
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

v D - A (3. (2. - -:+?--:s
ID$D~1-

FY 1999 FOURTH QUARTER
PROGRAM REPORT

July 1, 1999 to September 30,1999

Strengthen Private Enterprises in War-Affected
Areas of Croatia

Agreement Number NIS-A-OO-97-00026-00

Prepared for

United States Agency for International Development

Prepared by

University of Delaware
4 Kent Way

Newark, DE 19716

October 31, 1999

I



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

PROGRAM OVERVIEW

HIGHLIGHTS
FY99 FOURTH QUARTER RESULTS

Table 1 - Targets and Indicators
FIRM LEVEL ASSISTANCE
ASSOCIATIONASSISTANCE
PRIVATIZATION ACTIVITIES
POLICY REFORM

OUTREACH PROGRAMS

UPCOMING ACTIVITIES

FLAG VUKOVAR - OSIJEK / FORMER SECTOR EAST

I SIGNIFICANT EVENTS

II BUSINESS HIGHLIGHTS

II AGRICULTURAL HIGHLIGHTS

III COMING EVENTS

FLAG DARUVAR / FORMER SECTOR WEST

I SIGNIFICANT EVENTS

II BUSINESS HIGHLIGHTS
III AGRICULTURE HIGHLIGHTS

IV UPCOMING EVENTS

FLAG PETRINJAIFORMER SECTOR NORTH

I SIGNIFICANT EVENTS
II BUSINESS HIGHLIGHTS

III AGRICULTURE HIGHLIGHTS
IV UPCOMING EVENTS

FLAG KNIN / FORMER SECTOR SOUTH

I SIGNIFICANT EVENTS
II BUSINESS HIGHLIGHTS

III AGRICULTURAL HIGHLIGHTS

FLAG MONTENEGRO 4TH QUARTER REPORT

ATTACHMENT A TABLE OF CLIENTS IN RAP AND/OR PRM MUNICIPALITIES

ATTACHMENT B SMALL AND MEDIUM BUSINESS ENTERPRISES POLICY RESOLUTION

ATTACHMENT C AGRICULTURE POLICY RESOLUTIONS

FARM COOPERATIVES AND THE FAMILY FARM

CREDIT, DEBT, AND THE FAMILY FARM

ACCESS TO AGRICULTURAL TECHNOLOGY AND RESEARCH

RURAL DEVELOPMENT AND THE F AMILY FARM

FARMERS AND THEIR ORGANIZATION

ATTACHMENT D AGRICULTURE MESSENGER, JULY '99 AND SEPTEMBER '99 ISSUE

ATTACHMENT E SURVEY OF THE MONTENEGRO TOURISM INDUSTRY

3

3
3
5
5
6
6
7
7
8

9

9
9

10
12

13

13
13
17
19

20

20
20
23
25

27

27
27
28

31

33

34

37

39
39
40
41
41

43

54



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

PROGRAM OVERVIEW

HIghlIghts

• 0 52% Decrease m employment wIth assIsted firms
• 4 96% Increase m sales wIth assIsted firms
• 5 New agrIcultural aSSOCIatIons organIZed and regIstered
• 192 New members m assIsted assocIatIons
• 45 New busmess lInkages
• 1907 ConsultatIOns wIth prIvate busmesspersons and farmers
• 7 semmars wIth 233 PartICIpants
• 14 VIsItmg techmcal adVIsors

FY99 FOURTH QUARTER RESULTS

The growth and expanSIOn of FLAG clIents m the war affected areas of CroatIa contmues to
faCIlItate the remtegratIOn of war affected populatIOns In a challengmg economIC envlfonment,
FLAG SME clIents m the war-affected areas contmued to outperfonn the overall economy WIth
sales mcreasmg by an average of 4 96 percent compared to the correspondmg penod the
prevIous year The CroatIan economy contmued to struggle and IS currently m ItS fourth
consecutIve quarter of receSSIOn GDP decreased by 0 6 percent compared to the correspondmg
penod the preVIOUS year and mdustnal productIOn m partIcular does not show SIgnS of recovery
At the end of August 1999, mdustnal productIOn had declmed by 2 8 percent compared to the
correspondmg penod m 1998 I

DespIte these negatIve economIC trends, FLAG SME clIents m the war-affected areas of are
almost mamtammg current employment levels and only averaged a 0 52 declIne m employment
compared to the correspondmg penod the preVIOUS year At the end of August 1999, regIstered
unemployment m CroatIa was 19 1, which IS 142 percent higher than at the end of August 1998
In addItIon to nsmg unemployment, there are stIll an estImated 150,000 employed workers who
are not paId regularly

Many FLAG clIents are mvolved m agncultural productIOn and processmg Agncultural
productIon and processmg was 8 4 percent lower at the end of August 1999 compared to August
1998 2 Another cause of the downturn m the CroatIan economy IS the poor perfonnance of the
tradItIonal export mdustnes and weak domestIc demand Personal consumptIOn has declmed by
11 percent m 1999 compared to 1999 3 FLAG SME clIents contmue to be affected by weak
domestIc demand and nsmg mter-company arrears FLAG contmues to promote exports and
has faCIlItated 45 lmkages for our SME clIents to boost export sales to non-tradItIonal markets
FLAG clIents contmue to target CroatIa's largest export market, the ED Promotmg exports WIll
reduce the effect of weak domestIc demand and aVOId mcreasmg receIvables caused by large
mter-company arrears FLAG wIll also ImtIate a new value added electromc commerce servIce
for SME clIents dunng the next quarter to contmue our emphasIS to promote regIonal trade and
exports

1 Croattan Nattonal Bank, Bullettn No 42, October 1999
2 Ibid
3 Ibid
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FLAG has orgarnzed and registered 5 new agricultural aSSOCiations and cooperatives dunng
tills quarter, bnngmg the total number of active associations and cooperative clIents to 22
(21 agncultural assocIatIons and cooperatIves and 1 8ME aSSOCIatIOn) FLAG wIll now refocus
techmcal assIstance on strengthemng eXIstmg assocIatIon chents to expand membershIp and
ensure sustamabIhty Our emphaSIS on regIstenng and orgarnzmg new assocIatIons and
cooperatIves has been successful and our emphaSIS WIll now sillft toward strengthemng and
expandmg eXIstmg chents To date, membership has mcreased to 11,742 durmg this
quarter, an mcrease of 192 new members over the preVIOUS quarter In the rural areas of the
war-affected areas, agnculture represents the most sIgruficant employment OPPOrtunIty for
returnees Table 1 Illustrates progress towards annual goals
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FIRM LEVEL ASSISTANCE

* Lmkages counted from October 1sl 1998 to September 30th 1999

Table 1 - Targets and Indicators

FLAG CroatIa completed 14 volunteer and consultant aSSIgnments and 7 semmars dunng tlus
quarter WIth 233 partIcIpants 4 new clIents were added to our portfolIo. wluch now meludes 37
actIve busmess clIents that receIve technIcal asSIstance from resIdent expatnate adVIsors, local
busmess and agncultural adVIsors, local consultants, and US volunteer adVIsors More than
1,907 consultmg meetmg were conducted With clIents by US volunteers, resIdent expatnate
staff, and local busmess and agncultural adVIsors 5MB clIents are slowly expandmg despIte the
poor enVIronment and the lImIted support prOVIded by local fmanclal mstItutlOns and mImstnes

INDICATOR #3
COOPERATIVE AND ASSOCIATIONS DEVELOPED

53 * sales growth and employment growth for Jan 151 1999 to Sept 30th 1999 compared to
the same penod of the preVIOUS year

INDICATOR #4
POLICY AGENDA ISSUES ADDRESS LEGAL AND REGULATORY
CONSTRAINTS TO SME DEVELOPMENT IDENTIFIED AND SOLUTIONS
PROPOSED BY ASSISTED COOPERATIVES AND ASSOCIATIONS

* mcrease m revenue of assIsted cooperatIves between Jan 1 1999 to Sept 30 1999
compared to the same penod of the preVIOUS year

INDICATOR #2
REINTEGRATION OF THE REGIONAL ECONOMIES

INDICATOR #1
ENTERPRISE GROWTH AND EXPANSION

TARGETS 4th quarter FY 99

11
15% sales growth m assIsted

496%
finns

12
10% employment growth m

-052%
assIsted fInns

1.3 30 assIsted fInns 53

TARGETS 3rdquarter FY 99 4th quarter FY 99

150 transactIOns Imkmg
229 274

21 enterpnses m fonner1y occupIed
regIons to CroatIa and abroad

TARGETS 3rdquarter FY 99 4tb quarter FY 99

31
8 new cooperatIves or 23

33
aSSOCiatIons developed (cumulatIve)

10% mcrease m revenue of
32 assIsted cooperatIves and n1a 1912%

aSSOCIatIons
51 ,lh

TARGETS 3rdquarter FY 99 4 tb quarter FY 99

41 13000 benefItIng cooperatIve or 11,550 11,742
aSSOCIatIon members

I
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ASSOCIATION ASSISTANCE

Agncultural productIOn and processmg provIdes an Important source of mcome for many
returnees m the rural parts of the war-affected areas FLAG currently has 22 active agncultural
assocIatIOn and cooperative chents, after addmg 5 new chents dunng tills quarter MembershIp
has mcreased to 11,742 In the past, FLAG has Implemented a grass roots campaIgn to organIze
and regIster aSsociations and cooperatIves m the war affected areas, and to focus on marketmg
aSSIstance, productIOn scheduhng, and budgetmg Tills effort has been a success Begmnmg m
the next quarter, FLAG WIll focus fewer resources on reglstenng aSSOCIatIOns and cooperatives,
and WIll concentrate more resources on marketmg aSSIstance, productIOn schedulmg, budgetmg,
and accountmg

Pendmg approval of ModIficatIOn 06 (ModIficatIOn 05 was a no cost extenSIOn to bnng the
Montenegro component m-Ime WIth the eXlstmg Croatia Cooperative Agreement end-date) to
the eXlstmg Cooperative Agreement, FLAG IS prepanng to Implement a new grant fund to
capltahze agncultural cooperatives and aSSOCiatIOns The goal of the grant funds wIll be to
prOVIde support for refugees and dIsplaced persons usmg mnovatIVe fundmg strategIes for
economIC development projects m the war-affected areas of Croatia Projects wIll be bUllt
around market OpportunItIes for pnmary production and processmg of agncultural commodIties
Grant funds WIll be used to promote economIC development, and when appropnate, m
collaboration WIth other USAID Implementers and International OrgamzatIOns The grant funds
WIll prOVIde timely, benefiCIal economIC support for returnees and persons affected by recent
conflIcts m the Balkans and the commumtles where they have returned m recent years and
where more are hkely to return The ObjectIve IS to leverage technIcal aSSIstance WIth grant
funds to promote local economIC development projects from our eXlstmg chent base

World Learnmg organIzed the thIrd CooperatIve Leaders TRANSIT program m the US from
August 14th until September 5th The group of 14 Croatian aSSOCIatIOn and cooperative leaders
from the war affected areas partICIpated m the USAID sponsored 3-week tralmng program m
MISSOun The Implementmg organIzatIOn m the US was the Jefferson CIty MISSOun based
InternatIOnal Consultmg and Busmess Trmmng (ICABT), assocIated WIth the Umverslty of
MISSOun'S InternatIOnal Agnculture Programs and Umverslty ExtenSIOn The tralmng mcluded
VISItS to the electnc cooperatIve and research farms ofthe Umverslty ofMISsoun On
September 22, 1999, at the Hotel Palace Zagreb, World Learmng orgamzed a one-day post­
program bnefing and follow-on workshop FLAG contmues to work WIth each of the
partICIpants m the field, some of whom are managers ofFLAG chent cooperatives and
aSSOCIatIOns

PRIVATIZATION ACTIVITIES

FLAG contmued ItS pIlot pnvatIzatIOn project WIth five hmlted hablhtIes compames m the war
affected areas The goal IS to IllitIally secure Jobs, restructure the compames and create healthy
pnvate companIes that WIll begm creatmg new Jobs m the war affected areas The project
mcludes faclhtatmg the pnvatIzatIOn of under-performmg assets of two Holdmg Compames,
BOROVO JSC and IPK JSC BOROVO regIstered three new daughter compames m June 1999,
but the Holdmg company retmns 100 percent ownersillp of ItS assets IPK regIstered two new
daughter companIes m May 1999 and also still retams ownershIp of all assets The five
daughter companIes are managed by entrepreneurs who have requested FLAG aSSIstance
pnvatIzmg and restructunng theIr companIes A pnvatIzatIon team conslstmg of one expatnate
and one local adVIsor WIll manage the pIlot projects out ofthe FLAG OSIJek office
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To date, FLAG has sIgned a Memorandum of Understandmg (MOD) wIth two of the daughter
companIes of IPK, Daljska Polja and Erdutsla Vmogradz, and has agreed on a draft MoU wIth
the three daughter compames of BOROVO, Borovo GTR, Borovo Leather Footwear, and
Borovo Rubber Footwear

FLAG wIll draft a Scope ofWork m the next quarter to recruIt a team ofUS ExecutIves that wIll
conduct a feaSIbIlIty study for each Borovo daughter company The executIve team WIll also
recommend restructunng the companIes and draft a prellmmary lease agreement the daughter
compames WIll submIt to Borovo Holdmg

POLICY REFORM

US consultant, Jane Shey, completed an aSSIgnment WIth the Umon of ASSOCIatIOns ofSlavolllJa
and BaranJa m July 1999 and drafted an agncultural polIcy reform paper for the aSSOCIatIOn The
final draft ofher reform paper IS attached The goal ofher aSSIgnment was to aSSIst WIth the
preparatlon of an agenda for the aSSOCIatIOn, whIch wIll be used by the assOCIatIOn to recruIt new
members and to begm dIalogue WIth the Government to advocate polIcy reform Dunng the
next quarter, FLAG wIll concentrate technIcal aSSIstance on mstItutIon bUIldmg wIthm the
aSSOCIatIOn, whIch has a loosely organIzed management structure, lImIted mformatlon flowmg
to ItS members and an overall challenge managmg ItS rapId growth and focus on lobbymg
actlvItIes

JIm Rathbun completed a two-week aSSIgnment m September WIth SMEA, a natIOnal 5MB
aSSOCIatIOn headquartered m Zagreb The goal ofthe aSSIgnment was to IdentIfy major Issues
negatlvely affectmg the SME commumty and to draft a summary platform that recommended
pOSSIble solutlons to these Issues Rathbun's final report IS attached FLAG mtends to work
closely WIth SMEA to develop the mItlal draft mto a comprehensIve document that 5MBA can
use m future dIalogue WIth government offiCIals and to recruIt new members m order to
eventually lobby for changes Dunng the next quarter, FLAG technIcal asSIstance WIll also
concentrate on mstltutIOn bUIldmg and a membershIp campaIgn

Both Jane Shey's and JIm Rathbun's polIcy papers WIll be an mtegral component of a World
Learnmg sponsored m-country traImng program scheduled for 12-16 October, 1999 The
October program WIll prOVIde traImng to natIOnal and regIOnal assoclatlon leaders to Improve
communIcatIOn between the dIverse aSSOCIatIOns representmg agncultural producers and
processors The goal of the program IS to begm formalIzmg lobbymg campaIgns and mstltutlon
bUIldmg among each aSSOCIatIOn

OUTREACHPROG~S

FLAG contmued to proVIde outreach programs to the local 5MB and agncultural commumty

• In conJunctlon WIth the Umon of ASSOCIatIOns of Farmers m SlavomJa and BaranJa, FLAG
developed and publIshed the second and thIrd emtIOn of an agnculture newsletter The
Agricultural Messenger was pnnted m July and m September Both Issues are attached and
were dIstrIbuted through all eXIstmg FLAG aSSOCIatIons and the local agrIculture adVISOry
offices

• FLAG Daruvar appeared m a "Hrvatska Danas" feature on natlonal TV m a segment filmed
at the HRESIC faCIlIty m Daruvar The segment lasted about two mmutes and mcluded
general mformatIon about FLAG Croatla

7



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

• The JutarnJI LIst newspaper cIted FLAG's support In the fonnatIOn of the Dulovac Sheep
Breeders ASSOCIatIon

• FLAG PetnnJa appeared m TV news featunng mterview wIth FLAG volunteer James SkIp
Meneely whIle on the assIgnment at KORDUN JSC, a FLAG PetnnJa clIent m Karlovac
The segment lasted about two mmutes and mcluded general mfonnatIon about FLAG
CroatIa

• On September 9th FLAG PetnnJa sponsored the "BIg Ag Meetmg" on the premIses of
GavnlovIc'S canteen The semmar was attended by approxImately 120 guests, mostly
farmers aSSOCIatIons members from all over CroatIa, mcludmg theIr leaders and deputIes,
Umon Of Coops, numerous agncultural companIes, marketers and a great number ofNGOs
ChIef Of The Party Mr Mark Grubb delIvered a speech on FLAG efforts towards the
platform for refonn m agnculture The opemng statement was delIvered by Mr GJuro
GavnlovIc m whIch FLAG was outlIned as the great cooperate and benefactor assIstmg
Gavnlovic Ltd m reachmg the potentIal supply market, makIng technologIcal lInks and
makIng aVaIlable the volunteer expert (VE) on HACCP standardIzatIon, Mr Fred W
BIllerbeck

UPCOMING ACTIVITIES

Dunng the next quarter, FLAG WIll ImtIate a new local economIC development grant that WIll
capItalIze agncultural cooperatIves and aSSOCIatIOns m the war affected areas The grant
projects WIll be leveraged WIth techmcal aSSIstance from FLAG adVIsors, local consultants, and
volunteer adVIsors SME clIents WIll be mtroduced to the GTN electromc commerce system,
whIch WIll prOVIde addItIonal servIces FLAG IS already prOVIdIng to mcrease exports and to
faCIlItate regIOnal trade FLAG natIonal and regIonal aSSOCIatIon clIents and potentIal future
clIents WIll partICIpate m a World Learmng orgarnzed m-country traImng semInar

0/ The follOWIng semInars are planned for the next quarter
semmar on hog breedmg for the aSSOCIatIon m BadlJevma
semmars for sheep and goat breeders on paraSIte control
semmar on mastItIs and somatIc cells for daIry farmers
semmar on CooperatIve Advantages m Grubisno PolJe
MarketIng semmar for FLAG SME clIents m Sisacko Moslavacka and Karlovacka
regIon conducted by professor HItrec, the honorary lecturer at the UmversIty Of
EconomICS and one of the founders ofSMEA The semmar's mam them WIll be
standardIzatIon of domestIc products towards the foreIgn markets and
systemIzatIon ofthe domestIC & foreIgn marketmg ways

0/ FLAG Daruvar mtends to orgarnze the followmg events for ItS clIents
"Days of Honey" for the "BAGREM" ASSOCIatIon It WIll be a 7 day event WIth
exhIbItIons throughout the week at the begmmng ofDecember
"Day ofBIOGAL" WIll be orgarnzed to promote BIOGAL's new home delIvery serVIce
next quarter

8
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FLAG Vukovar - OSIJek / Former sector East

Quarterlyy Report
1 July - 30 September 1999

I SIgmficant Events

• Three FLAG volunteers provIded techmcal aSSIstance to five busmess clIents and three
agncultural clIents thIS quarter

• The cattle feed and hog producer, PROTEIN, reported that It has more than doubled ItS
number of employees smce becommg a FLAG chent

• FLAG has worked fervently thIS quarter WIth members of the agncultural aSSOCIatIOn,
BIOPROTEIN, to create By-Laws, a Charter and all necessary documentatIOn for
reglstenng the cooperatIve, ACAS The new cooperative WIll mItIally be compnsed of 23
members and WIll speCIalIze m hog production

• Volunteer Lew Dow fulfilled a sIx-week management aSSIgnment WIth three agncultural
cooperatives He provIded techmcal aSSIstance m orgamzatIonal and budgetary Issues, and
operatIOns management

• Volunteer John GauthIer completed a sIx-week marketmg aSSIgnment WIth four of FLAG s
busmess clIents

• Volunteer Robert Zeldenrust concluded a two-week aSSIgnment WIth the cattle feed and hog
producer PROTEIN He provIded aSSIstance m developmg pncmg, sales and marketmg
strategIes for the company

II Busmess HIghlIghts

ClIents

STROJOREMONT Employs five people m Borovo Naselje and offers the followmg
servIces, renovatIOn and servlcmg ofused rubber processmg eqUIpment, and the production of
rubber spare parts for agncultural eqUIpment FLAG volunteer, John GauthIer, prOVIded
marketmg aSSIstance as well as estabhshed a contact WIth Norchrzs Assoczates, a US brokerage
firm Norchrzs Assoczates has recently prepared a draft ofa contract to represent Strojoremont
and market ItS products m North Amenca FLAG has contacted Skoda Auto Corporatzon
regardmg the purchase ofrubber spare parts from Strojoremont Skoda's Purchasmg
Department has mcluded Strojoremont m ItS database ofsupplIers and WIll conSIder the
company's servIces m the future Strojoremont has recently nnplemented a FLAG marketmg
proposal by placmg advertIsement bIllboards along roads m the regIon

MI-NI Employs 16 people m Borovo NaselJe and proVIdes shoe-sewmg servIces to footwear
companIes FLAG has aSSIsted MI-NI m creatmg company busmess cards and IS currently
developmg a company brochure and web-SIte FLAG traveled to Italy thIs past August and
offered MI-NI's servIces to four Itahan footwear compames Afterwards, FLAG worked jomtly
WIth MI-NI m submIttmg contract proposals to sew shoes for these Itahan companIes FLAG's
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and MI-NI s combmed efforts have resulted m the Itahan footwear company, Stzlman,
contactmg MI-IN regardmg possIble future cooperatIon FLAG has also made arrangements for
Prusma Audztmg Company to audIt and proVIde financIal consultatIOn servIces to MI-NI

PROTEIN CooperatIve has 18 employees m Bobota and produces hvestock feed and hogs
Protem has mamtamed ItS sales levels from the prevIOUS year and has recently mcreased the
quantIty of pIgS raised over the past quarter by 10% FLAG has aided Protem m contactmg the
large CroatIan meat processor, Gavrzlovzc, m an attempt estabhsh a more rehable customer for
Protem s hogs FLAG has also arranged for Prusma Audltmg Company to audIt and adVIse
Protem regardmg CroatIan accountmg and tax regulatIons

PILE Hatchery and producer of one-day-old ChICks WIth 6 employees m Brsadm In the past
few months the company consIstently mcreased the quantIty ofbrOIlers produced Currently,
Pde produces 15,000 brOIlers (over a 2-month penod) on three farms m the surroundmg
VIllages Pde has begun producmg ItS own feed m accordance WIth the reCIpes prOVIded by
FLAG's Least Cost Feed Formula These measures have resulted m a SIgnIficant decrease III

cash outflows (1 e 35% reductIOn m feed costs), and at the same tIme have Improved Pde's
feedmg ratIo and the productIVIty of ItS layers (5% mcrease) In the upcommg quarter FLAG
plans to contmue to aSSIst Pzle m developmg marketmg matenal and to proVIde Pde WIth a
vetennanan volunteer

