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LOAN NUMBER 4641 HR

Loan Agreenent

(Structural Adjustment Loan)
bet ween
REPUBLI C OF CROATI A
and

I NTERNATI ONAL  BANK FOR RECONSTRUCTI ON
AND DEVELOPMENT

Dat ed Decenber 5, 2001
LOAN NUMBER 4641 HR
LOAN AGREENENT

ACREEMENT dat ed, Decenber 5, 2001, between the REPUBLI C OF CROATI A (the
Borrower) and the | NTERNATI ONAL BANK FOR RECONSTRUCTI ON AND DEVELOPMENT ('t he Bank).

WHEREAS: (A) the Bank has received a letter dated October 23, 2001 fromthe
Borrower describing a program of actions, objectives and policies designed to achi eve
structural adjustment of the Borrower’s econony (hereinafter called the Program,
declaring the Borrower’s conmtnent to the execution of the Program and requesting
assi stance fromthe Bank in support of the Programduring the execution thereof; and

(B) on the basis, inter alia, of the foregoing, the Bank has decided in
support of the Programto provide such assistance to the Borrower by maki ng the Loan
in two tranches as hereinafter provided;

NOW THEREFORE t he parties hereto hereby agree as follows:

ARTI CLE |
General Conditions; Definitions

Section 1.01. The "General Conditions Applicable to Loan and Guarantee
Agreenents for Single Currency Loans" of the Bank, dated May 30, 1995 (as anended
t hrough Cctober 6, 1999), with nodifications set forth bel ow (the General Conditions)
constitute an integral part of this Agreenent:

(a) Section 2.01, paragraph 18, shall be nodified to read:

"*Project’ means the program referred to in the Preanble to the



Loan Agreenent, in support of which the Loan is nmde.";
(b) Section 4.01 is nodified to read:

"Except as the Bank and the Borrower shall otherw se agree,
withdrawal s fromthe Loan Account shall be made in the currency of the
deposit account specified in Section 2.02 of the Loan Agreenent."

(c) Section 5.01 is nodified to read:

"The Borrower shall be entitled to withdraw the proceeds of the
Loan fromthe Loan Account in accordance with the provisions of the
Loan Agreenent and of these General Conditions.";

(d) The | ast sentence of Section 5.03 is del eted,;
(e) Section 9.07 (c) shall be nodified to read:

"(c) Not later than six nonths after the C osing Date or such
| ater date as nmay be agreed for this purpose between the Borrower and
the Bank, the Borrower shall prepare and furnish to the Bank a report,
of such scope and in such detail as the Bank shall reasonably request,
on the execution of the programreferred to in the Preanble to the Loan
Agreement, the performance by the Borrower and the Bank of their
respective obligations under the Loan Agreenment and the acconpli shnment
of the purposes of the Loan."; and

(f) Section 9.05 is deleted and Sections 9.06, 9.07 (as nodified above), 9.08
and 9.09 are renunbered, respectively, Sections 9.05, 9.06, 9.07 and 9. 08.

Section 1.02. Unless the context otherw se requires, the several terns defined
in the General Conditions and in the Preanble to this Agreenent have the respective
nmeani ngs therein set forth and the follow ng additional terms have the foll ow ng
neani ngs:

(a) "Budget Law' neans the Borrower’'s Budget law (Official Gazette No.
92/ 94);

(b) "Bankruptcy Law' means the Borrower’s |aw on Bankruptcy (O ficial Gazette
Nos. 44/96, 27/99, and 129/00);

(c) "Conpany Law' neans the Borrower’s Conpany law (Official Gazette Nos.
111/93, 34/99, 121/99, and 52/00);

(d) "Deposit Account" means a deposit account referred to in Section 2.02 (b)
of this Agreenent;

(e) "Enpl oynent Law' nmeans the Borrower’s | aw on Enploynment (Oficial Gazette
No. 59/96);

(f) "HEP" neans the Croatian Electricity Conpany established pursuant to the

Law on Electricity of 1990 (O ficial Gazette Nos. 31/90, 47/90, 61/91, 26/93, 78/94);

