PROGRAM ON COOPERATION

IN PREVENTION OF MARINE POLLUTION IN THE BORDER AREA
BETWEEN CROATIA (MUNICIPALITY OF DUBROVNIK) AND MONTENEGRO
(MUNICIPALITIES OF HERCEG NOVI, KOTOR, TIVAT)

The tourism as a global socio-economic phenomenon, has witnessed a steady and
stable growth in the last six decades. On the other hand, it is also anticipated further
dynamic growth of tourism with the achievement of stable growth in international
tourist traffic and revenues from international tourism. Modern tendencies in the
development of tourism are based on the specifics of tourism demand, as well as at
the proper adjustment of the tourist offer. Keeping all this in mind, we can say that
tourism is in the process of constant and strong changes. The basic changes, which
make tourism the extremely turbulent, are concerning the effects of various
environmental factors, with ever more evident awareness of the need to preserve
the basis of its development, and this is the environment.

One of the basic principles of tourism development is the protection of natural and
cultural resources and implementation of the concept of sustainable development.
In this context, the prevailing tendencies given by the World Tourism Organization
imply a responsible approach to the development of tourism that is "friendly"
orientated to the natural environment and involves primarily clean water clear sea,
healthy food and unpolluted air.

The sea is a specific environment and outstanding natural resource and the base for
development of economic activities such as bathing and nautical tourism, shipping,
shipbuilding, fishing and mariculture. In addition to these, the sea gives
opportunities for economic activities such as biotechnology, exploitation of living
and non-living components of the marine environment in the pharmaceutical
purposes, exploitation of minerals, oil and gas, energy and others.

Following the strategic orientation of Montenegro and Croatia to build a sustainable
tourism product, which is the basic premise of quality at all levels of the tourism
offer, the Municipalities of Herceg Novi, Tivat, Kotor and Konavle are within the
project "Joint activities for the prevention of sea pollution - JASPPer “ which is
funded under the EU / IPA cross-border cooperation program of the Republic of
Croatia and Montenegro, and they have decided to enhance cooperation in the field
of prevention of sea pollution in the border area and thus to contribute to
environmental conservation and sustainable development of tourism in their
communities.

«

The Montenegrin Adriatic coast stretches for 300 km, and there are 6 municipalities:
Ulcinj, Bar, Budva, Tivat, Kotor and Herceg Novi, where live 117.819 inhabitants (as
per census of 2011), which represents 19% of the total population Montenegro.
Since the Montenegrin coast is not jagged, the number of islands in the Montenegrin

The program of cooperation in prevention of seapollution in the border area between the Republic of 1
Croatia (Municipdity of Konavle) and Montenegro (Municipalities of Herceg Novi, Kotor and Tivat)



part of the Adriatic Sea is a small i.e. only thirteen. In the Bay of Kotor are located
nine islands, while the other four are located along the southern part of the coast.

Croatian coast on the Adriatic Sea is divided into two parts because of the Bosnian-
Herzegovinian town of Neum. The Adriatic coastline is 6.278 km, long and to Croatia
belong a total of 1244 island. Along the coast there are settlements and towns
Cavtat, Dubrovnik, Ploce, Makarska, Hvar, Split, Trogir, Sibenik, Zadar, Biograd at
sea, Zadar, Jablanac, Senj, Opatija, Crikvenica, Rijeka, Opatija, Pula, Rovinj, Porec,
Rovinj, Umag and others.

The coastal region of Montenegro and Croatia represents an area of great ecological
and economic importance. By human activity the sea has become vulnerable,
especially by discharge of waste waters, over-fishing, climate change, introduction
of invasive species and increasingly frequent accident situations that occur at sea.

The most commonly used definition of “pollution” of the marine environment
entered in the UN Convention on the law of sea from 1982, as well as from the
Barcelona Convention of 1995 (Convention on the Protection of Marine
Environment and the Coastal Region of the Mediterranean) to read as follows:

For the purposes of this Convention, "pollution” means the direct or indirect entering
into the marine environment, including estuaries, by human, material or energy that
will adversely affect, or may adversely affect living creatures and marine organisms
posing a threat to human health, interfering with marine activities, including fishery
and other forms of lawful use of the sea, to worsen the quality of the sea with respect
to its use and will reduce the possibility of its use for recreation.

As signatories to the UN Convention on the law of the sea and the Barcelona
Convention, the Republic of Croatia and the Republic of Montenegro are committed
to protect its marine environment and its protection have legally regulated.

The objectives of the cooperation program

The cooperation program aims to provide:

(D Analysis of the current situation in the Municipalities of Konavle, Herceg
Novi, Kotor and Tivat in terms of pollution of the sea and condition of
public utility systems;

(I Overview of responsible institutions in charge for preventing pollution of
the sea;

(IT)  Proposal of levels and types of decisions by which municipalities will
consult each other and negotiate;

(IV)  Proposal of frequency and format for data exchange on water quality in
the program area,

(V) Proposal of joint measures to be undertaken in the next 5 years,

(VI) Overview of potential sources of financing for joint activities and
monitoring of sea water quality in the next 5 years.
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U] Analysis of the current situation in Municipalities of Konavle, Herceg
Novi, Kotor and Tivat in terms of pollution of the sea and the
condition of sewer systems!

The analysis of the situation i.e. of the degree of pollution of the coastal areas of
Municipalities Herceg Novi, Kotor and Tivat is based on data on the quality of sea
water obtained by implementation of the “Program of monitoring on condition of
the coastal sea ecosystem of Montenegro”, which is being implemented since 2008
in accordance with standards of relevant international agreements to which
Montenegro acceded, primarily the Convention on the Protection of the Marine
Environment and the Coastal Region of the Mediterranean (Barcelona Convention)
and its protocols.

The Montenegro Sea consists of two different areas by geographic and hydrographic
and oceanographic characteristics: the Bay of Kotor and the open sea in front of the
coastline2. Bay of Kotor from a geographical and oceanographic standpoint
represents an indoor basin with specific hydrographic and dynamic characteristics.
Belt depth of up to five meters is located adjacent to the coast, which is often
characterized by low or extremely poor circulation. It is the area of direct contact
with the mainland, whereby from the coast come different contaminants, including
wastewaters from sewage outfalls from irregular and septic tanks in populated
areas. Communication with the open part of the Adriatic Sea takes place through the
passage Cape Ostri - Cape Miriste, which is only 2794 meters wide. Compared with
the open part of the Montenegrin Sea, this pool must manifest its specificity in
certain climatological, hydrological and hydrographic elements. This causes large
annual, seasonal, monthly and daily variations of physical-oceanographic
characteristics of the sea, which is to determine the legality of some of changes and
processes as very complex.

The main bathymetric characteristics of the whole of Boka basin are relatively large
depths in the bays and communication straits between the individual bays and the
whole area to the open sea. The maximum depth at the entrance to the Bay (about
60 meters) gradually decreases towards the interior in much of the bay are ranging
mostly between 30 and 45 meters.

Basic characteristics of open sea areas must provide favorable conditions for
disposition of waste waters by subsea drains, as depths are directly along the

! The situation analysis is based on a workshop held with representatives of the local self-government of
Kotor, Herceg Novi, Tivat and Konavli, as well as representatives of their public companies responsible
for water supply and waste water disposal, as well as the analysis of the documents available to the
local and national level.

