














TOTAL SALES IN STICKS

2006/14,289,696,225
2007/14,552,258,945
2008/13,599,463,867
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ADRIS GRUPA D.D., ROVIN]J

AUDITOR’S REPORT AND CONSOLIDATED FINANCIAL STATEMENTS
31 DECEMBER 2008

This version of the accompanying documents is a translation from the original,
which was prepared in Croatian language. All possible care has been taken to
ensure that the translation is an accurate representation of the original. However,
in all matters of interpretation of information, views or opinions, the original
language version of our report takes precedence over this translation.



INDEPENDENT AUDITOR’S REPORT

TO THE SHAREHOLDERS OF ADRIS GRUPA D.D.

We have audited the accompanying consolidated financial statements of ADRIS
GRUPA d.d. and its subsidiaries (the ‘Group’) which comprise the consolidated
balance sheet as of 31 December 2008 and the consolidated income statement,
consolidated statement of changes in equity and consolidated cash flow sta-
tement for the year then ended and a summary of significant accounting
policies and other explanatory notes.

MANAGEMENT’S RESPONSIBILITY FOR THE FINANCIAL STATEMENTS
Management is responsible for the preparation and fair presentation of
these consolidated financial statements in accordance with International
Financial Reporting Standards. This responsibility includes: designing, im-
plementing and maintaining internal control relevant to the preparation and
fair presentation of financial statements that are free from material missta-
tement, whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable
in the circumstances.

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these consolidated financial state-
ments based on our audit. We conducted our audit in accordance with Internati-
onal Standards on Auditing. Those Standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance
whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the financial statements. The procedures
selected depend on the auditor’s judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers in-
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ternal control relevant to the entity’s preparation and fair presentation of the
financial statements in order to design audit procedures that are appropriate
in the circumstances, but not for the purpose of expressing an opinion on the
effectiveness of the entity’s internal control. An audit also includes evaluating
the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appro-
priate to provide a basis for our audit opinion.

OPINION

In our opinion, the accompanying consolidated financial statements pre-
sent fairly, in all material respects, the financial position of the Group as of
31 December 2008, and of its financial performance and its cash flows for
the year then ended in accordance with International Financial Reporting
Standards.

fm'uamdwc&w oo,

PricewaterhouseCoopers d.o.o.
Zagreb, 24 April 2009
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CONSOLIDATED INCOME STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2008

(IN THOUSANDS OF HRK) NOTE 2008 2007
Operating revenues 5 3,153,616 2,774,066
Other revenues 6 147,943 115,905
3,301,559 2,889,971
Operating expenses
Cost of materials and services 7 (1,514,873) (1,381,569)
Staff costs 8 (491,562) (424,161)
Depreciation and amortisation 15,16 (207,516) (196,792)
Impairment of tangible assets 15,16 (3,500) (97,074)
Other operating expenses 9 (172,194) (173,270)
(2,389,645) (2,272,866)
Other (losses)/gains — net 10 (212,815) 280,120
Operating profit 699,099 897,225
Finance costs 11 (24,783) (23,601)
Profit before taxation 674,316 873,624
Income tax expense 12 (170,578) (203,838)
Net profit for the year 503,738 669,786
Net profit attributable to:
The Company’s shareholders 499,100 667,721
Minority interest 4,638 2,065
503,738 669,786
Basic/diluted earnings per share
attributable to the Company’s shareholders
(in HRK) 13 30,81 41,21

These consolidated financial statements set out on pages 45 to 129 were approved

by the Management Board of the Company on 24 April 2009.

Ante Vlahovi¢ M. Sc.,
President of the Management Board
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CONSOLIDATED BALANCE SHEET AS AT 31 DECEMBER 2008

(IN THOUSANDS OF HRK) NOTE 2008 2007
ASSETS
Non-current assets
Property, plant and equipment 15 3,314,600 2,911,513
Intangible assets 16 178,790 121,967
Investments in associates 17 152,378 101,414
Available-for-sale financial assets 19 7,929 7,929
Trade and other receivables 20 40,092 11,085
Deferred tax assets 21 32,263 19,807
3,726,052 3,173,715
Current assets
Inventories 22 768,300 464,250
Trade and other receivables 20 1,194,350 674,259
Deposits 24 1,030,640 1,717,171
Financial assets at fair value
through profit or loss 25 467,711 827,609
Cash and cash equivalents 38,301 37,614
3,499,302 3,720,903
Non-current assets held for sale 23 29,930 33,747
3,529,232 3,754,650
Total assets 7,255,284 6,928,365
EQUITY AND LIABILITIES
Capital and reserves
Share capital 164,000 164,000
Share premium 16,922 16,922
Treasury shares (41,046) (39,566)
Legal reserves 12,448 12,448
Other reserves 5,278,017 4,566,769
Retained earnings 510,167 799,789
26 5,940,508 5,520,362
MINORITY INTEREST 227,253 217,841
Total equity 6,167,761 5,738,203
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LIABILITIES
Non-current liabilities
Borrowings
Provisions

Deferred tax liabilities
Current liabilities

Trade and other payables
Current income tax payable
Borrowings

Provisions

Total liabilities
Total equity and liabilities

27
29

21

28

27
29

42,282
37,054
79,336
14,312

839,173
34,608
53,589
66,505

993,875

1,087,523
7,255,284

21,719
39,684
61,403

502,272
69,838
517,494
39,155
1,128,759
1,190,162
6,928,365
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CONSOLIDATED STATEMENT OF CHANGES IN SHAREHOLDERS’ EQUITY FOR

THE YEAR ENDED 31 DECEMBER 2008

(IN THOUSANDS OF HRK) NOTE

EQUITY ATTRIBUTABLE
SHARE SHARE
CAPITAL PREMIUM

At 31 December 2006

Purchase from minority interests
Foreign exchange differences

Net income/(expense)
recognised directly in equity
Profit for 2007

Total recognised income for 2007
Allocation of prior year’s profit

Objavljena dividenda

Stanje 31, prosinca 2007

Purchase from minority interests 30/iii/
Minority interests from

acquisition of subsidiaries 30/ii/

Foreign exchange differences

Net income/(expense) recognised

directly in equity

Profit for 2008

Total recognised income for 2008

Allocation of prior year’s profit

Reserves formed on acquisition

of subsidiaries 30/i/
Dividends declared

At 31 December 2008
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TO THE COMPANY’S SHAREHOLDERS

TREASURY LEGAL RETAINED MINORITY

SHARES RESERVES RESERVES EARNINGS INTEREST TOTAL
(38,570) 12,448 4,046,544 743,649 218,361 5,163,354

- - (773) - (2,585) (3,358)

- - (383) - - (383)

- - (1,156) - (2,585) (3,741)

- - - 667,721 2,065 669,786

- - (1,156) 667,721 (520) 666,045
- - 521,381 (521,381) - -

(996) - - (90,200) - (91,196)
(39,566) 12,448 4,566,769 799,789 217,841 5,738,203

- - - - (10,069) (10,069)
14,843 14,843

- - (1,288) - - (1,288)

- - (1,288) - 4,774 3,486

- - - 499,100 4,638 503,738

- - (1,288) 499,100 9,412 507,224
(1,480) - 673,922 (673,922) - (1,480)
- - 36,150 - - 36,150

- - 2,464  (114,800) - (112,336)
(41,046) 12,448 5,278,017 510,167 227,253 6,167,761
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CONSOLIDATED CASH FLOW STATEMENT FOR THE YEAR ENDED
31 DECEMBER 2008

(IN THOUSANDS OF HRK) NOTE 2008 2007

Cash flows from operating activities:

Cash generated from operations 31 693,697 611,437
Taxes paid (210,100) (193,142)
Interest paid (17,058) (26,190)
Cash flows from operating activities 466,539 392,105

Cash flows from investing activities:

Purchase of share in associate 17 (64,455) -
Cash used for acquisition of subsidiary 30 (160,322) (106,184)