MATURUS Manufactures wooden doors, wmdows, furnIture and staIrcases m Borovo Selo
WIth 16 employees FLAG has asSIsted m marketmg Maturus s products to NorwegIan,
Austnan and Itahan companIes The company IS presently takIng measures to Implement the
marketmg adVIce prOVIded by volunteer John Gautlner In January 2000 Maturus wIll advertIse
ItS servIces m the first CroatIan catalogue specIahzmg m wooden doors and wmdows FLAG
WIll contmue to work closely WIth Maturus m creatmg a more aggreSSIve marketmg plan as well
as prOVIde aSSIstance m developmg a company pnce hst, brochure and web page

PVC KELAVA Producer ofPVC doors and wmdows WIth SIX employees In September the
company commenced operatIOns agam m MIrkovcI after movmg ItS assets back from BJelovar
FLAG IS currently asslstmg PVC Keleva m the ImplementatIon of a marketmg strategy
suggested by volunteer John GauthIer wlnch mcludes desIgnmg a company trademark and
catalogue, researchmg other products that can be made from PVC, acceptmg checks and credIt
cards as means of payment, opemng retaIl shops, and selectmg several dIstnbutors to market ItS
products throughout CroatIa FLAG WIll also support Maturus m explonng the possIblhtIes of
deslgnmg mdoor sWImmmg pools and greenhouses

II Agricultural HIghlIghts

Chents

RIT AGRICULTURAL COOPERATIVE (BIlje) Agncultural cooperatIve WIth 77 members,
who are all reSIdents of the BIIJe munIcIpahty m BaranJa FLAG graduated the Bzlje
Assoczatzon as a chent and SIgned an MOU WIth the RIT Cooperative last quarter The
cooperatIve was approved by a NorwegIan government funded organIzatIon to be the reCIpIent
of a I 7 mIlhon DEM credIt program Unfortunately, the NorwegIan credIt program m OSIJek­
BaranJa County has been postponed mdefimtely However, a NorwegIan representatIve has
recently promIsed the RIT Cooperative some credIt for the upcommg year and has mVIted the
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Cooperative's manager to Norway to dISCUSS the credIt program m detaIl AIV volunteer LeWIS
Dow completed a tralmng assIgnment for RIT CooperatIve's management m managmg the
cooperatIve's daIly operatIOns more effiCIently and effectively AIV volunteer Douglas A York
WIll be headmg a feaSIbIlIty study of the possIbIlItIes of cold storage and vegetable productIOn
for the RIT Cooperatzve thIS upcommg quarter Also, FLAG WIll contmue to work wIth the
cooperatIve m prepanng a marketmg strategy for next year

BARANJA DAIRY FARMERS ASSOCIATION (BDA) AssocIation WIll market daIry
products for farmers m Baranja More than 300 farmers have completed applIcatIOns to jom the
aSSOCIatIOn Dunng thIS quarter, the BDA collected 137 membershIp fees Also, BDA s
SupervIsory Board recently met wIth the management of a local mIlk processor, Agrokombznat
Belje, regardmg delInquent payments by Belje to BDA's farmers for mIlk (the farmers have not
been paId m 6 months) BDA and FLAG are currently worlang on a two-pronged strategy to
collect receIvables from Belje and to begm bUIldmg the mfrastructure necessary to gather and
delIver mIlk to another processor

BIOPROTEIN Agncultural aSSOCIatIOn wIth 105 members m Vera 23 members of
BlOprotezn are m the process of regIstenng the cooperatIve ACAS, WhICh WIll speCIalIze m hog
productIOn Dunng thIS quarter a representatIve from the Croatian meat processor, Gavrzlovzc,
VIsIted a few of ACAS's hog farms and was very Impressed wIth the qualIty of the hogs
Volunteer Lew Dow aSSIsted m prepanng a budget for the cooperatIve's first year of busmess
FLAG IS currently collectmg finanCIal data to determme ACAS's expected cash flows for the
upcommg year FLAG IS also malang projectIOns of ACAS's costs for raIsmg hogs through all
stages of development (1 e from pIglets to market weIght) FLAG plans over the course of the
next quarter to assIst ACAS m searchIng for finanCIal support for the cooperatIve's mItIal start­
up costs FLAG WIll prepare a database of ACAS's members and WIll contmue to develop
relatIOns between Gavrzlovzc, and ACAS wIth the final goal of a contract bemg SIgned between
the two partIes

NASE SELO Agncultural cooperatIve m Jagodnjak has 75 members WIth 10 full-tIme
employees FLAG has contacted eIght CroatIan compames (1 e mIlls, bakenes, etc) m an
attempt to find potentIal buyers for NASE SELa's wheat Volunteer Lew Dow adVIsed NASE
SELa on makmg necessary changes to the cooperatIve's bylaws for when It becomes fully
pnvatlzed NASE SELa has not receIved the expected loan from a NorwegIan orgamzatIon and
therefore, has been forced to postpone ItS plans to construct a workshop for the mamtenance and
repaIr of farmmg eqUIpment As soon as NASE SELa IS regIstered by the CroatIan authontles as
a pnvate cooperative, FLAG WIll be able to proVIde more concrete technIcal assIstance to the
cooperatIve

ILOK Agncultural ASSOCIatIon of39 members m Ilok wIth five members speclalIzmg m grape
productIon These grape producers are currently negotIatmg WIth Austnan mvestors to develop
a vmeyard for wme productIOn m Ilok FLAG has proVIded these members wIth mformatIOn
regardmg mvestment regulatIons for foreIgn mvestors m CroatIa If the assOCIatIon members
receIve finanCIal support from Austna, FLAG WIll engage m market research and proVIde
technIcal assIstance for the wme productIOn project m Ilok
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III Commg Events

• Volunteer Douglas York wIll be arrIvmg m October for a one-week assIgnment to provIde
techmcal assIstance m vegetable productIon, cold storage and marketmg for FLAG S
agncultural aSSOCiatIOn and cooperatIve clIents
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FLAG Daruvar I Former Sector West

Quarterly Report
1 July - 30 September 1999

I SignIficant Events

• Mr Stefan M Peterson resIgned from hIS posItIOn as a RegIOnal DIrector for FLAG
Daruvar HIS posItion was assumed by Mr Greg Olson on October 4 Mr Olson graduated
from the Darla Moore School of Busmess at the Umverslty of South Carolma (Masters of
InternatIOnal Busmess StudIes, MillS) Pnor to busmess school, Mr Olson worked as an
mvestment analyst aSSIstant m Costa Rica and With the Small Busmess Development Center
m ColumbIa, South Carolma Mr Olson also has management expenence obtamed whIle
workmg WIth several pnvate busmess firms m France

• The FLAG Daruvar outreach program mcluded the followmg events

The Daruvar Team appeared m a "Hrvatska Danas" feature on national TV m a segment
filmed at the HRESIC faCIlIty m Daruvar The segment lasted about two mmutes and
mcluded general mformatIOn about FLAG Croatia

The JutarnJI LISt newspaper cIted FLAG's support m the formatIOn of the Dulovac Sheep
Breeders ASSOCiatIOn

Volunteer Expert (VE) Toney Reynolds gave semmars on hog, sheep and cattle
management to IRC beneficIarIes m the Okucam MumcipalIty 14 people - pnmanly
returnees and IRC beneficlanes - attended the semmar

Volunteer Expert (VE) WIlham Lord gave a semmar to the Beekeepers AsSOCiatIOns m
Daruvar and BJelovar Both semmars had a very good attendance WIth an average of 50
people at each event

Daruvar Advocate Nada Kozul went for the opemng ceremony of "Susret", a drug
rehabIlItatIOn center, where she met Mr Juro Radlc, Mlmster of ReconstructIOn and
Development for Croatia

Daruvar Advocates OIJeg Papac and Musada Vatrac went With Volunteer Executive
(VE) JIm Rethbun to a roundtable dIScussIon about the development of BadlJevma,
where they met Mr Anto Bagarlc, Head of the Pozesko-Slavonska County

II Busmess HighlIghts

Overvzew

Not much has changed m the busmess envlroment dunng thIs quarter Compames stIll faced the
same problems of lImIted access to loans, WIth mterest rates hovenng between 15-26% for short
term loans The fact that the VAT must be paid to the government 30 days after mVOIces are
Issued and not when payment IS actually collected presents another bIg challenge for the
compames' cash flows
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WhIle the government Itself can afford to not pay Its debts towards compames, It IS requmng
that companIes regulate theIr oblIgatIOns towards the government promptly Some enterpreneurs
are trymg to convmce the government to break down the debts and dIsregard the VAT payments
or the companIes' tax on profits In return, they would wnte off the government's debt toward
them Unfortunately, the MmIstnes of Health, Agnculture, and ReconstructIOn and
Development are not m favour of thIS SolutIon, leavmg the compames WIth only one solutIon ­
to sue the government

None of our clIents have receIved a loan approval At the same tIme, they have SImply stopped
askIng for loans mtended to expand theIr productIOn capabIlItIes

Even our clIents who are exportmg faced certam dIfficultIes dunng thIs quarter POD and MPD
had to reschedule theIr plans to reenter markets m the former YugoslavIa due to the NATO
bombmg campaIgn Even though they had shIpments of goods waItmg to be sent, they could not
send them and lost a lot of money, whIch was tIed up m mventory POD also had dIfficultIes
WIth the Sloveman government's mtroductIOn of a VAT m July of thIs year Agam, thIS
resulted m a delay or cancelatIOn of orders and shIpments The BIH government deCIded to
cancel the free trade agreement between Bill and CroatIa whIch had prevIously allowed
companIes to pay only 1% m customs dutIes on ItS exports to Bosma ThIS mcreased the pnce of
products made m CroatIa and made them less competItIve m the BIH market

The government contmues to use bIlls of exchange to pay for part of ItS debt towards supplIers
or contractors workIng WIth certam MImstnes Even though many companIes had senous doubts
that they would ever be able to get the money from these bIlls, the banks exchanged them WIth
dIfferent dISCOunt rates and condItIOns (usually 20-30% mterest per year plus mortgage) Those
who waIted dId get theIr money dIrectly from the government m due tIme

Even though the overall economIC SItuatIOn seems gnm at the moment, there are SIgnS that
thmgs WIll get better One of these SIgnS IS the Busmess Incubator Project started by the town of
Pakrac WIth the help of the Pozesko-Slavonska County and one Dutch adVIsor, Pakrac applIed
WIth the World Bank and receIved money for upgradmg the mfrastructure m the future mdustnal
zone

The town of Pakrac has two projects underway to stImulate busmess m the area They plan to
buIld a Busmess Incubator, 1 e reconstruct one bUIldmg m the town Itself where they would
SItuate small busmesses and crafts In thIs Incubator, the busmesses and crafts would be able to
use servIces such as phone and fax, and receIve legal and finanCIal adVIce All of these servIces
would be free of charge m the begmnmg Only later (about 5 years) would the town charge a
small fee m order to contmue financmg the project

The second project IS the preVIOusly-mentIOned Industnal Zone The town of Pakrac has a bIg
mdustnal park contammg the Papuk Wood Industry ThIs was heavIlIy damaged dunng the war
but stIll has all the necessary mfrastructure elements m place, mcludmg a raIlway The town
plans to use a World Bank loan to upgrade the faCIlItIes and to offer them to medIUm-SIzed
comparues for theIr own use as office space, warehouses, etc
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Clzents

Tills quarter FLAG Daruvar contmued to support Its 11 busmess chents and adopted 2 new
ones

Babur Start-up busmess collectmg wIld mushrooms and snails, 1 employee They still do not
have theIr own sales force due to a lack of working capItal and are collectmg mushrooms and
snails tills year as a sub-contractor for bIgger compames They currently have small profit
margms BAC assIstance offered to put them m touch WIth a SEAF chent, "GLJIVA" Both
compames were mterested m the partnersillp However, we wIll have to Wait for the season to
end for the final results Tills company's bIggest problem remains theIr loans, WhICh they have
not been able to repay

BIOgal MIlk processor m Daruvar, 8 employees Followmg the advIce of one VE, the
company has contmued developmg new products and servIces One of these products, a clotted
cream, was mtroduced thIS quarter and has been sellmg well After a long entanglement wIth
bureaucratIc red-tape, the company has managed to obtam all the permIts needed to begm ItS
home dehvery servIce, willch began on October 1, 1999 FLAG Daruvar helped Ms Pokorny,
the owner, locate fruIt JUIce concentrate and fruIt paste producers m Europe FLAG Advocate
Nada Koful wIll Jom Ms Pokorny at the CEI (Central European IrutIatlve) conference WhICh
wIll be held m BnJuru later m October BAC assIstance m the followmg quarter wIll mclude
helpmg to create brochures advertlsmg the company's servIces, marketmg ItS home dehvery
servIce, and helpmg to orgamze a promotional activIty (called BIOGAL DAY) m Daruvar,
mcludmg air-time on the radIo, a stand at the outdoor market, etc

EccoTherm Heatmg and air COnditIonmg desIgn and mstallatIon m Daruvar, 14 employees
After the general manager's return from EMED, FLAG Daruvar contmued commurucatmg wIth
the US HVAC AssocIatIOn However, due to the overall economIC sItuatIOn m the regIOn, the
company has been haVing problems wIth ItS day to day operatIOns, and ItS plans to form a
Croatian HVAC ASSOCiatIOn had to be postponed In order to help the company cut down on ItS
operatmg expenses, we suggested dlvldmg the busmess (keepmg the mamtenance sector m
Daruvar and the admiIDstratIOn m the Pakrac Busmess Incubator ThIs has not yet been
accomphshed but IS bemg planned) BAC has had dIScussIons wIth EccoTherm and members of
the Incubator of Incubator and 15 gomg to keep working on formmg a Croatian HVAC
ASSOCiatIOn

Hreslc Meat processor m Grubisno PoIJe, 13 employees VE HIllyard completed ills one
month productIOn/marketmg assIgnment WIth the company to mutual satisfaction He provIded
numerous recIpes for dIfferent types of sausages and other meat products usmg soy protem and
surplus fat The cooperatIOn resulted m the tnal productIOn and sale of eIght new sausage
products VE HIllyard suggested conductmg a bnef follow-up wltilln 12 months VE Reynolds
also vIsIted the company and promIsed to supply Mr Hreslc With recIpes for hog feed WhICh
Mr Hreslc could use on hIS farm

Korma Agnbusmess m Novska, 45 employees They completed theIr plans for harvestmg
gram and began prepanng for the sowmg season They mcreased theIr cooperation wIth farmers
by offenng them shghtly lower pnces for drying and stonng gram per VE Kabot's advIce
Through FLAG's assIstance, they are mcreasmg the number of farmer cooperants m the hog
fimshmg busmess
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Metaflex Metal processor m Novska, 120 employees A NorwegIan NGO met WIth the
company's management and dIscussed the potentIal exchange of lumber for used sawmIll
eqmpment Even though the NorwegIans were mterested and showed a lot of trust and
confidence m Metaflex's management, they could not make any deals because Metaflex was
unable to show them specImens of fimshed products We WIll contmue lookmg for other sources
of financmg for Metaflex

MPD Pump manufacturer m Daruvar, 118 employees DIssatIsfied wIth the company's
management, the employees organIzed another labor stnke and banned Mr Shejbal (manager of
the company) from entenng the company's premIses ThIS resulted m a change of management
VE Gautluer provIded a lIst of pump dlstnbutors m the US (New England area) But, due to
MPD's financIal dIfficultIes and unstable management, the company dId not follow up on these
leads We are gomg to estImate our future cooperatIon WIth tlus company m the next quarter

POD The sales manager traveled to the US to meet wIth the US spnng manufacturers and
other farm eqmpment dealers After we provIded them wIth LIFAM contacts (a FRY-based
company), POD began preparatlOns for export to the FRY, but the shIpment was delayed due to
NATO bombmgs WIth BAC assIstance, POD sent an offer for tractors and other farm
eqmpment to a Sofia-based SWISS NGO workmg m Kosovo but has not yet receIve a reply

SAB Metal processor m Daruvar, 12 employees As a result of a marketmg volunteer VISIt,
BAC WIll provIde the SAB management wIth matenals that the VE had collected whIle
researchmg the US market for SAB products However, consldenng that we dId provIde SAB
wIth all aspects of our techmcal and other assIstance and receIved a very poor return of
mformatlOn from the management, we are senously consldenng graduatmg the company m the
next quarter

Samtex TextIle crafts m LIpIk, 1 employee Through BAC assIstance, Mr StOjIC has re­
regIstered hIS busmess and can now sell hIS products chrectly m retaIl The BAC also assIsted
Mr StOjIC m searchmg for raw matenal supplIers so that he could become more mdependent
(he's currently contracted by MlKAS, whIch gIves lum the raw matenals (excess cotton
filament) wIth whIch he makes rugs Then, he sells the rugs back to MIKAS for a very low
pnce-well below the market value) SAMTEX stIll dId not move mto the busmess mcubator
due to Pakrac's financIal dIfficultIes

Usluga Manufacturer of playground eqmpment m Pakrac, 8 employees Mr Turuk was not
avaIlable dunng the summer season due to hIS work on the coast The clIent IS planmng to
expand hIS workshop m the commg months

New ClIents

Norma Coffee roaster/gnnder manufacturer m Daruvar, 4 employees and several local
subcontractors such as MPD BAC contmued to support tlus company's search for potentIal US
partners m conjunctIon WIth the EccoLmks project (EccoLmks was supposed to gIve money for
a study regardmg reducmg Norma's waste products) However, the EccoLmks fundmg dId not
come through do to the fact that the potentIal partner whIch we found dId not come through
WIth ItS support BAC WIll contmue helpmg Norma's search for US producers of afterburner
devIces The company's management has been consldenng the possIbIlIty of producmg small
soy bean toasters for famIly farms and asked for our assIstance m researchIng thts subject We
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provIded them wIth mformatIOn regardmg techmcal detaIls on toastmg soy beans and wIll
contmue provldmg support for tills project m the future

ANTIK Custom furmture maker m Nova Gradiska, 6 employees The pIggyback marketmg VB
Jansa researched the US market and mformed the management that theIr product would be
competitive m the US even when mcludmg the cost of shIpment The BAC helped the company
develop two possIble marketmg strategIes for CroatIa one uses a web SIte, and the other uses
bIllboards located at the entrance to the Zagreb airport System Admmlstrator Bons Pran has
nearly completed the web SIte, and we are stIll studYing the use ofbIllboards

III Agnculture HIghlIghts

OvervIew

The problems m the agncultural sector remam unchanged throughout tills quarter Returnees of
Serb natIOnalIty are still mostly elderly and lIve off of humamtanan aId, depend on donatIOns
made by IRC, UNDP, HelpAge or Red Cross, and, unless ASB has reconstructed theIr houses,
lIve m a very poor condItions All the donations that they receIved are small and conSIst of
small amounts of money, such as a 6 000 Kn grant made by IRC for lIvestock or mechamzatIOn
purchases, or of lIvestock donatIOns, such as HelpAge's contnbutIon of 5 sheep, 10 chIckens,
and a sow per famIly UNDP has started a loan program for returnees to stimulate agncultural
productIOn However, the money receIved cannot be used to purchase mechanIzatIOn or to
reconstruct farm faCIlIties - It can only be used for productIOn Itself (buymg seed, lIvestock,
fertIlIzer, etc) The amount of the loan and the repayment penod vary, dependmg on the project,
willIe the mterest rate IS set at 7%

Returnees of CroatIan and/or other natIOnalIties suffer from dIfferent but substantIal problems
The government has rebUIlt some houses but has not prOVIded any funds for reconstructmg farm
bUIldmgs Considenng that many compames have stopped workmg due to sIgmficant amounts
of war damage or are workmg below capaCIty, many people have had to turn to farmmg They
have taken out loans to purchase eqUIpment, rebUIlt stables and barns, or mvested m lIvestock,
but are currently facmg marketmg dIfficulties because of the country's Import polICIes and the
overall IllIqudity of the economy The government has promIsed SubSIdIes for certam products
such as wheat, barley, soy beans, mIlk and cattle, however, It IS not paYing them m tIme People
who have taken out loans were countmg on those SubSIdIes and are now facmg the pOSSIbIlIty of
losmg theIr property because they cannot repay theIr loans

All of thIS fueled the farmers' anger, leadmg them to set up road blocks at the end of the last
quarter and the begmnmg of tills quarter ThIs protest, m turn, caused the government to start
paYing the promIsed SubSIdIes

ClIents

BadlJevma ASSOCIatIon 18 members BAC lmked members of the asSOCIation WIth HelpAge,
an EC-funded NGO that IS provldmg returnee beneficlanes WIth lIvestock and other household
Items HelpAge was lookmg for hog supphers (sows up to 60kg), and we referred them to thIS
aSSOCIatIOn Tills resulted m a 54 000 Kn sale for the farmers and attracted 6 more members to
the aSSOCiatIOn Vetennanan VE Toney Reynolds met WIth the members of the aSSOCIatIOn and
made some recommendatIOn regardmg feedmg and general upkeepmg BAC hnked them WIth
the chent Hreslc whIch agam resulted m 20,000 Kn worth of sales, and we hnked them WIth
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companIes Importmg and sellIng components for feed We mVIted the preSIdent of the
asSOCIatIOn to a PetnnJa agncultural event whIch resulted m lInkmg hIm wIth our other clIents
such as NESIC BIJelo Brdo and Mr PetneeVIC from AgroslavomJa

Bulovac AssociatIOn 70 members, mcludmg 15 mmontles and 1 Kosovo Croat After
meetmgs wIth members of the aSSOCIatIOn, FLAG deCIded to work WIth some of them and
slowly graduate thIS aSSOCIatIOn as a clIent The members WIth whom FLAG deCIded to contmue
workmg were sheep breeders who took some of FLAG's suggestIOns senously and formed theIr
own Sheep Breeders ASSOCIatIOn

Bulovac Sheep Breeders ASSOCIatIOn 10 members, formed per our suggestIOn and guIdance
FLAG helped them WIth the regIstratIOn paperwork and prOVIded VE aSSIstance regardmg
general upkeepmg of anImals Two members of the aSSOCIatIOn won pnzes for theIr sheep at the
State Agncultural FaIr m Gudovac BAC proVIded help WIth makmg a brochure for the
aSSOCIatIOn and WIll sponsor a VISIt for the group's secretary to a semmar on sheep breedmg m
Poree m October

Prekopakra Fruit Growers CooperatIve 7 members As mentIoned m the hIghhghts, after
regIstenng theIr cooperatIve, the members faced an ImpassIble roadblock m findmg financmg
for a cold storage faCIlIty We contmued our work m thIS dIrectIon and recommended the
cooperatIve to people runnmg the Pakrac Industnal Zone Project WIth the hopes that they would
be able to finance the cold storage or at least proVIde the cooperatIve WIth some busmess
premIses

GornJI Boglcevcl Goat ASSOCiatIOn 10 members ThIs aSSOCIatIOn was formed WIth FLAG
aSSIstance However, not all of the paperwork has been completed TheIr regIstratIon permIt has
not yet been Issued, so the aSSOCIatIOn has not offiCIally started to work However, FLAG
nommated the secretary of the aSSOCIatIOn, Mr PetneevIc, for TRANSIT, whIch he has
succesfully completed BAC mtends to work more WIth the aSSOCIatIon after they receIve the
regIstratIOn permIt and complete all other necessary admImstratIve work

Beekeepers ASSOCiatIOn "BAGREM" 50 members VE Wtlham Lord prOVIded techmcal and
marketmg aSSIstance to thIs aSSOCIatIon and gave a very succesful semmar to ItS members BAC
Imked members of the aSSOCIatIon WIth KRAS, the largest CroatIan candy and chocholate
producer who IS mterested m buymg larger quantItIes ofgood qualIty honey

