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Macroeconomic figures in the shadow of
politics and the Agrokor saga

Travel receipts (tourism) In the week behind us the political story came back into focus. Although it seemed
10 that HDZ would not be able to successfully settle a coalition reshuffle and find
. a new ruling majority in the Parliament (after ejecting MOST from the coalition
over a month ago), the HNS Central Committee decided to reject the earlier deci-
s 8 sion and enter into coalition negotiations with HDZ. The new coalition already
=] ; agreed to fill the Government with new ministers (in exchange for support HNS
received two ministries: the Ministry of Construction and Physical Planning and
6 111 the Ministry of Science and Education). Later on Friday the Parliament voted on
5 the new ministers, with 78 out of 151 MPs supporting the “new” Government.
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Although the Government of PM Plenkovic will survive, we obviously have to
Sources: CNB, Economic RESEARCH/RBA grow accustomed to a new political environment in Croatia that could be de-
scribed as political volatility. Still, this would not be a problem if the business
environment was characterized by a strong rule of law. Thus, it is not known how
much and to what extent will the Government stability affect the strengthening of
Gross foreign debt institutions and the implementation of all the crucial reforms needed for sustain-
50 10 able growth, development and smooth business.
48 5
Meanwhile, in Agrokor the Extraordinary Administration was given approval to
5 46 | 0 ,  arrange a new financial agreement in the amount of EUR 480mn, which includes
Z 44 i ' R EUR 80mn from the loan approved to Agrokor by domestic banks in April. On
" | 10 top of this amount, additional EUR 50 mn is foreseen for suppliers specifically, as
a potential trade credit with refinancing. Reportedly, the facility has super-senior
Vols s 0w wowoon’ status and provides a roll-up for another EUR 530 mn of old debt (also to be
ER = raised to senior). The financing was secured at Euribor + 400bp and matures in
B Gross foreign debt : o . .
— Yoy, %, r.hs. July 2018. New financing is supposed to ensure sustenance of ongoing business
Sources: CNB, Economic RESEARCH/RBA operations of Agrokor and its operational companies.

In terms of macroeconomic data, last week was abundant with new releases.

The latest data on foreign trade in March pointed to a slight rise in foreign trade

Public debt (ESA2010) activities. In the period from January to March, foreign trade deficit widened

SOOM 25 to EUR 1.8bn (+3.7%yoy). In the same period, exports growth at 24.6%yoy
250

200

20 compared to import growth of 16.3%yoy resulted in coverage of imports by

15 exports at 64.6% (+4.3pp). Recent tourist figures confirmed the expectations
10%  of another excellent tourist season beginning. According to April preliminary
5 results, both the number of arrivals and the number of overnight stays rose by

150

HRK bn

100
two-digit rates (42% and 53% respectively). This year again tourism will remain

50 0

o " the main driver of healthy economic results, generating additional investments
gec-s 8223222 directed at increasing both capacities and quality. The renown of a safe and

@ ° DR T . . S . . . -
. accessible tourist destination featuring beauties of nature contributes positively

ublic debt

— Annual changes [r.h.s.) to the attractiveness of Croatia, whereas a share of tourist arrivals should be at-
Sources: CNB, Economic RESEARCH/RBA tributed to the instability in the competitive Mediterranean markets of Turkey and

North Africa. Therefore, we estimate that 2017 might exceed even some more
optimistic forecasts and have a multiplicative effect on the rest of the economy,
supporting the rate of economic growth and thus, o a certain extent, neutralize
any possible negative impacts.
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The week behind us also brought data on gross external debt, which declined to
EUR 42bn by the end of February (-5.6%yoy). External vulnerability has contin-
ved to fall since the end of 2015, thanks to deleveraging in all sectors, especially
financial institutions and the government. Similar trends (reduction in gross exter-
nal debt) are expected to continue by the end of the year, so with the economy
growth the share of gross external debt in GDP will confirm the reduction of the
Croatian external vulnerability. In the same observed month total public debt rose
to HRK 288.5bn (+0.7%mom), primarily thanks to two HRK bond issuances (in
total amount of EUR 8.5bn) that surpassed the amount falling due (EUR 5.5bn).
At the same time, the positive frend on annual level continued: in February total
public debt decreased for the twelfth consecutive month (-0.4%yoy).

Finally, the May PPl numbers brought an annual growth rate (+2.3% yoy) thus
confirming the return of (imported) inflationary pressures. The latter will surely be
confirmed by the upcoming CPI figures for May, scheduled for release on Friday.