Cash generated from sale of subsidiaries 30 - 56,945

Purchase of shares from minority interests (10,069) (4,746)

Collection of/investment in

deposits and bonds 853,530 230,066
Investment in securities and interests (18,717) (72,146)

Purchase of tangible and

intangible assets 15,16 (457,588) (383,888)
Movements in loans given (39,457) 4,644
Proceeds from sale of tangible assets 7,866 170,286

Dividends received 10 7,317 4,610
Cash flows from investing activities 118,105 (100,413)

Cash flows from financing activities:

Dividends paid (112,336) (89,074)
Purchase of treasury shares 26/ii/ (1,480) (996)
Repayment of long-term borrowings (12,975) (4,446)

(Repayment of)/proceeds from

short-term borrowings (457,166) (250,583)
Cash flows from financing activities (583,957) (345,099)

Net increase/(decrease) in cash and

cash equivalents 687 (53,407)
Cash and cash equivalents at

beginning of year 37,614 91,021
Cash and cash equivalents at

end of year 38,301 37,614
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NOTE 1
GENERAL INFORMATION

Adris grupa Rovinj (the Group) consists of the parent Company Adris Grupa
d.d., Rovinj (the Company) and the subsidiaries listed below. The parent
Company is registered in Rovinj, Obala Vladimira Nazora 1, Croatia, for
tobacco manufacturing and processing and trade of tobacco products. In
addition, the Group also performs tourism and trade activities through a
number of its subsidiaries.

As at 31 December 2008, the Company’s shares were listed on the public joint
stock company listing on the Zagreb Stock Exchange.

Adris Grupa d.d. owns several companies comprising the Adris group
(the Group).
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NAME OF SUBSIDIARY

OWNERSHIP OF
ADRIS GRUPA D,D,, ROVINJ %

TDR d.0.0., Rovinj, Croatia

Tvornica duhana Zagreb d.d., Croatia
Hrvatski duhani d.d. Virovitica, Croatia
Inovine d.d., Rijeka, Croatia
Istragrafika d.d., Rovinj, Croatia
Dugraf d.o.o., Rovinj, Croatia

Abilia d.o.o., Rovinj, Croatia

Rovita d.o.o0., Rovinj, Croatia

Rovita Ljubljana, Slovenia

Rovita Tuzla, Bosnia and Herzegovina
TDR, IlidZa, Bosnia and Herzegovina
Rovita Beograd, Serbia

Rovita Skopje, Macedonia

Rovita Ronhill Pri$tina, Kosovo

TDR Podgorica, Montenegro

Rovita Sofija, Bulgaria

Rovita TDR Germany, Hamburg, Germany

Ronhill d.o.o., Kanfanar, Croatia
Adista d.o.o0., Rovinj, Croatia

Adria Resorts d.o.o. , Rovinj, Croatia
Maistra d.d., Rovinj, Croatia
Rovinjturist d.d., Rovinj, Croatia
Cenmar d.d. Zadar, Croatia

Marimirna d.d. Rovinj, Croatia

Bisage d.o.o0. Zadar, Croatia
Marikultura Istra d.o.o. Krnica, Croatia
Slobodna Katarina d.o.o. Rovinj, Croatia
Otok Katarina d.o.0. Rovinj, Croatia

Cenmar Export Import d.o.o. Kali, Croatia

Cenmar Tkon d.o.o. Zadar, Croatia
Cenmar Kosara d.o.o. Zadar, Croatia
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INDIRECT OWNERSHIP IN SUBSIDIARIES

ADRIA SLOBODNA
TDR % MAISTRA RESORTS % KATARINA CENMAR
85.971
96.323
100
100
100
100
100
100
100
100
100
100
83.921
85.582
89.564
62.780
100
100
100
100
100
100
100
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NOTE 2
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of these con-
solidated financial statements are set out below. These policies have been
consistently applied to all the years presented, unless otherwise stated.

2.1 BASIS OF PREPARATION

The consolidated financial statements of the Group have been prepared in
accordance with International Financial Reporting Standards (1FRs) under
the historical cost convention, as modified by the revaluation of financial
assets at fair value through profit or loss.

The preparation of financial statements in conformity with 1FRs requires
the use of certain critical accounting estimates. It also requires management
to exercise its judgement in the process of applying the Group’s accounting
policies. The areas involving a higher degree of judgement or complexity, or
areas where assumptions and estimates are significant to the financial state-
ments, are disclosed in Note 4.

INTERPRETATIONS EFFECTIVE IN 2008

- IFRIC 14, IAS 19 - The limit on a defined benefit asset, minimum funding re-
quirements and their interaction (effective from 1 January 2008). IFRIC 14 is not
relevant since the Group does not have defined benefit plans.

- IFRIC 11, IFRS 2 - Group and treasury share transactions, provides guid-

ance on whether share-based transactions involving treasury shares or

involving group entities (for example, options over a parent’s shares) should

be accounted for as equity-settled or cash-settled share-based payment

transactions in the stand-alone accounts of the parent and group compa-

nies. This interpretation does not have an impact on the group’s financial

statements.
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- Amendment to 1as 39 Financial instruments: Recognition and measurement and
1FRS 7 Financial instruments: Disclosures. An amendment to the standards,
issued in October 2008, permits the Company to reclassify non-derivative
financial assets (other than those designated at fair value through profit or
loss by the entity upon initial recognition) out of the fair value through profit
or loss category in particular circumstances. The amendment also permits
the Company to transfer from the “available-for-sale” category to the loans
and receivables category a financial asset that would have met the definition
of loans and receivables (if the financial assets had not been designated as
available for sale), if the Company has the intention and ability to hold that
financial asset for the foreseeable future. The Group amended its accounting
policies accordingly, although it did not use the option of reclassification.

STANDARDS AND AMENDMENTS EARLY ADOPTED BY THE GROUP
No standards and amendments were early adopted by the Group.

INTERPRETATIONS EFFECTIVE IN 2008 BUT NOT RELEVANT

IFRIC 12, Service concession arrangements (effective from 1 January 2008). IFRIC
12 is not relevant since the Company does not provide for public sector serv-
ices.

IFRIC 13, Customer loyalty programmes (effective from 1 July 2008). IFRIC 13
clarifies that where goods or services are sold together with a customer loyalty
incentive (for example, loyalty points or free products), the arrangement is
a multiple-element arrangement and the consideration receivable from the
customer is allocated between the components of the arrangement using fair
values. IFRIC 13 is not relevant because the Company does not operate any
loyalty programmes.

STANDARDS AND INTERPRETATIONS TO EXISTING STANDARDS THAT ARE
NOT YET EFFECTIVE AND HAVE NOT BEEN EARLY ADOPTED BY THE GROUP
The following standards and amendments to existing standards are mandatory
for the Group’s accounting periods beginning on or after 1 January 2009, but
the Group has not early adopted them:

14S 1 (Revised), ‘Presentation of financial statements’ (effective from 1 January
2009). The revised standard will prohibit the presentation of items of income
and expenses (that is, ‘non-owner changes in equity’) in the statement of
changes in equity, requiring ‘non-owner changes in equity’ to be presented
separately from owner changes in equity. All non-owner changes in equity
will be required to be shown in a performance statement, but entities can
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choose whether to present one performance statement (the statement of com-
prehensive income) or two statements (the income statement and statement

of comprehensive income). Where entities restate or reclassify comparative

information, they will be required to present a restated balance sheet as at

the beginning of comparative period. The Group will apply 1as 1 (Revised)

from 1 January 2009. It is likely that the Group will present one performance

statement.

