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The beginning of 2010 is showing that the
market is moving again. Thankfully market
perspectives, principles and expectations are

changing for the better.

Croatia witnessed the worst of the real
estate  market developments which
occurred as a result of the changing
economy. After more than 10-years of

undersupply across all real estate sectors,

2009 represented the end of an era of
booming real estate development. This
included a regime of power games played
by domestic market leaders, development
growth with limited plans or market
consideration, corruption, unsustainable
business models - driven by historically
profitable business. Only at the end of
2009 did the Croatian market show itself
to be ready to start learning.

The great lesson of 2009 for the Croatian
economy and real estate industry was the

need to change expectations and behavior.

To work harder than before for lower

financial results and to work towards

longer term and more sustainable results,
raather than seeking short term gains.

The Croatian real estate market and its
stakeholders reached the point where it is
necessary for all developments to have
well thought-out preparations, analysis
and processes in place to deliver a
sustainable and profitable product. Such
developments must also be the result of
dialogue between all stakeholders in the
process: community, planners, developers,
investors, financial institutions, end users,
consultants and, without any doubt, in
consideration of the environment.

And where are we in this process? What is
the role for Colliers?

In all of our future relationships we will
ensure that we actively participate in this
great change with our business partners,
ensuring we help our clients understand
what this means for them. It is our
responsibility to listen more and to hear
more, to understand better and to provide
our clients with more than we are
expected to. Our business sector will be
under a magnifying glass with all
stakeholders searching for consistency,
understanding and well analyzed thoughts.
This mus be providec as advice on where

to invest, what to expect, how to minimize
risk and gain long-term benefits.

Despite a year and a half of consistent and
undesirable business pressure, we are
confident we will be a driver of this
change as we continue to upgrade and
educate stakeholders, acting as a positive
force in the Croatian market and real
estate industry.

We are ready for it and we are looking
forward to see our partners, clients and
friends joining forces with us in making

the most of the great change.

Vedrana Likan
General Manager

Colliers International, Croatia



The crisis we are now facing in Croatia is reflecte  d
In the heavy decline of GDP — most notably in terms of
its depth and potential duration.
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* The economic crisis which began in
2008 made its intense presence felt in
2009. The crisis we are now facing in
Croatia is reflected in the heavy decline of
GDP — most notably in terms of its depth
and potential duration. After a slight
slowdown of GDP growth in 2008 in

relation to 2007, GDP turned negative
throughout 2009 recording a 5.6% decline
in relation to 2008. Although it is very

hard to make any predictions, a slight
recovery of 0,1% is expected in 2010 and
2,4%in 2011.

« Overal industria productior provide: a
very good indication of overall economic
trends. A decline of 8.5% in industrial
production during 2009, relative to 2008,
was primarily a reflection of the gas crisis
and the contraction of domestic and
foreign demand. Moreover, personal
consumption — historically the strongest
generator of the economic activity -
started to decline during 2008 due to high
inflation pressures and the stagnation of
real wages.

» Throughout 2009 personal consumption
decreased by 12.5%, driven by the crisis
in capital markets and a slowdown in
credit activity. Moreover, increased

* While investment activity played an
important role in driving economic growth
in 2008, investments recorded in 2009
show a considerable decrease. A decline
of 10.3% in relation to 2008, placed strong
negative pressure on GDP.

« This was caused by credit tightening, the
considerable decline in construction and the
decision of many small, medium and large
companies not to invest in new technologies
due to current market conditions. This may
prove to be a major setback for future
economic growth in light of impending EU
accession and liberalization of trade in terms
of the overal competitivenes of the
Croatian economy.

« Inflation reached 3.3% in 2009 due to
the increased cost of health services,
energy and food prices.

* Unemployment is still one of the main
issues. Due to a contraction in overall
economic activity unemployment reached
15.2% in 2009 and it is expected to reach
15.7% in 2010.

« External debt in 2009 reached 94.4% of
GDP in relation to 2008 when it was at
80.7%. Such strong growth in external
debt was caused by the activity of
companies, banks and the state on the
foreign financial markets.