Events

• VISIted Dr Matotan from PODRAVKA and arranged for hIm to prepare a greenhouse
productIOn feasIbIhty study for Dragallc The study was completed and shared WIth other
offices We also VISIted a succesful producer of greenhouse vegetables m the Varaidm area
and ensured that the greenhouse productIon IS a feaSIble operatIon Fundmg for the
greenhouse project and cash flow analySIS remams to be secured

• Started cooperatIOn WIth new GrubIsno PolJe mayor, Mr Zlatko Maderuh The prevIOUS
mayor dId not want to work WIth NGO's or IO's, but, Mr Maderuh has proven to be very
cooperatIve He IS mterested m techmcal aSSIstance to create feasIbIlIty studIes for the use of
abandoned farmland

• We met WIth the daIry company "SLAVIA" from Staro Petrovo Selo to dISCUSS the potentIal
purchase of mIlk from around Okueam ThIS daIry currently buys goat mIlk from that area
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They are mterested m buymg cow mIlk as well and are wIllmg to set up coolmg tanks If
there IS a sufficIent supply

• Three candIdates for TRANSIT succesfully returned WIth plans for the future development
of cooperatIves FLAG Daruvar WIll contmue to work WIth the 3 candIdates on theIr plans

IV Upcommg Events

• FLAG Daruvar WIll contmue to IdentIfy SME's havmg potentIal to Impact the return process
WIth techmcal aSSIstance In the weeks ahead, the BAC WIll evaluate SIgnIng MoD's and
recrUItmg VE's for the followmg companIes

Pcelarstvo Daruvar honey packagmg operatIOn WIth 4 full-tIme and 4 part-tIme
employees The BAC has IdentIfied thIS company as havmg a huge potentIal for
developmg beekeepmg m the area as per VE WIllIam Lord's adVIce The company IS
also a potentIal SEAF mvestee

• FLAG Daruvar IS currently workmg WIth several farmer groups m the process of creatmg
aSSOCIatIOns ASSIstance mcludes organIzmg the first meetmgs and prepanng regIstratIon
paperwork In the commg months, we antICIpate formmg the followmg aSSOCIatIOns

Novska free-range hog breeders aSSOCiatIOn WIth members throughout CroatIa
Pakrac sheep farmers aSSOCIatIOn
Grublsno PolJe farmers aSSOCiatIOn/cooperatIVe

• FLAG Daruvar mtends to organIze the follOWIng events for ItS clIents
"Days of Honey" for the "BAGREM" ASSOCiatIon It WIll be a 7 day event WIth
exhIbItIons throughout the week at the begmmng ofDecember
"Day ofBIOGAL" WIll be orgarnzed to promote BIOGAL's new home delIvery servIce
next quarter
Gathenng of hog farmers from the Western Slavoma area m Pakrac where we wIll
promote our hog farmer clIents and lInk them WIth other hog farmers, feed producers,
and eqUIpment retaIlers thIS november

• The followmg semmars are planned for the next quarter
semmar on hog breedmg for the aSSOCIatIon m BadlJevma
semmars for sheep and goat breeders on paraSIte control
semmar on mastItIs and somatIC cells for daIry farmers
semmar on CooperatIve Advantages m Grubisno PolJe
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FLAG PetrmJalFormer Sector North

Quarterly Report
I July - 30 September 1999

I Slgmficant Events

Mr Alan Chelko resIgned from hIS posItIOn as RegIOnal DIrector for FLAG PetnnJa On
October 1, hIS posItIOn was assumed by Mr DavId Zunc Pnor to workIng wIth FLAG, DavId
worked for more than 25 years m sales, marketmg, and mternatIOnal trade m CroatIa, AustralIa,
and TaIwan He has also created and managed a pnvate start-up company m CroatIa and knows
the ms and outs of the challenges facmg SMEs m CroatIa DavId graduated from the Hotel
Management EducatIOnal center m Zagreb and attended the UmversIty ofZagreb's EconomIc
StudIes program He completed a focus marketmg and busmess course m AustralIa

The FLAG PetnnJa outreach program mcluded the followmg events

The PetnnJa Team appeared on a TV news program featunng an mtervIew wIth FLAG
volunteer James "SkIp" Meneely who was on assIgnment at KORDUN JSC, a FLAG PetnnJa
clIent m Karlovac The segment lasted about two mmutes and mcluded general mformatIOn
about FLAG CroatIa

VE Gene Hodgkms was mstrumental m the organIzatIOn of 5 farmers aSSOCIatIOns and, dunng
hIS stay, conducted daIly meetmgs assIsted by FLAG's agncultural advIsor TIhomIr Gorsa

VE WIllIam Lord gave a semmar to the Beekeepers AssocIatIOns m SISak and VIsIted a number
ofbeekeepers on theIr premIses HIS semmar had very good attendance WIth around 50 people
present

On September 9, FLAG PetnnJa sponsored a "BIg Ag Meetmg" on the premIses of the
GavnlovIc canteen The semmar was attended by approxImately 120 guests, mostly farmer
assocIatIon members from all over CroatIa The semmar also mcluded the leaders and deputIes
from the Umon Of Coops, numerous agncultural compames, marketers, and a great number of
NGOs ChIef Of Party Mr Mark Grubb delIvered a speech on FLAG efforts to help construct a
polIcy platform for reform m agnculture The opemng statement was delIvered by Mr GJuro
GavnlovIc m WhICh FLAG was praIsed as a cooperator and benefactor assIstmg GavnlovIc Ltd
m reachmg ItS potentIal supply market, makIng technologIcal lInks, and makIng avaIlable Mr
Fred BI1lerbeck, a VE on HACCP standardIzatIon

DavId Zunc accompanIed VE JIm Rathbun to a roundtable dIscussIOn about mdustnal relatIOns
wIth Dok-mg, Kordun, Rukotvonne, and SEAF

II Busmess HighlIghts

OvervIew

VAT seems to be the mam obstacle m SMEs' cash flow The fact that busmesses have to pay
22% VAT to the government ImmedIately after mVOIcmg clIents mstead of after collectmg
receIvables has been causmg the general busmess slowdown m the SIsacko-Moslavacka and
Karlovacka regIOns (as well as throughout CroatIa) The lack of affordable credIts means that
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the entrepreneurs cannot finance the delayed payments for theIr goods Several companIes WIth
excellent products, wlnch are competItIve on the export market, have been brought close to
bankruptcy These stIll represent a prey to "would-be tycoons" offenng deals wIth banks whIch
they cannot honor, m exchange for maJonty shares Other recently pnvatIzed companIes have
been laymg low, shIeldmg theIr marketmg actIVItIes from the publIc m order to protect theIr
numerous small shareholders' shares from attractmg the attentIon of these "tycoons" The
takeovers practIced m the past by buymg small shareholders shares out at grossly dIscounted
value seem to stIll cause fear m some companIes' management teams

Lmks m supplIes and sales have suffered due to the huge natIOnal mternal debt (K27 bIllIon) and
the new foreIgn markets are hardly reachable because of manufacturers' mabIlIty to finance raw
matenals, technology, and runnmg & fixed costs

There IS an urgent need for a strong SME lobby The CroatIan Employers ASSOCIatIOn (HUP)
has been offenng support to only a few bIg busmess mterests The newly formed SMEA (Small
& MedIum Entrepreneurs ASSOCIatIOn) can only claIm 25 SIgned members At present, SMEA
also lacks effectIve management, resources, and strategIes On the other hand, If consensus
could be reached among syndIcates, SMEs, the Coop Dmon, agncultural asSOCIatIOns, and small
busmess and farm mterest groups, a strong VOIce could be raIsed to mfluence government polIcy
makers through speCIfic demands

There IS a need for better dIstnbutIOn of mformatIOn through the busmess communIty Semmars
by professIOnals from overseas (lIke the WORLD LEARNING-TRANSIT ICT semmar on
agncultural polIcy reform recently held m Zago1]e) could be held to educate busmess leaders on
ways of Jomtly lobbymg the government A challenge to domestIc busmesses IS posed by a
strong prO-Imports lobby WIth tIes to representatIves of the govermng party m the CroatIan
ParlIament

The government Itself has not shown any regIOnal development strategIes, espeCIally ObVIOUS m
the former UN sectors Parts of these areas now resemble "forgotten land," controlled by
arbItrary county executIves Legal adVISOry and admImstratIve bodIes show ammosIty towards
offenng good servIce to the entrepreneurs The few local mumcIpalIty leaders who are
mterested m more progressIve polICIes are lnndered by the countIes' wntten and unwntten
centralIzed polICIes The heavy mme contammatIon around the borders of the Sector North act
as deterrent to any outSIde mvestors

The town of VOJmc has three mdustnal companIes that have been strugglmg agamst the odds
There IS an mItIatIVe from Kaplast JSC, FLAG clIent and a success story, to recruIt
technologIcal partners for waste PET and plastIcs recyclmg natIonWIde PetnnJa IS aWaItmg
GavnlovIc Ltd to start a slaughterhouse whIch WIll proVIde spIllover effects to other local
SMEs Although GavnlovIc Ltd belongs to the larger SIze producer group and IS not a SIgned
FLAG clIent, It IS cooperatIve WIth FLAG -PetnnJa and IS the backbone of the busmess
communIty They have shown profit WIthout takIng on domestIc or foreIgn debt Karlovac
MunICIpalIty has a great number of small busmesses whIch are workIng to overcome challenges,
but they are unsupported by the local bank, Karlovacka Banka

Some of FLAG 's mdustnal clIents suffered consequences of the NATO bombmg campaIgn as
they are heaVIly dependent on orders from the tounst mdustry, WhICh was deeply affected by the
mIlItary actIon
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ClIents

ThIS quarter FLAG Petnnja contmued to support ItS 8 busmess clIents and adopted 1 new one

Dok-mg Zagreb based de-mmmg eqUIpment producer and mme removal company Dok-mg
employment stayed steady at 22 full time workers and 4 subcontractors Revenues were
$357,000 for the quarter The outstandmg receIvables are $572,000, WIth most carryIng over
from the prevIOUS penods The mam three debtors are Mungos, RuRu, and the IsraelI company
Mavenn Dok-mg IS currently producmg the MV2 Earth Angel de-mlmng vehIcle for
CROMAC, (Croatian Mme ActIOn Center) Fmancmg was obtamed from Zagrebacka Banka
($60,000) Dok-mg capaCIties for de-mIlling are now at 1,000,000 per month WIth 3 MV2s
operatIOnal Smce cleanng ItS arrears WIth SEAF m June, Dok-mg IS now prepanng to request
another loan from SEAF to bUIld the larger MV3 Dok-mg hopes to attract U S mvestment for
de-mmmg jobs m the Balkans, bemg m an advantageous pOSItIOn as a SEAF eqUIty partner,
FLAG clIent, and WIth a transparent busmess operatIon

KaDrvo Producer of beechwood elements m VOjlliC Trus company has kept ItS 48 employees
and contmued to export ItS mId to rugh qualIty European standard product used mamly for house
staIrs The firm IS threatened by lack of workmg capItal and the credItor Karlovacka Banka The
managers have sIgned over control of the company to Roman ReIcher of ISADE - FITRACO
Holdmg, belIevmg that more fundmg and favorable repayment terms would be negotiated
However, FLAG IS revlewmg the status of KaDrvo as a clIent as there has been no movement
from the new manager and an extenSIOn has been requested for the takeover contract

Kaplast Eko PlastIC mjectIOn moldmg producer of beverage cases and electromc components
m VOjlliC The firm IS contmumg Its strong performance WIth gross turnover of $1,943,000,
receIvables of $526,000, and 63 employees (13% mcrease m employment) Kaplast Eko IS
negotIatmg support from Ecolmks for PET and natIOnal waste plastic recyclmg The first
reactIOn from EcolInks was rejectIOn on the baSIS that waste plastICS were not Kaplast's problem
but the problem of the county or the whole state FLAG, Kaplast, and EcolInk's Sandra Balent
are researcrung ways ofbnngmg the project mto the EcolInks framework FLAG has also started
the search for a foreIgn or domestic technologIcal waste plastic collectIOn partner Tills busmess
IS normally one of the most lucratIve ones and the proposal from Kaplast IS economIcally
attractive

Ferro Art Blscan PetnnJa based producer of wrought Iron products such as fences, gates,
wmdow bars, and spIral staircases Tills trade shop has been progressmg WIth acqumng new
loan approval from Cantas bank through Zagrebacka Banka for $12,000 m workmg capItal It IS
also antIcipatmg a second meetmg WIth SEAF Mr Penca Blscan, the propnetor, has been
engaged m buymg macrunery and other eqUIpment from Germany He IS awaltmg amval of
eqUIpment and matenals, after wruch he IS to start rus first commerCIal contracts F A has had
no revenues and no receIvables

Rukotvonne FamIly run handIcraft maker m Petnnja Thev are still concentratmg on makmg
mSIgma ceramICS for dIfferent busmesses, hotel chams etc FLAG contmues supportmg
Rukotvonne by lmkmg them WIth credIt mformatIon and cash customers The eXlstmg
receIvables are $4,300 from the last tounst season

TIM Topusko based producer of stretched metal fencmg and constructIOn props The company
delIvered 118km of rughway raIlmg to the Bechtel project Bregana-Zagreb The complIcated
shareholder SItuation remams (more than 300 shareholders) whIle FLAG contmues to support

22



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

TIM's marketmg efforts m Bosma-Herzegovma The firm IS trymg to settle key shareholder
Issues before commIttmg to dates for a vIsItmg volunteer

SlIkem The start of productIOn IS stIll delayed because of the maJonty owner SAMOBORKA's
commItment to ItS $12,000,000 reconstructIon and moderruzatIon project m Samobor FLAG
brought SEAF for an evaluatIon VISIt and IS contmumg efforts to locatmg an mdependent source
of ImmedIate workmg capItal for SIlIkem Once the productIOn begms, FLAG WIll bnng an
expert volunteer to help the company streamlme ItS productIon and processes SIlIkem has
expressed mterest m the marketmg aSSIstance from FLAG once the ceramIC tIles are m
productIon

Staklo Prom Staklo's mam concern IS to secure credIts and find more paId work The SItuatIon
has Improved smce the last quarter, and a new employee has been added FLAG has made lInks
for Staklo WIth GavnlovIc Ltd re wmdow reconstructIOn on Gavnlovic bUIldmg ThIS project IS
stIll pendmg

New ClIents

Kordun JSC SIgned mdustnal stamless steel products company WIth 420 employees, sIgned m
the RAP mumcipalIty of Karlovac VE James Meneely (former presIdent of Armco Stell)
worked seven weeks WIth the company, analyzmg marketmg, productIon and general
management He recommended reorganIzatIon of sales strategy, productIOn, and general and
fimcal management An mdustnal engmeenng VE may be requested If the company carnes out
VE Meneely's recommendatIOns

III Agnculture HIghlIghts

OvervIew

The agncultural sector IS expenencmg challenges SImIlar to that of other war-affected areas of
CroatIa TypIcal challenges are damaged or destroyed mfrastructure, lack of able personnel,
low land value, and lack of credIt ProductIOn methods are outdated and need to be brought up
to standard WIth foreIgn competItors Local markets proVIde mmimal outlets for local goods
Local producers are SUSpICIOUS ofreceIvmg help from NGOs, and current mIddlemen attempt to
convmce producers to deal only WIth them

The Sisacko-Mosiavacka and Karlovacka regIons are potentIal large lIvestock producers
Sisacko-Molavacka IS SUIted for hog, cattle, and horse farmmg whIle the land of Karlovacka
lends Itself to sheep farmmg Modest numbers of lIvestock have been remtroduced by local
producers FLAG has been makmg efforts to orgamze them mto asSOCIatIons WIth the aIm to
make substantIve lInks WIth meat and processors such as GavnlovIc, Knzevcanka, Dukat, and
others FLAG has been cooperatmg closely WIth both countIes local agncultural extenSIOn
programs and have sent the countIes' adVIsors and assocIatIon leaders to the US on a
TRANSIT program In addItIon, FLAG IS workmg on market research for orgamc food,
enlargmg herds of cattle, and trymg to establIsh an aSSOCIatIon presence at one of the local
savmgs and credIt uruons
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ClIents

TremusnJak ASSOcIatIOn (PetnnJa) 24 members (23 Serbs, 1 Croat)
They are currently engaged m repaIr of mfrastructure, electncIty, road, telephones

SusnJar ASSOcIatIOn (PetrlDJa) 14 employees (all Serb)/ They have started the cooperatIve for
cattle, currently fattemng 100 They are also engaged m repaIr of the road and the telephone

Plod ZemlJe ASSOCiatIOn 26 members (24 Croats 2 Serbs) They have Imtlated cooperatIve
relatIOns wIth Vetennary StatIon -PetnnJa

Bobovac ASSOCIatIOn 20 members (17 Croats, 3 Serbs) They are concentratmg on free grazmg
cattle productIOn and currently have 500 calves of 300kg FLAG has made efforts wIth
Gavnlovlc and abroad to mVlte potentIal long term buyers

BudIcma ASSOCiatIOn 14 members (all Croats) They are engaged m reconstructIOn of theIr
vIllage FLAG has assIsted CCI to enter the vIllage WIth theIr socIal assIstance program

BIJelmk ASSOCIatIOn 23 members (22 Serbs, 1 Croat) Currently cooperatmg wIth OSCE and
BntIsh Know How Fund The Know How fund IS offenng to finance a tractor and eqUIpment
purchase FLAG has been coordmatmg letter of mtent from Gavnlovlc, and 10M and OSCE
recommendatIOns The aSSOCIatIOn IS also engaged wIth the VIllage reconstructIon, mcludmg
waterworks and telephone

BanskI Grabovac ASSOCIatIon Grabovac IS repamng mfrastructure, telephone, etc FLAG
assIsted m bnngmg a CCI CIVIl mltIatIve trammg program There IS a plan for renovatIOn of the
SOCIal premIses to be used by the aSSOCIatIon

KrnJak ASSOCIatIOn TheIr regIstratIOn IS m processmg FLAG has deSIgned a questIOnnaIre for
the members and IS orgarnzmg channels for dlstnbutIon ofmformatlon

DonJa Stupmca ASSOCIatIon The regIstratIon IS m processmg FLAG has desIgned a
questIonnaIre for the members and IS orgarnzmg channels for dlstnbutIon ofmformatIon

AGROZRIN Agroznn contmued cooperatIOn wIth Mr MIhalJevlc, a SEAF clIent from
Vrbovsko, to gather natIve products such as snaIls The firms now collects mushrooms m Dvor
mumclpalIty There are 9 buy-off places m dIfferent VIllages and one buy-off statIOn m Dvor
There are more then 50 people mvolved m gathenng and the result of a workday vanes between
350 kg and 600 kg There IS a competItIOn m the regIOn and the buy-offpnce changes from day
to day It was 15 HRK and now IS only 10HRK per kg Agroznn has earned about 35,000 HRK
gross dealmg wIth Mr MlhalJevlc Also, about 100 VIllagers earned more then 100,000 HRK for
collectmg WIld mushrooms

Events

• FLAG VISIted the Zagreb Autumn InternatIOnal FaIr whIch proved one of the best ways to
IdentIfy marketmg lmks for agncultural products Talks were held wIth DArbo, KandIsm,
Zlatm VrtovI, Garden Land, Knzevcanka, Segestlca, Chantelle, FamIlIa, Iprom,
AssIDomam, Ekos, alma, Knzevcanka, Stanlc, Zvecevo, Koestlm, Jakpoec, Puns, Inter
Agro, etc
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• FLAG -Petnnja made an appomtment wIth Mr Ivan Kolar, the leader of the Farmers
Association Of Croatia, (30,000 members) Tills IS the same organIzatIOn that had orgaruzed
the farmer's protests m June tills year regardmg government unpaId dues Mr Kolar and
FLAG agreed on Issues detnmental to current agncultural productIOn A deCISIOn for next
was made to mVlte other organIzatIons such as the CroatIan Umon Of Coops, Independent
Ag SyndIcates, Umon OfFarmers Of Slavoma and Baranja, SMEA, CroatIan FruIt Growers,
Croatian MIlk Processors AssocIatIOn, Croatian Meat ASSOCiation, and others

• Alan Chelko, Gene Hodgkms and Dave Zunc vIsIted Gavnlovlc to talk wIth Mr StOIC about
the Meat Processors AssocIation contnbutIOn to the roundtable dIScussIons regardmg a
consensus for agncultural reform Hrvatski Stocar, an umbrella aSSOCiatIOn of stock
producers and stock product processors, was recommended by Mr StOIC to be brought mto
the diScussIon about agncultural reform

• FLAG representatives were also present at the Fmal Report meetmg at Gavnlovlc by VE
MR Blllerbeck and were present at the meetmg between Gavnlovlc heads, ESCO
managers, and SFOR people FLAG emphasIzed the possIbIlIty for Gavnlovlc and local
farmers as potentIal supplIers to SFOR, and was strongly supported by VE Fred Billerbeck
Gavnlovlc also expressed strong mterest m helpmg FLAG lInk: to them to Kosovo sales of
Gavnlovlc canned and vacuum packed products

• FLAG representatIves together WIth Mr Blllerbeck and Mr and Mrs StOJIC ViSIted the Park
of Nature LonJsko PolJe The hosts, Mr AnUSIC and Mr MISIC made a presentation of the
respectIve natural resources and mformed about pastured pIgS from LonJsko Polje
Gavnlovlc IS mterested to buy 100 grown pIgS for processmg purposes as a pIlot productIOn
project

• Alan Chelko and Dave Zunc (together wIth reps From other FLAG offices) met wIth CDC
representatIve Mr WIllIam W Elfenbem They were bnefed on the Importance of FLAG's
mputs mto CDC database regardmg FLAG clIents who are mterested and ready to supply
baSIC staples and commodItIes to Kosovo CDC had the funds prepared and FLAG was
urged to expedIte mformatIOn processmg SIX weeks have passed, FLAG has entered a large
amount of data mto the system CDC has not gIven any feedback to FLAG or Its chents

IV Upcommg Events

• FLAG PetnnJa WIll contmue to IdentIfy SMEs havmg the potentIal to Impact the return
process WIth techmcal assIstance FLAG PetnllJa IS engagmg m aSSIstance to SMEA and ItS
busmess plan development

• VIVERA Ltd Glma Upon approval from OSljek, PetnllJa WIll SIgn MOU WIth them
regardmg techmcal and marketmg BAC aSSIstance Smce Vlvera mIght find Itself on the
market for takeover, FLAG WIll make contacts WIth U S food producmg comparues to
research theIr mterest m buymg Vlvera

• Pcelarstvo KEP honey packagmg operatIon WIth I full-tIme and I part-tIme employee The
BAC has Identified tills company as havmg a good potentIal for developmg beekeepmg m
the area, per VE WIlham Lord's adVIce
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• Gratmg Ltd Karlovac, FLAG mtends to conduct dIagnostlcs and mvestlgate further mto
possIbIlItles of MOU Tills mdustnal chemIcal company IS a potentlal SEAF mvestment
Management IS negotlatmg a stone quarry conceSSIOn m LIka area nearby an Important
Bechtel hIghway and tunnel JunctIon

• FLAG PetnnJa IS currently workmg wIth a farmer group m the process of creatmg an
aSSOCIatIOn ASSIstance mcludes organIzmg the first meetmg and prepanng regIstratIOn
paperwork. In the commg months, we antlcIpate formmg the followmg aSSOCIatIOn