(9) "HS" neans Hrvatske Sunme, Croatian Forestry Conpany, established pursuant
to the Law on Forests of 1990 (Oficial Gazette No. 41/90);

(h) "Honel and War Veterans" means the war veterans referred to in the |aw on
the Rights of Croatian Hormel and War Veterans and their Family Menbers (O ficial
Gazette Nos. 108/96 and 23/01);

(i) "Househol d Budget Survey" neans the regul ar annual statistical survey
carried out by the Central Bureau of Statistics and defined to the "Program of
Statistical Research in the Republic of Croatia for 2000-2002" (Oficial Gazette No.
66/ 00) ;

(j) "HzZ" neans the Croatian Railways Conpany established pursuant to the Law
on Croatian Railways of 1994 (Oficial Gazette No. 53/94);

(k) "I NA" neans the Croatian Petrol eum Conpany established pursuant to the
Law on Foundation of the Public Enterprise INA - Industry of Gl of 1990 (Oficial
Gazette, Nos. 42/90, 61/91) and reorgani zed pursuant to the Law on Abolishing the Law
on Foundation of INA - Industry of Ol of 1990 (Oficial Gazette No. 60/93);



(1) "I nsurance Conpany" neans the Croatian |Insurance Conpany established
pursuant to the Law on Transform ng of Capital of I|nsurance and Rei nsurance Conpanies
in the Republic of Croatia of 1992 (O ficial Gazette No. 69/92);

"Jadrolinija" nmeans the Croatian Shi ppi ng Conpany engaged i n coast al
liner transportation, established pursuant to the Law on Foundation of the Public
Enterprise Jadrolinija of 1991 (Oficial Cazette No. 27/91);

(n) "Labor Law' neans the Borrower’s |law on Labor (Official Gazette Nos.
38/ 95, 54/95, 65/95, and 17/01);

(0) "Nar odne Novi ne" means the Croatian O ficial Gazette, established
pursuant to the Law on Transformi ng Public Enterprise Narodne Novine p.o. of 1999
(O ficial Gazette No. 128/99);

(p) "National Programfor the Reduction of Poverty" neans the program for the
reduction of poverty which is being prepared by the Mnistry of Labor and Soci al
Wl fare, satisfactory to the Bank;

(q) "Pension | nsurance Contribution Paynent Law' neans the Borrower’s |aw on
Pensi on I nsurance Contribution Payment (Official Gazette No. 127/00);

(r) "Pension Insurance Law' neans the Borrower’s | aw on Pension |nsurance
(O ficial Gazette Nos. 102/98 and 127/00);

(s) "Plovput" means the Croatian Lighthouses Conpany established pursuant to
the Law on Plovput of 1991 (O ficial Gazette No. 73/97);

(t) "Postal Services Conpany" neans the Croatian Postal Service Conmpany
establ i shed pursuant to the Law on Splitting in Croatian Post and Tel ecom Conpany on
Croati an Post Conpany and Croatian Tel econmuni cati on Conpany of 1998 (Oficial Gazette
No. 101/98);

(u) "Protection of Market Conpetition Law' neans the Borrower’s |aw on the
Protection of Market Conpetition (Official Gazette Nos. 48/95, 52/97, and 89/98);

(v) "Regul ar Support Benefits" neans the regular support benefit as defined
in the Law on Social Care (Oficial Gazette, article 15 in No. 73/97 and article 20 in
No. 27/01);

"Takeover Procedure of Joint Stock Conpani es Law' nmeans the Borrower |aw
on Takeover Procedure of Joint Stock Conmpanies (Official Gazette No. 124/97); and

(x) "Tel econmuni cati ons Conpany"” neans the Croati an Tel econmuni cati on Conpany
establ i shed pursuant to the Law on Splitting in Croatian Post and Tel ecom Conpany on
Croatian Post Conpany and Croatian Tel ecommuni cations Conpany of 1998 (Official
Gazette No.101/98).