2 Article 14 of the Law of the Sea ("Off. Gazette of Montenegro”, No. 17/07 of 31.12.2007, 25.01.2008 of
06/08,40/11 of 08.08.2011), the territorial sea of Montenegro is defined as the marine belt 12 nautical
miles wide, counting from the base line in the direction of the sea.
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coastal edge and provide a reasonable opportunity for effective implementation of
the initial dilution. All major municipal sewage drains end up in the open sea.

Marine resources of Montenegro are exposed to various pressures and pollution
from untreated municipal wastewaters, solid waste, shipbuilding / ship repair, from
ports and marinas (which as a rule are not sufficiently equipped for reception of
waste from vessels and minimization of environmental impact), from vessels in
navigation and from the industry. Vulnerability analysis (based on data from
monitoring programs of coastal sea ecosystem of Montenegro, which was
implemented in the period from 2008 to 2011) has shown a very high vulnerability
of the sea in Boka, as well as on open seas. As an extremely vulnerable area we could
mark off a narrow part of Boka Bay, part between Shipyard Bijela and the and port
Porto Montenegro and bay Igalo. The narrow coastal zone of open sea and Boka Bay
are also very sensitive to contamination from possible accidents at sea (accidents).
Map of overall pollution has shown a high degree of vulnerability of Kotor and Tivat
Bay. Contamination of water and sediments is particularly evident in the immediate
vicinity of the Shipyard in Bijela and narrow location of former Military Repair
Shipyard "Arsenal”, where are evidenced high concentrations of heavy metals and
organic pollutants. Degree of pollution on the high seas is smaller due to the
relatively great depth and good mixing of the waters.

Municipal waste waters are the main source of pollution of the whole coastal area.
Efforts to improve the system of collection, treatment and discharge of wastewater
are under way and significant progress has been achieved by improving the
sewerage network (connecting with the main collectors and expansion). There are
ongoing activities for construction of devices for treating wastewater in Tivat and
Herceg Novi. The objective is to reach up to 2020 the level of correlation of the
population on sewer systems to be increased to 85% and to build in all
municipalities systems purification of the first phase.

In the Bay of Kotor numerous municipal outlets significantly affect the quality of
water. More and more intense seasonal traffic in the Port of Kotor, with sailing in of
large cruise ships and yachts, as well as the extension of anchorage of port’s dock
also have a significant impact. There is an evident pressure on the marine
ecosystems at maneuvering of cruise ships at their landing: lifting of sand from the
bottom, clouding of the water, cleaning of sanitary tanks and discharge of such
effluents into the sea. The closed cost and low water exchange intensify the impact
of pollution and make this sea area extremely sensitive. At sea pollution, despite the
large number of individual sewage outlets, a significant negative impact and has a
large number of septic tanks, which are often porous and wastewaters end in layers
of the earth and pouring into groundwater from which we draw and distribute
drinking water. There is an evident very large desalination due to the inflow of fresh
water from local springs. Quality of sea water in the bay is additionally sensitive due
to fish farms fed on artificial food.
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In Risan Bay there is the greatest impact of local communal water drains, given the
closeness of the maritime zone, deteriorating water quality and encourage the
process of eutrophication. Among the important ecological conditions there should
be mentioned activities at the Port of Risan, as well as the inflow of fresh water from
springs that are found on the seabed, the in flow of Risan river and the impact
plentiful spring Sopot, which in its entirety creates a great sensitivity to water
pollution.

Maritime zone of the Municipality of Tivat is heavily influenced by pollutants that
come from the land through sewage outlets, streams, and atmospheric channel as a
result of human activities on the coast. In the sea without prior purification are
discharged waste waters from the sewage system. Also, many owners of private
individual houses overflow of their septic tank discharge into the open rain
channels, that drain waste waters into the sea. Another aspect of pollution
originates from maritime transport. The discharges of pollutants into the sea on one
side and noise, generated from vessels on the other hand, are important factors
compromising biodiversity f Tivat maritime zone. Quality of the seawater in Tivat
Bay is conditioned by numerous discharges of municipal waters, especially in
locations Kalimanj and Seljanovo, marina Kalimanj and Port Tivat - Porto
Montenegro, as well as in the field of Jugopetrol installations, which are located at
the Airport Tivat. The biggest impact comes from residual contamination, or
incompletely rehabilitated consequence of the military industry Arsenal. In the Bay
Solila flows river Gradiosnica, this enabled hydrodynamic contact with the
hinterland of Tivat field and municipal landfills at Lovanja. The abovementioned has
significant impact on pollution in shallow and closed parts of the Tivat Bay. The
degree of pollution of seawater has particularly important implications for the use
of water for bathing and shellfish. Here is the degree of eutrophication relatively
high, among the highest in the Bay of Kotor.

Traste Bay: The influence of local sewage outfalls is mitigated by good water
circulation in the bay In Traste Bay is discharged municipal wastewater from
Municipalities Tivat and Kotor through the main subsea sewer outfall in the length
of 3,6 km, at a depth of 45 m. The condition of the submarine sewage outfall in
Traste was investigated within the project with the latest technology, including a
remote-controlled submersible "ROV" that carries high-resolution cameras for
underwater recording. There has been made a video recording of the complete
route of the underwater outfall from the starting point on the coast between the bay
Przno and Oblatno, to the end of which is 3,400 meters from the shore. It was found
that the submarine sewage pipeline is ripped in length from 180 to 200 meters at
1,700 to 1,800 meters from the coast of the peninsula Lustica. Because of this
missing 180 to 200 meters of outfall, all discharges of wastewater practically gets
out on the surface in the depths of the sea only 27 meters, near the coast. The plans
for reconstruction of the submarine sewage outfall are in progress.
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By establishment of full operation of the planned system for collection and
treatment of sewage waters from Municipalities Kotor and Tivat, is expected a
significant improvement in the quality of water in this area.

In Herceg Novi bay is also an apparent influence of the main sewage outfall Forte
Mare, as well as of numerous short illegal discharges of municipal wastewater on
the quality of the sea. In the area of Municipality of Herceg Novi, “Water and Sewage
Ltd” manages and maintains a total of 24 subsea outlets and they are all technically
accepted, i.e. each of them was subjected to geodetic survey, inspected twice a year,
and several of them were reconstructed.

Messy and poorly maintained waterways such as: river Sutorina in the upper
course, Ljuti potok, Trtor, Presjeka, MilaSinovic stream and many others along the
Herceg Novi Riviera increase the level of pollution and delivery of solid waste, which
is deposited in riverbeds and in the coastal part of the sea. A particular risk to the
Bay of Kotor represents unloading, storage and loading of liquid fuels, then the
Shipyard in Bijela, Repair shipyard in Tivat, the Navy fleet and a large number of
vessels, which can only be one major accidents (drain oil into the sea) cause tragic
consequences for quality of the sea.