DonJI VIdusevac hog breeders aSSOCiatIOn WIth all profeSSIOnal members, formerly
cooperatmg WIth PPK and GavnlovIc

• FLAG PetnnJa mtends to organIze the followmg

Research of the technologIes of productIOn of the chestnut flour mIlls for the SIsacko­
Moslavacka regIOn for supplIes to LED, other food comparnes, and the pharmaceutIcal mdustry
The SIsacko-Moslavacka regIOn IS abundant m chestnuts and FLAG clIent Agroznn's work-plan
mcludes chestnut collectIOn At thIS stage CroatIa Imports chestnut flour m the range of 300­
400T per year

• The followmg semmars are planned for the next quarter

Marketmg semmar for FLAG SME clIents m SIsacko-Moslavacka and Karlovacka
regIOns conducted by professor HItrec, the honorary lecturer at the UrnversIty of
EconomICS and one of the founders ofSMEA The semmar's mam them WIll be
standardIzatIOn ofdomestlc products towards the foreIgn markets and
systemIzatIOn of the domestIC & foreIgn marketmg ways

In cooperatIOn WIth FLAG Daruvar, FLAG PetnnJa WIll orgarnze and partICIpate m
semmar on hog breedmg for the assoclatlon m PetnnJa
semmar on mastltIs and somatlc cells for daIry farmers
semmar on CooperatIve Advantages m PetnnJa
Darn Meda m Daruvar
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FLAG Kmn I Former Sector South
Quarterly Report

1 July - 30 September 1999

I Slgmficant Events

• FLAG Knm formed the multIethruc Sheep-Breeders' AssocIatIOn of Koreruca, orgaruzmg
the foundatIOn assembly meetmg and admirustratIvely reglstenng the assocIatIOn ThIS
assocIatIOn has over 40 members who own over 2,000 sheep

• FLAG Knm sIgned an MOU wIth one new busmess clIent, one new agncultural assocIatIOn,
and one new agnbusmess clIent dunng the quarter

• FLAG Knm developed a project to purchase sheep for returnees on a rotatmg-fund payback
basIs m Obrovac However, muruclpal hostIlIty to the project necessItated a sWItch to the
Udbma munIcIpalIty The mcreased pnce of the sheep due to the delay m executmg the
project m the end resulted m ItS postponement, but nevertheless the knowledge and research
IS there to actIvate thIs project on a regIonal basIs as funds become avaIlable

• FLAG orgarnzed radIo advertIsements (on RadIo GOSpIC) for sheep farmers to orgarnze m
the Koreruca area These advertIsements outlIned the benefits of aSSocIatIOn formmg and
contnbuted to the hIgh turnout at the formatIOn meetmg

• Damlr BuntiC Jomed the FLAG Knm staff as the Agncultural AdVIsor HIS mam dutIes have
been provldmg assIstance and advIce to returnee and other farmers m the area and
encouragmg aSSOCiatIOn/cooperatIve formatIOn He has a degree m Agnculture from the
Agncultural Faculty m NOVI Sad and was prevIously employed at the UN base m Pleso

• FLAG Knm provIded a computer program on optImal feed mIxtures to a feed producer m
Labm whIch wIll enable hIm to create the optImal feed mIxtures based on customer
reqUIrements, makIng hIm more competItIve m a dIfficult market enVIronment

• FLAG Knm completed two volunteer aSSIgnments dunng the quarter and provIded
aSSIstance to SIX busmess clIents and four agncultural clIents

• FLAG Knm sent four of the local Agncultural ExtenSIOn Agents actIve m our area to attend
TRANSIT (World LearnIng) trammg m the U S for three weeks m August They returned
WIth solId Ideas about Improvmg agnculture m theIr area and are working WIth FLAG to
realIze theIr plans

• FLAG Krun proVIded gUIdance to the murucipallty ofBISkuPlJa that asSIsted them m solvmg
a problem With an 10M-funded water project

II Busmess HighlIghts

The economIC enVIronment for SMEs m thIs area IS stIll very dIfficult Lack of access to credIt,
lack of lIqUIdIty, over-regulatIOn, and absence of any credIble support to small busmesses are
substantIal hurdles to 5MB growth An aggreSSIve and antagorustlc finanCIal polIce
admirustratIOn penalIzes small busmess owners for the smallest mfractIOns, and mspectIOns and
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cumbersome record-keepmg reqUIrements reduce mitIatIve and productIvIty Most of our
chents are focused more on survIval than on expansIOn

ThIs quarter FLAG Krun supported the followmg SIX busmess chents

Tomalc-commerce (new chent) Cheese producer from Krasno near Otocac They produce cow
and sheep cheese Mr Tomalc WIll buy all sheep mIlk produced m the area from members of the
Sheep Breeders' AssociatIOn of Koremca, WhICh was organized by FLAG Through thIS
lmkage FLAG WIll help the cheese factory mcrease productIOn, sales and revenues and also help
farmers m the area mcrease theIr mcome through the sale of mIlk VE McNeIl also provIded
advIce that WIll help them mcrease productIOn

RIbarstvo JSC FISh farm based m DonJa SuvaJa at the spnng of the Una nver They farm
exclUSIvely rambow trout, and unusual to CroatIan trout farmmg methods, RIbarstvo has ItS own
hatchery FLAG establIshed a lInkage between RIbarstvo and a small fish farm In Zagreb Tms
fishery started to buy fingerlmgs from our clIent We also created a lInk between our clIent and a
local fish trader who became the major dlstnbutor of fish m the Knm area Tms year the fishery
IS operatmg for the first tIme at ItS full capacIty of 100 tons of trout per year ASIde from havmg
trouble collectmg receIvables, a major problem was gettmg the proper food at the nght tIme
FLAG helped them contact Dutch and Damsh supphers who WIll proVIde them wIth a rehable
source of fish food Projected revenue for thIS year WIll be more than double the preVIOUS year's
revenues of$128,000

GradeVIDskI obrt Petar RaJcevlc Contractor from DonJI Lapac who IS workmg on the
reconstructIOn of the DonJI Lapac area Mr RaJcevlC IS also the owner of the only store for
bUIldmg supplIes m DonJI Lapac We proVided mm mformatIon about tenders for rebUIldmg m
the regIOn After gettmg ICMC donatIOns and wIth new eqUIpment, he WIll be able to bId
mdependently for bIgger projects Mr RaJcevic has succeeded m mamtaImng contracts and
revenues at the same preVIous level of $22,000 per quarter

Concurent BIS Seed potato producer from Udbma WIth over 150 hectares of land they
orgamzed productIOn of not only seed potatoes but also dIfferent kInd of vegetables mercantIle
potatoes, omon, cabbage and lettuce Because of seasonal busmess cycle dunng the summer
and the fall they have no revenues, theIr major revenues are realIzed from November untIl
March FLAG mtends to help them m ImkIng wIth bIgger supplIers of seed potatoes

Ostra Producer of powdered beverages from Udbma The owner IS a returnee from Canada
and hIS partner IS stIll m Canada Ostra can produce mstant coffee and other beverages wIth
brand mark as reqUIred Ostra also packs sugar m small bags wIth theIr label To resolve
hqUIdity problems they recently opened a second retaIl store m Udbma to sell goods wmch they
get from customers mstead ofthelr cash receIvables

Vrana dairy Dairy farm managed by Mrs Blanka MitroviC The daIry IS one of the mam mIlk
producers m Zadar county A FLAG VE made a lInkage WIth a supplIer of mIlkIng eqUIpment
m the U S because the current mIlkmg faCIlIty was not SUItable for mIlkmg Mrs MitrOVIC IS
now very satIsfied WIth the results We also assIsted them thIS quarter WIth a contact m the U S
who proVIded free testmg of samples ofthelr SOlI

III AgrIcultural HighlIghts
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WIth the almost complete absence of a manufactunng mdustry m the fonner Sector South
(except for some now-defunct fonner state enterpnses), agnculture WIll be key m the
development of an economIC base that WIll encourage refugee returns The best potentIal for
mcome generatIOn and refugee return m relatIvely depopulated Northern DalmatIa IS through the
converSIOn of grass mto meat and mIlk Although the meat market IS strong, the collectIOn and
sale of mIlk m thIS area IS conSIdered economIcally unsound due to the dIstances between the
producers and a daIry, the expense of transport, the absence ofmIlk-coolmg uruts, etc Wool IS
also not collected due to lack of mfonnatIOn about markets and transport dIfficultIes We
belIeve that these dIfficultIes can be overcome through the orgaruzatIOn of eXIstmg producers to
achIeve economIes of scale and cost poolmg, and we are actIvely engaged m thIS effort

FLAG Knm held the foundatIOn meetmg m Koreruca of the Sheep-breeder's ASSOCIation of
Koremca last month There are a total of 40 members who collectIvely own over 2,000 sheep
The ethruc mIX of thIS aSSOCIatIOn IS approxImately 50-50 ThIS aSSOCIatIOn WIll foster the
remtegratIOn process by provIdmg a vehIcle for members of both ethnIC groups to mteract and
exchange mfonnatIOn The return Issue WIll be developed as Serbs who have already returned
become economIcally VIable sheep producers, a process whIch through word of mouth WIll
encourage other refugees to return to CroatIa ThIs IS an example of how aSSOCIatIons can
contnbute to populatIOn remtegratIon efforts and we WIll use thIS aSSOCIatIOn as a vehIcle to
Implement techmcal and other aSSIstance to returnee farmers m the area

WIth VE aSSIstance, the FLAG Knm agnculture representatIve has deSIgned a senes of semmars
on Flock Management, NutntIOn, and Dlsease/Illness IdentIficatIOn Interest of local producers
m learrung the optImal methods of raIsmg sheep was hIgh, as was demonstrated at the
aSSOCIatIOn fonnatIOn meetmg These semmars WIll be key m gIvmg sheep producers the tools
they need (knowledge and trammg) to raIse a healthy sheep flock Over 10 Impromptu semmars
have been gIven to small numbers of sheep producers WIth good results and hIgh enthUSIasm

FLAG Krun IS also leveragmg a sheep donatIon bemg made by the Lutheran World FederatIon
(a local NGO) m the Udbma-Koreruca area Over 1,000 sheep were gIven on a humarutanan aId
baSIS to 200 famIlIes (mostly Serb returnees) to help them survIve the wmter and/or to proVIde a
small mcome by sellmg lambs m the spnng We expanded the scope of thIs aId mto the sphere
of mcreased return/remtegratlon and economIC development We have used FLAG techrucal
expertIse to fonn an aSSOCIatIon to expand the market power of each producer and also add to
the value of these sheep Lambs sell at a premIum m CroatIa and thIs IS an opportunIty to tum
what are nonnally subSIstence-level returnees mto small-scale, profitable sheep producers

ThIS quarter FLAG Krun supported the followmg four agncultural clIents

Gucanm (new clIent) Sheep operatIOn m Udbma They have been mIlkmg theIr 700 sheep and
provIdmg the mIlk to a cheese producer m Pag, WhICh for the last quarter has been unable to pay
due to finanCIal problems FLAG Krun put them m touch WIth clIent Tomalc-commerce who
WIll begm buymg the mIlk and paymg m cash on delIvery, and at a hIgher pnce than that of the
Pag cheese factory ThIS WIll result m an extra $20,000 next year for Gucarun WhICh they WIll
use to mcrease the SIze of theIr flock

Sheep Breeder's ASSOCIation of Koremca (new clIent) FLAG organIzed thIs aSSOCIatIOn to
mcrease the bargaImng and marketmg power of these 40 producers and to aSSIst them m
developmg value-added processes (mIlk and wool productIon) for theIr sheep We have put
them m contact WIth textIle finn RegeneraclJa north of Zagreb who WIll purchase all the wool
thIS aSSOCIatIOn can proVIde We are also negotIatmg WIth Tomalc-commerce to arrange mIlk
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sales to hIS cheese operatIOn These contacts wIll result m mcreased mcome for these members
from mIlk and wool resources that untll now have been thrown away

Perak Mr Ante Perak IS one of the bIggest sheep breeders m the area of Bnbmske Mostme He
has a flock of approxImately 1,000 sheep and goats and IS planrnng on formmg the only sheep
reproductIOn center m Northern DalmatIa He had problems sellmg hIS lambs so FLAG
recommended that he roast the lambs by hImself and then sell the prepared meat to tounsts In
tills way he sold most of ills lambs and earned a great deal of mcome smce he sold one kIlo of
lamb for less than the usual pnce m restaurants, but much illgher than the pnce he usually
receIves for sellmg lIve stock

PeralC d 0 0 Mr PeraIc IS a fruIt and vegetable producer and retailer He plans on buIldmg a
large faCIlIty for packmg fruItS and vegetables He has not yet found the necessary financmg for
tills project FLAG aSSIsted hIm m applymg for several types of credIt and loans and we are stlll
waItmg for a response

IV Upcommg Events

FLAG Knm has the followmg actlvities planned for the next quarter

• FLAG Knm WIll begm evaluatmg economIC opportumtles that WIll faCIlItate the return
process These opportunlties may mclude provIdmg lImIted fundmg for mcome and return­
generatmg actlvitles that deal mamly WIth agnculture

• FLAG WIll contmue to orgamze sheep producers and other farmers mto aSSOCiatIOns,
focusmg on the return-frIendly mUnICIpalItIes of DonJI Lapac, Otocac and BiskupIJa

• FLAG WIll contmue to IdentIfy SMEs WIth whIch we can faCIlItate the return process by
provIdmg technIcal and other aSSIstance

• FLAG WIll actlvely search for ways m willch resources can be leveraged WIth those of other
NGOs, pnmanly 10M, CRS and ICMC, to mcrease theIr Impact

• FLAG WIll organIze the mIlk producers m the area south ofKnm mto an aSSOCiatIOn to asSISt
them WIth sellmg theIr mIlk, m exchange for cash on delIvery, to a potentlal clIent m Pakovo
Selo who has a daIry and WIll produce speCIalty cheeses and yogurts

• FLAG WIll use the expertIse and enthUSIasm of our four TRANSIT partICIpants to form new
aSSOCiatIOns and faCIlItate populatlon remtegratIOn We are actlvely engaged m a project
WIth the agnculture extenSIOn agents m the Otocac area to mcrease farm productIOn

• In cooperatIOn WIth 10M KnIll and a local consultant, we WIll attempt to organIze a COW
mIlk collectIOn operatIOn m DonJI Lapac Tills WIll gIVe returnees m tills former 95% Serb
RAP munICIpalIty a source of mcome WhICh they do not currently have
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FLAG MONTENEGRO 4th QUARTER REPORT

1 July-30 September 1999

The ongmal proposal for Montenegro provIded for one Amencan, ImtIally statIOned m
Dubrovmk, three local natIonals and eIght volunteer aSSIgnments The mltIal focus was
asslstmg specIfic large state-owned finns to adjust to a market economy WIth a longer-tenn goal
of restructunng to faCIlItate pnvatIzatIOn We were also asked to look at opportumtles for cross­
border trade

FLAG Montenegro opened Its office m Podgonca on 21 July and currently operates WIth two
expatnates and three local natIonals Major actIVItIes to date mclude

OBOD The assessment proVIded at the Montenegnn EconomIC Workmg Group m Cavtat
underscored the challenges faced by thIs state-owned finn OBOD demonstrated all the
deficIencIes assocIated WIth a command economy redundant workers, lack of accountabIlIty,
poor management, no marketmg, relIance on compensatIOn, and poor mamtenance FLAG
stated that busmess cntena would dIctate closmg the finn PolItIcal consIderatIOns necessItated
that OBOD be put on lIfe support and an attempt made to restart productIon It was Judged that
closmg a factory WIth 2500 workers m the pIvotal CIty ofCetmJe would destabIlIze the
government The challenges facmg OBOD are onerous, but progress has been made Carl Moe,
FLAG consultant to OBOD and recently retIred preSIdent ofMaytag InternatIOnal, ImtIally felt
the probabIlIty of success was less than 20% Based on hIS recent VISIt he now feels It IS greater
that 70% Most of the uncertamly mvolves the government's abIlIty to arrange financmg for
workmg capItal and severance for excess workers

The fifteen weeks of volunteer/consultant effort m the first quarter have produced tangIble
results In part because of our recommendatIon a new general dIrector has been appomted
FLAG developed a comprehensIve actIOn plan to return OBOD to productIon as a "for profit"
enterpnse ThIS plan was adopted by the Board of Governors and gamed the support of the
government FLAG brokered an agreement between the government and the head of the umons
for Montenegro to assure labor peace

Efforts contmue and we hope that the US Government's promIse to support a management
team for OBOD and prOVIde workmg capItal WIll be honored

NlkslC Steel ThIS company shares many of the same charactenstIcs ofOBOD Unfortunately,
the company produces a commodIty at a pnce sIgmficantly hIgher than the world market pnce
Moreover, current management seems unwIllmg to face the realItIes of the SItuatIOn FLAG
outlmed five speCIfic actIons that reqUIred no fundmg as a precursor to restartmg productIOn
FLAG aSSIsted the government m sellmg approXImately 7,000 tons ofold mventory whIch
resulted m earmngs of about 1 5 mIllIon dollars FLAG has lImIted ItS actIVItIes at NIksiC due to
resource constramts, the government's pnonty towards OBOD, and management's lack of
cooperatIOn We have offered, through the MInIStry of Industry, our finanCIal consultant to
NiksiC to help them capture costs so they can make management deCISIOns

Wood IndustrIes FLAG evaluated two large wood producers m the North ofMontenegro We
prOVIded speCIfic recommendatIons that would make them more competItIve sellmg to
mternatIOnal orgamzatIOns m Kosovo We prOVIded several NGO contacts, one of whIch
resulted In a 1 5 mIllIon DM contract
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Cross Border Trade FLAG negotIated a contract funded by USAIDI OTI for a survey of 250
large firms representatIve of the Montenegro economy It provIded a database that mdIcates
how closely the economy IS tIed to SerbIa and the surroundmg states It mdIcates cross border
trade opportumtIes and It formed a basIs for CDC efforts to provIde supply SIde mformatIOn for
Kosovo actIvItIes

TOUrism Industry FLAG conducted a comprehensIve study of the tounsm mdustry m
Montenegro After dIscussIOns wIth the MmIster ofTounsm m Cavtat, Ambassador Sklar asked
IfFLAG could provIde thIs actIvIty The study provIded specIfic recommendatIOns, mcludmg
modIficatIon ofMontenegro's approach to hotel pnvatIzatIOn As a result of our suggestIOns,
the PnvatIzatIOn CouncIl deCIded to offer management contracts for about 15 hotels to
mternatIonal chams

KAP Although concerned about the senSItIVIty of Glencore's management contract WIth KAP
and the government's avowed approval of Glencore, FLAG has an expenenced consultant
standmg by to evaluate the operatIon

PriVatIZatIOn and Other Issues

Montenegro IS commItted to move qUIckly WIth three programs-mass voucher, mternatIOnal
tenders, and auctIOns OffiCIals repeatedly stress the need for speed and transparency Our
concern IS that merely transfemng the assets (and lIabIlItIes) WIll not produce the mvestment
needed or the management reqUIred for meanmgful change Success WIth pnvatIzatIon IS lmked
WIth effectIve supportmg polICIes and effectIve mstItutIons that foster pnvate enterpnse WIth
Barents abIlIty to deploy assets m Montenegro constraIned, we had been asked to mvestIgate
pOSSIble aSSIstance

Montenegro's first pnonty IS a stable currency and polICIes regardmg establIshment of a
currency board and a convertIble dmar are beIng mvestIgated Professor VukotIc, PreSIdent
DJukanovIc's chIef economIC adVIsor, requested FLAG aSSIstance m the bankmg sector Our
consultant met WIth several key players mterested In bankmg reform and we expect hIs report by
20 October PublIc trust m commerCIal banks IS practIcally non-eXIstent, and capItal that can
aSSIst SME development IS unaVaIlable Restonng confidence In the bankmg system IS essentIal
to attractIng mvestment and the eventual success of the pnvatIzatIon process

There are few alternatIves to entrepreneurs who reqUIre capItal to expand theIr operatIOns or to
develop new opportunItIes Opportumty InternatIOnal's success WIth theIr mIcro-credIt lendmg
program covers only a small segment of the market Larger enterpnses WIll need some type of
loan faCIlIty to meet theIr needs

PnvatIzatIOn, SME development, and bankmg reform are mterconnected m Montenegro In
addItIon to legal and regulatory reform, development of capItal markets are also reqUIred so that
the pnvatIzatIon process does not become an end m Itself

32



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

Attachment A Table of Clients In RAP and/or PRM mUnIcipalities

I Company and Association Chents ILegal Form I City RAP PRM
Ferro-Art Blscan Ltd Petnnja Yes No
Construction craft Petar RajcevlC Craft Don]1 Lapac Yes Yes
KaDrvo doc VOjnlC Yes Yes
Kordun JSC Karlovac Yes No
Neslc- Bljelo Brdo Ltd Bljelo brdo Yes No
PZ'Vocko' coop Prekopakra Yes No
Rukotvonne Petnnja Craft Petnn]a Yes No
Samtex Craft Gaj Yes No
Staklo Prom Craft Petnnja Yes No
Stocarsko-svlnjogojska udruga Assn Badljevma Yes No
TIM Tvornlca Istegnutlh Metala Ltd Topusko Yes Yes
U P BJelmk Assn Bhnjskl kut Yes No
U P "Tremusnjak" Assn Jabukovac Yes No
U P "Budlcma" Assn Petnnja Yes No

Assn - JabUkova-c
--

U P '~Susnjar" Yes No
Assn Plod-Zemlje Assn -Jabukovac Yes No
Peasant assn Bobovac Assn Bobovac No Yes
Usluga Ltd Pakrac Yes No
Werba Ltd OSlJek Yes No
Zajedmca Udruga Seljaka Siavomje 1Baranje Assn OSljek Yes No
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Attachment B Small and medIUm Busmess Enterpnses PolIcy ResolutIOn

Small and Medium Business Enterprises
Policy Resolutions

September 1999

PREAMBLE

The promotIOn ofpnvate enterpnse m our socIety provIdes for economIC OPPOrtunIty to all
sectors of the populatIOn EconomIC growth and stabIlIty can only be achIeved wIth a strong
envIronment for entrepreneurs and the start up of small and medIUm busmesses We are
dedIcated to advocatmg for more favorable condItIons for busmess, thereby strengthemng our
economy and fostenng commerce We further recognIze that current economIC condItIons
reqUIre the posItIve actIOns of government m findmg acceptable resolutIOns to the problems that
we face We WIll work wIth our government to create an envIronment, WhIch allows for the
creatIOn and nurturmg of small and medIUm busmess enterpnses We wIll also assIst the
government m programs that wIll foster an open economy and create Jobs, allowmg for
economIC freedom for all

PetItIomng one's government IS the mark of a free and democratIc socIety Busmesses,
aSSOCIatIOns, and government officIals umted together for a common goal ofpromotmg a more
favorable busmess clImate IS the solutIOn that we seek

EconomIC PolIcy for Small and MedIUm Business EnterprIses

The foundatIOn of a sound economy are the Small and MedIUm Busmess Enterpnses The
pnmary objectIve of a natIOnal economIC polIcy must be to mamtam the economIC VIabIlIty of
SME's ThIS polIcy should also seek to enhance busmess mcome and productIOn, so that
busmess may contmue to employ people and produce needed goods and servIces