ARTI CLE ||
The Loan

Section 2.01. The Bank agrees to lend to the Borrower, on the terms and
conditions set forth or referred to in the Loan Agreenment, an anpunt equal to two
hundred and two nmillion Dollars (US$202, 000, 000).

Section 2.02. (a) Subject to the provisions of paragraphs (b), (c) and (d) of
this Section, the Borrower shall be entitled to withdraw the proceeds of the Loan from
the Loan Account in support of the Program

(b) The Borrower shall open, prior to furnishing to the Bank the first
request for withdrawal fromthe Loan Account, and thereafter maintain in its central
bank, a deposit account in Dollars on terms and conditions satisfactory to the Bank.
Al withdrawals fromthe Loan Account shall be deposited by the Bank into such Deposit
account.

(c) The Borrower undertakes that the proceeds of the Loan shall not be used
to finance expenditures excluded pursuant to the provisions of Schedule 1 to this
Agreenent. |If the Bank shall have determined at any tine that any proceeds of the Loan
shal | have been used to nmake a paynent for an expenditure excluded pursuant to the



ovi sions of said Schedule 1, the Borrower shall, pronptly upon notice fromthe Bank,
) deposit into the Deposit Account an amount equal to the ampunt of said paynent, or
1) if the Bank shall so request, refund such anpbunt to the Bank. Anmpunts refunded
th
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t e Bank upon such request shall be credited to the Loan Account for cancell ation.
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(d) No wi t hdrawal shall be nmade fromthe Loan Account after the aggregate of
the proceeds of the Loan withdrawn fromthe Loan Account shall have reached the
equi val ent of $102, 000, 000 unl ess the Bank shall be satisfied, after an exchange of
views as described in Section 3.01 of this Agreenent based on evidence satisfactory to
t he Bank:

(A with the progress achieved by the Borrower in the carrying
out of the Program

(B) that the Borrower’s macroecononic policy framework is
satisfactory, as measured on the basis of indicators agreed
bet ween the Borrower and the Bank; and

(O that the actions described in Schedule 3 to this Agreenent
have been taken.

If, after said exchange of views, the Bank shall have given notice to the
Borrower that the progress achi eved and actions taken are not satisfactory and, within
90 days after such notice, the Borrower shall not have achi eved progress and taken
actions satisfactory to the Bank, then the Bank may, by notice to the Borrower, cancel
the unw t hdrawn anmount of the Loan or any part thereof.

Section 2.03. The Cosing Date shall be March 31, 2003 or such later date as the
Bank shall establish. The Bank shall promptly notify the Borrower of such |ater date.

Section 2.04. The Borrower shall pay to the Bank a fee in an anpunt equal to one
percent (1% of the anpbunt of the Loan. On or pronptly after the Effective Date, the
Bank shall, on behalf of the Borrower, w thdraw fromthe Loan Account and pay to
itself the amount of said fee.

Section 2.05. The Borrower shall pay to the Bank a conmitment charge at the rate
of three-fourths of one percent (3/4 of 1% per annumon the principal anmount of the
Loan not withdrawn fromtinme to time.

Section 2.06. (a) The Borrower shall pay interest on the principal anmount of
the Loan wi thdrawn and outstanding fromtine to tinme, at a rate for each Interest
Period equal to LIBOR Base Rate plus LIBOR Total Spread.

(b) For the purposes of this Section:

(i) "Interest Period" neans the initial period fromand including the
date of this Agreenent to, but excluding, the first Interest

Payment Date occurring thereafter, and after the initial period,

each period fromand including an Interest Paynment Date to, but

excl udi ng the next follow ng Interest Paynent Date.

(ii) "Interest Paynent Date" neans any date specified in Section 2.06
of this Agreenent.