Wastewaters from Bijela Shipyard, then the food industry in Sutorina and the
Riviera, with their specific substances from technological processes increase the
level of pollution in the coastal sea area in the part where these objects are located.
Ballast and bilge waters, which are discharged in uncontrolled manner from ships
entering the Bay of Kotor, adversely affect the indigenous biota of the sea and can
cause major disruptions of biological balance, given the aggressiveness of plant and
animal organisms, which are delivered in such a way. Concreting of beaches and
building of artificial structures in the coastal sea and filling of sterile earth from the
excavation of the foundations for construction of buildings, construction and other
waste materials, seriously endanger the ecosystem of the coastal area. Specifically,
in the construction and reconstruction of tourist facilities on the coast, annually in
the regulation of artificially created beaches are dragged huge amounts of sand and
gravel, with unknown consequences and recurrences of action of sea currents on the
physico-chemical composition of the seabed, primarily in terms of changing the
quality of sanative sea mud . Favorable circumstance of Herceg Novi Bay is a
condition of good water exchange with the open sea.

Analysis of the condition in the field of water resources protection in the
neighboring Dubrovnik-Neretva County in Croatia has recognized to a large
degree problems that are also present on the Montenegrin coast. Waste municipal
waters are the basic problem of pollution of the coastal sea as well as the great
disproportion between the number of settlements connected to the water supply
and ones that are connected to sewage discharges. A large number of settlements
have no fixed system of public drainage and often use septic tanks or are directly
discharged into the sea and local waterways. The County has not a cadastre of septic
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tanks or a plan of systematic tests of their tightness and regular emptying of their
contents. The existing sewer system to a large extent has drains into the sea or
watercourses without previous treatment or has only the first level of wastewater
treatment.

In the former spatial plans in the area of Dubrovnik-Neretva County, the sea was not
specifically treated. There were determined purposes of the area only on land,
without particular considerations and meanings of associated sea and its purpose.
The sea in this way is used according to particular purpose of associated land (the
exception is the sea in existing ports and in specially protected areas). In other
words, the purpose of the land has determined the purpose and the sea. At the same
time, characteristics and importance of the sea in a particular area have not
determined purpose of associated land. Results of such an approach in the use of the
sea are numerous conflicts that have arisen between certain activities and “ecology”
of the sea, but also between the activities themselves. Permanent changes in the
narrow land and sea zones were created due to backfilling of the coast, construction
of jetties, small moles, piers and other structures which have changed the natural
landscape harmony and ecological balance. Significant changes in benthic and
pelagic communities arose due to the impact of urban waste water and other
organic and inorganic contaminants or load: Gruz Bay, Ploce Port Us, Vela Luka and
partly Rijeka Dubrovacka. At locations of the main sewage outlets are present
permanent changes at the bottom and pelagic.

However, quality of the sea in Dubrovnik-Neretva County is considered to be high or
at least satisfactory. Occasional marine pollution along the coast occur primarily
because of unresolved waste water drainage from settlements and tourist facilities
(hotel resorts, hotels, marinas and other establishments along the coast or on ships)
and industrial facilities (shipyards) and transshipment ports.

The maritime zone of Municipality Konavle is well preserved, with the exception
of a few locations where could be visible changes in benthic communities. The
sewage system is relatively well resolved, and pollutants consolidated. The
following areas are considered as damaged: North Shore Cape Ostro, southern cove
Prevlaka, cove Gornji Molunat, drain of Konavle field, cove Srdeca and sewage
outfall of hotel Croatia. Especially devastated is the coast in coves Cavtat and Tiha.
Sandy coastal base and silt in the cove Tiha are anoxic and in both coves was noted
the presence of municipal solid waste (glass, undegradable plastic, etc.). In places
are present green algae, as indicators of fecal pollution. At the measuring station

D-8 in front of Cavtat, which is bacteriological station of cruise research program
Vir-Konavle, during periods of increased tourist activity there were noticed
increased value of total coliforms and fecal streptococci, which indicates that not all
tourist-catering facilities are properly connected to sewerage.3

The project underwater research has shown that the final part of the sewage outfall
of Cavtat is intact, however, the mouth of the drain pipe is clogged. Also, diffusers

3Amendments to the Spatial Plan of Dubrovnik-Neretva County, the original of 2013
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are blocked, except for one which is located 25 meters before the pipe, but it can be
cleaned by hand diving tools. The sewage outfall did not show any noticeable
influence to benthic communities in the wider local exhaust, but is limited to the
bottom near the outfall.

Maritime transport as one of pollution sources of of the sea due to possible
accidents or due to possible developments of maritime accidents with spilling of
liquid fuel into the sea, as well as due to the improper disposal of ballast and bilge
waters and solid waste, has been recognized as a potential threat to the area of all
municipalities involved in the program of cooperation: Herceg Novi, Kotor, Tivat
and Konavle. The maritime traffic in the Adriatic Sea is steadily increasing. The
merchant and passenger ships, tankers, tourist boats, fishing boats, entering the
Adriatic Sea bring potential danger for flora and fauna, economy, tourism and other
stakeholders in the maritime transport. .If among the many ships that sail along the
Adriatic Sea, some of them do not meet technical standards required for ship
structures and equipment and thus have not properly trained crew, or do not act in
accordance with the prescribed rules of navigation, this may cause major disasters
due to collision, run aground etc. with long-lasting consequences difficult to recover.

These features of the bay do not represent a risk for navigation, but it is limited
space for maneuvering and intense maritime traffic. Potentially, in terms of events
of accidents, the most dangerous areas in the bay are straits, ports, marina and
water areas of Perast and Perast islands. It should be borne in mind that the Bay of
Kotor, as closed system with limited water exchange is very sensitive to a possible
maritime accident. When it comes to the maritime zone of Municipality Konavle, it is
also a noticeable trend of traffic growth and the anchoring of a large number of
small boats, sailboats and yachts during the season, and often occurs also direct
releases from such vessels.

Identified key problems in the Bay of Kotor:

= Sewage outfall Traste damaged in a length of 180 - 200 meters;

= Municipal waste waters, basic and largest polluters end up in the sea;

* Unofficial sewer drains are numerous and the same are not located nor
registered (according to data from the '90s there were only about 87 just in
the Bay of Kotor)

= Season recorded the highest level of pollution of the sea;

= Condition of existing sewerage network in all Montenegrin municipalities is
in quite bad condition, maintenance is expensive;

» [Insufficient inspections on the field and non-accession to imposition of
sanctions for those who break the rules;

= (Cadastre of polluters - big variety of small statistical data values;

= Danger of accidents at sea due to increased maritime traffic;

= A large number of technically faulty septic tanks concentrated in the most
densely populated urban areas along the coast;
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» Unfinished works on existing sewage collector and outfall into the sea at a
distance from the coast, which is not sufficient for desired dispersion and
positive effect of sea currents;

» Undeveloped and not maintained waterways along the coast of Boka Bay are
increasing pollution levels by delivering of solid waste, which is deposited in
riverbeds and in the coastal part of the sea;

= A particular risk for the Bay of Kotor represents unloading, storage and
loading of liquid fuel, then Shipyard in Bijela and a large number of vessels,
which can, by only one major accident, cause serious effects on the quality of
the sea;

= Wastewaters from Shipyard in Bijela, followed by wastewaters from food
industry, meat processing plants and slaughterhouses, by its specific
substances from technological process increase the level of pollution in the
coastal sea area in which these objects are located;

= Ballast and bilge waters, which are uncontrolled discharge from ships
entering the Bay of Kotor have negative impact on native biota of the sea and
can cause serious pollution;

= Concreting of beaches and construction of artificial structures in the coastal
sea, as well as filling (storage) of sterile soil from excavation of foundations
for the construction of buildings, construction and other waste material, are
endangering coastal ecosystems and potentially are causing anoxia.