* The contraction of both imports and

interest rates, consumer pessimism about exports was substantial in 2009. The

the economic situation and unfavorable
employment trends suggest limited
turnaround in personal consumption in
2010.
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21.8% decrease in exports and 29.1%
decrease in imports eventually led to a
decrease in the trade balance deficit to
16.6% of GDP.

Throughout 2009
personal consumption

decreased by 12.5

Although it is very
hard to make any
predictions, a slight
recovery in GDP of

0.1% is expected in
2010 and 2.4% in
2011.
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The most required office area during 2010 was
the CBD and city centre, especially as it became

more affordable.

SUPPLY

» As of end 2009, modern office stock in
Zagreb comprised around 660,000 sgm
GLA. Despite a large number of
announced projects the year 2009
delivered only 12,000 sgm of new office
space. A larger number of projects were
postponed due to the financial crisis and
problems with obtaining financing.

DEMAND

*The office market for class A office
space registered a lower level of demand
during all of 2009. The demand for office
spaci al reasonabl prices was highel thar
ever before, as the majority of companies
sought ways to reduce costs through
cheaper office space. This has added time
to the decision making process.

« The majority of office requirements were
for the CBD as it became more affordable.
The main types of tenants that drove
demand were financial institutions,
construction, IT, pharmaceutical and
cosmetic companies. However, during the
last couple of years government agencies
started to rent additional office space,
which was not the case in the past.

* Nowadays, companies are willing to take
more time surveying each office space
within the price range they are willing to
pay in order to find suitable office. This
reflects a more cautious approach from
occupiers in their business decisions.

Croatia 2010

VACANCY

* Weakened demand correlated with the
number of sgm delivered during 2009,
which led to an overall vacancy rate of 6%.

RENTS

* Rents registered an average decrease of
10% in 2009 as tenants renegotiated their
contracts. The lower level of demand
determined a change on the market,
transferring the negotiation power from
owners to tenants. Thus landlords are now
willing to offer incentives (a shorter lease
term, lower rents for the first year, rent
free period fit-out allowance etc.) in
order to secure a high rental percentage, as
a novelty.

FORECAST

«In 2010 we expect another 20,000 sqm of
space to be delivered on the Zagreb market.
Although there are many more announced
projects, we have considered only those
office projects where construction has
begun to complete. It remains questionable
as to how many of the buildings will be
completed during the announced period as
a result of financing problems.

* Projected new supply will only add 3%
to modern stock in 2010 and we anticipate
part of the existing vacant space will be
absorbed in 2010. As a result, the vacancy
rate is expected to stay at its current level
or to slightly decrease by year 2011. It is
likely that rents will be subject to a further
decrease of approximately 5%.

Projected new
supply will only add
3% to modern stock
in 2010

Rents registered an
average decrease of 10%
in 2009... It is likely that
rents will be subject to a
further decrease of

approximately 5% in
2010.




Major roads in Croatia
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SUPPLY

* The supply of the industrial land and

warehouse premises is very limited across
Croatia. Most industrial land is offered

around the larger Croatian cities of

Zagreb, Split, Osijek and Rijeka - since

these locations have regional connections
and have the most developed city centers.
Smaller cities recently opened industrial
zones on their city borders in order to

stimulate demand.

«All cities have expanded their
boundaries so existing buildings in city
centers are no longer required as
warehouses or factories. The trend to
move compan' headquarte as well as
production and warehouse facilities to city
frontiers now makes this land suitable for
other purposes such as residential or office
development.

DEMAND

* As the industrial real estate sector in
Croatia is marginally developed, demand
for such projects is largely unsatisfied
offering good business prospects in the
sector. At present, companies that need
such facilities are renovating old buildings
to suit their needs or building new stock
according to their needs and
specifications.

* As Croatia moves toward accession to
the European Union, which is expected in
2012, we anticipate a growth in demand
for this specific sector.

Croatia 2010

RENTAL LEVELS/ SALE PRICES

*Newly constructed facilies and

refurbished older stock tend to provide
ancillary office space alongside warehouse
space. Industrial rents for newly constructed
premises range between 5 and 7
EUR/m2/month while older stock can
achieve between 3 and 6 EUR/m2/month.

