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First Eurobond after two years

Retail trade, real annual changes More or less, January retail trade and CPI rolled out in line with the expecta-
6 tions. After the average retail trade turnover in 2016 accelerated to 4% yoy
5 and confirmed a positive trend for the third year in a row, the data for January
point to a continuation of favorable trends. According to the first CBS's results,
‘ | the real retail trade growth in January amounted to 2.6%yoy. The solid growth
% 3 = rafe is positively affected by the recently adopted tax reform and stabilization on
2 g H the labour market. The expected subdued inflation and further excellent results in
] 11 1] tourism, paired with effects of the new tax changes, will result in continued posi-
tive retail trade trends this year as well. In line with price developments on the
06 0 © w 0 o o © N world commodity market, the January CPI figure accelerated to 1.4% yoy, thus
-y~ 2 - SN g - confirming that disinflation vanished and the months ahead are expected to bring
Sources: CBS, Economic RESEARCH/RBA a return to the modestly positive inflation rates.
This week focuses on the labour market data that are expected to improve fur-
ther, thus confirming the declining trend in unemployment and the increasing one
Inflation, yoy in wages. Wage growth in January particularly applies to net salary, which pre-
4 dominantly resulted from changes in the taxation of income. February registered
2 b unemployment rate is projected to fall from 15.4% in January to 15.1%.
o) NN F | ” ]
% \‘_/~ 7 /\&r-/vl The ILO figures for 2016 should also confirm the reduction of unemployment. The
4 M \ A release is scheduled for the very end of the week and might deliver the 2016
% In unemployment rate of 12.8%, which is the lowest rate since 2010. All in all, the
figures point to a further households’ consumption growth at the beginning of

________________ the year. However, we assume that less than half of the unemployment reduction

NO—ANWNO—ANWNO—ANWULO—AN . . . . ..
- - - - was driven by job creation, while the remaining share was due to a further con-
= PPI (on domestic market) . . .
—cnl traction of the labour force on account of adverse demographic dynamics and

Sources: CBS, Economic RESEARCH,/RBA net migration outflows. As these trends are expected to continue, reversing the
current trend in the labour force will be one of the main challenges of Croatia in

the years ahead.

Unemployment rate (ILO, avg) In the meantime, the week’s spotlight was on the first Eurobond issuance after
20 2015. So Croatia sold a 3% coupon 10-year EUR 1.25 bn Eurobond. The deal
was launched at 230 bp spread to midswaps translating into a 3.19% yield. In

15 the course of the transaction the initial price guidance was reduced twice — first
down from 260 bp to 240 bp, and then later to the final 230 bp. A strong

10 demand with books closing in excess of EUR 2.75 bn allowed Croatia to sell a
slightly larger amount compared to the initial EUR 1 bn plan. As we anticipated,

3 the new issue attracted a high demand despite the fairly tight pricing conditions.

As we expected, the secondary market saw more than 10 bp spread due to a

¢ 8390 - oo o 8K higher demand for the only long dated paper in Croatian EUR Eurobond seg-

S S IRSRIRIIRR ment. We believe the spread could tighten in future on the back of strengthened
Sources: CBS, Economic RESEARCH/RBA macro policies, thus potentially initiating positive re-rating in 12 =18 months

perspective.

On Friday the S&P Global Ratings has Croatia on its calendar. No change is
expected as reforms must still take place, and implementation will take time. The
S&P already updated the outlook last year, moving it from negative to stable,
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while for a positive outlook the agency would need to see more progress in the
fiscal policy area and sustainable growth policies.

The new Eurobond was also attractive for the local institutional players (first and
foremost for the pension funds). Therefore, it was not surprising to see the selling
activities of the domestic HRK and EUR-linked bonds (2025 and 2020, respec-
tively). As we assume this process of shifting to the Eurobond is nearly finished,
a calm week awaits us.