Identified the key problems in the Municipality Konavle:

= Place Molunat does not have sewage network, and waste waters end directly
into the sea;

* Problems of trans border marine pollution with solid waste, which comes
mostly by Albanian rivers, carried by the northwest sea current along the
eastern coast of the Adriatic Sea;

= Pollution originating from ships;

= Lack of or inadequate control in release of pollution into the river, and thus
in the sea;

» Lack of a comprehensive cadastre of polluters and control of pollutants;

= Lack of cesspools cadastre, their quality and discharge systems.

Analysis of sewerage systems condition in programmed municipalities

The sewerage system in the Municipality Kotor

The sewerage system of Kotor was built as separate, and storm and fecal waters are
drained by separate systems. Functionally speaking it consists of a sewage system
Kotor - Traste, which is partly a common system of Kotor and Tivat, the main city
system ashore and the local sewer system of individual settlements. Local systems
are old, while the main city system and system Kotor - Traste represent the newer
part of the system (commissioned in 2001). The old sewer systems date back to the
construction of residential buildings and most of them are now in very poor
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condition. They were built mostly from ceramic or asbestos-cement pipes. The
sewer system Kotor - Traste is used for disposal of waste water from Kotor, Tivat
and industrial zones in the open sea. Given that it covers the territory of two
municipalities, it has a regional character.

Part of obsolete sewer network was reconstructed and expanded within framework
of the project "Sewage in the Municipality Kotor" and through the project
"Improvement of Water Supply and Sanitation at Adriatic Coast", implemented by
Vodacom - Joint Service and Coordination Company for Water and Wastewater
Services for Montenegrin coast and the Municipality Cetinje, founded in March 2005
by the Government of the Republic of Montenegro and Municipalities of Bar, Herceg
Novi, Budva and Kotor. Municipality Kotor, within this project has substantially
rehabilitated and expanded the existing sewerage system, while complete solution
for wastewater treatment plant is expected to be by building of common
wastewater treatment plant (WWTP) for Municipalities Kotor and Tivat, with
capacity of 72500 population equivalent (PE). The construction and putting into
operation of joint facility for wastewater treatment will solve the issue of drainage
and treatment of waste waters from Kotor and Tivat in an environmentally
acceptable manner.

The sewerage system in the Municipality Herceg Novi

Drainage of fecal waste water in the Municipality of Herceg Novi is solved by
complete separation system. The sewerage network is divided into three groups:
the main coastal sewerage collector built in 1975, which extends from Igalo to
Meljine, Secondary sewage network and Tertiary city network i.e. connections of
housing units.

The main subsea outfall begins at the pump station Forte Mare and the last point of
the subsea outfall is located at a depth of 42 m. It was built in 1976 with serving
capacity of 35000 to 50000 ES. In parallel with this subsea outfall, there was laid on
also an extra - emergency, so-called winter outlet, at a depth of 21, 5 m. By regular
professional examination of subsea outfalls, there was recorded a significant
damages to both outlets in several places.

Secondary sewage network in urban and suburban zone has a total length of
about 90 km. From the urban population connected to the water network, 85% of
the population is connected via tertiary network to fecal sewerage system. Out of
total population of the Municipality Herceg Novi, approximately 70% of citizens are
connected to the city sewerage and the remaining 30% have a septic tank or pit.

In the framework of the project "Improvement of Water Supply and Sanitation at
Adriatic Coast", Municipality Herceg Novi has to the great extent recovered and
expanded sewerage network is and in progress is the construction of wastewater
treatment plant (for 65300 ES). Future main pumping station will be located in
Meljine at the roundabout, while on the location of existing pumping station
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“Meljine” will be built a new one of smaller capacity. This pump station will collect
all waste waters from western and eastern primary collector and by thrust
collector will be pumped into the plant, and from there the treated water will be
discharged by gravity into a new submarine outfall and then to the recipient.

The sewerage system in the Municipality Tivat

Tivat sewage system includes the narrow city core proper and settlement Seljanovo
and covers 60% of the population. The system is gravity with five discharges into
the sea. Through the project “Improvement of Water Supply and Sanitation at
Adriatic Coast” has been completed the project of building the sewerage network
and construction of the main collector with a siphon and pump station and
construction of the secondary sewage network.

The preparation of the fifth phase of the project is under way, within which will be
designed, constructed and put into operation a common wastewater treatment
plant (WWTP) for Municipalities Tivat and Kotor. Ministry of Sustainable
Development and Tourism has issued to Kotor and Tivat Company “Waterworks
and Sewerage” building permit for construction of wastewater treatment plant that
will be located in the grip of spatial-urban plan of Tivat. The plant with the latest
state of the art technology that works on the principle of sequential modes of
purification, capacity of 72 k ES, is worth 10,247 million Euros. The construction of
the joint WWTP for Kotor and Tivat with WWTP for Herceg Novi, which is already
under construction, by the end of 2016 will be settled the issue of waste water
treatment in Boka Bay.

The sewerage system in the Municipality Konavle

The sewage system “Cavtat” includes drainage and treatment of sanitary - consumer
wastewater from the area of settlements Cavtat and Zvekovica and its discharge
through a subsea outfall into the sea. Taking into account the present topography in
the area of Cavtat - Zvekovica, it was adopted technical solution for sewer system
"Cavtat" which includes two subsystems through which fecal waste water leads to
the location of purification plant i.e. facilities for final disposition of fecal waste
water.

Subsystem "A" includes the area Obod - Poluganje, hotel Epidaurus - Hotel Albatros,
bay Tiha (hotel Cavtat), old town core of Cavtat and Hotel Croatia. As part of the
subsystem "A" are projected three pump stations. Subsystem "B" covers an area
Rajkov Do, Zvekovica and Mecajec. Sewage from this area to the treatment plant is
by gravity.
Dubrovnik Airport has solved drainage and treatment of fecal waste water in their
area. Other settlements in the municipality Konavle have no sewage system for
drainage of rainwater and sewage water. Fecal waters from buildings are evacuated
individually through hygienic septic tanks.
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(II) Responsible institutions in charge for the prevention of sea pollution

Pursuant to the Decree on the organization and functioning of public
administration ("Official Gazette", No. 05/12, 25/12, 61/12), competence in the
field of water management are divided among several ministries:

= Ministry of Agriculture and Rural Development performs tasks related to
development policy in water management; system solutions for provision
and use of water, water land and water sources for water supply, water
pollution protection, regulation of water and watercourses and protection
from the harmful effects of water; system and other incentives for improving
these areas; keeping prescribed records; harmonization of national
legislation within its competence with the legal order of the European Union;

= Ministry of Sustainable Development and Tourism performs
administrative tasks relating to the management of wastewater effluents in
urban areas, the system of communal activities; coordination of regional
water supply system; integrated protection from pollution; environmental
monitoring; monitoring of investments within the purview of the Ministry;
Cooperation with international financial institutions and funds of the
European Union in relation to implementation of projects in the field of
environmental protection and communal services;

= Ministry of Transport and Maritime Affairs, among others, carries out
tasks related to establishment of indicators, prevention of sea pollution and
taking emergency measures in case of sea pollution from vessels;

In accordance with the Law on Local Self-Government ("Official Gazette of
Montenegro", No. 42/03, 28/04, 75/05, 13/06, 88/09, 03/10, 73/10, 38/12), local
self-government units (hereinafter referred to as municipalities) regulate and
ensure the performance and development of communal activities, maintenance of
communal facilities and communal order. Law on Communal Activities ("Official
Gazette of Montenegro”, No. 12/95), defines conditions and manner of performance
of public utility services, which include the activity of water supply and
wastewater management.