(iii) "LIBOR Base Rate" neans, for each Interest period, the London
i nterbank offered rate for six-nonth deposits in Dollars for val ue
the first day of such Interest Period or, in the case of the
initial Interest Period, for value the Interest Paynent Date
occurring on or next preceding the first day of such Interest
Period, as reasonably determ ned by the Bank and expressed as a
per cent age per annum

(iv) "LI BOR Total Spread" means, for each Interest Period: (A) one
hal f of one percent (1/2 of 1%; (B) minus (or plus) the weighted
average margin, for such Interest Period, below (or above) the
London interbank offered rates, or other reference rates, for
si x-nmonth deposits, in respect of the Bank's outstanding
borrow ngs or portions thereof allocated by the Bank to fund
single currency |oans or portions thereof nade by it that include
the Loan; as reasonably determi ned by the Bank and expressed as a
per cent age per annum



(c) The Bank shall notify the Borrower of LIBOR Base Rate and LIBOR Tota
Spread for each Interest Period, pronptly upon the determination thereof.

(d) Whenever, in light of the changes in nmarket practice affecting the
determi nation of the interest rates referred to in this Section 2.06, the Bank
determines that it is in the interest of its borrowers as a whole and of the Bank to
apply a basis for determining the interest rates applicable to the Loan other than as
provided in said Section, the Bank nay nodify the basis for determ ning the interest
rates applicable to the Loan upon not |less than six (6) nonths’ notice to the Borrower
of the new basis. The basis shall becone effective on the expiry of the notice period
unl ess the Borrower notifies the Bank during said period of its objection thereto, in
whi ch case said nodification shall not apply to the Loan

Section 2.07. Interest and other charges shall be payable sem annually on Apri
15 and Cctober 15 in each year

Section 2.08. The Borrower shall repay the principal anmount of the Loan in
accordance with the anortization schedule set forth in Schedule 2 to this Agreenent.

ARTI CLE 111
Particul ar Covenants

Section 3.01. (a) The Borrower and the Bank shall fromtine to tinme, at the
request of either party, exchange views on the progress achieved in carrying out the
Program and the actions specified in Schedule 3 to this Agreenent.

(b) Prior to each such exchange of views, the Borrower shall furnish to the
Bank for its review and conment a report on the progress achieved in carrying out the
Program in such detail as the Bank shall reasonably request.

(c) Wthout limtation upon the provisions of paragraph (a) of this Section
the Borrower shall exchange views with the Bank on any proposed action to be taken
after the disbursenent of the Loan which would have the effect of materially reversing
the objectives of the Program or any action taken under the Program including any
action specified in Schedule 3 to this Agreenent.

Section 3.02. Upon the Bank’s request, the Borrower shall

(a) have the Deposit Account audited, in accordance with appropriate auditing
principles consistently applied, by independent auditors acceptable to the Bank;

(b) furnish to the Bank as soon as available, but in any case not later than
six nmonths after the date of the Bank’s request for such audit, a certified copy of
the report of such audit by said auditors, of such scope and in such detail as the
Bank shall have reasonably requested; and

(c) furnish to the Bank such other information concerning said Deposit
Account and the audit thereof as the Bank shall have reasonably requested

ARTI CLE IV
Addi ti onal Event of Suspension
Section 4.01. Pursuant to Section 6.02 (p) of the General Conditions, the

followi ng additional event is specified, nanely, that a situation has arisen which
shall make it inmprobable that the Program or a significant part thereof, will be
carried out.

ARTI CLE V

Term nati on

Section 5.01. The date ninety (90) days after the date of this Agreenent is
hereby specified for the purposes of Section 12.04 of the General Conditions.

ARTI CLE VI
Representative of the Borrower; Addresses

Section 6.01. The M nister of Finance of the Borrower is designated as
representative of the Borrower for the purposes of Section 11.03 of the Cenera



Condi ti ons.