A relatively quiet week on the domestic FX market was marked by a modest
trading volume and by finally halted HRK appreciation pressures, which have
dominated the scene since the beginning of the year. EUR/HRK ranged between
7.42 and 7.44 kuna per euro. A more pronounced demand for FCY might be
related to the Eurobond issuance and the dividend pay-outs. On the other hand,
the domestic currency will continue to be supported by the healthy surplus in the
balance of payments current account, by reduced fiscal risks, inflow of foreign
currency from tourism, the revival of investment activity, the positive net foreign
position of banks and the growing demand for HRK loans. In the week ahead we
do not expect any significant changes in the foreign exchange market, where the
bulk of trading is expected in the range of 7.41 and 7.43 kuna per euro. With
the approaching Easter period we could see an increased HRK demand thus
putting pressure on the EUR/HRK exchange rate. Still, the CNB will remain com-
mitted to the FX stability but obviously this year will be more focused on curbing
appreciation pressures on the local currency.

As for the money market, we expect to enjoy ample HRK liquidity and low infer-
est rates. Considering that this week no liabilities fall due, the MoF did not an-

nounce their regular T-bill auction.

Zrinka Zivkovi¢ Matijevié

Croatia — main economic indicators

2015 2016e 2017¢ 2018f
Real GDP (% yoy) 1.6 2.9 3.3 2.8
Industrial Production, %, yoy 2.6 5.3 4.5 4.0
Consumer prices (avg, % yoy) -0.5 -1.1 1.9 1.6
ILO unemployment rate (avg, %) 16.3 12.8 12.2 11.2
General budget balance (% of GDP) -3.3 -1.5 -1.9 -2.0
Public debt (% of GDP) 86.7 83.9 82.6 80.6
CA (% of GDP) 5.1 3.1 2.5 2.2
Official FX reserves (EUR bn) 13.7 13.5 13.7 14.0
Gross foreign debt (EUR bn) 45.4 41.7 40.9 41.9
Gross foreign debt (as % of GDP) 103.4 91.4 89.7 84.4
EUR/LCY (avg) 7.61 7.53 7.45 7.46
Source: CNB, CBS, Economic RESEARCH/RBA
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Agrokor in the headlines

Trading comment

Discussions about leverage and liquidity issues in Agrokor dominated in the
headlines in the week behind us. Hence, the regular stock turnover on the ZSE
mounted to HRK 27 mn on average, daily. Likewise, shares of Ledo and Jamnica
were among the top traded shares with a significant price drop on Wednesday
but saw a recovery in the rest of the week. CROBEX was also trending down
for four days but reversed the momentum on Friday thus closing the week down
by 2.2%. Among CROBEX members, shares of Valamar Riviera gained the most
on a high turnover of HRK 18 mn while shares of Ledo and Belje lost the most.
Therefore, all sector indices recorded a negative performance, except for tourism
shares’ index, headed by CROBEXnutris. Shares of Adris attracted the highest
turnover of as much as HRK 36 mn with preferred and common shares and 0.4%
shares changed hands in total. Most of the regional indices closed the week in
green.

Company news

AD Plastik informed about new contracts with PSA Group worth EUR 4.8 mn with
the serial production starting in 2018 and 2019. Also, AO AD Plastik Togliatti
from Russia will be producing parts for Renault worth EUR 4 mn in four years
period starting mid-2018. Tehnika signed a contract as a main builder on recon-
struction of Hotel Split in Split which will have 69 accommodation units compliant
to the 4-star category standards.

In this week

We expect somewhat calmer trading activity and lower regular turnover on the
ZSE in this week. Changes in CROBEX constitution effective on Monday are:
shares of Imperial, Luka Rijeka, Varteks and Tankerska NG will be replaced by
shares of Maistra, Viadukt, Petrokemija, Vupik and Zagrebacka Burza.

Nada Harambasi¢ Nereau

Market performance Top/Flop - CROBEX index
Index 1w % ytd % Value on*  Share lw%  Price on*
17.3.2017 17.3.2017

WIG30 (PL) 4.58 18.48 2,658 Valamar Riviera 4.69 44
NTX (SEE,CE,EE) 2.83 12.83 1,142 Ingra 1.03 5
MICEX (RU) 2.82 -9.10 2,030 Atlantska Plov. 0.95 385
SOFIX (BG) 1.61 8.28 635 Imperial 0.00 815
SBITOP (Sl) 1.05 11.72 802 AD Plastik -0.21 165
PX (CZ) 0.86 6.41 981 Adris Grupa (P) -0.60 495
BETI (RO) 0.76 12.27 7,954 Ericsson NT -0.71 1,400
BELEX15 (RS) 0.62 3.75 744 Arenaturist -0.80 506
ATX (AT) 0.56 8.53 2,842 Varteks -0.87 16
BUX (HU) 0.22 2.49 32,799 Tankerska NG -0.95 80
CROBEX (HR) -2.15 9.14 2,177 Atlantic Grupa -1.52 905
SASX10 (BH) -2.61 -8.88 629 Uljanik Plovidba -1.63 181
*as at 16:30 CET. *asat 16:30 CET.