Municipalities by their regulations have defined in detail conditions and
manner of providing water supply and waste water management services and
performance of these tasks entrusted to public enterprises that they have
formed.

Depending on the subject of supervision, to perform the inspection in performing
activities of water supply and wastewater management are responsible Water and
Environmental Inspectorate, or communal inspection and communal police at
the local level.
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In implementation of investment activities in the area of water supply and
wastewater management, an important contribution is given by limited liability
companies "Procon" and "Vodacom".

"Procon" is a national unit for implementation of project units which realization is
supported by loan funds supported of European Investment Bank (EIB) and the
European Bank for Reconstruction and Development (EBRD), and "Vodacom" is the
unit for implementation of projects financed from loan funds and donations from
German bank KfW. "Procon" is a limited liability company which founder and owner
is the Government of Montenegro, while founders of "Vodacom" besides the
Government of Montenegro are all municipalities of the Montenegrin coast, except
the Municipality of Budva.

Competences in the field of water management in Croatia are also divided between
several ministries:

Ministry of Environment and Nature Protection is responsible for
implementation of measures to protect the marine and coastal areas, including
marine and coastal ecosystems, sustainable resource management, prevention,
reduction and elimination of harmful anthropogenic impacts (from the air, land,
boats, trans- border pollution, etc.). The focus of the work of the Ministry is to
undertake activities to achieve and / or maintain a good condition of the marine
environment and coastal areas which include: reducing pollution or load in the
marine and coastal environment in order to ensure against adverse effects or risks
to human health and / or the health of ecological systems and / or use of the sea and
the coast; preservation, improvement and re-establishing of the balance between
human activities and natural resources in the sea and on the coasts.

Direction of water management within the Ministry of Agriculture performs
tasks which, among other things, are related to water management; protection from
the harmful effects of water and ice; and has a certain competence for the
implementation of prevention of sea pollution from land, wastewater treatment, and
alike.

Ministry of Maritime Affairs, Transport and Infrastructure performs tasks
which, among other things, are related to protect the sea from pollution from ships;
formulation of indicators, prevention and undertaking of urgent measures in case of
sea pollution from vessels;

Dubrovnik - Neretva County - Department of Environment and Nature
Protection carries out analytical-planning, organizational-coordination, normative-
legal and other professional activities related to activities of urban planning,
construction and environmental protection in the jurisdiction of the County.
Municipality Konavle participates in drafting of legislation and reports on the
condition of the environment, as the corresponding municipality of Dubrovnik-
Neretva County.
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The local administration bodies, which jurisdiction includes environmental
protection and sea pollution prevention?*

Municipality Kotor - Secretariat for Protection of Natural and Cultural
heritage;

The competence and scope of work of the Secretariat 5:

Elaborates and implement local environmental plan (LEAP);

Preparation of environmental protection program for the municipality based
on the program of the Republic of Montenegro;

Participates in the development of environmental studies, projects and
programs in cooperation with relevant institutions and non-governmental
organizations and ensures their implementation;

Preparation of decision drafts from competencies of local self- government
in the field of environmental protection;

Participates in environmental programs of the Republic of Montenegro and
organizes environmental programs in the municipality;

Organizes and encourages education of the population in this area;
Preparation of projects in the field of environmental protection;

Participates in the development of the cadastre of polluters;

Cooperates with enterprises for water supply and waste water disposal in
order to improve water supply and sewage system of the municipality;
Participates in development of work plan and investment of the company;
Cooperate with the company for solid waste disposal;

Implement technical cooperation with the company for cleanliness;
Participates in ensuring performance of fumigation, disinfection and pest
control works.

Municipality Herceg Novi - Secretariat for Municipal Housing and
Environment;

Secretariat for Municipal Housing and Environment:

Governs relations and provides development of municipal activities;

Keeps records of municipal and waste waters, users and polluters of water
facilities and plants;

Keeps cadastre of greenery;

Keeps records in the field of environmental protection;

Keeps record of watercourses, manages water administrative proceedings
and issues water requirements, water approval and water permit;

“List of competencies is taken from the founding acts of local governments
®In this part of the cooperation Program is only stated a part of responsibilities and incidences of
local government bodies and their public enterprises relevant to the area of prevention of sea pollution
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= Adopts local waste management plan, keeps cadastre of polluters , issues
approval of waste management plan for waste producers, issues permits for
processing or disposal of municipal waste, gives consent to the aggregation
or transport waste, keeps records of municipal waste;

= [ssues an environmental permit and other administrative acts in the field of
environmental protection;

= Performs tasks of promoting and protecting of the environment, nature and
natural resources; establishes requirements for work on protected objects of
nature; conduct procedure and issue the environmental approval of planning
documents, coordinates activities related to the promotion and protection of
the environment from the adverse effects; ensures the execution of
fumigation, disinfection and pest control;

Municipality Tivat - Secretariat for Spatial Planning and Environmental
Protection;

Secretariat for Spatial Planning and Environmental Protection performs
administrative tasks related to:

» Preparing and monitoring the implementation of local environmental plans,
preparing reports on the condition of the environment, developing of plan
for intervention measures in emergency cases of environmental pollution,
setting up and maintenance of cadastre of polluters, proposing the
organization of environmental monitoring, adoption of programs, keeping a
register of pollution sources, proposing the introduction of fees to the
competent authority for the protection and improvement of the
environment, cooperation with institutions and non-governmental
organizations engaged in activities in the field of environmental protection
and other tasks in accordance with the law;

* (Giving opinions on the waste management plan waste producers in
accordance with the law;

* Monitoring the implementation of the Law on Integrated Prevention and
Control of Environmental Pollution and guiding the process of issuing
integrated permits for installations for which a license or permission for the
construction and commencement of work or perform activities is to be
issued by the relevant local authority;

* Promotion and protection of the environment, protection of nature and
natural resources;

= Setting up of conditions for governing of control in terms of professional staff
and organizational capacities for performing protection tasks, enhancement
and promotion of sustainable development of protected natural resource.
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Municipality Konavle - Department of Municipal Affairs, Infrastructure and
Real Estate Management

Department of Municipal Affairs, Infrastructure and Real Estate Management in its
scope of activities, carries out the activities, mainly related to:

» Drinking water supply, drainage and wastewater treatment, storm water
drainage;

= Collection, removal and disposal of municipal and other solid and liquid
waste;

= Collection and disposal of recyclable materials;

=  Pestand rodent control;

=  Public baths;

= Communal order and other supervision activities for needs of Municipal
Administration and Public Services in accordance with the law and general
and individual acts of the Municipality;

= Other works declared by Municipality’s decision as communal activities of
importance to the Municipality;

= Other activities in the field of municipal management, if they are under the
jurisdiction of the Municipality and are not responsibility of other bodies;

» Drafting laws for governing the issue of Physical Planning and Environment
policies;

» Preparation and development of the two-year report on condition in the area
and program of measures to improve the condition of the environment.