Payments to Small and MedIUm Busmess Enterpnses - The bIggest problem facmg SME's m
CroatIa IS the government's practIce of delaymg payment for the servIces for whIch It has
contracted ThIS has caused a npple effect m the economy, leadmg to madequate cash flow and
even msolvency among many SME's The hIghest pnonty of the government should be to pay
busmess wIthm a reasonable tIme penod and at the contracted pnce or to ease the tax lIabIlItIes
of busmess dunng thIs extended penod

TaxatIOn of BusIness

The CroatIan government has used the exceSSIVe taxatIOn ofbusmess as a means ofsustammg
an ever-growmg budget These taxes have become burdensome and tremendously regressIve to
SME's and ultImately to the consumer TaxatIOn has hIndered busmess's abIlIty to export to the
world market and to compete wIth cheaper Imports ThIS exceSSIve taxatIon has led to a large
black, and gray market, denymg government any revenue The government must take steps to
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reduce the tax burden to SME's, thereby stImulatmg economIC growth and mcreasmg tax
revenue

Value Added Tax Adjustment - The foundatIOn of the CroatIan economy IS ItS small and
medIUm busmesses The productIOn of goods and servIces as well as retaIlmg IS functIOnmg
under a burdensome tax system The government should allow for a graduated VAT for varyIng
product sectors Many ofthe competmg countnes have a graduated tax rate for varymg products
and servIces A proposal for a multI-level VAT would allow for basIc essentIals to be charged
no tax or at the least rate, raw matenals used m productIOn would be charged a competItIve rate,
and luxury goods charged at the full rate

Tax Remittance - In order for busmess to mamtam a pOSItIve cash flow thereby stlmulatmg the
economy, the government should allow for a longer penod for remIttance of the Value Added
Tax At present, the VAT must be paId m the month followmg mVOIcmg Because of thIs,
many busmesses have a cash shortage whIle awaItmg payment ThIs mcreases the need for
short-term capItal or delays the payment of other lIabIlItIes The system of collectmg the VAT
should be changed to allow for remIttance upon the receIpt ofpayment Another SolutIon used
m many competmg countnes IS to allow for remIttance of taxes every quarter or semIannually

TaxatIOn of Payroll-Unemployment IS an Issue that IS hampenng economIc prospenty m
CroatIa The government should take steps to reduce the payroll tax burden m order to stImulate
employment Government could also make attempts to work WIth busmess start-ups and
entrepreneurs to enhance employment opportumtIes through the use of the CroatIan
Employment ServIces' program for SUbSIdIzed employment

Access to Available Credit

Credit - The government's lIqUIdIty problem, and a lack of capItal m domestIc banks, has
produced credIt problems for SME's Too often credIt IS not readIly accessIble to SME's and
when avaIlable the terms are exceSSIve Many of the loans obtamed by SME's have terms at
above market mterest rates, for short terms, and WIth exceSSIve collateral Measures should be
mstItuted to allow for the avaIlabIlIty ofcredIt at market terms and admmlstered m a faIr,
prompt and transparent manner The government should also allow for more usage of the
CroatIan Guaranty Fund for reduced collateral on loans

Some governments m the war-affected areas, through a natIOnal credIt program, are attemptmg
to loan money at a reduced rate (9 8 percent), however many of the countIes and/or
munICIpalItIes have not lent thIS money m a conSIstent manner In order to promote the start up
ofbusmess enterpnses, the government should mandate that thIS money be loaned to
entrepreneurs m a tImely manner and WIth mmImal collateral

Enterprise Zones - The government through a comprehensIve program m the war-affected
areas should create an enVIronment for the start-up and growth ofSME's ThIS could be
accomplIshed on the mumclpal or county level, WIth aSSIstance from the natIOnal government
One such program was mstItuted m the town ofPakrac (see attachment 1) The Pakrac
Industnal Zone program could be used as a model for other mumcIpalItIes and countIes ThIs
model program uses the property of a former state owned mdustry, whIch IS msolvent SME's
WIll be allowed to purchase needed space at a reduced pnce WIth all needed mfrastructures m
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place It WIll offer favorable tenns on credIt, consultmg servIces, SubsIdIes for employmg and
educatmg workers, duty free Imports, and tax benefits to the employer

Pro-Busmess Advocacy

Advocatmg ones posItIon before the government IS the nght of all CItIzens m a free and open
socIety SME's, busmess assocIatIOns, unIons and other organIzatIons should coalesce to
advocate the posItIon of busmesses m CroatIa The goal ofbusmess should be to IdentIfy
operatIOnal Issues that would allow for reasonable successes and work wIth government on
solutIons to the polICIes and regulatIOns Impactmg the busmess clImate m CroatIa Government
should also seek the mput of busmess assocIatIOns, SME's and other organIzatIons m theIr
fonnulatIOn of legIslatIon
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Attachment C Agriculture PolIcy ResolutIOns

Agriculture PolIcy ResolutIOns
July 1999

PREAMBLE

The pnvate farm system of agncultural productIOn can provIde OpportunItIes for mdivIdual
enterpnse to all famIlIes m our SOCIety ThIS system achIeves economIC and socIal stabIlIty, as
well as soIl, water and envIronmental stewardshIp of our natural resources and unparalleled
productIon effiCIency We are dedIcated to the strengthernng of farmer cooperatIves and
pnvately held agnbusmess's and farms We further recognIze that current condItIons reqUIre
strong government mvolvement m resolvmg problems We seek to work WIth the government
m creatmg condItIons where free market pnncIples gUIde the destmy of CroatIan agnculture and
government mvolvement IS that of faCIlItatIOn and to prOVIde a safety net m tImes of unforeseen
CIrcumstances

The essence of the cooperative movement-farmers workmg together for theIr mutual benefit­
IS the spmt, WhICh motIvates every actIVIty of the Slavorna-BaranJa Farmers Drnon Pnvate
farmers have a valuable tool m workmg together m farmer-owned-and-controlled cooperatIves
These cooperatIves are essential to the farmer's economIC well bemg and success

Agricultural Programs for Private Farmer

NatIOnal Food PolIcy

The keystone of a free, progressIve, democratIc natIOnal SOCIety, as well as a strong rural
CroatIa, IS the owner-operated pnvate farm The pnmary ObjectIves ofnatIonal agncultural
polIcy must be to mamtam the economIC VIabIlIty of famIly-sIze farmers, and to enhance
producer mcome, so that farmers may contmue to prOVIde a relIable supply of food and fiber and
serve as stewards of our natIOn's resources

The baSIC Issue facmg thIS natIon IS the control of agnculture National farm polIcy must
proVIde dIrectIOn and emphasIs to ensure that control of agnculture IS vested wIthm the pnvate
farmer ProfitabIlIty must return to the rural and agncultural economy Farmers and consumers
alIke need stabIlIty and faIrness m a farm program Adequate and affordable food IS one of the
most Important secunty Issues that CroatIa faces m the future

Agriculture Payments to Farmers - Croatian farmers are at econOmIC nsk because current
government polICieS hInder the flow ofmputs and credIt needed for agncultural productIOn It
should be the hIghest pnonty for the CroatIan government to pay farmers WIthIn a reasonable
tIme penod and at the pnce promIsed pnor to plantmg

Domestic FertIlIZer Supply - It IS ImperatIve that the agncultural sector has access to relIable
and secure supplIes of fertIlIzer ApplIcatIOns are tIme senSItIve, and yIeld reductIOns can be
dramatIc If rates are curtaIled SIgnIficantly Adequate domestIc productIon and the abIlIty to
Import fertIlIzer are cntIcal to mamtmrnng domestIc food supply for Croatia
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Inputs for AgrIcultural ProductIOn - Croatlan fanners must be assured adequate mputs for
the productIOn of food EfficIent agncultural productIOn reqUIres sufficIent quantItles of
petroleum, fann eqUIpment and machmery, feed and fertIlIzer, crop-protectIon tools and general
fann supplIes

We support natIOnal programs and polIcIes that wIll encourage productIOn, dIstrIbutIOn, and
aVailabIlIty ofthose vItal fann mputs through the pnvate sector, mcludmg development of
Improved technologIes

Domestic Dairy PolIcy - Because CroatIa contmues to be a mIlk defiCIt country, we encourage
the Mmistry of Agnculture to mamtam mcentlve programs for rebUIldmg daIry herds Fanners
must also be paId for the mIlk, WhICh they produce and sell, to pnvate dairy processors There
should be a hIgh-qualIty, stable supply for consumers WIth a reasonable profit for producers

Domestic Livestock PolIcy - All lIvestock producers, regardless of SIze, should have market
access and mformatlon Development of fanner-owned cooperatIves for marketmg and
processmg presents fanners WIth the greatest opportumty for economIC return

Livestock Producer ProtectIOn Act - We support the creatIOn of a LIvestock Producer
ProtectIOn Agency withm the Mmistry ofAgnculture WhICh ensures tImely payment to
producers when they sell theIr lIvestock to the government or a pnvate busmess Each
slaughterhouse should post a bond to be m busmess ThIS bond WIll be held m an accredIted
bank and thIS guarantees payment m the event of bankruptcy or any payment, whIch IS made
later than 30 days after the purchase ofthe lIvestock

Crop Insurance - The Mmistry ofAgnculture WIll establIsh an Office for RIsk Management,
whIch WIll work WIth the msurance mdustry and fanners to create an affordable multi-peni crop
msurance program

Commodity Stora~e Pro~ram- Mamtammg the qualIty and condItIOn ofa countIy's gram
supply IS cntlcal to long term food secunty The Mmistty of Agnculture should survey gram
storage faCIlItIes and theIr proXImIty to domestlc grain productIOn to ensure that adequate
storage IS aVailable If adequate gram storage IS not avaIlable, the MmistIy of Agnculture
should conSIder mcentIVe programs, mcludmg loans to pnvate fanners, pnvate agnbusmess's
and cooperatlves for the bUIldmg of gram storage and drymg facilltles

Access to Fuel- Agnculture IS a very energy mtensIVe mdustry and needs access to fuel
espeCIally dunng plantmg and harvestmg of the crops We seek a balanced energy polIcy,
whIch reverses the trend toward concentratIOn ofthe ownershIp or control of sources,
productIOn, and dIstrIbutIOn of energy IfgIven the OpportUnIty, fanner cooperatIves have an
Important role to play m the delIvery and dIstnbution of gasolme and dIesel fuel

InternatIOnal Trade and Access to World Markets

CroatIa has the land and feed resources to be self-suffiCIent m lIvestock and poultry productlon
and to be a net exporter In 1998, CroatIa Imported 670 mIllIon kuna of lIve ammals and
lIvestock products ThIS large number of Imports reduces the pnce and domestIC demand for
lIvestock and lowers net cash mcome for fanners PartIcular notIce should be placed on the
pncmg practlces of foreIgn countrIes and theIr Impact on the CroatIan market
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Imports of Livestock from SubsidIZIng Countries - The Mlmstry ofFmance should place
counterval1mg duties on products to offset SubsIdIes paId to foreIgn exporters If there IS hann to
domestIc producers

Imports of Livestock from Non-SubsidIZIng Countries - Imports from agncultural non­
SUbsldlzmg countnes should be capped at a level that does not dISrupt domestIc productIOn and
markets The one exceptIOn would be a domestIc shortage of the product

Transshipment of Agricultural Products - Many agncultural products enter Croatia to be
transshIpped to other countnes but the products remam m Croatia duty free The natIonal
government must develop a system to track goods that enter CroatIa, ensure that the goods leave
the country, and assess tanffs and penaltIes to companIes who vIOlate the laws on transshIpment
of goods

Country-of-OrIgIn Labeling - It IS essential that the consumer has mfonnatIOn to make
mfonned chOIces All Imported meats, fruItS, vegetables, foods, daIry products, feeds, grams
and fibers must be labeled to dIsclose country ofongm, processor, actual contents and addItives

Imports of Dairy Products - Due to the fact that Croatia IS a mIlk defiCIt country, a hIgh
percentage of flUId mIlk must be Imported to meet the domestic needs of consumers We
encourage the Mlmstry of Agnculture to closely momtor tills mIlk supply SItuation so that
Imports of daIry products do not undercut the growth ofthe domestic dairy mdustry

Farm CooperatIVes and the FamIly Farm

The fanner-owned cooperatIve IS an effective mstItutIOn through WhICh the fanner can reduce
costs ofproductIOn, mamtam a relIable source of mputs, and effectively market and process
fann products A fundamental economIC nght of fanners IS that conferred by natIOnal law
pennlttmg mdlvldual fanners to Jom together m cooperative assocIations for the purpose of
pncmg, processmg, marketmg and sellmg theIr products, and bargaImng WIth processors and
handlers for pnces and other tenns of sale

Cooperative ServIces and Law - Government polICIes should promote and encourage fanner
cooperatives to playa larger role m marketmg, assemblmg, processmg, merchandlsmg, and
exportmg farm commodIties The Mmlstry ofAgnculture should take the lead role m
facilltatmg the development of fanner -owned cooperatives Tills mcludes tax polICIes, willch
allow capItal to dIrected toward faCIlIties It IS also Important that cooperatIves are able to
receIve financmg at a faIr rate ofmterest

An Office for CooperatIve ServIces should be created wltilln the Mlmstry ofAgnculture, WhICh
works dIrectly WIth fanners m the orgamzatIOn, and development of cooperatives To be
successful, cooperative development m rural Croatia needs better access to capItal, markets, and
expertIse The Office of Cooperative ServIces needs to be structured to proVIde on-the-ground
servIces to producers m these efforts

Credit, Debt, and the Family Farm
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Producer Payments - Pnce support payments from the Mirnstry of Agnculture to the farmers
should be made dIrectly to the farmers and not dIrected through the processmg and slaughtenng
mdustry Too often the payments to the farmers are retamed by the processmg sector and
payment IS not made to the farmers

ProductIOn Credit Agency - The Mmistry ofAgnculture should make a loan to farmers for
mputs utIlIzed m the plantmg of crops These loans wIll be avaIlable 60 days before plantmg
begms The government wIll have the first lIen on the crops produced for the repayment of thIS
loan ThIS would be a temporary guaranteed or dIrect credIt program for borrowers who may
not currently qualIfy for commercIal loans

Farm Credit Cooperative - The Government of Croatia should prOVIde a one time loan to
capItalIze a Farm CredIt CooperatIve Bank The pnmary mISSIon of thIS bank would to make
agnculturalloans for purchase of land, bUIldmgs, eqUIpment and agncultural mputs These
loans would eIther be made to mdividual farmers or to farmer-owned cooperatIves ThIS loan
would be repaId to the natIOnal government after 30 years

Value-Added Tax Adjustment - Agnculture and food processmg are two ofthe most
Important segments of the CroatIan economy ProductIOn agnculture and food processmg are
makmg structural changes m a clImate WIth madequate financmg and unrelIable cash flow The
natIOnal government should set up a dIfferential value-added tax for the agnculture and food­
processmg sector The VAT for thIs mdustry should be no more than 12% The European
Drnon has a SImIlar VAT polIcy for farmers and agnculture processors

Begmnmg Farmer Loan Program - The Mirnstry of Agnculture shall mitIate a farm
ownershIp and operatmg loan program targeted to begmnmg farmers who are qualIfied to enter
farmmg but who do not have or cannot acqUIre the finanCIal assets to do so ThIS program shall
be targeted to farmers WIth at least five years expenence and between the ages of25 and 35
The Mirnstry wIll also prOVIde techrncal expertIse, bookkeepmg and other trammg for begmnmg
farmers through the county extenSIOn servIce

DIsposal of State-Owned Farmland - The national government should sell state-owned land
FIfty percent of the land should be targeted to farmers WIth 50 hectares or less and pnonty
should also be gIven to landowners that have land adjacent to state-owned property The state
should also Implement a land ownershIp credIt program to complIment the lendmg actIVIties of
the ProductIOn CredIt Agency

Access to AgrIcultural Technology and Research

LIberalIzatIOn of Approval PolIcy of Seeds and Genetics - The Mmistry of Agnculture
should accelerate the approval polIcy of seed and genetICS It IS appropnate for the Mirnstry to
safeguard CroatIan farmers and consumers by screernng genetIC matenal that enters the country
However, If Croatian farmers are to be competItive m the mternatIonal market. they need to
have access to the best plant and lIvestock genetICS pOSSIble The prodUCtiVIty of CroatIan
agnculture IS hurt by the current hIghly restnctIve regulatIOns of the Mirnstry ofAgnculture

Research PrIorIties - A commIttee of farmers, processors, agnculture extenSIon agents and
Mirnstry ofAgnculture representatives should be formed to conSIder the long-term research
needs of CroatIan agnculture ThIs commIttee should make recommendatIOns to the Mirnster of
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Agnculture so that publIc research funds are dIrected to the greatest needs A survey should
also be conducted of any pnvate agnculture research wIth the hope that all research actiVIties m
Croatia can be coordmated to denve the greatest benefit for producers and consumers

Rural Development and the Famlly Farm

The key to successful rural development IS to stabIlIze, strengthen and buIld upon the
agncultural base and the famIly farm structure of rural Croatia EconomIc dIversIficatIOn must
be a supplement to, not a substitute for, a healthy agncultural economy and a strong pnvate farm
system

The rebUIldmg of the famIly farm system occurs when farmmg IS profitable and agncultural
opportumtIes are created for a new generatIOn ofbegmnmg farmers A pOSItIve agncultural
pollcy can be the most ImmedIate and effective means of enhancmg rural economIes, mcome
and purchasmg power

The orgamzatIOn ofcooperative enterpnses, wruch retam eqUIty, control and ownershIp wlthm
rural commumtles, IS a proven self-help, homegrown, rural development mechamsm that bUIlds
needed economIC mfrastructures for rural people Access to credIt, techmcal expertIse and
markets are essential mgredlents m secunng opportunIties for rural and agncultural enterpnses

TransportatIOn - We favor an mtegrated transportatIOn system of waterways, raIlways, and
roads Mamtenance of a VIable, competitive transportatIOn network wltrun CroatIa IS of cruCIal
Importance to CroatIa's farmers It IS particularly Important that producers m the pnmary
agnculture productIOn regIon of Slavoma has access to the Important tounst market on the coast
of Croatia

To ensure the free flow of farm products to the market, national transportatIOn polIcy should
foster and mamtam a balance ofcompetItIOn between all modes of transportatIon and mamtam
protectIOns for transportation users m those areas where such competItion does not eXIst
Because of the Importance oftransportatton to the timely movement ofmputs and the movement
of commodIties, It IS Important that the government momtors access to transportatIOn for
producers and agnbusmess

Farmers and Their OrgamzatIon

ReallzatIOn ofdemocratic alms and Ideals reqUIres CItIzen partICIpatIOn m the processes of
government as mdIVIduals and as members ofpeople-onented movements and organIzatIOns

The Slavoma-BaranJa Farmers Umon serves ItS members by provldmg an orgamzatIOnal
structure m wruch they can partICIpate more effectively m the processes of our SOCIety

The far-reachmg objectives of the Slavoma-BaranJa Farmers Umon challenge us to make the
organIzatIOn a strong, hard-ruttmg force Trus reqUIres dedIcated efforts ofofficers, leaders, and
grassroots members to stnve toward the goals expressed m trus pollcy declaration PartICIpation
of all members of the famlly should be encouraged m thIS effort

We urge all members to become more active m theIr own orgamzatIOn and m theIr local
cooperatIves, and we urge theIr active partICIpatIOn m state, regIonal, and national publlc lIfe
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ActIve partIcIpatIOn can best be mspIred If there IS attentIOn to the study of Issues and decIsIon­
makmg m the Farmers Umon, carrymg out group efforts to Implement pohcy, and attractmg
more members mto the organIzatIOn Members of thIS orgaruzatIOn should mItIate and work
wIth other organIzatIOns at communIty meetmgs to educate people on the Importance of
agnculture to the local economy, the effect of trade on commodIty and hvestock pnces, and the
Importance of mvestment m agnculture Alhances should be bUIlt wIth organIzatIons of sImIlar
VIews hke food processors, hvestock growers or aSSOCIatIOns for small and medIUm busmesses
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COMMERCIAL IMPORTANCE

In thiS Issue

POTATO
(So/anum tuberosum L)
by Prof Mladen ]unslc adequate fertIlIzatIOn and protectIOn of potato

In the RepublIc of Croatia all vanetles lIsted
on the lIst of vanetles Issued by the Mmistry
of Agnculture and Forestry may be produced
Introduced and domestic vanetles are
prevIOusly tested WIthm the offiCial vanety
expenments morutored by the State Vanety
CommIttee
In Croatia "wlnte and red" potatoes are still
bemg bought, WhICh means the two most
WIdespread vaneties - Jaerla and DeSIree
DeSIree IS a medIum late plastic vanety and a
worldwIde known and relIable one Bmtje IS
also a foreIgn vanety known for ItS
exceptIOnal qualIty ("qualIty standard"), and
currently cultIvated somewhat less, due to the
mtroductIon of some new vanetIes At the
coastal area, Islands, and m Istna, Jaerla IS the
predommant vanety, followed by other early
and medIum early vanetIes_ Sirtema, SaskIja,
Ostara, Resty, Bmtje Among the newly
mtroduced early and medIum early vanetIes
Cleopatra, Ukama, MonalIsa, Berber, Tlmate
Arkula and others are spreadmg, and among
our early vanetIes Stanka and Dalmatmka
and medIum early Nada and Dobra Once
WIdely spread Sloveruan vanety, Igor, has
been almost completely taken out of
productIOn because of ItS exceptIOnal
sensItIVIty to Y-VlruS (bactenal nng rot,
marufested m blIsters on tubers)
The Croatian lIst of vanetIes was ennched m
1992 WIth Romano and Kondor (medIum
early-medIum late vanety) and m 1993 WIth
five new vanetIes (Agna, Ausorua, Sante,
Concorde, and Monahsa-medium early to
medIum late vanetIes) Currently there are
some tlnrty new vanetIes bemg tested and
some new ones are expected to be added to
the lIst
Among the above-mentIOned vanetIes, there
are several quahty vaneties for food and
processmg (clnps, pure, pomnmes fntes and
alIke), and not so many starch mdustnal ones

Potato

Broiler raIsing on a small
scale

ContagIous sheep limping
disease

PurchasIng power

Potato IS a perennial plant Its commercial
Importance IS very large It IS used m human
nutntIOn, prepared m vanous ways Potato IS
a good fodder In world productIOn of crops,
potato takes an Important place along wIth
wheat, corn and nce
Potato productIOn m the RepublIc of CroatIa
substantially lags behInd the productIOn m the
developed countnes Average Yield ofonly 9 92
t/ha classIfies us at the productlon level of
Denmark and Japan at the begmnmg of the
century Some producers m our country
produce 30-35 t/ha but the average Yield IS far
below the level preferred by agroecologIcal and
edaplnc possibilItles, e g the Netherlands 40-50
t/ha
One of the prereqUIsItes for potato productIOn
IS to mcrease processmg wIth adequate
storage area It IS also necessary to create
condItIOns on small famIly farms, 1 e
enlargmg surfaces planted wIth potato,
ImgatIOn, Improvement of agrotechmcal
measures, adaptatIOn of each vanety to the
adequate set of agrotechmcal measures,
applIcation ofqualIty and approved seed wIth
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It IS of speCIal Importance to satIsfy a range of
agrotechnologIcal reqUIrements of the
vanetIes, m order to use theIr genetIc
potentIal as adequately as possIble
Mmeral fertIlizatIon IS used as a necessary
supplement to the organIC fertIlizatIOn or as a
part of full potato fertIlizatIon (If organIC
fertIlizatIOn IS mIssmg) ThIS fertIlizatIon IS
based on the addItIOn of three baSIC
macroelements (N, P, K) and small quantItIes
of other nutrItIOn elements All three elements
have a great mfluence on the SIze and quality
of potato YIeld, and favorable effects of
fertIlizatIOn may be achIeved only m regular
formulatIOn and relatIOn to these elements and
theIr applicatIOn, when It IS most acceptable
from the pomt ofvlew ofplant phySIOlogy
The quantIty of potato mmeral substance
should be based on chemIcal analySIS (EUF
method) and reqUIrements regardmg the
above mentIOned potato nutntIOn For yIeld of
30 tlha potato, the followmg quantItIes of
avaIlable nutntIon are necessary