Section 6.02. The foll owi ng addresses are specified for the purposes of Section
11.01 of the General Conditions:

For the Borrower:

M nistry of Finance
Kat anei eeva 5

10000 Zagreb
Republic of Croatia

Tel ex: Facsim | e:
862- 21215
862- 28133 385-1-492- 2583

For the Bank:

I nternational Bank for
Reconstruction and Devel opnment

1818 H Street, N W

Washi ngton, D.C. 20433

United States of Anerica

Cabl e address: Tel ex: Facsim | e:
| NTBAFRAD 248423 (MCl) (202) 477- 6391
Washi ngton, D.C 64145 (M)

IN WTNESS WHERECOF, the parties hereto, acting through their duly authorized
representatives, have caused this Agreenent to be signed in their respective nanes in
Zagreb, Republic of Croatia, as of the day and year first above witten.

REPUBLI C OF CROATI A

By /s/ Mato Crkvenac
Aut hori zed Representative

| NTERNATI ONAL BANK FCR
RECONSTRUCTI ON AND DEVELOPMENT

By /s/ Andrew N. VorKkink
Director
South Central Europe Country Unit
Europe and Central Asia

SCHEDULE 1

Excl uded Expenditures

For purposes of Section 2.02 (c) of this Agreenent, the proceeds of the Loan
shall not be used to finance the foll ow ng expenditures:

1. expenditures in the currency of the Borrower or for goods or services supplied
fromthe territory of the Borrower;

2. expendi tures for goods or services supplied under a contract which any national
or international financing institution or agency other than the Bank shall have
financed or agreed to finance, or which the Bank shall have financed or agreed to

fi nance under anot her | oan;

3. expenditures for goods included in the follow ng groups or sub-groups of the
Standard International Trade O assification, Revision 3 (SITC, Rev. 3), published by



the United Nations in Statistical Papers, Series M No. 34/Rev.3 (1986) (the SITC), or
any successor groups or sub-groups under future revisions to the SITC, as designated
by the Bank by notice to the Borrower:

Group Subgr oup Description of Itens

112 -- Al cohol i c beverages

121 -- Tobacco, unmanufactured, tobacco refuse

122 -- Tobacco, manufactured (whether or not
cont ai ni ng tobacco substitutes)

525 -- Radi oactive and associated naterials

667 -- Pearl s, precious and sem precious stones

unwor ked or wor ked

718 718.7 Nucl ear reactors, and parts thereof, fue
el ements (cartridges), nonirradiated for
nucl ear reactors

728 728. 43 Tobacco processing nachi nery

897 897.3 Jewel ry of gold, silver or platinum group
netal s (except watches and watch cases) and
goldsmiths' or silversmths’ wares (including
set gens)

971 -- Gol d, non-nonetary (excluding gold ores and
concentrat es)

4. expenditures for goods intended for a nmilitary or paranmilitary purpose or for
| uxury consunption

5. expendi tures for environnental |y hazardous goods (for purposes of this paragraph
the term"environnental |l y hazardous goods" neans goods, the manufacture, use or inport
of which is prohibited under the laws of the Borrower or international agreenents to
whi ch the Borrower is a party;

6. expenditures (a) in the territories of any country which is not a menber of the
Bank or for goods procured in, or services supplied from such territories or (b) on
account of any paynent to persons or entities, or any inport of goods, if such paynent
or inmport is prohibited by a decision of the United Nations Security Council taken
under Chapter VII of the Charter of the United Nations; and

7. expendi tures under a contract in respect of which the Bank determ nes that
corrupt or fraudulent practices were engaged in by representatives of the Borrower or
of a beneficiary of the Loan during the procurenment or execution of such contract,

wi t hout the Borrower having taken tinely and appropriate action satisfactory to the
Bank to renedy the situation

SCHEDULE 2
Anorti zati on Schedul e

Paynent of Principa

Dat e Paynment Due (expressed in Dollars)*
begi nning on April 15, 2007 10, 100, 000
t hrough Cctober 15, 2016 10, 100, 000

TOTAL 20, 200, 000



* The figures in this colum represent the amount in Dollars to be repaid,
except as provided in Section 4.04 (d) of the CGeneral Conditions.

SCHEDULE 3
Actions Referred to in Section 2.02 (d) of this Agreenent

1. The Borrower has enacted anendnents to the Budget Law and adopted a new Budget
Execution Law for the year 2002, satisfactory to the Bank.