Turning our attention to the financial markets where movements on the FX market
were the highlight of the week. After EUR/HRK rate breached the psychological
7.40 kuna per euro level on Monday, the CNB decided to maintain its FX inter-
vention aiming at reducing appreciation pressure on the domestic currency by
buying EUR 188mn at average rate of 7.416263. This was the first FX interven-
tion this year, by which the CNB sent the signal where it sees EUR/HRK. Very
soon EUR/HRK market rate moved back below 7.40 levels, which provoked the
CNB to intervene on the FX market once more last week by buying additional
EUR 186mn at an average rate of 7.426582. As we have pointed out already,
the downward pressures on kuna are expected to continue given the beginning
of expected excellent tourist season, robust exports and stronger FCY inflows,
higher demand for HRK loans, and improved fiscal and external position. At the
same time, the uncertainty around Agrokor, i.e. most probably banks’ further
write-offs of Agrokor’s debt, will continue to affect the EUR/HRK path. However,
if the CNB continues with FX interventions in the following period, we see liquid-
ity surplus at alltime highs, which might push Croatian LCY short term rates
even lower. Furthermore, ample liquidity will also affect yields on the HRK bonds
yield curve, where we expect to see a downward trend in the upcoming days.
Regional developments and market sentiment in the CEE countries continued to
influence Croatian Eurobonds, which recorded a further price increase.

Elizabeta Sabolek Resanovié¢
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New financing for Agrokor

Trading comment

Regular shares’ turnover on ZSE amounted to HRK 6 mn on average in a week
behind. Excluding the block transaction with shares of Medora hoteli, the most
traded were shares of Podravka, HRK 4.3 mn in total. CROBEX closed the week
0.7% down with Viadukt being the best performer. On the other hand, the sharp-
est drop was seen by shares of Arena Hospitality Group. Likewise, the index of
construction companies’ shares was the winner among sector indices and the
shares of tourism sector lost the most. Most of the equity indices in the region had
a positive performance on the weekly level headed by ATX.

Company news

Valamar Riviera informed about the purchase of the right to use the Kinderhotels
brand for the Valamar Girandella Maro Resort in Rabac, planned to be opened
in season 2018. The proposed dividends of Kra§ and HUP-Zagreb are set at
HRK 8 and HRK 16, respectively. Duro Pakovi¢ grupa contracted the delivery of
wagons worth HRK 75 mn with the buyer from Luxemburg. The representatives of
pension funds and UCITS holding a total of 26% of shares of Ledo and 2% shares
of Jamnica proposed the extraordinary commissioner to relieve those companies
from guarantees given to Agrokor in order to maximise the the recoverable value
of the Agrokor Group through the sale of an individual asset, company or the
Group. The member companies of Agrokor Group announced on Thursday that
Agrokor has arranged new financing in the amount of EUR 480 mn in which
they participate as guarantors/co-debtors. That amount includes the EUR 80 mn
loan that was provided to Agrokor by Croatian banks in April, while additional
EUR 50 mn is foreseen for suppliers as a potential trade credit with refinancing.
Hence, the total credit amount is EUR 1,060 mn, of which the new credit amounts
to EUR 530 mn, and the remainder is meant to refinance old debt.

In this week
In this week we expect similar trading dynamics on ZSE to continue.

Ana Turudié

Market performance Top/Flop — CROBEX index

Index w % ytd % Value on*  Share lw%  Price on*

9.6.2017 9.6.2017
ATX (AT) 1.47 22.37 3,204 Viadukt 11.81 100
NTX (SEE,CE,EE) 1.35 21.10 1,225 Dalekovod 8.52 22
WIG3O (PL) 1.31 20.25 2,698 Duro Dakovié Grupa 5.70 36
SOFIX (BG) 0.80 15.24 676 Ingra 4.81 5
SASX10 (BH) 0.74 -10.09 621 OT-Optima T. 4.26 4
BUX (HU) 0.69 10.59 35,393 Atlantska Plov. 4.1 405
PX (CZ) 0.30 9.47 1,009 AD Plastik 3.02 170
SBITOP (SI) 0.15 10.39 792 Luka Ploge 2.22 544
BELEX15 (RS) -0.16 0.19 719 Maistra 1.87 293
MICEX (RU) -0.54 -16.17 1,872 Valamar Riviera 0.84 42
CROBEX (HR) -0.73 -7.77 1,840 Petrokemija 0.67 15
BETI (RO) -2.87 20.22 8,518 *as at 16:30 CET.