- IFRS 3 (Revised), ‘Business combinations’ (effective from 1 July 2009). The revised

standard continues to apply the acquisition method to business combinations,
with some significant changes. For example, all payments to purchase a busi-
ness are to be recorded at fair value at the acquisition date, with contingent

payments classified as debt subsequently re-measured through the income

statement. There is a choice on an acquisition-by-acquisition basis to mea-
sure the non-controlling interest in the acquiree either at fair value or at the

non-controlling interest’s proportionate share of the acquiree’s net assets. All

acquisition-related costs should be expensed. The Group will apply 1FRs 3

(Revised) prospectively to all business combinations from 1 January 2010.

- IFRS 8, ‘Operating segments’ (effective from 1 January 2009). IFRs 8 replaces 1as

14, ‘Segment reporting. The new standard requires a ‘management approach,
under which segment information is presented on the same basis as that used

for internal reporting purposes. In addition, the segments are reported in a
manner that is more consistent with the internal reporting provided to the

chief operating decision-maker. The Group will apply 1ERS 8 to reporting on

operating segments from 1 January 2009.

- IFRS 5 (Amendment), ‘Non-current assets held for sale and discontinued opera-
tions’ (and consequential amendment to 1FRs 1, First-time adoption’) (effective

from1July 2009). The amendment clarifies that all of a subsidiary’s assets and

liabilities are classified as held for sale if a partial disposal sale plan results in

loss of control, and relevant disclosure should be made for this subsidiary if
the definition of a discontinued operation is met. The Group will apply 1FRrs
5 (Amendment) prospectively to all partial disposals of subsidiaries from 1
January 2010.

- 1AS 27 (Revised), ‘Consolidated and separate financial statements’ (effective

from 1 July 2009). The revised standard requires the effects of all transac-
tions with non-controlling interests to be recorded in equity if there is no

change in control and these transactions will no longer result in goodwill

or gains and losses. The standard also specifies the accounting when control

is lost. Any remaining interest in the entity is re-measured to fair value

and a gain or loss is recognised in profit or loss. The Group will apply 1as
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27 (Revised) prospectively to transactions with non-controlling interests
from 1 January 2010.

14s 27 (Amendment), ‘Consolidated and separate financial statements’ (effective
from 1 January 2009). Where an investment in a subsidiary that is accounted
for under 1as 39, ‘Financial instruments: recognition and measurement’ is
classified as held for sale under 1FRS 5, ‘Non-current assets held for sale and
discontinued operations, 1as 39 would continue to be applied. The Group
will apply 1as 27 (Amendment) from 1 January 2009.

1AS 28 (Amendment), ‘Investments in associates’ (and consequential amend-
ments to 1AS 32, ‘Financial Instruments: Presentation’ and 1FRrS 7 ‘Financial
instruments: Disclosures’) (effective from 1 January 2009). An investment in
associate is treated as a single asset for the purposes of impairment testing
and any impairment loss is not allocated to specific assets included within
the investment, for example, goodwill. Reversals of impairment are recorded
as an adjustment to the investment balance to the extent that the recoverable
amount of the associate increases. The amendment will not have any impact
on the Group’s operations as the Group has no investments in associates.
148 28 (Amendment), ‘Investments in associates’ (and consequential amend-
ments to IAS 32, Financial Instruments: Presentation’ and IFRS 7, ‘Financial
instruments: Disclosures’) (effective from 1 January 2009). Where an investment
in associate is accounted for in accordance with 1as 39 ‘Financial instruments:
recognition and measurement’ only certain, rather than all disclosure require-
ments in 1as 28 need to be made in addition to disclosures required by 1as 32,
‘Financial Instruments: Presentation’ and 1¥Rrs 7 ‘Financial Instruments: Dis-
closures’ The Group will apply 1as 28 (Amendment) from 1 January 2009.
1AS 23 (Amendment), Borrowing costs (effective from 1 January 2009). The
amendment requires an entity to capitalise borrowing costs directly attribut-
able to the acquisition, construction or production of qualifying assets. The
Group will apply 1as 23 (Amendment) from 1 January 2009 and the Man-
agement is assessing the impact of this standard on the financial statements.
148 23 (Amendment), ‘Borrowing costs’ (effective from 1 January 2009). The
definition of borrowing costs has been amended so that interest expense
is calculated using the effective interest method defined in 1as 39 ‘Finan-
cial instruments: Recognition and measurement. The Group will apply 1as
23 (Amendment) prospectively to the capitalisation of borrowing costs on
qualifying assets from 1 January 2009.

1AS 36 (Amendment), Tmpairment of assets’ (effective from 1 January 2009).
Where fair value less costs to sell is calculated on the basis of discounted cash
flows, disclosures equivalent to those for value-in-use calculation should be
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made. The Group will apply the 1as 36 (Amendment) and provide the required

disclosure where applicable for impairment tests from 1 January 2009.

- 1S 38 (Amendment), ‘Intangible assets’ (effective from 1 January 2009). A pre-
payment may only be recognised in the event that payment has been made in

advance of obtaining right of access to goods or receipt of services. Management

does not expect it will have a material impact on the financial statements.

- 1S 38 (Amendment), ‘Intangible assets’, (effective from 1 January 2009). The

amendment deletes the wording that states that there is ‘rarely, if ever’ sup-
port for use of a method that results in a lower rate of amortisation than the

straight line method. The amendment will not currently have an impact
on the Group’s operations as all intangible assets are amortised using the

straight line method.

. There are a number of minor amendments to 1rRrS 7, Financial instruments: Dis-
closures’, 1as 8, Accounting policies, changes in accounting estimates and errors’,
1S 10, ‘Events after the reporting period’, 1as 18, ‘Revenue’ and 1As 34, ‘Interim

financial reporting’, which are part of the 1asB’s annual improvements project
published in May 2008 These amendments are unlikely to have an impact on

the Group’s accounts and have therefore not been analysed in detail.

STANDARDS, AMENDMENTS AND INTERPRETATIONS TO EXISTING
STANDARDS THAT ARE NOT YET EFFECTIVE AND ARE NOT RELEVANT

TO THE GROUP’S OPERATIONS

The following amendments and interpretations to existing standards are
mandatory for the Group’s accounting periods beginning on or after 1 January
2009, but are not relevant for the Group’s operations:

- IFRS 1 (Amendment) ‘First time adoption of IFRS’ and 14s 27 ‘Consolidated and
separate financial statements’(effective from 1 January 2009). The amendment
is not relevant since the Group applied 14s in earlier periods.

- IFRS 2 (Amendment), ‘Share-based payment’ (effective from 1 January 2009).
The amended standard deals with clarifications regarding accounting treat-
ment of vesting conditions and cancellations. The amendment will not have
an impact on the Group’s operations as there is no share based payments.

- 1AS 1 (Amendment), Presentation of financial statements’ (effective from 1
January 2009). The amendment clarifies that some rather than all financial
assets and liabilities classified as held for trading in accordance with 1as
39. ‘Financial instruments: Recognition and measurement’ are examples
of current assets and liabilities respectively. The Group will apply the 1as 1
(Amendment) from 1 January 2009. It is not expected to have any impact on
the Group’s financial statements.
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1AS 16 (Amendment), ‘Property, plant and equipment’ (and consequential
amendment to 1AS 7 ‘Statement of cash flows’) (effective from 1 January 2009).
Entities whose ordinary activities comprise renting and subsequently selling
assets present proceeds from the sale of those assets as revenue and should
transfer the carrying amount of the asset to inventories when the asset be-
comes held for sale. A consequential amendment to 1as 7 states that cash
flows arising from purchase, rental and sale of those assets are classified as
cash flows from operating activities. The amendment will not have an impact
on the group’s operations because none of the group’s companies ordinary
activities comprise renting and subsequently selling assets.

148 19 (Amendment), ‘Employee benefits’ (effective from 1 January 2009). The
amendment clarifies the effects of certain changes to defined benefit plans,
amends the definition of the return on plan assets, clarifies distinction be-
tween short-term and long-term employee benefits and requires contingent
liabilities to be disclosed, not recorded, in line with 1as 19. The Group will
apply 1as 19 (Amendment) from 1 January 2009.