Table 4 Necessary pure nutntIOn m potato
fertIlizatIOn

PURE EARLY POTATO LATE POTATO
NUTRITION (KGIHA) (KGIHA)
NItrogen (N) 100-140 140-200
Phosphor (P,Os) 110-150 110-150
PotassIUm (K2O) 160-260 200-350

In combmed type of nutrItIon
(organommeral), that IS when the crop has
been nurtured WIth 25 tlha stable manure for
the planned yIeld of 30 tlha potato, the baSIC
soIl treatment (before deep plowmg) must be
fertIlized WIth ca 60-80 kg/ha mtrogen, 60­
110 kg/ha phosphor, 120-160 kg/ha
potaSSIUm
Potato IS rarely sIdedressed, and the necessary
quantItIes of nutrItIOn elements must be added
m autumn (mam fertIlIzatIOn), as m the course
of vegetatIOn, plants absorb the addItIonal
nutrItIOn quantItIes to the maXImum From the
pomt of VIew of SCIentIfic research and
practIce, each subsequent addItIon of nutrItIOn
elements do not have substantIal JustIficatIOn
The followmg combmatIOns, found m stores,
are recommendable NPK-7 1421, 102030,
10 30 20, 7 20 30, 8 26 26 or snnIlar ratIOS
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The mtrogen quantIty IS adjusted by addmg
UREA 46% m the baSIC treatment untIl
complete saturatIon IS achIeved
Health condItIon has an Important role III

potato productIOn WIth low quality seed
matenal no productIOn results can be
achIeved m spIte of good agrotechnlcs In the
RepublIc of CroatIa, where potato IS the thIrd
most produced crop, productIOn yIeld IS
among the lowest m Europe (8-10 tlha), partly
because of the msufficlent use of approved
and declared seed matenal Healthy seeds are
applIed only on 3-5 % of the arable land
TheIr applIcatIon m the developed countrIes IS
as much as 4-5 tImes hIgher m combmatIon
WIth the regular applIcatIon of agrotechnIcal
measures

BROILER RAISING ON A SMALL
SCALE
by John Blake

BrOIler meat (a chIcken weIghIng 1 5 to 2 0
kg) IS an excellent source of protems, and can
be served m many ways (frIed, baked or
roasted) A small flock of 50-100 broIler
chIckens can eaSIly be taken care of by a
famIly WIth a InImmum of labor mvolved
BroIler feed accounts for 65-70% of the total
cost of producmg the broIler, whIch can be
slaughtered m 6-7 weeks After cleamng the
house another batch can be started SamtatIon
IS of utmost Importance for mInImIZIng the
spread of dIseases A small brOIler house
WIth good ventIlatIOn IS reqUIred The
gUIdance of a vetennanan for dIsease control
would be helpful Space reqUIred for the
brOIler IS 10-12 per square meter For small
flocks (10-15) electrIc lIght bulbs underneath
a small canopy serve as a heat source Infra
red bulbs speCIfically deSIgned for chIcken
breedIng are also avaIlable A speCIal ratIon
for brOIlers IS avaIlable at feed stores A
SImple feed trough can qUIte easIly be
constructed Watenng deVIces are also
avaIlable on the market Wood shaVIngs or
wheat straws are used for the lItter, USIng
about 5-6 cm LItter IS removed after each
batch of chIcken IS sold The manure IS
espeCIally nch In NItrogen and IS a good
garden fertIlIzer
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CONTAGIOUS SHEEP LIMPING
DISEASE
by Ol]eg Papac

ContagIous sheep lImpmg dIsease IS a
dIsease of sheep regardless of theIr sex, breed
or age, located between hoofs or on soft parts
of hoofs ThIS dIsease IS rather spread m
CroatIa and can mfect goats occasIOnally The
agents of dIsease are BacterOIdes Nodosus
and Fusobactenum Necrophorum that dIe
relatively fast, m dry enVIronment m seven
and m humId m 14 days
The sources of mfectIOn are III sheep, carners
of mfectIOn, sheep that do not show SIgnS of
Illness can also carry the mfectIOn on theIr
hoofs, contammated pastures, beddmg and
outlets where contammated herds lIve
New herds can get mfected through new,
mfected ammals brought to the herd or by
commg to the mfected areas, paths, folds, etc
ContagIOUS sheep hmpmg dIsease favors
humId weather and damp terram, folds, etc
The disease agent enters the skm through
hoofs and from there penetrates the soft parts
The process IS enhanced by mOIsture, keepmg
of sheep on wet beddmg as well as mJunes on
the skm between hoofs
IncubatIOn lasts for 10-15 days
The dIsease usually does not spread outsIde
the hoofs The symptoms at the locatIOn of
mfectIOn are redness, swellmg and dead
tissue The dIsease advances qUIckly startmg
from soft parts (heels), towards the top of the
hoof As a consequence, conum dIes out, hoof
festers and bony core separates from foot and
starts decaymg WIth a very unpleasant smell
The process of mflammatIOn usually spreads
to surroundmg tissue, tendons and Jomts that
can result m complete separatIOn of the hoof
from the feet as well as m phalanxes fallmg
off
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Sheep react by hmpmg that IS extremely
VIsIble on a hard surface Sheep can lImp on
one or more legs When front legs are
mfected, the ammal IS walkmg on ItS knees
and lymg most of the time and If all four legs
are mfected, the anImal moves wIth extreme
dIfficulty
The losses encountered are due to decreased
productIOn of meat, mIlk and wool as well as
by costs of treatment
The dIsease IS treated through surgery and
chemotherapy The rotten part of the hoof has
to be removed though surgery, makmg sure
that healthy tissue IS not harmed and there IS
no bleedmg Dunng the loppmg of a hoof,
healthy bony core should be corrected After
the rotten part of the hoof IS removed, a
dlSlnfectant IS applIed locally Good results
can be achieved by dIppmg the hoofs m 10%
formalm for 15-20 seconds or by covenng
hoofs WIth 10% chiore-micetm tmcture,
cetavlon or teramIcm grease Therapy IS
repeated one or two times and WIth deeper
mJunes up to three times The sheep that are
bemg treated must be held separately from the
rest m a dry place The cut parts of hoofs
should be burned and all loppmg mstruments
held m 10% formalIn The sheep IS
consIdered healthy when ItS hoofs have
healed entirely
Preventmg the dIsease and stoppmg an
epIdemIC IS closely connected WIth the
treatment of SIck sheep Sheep that undergo a
treatment should be held on umnfected terram
m the dnest condItions pOSSIble Sheep which
are suspected to be mfected should first be
taken through a water pool to wash hoofs,
after that through another pool WIth 5%
CUS04 (blue copper) and then kept on an
umnfected pasture or fold
The contammated terram cleans Itself m
seven days of dry weather or 14 days of
humId weather It IS recommended that a
system of pastures be estabhshed, considenng
that sheep can return to the same pasture after

14 days Puttmg new sheep m quarantme WIll
prevent new mfectIOn of a herd It IS also
pOSSIble to moculate the healthy herd WIth a
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vaccme prepared from mactIve agent of the
dIsease

Purchasmg Power of AssocIatIOns
by Tlhomlr GorSe!

In the first edItIon of 'PG,' the US volunteer
consultant Martm Clark wrote an artIcle about
aSSOCiatiOns m Iowa that transport lIvestock to
markets outsIde the area of productiOn m
order to realIze hlgher profits m markets
offenng sIgnIficantly hlgher pnces WhIle
Mr Clark provIded an example of how
aSSOCiatiOns help pnvate farmers from the
marketmg sIde of agncultural productiOn, It IS
Important to understand the benefit that
aSSOCiatiOns afford farmers on the purchasmg
sIde of theIr busmesses

For example, at a meetmg whlch FLAG­
PetnnJa hosted m early June, seven farmer
aSSOCiatiOn chairs representmg seven
assocIatiOns that FLAG-PetnnJa helped to

Europske AvemJe 13
310000sIJek
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form and subsequently SIgn as clIents met
WIth the owner of a local farm supply store
about plantmg mputs for next season The
aSSOCiatIons agreed to collect data on theIr
reqUIrements for seeds, artIficial fertIlIzers
and pestIcIdes for the next season, and
prepare a large request for quotatiOn for the
entrepreneur m order to receIve a reduced
pnce at approxImately 30% dISCOunt The
pnce mcludes the delIvery to the farmers m
theIr respectIve vIllages - so far, farmers were
forced to provIde theIr own transportatiOn
Once the bId IS prepared, FLAG-PetnnJa wIll
aSSIst the assocIatiOns present It to other
supplIers m order to receIve competItIve
pnces The purchasmg power made possIble
by farmers organIzmg themselves m
assocIatIons that they control provIdes a
concrete example of the benefits of farmer­
controlled aSSOCiatiOns

PresIdent Antun Laslo
Secretary Stanko Zdrav~evlc



IICtttt:tt:
OSIJek, September 1999 Issue number 3

The Agriculture Messenger

Dear readers,
We would lIke to mform you that from thIS Issue on, you WIll be able to read about the expenence of our
ffIend Mr Mirko MacokatIc, m addition to our standard artIcles Mr Mirko MacokatIc (Croatian
CooperatIve AllIance - OSIJek BaranJa county) was part of a group that went on a three-week trammg
tnp m MIssoun, as a part of FLAG trammg program, sponsored by USAID The goal for the group was
to famillanze themselves wIth the work of cooperatIves m the US and gam knowledge that wIll be
helpful m the future work wIth cooperatIves m CroatIa We hope that hIS expenences wIll be helpful to
you as well
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RECORD KEEPING
by Dr Toney Reynolds

Management reqUIres many tools and
SkIlls One of the most valuable management
tools many busmess IS record keepmg
Fannmg enterpnses are no exceptIon

Record keepmg does not have to be
really elaborate or complIcated A sImplIfied
method for the busmess mvolved IS the best
polley

Keep m mmd, record keepmg IS of no
value unless It IS used for a purpose Records
should provIde dIrectIOn for the busmess so that
the busmess can contmue to grow and become
more profitable If a busmess IS not profitable,
then a change would probably be m order

In tlus Issue

Page 1 Record keepmg

Page 2 FLAG actIVItIes m the Knm area

Page 2 FLAG actIVItIes m the PetnnJa area

Page 3-6 CooperatIve movement m the US

Greetmgs,
Amta Falamic

Records are most Important when
applymg for credIt to lendmg mstItutIOns They
are also Important when consIdenng the
purchase of new eqUIpment In the Umted
States, farmers that do not have good records go
bankrupt possIbly two years before they are
aware of It

In pIg productIOn, records should reveal
sows that are most profitable, such as, number
of pIgS weaned per lItter, number of lItters per
year, cost of gam on the offspnng In order to
make good selectIOn for replacement gtlts, good
record keepmg wIll show you the cost of your
productIon, the return on your mvestment and
projectIons for the future In any enterpnse or
undertakmg, there should be a pnmary goal and
an alternate plan If the pnmary does not prove
profitable

Same cntena should be applIed to daIry
cows, sheep and goats In other words, a
fanner WIth a flock of sheep should be able to
detennme ewe lambs from a good producmg
ewe Thmgs to consIder m makmg thIS chOIce
would be weamng weIght, gamabIlIty,
conceptIOn rate of the mother, ease of lambmg
and reSIstance to dIseases, etc

Of course, m order to keep good records
of value, you must be able to IdentIfy the parent
by number or other means DO NOT TRY TO
COMMIT THIS VALUABLE
INFORMATION TO MEMORY You must
have It m wntmg Lendmg mstItutIOns and
banks are Impressed WIth good records I
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would lIke to emphasIze once agam the value of
puttmg thIS mformatIOn to good use

I find m my expenences that farmers,
who keeps accurate records prosper more than
those who do not keep any records at all The
mam reason IS that they are much more aware
of the cost factor and utIlIze tIme and matenal
to the best advantage possIble

FLAG ACTIVITIES IN THE KNIN
AREA
by FLAG Knm

One of the most recent actIvItIes of the
FLAG Knm office has been developmg a Jomt
venture between the Lutheran World
FederatIOn, based m Fmland, and FLAG Knm
WhICh mvolves sheep farmers m the Otocac­
Koremca-Udbma area In thIs proJect, LWF
finances the purchase and transportatIOn of
pregnant ewes of the Pramenka breed from
Rumama and places them WIth dIsadvantaged
famIlIes m the area Over 1000 sheep WIll be
placed WIth 200 famIlIes thIS month, resultmg m
five sheep for each famIly The male lambs WIll
be sold for food m the spnng, creatIng a source
of mcome for the farmer, whIle the female
sheep wIll be kept to breed m an effort to
mcrease the number of sheep m CroatIa as
compared to pre-war levels

FLAG's role IS to aSSIst m orgamzmg a
sheep-breeders aSSOCIatIOn, based m LIcko­
SenJsko County Through thIS aSSOCIatIOn,
FLAG wIll prOVIde trammg on proper feedmg
and care for the sheep, mcludmg the lamb crop
that WIll amve m January or February of next
year FLAG wIll also aSSIst by helpmg prOVIde
the necessary gram feed supplements to the
farmers, as well as by orgamzmg the farmers
mto an operatIOn that wIll, If all goes accordmg
to plan, sell sheep mIlk to a major cheese
producer m Otocac The benefits FLAG bnngs
to the aSSOCIatIOn are healthIer, bIgger lambs
that wIll make more money for the farmer when
they are sold, as well as a potentIal source of
mcome from mIlk sales

Such examples show the usefulness of
local farmer orgamzmg to farmer-led
aSSOCIatIOns WIthout some orgamzatIons, the
farmers would not have access to gram feed for
theIr lambs, nor would they be able to sell theIr
mIlk on a suffiCIent scale to make a profit ThIS
would result m Improved mformatIon exchange,
marketmg efforts and coordmated meat and
mIlk sales
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FLAG WIll aSSIst the aSSOCIatIOn by
provldmg semmars on such Items as proper
nutntIon for sheep, correct lambmg procedures,
dIsease control and care for lambs FLAG wIll
also organIze through the aSSOCIatIOn cost­
effectIve ways of procunng vetennary servIces
These vet servIces WIll be Important m keepmg
lamb mortalIty rates low and reducmg dIseases
and mfectIons Pete McNeIll, a profeSSIOnal
and expenenced sheep breeder from Kentucky,
USA, WIll conduct the first set of semmars on
the Importance of record keepmg towards
proper flock management

It IS ObVIOUS that aSSOCIatIOns wIll be a
key element m the future of CroatIan
agnculture ThIS project wIll be duplIcated m
dIfferent mUnIcIpalItIes and across multIple
types of agnculture, resultmg m mcreased
mformatIOn exchange, economIes of scale m
mput purchases and abIlIty to encourage
polItIcal leaders to focus on farmer needs
FLAG Knm IS excIted about the potentIal of
aSSOCIatIOn buIldmg Interested producers can
call Damn BuntIc at our office at 022/661-158

FLAG ACTIVrnES IN THE
PETRINJA AREA
by FLAG PetnnJa

On September 9, 1999 FLAG-PetnnJa
organIZed a large agncultural meetIng/trade faIr
on the premIses of the Gavnlovlc plant In

PetnnJa Mr Gene Hodgkms - vIsItmg
agncultural volunteer and Mr TIhomIr Gorsa ­
FLAG-PetnnJa's Agncultural Advocate
ImtIated the meetmg Agncultural producers,
marketers, representatIves of firms m
agnbusmess, NGOs, and FLAG personnel made
contacts to talk busmess WIth each other Four
VISItIng FLAG agncultural expert volunteers
from the US Mr Peter McNeIll (sheep), Mr
WIllIam Lord (beekeepmg), Mr Tony Reynolds
(vetennanan), and Mr Gene Hodgkms (farmer
aSSOCIatIon formatIOn) conducted a Q&A
seSSIOn WIth the farmers PartiCIpants also got
acquamted WIth the concept of the
FLAG/CroatIa program and results to date

Mr Alan Chelko, FLAG RegIOnal
Coordmator for Former UN Sector North
(FLAG-PetnnJa), opened the meetmg WIth a
presentatIon on the vanous FLAG agncultural
InItIatIves Mr GavnloVlc, PreSIdent and
owner of GavnlovIc d 0 0, followed WIth a
dISCUSSIOn of hIS close co-operatIOn WIth FLAG
and further explamed what Gavnlovlc as a
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company IS domg to Improve agncultural
productIOn In the regIOn Mr Gavnlovlc
stressed the need for farmers to focus on qualIty
and praIsed FLAG for ItS efforts for trammg
farmers m the productIOn of qualIty lIvestock
The final speech was delIvered by Mr Mark
Grubb, FLAG-CroatIa Country DIrector Mr
Grubb dIscussed agncultural polIcy reform
pomts that FLAG has put together wIth the
gUIdance of vIsItmg professIOnal agncultural
lobbyIsts from the US He stressed on the fact
that the farmers themselves should be mvolved
m creatIng a document to be presented to the
CroatIan Government He emphasIzed the need
for farmers to orgamze themselves m
functIOmng and effectIve orgamzatIOns, to
speak for themselves m the publIc forum, and to
work closely wIth FLAG on all agncultural
Issues whIch effect theIr abIlIty to produce and
market theIr respectIve products

The meetmg was a pronounced success
FLAG receIved favorable feedback from all
partIcIpants Key marketmg lmkages were
made dunng the event PartIcIpants had the
opportumty to meet theIr counterparts m the
CroatIan agncultural commumty and the
VISItIng experts, and to get acquamted WIth the
FLAG program and staff

THE CO-OPERATIVE MOVEMENT IN
THE UNITED STATES
by Mlrko Macokatlc

Co-operatIves are hIghly developed In the
Umted States Each Amencan IS a member of at
least one co-operatIve (agncultural, credIt
umon, buymg-and-sellmg, electncal co­
operatIve, etc)

The co-operatIve IS pnmanly the most
SUItable form of orgamzatIon of VIllage
economy (the term vIllage bemg condItIOnal) as
well as of some other economy sectors The co­
operatIve outgrows the narrow mterests of the
mdIvIdual, concentratIng on the mterest of the
larger, broad commumty It IS espeCIally
SUItable for actIVItIes targetmg larger number of
people Its mternal orgamzatIOn and control
mechamsms do not allow the negatIve
tendenCIes that often affect corporatIOns

The etIology of co-operatIve
movements IS the same worldWIde Amencans
are very proud of theIr long hIStOry of co­
operatIve movement that goes back to the
begmmng of the century At that tIme, the
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economy and agnculture SUrvIved the great
depreSSIOn and farmers, regardless of the SIze of
theIr farms realIzed the Importance of
aSSOCIatIOns that allowed them to Jomtly supply
themselves WIth mputs, expertIse and the abIlIty
to sell theIr products and develop

In the 1900's the temtory of the state of
MIssoun was electnfied (St LOUIS) In the
1920's raIlway tracks were mtensely laId and
new roads constructed m the central part of the
US New markets opened It IS to be noted that
the establIshment of co-operatIves occurred m
the years of prospenty Could there be a better
clImate than that for establIshmg and
confirmmg the pOSItIve attItude towards the new
type of aSSOCIatIOn?