* Since the supply of industrial land plots is
limited, prices of land are excessively high
negatively impacting on the viability of
development of industrial premises and their
delivery on the market. Accordingly,
industrial land plot prices around City of
Zagreb range between 30 and 130 EUR/m2
with few exception of more thal 15C
EUR/m2.

FORECAST

«The Croatian geographic location,
development of the local economy and
anticipated accession to the European
Union makes the Croatian industrial real
estate sector a strong prospect for the
future. Croatia has developed a very strong
transport infrastructure, connecting western
EU countries with South East European
countries and has access to ports servicing
the Adriatic. This makes it a very
interesting country for the development of
the industrial sector, most notably for the
development of logistics’ parks.

*The current economic  situation
combined with land values restricts the
delivery of such projects at present but
this will change as the market stabilizes.
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Despite the fact that the economic crisis
impacted the retail market, 2009 saw three new
shopping centers completed in Zagreb.

SUPPLY

« The novelty of the 2009 retail market in

Zagreb was the long awaited opening of
the largest shopping centre in Croatia
located in the Zagreb outskirts - West
Gate, comprising 100,000 sgm GLA.

Two other shopping centers opened in
Zagreb in 2009. One of them is Garden
Mall 26,000m2 GLA large and another is

Cascade 8,000m2 GLA large. As a result,
the total stock of shopping center space in
Zagreb grew to 427,000 sgm.

* Banks took the role of main decision

makers in the majority of planned

projects. Banks have adopted a more
stringent policy when approving project

financing requirin¢c up to 70% preleas.

DEMAND

* The Croatian retail market has attracted
a multitude of international developers
and retail chains in recent years.

« Despite this, the leasing process in 2009
faced a large number of problems as
tenants postponed their expansion. For
this reason a large number of investors
cannot accomplish demanding their
required prelease levels to match
financing requirements and therefore
projects continue to be postponed. This
dynamic is prevalent across the entire
country, not only in Zagreb.

VACANCY RATES

*Vacancy rates in shopping centers in
Zagreb increased by 30% compared to
2008, and now stand at 10% (although this
is low compared to other SEE countries).

6 | Colliers International Real Estate Review | Croatia 2010

*High street vacancy in Zagreb rate stayed
at ca. 5% in 2009, marginally increasing
above 2008 levels. At the end of 2009,
however, there was a notable reduction in
required space which will lead to a further
rise in vacancy rates in both high street
and shopping centers locations in 2010.

RENTS

» The price range for shopping centers in
Zagreb is now between €15 and €70
sgm/pcm. Larger stores (supermarket and
anchor tenants) range between average €8
and €20 sqm/pcm, while in-line stores
mostly range betweel €25 anc €8C
sgm/pcm. A further decline in rents of
10% is expected in 2010.

FORECAST

* The newest trend in Croatian retail will
include some innovative ‘retailtainment’
development concepts. New developments
will continue to comprise a strong
entertainment segment including cinema,
children's playground, bowling, fithess &
SPA, sports arenas, appealing F&B offers
and thus, creating a third and fourth
generation of shopping centre offer.
Besides this, almost every city that has at
least 20,000 inhabitants continues to prove
interesting for developers where there is
unfulfiled shopping centre demand.
Therefore cities like Varadin, Sisak,
Karlovac, Virovitica and Slavonski Brod
have at least one shopping mall in the
pipeline until 2012.

A further decline in
rents of at least 10%
is expected in 2010.

A notable reduction
in required space will
lead to a further rise
in vacancy rates in
both high street and
shopping centers
locations in 2010.
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Although the demand side is in a much better

negotiating position there are plenty of new buildi

the market which have remained unsold.

SUPPLY

* 2009 was marked by the mass takeover
of entire buildings by the banks which had

provided development funding. This

occurred as a result of investors’ inability

to sell building/ large projects and return

payments on outstanding loans.

«Two years ago, when there was no
indication of the economic crisis,
corporate loans were made available at
relatively cheap rates at a time when the
volume (and price) of residential
transactions was much higher than it is
today. The decrease in transaction volume
is ca. 60% of 2008 levels. Residential real
estat: prices have decrease in the pas
two years by around 10%. When
combined with the increasing cost of
finance, this has caused a significant
decrease in the volume of new supply.