1AS 20 (Amendment), Accounting for government grants and disclosure of govern-
ment assistance’ (effective from 1 January 2009). The benefit of a below-market
rate government loan is measured as the difference between the carrying
amount in accordance with 1as 39. ‘Financial instruments: Recognition and
measurement, and the proceeds received with the benefit accounted for in ac-
cordance with 1as 20. The Amendment is not relevant to Group’s operations.
- There are minor amendments to 14 20 Accounting for government grants and
disclosure of government assistance’ and 1as 29. ‘Financial reporting in hyper-
inflationary economies’, 1AS 40, ‘Investment property’ and 14S 41, Agriculture’,
which are part of the 1asB’s annual improvements project published in May
2008 The impact of these amendment is described above.

1AS 29 (Amendment), ‘Financial reporting in hyperinflationary economies’ (ef-
fective from 1 January 2009). The guidance has been amended to reflect the
fact that a number of assets and liabilities are measured at fair value rather
than historical cost. The amendment will not have an impact on the Group’s
operations, as none of the group’ subsidiaries or the parent company operate
in hyperinflationary economies.

148 31 (Amendment), ‘Interests in joint ventures (and consequential amend-
ments to IAS 32 and IFRS 7) (effective from 1 January 2009). Where an invest-
ment in joint venture is accounted for in accordance with 1as 39, only certain
rather than all disclosure requirements in 1s 31 need to be made in addition
to disclosures required by 1as 32. ‘Financial instruments: Presentation’ and
IFRS 7 ‘Financial instruments: Disclosures. The amendment will not have
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an impact on the Group’s operations as there are no interests held in joint
ventures.

- 1AS 32 (Amendment), Financial Instruments: Presentation and IAS 1 Presenta-
tion of Financial Statements — Puttable Financial Instruments and Obligations
Arising on Liquidation (effective from 1 January 2009). The amendment is not
relevant since the Group does not have puttable financial instruments and
obligations arising on liquidation.

- 1AS 39 (Amendment), Financial instruments: Recognition and measurement’
(effective from 1 January 2009).

This amendment clarifies that it is possible for there to be movements into
and out of the fair value through profit or loss category where a derivative
commences or ceases to qualify as a hedging instrument in cash flow or net
investment hedge.

The definition of financial asset or financial liability at fair value through
profit or loss as it relates to items that are held for trading is also amended. This
clarifies that a financial asset or liability that is part of a portfolio of financial
instruments managed together with evidence of an actual recent pattern of
short-term profit-taking is included in such a portfolio on initial recognition.

The amendment is not relevant since the Group does not use hedging
instruments.

IAS 41 (Amendment), Agriculture’ (effective from 1 January 2009). It requires
the use of a market-based discount rate where fair value calculations are based
on discounted cash flows and the removal of the prohibition on taking into
account biological transformation when calculating fair value. The amendment
will not have an impact on the Group’s operations, as the group companies do
not use discounted cash flows for fair value calculations of biological assets.

- 1AS 40 (Amendment), ‘Investment property’ (and consequential amendments
to 14s 16) (effective from 1 January 2009). Property that is under construction
or development for future use as investment property is within the scope
of 145 40. Where the fair value model is applied, such property is, therefore,
measured at fair value. However, where fair value of investment property
under construction is not reliably measurable, the property is measured at
cost until the earlier of the date construction is completed and the date at
which fair value becomes reliably measurable. The amendment will not have
an impact on the Group’s operations, as there are no investment properties
under construction or development held by the Group.

- IFRIC 15, Agreements for construction of real estates’ (effective from 1 January
2009). The interpretation clarifies whether 1as 18. ‘Revenue’, or 1as 11,Con-
struction contracts’ should be applied to particular transactions. It is likely to
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result in 1As 18 being applied to a wider range of transactions. IFRIC 15 is not
relevant to the Group’s operations as all revenue transactions are accounted

for under 1as 18 and not 1AS 11.

IFRIC 16, ‘Hedges of a net investment in a foreign operation’ (effective from 1

October 2008). 1FRIC 16 clarifies the accounting treatment in respect of net
investment hedging. This includes the fact that net investment hedging relates

to differences in functional currency not presentation currency, and hedging
instruments may be held anywhere in the Group. The requirements of 1As 21,
“The effects of changes in foreign exchange rates, do apply to the hedged item.
The Group will apply 1FRIC 16 from 1 January 2009. It is not expected to have

a material impact on the Group’s financial statements.

IFRIC 1, Distribution of Non-Cash Assets to Owners (effective for annual pe-
riods beginning on or after 1 July 2009). The amendment clarifies when and

how distribution of non-cash assets as dividends to the owners should be

recognised. An entity should measure a liability to distribute non-cash assets

as a dividend to its owners at the fair value of the assets to be distributed. A
gain or loss on disposal of the distributed non-cash assets will be recognised

in profit or loss when the entity settles the dividend payable. 1FRIC 17 is not
relevant to the Group’s operations because it does not distribute non-cash

assets to owners.

1FRIC 18, Transfers of Assets from Customers (effective for annual periods begin-
ning on or after 1 July 2009). The interpretation clarifies the accounting for
transfers of assets from customers, namely, the circumstances in which the

definition of an asset is met; the recognition of the asset and the measure-
ment of its cost on initial recognition; the identification of the separately
identifiable services (one or more services in exchange for the transferred

asset); the recognition of revenue, and the accounting for transfers of cash

from customers. IFRIC 18 is not expected to have any impact on the Group’s

financial statements.

2.2 CONSOLIDATION

SUBSIDIARIES

Subsidiaries are all entities over which the Group has the power to govern the
financial and operating policies generally accompanying a shareholding of
more than one half of the voting rights. The existence and effect of potential
voting rights that are currently exercisable or convertible are considered
when assessing whether the Group controls another entity. Subsidiaries are
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fully consolidated from the date on which control is transferred to the Group.
They are de-consolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition
of subsidiaries by the Group. The cost of an acquisition is measured as the fair
value of the assets given, equity instruments issued and liabilities incurred
or assumed at the date of exchange, plus costs directly attributable to the ac-
quisition. Identifiable assets acquired and liabilities and contingent liabilities
assumed in a business combination are measured initially at their fair values
at the acquisition date, irrespective of the extent of any minority interest. The
excess of the cost of acquisition over the fair value of the Group’s share of the
identifiable net assets acquired is recorded as goodwill. If the cost of acquisi-
tion is less than the fair value of the net assets of the subsidiary acquired, the
difference is recognised directly in the income statement.

Inter-company transactions, balances and unrealised gains on transac-
tions between Group companies are eliminated. Unrealised losses are also
eliminated but considered an impairment indicator of the asset transferred.
Accounting policies of subsidiaries have been changed where necessary to
ensure consistency with the policies adopted by the Group.

TRANSACTIONS AND MINORITY INTERESTS

The Group applies a policy of treating transactions with minority inter-
ests as transactions with equity owners of the Group. For purchases from
minority interests, the difference between any consideration paid and the
relevant share acquired of the carrying value of net assets of the subsidiary
is recorded in equity.

ASSOCIATES

Associates are all entities over which the Group has significant influence but
not control, generally accompanying a shareholding of between 20% and 50%
of the voting rights. Investments in associates are accounted for using the

equity method of accounting and are initially recognised at cost. The Group’s

investment in associates includes goodwill identified on acquisition, net of
any accumulated impairment loss.

The Group’s share of its associates’ post-acquisition profits or losses is recog-
nised in the income statement, and its share of post-acquisition movements

in reserves is recognised in reserves. The cumulative post-acquisition move-
ments are adjusted against the carrying amount of the investment. When the

Group’s share of losses in an associate equals or exceeds its interest in the

associate, including any other unsecured receivables, the Group does not
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recognise further losses, unless it has incurred obligations or made payments
on behalf of the associate.