Source: Bloomberg, Economic RESEARCH/RBA Source: ZSE, Economic RESEARCH/RBA
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Zagrebagka Banka -2.02 65
Konéar El -2.12 830
HT -2.76 180
Luka Rijeka -3.07 47
Luka Ploge -3.28 559
Podravka -3.55 389
OT-Optima T. -3.86 4
Dalekovod -4.09 26
Buro Dakovi¢ Grupa -4.77 45
Kras -5.26 540
Belie 7.5 22
Ledo -14.88 8,000
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Disclaimer

Published by Raiffeisenbank Austria d. d. Magazinska cesta 69, 10000 Zagreb, Hrvatska (“RBA”). RBA is a credit institution and is has been incorporated in keeping with the Credit
Institutions Act.

Economic Research and Financial Advisory are organizational units of RBA.

Supervisory Authority: Hrvatska agencija za nadzor financijskih usluga, Miramarska 24b, 10 000 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 6 1 0 0 0
% of all recommendations 0% 86% 14% 0% 0% 0%
Investment banking services 0 1 0 0 0 0
% all 1B services 0% 29% 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
are subject to application of legal, physical and other restrictions (referred to collectively as the Chinese Walls), the purpose of which is to contain the flow of information between
business lines/organizational units within RBI, RBA, RCB, RZB and other group members. So for instance, Investment Banking, which comprises corporate funding activities through
capital markets is separated by physical and other barriers from the front office and from research and analysis units.

Potential conflicts of interest listed below will apply to financial instruments discussed in the analysis if their respective numbers are indicated at the end of the chapter:

. RBA or any related company or any private individual involved in the publication of this document hold shareholdings exceeding 0.5% of the total issued share capital in the
issuer.

Issuer holds shareholdings exceeding 5% of the total issued share capital RBA or any related company.
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.

ooa woN

. RBA or any related company has been lead manager or co-lead manager over the previous 12 months of any publicly disclosed offer of financial instruments of the issuer, in
terms of underwriting the offer or sale of financial instruments of the issuer with or without repurchase, where applicable.

o

RBA or any related company is party to any other agreement with the issuer relating to the provision of investment banking services, provided that this would not entail the
disclosure of any confidential commercial information and that the agreement has been in effect over the previous 12 months or has given rise during the same period to the
payment of a compensation or to the promise to get a compensation paid, where applicable.

7. RBA or any related company or any individuals involved in the publication of this document is party to an agreement with the issuer relating to the production of the recommen-
dation, where applicable.

©

. Analysts or any individuals involved in the publication of this document hold the financial instruments of the issuer which he or she has analyzed.

©

Analysts or any individuals involved in the publication of this document sit on the Supervisory Board/Board of Directors of the issuer analyzed by him or her.

10. Analyst or any individuals involved in the publication of this document have received or acquired the financial instrument of the issuer prior to the public offering of the issue. In
this case the transaction has to be pre-approved at a disclosed date and buy or sell price.

11. The remuneration of analysts or any individual involved in the publication of this document is tied to the provision of investment banking service by RBA or any related company.
Applicable notes: Note 3, 4 and 5.
Portfolios of analysts and other individuals who participated in the creation of this analysis are available at: http://www. rba. hr/istrazivanja/portfelj-rba-analiticara

Analyst statement: Remuneration of the analyst is and shall not be tied, directly or directly, to the recommendations or views presented in this publication, nor shall it depend on
executed transactions.

RBA employee who has not been involved in the preparation of this publication, but had access to it, prior to its distribution, has no significant financial interest in one or more
financial instruments of the issuers discussed in the publication. RBA employee who has not been involved in the preparation of this publication, but had access to it, prior to its
distribution, is not deemed to be in the conflict of interest in relation to the issuer discussed in the publication.