The functIOnIng of US co-operatIves IS
charactenzed the contInUIty of the process
They have never seIzed operatIOn, nor suffered
human or matenal losses as It happened m
CroatIa, dunng two world wars and the 1991
war It IS Important to mentIon that Amencan
co-operatIves were never mIsused and forced to
act agamst theIr own membershIp as It
happened here after World War II, dunng the
process of compulsory collectIVIzatIOn

US co-operatIves have 90 years of
steady development hIStOry

Vanous types of co-operatIves eXIst m
all areas of the economy Although our focus IS
on agncultural co-operatIves, most of the
elements regardmg the foundatIon, work
practIces, mternal relatIonshIps, management,
property and responsIbIlIty are applIcable to
other types ofco-operatIves as well

Agncultural co-operatIves can be
farmmg, cattle breedmg, daIry, swme or other
types TheIr charactenstIcs are compleXIty and
speCIalIzatIOn The mam servIces they prOVIde
are supplymg members WIth mputs, findmg
markets for theIr products and sellmg the
products They sell products and charge for that
servIces Co-operatIve can prOVIde storage for
commodItIes as well, although Amencan farms
are usually eqUIpped WIth theIr own storage,
drymg, calIbratIng and packagmg facIlItIes
Furthermore, the co-operatIves can prOVIde
repaIr servIces and mamtenance of
mechamzatIOn and eqUIpment, as well as other
agncultural servIces Co-operatIves gIve no
loans Farmers that need a loan, can get It form
a credIt umon or a bank Co-operatIves should
work m close cooperatIOn WIth consultmg
agenCIes

One of the charactenstIcs of Amencan
economy IS speCIalIzatIon, WhICh leads to hIgh
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effectIveness Amencan farmers, stnvmg to
Improve theIr hvmg standard, aIm at mcreasmg
theIr productIOn per land and per cattle The co­
operatIves do not own land nor have theIr own
agncultural productIOn

Regardmg the essence of work done m
the US and CroatIan co-operatIves, we can
conclude that they are faIrly sImIlar

The SIze of co-operatIves IS not
regulated but basIcally they are qUIte bIg TheIr
present SIze IS the consequence of a natural
trend m umtmg people m tradItIOnal, economIC,
mfrastructural and culture groups Some of the
co-operatIves umte thousands and even tens of
thousands members From geographIcal pomt of
VIew, there IS practIcally no area wIthout a co­
operatIve

Co-operatIves are managed by theIr
members There IS a hIgh degree of trust among
members, the Assembly and lower management
bodIes, pnmanly the Board of DIrectors and the
Manager The Assembly consIsts of all
members, but the SIze of membershIp IS so bIg
that It IS practIcally ImpOSSIble to gather all
members or even a maJonty There are two
solutIOns to thIS problem The bylaws of the co­
operatIve define the quorum, requmng 1/10 of
the total number ofmembers to be present at the
Assembly or the membershIp of the Assembly
IS determmed on the basIs of the pnncIple of
representatIOn

The Assembly, sImIlar to the practIce m
our country, makes Important decIsIOns and
determmes strategIes for the co-operatIve's
busmess development The Assembly meets at
least once a year

The Board of DIrectors IS a
subordmated body that meets on regular basIs
The overall orgamzatIOn of co-operatIves and
the techmques for achIevmg the goals of
members m accordance wIth mternatIOnal co­
operatIve pnncIples, make the SIze of the Board
of DIrectors an advantage, wIth ItS flexIbIlIty
and better efficIent

The Manager IS a person of great
confidence among the members The authonty
of the Manager IS usually lImIted, regardmg
legal practIces such as mstance and handlIng of
co-operatIve property The co-operatIve
Manager and employees are paId salary for theIr
work

One of the ObjectIOns made to CroatIan
co-operatIve practIces IS the possIbIlIty of both
the Manager and employees to be members of
the co-operatIve In the US, there IS no
provlSlon prohIbItIng the Manager and
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employees to be members of the co-operatIve,
nevertheless the SItuatIOn does not occur, for
two mam reasons

FIrst, the Manager and employees of the
co-operatIve do not own a farm They do not
have the necessary capItal to buy land and If
they dId, they would be so busy takmg care of It
that they would not be able to work for the co­
operatIve at the same tIme

Second, the Manager and employees are
not motIvated to become members of the co­
operatIve Profit IS dIstnbuted only among
members who do busmess wIth the co­
operatIve, whIle the Manager and employees do
not do any busmess wIth the co-operatIve and
cannot partIcIpate m the dIstnbutIon ofprofit

Farmers can be and usually are
members of several co-operatIves of dIfferent
type general, daIry, etc They can be members
of more co-operatIves of the same type as well,
although such cases are not popular The reason
for thIS IS that co-operatIves are managed by
theIr members

There IS no competItIon among co­
operatIves m the same area of operatIon, agam
because members do not have the need for new
co-operatIves and even If that IS the case, It
would be dIfficult to compete wIth eXIstmg co­
operatIves that already have sIgmficant capItal,
mfrastructure and staff

Why do US farmers Jom co-operatIves?
1 For the supply of eqUIpment and mputs

for productIOn, where a co-operatIve
makes a better deal than an mdIvIdual
can,

2 For better marketmg ofproducts,
3 For expert assIstance,
4 For better development programs

Farmers can work on these performs
mdIvIdually There are no regulatIOns or other
prOVISIons forcmg them to enter co-operatIves
StIll, they are dnven mto co-operatIves by the
lOgIC of economy An Important reason for
becommg a member IS the profit and
partIcIpatIOn m Its shanng

Farmers, m protectIOn theIr own
mterests, have worked out preCIse mechamsms
of momtonng contnbutIons to profit and ItS
dIstnbutIOn

The reqUIrement for partIcIpatIng m the
dIstnbutIOn of profit IS to do busmess wIth the
co-operatIve The cooperatIon and ItS amount
are bemg closely momtored to aVOId overflow
of profit from profitable to non-profitable
actIVItIes ThIS reqUIres accurate and record
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keepmg Each member's share m the profit IS
proportIOnal to the volume of cooperatIOn

The members are momtonng the
operatIOnal costs of the co-operatIve There IS
no luxury m the co-operatIve's offices, some
often look worn-out because members prefer to
spend the cash on theIr fanns

However, part of the profit IS retamed
by the co-operatIve and accumulated m a fund
In the case of lIqUIdatIOn, or a membershIp
cancellatIon, the member IS refunded, although
not ImmedIately the entIre amount (the penod
can extend up to 10 years) ThIS and other
regulatIOns provIde protectIOn to the property of
the co-operatIve and ItS members

In order to become a member, the
mdIvIdual usually has to meet the reqUIrement
of domg busmess wIth the co-operatIve of
$500-$1000 m value If the volume of
cooperatIOn IS pennanently bellow the
mmImum, or cooperatIOn ceases, the
membershIp IS cancelled and the fanner IS
entItled to collect hIS share m mstallments In
the case of member's death, the mhentors are
entItled to the share

Members can have more than one share
m a co-operatIve, however, that does not entItle
them more than one vote WIth no exceptIon,
the votIng pnncIple m co-operatIves and other
aSSOCIatIons of co-operatIve type IS one
member, one vote When a member makes
Improvements to hIS fann, partIcIpates m the
profit accordmg to the contnbutIOn, and that
contnbutIOn IS measurable, the farmer's nghts
are not object to sUbjectIve evaluatIon If all
busmess operatIOns can be transparently
momtored, recorded and venfied, then really no
member needs more than one vote

THE FOUNDING OF THE CO-OPERATIVE

A co-operatIve IS a legal person and the
bylaws define the relatIonshIps among
members, as well as the actIvItIes, methods and
management Members pay theIr fees, the
amounts of whIch as well as that of the capItal
are not regulated

Members acqUIre mItIal capItal and
present themselves m a convmcmg manner to
finanCIal mstItutIOns and busmess partners The
legal fee for chartenng a company - compared
to reqUIrement m CroatIa - IS symbolIc, from $5
to $250

The cooperatIve chartenng IS perfonned
by the Office of the Secretary of the Federal
State The procedure IS very sImple and the
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purpose IS more to regIster the co-operatIve as a
taxpayer than mfonnmg the busmesses about
the new subject Fmally, even m our country the
mfonnatIOn about the subject, ItS actIVIty,
property and reputatIOn are learned from
sources other than newspapers and the NatIOnal
Gazette, WhICh are qUIte expenSIve, by the way

The orgamzatIon of co-operatIves and
fanners' goal to achIeve hIgher results wIth
eXIstmg speCIalIzatIOn and lower mvestments,
lead to directmg theIr efforts towards mcreasmg
the productIOn per land and per cattle wIth
lowest costs

The fanns and co-operatIves remamed
at the level of producmg raw matenals that had
consequences on the pnces of baSIC agncultural
products, semIproducts and final food products
as I WIll descnbe them m the chapter dealIng
wIth the posItIon of fanners m MIssoun All
that places farmers m a dIfficult posItIon,
decreased the number of fanns and fanners

A very mterestIng mformatIOn IS that
although the state of MIssoun IS a sIgmficant
producer of swme and beef cattle, a smgle
Important mdustry of swme or beef meat IS not
to be found there

In order to elImmate the above
descnbed negatIve trends, the government
decIded to assIst, not WIth durable subSIdy
program, but WIth a program supportmg the
establIshment of a new generatIOn of co­
operatIves, the processmg type of co-operatIves
(ethanol, pIg slaughter houses), offenng very
favorable condItIOns

In the TaxatIOn System Chapter, I wIll
gIve an example of fundmg of such new
generatIOn of co-operatIve There, I WIll also
descnbe the taxatIon system and SubSIdIes m
agnculture I would only lIke to pomt out that
co-operatIves are consIdered non-profit
orgamzatIons m the US That does not mean
that the co-operatIve IS not trymg to make
profit, It defimtely IS, but not for the co­
operatIve Itself, not for the accumulatIOn of co­
operatIve assets but for the accumulatIon of
wealth of ItS members For thIS reason, the
profit IS not taxed but shared among members

THE ASSOCIATIONS OF CO-OPERATIVES

In the US co-operatIves Jom
aSSocIatIOns, but theIr system IS dIfferent than
the European one Smce the foundatIon of any
agncultural system IS a farmer, ItS ongm IS
agam a farmer, the orgamzatIOnal fonns are
only mechamsms for the well bemg of fanners
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A strong form of farmers' orgamzatIOn are
assocIatIOns of farmers WhICh are mdependent,
not belongmg to any polItIcal party, non­
governmental, umted and very powerful Not a
trace of mfluence of any polItIcal party can be
found m farmers' assocIatIons

Farmers assocIatIOns are extremely
strong, possessmg huge property, real estate and
expertIse, so that the large part of actIvItIes
performed m Europe by the AssocIatIOn of co­
operatIves IS m the US done m the farmers'
assocIatIOn

The AssocIatIOn IS a place where the
strategy for lobbymg IS developed, and that IS
not an ad hoc actIvIty but a permanent process,
WhICh reqUIres constant mformatIve exchange
among farmers and mteractIOn between farmers
and the publIc sector

Those actIvItIes mclude creatIon of
polItIcal platforms and gammg the support of
polItICIans for theIr goals, strong support to such

Europske Avem]e 13
31000 OSl]ek
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polItICIans espeCIally dunng the electIOn
campaIgns, provIdmg polItICIanS WIth expertIse,
espeCIally m agnculture as well as momtonng
of actIVItIes and behaVIOr of both "theIr" and
opposmg polItICIans (pnmanly votIng)

When busmess IS concerned, the co-
operatIves Jom so-called Co-operatIve
corporatIOns, SImIlar to our busmess
aSSOCIatIOns The motIf for umtmg IS busmess
and the lOgIC IS clear to umte, act together, be
stronger As there IS no farmer who IS not a
member of some co-operatIve, there IS no co­
operatIve that IS not a member of a busmess
aSSOCIatIon Such aSSOCIatIon makes profit as
well, WIth a purpose to dlstnbute It among the
members followmg the pnncIple of proportIOn
between the contnbutton m makmg profit and
the share m earned profit

So many SImIlantIes between our and
US system, yet so many dIfferences

PreSIdent Antun Laslo
Secretary Stanko Zdravcevlc
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ATTACHMENT E SURVEY OF THE MONTENEGRO TOURISM INDUSTRY

FLAG -- Montenegro
September 27, 1999
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EXECUTIVE SUMMARY

ThIS USAID funded study assesses the Tounsm Industry m Montenegro and makes specIfic
recommendatIOns for developmg Its potential Although major ImpedIments currently eXIst,
Montenegro has the abIlIty to substantIally mcrease Its revenues from tounsm Potential travelers
find It dIfficult to obtam mformatIOn, access by air or vehIcle transfer from Dubrovmk IS essentially
ImpossIble, and once the traveler amves he IS forced to use cash These condItions force
Montenegro to rely on foreIgn tour operators who hold all the market power Smce they have no
mvestments m Montenegro they WIll dIvert theIr customers to other locatIOns when convement
Montenegro IS dnftmg towards an Image of "sun, sand and sea" wIth lIttle effort to dIfferentiate
Itself from mass tounsm destmatIOns such as coastal resorts m Spam or Turkey

Montenegro should develop ItS tounsm potential as a four season, multI-expenence, hIgh qualIty,
"European" resort destmatIOn for mIddle to upper mcome world travelers To achIeve thIS VISIon
tounsm mfrastructure should be upgraded to the desIred market and the wealth oftounsm products
marketed to mdividual segments WhIle pursumg thIs strategy Montenegro should focus m the near
term on the Eastern Europe market, West European Tour operators and KFOR/ NGO personnel
servmg m the Balkans

Access needs to be Improved wIth mternatIOnal flIghts mto Tivat and Podgonca aIrports
Montenegnn AIrlmes needs to Jom an airlIne computer reservatIOn system and to lmk wIth an
mternatIOnal partner Convement land transfers from the Dubrovmk aIrport need to be establIshed
The bankmg system needs to proVIde for credIt card acceptance and use ofATM machInes and
travelers' checks

The state owned hotel firms are essentially bankrupt RapId pnvatIzatlOn WIll prOVIde both
entrepreneunal managers and mvestment capItal ImmedIate actIOn to award management contracts
for selected hotels to mternatIOnal hotel firms would proVIde profeSSIOnal management and
necessary capItal for refurbIshment Hotels waItmg to be pnvatIzed need to be lInked to a computer
reservatIOn system Performance ofmdividual hotels and managers should be benchmarked agamst
attamable standards and managers held accountable

Montenegro was marketed as a subset ofYugoslavia WIthout sIgmficant name recognItion of ItS
own The State should retam an mternatIOnal publIc relatIOns firm to promote the Image of
Montenegro as a deSIrable locatIOn for mternatIOnal travelers that does not mvolve the ethnIc stnfe
associated WIth the Balkans Montenegro IS more than a summer beach resort The Tounsm Board
needs to segment the market and dIrect speCIfic campaigns at each target group

Success m unlockmg the tounsm potentIal reqUIres more than Just the efforts of the Mimstry of
Tounsm Mmistnes and local governments need to create the enVIronment that supports local
entrepreneurs who WIll eventually be the engme to achIeve Montenegro's success

OVERVIEW

Study Purpose

The Government ofMontenegro, through the support of USAID, secured the asSIstance of FLAG
(FIrm Level ASSIstance Group) to assess the tounsm mdustry and to make speCIfic
recommendatIOns for developmg ItS potential

The gUIdelInes for the project were to
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• Assess current sItuatIOn of the Tounsm Industry
• ASSIst m the fonnatIOn of a strategIc VISIOn
• IdentIfy specIfic actIOns to regam market share from the European and North Amencan
Market
• IdentIfy markets for the tranSItIOn penod to assure htgh utIlIzatIOn
• Propose strategIes to replace low rate mass tounsm wIth qualIty leIsure travel

FLAG perfonned the study usmg a local tounsm consultant famIlIar wIth eXIstmg condItIons and an
mternatIOnal tounsm consultant WIth extenSIve expenence m Eastern Europe The three-week m­
country phase consIsted of VISItS to major coastal and mountam resorts The Mimstry ofTounsm
supported the proJ ect by assIgmng a full tIme proJ ect manager Meetmgs wIth key government
agenCIes that mfluence tounsm were held The FLAG Team mspected over 32 hotels and
mtervIewed more than 100 people

FLAG acknowledges the speCIal efforts ofLJtlJana VUJmovIc, Semor AdVIser at the Mimstry of
Tounsm, for her advIce, and her efforts m arrangmg the appomtments wIth government offiCIals
and mdustry leaders ZelJko UIJarevIc, local mdustry consultant, prOVIded Important mSIghts
concermng eXIstmg condItIons WIthout exceptIOn, government offiCIals and tounsm executIves
graCIOusly offered theIr valuable tIme to gIve mSIghts mto the state of the mdustry ObservatIons
and the mfonnatIon proVIded by government and mdustry leaders proVIde the basIs for thIS
assessment

The Government ofMontenegro recogmzes that major polIcy changes are needed to unlock the
economIC potentIal that tounsm offers To proVIde focus as the RepublIc develops ItS potentIal
through speCIfic actIOns outlmed here, FLAG recommends that Montenegro adopt a strategIC VIsIOn

The proposed VIsIon Statement IS

Develop the economIC tounsm potentIal ofMontenegro as a four season, multI-expenence,
hIgh qualIty, "European" resort destmatIOn for mIddle to upper mcome world travelers

RealIzatIOn OfthiS VISIon WIll neceSSItate establIshment of a State Tounsm Model wIth
speCIfic state economIC Impact goals for the tounsm mdustry to benchmark agamst other
successful countnes that have adopted a sImIlar model (SwItzerland, Ireland, Malta,
Portugal, and Slovema)

To Meet ThIS VIsIon, SpeCific Objectives Include

• RedIrect the market to the mIddle & and upper market segments
• Upgrade the tounsm mfrastructure to future target market levels
• Lmk the VarIOUS tounsm products to speCIfic targeted markets
• Unlock the full potentIal ofMontenegro's tounsm assets
• Create a four-season tounsm mdustry
• MaxImIZe the economIC potentIal ofeach locatIon

RecommendatIOn Summary

To achIeve these ObjectIves the followmg actIons must be pursued
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• Open the borders and aIrports through dIplomatIc channels
• Pursue Jomt use ofDubrovruk AIrport
• ProVIde a bankmg system that supports the tOUrIsm mdustry
• Pursue management contracts WIth global hotel operators
• Accelerate pnvatIzatIOn m order to obtam mvestments to upgrade hotels
• Secure mvestors who are backed by "global hotel brand" operators
• Contract WIth an mternatIOnal publIc relatIOns firm to develop and promote an Image for
Montenegro
• Develop a professIOnal Internet SIte that proVIdes mformatIon and allows bookmg for
hotels and other tounsm servIces
• Jom Montenegro AIrlmes to an eXIstmg allIance ofmternatIOnal carners
• Upgrade hotel faCIlItIes to theIr ongmal ratmgs and the hIghest market potentIal
• Lmk hotels to a Global Dlstnbutlon System (GDS) to faCIlItate reservatIOns
• ShIft the responsIbIlIty for "Bed NIghts" generatIOn from the State to Hotels
• Retram Hotel managers m Western Fmance & Marketmg Management
• Replace low mcome producmg propertIes m "pnme" coastal locatIOns
• Control land speculatIOn and development by assessmg land values based on "hIghest &
best use of land" and dIfferentIal tax structures
• Create a speCIal tax and IIcensmg structure for all low revenue prodUCIng resort propertIes
such as " company" hotels and non- reSIdentIal "vacatIon homes"
• Stop the bUIldIng of "Grey Market" vacatIOn homes (Budva/ Sutamore)
• ConsolIdate all coastal communIty development plans Into a Master plan and conSIder new
projects only on the baSIS ofdemand or umque new offenngs

Many ofthese actIOns WIll reqUIre tIme to Implement Therefore Montenegro should
pursue near term marketmg strategIes These mclude

• Generate cash flow m the near-term by fOCUSIng on the Eastern European and RUSSIan
markets
• Secure contracts WIth West European "IncluslveTour Operators" for the 2000 summer
season
• Secure a "preferred" pOSItIon as a Rest & RecreatIOn and famIly re-Ulllon SIte for KFOR
and OSCE personnel statIOned In the Balkans
• Expand Marketmg & ReservatIOn DIstnbutIon Channels

III CURRENT ASSESSMENT

VIewed from the traveler's perspectIve, a VISIt to Montenegro entaIls several major ImpedIments
Even assumIng that the traveler has heard ofMontenegro and deCIded to VISIt there, he WIll find It
extremely dIfficult to obtaIn mformatIon A casual search of the Internet does not reveal any SIte
devoted to tOUrIsm In Montenegro Most travel agents are not Informed about the tOUrIsm
opportumtIes there Commg as an IndIVIdual traveler to Montenegro IS essentIally ImpOSSIble
Even If the potentIal VISItor Ignores travel advlsones Issued by vanous governments, and flIes Into
Dubrovmk, there IS neIther orgamzed transportatIOn nor an opportumty to rent a car that can be
taken Into Montenegro The VISItor WIll find It dIfficult to make a hotel reservatIOn pnor to hIS
arnval Once In the country, he WIll not be able to access ATM machInes, cash hIs travelers checks,

57



I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I
I

or pay wIth credIt cards He wIll mstead need to bnng cash, and WIll be forced to change money on
the street to obtaIn local currency

These sIgnIficant hurdles force Montenegro to rely on the domestIc market and on mass tour
operators The mass tour organIzatIOns hold the market power, and wIthout any credIble
alternatIves Montenegro's negotIatmg posItIOn wIth them IS weak Tour operators have lIttle
financIal mcentlVe to mamtam long-term relatIOnshIps and WIll change theIr programs at the
slIghtest SIgn of trouble

A speCIfic assessment of current key sectors of the tounsm mdustry follows

The Hotel / Lodgmg Industry

The Hotel Industry IS compnsed of93 hotels (excludmg tounst settlements) wIth 15,000 rooms
Survey findmgs concluded that Montenegro presently has only 2,000-3,000 beds and 1,000 to
1,500 hotel rooms m the current mventory at a qualIty level that can be marketed to Western
European /Amencan travelers (See AppendIx B for a lIstmg of hotels that are only margmally
qualIfied for mternatIonally guests)

The capaCIty ofthe mdustry IS approxImately 150,000 beds About 50% ofthe bed capaCIty are m
pnvate homes (not mcludmg the Grey market) and 15% m factory-owned "company" hotels These
faCIlItIes were not mcluded m the mspectIOn and reVIew process but It can be mferred that tounsts
staymg at these faCIlItIes produce mlmmal revenues and taxes but generate SIgnIficant expenses to
the commumtIes

Except for domestIc use, hotel beds are mamly marketed and sold by contracts to major European
wholesale / charter operators at dally rates per person / halfboard of about DM 25-45 Tounsm
receIpts totaled approxImately $250 MIllIon Dollars before the de-stabIlIzatIon of the Balkan regIon
m the early 1990's The combmed tounsm / catenng sector of the economy dropped to $86 MIllIon
Dollars m 1998 ThIs total represents less than 10% of GDP

Montenegro has an excellent OppOrtunIty to mcrease tounsm mcome by capitalIzmg on ItS qualIty
tounst offenng ThIS WIll necessItate a gradual reverse m Its market pOSItIon from the "Low
Budget' market to a "QualIty European Resort" market The defimtlon ofMontenegro as a
"MedIterranean Resort DestmatIOn (Sun, Sand, and Sea)" should be reVIewed m VIew of the
excellent recreatIOnal opportunItIes also offered m Montenegro's mountam regIOns

The hotel mdustry, orgamzed pnmanly mto 4 large and 15 smaller companIes, IS state owned and
practIcally bankrupt Due to a lack ofbusmess and to hIgh fixed costs, most hotel compames
cannot meet theIr current expenses Account balances are negatIve and long-term debt IS not repaId
One notable exceptIOn was the SkI Center m ZablJak The management team there not only
generated an operatmg profit through aggreSSIve sales and good customer servIce, but also made
mvestments m the resort mfrastructure out ofoperatmg cash dunng the cnSlS years

Most hotel companIes operate WIth twIce the number of employees they need for current busmess
levels Few hotels operate year round, many are opened only for the summer penod Due to a
focus on SOCIal needs, pOSItIve cash flow (If any) IS used for SOCIal purposes and not for upgradmg
of faCIlItIes No capItal mvestments have been made for about 15 years to upgrade and mamtam
faCIlItIes As a consequence, none of the hotels has sustamed ItS ongmal ratmg m ItS respectIve
category In addItIon to the need for complete refurbIshIng, most of the hotels reqUIre hIgh capItal
expendItures for replacement of plumbmg and heatmg systems, Improvements ofcommumcatIOn,
upgradmg ofkItchens and restaurants, and computenzatIOn
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Market AccessIbIlIty

Montenegro IS pnmanly an aIr destmatIOn that has relIed on CilIpi AIrport m Dubrovruk and the
domestic Tivat aIrport Tlvat currently servIces pnmanly domestic flIghts, but wIth the lIftmg of
sanctIOns the recently formed Montenegro Anlmes plans to begm servlcmg a number ofEuropean
capItals Croatia Alrlmes has numerous scheduled flIghtS to Dubrovmk but most ongmate m
Zagreb Flymg mto eIther Tlvat or Dubrovruk from Western Europe IS expensIve m both time and
money There IS no establIshed land transportation between the Dubrovmk aIrport and Montenegro
Rental cars hIred m Dubrovruk cannot be taken mto Montenegro GIven the trend to shorter, more
frequent vacatIons, a destmatIOn requmng an entIre day of travel to reach WIll have dIfficulty
competmg for travelers

The mabillty of travelers to use scheduled flIghts and the eXIstence ofborder access problems WIth
Croatia has severely restncted travelers access to Montenegro

VlSltors can also use the car ferry from Ban m southeastern Italy to the local port ofBar

TOUrism MarketIng DurIng the CriSIS Period

Montenegro attempted to open the East European market, WhICh has a sIgmficantly lower tOUflSt
spendmg average then that exhIbIted by west European, ASIan or North Amencan travelers
Because of travel restnctIOns, Montenegnn tOUflsm professIOnals had dIfficulty m mamtalmng
actIve contacts WIth European travel partners Travel advlsones Issued by vanous governments
dIscouraged travel partners from sendmg theIr clIents to Montenegro Thts IS tragIC, as Montenegro
remamed a benevolent nation WIth no ethnIC turmOIl whtle CIVIl stnfe raged m nelghbonng
countnes