Municipalities by their laws have further defined conditions and manner of
providing water supply and wastewater management and performance of these
tasks to the companies that have formed: Ltd Water Supply and Sewerage Kotor;
Ltd. Water and Sewerage Herceg Novi, Ltd. Water and Sewerage Tivat and
Utility Company Konavle Ltd.

Companies are generally responsible for the collection, drainage and wastewater
treatment, maintenance (preventive and regular) of sewage systems and facilities
for wastewater treatment.

According to the Law on Waste Management, the competent authorities responsible
for supervision of the implementation of this law and regulations adopted pursuant
to this Law perform within the jurisdiction, the Ministry of Sustainable Development
and Tourism and the relevant local authorities. Inspection supervision activities for
all types of waste, except for solid waste are carried out by environmental
inspections. Inspection activities for municipal and construction waste are carried
out by the municipal inspector.

According to the Law on Local Self-Government, each municipality has a service for
exercising communal supervision (hereinafter referred to as communal police).
Communal Police provides communal order in relation to parking, waste disposal,
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water supply, wastewater and storm water disposal, public hygiene, public lighting,
maintaining markets, parks, green spaces and perform other tasks under the
authority of municipalities, under laws and decisions of the assemblies.

(IlI) Defines the level and type of decisions on which municipality will
mutually consult each other and negotiate;

The cooperation program is implemented by the Coordinating Body comprising:

representatives of relevant authorities, namely: the Secretariat for
protection of natural and cultural heritage of the Municipality Kotor, the
Secretariat of Municipal Housing and Environmental Protection of the
Municipality Herceg Novi, the Secretariat for Spatial Planning and
Environmental Protection of the Municipality Tivat and the Administrative
Department of Municipal Affairs, Infrastructure and Management of Real
Estates of Municipality Konavle;

Representatives of public utilities: Water Supply and Sewerage Kotor,
Water Supply and Sewerage Herceg Novi, Water Supply and Sewerage Tivat
and Communal Company Ltd Konavle;

At meetings of the Coordinating Body, if necessary, can participate as well:

Representatives of the Institute of Hydrometeorology and Seismology of
Montenegro;

Representatives of the Institute of Marine Biology Kotor;

Representatives of the Ministry of Agriculture and Rural Development of
Montenegro;

Representatives of the Ministry of Sustainable Development and Tourism
of Montenegro;

Representatives of the Ministry of Transport and Maritime Affairs of
Montenegro;

Representatives of the Ministry of Health of Montenegro;

Representatives of the Agency for Environmental Protection of
Montenegro;

Representatives of the Public Enterprise for Coastal Zone Management of
Montenegro;

Representatives of Vodacom - Company for Water Supply and Wastewater
Services for Montenegro Coastal Zone and Municipality Cetinje;
Representatives of the Croatian Hydrographic Institute;

Representatives of the Institute for Marine and Coastal Research;
Representatives of the Ministry of Regional Development and EU funds
Republic Croatia;

Representatives of the Ministry of Maritime Affairs, Transport and
Infrastructure of Republic Croatia;

Representatives of the Ministry of Tourism of Republic Croatia;
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= Representatives of the Ministry of Environment and Nature Protection of
the Republic of Croatia;

= Representatives of the Dubrovnik-Neretva County - Department of
Environment and Nature Protection.

Coordinating Body will meet as required, in which case the municipality take turns
as host on a rotating basis, in alphabetical order: Municipality Herceg Novi,
Municipality Konavle, Municipality Kotor and Municipality Tivat. Municipalities will
cooperate at the secretariat level, i.e. departments in charge for environmental
protection. Municipalities will jointly coordinate the agenda of the meetings, and
general topics to consult each other and negotiate that will include:

* Preparation and implementation of municipal documents, regulations, plans
and programs relating to the environment with particular emphasis on the
prevention of sea pollution;

» Overview of the situation in the field of communal infrastructure and
wastewater treatment;

= Exchange of practices in the implementation of national, cross-border and
transnational projects in the field of environmental protection and the
prevention of sea pollution.

(IV) Defines the frequency and format to exchange data on monitoring of
seawater quality in the program area,

Representatives of the Croatian Hydrographic Institute in Zagreb and representatives
of the Institute of Hydrometeorology and Seismology of Montenegro in Podgorica in
the next five years will submit reports on seawater quality in the border area to
Secretariats, as a local authorities in charge for implementation of the Program of
Cooperation.

On regular meetings of the Coordinating Body will present results of monitoring on
seawater quality and in accordance with results, will take the necessary measures.

(V) Defines the joint measures to be undertaken in the next 5 years

Coordinating Body will in the forthcoming period, according to competencies and
capabilities, prepare and implement the following common measures for the
prevention of sea pollution of border areas:

(Measure 1) To improve the existing local legislation in the field of
environmental protection, with special emphasis on the prevention of
pollution and protection of the sea

The situation regarding existence and implementation of local action plans in the
field of environmental protection is not uniform in programmed municipalities. The
first step of cooperation should open the possibility of exchange of practice and
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experience in this area, and to allow adequate preparation, promotion and adoption
of local environmental action plans where the same are currently pending.
Municipality Herceg Novi has developed a five-year document called the “Local
Environmental Plan 2006”, the Municipality Kotor adopted “Local Environmental
Action Plan 2007”, the Municipality Tivat has two current documents in the
environmental field: Local Environmental Protection Plan for the period from 2011
to 2015, and Local Action Plan for Biodiversity for the period from 2013 to 2018”. In
Dubrovnik-Neretva County, with issues related to environmental protection deals
Administrative Department of Environmental and Nature Protection, which
performs analytical-planning, organizational-coordination, normative-legal and
other professional activities, related to activities of urban planning, construction
and environmental protection within the jurisdiction of the County. There is
currently in force the Program on Environmental Protection of Dubrovnik-Neretva
County from 2010, which revision is expected later this year. Municipality Konavle
participates in drafting of legislation and reports on the condition of the
environment, as well as the corresponding municipality of Dubrovnik-Neretva
County. All of the above enables collaboration, sharing of experiences and practices
of municipalities in preparation and implementation of plans relating to the
protection of the environment to the general welfare.

(Measure 2) To improve cross- border cooperation in the field of wastewater
management

Wastewater management in the cross-border area represents an opportunity for
cooperation among municipalities through a joint program of activities that will
contribute to the prevention of sea pollution. Wastewater, especially municipal ones
is common problem and threat to clean water in the cross-border area of the
Republic Croatia and Republic Montenegro. Cross-border cooperation in this
direction involves joint activities such as:

» Sharing information about the current situation, problems in the field and
progress made in the programmed municipalities in terms of wastewater
management;

* Conducting regular condition monitoring of subsea outfalls and preparation
of joint reports;

= Mapping of legal and illegal sewage discharges and preparation of the
outfalls inventory;

= Cooperation in the field of control of illegal sewage discharges into the sea
through appropriate mechanisms;

= Cooperation in the field of marking subsea drains as prevention of damage
from anchoring and trawling.

(Measure 3) To improve data collection system for cross-border cadastre of
polluters

Cadastre of polluters is a set of data on sources, type, quantity, manner and place of
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discharge, transfer and disposal of pollutants and waste into the environment. The
Republic of Croatia and the Republic of Montenegro have adopted legal regulations
that govern that field: the Ordinance on detailed content and manner of keeping the
cadastre of environmental pollutants (Montenegro) i.e. the Ordinance on Pollutant
Emission Register (NN 35/08) Croatia. However, practice has shown that the
cadastre of polluters represents dataset of low use-value, since the polluters are
those who submit data on pollutants that are released into the water, air and land.
Existing cadastres are considered incomplete and the data obtained from polluters
inadequate.