Unrealised gains on transactions between the Group and its associates are
eliminated to the extent of the Groupss interest in the associates. Unrealised losses
are also eliminated unless the transaction provides evidence of an impairment
of the asset transferred. Accounting policies of associates have been changed
where necessary to ensure consistency with the policies adopted by the Group.

2.3 SEGMENT REPORTING

A business segment is a group of assets and operations engaged in providing
products or services that are subject to risks and returns that are different
from those of other business segments. A geographical segment is engaged
in providing products or services within a particular economic environment
that are subject to risks and returns that are different from those of segments
operating in other economic environments.

2.4 FOREIGN CURRENCIES

FUNCTIONAL AND PRESENTATION CURRENCY

Items included in the financial statements of each of the Group’s entities are
measured using the currency of the primary economic environment in which
the entity operates (‘the functional currency’). The consolidated financial
statements are presented in Croatian kuna (HRK), which is the Company’s
functional and presentation currency.

TRANSACTIONS AND BALANCES

Foreign currency transactions are translated into the functional currency using
the exchange rates prevailing at the dates of the transactions. Foreign exchange
gains and losses resulting from the settlement of such transactions and from
the translation at year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in the income statement.

GROUP COMPANIES

The results and financial position of all the Group entities that have a func-
tional currency different from the presentation currency are translated into
the presentation currency as follows:
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IIT

assets and liabilities for each balance sheet presented are translated at the
closing rate at the date of that balance sheet;

income and expenses for each income statement are translated at average
exchange rates; and

all resulting exchange differences are recognised as a separate component
of equity.

On consolidation, exchange differences arising from the translation of the net
investment in foreign operations are taken to shareholders’ equity. When a
foreign operation is sold, exchange differences that were recorded in equity
are recognised in the income statement as part of the gain or loss on sale.

2.5 PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is included in the balance sheet at historical
cost less accumulated depreciation. Historical cost includes expenditure that
is directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognised
as a separate asset, as appropriate, only when it is probable that future eco-
nomic benefits associated with the item will flow to the Group and the cost
of the item can be measured reliably. All other repairs and maintenance are
charged to the income statement during the financial period in which they
are incurred.

Land is not depreciated. Depreciation of other items of property, plant and
equipment is calculated using the straight-line method to allocate their cost
over their residual values over their estimated useful lives as follows:

Buildings 8 — 50 years
Cars 2 - 4 years
Production equipment 4 — 20 years
Other 2,5 — 20 years

The residual value of an asset is the estimated amount that the Group would
currently obtain from disposal of the asset less the estimated cost of disposal,
if the asset were already of the age and in the condition expected at the end of
its useful life. The residual value of an asset is nil if the Group expects to use
the asset until the end of its physical life. The assets’ residual values and useful
lives are reviewed, and adjusted if appropriate, at each balance sheet date.
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An asset’s carrying amount is written down immediately to its recoverable
amount if the asset’s carrying amount is greater than its estimated recover-
able amount.

Gains and losses on disposals are determined by comparing proceeds with car-
rying amount. These are included in ‘other expenses’ in the income statement.

2.6 INTANGIBLE ASSETS

COMPUTER SOFTWARE

Acquired computer software licences are capitalised on the basis of the costs
incurred to acquire and bring to use the specific software. These costs are
amortised over their estimated useful lives of 5 years.

TRADEMARKS AND LICENCES

Trademarks and licences are shown at historical cost. Trademarks and licences
have a finite useful life and are carried at cost less accumulated amortisation.
Amortisation is calculated using the straight-line method to allocate the cost
of trademarks and licences over their estimated useful lives of 5 years.

GOODWILL

Goodwill represents the excess of the cost of an acquisition over the fair value
of the Group’s share of the net identifiable assets of the acquired subsidiary
at the date of acquisition. Goodwill on acquisition of subsidiary is included
in intangible assets at acquisition. Separately recognised goodwill is tested
annually for impairment, or whenever there are indications of impairment,
and is carried at cost less accumulated impairment losses. Impairment losses
on goodwill are not reversed.

Goodwill is allocated to cash-generating units for purpose of impairment
testing. The allocation is made to those cash-generating units that are ex-
pected to benefit from the business combination in which the goodwill arose
(Note 2,7).

2.7 IMPAIRMENT OF NON-FINANCIAL ASSETS
Assets that have an indefinite useful life are not subject to amortisation and

are tested annually for impairment. Assets that are subject to amortisation
are reviewed for impairment whenever events or changes in circumstances
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indicate that the carrying amount may not be recoverable. An impairment loss
is recognised for the amount by which the asset’s carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of an asset’s fair
value less costs to sell and value in use. For the purpose of assessing impair-
ment, assets are grouped at the lowest levels for which there are separately
identifiable cash flows (cash-generating units). Non-financial assets other
than goodwill that suffered an impairment are reviewed for possible reversal
of the impairment at each reporting date.

2.8 FINANCIAL ASSETS

CLASSIFICATION

The Group classifies its financial assets in the following categories: at fair value
through profit or loss and loans and receivables. The classification depends
on the purpose for which the financial assets were acquired. Management
determines the classification of its financial assets at initial recognition.

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS
Financial assets at fair value through profit or loss are financial assets held for
trading. A financial asset is classified in this category if acquired principally
for the purpose of selling in the short term. Assets in this category are clas-
sified as current assets.

LOANS AND RECEIVABLES

Loans and receivables are non-derivative financial assets with fixed or deter-
minable payments that are not quoted in an active market. They are included
in current assets, except for maturities greater than 12 months after the balance
sheet date. These are classified as non-current assets.

MEASUREMENT AND RECOGNITION

Regular purchases and sales of investments are recognised on trade-date - the
date on which the Group commits to purchase or sell the asset. Financial as-
sets carried at fair value through profit or loss are initially recognised at fair
value and transaction costs are expensed in the income statement. Loans and
receivables are carried at amortised cost using the effective interest method.
Investments are derecognised when the rights to receive cash flows from
the investments have expired or have been transferred and the Group has
transferred substantially all risks and rewards of ownership.
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The fair values of quoted investments are based on current bid prices. If
the market for a financial asset is not active (and for unlisted securities), the
Group establish fair value by using valuation techniques. These include the
use of recent arm’s length transactions and references to other instruments
that are substantially the same.

Gains or losses arising, from changes in the fair value of the ‘financial
assets at fair value through profit or loss’ category are presented in the in-
come statement within ‘other gains/losses’ in the period in which they arise.
Dividend income from financial assets at fair value through profit or loss is
recognised in the income statement as part of ‘other gains/losses’ when the
right to receive payment is established.

The Group assess at each balance sheet date whether there is objective
evidence that a financial asset or a group of financial assets is impaired. Im-
pairment testing of loans and receivables is described in Note 2,11.

2.9 LEASES

Leases where the significant portion of risks and rewards of ownership are
not retained by the Group are classified as operating leases. Payments made
under operating leases are charged to the income statement on a straight-line
basis over the period of the lease. The Group has no finance leases.

2.10 INVENTORIES

Inventories of raw materials and spare parts are stated at the lower of cost,
determined using the weighted average method, or net realisable value. Net
realisable value is the estimated selling price in the ordinary course of busi-
ness, less applicable variable selling expenses.
The cost of work-in-process and finished goods comprise raw materials, direct
labour, other direct costs and related production overheads.
Trade goods are carried at selling price less applicable taxes and margins.
Small inventory and tools are expensed when put into use.
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2.11 TRADE AND LOAN RECEIVABLES

Trade receivable and loan receivables are initially recognised at fair value and
subsequently measured at amortised cost using the effective interest method,
less provision for impairment. A provision for impairment of trade and loan
receivables is established when there is objective evidence that the Group
will not be able to collect all amounts due according to the original terms
of receivables. Significant financial difficulties of the debtor, probability that
the debtor will enter bankruptcy, and default or delinquency in payments
are considered indicators that the trade receivable is impaired. The amount
of the provision is the difference between the asset’s carrying amount and
the present value of estimated future cash flows, discounted at the effective
interest rate. The amount of the provision is recognised in the income state-
ment within other costs.