Management ExpertIse for a Market Economy

Hotel executIves are not yet tramed m applymg western concepts of sales and reservatIOn
management nor do they have the aVaIlable tools and lmkages These processes are Important to
upgrade the level oftoUflsm and to mcrease the number ofvlSltors Modern management processes
ofplannmg, orgamzmg, evaluatmg and controllmg are not applIed Busmess unItS are not
orgamzed mto profit centers nor are they managed accordmg to the standard umform system of
accounts for hotels The concept of usmg management accountmg to support decisIOn-makmg does
not eXIst There appears to be no timely companson between forecast and actual results (1 e no
vanance analysIs) ThIS SItuatIOn precludes any meamngful adjustment dunng the year and deters
management accountabIlIty It WIll delay efforts to pnvatIze key current or future htgh-mcome­
potential propertIes through mternatIOnal tenders

DestInatIOn Potential

Montenegro lIes wlthm a 1-2 5 hour dIrect aIr flIght from any major West European AIrport The
country offers all conceIvable tounst and cultural attractIOns wlthtn ItS 3,000 square mIles (13,700
sq km) of coastal and mountam regIOns Untouched nature, hIgh mountam plateaus, deep canyons,
clear nvers, mmeral-nch sandy beaches, a stnkmgly scemc fjord, and lakes and streams prOVIde
unnvaled scemc beauty AnCIent CItIes, rare art, and htstoncal treasures -- combmed WIth culture
and tradItIOns -- proVIde appeal to the sophtstIcated traveler Good food and wme, frIendly people,
and favorable clImatic condItIons round out the Montenegnn tounst expenence
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Truly, Montenegro has somethmg to offer to every segment of the tounsm market Health tounsm
offers a clImate supenor to the central European competItIOn Adventure travelers and sportsmen
can both pursue theIr actIvItIes here OpportunItIes eXIst m the meetmg, congress, and conventIOn
market, m the sports trammg market, and m the conventIOnal busmess traveler market FestIvals
WIth a vanety of themes are held m several regIOns throughout the year QualIty skllng eXIsts WIth
the potentIal for sIgmficant development

See AppendIx A for a lIstmg of attractIOns at partIcular Montenegnn tounst SItes

EconomIC Potential

Montenegro seeks mtegratIOn m the European Commumty The cornerstone ofdevelopment of the
tounsm mdustry IS the pnvatizatIOn of hotel companIes Tills process wIll attract needed capItal for
renovatIOns and faCIlItate openmg new markets Properly focused, tounsm WIll help promote
mternatIOnal understandmg and export V ISItors should come as tounsts and leave as potentIal
mvestors

The TounsmJ Catenng Industry today constItutes approxImately 9% of the Gross NatIonal Product
or about $86 MIllIon Before the sanctIOns, annual turnover m the tounsm mdustry alone averaged
$250- $300 mIllIon It IS further worth notmg that Slovema generates about one bIllIon dollars m
tounsm receIpts WIth about the same number ofbeds Montenegro, WIth Its qualIty tounst
offenngs, has a substantIal potentIal for growth If lodgmg faCIlIties are upgraded and the market
potentIal of each tounst center IS maxImIzed WIth qualIty (not quantIty) tounsm

The pnce level of the Montenegro tounst and lodgmg market IS mamly deterrnmed by contracts
WIth major tour operators

Unfortunately, data collected does not measure VISItor spendmg by market and tounsm segment In
addItIon, the total economIC Impact oftounsm to employment, mvestment and taxes has not been
calculated

PreVIOusly, Montenegro was marketed as a sub-set ofYugoslavia WIthout sIgmficant name
recogmtIOn of ItS own After mne years of IsolatIon from VISItors from the most developed
economIes, Montenegro IS m a umque pOSItIOn to make a new start Re-tramed, profit-dnven local
managers, WIth support from strategIc mvestment partners, can repOSItIon Montenegro m the mIddle
to upper class tounsm markets

ThIS assessment IS followed by speCIfic recommendatIOn for actIOns that can be taken by the
Montenegnn government and the vanous mlmstnes and orgamzatlons that serve the tounsm
mdustry

ACTIONS REQUIRED

General Government PolIcy

• Contmue dIplomatic effort to open the border between Croatia and Montenegro and
faCIlItate the use of the Dubrovmk AIrport for Montenegro-bound VISItor amvals and
departures
• Seek mvestment for the rapId development of Tlvat and Podgonca aIrports for
mtematIOnal VISItor amvals to at least the standards ofDubrovmk and Zagreb aIrports m
accordance to the master plan
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• ImtIate dIplomatic efforts to obtam one-year busmess VIsas to penmt Montenegnn tounsm
marketmg personnel and hotel executives to work m Europe, Umted States, and ASIa
• Seek NATO cooperation to remove aIrspace restnctIOns for Montenegro aIrlmes
• Re-actIvate the bankmg system to allow for timely and cost effectIve processmg of major
credIt cards and travelers checks Busmesses should be paId withm 7 days and commISSIOn
rates should not exceed 35 % for credIt cards and 2% for VIsa & MasterCard
• Renegotiate WIth mternatIOnal msurance carners to faCIlItate the use of the "green
msurance card" for motonsts and to make affordable msurance avaIlable to car rental
companIes
• Stop and "reverse" the bUIldmg of "Illegal" vacation homes and control the
"Grey Zone" WIth regIstratIOn leVIes and speCIal taxes (Budva/ Sutamore)
Clean up the JAZ beachfront
• Move forward WIth stnct zomng regulations for the coastal areas and the natIonal parks
EstablIsh traffic-free zones m each tounst and CIty center
• Restnct new tounsm developments to qualIty, hIgh-profile projects such as upscale resort
condomimums and VIllas, golf clubs, and mountam resorts
• Implement speCIal zomng regulatIon and taxes for non-reSIdent tounst homes

IV MIDlstry of TOUrism

• Engage a leadmg marketmg company to advertIse and promote the Image ofMontenegro
as a deSIrable locatIOn for mternational travelers EstablIsh a profeSSIonal Internet SIte
Leverage the current name recogmtion and focus a publIc relatIons campaIgn on the fact that
Montenegro remamed an "OaSIS of TranqUIlIty" WIthout ethnIC tenSIOns dunng the past
eIght years of ethnIC stnfe m the Balkans
• EstablIsh National Tounsm Sales Offices m key feeder markets m co-operation WIth
Montenegro AIrlmes to leverage the marketmg Impact In the mtenm, tounsm speCIalIsts
could be placed m Montenegro Trade MISSIOns abroad
• Gam membershIp m the World Tounsm OrganIzation (WTO)
• EstablIsh Montenegro Tounsm Centers at the Tivat and Podgonca aIrports and a
Montenegro "Welcome Desk" at CilIpi aIrport, on the Croatia - Montenegro Border, and at
the Harbor Termmal m Bar
• Partner WIth the Mimstry of Culture and the Mimstry ofEducatIon to bnng mternatIOnal
congresses to Montenegro
• Secure an agreement WIth a cruIse company to start and fimsh MedIterranean CruIses m
Kotor mstead ofmakmg Kotor only a port of call on a cruIse schedule
• Orgamze the Mmistry ofTounsm mto 3 pnnclpal Departments -- polIcy and planmng
department. department for research & mformatIon. and department oftounsm promotIOn
and publIc relatIOns

The planmng department should Identify those markets that would most benefit each tounst center
based on the speCIfic appeal of a tounsm offer to targeted market segments Cost / benefit ratIOS for
each tounst communIty by type of VIsItor and by season should be developed to aSSIst m future
planmng

V Privatization Issues

Montenegro has embarked on a clear path toward pnvatlzatlOn PnvatIzatIon prOVIdes a means of
movmg from a command to a market economy It also prOVIdes the key to acqumng both
entrepreneunal managers and mvestment capItal
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The state-owned hotel firms are essentIally bankrupt They lack vIable management accountmg
systems and are not tIed mto any Global DIstnbutIOn Systems No brand IdentIty eXIsts Managers
rely on the State to perform the marketmg functIOns Hotel companIes typIcally control multIple
propertIes m partIcular resort commurutIes, but there IS no competItIOn among these hotels In fact,
mdividual hotels withm a hotel company do not functIOn as profit centers Those few hotels WIth
motIvated managers lack access to the capItal that IS needed to upgrade theIr facIhtIes The hotels
are caught m a downward spIral As facIhtIes detenorate, rates decrease, whIch m turn reduces
revenue avmlable for needed Improvements

Each of the hotel companIes has been valued by The Agency for EconomIc Restructunng and
ForeIgn Investment These valuatIOns were reported to be based on a type of net present value
analySIS but m reahty appear to be based on replacement value They are unreahstIcally hIgh The
real value of an eXIstmg hotel IS not the cost ofthe plant, property, and eqUIpment (PPE), but rather
the potentIal -- based on a stream of future cash flows -- once the property IS upgraded and
effectIvely managed In contrast WIth outdated mdustnal facIhtIes, resorts have mherent potentIal
based on theIr locatIOns

Four hotel groups are currently IdentIfied for mternatIOnal tenders InstItute Igalo, HTP Budvanska
RIVIera, HTP UlcmJaska RIVIera, and HTP Boka It IS unhkely that these compames as currently
configured can be sold to owners who wIll mvest the necessary capItal to return them to
profitabIhty FLAG recommends that Montenegro retam the servIces of a finanCIal adVIsor
expenenced m hospitahty propertIes Tills adVIsor would be able to reahstIcally value propertIes,
recommend dIvestItures of mdividual hotels to make them more attractIve, and could evaluate
proposals and negotIate favorable terms on behalf ofthe government To aVOId any conflIct of
mterest, the finanCIal adVIsor should not be a potentIal buyer

FLAG recommends awardmg management contracts to mternatIonal hotel firms A management
contract IS a formal arrangement under whIch the owner of a hotel employs the servIces of an
operator to act as hIS agent to proVIde profeSSIOnal management of the hotel m return for a fee It
WIll be necessary to trade some eqUIty to entIce profeSSIOnal management and gam the necessary
capItal for refurbIshment

ProfeSSIOnal management wIll bnng marketmg strength, brand names, buymg power, systems and
procedures, project deSIgn and management, techrucal servIces, and trmrung and management
development The selectIOn process should be evaluated on the abIhty of the management firm to
dehver a plan based on the above Items and the level ofmvestment m relatIOn to the amount of
eqUIty demanded It IS essentIal to aVOId speculators or firms WIthout global reach

Smce most large hotel operators have a dIverSIfied portfoho ofbrands witilln theIr orgamzatIOn,
those who are awarded management contracts for pnmary hotel propertIes could be also offered
marketmg franchIses for lower category hotels

To promote rapId development of quahty tounsm, speCIfic hotels should be IdentIfied (see
suggested LISt m AppendIX B) and marketed to mternatIOnal hotel companIes The ImmedIate goal
should be one hotel m each resort These hotels WIll act as anchors m the communIty and serve as a
benchmark for the remmrung hotels

Once large tounst compames are re-orgamzed accordmg to core busmess, hotel category, and
market synergy, mdividual hotels could be sold To aVOId real estate speculatIOns, the land could be
leased to mvestors for a penod of20 years The State remams the owner of the land and IS assured
a long-term mcome stream from land rentals The selhng pnce for the Hotel could then be
determmed by the estImated current value of the bUIldmg and PP&E, makmg the tender purchase
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more attractIve to potentIal mvestors Tenders should be evaluated In VIew ofthe potentIal buyer's
management plans to return the property to profitabIlIty and Its commItment to mvest

To further capItalIze on Montenegro's latent potentIal, an Investment Conference should be
organIzed to attract mternatIOnal mvestors and operators for tOurIsm projects It should Involve
global hotel companIes, developers, finanCIers as well as hIgh governmental and dIplomatIC level
offiCIals from the EU and US Vanous mternatIOnal finanCIal mstItutIOns such as the European
Bank of ReconstructIon and the World Bank should also partIcIpate

Montenegro also has the opporturuty to partICIpate m the InternatIOnal TOurIsm Infrastructure
Conference m Athens, Greece on 1-3 December 1999 A large number ofEuropean and Amencan
comparnes are expected to partICIpate

Hotel Management

PnvatIzatIOn IS the deSIred End State but the sale of 93 hotels WIll stretch over several tounst
seasons DIrectors and Managers ofHotel Comparnes should be retramed m Western BUSIness
Management and held accountable for sales and profits, for enhancmg the hotel product Image, and
for protectmg the value ofthe asset To accomplIsh thIS they must

• Use marketmg techmques to dnve revenues
• Improve customer servIce to the level expected
• Implement effectIve operatmg procedures to control costs
• Install finanCIal controls and analysIs accordmg to the "Umform System ofAccounts" for
Hotels

Performance of a management team should be compared to the best performance achIeved m
revenues and profits before taxes and depreCIatIOn wIthm the Montenegro hotel mdustry at large A
monthly reVIew and analysIs of each hotel wIthm each company should be conducted and each
quarter the MmIstry of TOurIsm should conduct a SImIlar seSSIOn WIth each hotel company

Hotel managers must use all means avaIlable to them to dnve busmess mcludmg
ReservatIOns Technology (AIrlme reservatIOn system lmks -ACRS), DIrect Sales, Sales PromotIons,
PublIc RelatIOns, Advertlsmg, Database MarketmgIDIrect Mall, and Travel Partners

Hotels should lmk to a Computenzed ReservatIon System (CRS) and establIsh the followmg rates
to encourage travel agent bookmgs corporate rates, travel consortIum negotIated rates, package
plan, season and off season rates, and speCIal event rates

In addItIon to seekmg contracts WIth wholesalers and charter operators, hotel managers should
IdentIfy and profile mdIvIdual travel agenCIes m each major feeder market by speCIal mterests and
then orgarnze "CIty PromotIons" m these markets

REVIVING THE TOURISM MARKET

Target Markets

The TOurIsm Industry m Montenegro can serve the followmg mternatIonal target groups

• Art & Hlstoncal SOCIetIes, Cultural Rentage FoundatIons
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• InternatIOnal Congresses, Meetmgs and FaIrs
• InternatIOnal Incentives - Reward Tounsm
• FamIly & Upscale Beach Tounsm
• NudIst Beach Tounsm
• InternatIOnal Athletic and Sport events
• InternatIOnal Huntmg & Flshmg
• SkI and A1pme Clubs
• InternatIOnal Dlvmg, Rowmg and Yachtmg Clubs
• RelIgIOus Tounsm
• North European Sernor CItizen Groups
• RegIOnal Tour and CruIse Itmeranes
• Adventure Tounsm, raftmg, mkIng, mountam bIkIng
• Ethmc Tounsm
• Audubon SocIeties (BIrd Watchers)

Proposed Sales and Marketmg Strategies

Montenegnn hotel managers and tounst agencIes must find creatIve ways to address the dIfficulties
facmg potential travelers WIth regard to bookIng travel to Montenegro, gettmg to Montenegro, and
paymg once they amve

For the short term, It IS WIse to contmue dlrectmg marketmg and sales efforts toward Eastern
Europe, KFOR, NGO and OSCE personnel and theIr famIlIes, and to "economy class" Western
European Tour Operators

Open a sales office m Pnstma, WhICh should serve as the pnmary contact wIth local commanders,
and as a lIaison for Montenegro Hotels and Tounst AgencIes marketmg the specIal attnbutes of
each tounst center

HotelIers and Tounst AgencIes must mltiate contacts wIth former travel partners elsewhere m
Europe m order to SIgn contracts for the Year 2000 summer season to place tounsts mto the hotels
wmch still margmally satisfy the expectations of German, Bntish and Scandmavlan Tounsts

Once Montenegro Alrlmes and other mternatIOna1 alr1mes have establIshed regular mternatIOna1
connectIOns, start an aggressIve familIanzation program for travel wnters and travel agents from
each target market

OrganIze an InternatIOnal Travel FaIr m Montenegro m early spnng 2000

EstablIsh aJomt Tounsm webSIte shared by the Mmlstry of Culture and the Tounsm PromotIOn
Agency The webSIte should be used to promote scheduled cultural events and festIvals and should
also have bookIng capabIlIties

Create, publICIze, and promote an "MIllenmum Event"

The Mlrnstry of Sports should actively seek and promote mternationa1 sport events to be held m
Montenegro

The Hotel Industry should work wIth all types of charter operators such as advanced bookIng
charters, one-stop charters, affirnty group charters, multIple destmatIOn charters, travel group
charters and group mcluslve tours Further, hotels must partner With retaIl travel agents and
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alflmes, offenng the hotel product wIth excursIOn rates, advance purchase excursIOn fares (APEX),
mclusive tours (IT), youth fares, and short-stay tour packages ThIs would reqUire partICIpatIOn m
Amadeus, Sabre, or another aIrlme computenzed reservatIOn system

VI OTHER RECOMMENDATIONS

NatIOnal Park SerVIce

In an effort the mcrease the number of VISItors to NatIOnal Parks, polICIes should be stnctly
enforced to control deforestatIOn and defolIatIOn, destructIon of the eco-balance, trash, and
pollutIOn To gam knowledge of new park management systems and technIques It IS recommended
that Montenegro

• Secure UNESCO membershIp for the Durmitor NatIOnal Park
• Charge a mandatory entrance fees to proVIde funds and controls
• OrganIze a study tnp for park managers to one ofthe best-managed US NatIOnal Parks

MInIstry of Culture

The MInIStry of Culture plays a crucIal role m the creatIOn ofan mternatIOnalimage for
Montenegro and m orgarnzmg events that wIll bnng hIgh profile travelers to the country The
followmg consIderatIOns are offered

• Elevate the Herceg NOVI FIlm FestIval to the level of an mternatIOnal festIval and create
one addItIonal cultural event ofrecogmzed European qualIty
• ActIvely pursue the establIshment ofproductIon and dIstnbution IIcensmg
law for domestIcally and foreIgn-produced films m Montenegro
• Produce a "great Image" film to heIghten the mternatIonal appeal of
Montenegro (sImIlar to the "Sound of MUSIC" for Salzburg)

MInIstry of Agriculture

Agncultural products produced m Montenegro meet most of the requIrements for the Tounsm
Industry ThIS leverages tounsm mcome For future conSIderatIOns, the followmg actIOns are
suggested

.Encourage agncultural aSSOCiatIOns to produce attractIvely packaged "branded" cheese,
prsut (smoked ham), olIve 011, and wme for tounst export
• Make the daIry mdustry self-sufficIent by seekmg a foreIgn partner to buIld a modem
daIry plant that produces a wIde range ofproducts for hotels, restaurants and speCialty shops
(Ice cream, yogurts, small packaged creams, etc)
• Seek a foreIgn partner to buIld a fruIt processmg and packagmg plant for products to be
used m hotels, restaurants, and export shops (e g mdIvidual packaged JUices and
marmalades - such as the SWISS brand HERO products)

MInIstry of EducatIon
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The Mmlstry of EducatIOn plays a cntIcal role m educatmg hotel managers for the tranSitIon to a
market economy and m trmmng the employees who Will create the best "hospItalIty expenence"
The followmg proposals are offered

• Lmk the KOTOR Hotel and Tounsm College to an AmencanlEuropean Hotel school to
prOVide a mechanism for cross trammg ofteachmg staff and for vlsltmg professor programs
• Seek MembershIp m CHRIE - CouncIl for Hotel & Restaurant Industry
EducatIOn
• Include Travel & Tounsm Research m the Faculty ofEconomiCS at the Umverslty
• Include a travel agent trammg program at the Tounsm College
• ProVide opportumtIes for honor student to study abroad
• PrOVide HospItalIty Management educatIOn at the Umversity Level mcludmg hotel
accountmg and finanCIal management, sales & marketmg management, hotel technology
and MIS (Management InformatIOn Systems), engmeenng and property management, and
real estate management

MInIstry of Transport

The Mlll1stry of Transport prOVIdes the cruCIal lInk for tounst movements to, from, and withm
Montenegro The followmg proposals are offered

• Implement the strategIC plan to complete the Sozma Tunnel (Podgonca to
Bar) and other planned road Improvements
• Upgrade the Bar to Berane Tram WIth the panorama-type tounst coaches used m the
European alpme regIOns
• Upgrade the Podgonca and Tlvat AIrports to mternatIOnal standards and complete the
Durmltor and Berane aIrfields
• Add hydrofOIls for the Bar - Ban Sea lme

"Morsko Dobro" Coastal Management

ThIS agency plays a VItal role m reversmg the trend of unplanned beach development and
preservmg the coastlIne for Montenegro CItIzens and for VISItors who contnbute to the economy
As pnontIes, the follOWIng actIOns are suggested

• Preserve the beaches In the Milocer/ SvetI Stefan area for the upscale tounst market
• Accelerate the program of leasIng beachfronts to pnvate entrepreneurs
• Allow only upscale developments such as executIve resort condomimums,
golf resorts, yacht harbors WIth executIve reSIdences, etc
• ConsolIdate all commumty development plans under the control ofMorsko Dobro or
another appropnate agency to assure ImplementatIOn of a Master Plan that WIll meet the
publIc mterest for preservIng and Improvmg the coastal zone

VII PRIORITIES FOR PLANNED DEVELOPMENTS

Montenegro IS over-capacIty In current hotel faCIlItIes The major thrust for avaIlable capItal should
be to renovate and upgrade eXIstmg faCIlItIes -- partIcularly those that occupy pnme locatIOns
However, several opportunItIes do eXIst for constructIOn ofnew faCIlItIes that WIll WIden
opportunItIes for VISItors Golf IS becomIng more popular In Europe, and a golf faCIlIty IS essentIal
In attractIng both a large segment of IndIVIdual travelers and the busIness/conference market Golf
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sigrufies a lugh level of SOphIstIcatIon to many upscale travelers and IS lInked m theIr eyes wIth
qualIty tounst offenng In addItIon, carefully developmg pnme locatIOns wIth qualIty resort type
condommmms wIll also attract capItal Mannas, sport complexes, and mountam SkI resorts are
other pOSSIbIlItIes The followmg lIst suggests OpportunItIes for such mvestment

• Golf Club and Resort m Igalo I Sutonna Valley
• Golf Club & Resort wIth ExecutIve VIllas - m BulJanca
• Golf Club & Conference Resort m JAZ
• Golf Club & Conference Resort m ZablJak
• ExecutIve VIlla Resort Development plus tenms m Tlvat I Zupa
• Further development of four-season mountam resorts
• Sport Hotel Development at Kolasm SkI slopes
• Hotel Manna Resort m MelJme

VIII CONCLUSIONS

The maJonty of the key tounsm leaders recognIze the challenges facmg the mdustry The
assessments IdentIfied m tlus report echo the sentIments ofmost tounsm profeSSIOnals The
recommendatIOns presented are SImIlar to those m earlIer studIes People workmg m mdividual
sectors of the tounsm mdustry often reveal a paSSIve attItude smce solutIOns are above theIr level
Success m unlockmg the potentIal of the tounsm mdustry m not the sole responsIbIlIty of the
MIillStry of Tounsm ComprehenSIve actIOn from a vanety of mlillstnes and both state owned and
pnvate companIes IS reqUired Resources must be mvested m creatmg an allunng Image
PnvatIzatIOn can attract dIrect foreIgn mvestment that WIll prOVIde both management skills and
capItal DIplomatIc efforts are reqUired to reestablIsh mternatIOnal mr access and land transfers
from CroatIa A healthy bankIng mdustry IS reqUIred to prOVIde finanCIal servIces for travelers and
to prOVIde capItal for local entrepreneurs Montenegro must abandon a "one SIze fits all" marketmg
approach and segment the market Hotel managers and other key figures must realIze that
marketmg IS not the sole responsIbIlIty ofthe government If the recommendatIOns m thIs report are
Implemented the tounsm mdustry WIll sigruficantly mcrease ItS contnbutIons to the economy of
Montenegro
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