* as at 16:30 CET Source: ZSE, Economic RESEARCH/RBA

Source: Bloomberg, Economic RESEARCH/RBA
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Share 1w % Price on*
9.6.2017
HT 0.60 175
Podravka 0.00 320
Zagrebacka burza 0.00 16
Atlantic Grupa -0.66 755
Konéar El -1.46 740
Kras -2.00 490
Adris Grupa (P) -2.17 460
Zagrebagka Banka -2.38 45
Uljanik Plovidba -3.85 125
Ericsson NT -7.14 1,198
Arenaturist -10.00 450
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Institutions Act.

Economic Research and Financial Advisory are organizational units of RBA.

Supervisory Authority: Hrvatska agencija za nadzor financijskih usluga, Miramarska 24b, 10000 Zagreb (Croatian Financial Services Supervisory Agency) and Hrvatska narodna
banka, Trg hrvatskih velikana 3, 10002 Zagreb (Croatian National Bank).

This publication is for information purposes only and may not be reproduced, translated, distributed or made available to other persons other than intended users, in whole or in part,
without obtaining prior written permission of RBA on a case to case basis. This document does not constitute any kind of investment advice or a personal recommendation to buy,
hold or sell financial instruments and it is neither an offer nor a solicitation of an offer. This document is not a substitute for any form of a legal document which is required pursuant
to regulations of any state, including the Republic of Croatia, for a primary issue or secondary trading in financial instruments, regardless of whether investors are classified as retail
or professional investors and regardless of whether they are entities or residents of the Republic of Croatia or of any other jurisdiction.

This publication is fundamentally based on generally available information, which we consider to be reliable, but we do not make any representation, warranty or assurance as to
accuracy, completeness or correctness of such information. All analyses contained in this publication are based solely on generally available information and on assumption that
the information is complete, true and accurate, which may not necessarily be the case, and, for the user, they involve risks related to issuer, capital market, general economic and
political environment and prospects. The estimates, projections, recommendations or forecasts of future events and opinions expressed in this publication constitute independent
judgement made by analysts as at the date of publication, unless explicitly otherwise stated. The following sources were material for the preparation of this publication: the Croatian
Bureau of Statistics, the Croatian National Bank, the Government of the Republic of Croatia, the Croatian Employment Service, the Croatian Pension Insurance Institute, the Ministry
of Finance, the Croatian Financial Services Supervisory Agency, the Zagreb Stock Exchange, the Institute of Economics, Bloomberg, Eurostat, the Vienna Institute for International
Economic Studies and other sources which are expressly stated in the analysis.

RBA is under no obligation to keep current the contents of this publication and reserves the right to withdraw or suspend them in whole. The publication of an up-to-date revised
analysis, if any, shall be made at the discretion of analysts and RBA. In case of any modification or suspension of the contents of this publication, RBA shall publish the notice of
modification or suspension, and information regarding the circumstances which lead to the modification or suspension of this publication, in the same manner as this publication,
with a clear reference to the fact that the modification or suspension apply to this publication.

This publication does not purport to be and does not constitute a basis for making any investment decision and all users are advised to seek additional expert advice and information
to the extent they deem necessary, before making any investment decision.

The prices of financial instruments mentioned in this publication are the closing prices available at 16:30 CET on the day which precedes the date of this publication, unless stated
otherwise in the publication.

Investment options discussed in this publication may not be appropriate for certain investors, depending on their specific investment objectives and investment time horizon, and
taking into account their overall financial situation. Investments which are the subject of this publication may vary in price and value. Investors may generate returns which are below
their initial capital investment. Exchange rate changes may adversely affect the investment value. Besides, past performance is not indicative of future results whatsoever. Risks arising
from investment in financial instruments, financial products or investment instruments which are the subject of this publication are not explained in whole or in full detail. Information
is provided “as is” without giving warranties of any kind and may not be deemed to substitute any investment advice. Investors have to make independent decision regarding the
appropriateness of investment in any instruments discussed or mentioned in this document, based on risks and benefits resulting from such instruments, and on their investment stra-
tegy and legal, fiscal and financial position. As this publication is not personal recommendation for investment, neither it and nor any of its components, forms a basis for conclusion
of any kind of deal, contract or commitment whatsoever, nor should it be relied upon or used as an incentive for or in connection with such actions. Investors are advised to seek
specific detailed information and advice from competent certified investment advisors.

RBA, Raiffeisen Bank International AG (“RBI”), and any other company connected with them, including their directors, authorized representatives or employees, and any other
party, do not accept any responsibility of liability arising in any way (whether due to negligence or otherwise) for any damages or losses whatsoever which result from the use of
this publication or its contents or which may otherwise be caused in connection with this publication.

This publication is disseminated to investors who are expected to make independent investment decision and estimates of investment risks, including issuer risk, capital market risk
and risks related to economic and political circumstances and prospects, without placing undue reliance on this publication, and this publication shall not be distributed, reproduced
or published in whole or in part for any purpose, without RBA's permission.