2.12 NON-CURRENT ASSETS CLASSIFIED AS HELD FOR SALE

Non-current assets are classified in the balance sheet as ‘Non-current assets
held for salé’ if their carrying amount will be recovered principally through
a sale transaction within twelve months after the balance sheet date rather
than through continuing use. Assets are reclassified when all of the follow-
ing conditions are met: (a) the assets are available for immediate sale in their
present condition; (b) the Group’s management approved and initiated an
active programme to locate a buyer; (c) the assets are actively marketed for
a sale at a reasonable price; (d) the sale is expected to occur within one year
and (e) it is unlikely that significant changes to the plan to sell will be made
or that the plan will be withdrawn. Non-current assets classified as held for
sale in the current period’s balance sheet are not reclassified or re-presented
in the comparative balance sheet.

Held-for-sale property, plant and equipment are measured at the lower of
their carrying amount and fair value less costs to sell. Held-for-sale property,
plant and equipment are not depreciated.

2.13 DEPOSITS

Deposits with banks have defined maturities. Deposits with the original
maturity more than 3 months are measured at amortised cost, classified to
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the ‘loans and receivables’ category and disclosed separately as ‘deposits’ on
the balance sheet.

2.14 CASH AND CASH EQUIVALENTS

Cash and cash equivalents comprise cash in hand, deposits held at call with
banks and other short-term highly liquid instruments with original maturi-
ties of three months or less.

2.15 SHARE CAPITAL

Ordinary shares are classified as equity. Incremental costs directly attributable
to the issue of new shares or options are shown in equity as a deduction, net
of tax, from the proceeds.

Where the Company purchases its equity share capital (treasury shares),
the consideration paid, including any directly attributable incremental costs
(net of income taxes) is deducted from equity attributable to the Company’s
equity holders until the shares are cancelled, reissued or disposed of. Where
such shares are subsequently sold or reissued, any consideration received,
net of any directly attributable incremental transaction costs and the related
income tax effects, is included in equity attributable to the Company’s
equity holders.

2.16 BORROWINGS

Borrowings are recognised initially at fair value, net of transaction costs in-
curred. Borrowings are subsequently stated at amortised cost; any difference
between the proceeds (net of transaction costs) and the redemption value is
recognised in the income statement over the period of the borrowings using
the effective interest method.

Borrowings are classified as current liabilities unless the Group has an
unconditional right to defer settlement of the liability for at least 12 months
after the balance sheet date.
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2.17 CURRENT AND DEFERRED INCOME TAX

The current income tax charge is calculated at a rate of 20% according to Cro-
atian laws and regulations. Management periodically evaluates positions taken
in tax returns with respect to situations in which applicable tax regulations are
subject to interpretation and consider establishing provisions where appropri-
ate on the basis of amounts expected to be paid to the tax authorities.

Deferred income tax is provided in full, using the liability method, on
temporary differences arising between the tax bases of assets and liabilities
and their carrying amounts in the financial statements. However, the deferred
income tax is not accounted for if it arises from initial recognition of an as-
set or liability in a transaction other than a business combination that at the
time of the transaction affects neither accounting nor taxable profit or loss.
Deferred income tax is determined using tax rates (and laws) that have been
enacted or substantially enacted by the balance sheet date and are expected
to apply when the related deferred income tax asset is realised or the deferred
income tax liability is settled.

Deferred income tax assets are recognised to the extent that it is probable
that future taxable profit will be available against which the temporary dif-
ferences can be utilised.

2.18 EMPLOYEE BENEFITS

PENSION OBLIGATIONS AND POST-EMPLOYMENT BENEFITS

In the normal course of business through salary deductions, the Group makes

payments to mandatory pension funds on behalf of its employees as required

by law. All contributions made to the mandatory pension funds are recorded

as salary expense when incurred. The Group does not have any other pension

scheme and consequently, has no other obligations in respect of employee

pensions. In addition, the Group is not obliged to provide any other post-
employment benefits.

TERMINATION BENEFITS

Termination benefits are payable when employment is terminated by the

Group before the normal retirement date, or whenever an employee accepts

voluntary redundancy in exchange for these benefits. The Group recognises

termination benefits when it is demonstrably committed to either: terminat-
ing the employment of current employees according to a detailed formal
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plan without possibility of withdrawal; or providing termination benefits
as a result of an offer made to encourage voluntary redundancy. Benefits
falling due more than 12 months after the balance sheet date are discounted
to present value.

LONG-TERM EMPLOYEE BENEFITS

The Group recognises a liability for long-term employee benefits (retirement
termination benefits) evenly over the period the benefit is earned based on
actual years of service.

SHORT-TERM EMPLOYEE BENEFITS

The Group recognises a provision for bonuses where contractually obliged
or where there is a past practice that has created a constructive obligation.
In addition, the Group recognises a liability for accumulated compensated
absences based on unused vacation days at the balance sheet date.

2.19 PROVISIONS

Provisions for restructuring costs and legal claims are recognised when: the
Group has a present legal or constructive obligation as a result of past events;
it is more likely than not that an outflow of resources will be required to settle
the obligation; and the amount has been reliably estimated.

Provisions are measured at the present value of the expenditures expected to
be required to settle the obligation using a pre-tax rate that reflects current
market assessments of the time value of money and the risks specific to the
obligation.

2.20 REVENUE RECOGNITION

Revenue comprises the fair value of the consideration received or receivable
for the sale of goods and services in the ordinary course of the Group’s activi-
ties. Revenue is shown, net of value-added tax, excise tax, returns, rebates
and discounts and after eliminated sales within the Group.

The Group recognises revenue when the amount of revenue can be reliably
measured, it is probable that future economic benefits will flow to the en-
tity and specific criteria have been met for each of the Group’s activities as
described below.
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SALES OF GOODS AND MATERIALS — WHOLESALE

Sales of goods and materials are recognised when the Group has delivered
the products to the customer, the customer has full discretion over the price
to sell, and there is no unfulfilled obligation that could affect the customer’s
acceptance of the products. Delivery does not occur until the products have
been shipped to the specified location, the risks of loss has been transferred
to the customer and either of the following has occurred: the customer has
accepted the products in accordance with the contract or the Group has
objective evidence that all criteria for acceptance have been satisfied.

Sales are recorded based on the price specific in the sales contracts, net
of estimated volume discounts and returns at the time of sale. Accumulated
experience is used to estimate the discounts and returns. No element of fi-
nancing is deemed present as the sales are made with a credit term of 15 - 60
days, which is consistent with the market practice.

SALES OF SERVICES
These services are provided as a fixed-price contract with contract terms of
up to 1 year.

Revenue from fixed-price contracts for tourist services is generally recog-
nised in the period the services are provided, using a straight-line basis over
the terms of the contract.

SALES OF GOODS — RETAIL
Sales of goods sold in retail stores are recognised when the Group sells a
product to the customer. Retail sales are usually in cash or by credit card. The
recorded revenue includes credit card fees payable for the transaction. Such
fees are included in other expenses.

INTEREST INCOME

Interest income is recognised on a time-proportion basis using the effective

interest method. When a receivable is impaired, the Group reduces the car-
rying amount to its recoverable amount, being the estimated future cash flow

discounted at original effective interest rate of the instrument, and continues

unwinding the discount as interest income. Interest income on impaired loans

is recognised using the original effective interest rate.

DIVIDEND INCOME
Dividend income is recognised when received.
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2.21 DIVIDEND DISTRIBUTION

Dividend distribution to the Company’s shareholders is recognised as a li-
ability in the financial statements in the period in which the dividends are
approved by the Company’s shareholders.