DEMAND

* As there are plenty of new apartments on
the market which have remained unsold,
not only buyers have more options to
choose, but they are now in a better
negotiation position. Current market
conditions allow buyers to be more careful
and specific in their purchasing procedure.

« During the purchase process key criteria
such as the location of the property, the
quality of the apartment and building
arrangement/architecture, access to local
infrastructure  (kindergartens,  schools,
public lighting, greenery, etc) as well as
public transport are now far more
considered in the decision making process.
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PRICES

* Current asking prices are still too high
for sales movement in the residential
market across all of Croatia. During 2009
the highest prices were in the Dubrovnik
area where the average asking price was
€3,270 sgm. The average asking price in
Zagreb was €1,929 sgm.

« When comparing average asking price in

Zagreb in 2009 with the previous year, a

decrease of 6% is noticeable. According to
recent analysis and market knowledge
achieved prices decreased by 20% to 30%
toward the end of the year. This is a sign

that we are starting to see some realistic
price expectation in the secto.

FORECAST

 Although achieved prices for residential
units decreased by 20% in 2009, in
comparison to the previous year, a further
differentiation in price is still expected.

We will see greater differentiation of
prices according to the location and
micro-location of individual real estate
products as a new trend across Croatia.

*We believe that residential units in
attractive locations, high quality buildings
or functionally distributed residences will
maintain prices at current levels while
other properties will have to decrease
prices in order to find buyers.

ngs on

The newest trend in
the Zagreb market is
the rental of unsold
new apartments.

According to recent
analysis and market
knowledge achieved
prices decreased by
20% to 30% toward
the end of the year.



CROATIA

32 Andrije Hebranga Street
10000 Zagreb

Croatia

Phone: +385 1 4886 280

Fax: +385 1 4886 290
ivana.mihaljevic@colliers.com
www.colliers.com

This report has been prepared by Colliers International for advertising and general information only. Colliers
International makes no guarantees, representations or warranties of any kind, express or implied, regarding the
information including, but not limited to, warranties of content, accuracy and reliability. Any interested party should
undertake their own inquiries as to the accuracy of the information. Colliers International excludes unequivocally all
inferred or implied terms, conditions and warranties arising out of this document and excludes all liability for loss and
damages arising there from.

This publication is the coovriahted prooertv of Colliers International© 2010. All riahts reserved.



GENERAL

Several changes to the Croatian tax
legislation came into effect in 2009 and
from 1 January 2010. The most
significant changes concern VAT and
the special tax on salaries, pensions
and other income (“Crisis tax”).

As of 1 January 2009 all Croatian
citizens and legal entities have a
personal identification number (PIN).
Legal entities/individuals
registered/born before 1 January 2009
were provided with their new PIN by
mail. Others will be provided with their
PIN upon registration at the
Commercial Court or at the Birth
Registry. From 1 January 2010 all
business documentation and
correspondence (including tax returns)
must include the taxpayer’s PIN.

As of February 2009, EU citizens can
freely buy real estate in Croatia. Other
citizens need to apply for a permission
from the Croatian Ministry of Justice
before they are registered as owners in
the land registry.

CORPORATE PROFIT TAX
Accounting profit, adjusted in
accordance with the provisions of the
Corporate Profit Tax (CPT) Law, is
subject to CPT at the rate of 20%.

Amongst others, the CPT base needs
to be increased for:

* Interest on foreign shareholder loans
(25% or greater direct shareholders
only) where the loan exceeds 4 times
the share capital invested by the
shareholder (“thin capitalization” rule);
* Interest over 9% per annum on loans
provided by a foreign related party
(“excessive interest rate” rule), subject
to the application of international
agreements.

Capital gains are generally included in
income and taxed at the same rate,
including income from the transfer of
shares in Croatian companies. Anti-
avoidance provisions, including
detailed transfer pricing provisions,
exist. There are no group taxation
provisions.

Further, domestic and foreign dividend

income is not subject to CPT (however
special tax applies; please refer to the
special tax section).

Tax losses may be carried forward for

a maximum of 5 years, and no tax loss
carry back provisions exist.

TAX DEPRECIATION RATES

Assets Annual  Maximum
deprec. accelerated
rate (%) annual

deprec.
rate (%) !

