'tut'mm all of the above
mentioned ageneies are legal entities with public authoriry, directly
responsible to the Croatian Parliament,

The history of state ownership in these important sectors is
Win\lt'];.' different. Some sectors remained stare-owned (e, HEP o,
= the provider of electricity), while some were partially privatised (cg,
IMA e, < an oil and gas company) or fully privavised (eg, FIT d.d,
= the telecommunications provider),

19 Interintional arbitration
How are international arbitration contractual provisions and awards
rocopnisod by local courts? |s the jurlsdiction a membaer of the ICSID
Convantion or other prominent dispute mselulion comvontions? Ars
any typas of disputes nol arbitrable? Are any types of disputes subject
o automatic domestio arbltration?

It is possible and advisable o agree wo arbiteation, subject o arbi-
teabition requirements and practical concerns thar may, in some
cases, regquire or suggest thae the parties should go to regular couris,
Flowever, a foreign arbitration may not be agreed upon between two
domestic entities. Also, there is no automaric arbitration,

Croatia is a contiacting party 1o the United Nations Convention
on Recognition and Enforcement of Foreign Arbitral Awards (the
Mew York Convention) of 1958, Croaria has adopred both the com-
mercial and reciprocity reservations of the Mew York Convention,
Thus, arbiteal awards rendered in commercial marrers o a conrracts
ing party to the New York Convention are, in general, capable of
being recognised and enforced in the Republic of Croatia under the
conditions laid down in the New York Convention,

20 Applicable law

Which jurisdiction's law typieally govorns projoct agreoments? Which
Juriadiction's law typloally governs financing agreements? Which
mialters are governed by domestic lnw?

When it comes to the law governing project agreements, it is a rule
thar il PHies Ty agree on the relevant lnw. In pracrice, it will usually
be the law of the lender,

Croatian courts have exclusive jurisdiction for dispures regard-
ing proprictary rights (and some other rights) over real properry.
Consequently, security agreements conceriing real property situated
in the Republic of Croatia are governed by Croation law and subject
to the jurisdiction of Croatinn courts (or Croatian arbiteal eibunals).
Judgments of foreign courts may be enforced in Croatia subject to
the fulfilment of conditions for the recognition and enforcement of
the foreign judgment.
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wWhere nancial instruments are in the form of book entry seco
rities, the law of the country where the register, namely, where the
account with the authorised institution 15 situated o which those
financial instruments are registered, shall exclusively apply to the
financial collateral agreements in respeet of the legal nature and pro-
prietary effects, procedural requests and forms for conclusion and
realisation of the financial collateral agreements, as well as in marrers
concerning the impact of potentially existing rights of third parties
aver those financial inseruments (the Financial Collateral Act),

21 Jurisdiotion and walver of immunity
|w @i subimission oo femign jurisdiction and o waiver of immanity
gifective and enforceable’

According to the Conflict of Laws Act, submission to a foreign juris-
diction is effective and agreeable if one of the parties s a loreign
patural peisan or legal entity, except in cases of exclusive jurisdiction
of the Croatian courts, Also, a decision of a foreign court is equal to
one brought in front of a Croatian court in the case of the Croatian
court aceepting it within the recognition procedure,

22 Titla to natural resourcos
Who has title Lo natural resourcos? What rights may private parlios
acquire to these resouroes and what obligations does the holder
have? May foreign parties acquire such Aghta?

The state has the title to natural resources, however, private partics
iy abrain a concession on extraction of these resources. lssuance
of concessions 15 strictly supervised by the authorised stte bodies
or apencies with public authorities, Therefore, n private party may
abtain the vight to exploin these resonrees tor consideration, Foreigi
parties may also obiain such |'ig,||t:i il Ilu.')' follow the conditions nec-
essary for o non-resident to perform business in Croatia,

23 Royaitios on the extraction of natural resourcos
What royaltion and tages aro payable on tho oxtraction of natural
resourcss, and are they mvenus or profitbasad?

Extraction of natural resources is not subject to specialised raxes and
rovaltes, This falls under the provision of Company Income Tax Act,
as a mine, oil and gas well, quarry or any other place of extraction of
natural resources is also considered as a business unit of a COMpany.
Therefore, companies that are extracting natueal products are subject
to mcome tax, Due ro the facr thar different stare agencies are respon-
sible for issuance of permits of business within the natural resources
sector, obtaining these permits is subject to the payment of different
fees regulated by specialised ariffs (e, the tariff for permission for
provision of natural gas).

24 Export of natural resources

What restrictions, lees of thxes axiat on the export of natural
FERGLNGART

Duie to the fact that Croatia is seeking to gain wider relevance as an
export country, rules providing the export of natural resources are
fairly market-oriented and liberal. For example, every three years,
the Croatian government provides the Natonal Straregy on Energy
Development, This strategy supports export-oriented politics over
energy in Croatin, However, the energy sector i Croatia s strictly
supervised by the public bodies, As far ns export goes, Croaria
exports only a limited amount of products and mostly to neighbour-
g countries (almost o quarter of the country’s exports are to Bosni
and Herzegovina) and there are no particular restrictions thar are
liifftrl'l‘i\l tor those for local t':\h.'r]‘n‘ihl:\. |".‘.r|.'|'5' |‘n‘.~.-'~ni|'1‘r|t‘ EXporer has
to fulfil the export customs declaration. For this submission, one has
to pay an administrarive and cosroms fee,

wWww attingthadaealthrougEh. com

25 Environmental, health and safoty lnws

Whit lawa or rofulations apply to typloal project sectors? What
rogulatory bodies administer those lawa?