2.22 VALUE ADDED TAX

The Tax Authorities require the settlement of VAT on a net basis. VAT related to

sales and purchases is recognised and disclosed in the balance sheet on a net

basis. Where a provision has been made for impairment of receivables, impair-
ment loss is recorded for the gross amount of the debtor, including vAT.

2.23 MUTUAL CANCELLATIONS AND OTHER
NON-CASH SETTLEMENTS

A portion of receivables and liabilities are settled by mutual cancellations and
other non-cash settlements including debt instruments such as promissory
notes and bills of exchange. Sales and purchases that are expected to be settled
as stated are performed at fair value.

2.24 TRADE PAYABLES

Trade payables are recognised initially at fair value and subsequently meas-
ured at amortised cost using the effective interest method.
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NOTE 3
FINANCIAL RISK MANAGEMENT

3.1 FINANCIAL RISK FACTORS

The Group’s activities expose it to a variety of financial risks: market risk
(including currency risk, fair value interest rate risk, cash flow interest rate
risk and price risk), credit risk and liquidity risk. Overall risk management
is carried out by the parent Company’s treasury department.

MARKET RISK

FOREIGN EXCHANGE RISK

The Group is exposed to foreign exchange risk arising from movements in the
EURO exchange rate. Foreign exchange risk arises primarily from recognised
assets and liabilities.

At 31 December 2008, if the EURO had strengthened /weakened by 0,7%
against the HRK, with all other variables held constant, pre tax profit for the
reporting period would have been HRK 4,126 thousand higher/lower, mainly
as a result of foreign exchange gains/losses on translation of EURO denomi-
nated financial assets and the foreign currency account.

At 31 December 2007, if the EURO had strengthened /weakened by 0,5%
against the HRK, with all other variables held constant, pre tax profit for the
reporting period would have been HRK 1,768 thousand higher/lower, mainly
as a result of foreign exchange gains/losses on translation of EURO denomi-
nated financial assets and the foreign currency account.

PRICE RISK

The Group is exposed to price risk arising from investments in equity in-
struments that are classified in the balance sheet as financial assets at fair
value through profit or loss. Price risk arising from investments in equity
instruments is managed by diversifying investments according to the limits
determined by Management. The Group’s investments in equity instruments
that are publicly traded are included in the CROBEX index.
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III

As at 31 December 2008, if the CROBEX index had increased/decreased by
25% against the HRK, with all other variables held constant, the profit after
tax for the reporting period would have been HRK 61,552 thousand higher/
lower, mainly as a result of gains/losses on equity instruments classified at
fair value through profit or loss.

As at 31 December 2007, if the CROBEX index had increased/decreased by
10% against the HRK, with all other variables held constant, the profit after
tax for the reporting period would have been HRK 17,561 thousand higher/
lower, mainly as a result of gains/losses on equity instruments classified at
fair value through profit or loss.

CASH FLOW AND FAIR VALUE INTEREST RATE RISK

As the Group has significant interest-bearing assets, the Group’s income
and operating cash flows are substantially dependent of changes in market
interest rates. Assets with contracted variable rates expose the Group to cash
flow interest rate risk. Assets with fixed rates expose the Group to fair value
interest rate risk. The Group does not use derivative instruments to actively
hedge cash flow and fair value interest rate risk exposure.

At 31 December 2008, if the effective interest rate on deposits and borrow-
ings had increased/decreased by 1% on an annual level, the profit after tax for
the reporting period would have been by approximately HRK 1,951 thousand
lower/higher (2007: HRK 13,768 thousand).

CREDIT RISK

The Group keeps its cash and deposits mainly in one bank, which exposes
the Group to credit risk. Management considers this bank to be stable, with
a BBB- credit rating by Standard & Poor’s. The credit risk is constantly being
analysed, which reduces the exposure to the stated risk. The Group does not
have significant concentrations of other credit risks.

LIQUIDITY RISK

Prudent liquidity risk management implies maintaining sufficient cash, the
availability of funding through an adequate amount of committed credit
facilities and the ability to meet all obligations.

The table below analyses financial liabilities of the Group according to con-
tracted maturities. The amounts stated below represent undiscounted cash
flows. Trade and other payables do not include taxes, payables to employees
and advances.
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LESS THAN BETWEEN BETWEEN

31 DECEMBER 2008 1YEAR  1-2 YEARS  2-5 YEARS
Borrowings 59,936 6,045 36,237
Trade and other payables 191,945 - -

LESS THAN BETWEEN BETWEEN

31 DECEMBER 2007 1YEAR  1-2 YEARS  2-5 YEARS
Borrowings 517,901 3,826 17,893
Trade and other payables 147,057 - -

CAPITAL RISK MANAGEMENT

The Group monitors capital on the basis of Croatian laws and regulations
which require minimum paid in capital of HRK 200 for joint-stock companies.
There are no specific measures required by the owners in managing capital.
The Group is not subject to externally imposed capital requirements. In ad-
dition, there are no internally monitored capital objectives.

3.2 FAIR VALUE ESTIMATION

The fair value of financial instruments traded in active markets is based on
quoted market prices at the balance sheet date. The quoted market price used
for financial assets held by the Group is the current bid price.

The fair value of financial instruments that are not traded in an active mar-
ket is determined by using valuation techniques. The Group uses a variety of
methods and makes assumptions that are based on market conditions existing
at each balance sheet date.

The nominal value less impairment provision of trade receivables and paya-
bles are assumed to approximate their fair values.

The carrying amount of non-current financial liabilities approximates their
fair value.
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NOTE 4
CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

Estimates are continually evaluated and are based on historical experience
and other factors, including expectations of future events that are believed
to be reasonable under the circumstances. The Group makes estimates and
assumptions concerning the future. The resulting accounting estimates will,
by definition, rarely equal the related actual results. The estimates and as-
sumptions that have a significant risk of causing material adjustment to the
carrying amounts of assets and liabilities within the next financial year are
outlined below.

FAIR VALUE OF FINANCIAL INSTRUMENTS
The fair value of financial instruments with few trade transactions in an active

market and the fair value of financial instruments whose trading in an active

market relates only to a small percentages of ownership is determined by us-
ing valuation techniques. The Group uses its judgement to select a variety of
methods and make assumptions that are mainly based on market conditions

existing at each balance sheet date.

LEGAL CLAIMS AND DISPUTES
Provisions for legal claims and disputes are recorded based on management’s
estimate of probable losses after consultation with legal counsel. Based on
existing knowledge, it is reasonably possible that future litigation outcomes
will be different from management assumptions of probable losses.

USEEUL LIVES OF PROPERTY AND EQUIPMENT

The Management of the Group determines and revises the useful lives and
relevant depreciation charge for property, plant and equipment. This estimate
is based on the assessment of the remaining useful lives of assets. It could
change significantly as a result of technical innovations and competitor ac-
tions. Management will either increase the depreciation charge after assessing
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that the remaining useful lives of assets are lower than before the assessment,
or it will write off obsolete and discarded assets.

RECENT VOLATILITY IN GLOBAL AND CROATIAN
FINANCIAL MARKETS.

The ongoing global liquidity crisis which commenced in the middle of 2007
has resulted in, among other things, a lower level of capital market funding,
lower liquidity levels across the banking sector, and, at times, higher interbank
lending rates and very high volatility in stock markets. The uncertainties in
the global financial markets have also led to bank failures and bank rescues in
the United States of America, Western Europe, Russia and elsewhere. Indeed
the full extent of the impact of the ongoing financial crisis is proving to be
impossible to anticipate or completely guard against.