Buildings 5 10

Equipment, 25 50

motor vehicles

(other than

personal cars),

intangible assets

Personal cars 2 20 40

IT equipmentand 50 100

mobile phones

Other long-term 10 20

assets

WITHHOLDING TAX

Withholding tax at the rate of 15%
applies to certain payments made to
non-resident legal entities (specified

1 If the same rates are also used for accounting purposes, these rates may be claimed for CPT purposes.
2 If the value of a personal car exceeds the amount of HRK 400,000, depreciation on the amount in excess of HRK 400,000 is non-deductible for CPT purposes.
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interest payments, and payments for
intellectual property rights, market
research, tax advisory, business
advisory and audit services).

The withholding tax rate may be
decreased/eliminated pursuant to an
effective double tax treaty.

No withholding tax is levied on dividend
payments, except for dividend
payments made to individuals out of
profits earned during the period 1
January 2001 until 31 December 2004.

REAL ESTATE TRANSFER TAX
Irrecoverable transfer tax at the rate of
5% applies to the transfer of land.

For buildings constructed before the
VAT law became effective (i.e. before
1 January 1998) transfers are subject
to irrecoverable transfer tax at the rate
of 5%.

For newly constructed buildings (i.e. on
or after 1 January 1998) transfers are
subject to VAT at the rate of 23%.



The subsequent transfer of newly
constructed buildings is subject to
transfer tax at the rate of 5% if the
seller was not able to deduct VAT as a
tax prepayment when the building was
initially purchased by the seller.

Croatian citizens acquiring their first
property as their main residence are
exempt from paying property transfer
tax (but not VAT, if VAT applies), if
certain conditions are met.

Further transfer tax exemptions are
available for the transfer of land or
qualifying buildings located in special
state care areas to both companies
and physical persons, if certain
conditions are met.

VALUE ADDED TAX (“VAT")

The standard VAT rate is 23% and
applies to most products and services.
The VAT rate increased from 22% as
of August 2009.

A reduced VAT rate of 10% applies to:
* Tourist accommodation services and
related agency fees; and

* Newspapers and magazines issued
on a daily and periodical basis, with the
exception of newspapers and
magazines that consist mainly or

entirely of advertisements or whose
main purpose is advertising.

A VAT rate of 0% (input VAT recovery
possible) applies to bread, milk,
educational literature (specified),
certain (specified) medical supplies,
scientific magazines and film projection
services, as well as to exports.

Services are taxable in Croatia if they
are deemed to be supplied in Croatia.
The places of supply rules are similar
to those in the EU. The reverse-charge
mechanism applies to certain services
supplied from abroad.

The registration threshold is taxable
supplies of HRK 85,000 (approximately
EUR 11,600) or more in the previous
year. Entities in Croatia using financial
support from certain pre-accession

EU funds are entitled to obtain
goods/services without being subject
to VAT, if certain conditions are met.

The transfer of newly constructed
buildings is subject to VAT at the rate
of 23%. Individuals generally cannot
recover VAT, however VAT is
recoverable for corporate entities
registered for VAT in Croatia.
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Based on the new VAT law of 1
January 2010, foreign legal entities
may be able to recover VAT, provided
relevant conditions are met.

SPECIAL TAX ON SALARIES,
PENSIONS AND OTHER INCOME
(“CRISIS TAX")

The Croatian government enacted a
new tax, “crisis tax”, as of August 2009,
which is payable on all salaries,
pensions and other income including
dividends received by Croatian tax
residents. As of 1 October 2009, the
crisis tax is also applicable on self-
employmentincome. This tax acts as
a temporary anti-crisis measure, and
should be applicable until the end of
the year 2010 (and February 2010 for
the “crisis tax” on self-employment
income).

For more information on real estate
services in Croatia, please contact:

Paul Suchar , KPMG Croatia doo
Eurotower, lvana Lucica 2a, 10000,
Zagreb

Phone: +385 1 5390 032

Mobile: +385 91 4668 032

E-mail: psuchar@kpmg.com

The following rates of the “crisis tax”
are applied on the following bases:

» 2% on net income from HRK 3,001
to HRK 6,000; and

* 4% on net income from HRK 6,001
and above.