There is o wide system of laws and regulations that apply to typical

|'I'|'“ii.‘\.'l' RCCTON's, for ux'.u'rlph':

¢ the Mature Protection Act, OG 139/08;

= the Agricultural Land Acr, OG 152/08;

= he Waters Act, OG 153/09;

*  the Electronic Media Act, OG;

#  the Act on the Amendments 1o the Waste Act, OG 87/09,

= the Acton the Gas Market, OG 83/04,

= the Act on the Production, Distribution and Supply of Thermal
Energy, OG 20/10;

= the Unlities Act, OG 7909;

the Railways Act, OG 75/09;

the Mining Act, OG 75/09; and

the Public Roads Acr, OG 153/09,

These laws are administered with a number of bodies. Principally,
there are sectors in particular ministries that regulare and monitor
the implementation of these laws, Also, much authority i given to
local bodies that are dealing with the implementation of laws in their
aren, However, the specialised, statesfounded companies thar are in
charge of particular areas of mterest should alsoe be mentioned. A
managerinl board of these companies is elected by the Croatian gov-
crnment, In general, these companies are widely under the contral
of the state and even though they are organised as legal entities in
the private sector, most of their features are similar to those in public
administration bodies,

26 Project companies
What are the principal business atructures of projact companies?
Whant s the prineipal aourcos of linancing avallable 1o prajest
UUHTFH"“'.TH?

Capital projecrs are mainly financed through bank loans, Quire
often, when there is a L'.'I}'Plllill |:hl'trit1.'l of preat value, a Broup of first-
class banks provide a syndicated loan, In recent years, some capital
projects (eg, the building of schools) were linanced through the PPP
made,

In Mpucific sectors (eg, the energy secror), there are specialised
funds established for the promotion and fmaneing of such industries
{ep, the Envirconmental Protection and Energy Efficiency Fund),

In recent years, European Union presaccession funds have been
available ag a source of fnancing,

ta partnership leglsiation
Has FRP.enabling legislation been enncted and, if so, at what lovel of
govarnmant and I8 the legislation industry-apoeific?

From 2009, the main act that has regulated the area of public-private
partnership in the Republic of Croaria is the Public Private Partner-
ship Act, Croatian legislation does not exclude any industry from the
possibility of PP model projects = while the Public Private Parter-
ship Acr is lex generalis, there are a number of acts that regulate the
PPP model in specific areas (eg, the gas marker, warer and agricul-
ture). Also, as a future member of the EU, in 2010 Croatia success-
fully finalised negotiations on chaprer 5 = Public Procurement with
the EU and harmonised its PPP legislation with EU rules,

The main regulatory bady for PPP projects is the Agency for
Public Private Parmership, which is a legal entity with public author-
il;' anel serves as the central nulhu#’ii)' for :\".rnhmring, a |‘-‘]H'IWiI‘I4', aniel
monitoring the implementation of PP projects, organising and keep-
ingg the register of PP contracts, applying the best international prac.
tiees and establishing a system of rraining in the field of PPT,
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Upddate and tronds

In 2013, Croatis will becomes a member of the European Unlon
and fully adopt the markel practice establishad in the EU,
Consequently, new opportunities will arlse for foraign investors,
Since 2001 and entering into the Stabilisation and Association
Agreomaent with the EU, Croatia has made o graat effort to fullll
EU requiremants as waoll aa 1o harmoniae with EU legisiation, At
present, now that the accession porlod has almost olapsed, it can
be confirmed that Croatia is in complinnee with EU standards and
business practices. Nevertheloss, dus to the on-golng sconomic
crigia, It is expectad that the period of joining the EU will not be
anny. Croatia s still struggling with slow public administration

and o judicial syatem that directly influences interest for forelgn
investmaent. To ciroumvent such o trend the Croatian governmant
Ia continually aseking better and more practicable appronches thist
ure acoeptable for o positive business anvirenment,

In the preparation and implementation of PPP projects, the
Apeney for Public Privare Parmnership has a key vole with the Minis-
try of Finance, which grants approval for PPP projects regarding their
compliance with budger projections and plans, fiscal risks and con-
straints regulated by special regulations, as well as the financial and
fiscal sustainability of the project proposal. In 2012, the preparatory
and advisory component in the implementation of a PPP project was
given to the newly founded Centre for Momtoring Business Activitics
in the Energy Sector and Investments,

28 PPP - limitations

Whal, if any, aro tho practical and logal limitations on PPP
transactions?

The main drawback of PPP is thar the choice of a private parter
15 subject 1o ||'|'.u’u.|.'|tu|'y |'.III.|'.lIiL' procurement ]‘.u'm.‘l:dur'u in accord-
ance with the Public Procurement Act and the specific PPP project
can be proposed only by the public parmer Also, the duration of
a PP project model is limited i tme (between five and 40 years),
According to the newly-passed Private Partnership Act in July 2012,
the procedure has been simplified 1o some extent, but nevertheless,
it still remaing a complex and tme-consuming process. The Public
Privare Parmership Act recognises two types of PPP projecrs; the
contractual PPP and the PPPASPY model,

Whint have been the most signiliicant PPP iransactions completed o
date in your jurisdiction?

Although the Act on Public Privare Fartnership came into foree in
2009, the model is stll not fully enough recognised, probably due
1o the recent global ceonomic erises, However, there are a few good
examples of its practice, as well as some significant pending projecrs,
Diiving the last thiee vears, 32 schools were either built or renovated
in Varazdin County and the County Palace was renovated with the
FPE model, One big project that is currently in the final phase of
|‘!I'i‘|.‘r.'ll".l.l|'m'| is the renovation and construction of o new terminal at
Zagrel's Pleso Airport, The project of building o new bus terminal
in Rijeka has also been accepred and will be vealised through the
PPP maodel.
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