RBA publishes financial instrument valuation and analyses independently or as part of publications which are created and distributed by Raiffeisen Centrobank, Austria (“RCB”) and
Raiffeisen Zentralbank AG, Austria (“RZB") under the name Raiffeisen ISTRAZIVANJA. The analyses may relate to one or more issuers, and to financial instruments issued by them.

Unique criteria for issuance of stock market recommendation (rating) and risk classification are defined as follows:

“Buy”: for stocks which have an expected total return at least 15% (20% for stocks with high volatility risk / 10% for stocks with low volatility risk) and represent the most attractive
stocks among all stocks we analyze and valuate over next 12 months

“Hold": for stocks for which we expect a positive return up to 15% (up to 20% for stocks with high volatility risk / up to 10% for stocks with low volatility risk) over next 12 months.
“Reduce”: expected negative return up to =10% over next 12 months.
“Sell”: for stock with expected negative return by more than ~10% u over next 12 months.

Target prices are based on calculated fair value which is derived by applying relative valuation tools (peer group analysis) or discounted cash flow DCF method. Detailed informa-
tion on specific valuation methods applied is available at: https://www.rcb.at/en/the-bank/business-segments/cr/concept-and-methods/

When publishing the analyses, ratings are determined by applying above mentioned ranges. Temporary deviations from the aforementioned ranges will not automatically result in
the alteration of a recommendation, and the respective recommendation will be placed under review instead.

Opinions concerning Croatian money market rates and price fluctuations of government bonds issued in the Republic of Croatia are based on the analysis of market ratio movements.

This publication is not an offer or a personal recommendation to buy or sell a financial instrument. Information presented here does not constitute a comprehensive analysis of all
material facts related to issuer, industry or financial instrument. This publication may contain expectations and forward-looking representations, which involves risks and uncertain-
ties, however, they are not a warranty or indication of future results whatsoever and are therefore subject to change. Therefore no warranty or representation, whether express or
implied is made and no reliance should be placed on the fairness, accuracy, completeness or truth of information and views provided in this publication.

Overview of Raiffeisen recommendations:

Buy Hold Reduce Sell Suspended Under review
No. of recommendations 0 5 0 0 1 1
% of all recommendations 0% 72% 0% 0% 14% 14%
Investment banking services 0 0 0 0 0 0
% all 1B services 0% 0% 0% 0% 0% 0%

A list of all historic recommendations for stock coverage, local money market rates in the Republic of Croatia, Croatian government bonds issued in the local markets and other
recommendations is available at: http://www.rba.hr/istrazivanja/povijest-preporuka

Please note that RBA, its related companies, employees, executives and other persons who participated in the preparation of this publication, and their related persons, may hold or
trade in financial instruments in excess of 0.5% of the issuer’s equity stake or deal with entities from the industries discussed in this publication. However, by applying confidentiality
protection and conflict of interest prevention measures RBA has ensured to a reasonable extent that this circumstance has not in any way affected anything that is mentioned in this
publication.

RBA is part of RBI Group. RBI is a business investment bank domiciled in Austria. For 25 years RBI has been active in Central and Eastern Europe (CEE region) where it operates a
network of subsidiary banks, leasing companies and numerous other companies which provide financial services in 17 markets. As a result of its position in Austria and CEE, RBI
has established relationship, or expanded them in some cases, with companies in the following industries: oil & gas, technology, energy, real estate, telecommunications, financial
services, core materials, cyclical and non-cyclical consumer goods, healthcare and industry. RBI and/or its related companies executed transactions related to products and services
(including, but not being limited to, investment banking services) with the issuer mentioned in the analysis during the past 12 months. RBI and related companies have set up orga-
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nizational measures which are required from the legal and supervisory point of view, and the implementation of the measures is monitored by the Compliance. Conflicts of interest
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RBA or any related company or any individuals involved in the publication of this document hold significant financial interests in relation to the issuer.

RBA or any related company act as market maker or liquidity provider in the financial instruments of the issuer, where applicable.
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dation, where applicable.
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European Parliament and of the Council as regards the fair presentation of investment recommendations and the disclosure of conflicts of interest has been incorporated into national
law in the Principality of Liechtenstein by the Finanzanalyse-Marktmissbrauchs-Verordnung.

If any term of this Disclaimer is found to be illegal, invalid or unenforceable under any applicable law, such term shall, insofar as it is severable from the remaining terms, be deemed
omitted from this Disclaimer. It shall in no way affect the legality, validity or enforceability of the remaining terms.
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