RBA has received license from the Croatian Financial Services Supervisory Agency (“HANFA") for performance of all activities governed by the relevant Capital Markets Act and
other applicable rules and regulations. However, RBA is only authorized to perform these activities on the territory of the Republic of Croatia and not elsewhere. In case this publi-
cation or any part of it should become available in any jurisdiction other than the Republic of Croatia, it should be deemed to be nonexistent.

SPECIAL REGULATIONS FOR THE UNITED KINGDOM OF GREAT BRITAIN AND NORTHERN IRELAND (UK):

This document does not constitute either a public offer in the meaning of the Austrian Capital Market Act (Kapitalmarktgesetz; hereinafter “KMG”) nor a prospectus in the meaning
of the KMG or of the Austrian Stock Exchange Act (Bérsegesetz). Furthermore, this document does not intend to recommend the purchase or the sale of securities or investments in
the meaning of the Austrian Supervision of Securities Act (Wertpapieraufsichtsgesetz). This document shall not replace the necessary advice concerning the purchase or the sale
of securities or investments. For any advice concerning the purchase or the sale of securities of investments kindly contact your RAIFFEISENBANK. This publication has been either
approved or issued by RBI in order to promote its investment business. Raiffeisen Bank International AG (“RBI”), London Branch is authorised by the Austrian Financial Market Aut-
hority and subject to limited regulation by the Financial Conduct Authority (“FCA"). Details about the extent of its regulation by the FCA are available on request. This publication
is not intended for investors who are Retail Customers within the meaning of the FCA rules and shall therefore not be distributed to them. Neither the information nor the opinions
expressed herein constitute or are to be construed as an offer or solicitation of an offer to buy (or sell) investments. RBI may have affected an Own Account Transaction within the
meaning of FCA rules in any investment mentioned herein or related investments and/or may have a position or holding in such investments as a result. RBI may have been, or might
be, acting as a manager or co-manager of a public offering of any securities mentioned in this report or in any related security.

SPECIFIC RESTRICTIONS FOR THE UNITED STATES OF AMERICA AND CANADA: This document may not be transmitted to, or distributed within, the United States of America
or Canada or their respective territories or possessions, nor may it be distributed to any U. S. person or any person resident in Canada, unless it is provided directly through RB
International Markets (USA) LLC (“RBIM”), a U. S. registered broker-dealer, and subject to the terms set forth below.

SPECIFIC INFORMATION FOR THE UNITED STATES OF AMERICA AND CANADA: This research document is intended only for institutional investors and is not subject to all of the
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document was prepared outside the United States by one or more analysts who may not have been subject to rules regarding the preparation of reports and the independence of
research analysts comparable to those in effect in the United States. The analyst or analysts who prepared this research (i) are not registered or qualified as research analysts with the
Financial Industry Regulatory Authority (“FINRA”) in the United States, and (i) are not allowed to be associated persons of RBIM and are therefore not subject to FINRA regulations,
including regulations related to the conduct or independence of research analysts.

The opinions, estimates and projections contained in this report are those of RBI only as of the date of this report and are subject to change without notice. The information contained
in this report has been compiled from sources believed to be reliable by RBI, but no representation or warranty, express or implied, is made by RBI or its affiliated companies or
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EU REGULATION NO 833/2014 CONCERNING RESTRICTIVE MEASURES IN VIEW OF RUSSIA’S ACTIONS DESTABILISING THE SITUATION IN UKRAINE

Please note that research is done and recommendations are given only in respect of financial instruments which are not affected by the sanctions under EU regulation no 833/2014
concerning restrictive measures in view of Russia’s actions destabilising the situation in Ukraine, as amended from time to time, i. e. financial instruments which have been issued
before 1 August 2014.

We wish to call to your attention that the acquisition of financial instruments with a term exceeding 30 days issued after 31 July 2014 is prohibited under EU regulation no 833/2014
concerning restrictive measures in view of Russia’s actions destabilising the situation in Ukraine, as amended from time to time. No opinion is given with respect to such prohibited
financial instruments.

INFORMATION REGARDING THE PRINCIPALITY OF LIECHTENSTEIN: COMMISSION DIRECTIVE 2003/125/EC of 22 December 2003 implementing Directive 2003/6/EC of the
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.

Raiffeisen N
x RESEARCH March 20, 2017