Municipalities should determine the obligation to develop a cadastre of polluters in
cross- border areas. It should define a common unified methodology of development
and on format of cadastre, to agree the scope of information for the exchange, in
accordance with the transparency of data. Exchange of information can be
immediate or in a common internet portal (if necessary funds are provided). In this
regard, it is necessary to analyze existing data sources, to identify deficiencies in all
areas and to take measures to establish adequate monitoring and analysis of
submitted data.

(Measure 4) To reduce the amount of cross-border solid waste that comes into
the sea

Mechanisms of cooperation, such as joint actions to clean up the seabed, cleaning of
riverbeds which water flows into the sea, development of programs to raise
awareness about negative effects of the presence of solid waste on the marine
ecosystem, should contribute to reduction of the cross-border transfer of pollution.

The Coordination Body will, through cooperation with other government agencies
(Public Enterprise for Coastal Zone Management, Institute of Marine Biology - Kotor,
Institute of Marine and Coastal Research, local residents and others) adequately
organize joint action to clean up the seabed and riverbeds in the border area, and
carry out joint informational and educational programs about the impact of waste
on marine life in the form of round tables, public panel discussions etc.

(Measure 5) Enhancing the awareness of citizens on importance of prevention
of sea and environmental pollution

Enhancing the awareness of citizens about ecology in general, and the importance of
environmental protection and prevention of pollution of the sea represents the need
of every modern society - and thus, constantly organized activities in this direction
are recommended to programmed municipalities. Coordinating Body will arrange
marking of important dates on the local level, such as: International Day of Sea; The
Mediterranean Coast Day; International Day of the Planet, and to design events such
as roundtables and public discussions on the subject theme successively in
municipal centers in order to increase awareness of tourists and locals on the
importance of the sea and the environment in general. It is necessary to involve very
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wide range of organizations, institutions and individuals in the local community, in
order to experience the events effects in general public. These activities are to enter
into regular plans of municipalities.

(Measure 6) To contribute to the efficiency of control of pollution from
sources at sea in case of accidents

In the case of registered situations of accident at sea, according to jointly
determined obligation, members of Coordinating Team will mutually divide
available information on the type of contamination, scale, rehabilitation measures,
the effects of rehabilitation and possible directions of contamination
spreading.

(Measure 7) To enhance the level of cross-border research and protection of
marine biodiversity

Coordinating Body will, according to established plan of meetings among
representatives of the municipal authorities for the environment and in compliance
with discussed common needs, initiate, coordinate and implement plans and
programs relating to explore the situation, planning and implementation of
measures to protect marine ecosystems. Special attention should be paid to the
protection of subsea fresh water outfall locations and habitat of particularly
important or threatened species in the sea. Measures should be taken to protect
areas that are listed as natural areas of special value - natural landscapes. On
meetings would be exchanging of information on research results of scientific
institutions, implemented in the cross-border area.

(VI) Potential sources to finance joint activities and monitoring of seawater
quality in the next 5 years.

Funds available to Croatia

By joining the European Union, Croatia opened up significant financial opportunities
in the field of European funds and financing projects through instruments of
cohesion policy. With the financial allocation of 351,8 billion Euros in the period
2014 - 2020 ,it represents one of the most important policies of the Union.

The European Regional Development Fund is a structural fund intended to EU
member states to invest in small and medium entrepreneurship, production,
strengthening of tourism offerings, investment in the information society and
regional and local infrastructure.

Croatia will, through the use of this instrument, have access to co-financing from 50
to 75 percent of total project value. Some of the most important priorities for
Croatia in the period after accession are:
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= improvement of collection and disposal of municipal waste infrastructure
through county waste management centers;

» remediation and closure of inappropriate landfills and recovery of highly
polluted location;

» ensuring favorable conditions for conservation of biological diversity and
developing management plans for “Natura 2000” network;

= exploration and mapping of marine habitats in order to define the proposal
of ecological network “Natura 2000” in the sea;

» improvement of visitor infrastructure in protected areas for public
education;

* improving the assessment of air quality development and construction of
national and local networks for air quality monitoring;

= contribution to the security of energy supply and reducing climate changes
by implementation and development of projects for increased use of
renewable energy sources and measures for greater energy efficiency;

= strengthening of competitiveness of Croatian economy by activities such as
improving the business environment, increase of competitiveness of small
and medium entrepreneurship and conditions for transfer of technology and
supporting the activities of knowledge-based economy.

The Cohesion Fund is an instrument designed for the least developed
countries of the European Union to implement projects that improve the
environment and transport infrastructure, which is a part of the trans-
European transport network.

With nearly 80% of the funds intended as aid to Member States, it is one of the most
abundant and the most important instrument. This instrument is open event ot new
member states.

From this fund can be financed:

* trans-European transport networks (Trans-European Transport Networks)
and Pan-European corridors,

» transportation infrastructure (outside the TEN-T network) that contributes
to sustainable urban and public transport, interoperability of transport
networks across the EU and encourages intermodal transport systems,

» infrastructure in order to adopt EU standards for environmental protection,

= efficient use of energy and renewable energy sources.

It is also the most abundant instrument funding major infrastructure projects in
which at least 25 million Euros is allocated for environmental projects and 50
million Euros for transportation projects. To its abundance contribute also the high
rate of co-financing, from 80 to 85%, and the amount of allocation for each country
is calculated according to two criteria - area and population.

Here is about large national projects which beneficiaries are mainly public
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authorities. The importance of that instrument is evidenced by numerous
infrastructure projects that are implemented by the Member States of the European
Union. Slovenia has built a system to protect water areas for 12 municipalities, and
then the regional center for waste collection in Celje, Slovenia, Latvia has
reconstructed the airport in Riga and developed a system of collection, distribution
and processing of waste in the region of Ventspils.

European Fund for Maritime Affairs and Fisheries provides funds for fishing
industry and coastal communities aiming to their adaptation to changed
conditions in the sector and achieving economic and environmental
sustainability. It is possible to finance all sectors of the fishing industry -
fishery, aquaculture (breeding of fish, shellfish and underwater plants) and
processing and marketing of fisheries products. Special attention is focused on
fish communities that have come under the influence of recent changes in the
industry.