2. The Borrower has |aunched the inplenentation of the action plan, agreed with the
Bank, for reducing of direct subsidies in the Borrower’s econony, through inclusion of
said action plan in the Borrower’s budget for the year 2002

3. The Borrower has: (a) adopted regul ations, satisfactory to the Bank, for revised
price and co-paynment schedul es for pharnaceuticals; (b) initiated inplenentation of

the revised co-paynent schedul es for pharmaceuticals and for selected health services
and (c) reduced exenptions on co-paynents for pharnaceuticals and selected health

servi ces

4, The Borrower has amended the Pension |Insurance Contribution Paynment Law and
adopted a new Heal th Insurance Contribution Payment Law to ensure that non-wage | abor
i ncomes, excluding capital income, are taken into account for the purposes of
calculating t he enpl oyers, enployees, and ot her physical persons’ contributions to
their pension and health plans.

5. The Borrower has enacted anendnents to the Pension Insurance Law, satisfactory
to the Bank.
6. The Borrower has furnished to the Bank satisfactory evidence that, with respect

to the ten (10) public enterprises, i.e. INA HEP, Postal Service Conpany, HZ,

Tel econmuni cati ons Conpany, HS, Narodne Novi ne, Jadrolinija, Plovput, and |nsurance
Conpany: (a) their accounts receivable and payable with respect to all enterprises and
CGovernnent agenci es/institutions accunul ated since Decenber 31, 2001 have been current
under the contract terns; (b) their arrears accumul ated since January 1, 2001, have
been cl eared through appropriate cash nechanisns; and (c) the Borrower’s arrears due
to the above listed enterprises and accunul ated since July 1, 2001, have been cleared
t hr ough appropriate cash nmechani sns.

7. The Borrower has enacted anendnents to the Bankruptcy Law, satisfactory to the
Bank

8. The Borrower has enacted amendnments to the Law on the Protection of Market
Conpetition, satisfactory to the Bank.

9. The Borrower has furnished to the Bank satisfactory evidence on inplenmentation
of new licensing and registration procedures for conpanies, snall- and mediumsize

enterprises, cooperatives, and craftsnen, including the establishment of a new
business licensing entity, satisfactory to the Bank.

10. The Borrower has enacted amendnents to the Conpany Law and the Law on Takeover
Procedure of Joint Stock Conpanies, as well as other relevant |aws, all satisfactory
to the Bank.

11.  The Borrower has subnitted evidence to the Bank on satisfactory progress made in
the inplenentation of a programto reduce adm nistrative barriers for donmestic and



foreign investors, as such program had been agreed with the Bank

12. The Borrower has enacted anendnents, satisfactory to the Bank, to the Labor Law
aimed at pronoting nmarket flexibility.

13. The Borrower has enacted anendnents, satisfactory to the Bank, to the

Enpl oynent Law to: (a) renobve existing restrictions on the delivery of private

enpl oynment services; and (b) adjust the length of service of dismssed enpl oyees
eligible for open-ended unenpl oynent benefits from30 to 35 years for nen, and from 25
to 30 years for wonen

14. The Borrower has submtted to the Bank a National Program for the Reduction of
Poverty approved by the Governnent, satisfactory to the Bank

15. The Borrower has submitted to the Bank a docunment on the nethodol ogy used for
the creation of a nationally representative random sanple for Househol d Budget Survey,
satisfactory to the Bank

16. The Borrower has submitted satisfactory evidence to the Bank that it has
remai ned current with all paynents due on account of Regul ar Support Benefits.

17. The Borrower has submitted to the Bank: (a) satisfactory evidence that adequate
neasures have been taken to harnonize the tax all owances of Honel and War Veterans
(excluding surviving fam |y nenbers of veterans and disabled veterans) with that of
the rest of the population; and (b) an action plan, satisfactory to the Bank for

i mproving the targeting effectiveness of child all owances