Objectives
= strengthening the competitiveness
= strengthening of survival capacity of subjects in the fisheries sector
= promoting ecological and fisheries production methods
» encouragement of sustainable development in fishing areas

Activities that meet the criteria for support

= adjusting of fishing fleet to directives of the European Commission through
financial aid available to fishermen and fishing vessel owners that are
affected by measures to combat overfishing, for the protection of public
health or to those who need help to temporarily or permanently cease
fishing, undergo retraining or go into early retirement. There are allocated
funds for modernization of fishing vessels, for example, to reduce the amount
of waste, improving operation and reducing the harmful impact on the
environment, provided that it does not increase the capacity to catch;

= protection of aquaculture, fishing in fresh water, processing and placing on
the market - the European Fund for Maritime Affairs and Fisheries promotes
the use of methods that reduce negative effects of fishing on the environment
and improves the health of people and animals, as well as the safety and
quality of products. Funds may be granted for projects that will improve the
quality of fishery products and their placement on the market. This aid is
granted solely on the micro level, i.e. small and medium entrepreneurs;

* joint action directed towards sustainable development and protection of
natural resources, to improvement of services that provide fishing ports,
strengthening markets in fishery products and the development of
partnerships between the scientific research sector and all those who are
engaged in fishing; sustainable development of coastal fishing areas: the
European Fund for Maritime Affairs and Fisheries supports measures and
initiatives for diversification;
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Method of implementation

Each Member State shall draw up a national strategic plan for use of the European
Fund for Maritime Affairs and Fisheries, representing an overall strategic vision and
policy of medium-term development of the fisheries sector and aquaculture sector.
This plan covers all areas of the Common Fisheries Policy (CFP) and is the basis for
activities that are selected for funding by the European Fund for Maritime Affairs
and Fisheries. Measures to be financed shall be determined in national operational
programs, which purpose is to implement the national strategic plan. Member States
shall determine how to allocate financial support according to priorities of the fund.

Funds available to Montenegro

The European Union annually allocates significant funds from the common budget
to help the less developed regions and Member States through the policy of
solidarity. However, certain funds intended for development of the EU are dedicated
to countries that are not its members, as well as to candidate countries and potential
candidates.

In September 2004, the European Commission proposed the establishment of a new
instrument for pre-accession assistance (Instrument for Pre-Accession Assistance -
IPA 2007-2013), which is designed to support candidate countries for EU
membership, as well as potential candidates for EU membership.

IPA is a unique pre-accession EU instrument for budget period from 2007 to 2013,
which incorporates the pre-accession instruments: PHARE, SAPARD, ISPA, CARDS.

Montenegro has been receiving financial assistance from the European Union since
1998. The European Union between 1998 and 2010 committed over 408,5 million
Euros to Montenegro. From 1998 to 2006, in this amount is included the EU aid
through CARDS program, worth 277,2 million Euros. In 2007, CARDS has been
replaced by the Instrument for Pre-Accession Assistance (IPA), which lasted until
2013.

IPA consists of the following five components:

= Component I (Transition Assistance and Institution Building) is available to
candidate and potential candidate countries for EU membership;

= Component Il (Cross-Border Cooperation) is available to candidate and
potential candidate countries for EU membership;

= Component III (Regional Development) is only available to candidate
countries for EU membership;

= Component IV (Human Resources Development) is only available to
candidate countries for EU membership;
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= Component V (Rural Development) is only available to candidate countries
for EU membership;

Montenegro has already been actively using aid under components I and II, while
Components III, IV and V are available, but will be operational only when it receives
accreditation for Decentralized Implementation System (DIS).

Component I
IPA Component I (Transition Assistance and Institution Building), which is also
known as the National Program for Montenegro, is directed on key political criteria
such as the reform of judiciary and public administration, institution-building, the
fight against corruption and organized crime. Financial assistance is also provided
to civil society. When it comes to economic and other conditions of membership, IPA
programs are focused on supporting reforms and strengthening administrative
capacity in areas such as the internal market, environment, transport, statistics,
education, employment and social inclusion.

Montenegro has received 131, 3 million Euros through IPA assistance from 2007 to
2010.

Component II
Montenegro participates in four cross-border IPA programs with neighboring
countries (Albania, Bosnia and Herzegovina, Croatia and Serbia). Also, Montenegro
participates in the IPA Adriatic cross-border program with Member States and in
transnational cooperation programs: South-East Europe and the Mediterranean,
that are realized within the European regional development fund.

The aid to Montenegro is available through the European Instrument for Democracy
and Human Rights (2008: 0,3 million Euros; 2009: 0,51 million Euros, 2010: 0,4
million Euros).

Decentralized Implementation System (DIS)

All countries that have the goal to become a European Union member states are
required to prepare their administration for management of pre-accession funds in
a decentralized manner. Therefore, it is of crucial importance the preparation to
take ownership over management programs that are funded by the European Union.

Decentralized Implementation System (DIS) means that the responsibility for
implementation of the IPA is transferred from the European Commission on
Institutions of the Government of Montenegro. Thus, the process leads to the
institutional strengthening of the state, and accreditation by the European
Commission is an expression of confidence of the European Commission in
established system. By this in the future, when Montenegro joins the EU, will be
ensured successful use of structural and cohesion funds. The basic condition for
transition to the so-called DIS is building of capacity and establishment of structures
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which formation is prescribed by regulations of the IPA and the Framework
Agreement. The establishment of DIS, the country beneficiary of IPA funds
becomes the owner over the entire process of supervision on financial
distribution of aid from the EU.

Projects under IPA components III, IV and V, that correspond to future structural
funds in the areas of employment, social and regional policy and rural development,
will be managed by Montenegro.

IPAII (2014-2020)

IPA II represents a new framework for pre-accession assistance of the European
Union for the period 2014-2020 which is available to Montenegro. The most
important news of IPA Il is its strategic focus. Indicative Strategy Papers are specific
planning documents that are made for a period of seven years. They will provide a
stronger property of the user through integration of their internal reforms and
development plans in priorities, which will be the subject of EU support. The
multiuser indicative strategic documents (Multi-Country Strategy Indicative
Paper) will address the priorities for regional and territorial cooperation.

[PA II aims to implement reforms within the pre-defined sector. Sectors are closely
linked to the strategy of enlargement, such as democracy and governance, rule of
law, growth and competitiveness. The sectoral approach promotes structural
reforms that will help alignment with EU standards. It provides targeted support,
ensuring efficiency, sustainability and focus on results. It also enables systematic
use of sector budget support. Finally, it gives more importance to performance
measurement: indicators to be agreed with users will help to assess the extent to
which the expected results are achieved.

Montenegro and IPA 11

Ministry of Foreign Affairs and European Integration, in cooperation with relevant
ministries and the European Union Delegation in Montenegro, began a process of
strategic planning of funds that will be available to Montenegro through the
Instrument for Pre-Accession Assistance for the period 2014-2020. (IPA II) and that
means that are provided funds in the reference amount of 270, 5 million Euros.

The key document that defines priorities at the national level to support from IPA II
funds is Indicative strategy paper of Montenegro for IPA 2014-2020 - ISDCG
(Indicative Strategy Paper for Montenegro 2014-2020). This document defines
specific forms of support that is needed to achieve the planned objectives in selected
sectors, whereby planned support must be based on priorities defined in national
strategic documents, strategic documents of the EU and must relate to areas in
which are required significant improvements in preparation of the country for
membership in the EU.
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ISDCG provides guidance for pre-accession support to Montenegro during the
period 2014-2020 through eight sectors:

* Democracy and governance;

= Rule of law and fundamental rights;

=  Environment and climate action;

= Transport;

= Competitiveness and innovation;

» Education, employment and social policy;
= Agriculture and rural development;

= Regional and territorial cooperation.

Within the financial perspective 2014-2020, Montenegro will participate in the 9
cross-border and transnational programs:
= four bilateral programs (with Albania, Bosnia and Herzegovina, Kosovo and
Serbia);
* two tri-lateral programs (Croatia - Bosnia and Herzegovina - Montenegro and
[taly - Albania - Montenegro);
= three transnational programs (the Danube, the Mediterranean and the
Adriatic-Ionian program).
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