Management is unable to reliably estimate the effects on the Group’s fi-
nancial position of any further deterioration in the liquidity of the financial
markets and the increased volatility in the currency and equity markets. Man-
agement believes it is taking all the necessary measures to support the sustain-
ability and growth of the Group’s business in the current circumstances.
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NOTE 5
SEGMENT INFORMATION

PRIMARY REPORTING SEGMENT — BUSINESS SEGMENTS

The Group is organised into two main business segments:
Manufacture and wholesale of tobacco products and other
Tourism (including hotel and camping business and catering operations)

The segment results for the year ended 31 December 2008 are as follows:

MANUFACTURE
IN THOUSANDS AND SALE OF TOBACCO
OF HRK PRODUCTS AND OTHER TOURISM GROUP
Total gross segment sales 2,613,510 561,874 3,175,384
Inter-segment sales (15,444) (6,324) (21,768)
Sales 2,598,066 555,550 3,153,616
Operating proﬁt 660,510 38,589 699,099
Finance costs (24,783)
Profit before income tax 674,316
Income tax expense (170,578)
Profit for the year 503,738
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The segment results for the year ended 31 December 2007 are as follows:

MANUFACTURE

IN THOUSANDS AND SALE OF TOBACCO

OF HRK PRODUCTS AND OTHER TOURISM GROUP
Total gross segment sales 2,305,258 482,145 2,787,403
Inter-segment sales (8,229) (5,108) (13,337)
Sales 2,297,029 477,037 2,774,066
Operating profit 923,233 (26,008) 897,225
Finance costs (23,601)
Profit before income tax 873,624
Income tax expense (203,838)
Profit for the year 669,786

Other segment items included in the income statement for the year ended 31

December 2008 are as follows:

MANUFACTURE
IN THOUSANDS AND SALE OF TOBACCO
OF HRK PRODUCTS AND OTHER TOURISM GROUP
Depreciation (Note 15) 107,629 90,288 197,917
Amortisation (Note 16) 7,139 2,460 9,599
Restructuring costs (Note 29) 25,500 - 25,500
Impairment of property,
plant and equipment and
intangible assets (Note 15, 16) 3,500 - 3,500

Other segment items included in the income statement for the year ended 31

December 2007 are as follows:
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MANUFACTURE

IN THOUSANDS AND SALE OF TOBACCO

OF HRK PRODUCTS AND OTHER TOURISM GROUP
Depreciation (Note 15) 105,684 84,039 189,723
Amortisation (Note 16) 6,490 579 7,069
Restructuring costs (Note 29) 16,000 - 16,000

Impairment of property,
plant and equipment and
intangible assets (Note 15, 16) 60,831 36,243 97,074

The segment assets and liabilities as at 31 December 2008 are as follows:

MANUFACTURE

IN THOUSANDS AND SALE OF TOBACCO
OF HRK PRODUCTS AND OTHER TOURISM GROUP
Assets 5,064,992 2,023,602 7,088,594
Associates 152,378 - 152,378
5,217,370 2,023,602 7,240,972
Total segment liabilities 918,337 154,874 1,073,211
Capital expenditure (Notes 15,16) 137,087 319,168 456,255

The segment assets and liabilities as at 31 December 2007 are as follows:

MANUFACTURE

IN THOUSANDS AND SALE OF TOBACCO
OF HRK PRODUCTS AND OTHER TOURISM GROUP
Assets 5,208,376 1,618,575 6,826,951
Associates 87,923 13,491 101,414
5,296,299 1,632,066 6,928,365
Total segment liabilities 487,391 702,771 1,190,162
Capital expenditure (Notes 15,16) 208,721 175,626 384,347

Segment assets consist primarily of property, plant and equipment, intangible
assets, inventories, receivables and operating cash.

Segment liabilities comprise trade payables and borrowings. Capital expen-
diture comprises additions to property, plant and equipment (Note 15) and
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intangible assets (Note 16), including additions resulting from acquisitions

through business combinations.

SECONDARY REPORTING FORMAT — GEOGRAPHICAL SEGMENTS

The Group’s business segments operate in three main geographical areas —
Croatia, Western and Northern Europe and Central, Eastern Europe and

other:

Sales

(IN THOUSANDS OF HRK) 2008 2007

Croatia 2,048,375 1,690,867

Western and Northern Europe 294,585 285,450

Central, Eastern Europe and other 810,656 797,749
3,153,616 2,774,066

Sales are allocated based on the country in which the customer is located.

Total assets

(IN THOUSANDS OF HRK) 2008 2007
Croatia 6,927,256 6,800,292
Central, Eastern Europe and other 328,028 128,073
752555284 6,928,365
Total assets are allocated based on where the assets are located.
Purchase of tangible and intangible assets
(IN THOUSANDS OF HRK) 2008 2007
Croatia 455,759 381,983
Central, Eastern Europe and other 496 2,364
456,255 384,347
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Analysis of sales by category
(IN THOUSANDS OF HRK)

2008 2007
Sales of goods 2,646,441 2,333,661
Revenue from services 507,175 440,405

3,153,616 2,774,066
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NOTE 6
OTHER REVENUES

(IN THOUSANDS OF HRK) 2008 2007
Interest income 142,527 113,314
Income from insurance reimbursements 5,416 2,591

147,943 115,905
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NOTE 7
COSTS OF MATERIALS AND SERVICES

(IN THOUSANDS OF HRK) 2008 2007

Raw materials and supplies

Raw materials and supplies 553,107 609,126
Energy cost 54,187 43,895
Cost of goods sold 264,353 190,723
871,647 843,744

External services
Transport, telephone, postage 19,367 15,971
Repairs and maintenance 66,613 53,702
Rental expense 20,020 7,756
Marketing, advertising and distribution 460,449 394,889
Municipal utility services 14,336 10,553
Other 62,441 54,954
643,226 537,825
1,514,873 1,381,569
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NOTE 8
STAFF COSTS

(IN THOUSANDS OF HRK) 2008 2007.

Salaries and other staff costs 293,260 246,926

Taxes and contributions from and on salaries 191,482 163,488

Provisions for termination benefits arising

from restructuring process 6,820 13,747
491,562 424,161

As at 31 December 2008, the number of staff employed by the Group was
3,466 (2007: 3,118).
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NOTE 9
OTHER OPERATING EXPENSES

(IN THOUSANDS OF HRK) 2008 2007
Intellectual services 22,973 21,519
Contributions and taxes irrespective
of business results 26,844 23,121
License fees 1,508 661
Travel and entertainment 28,485 30,706
Insurance 9,655 8,863
Bank charges 10,281 15,994
Net provision for receivables (Note 20) (128) (2,161)
Provision for legal proceedings (Note 29) 394 534
Movements in other provisions 24,501 14,339
Donations 9,070 32,523
Other 38,611 27,171
172,194 173,270
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NOTE 10
OTHER GAINS/(LOSSES) NET

(IN THOUSANDS OF HRK) 2008 2007
Financial assets at fair value through
profit and loss (Note 25)
- (loss)/gains from change in fair value (200,775) 90,214
. dividend income 7,317 4,610
- (loss)/profit from sale of financial assets (10,842) 20,773
Gains from sale of tangible assets 4,049 151,813
Net exchange differences (12,564) 12,710
(212,815) 280,120
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NOTE 11
FINANCE COSTS

(IN THOUSANDS OF HRK) 2008 2007

Interest expense (22,998) (23,370)

Net exchange differences from

bank borrowings (1,785) (231)
(24,783) (23,601)
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NOTE 12
INCOME TAX

(IN THOUSANDS OF HRK) 2008 2007
Current income tax 183,034 201,207
Deferred tax expense (12,456) 2,631

170,578 203,838

The tax on the Group’s profit before tax differs from the theoretical amount

that would arise using the tax rate of 20% as follows:

(IN THOUSANDS OF HRK) 2008 2007
Profit before tax 674,316 873,624
Tax calculated at a rate of 20% 134,863 174,725

Effect of utilised tax losses (11,189) (2,620)

Impact of inter-Group transactions

and different profitability in subsidiaries 9,978 19,435

Effect of expenses not deductible

for tax purposes 41,995 12,298
Effects of different taxation rates in subsidiaries  (5,069) -
Income tax charge 170,578 203,838
Effective tax rate 25.30% 23.3%

The parent Company and its subsidiaries are subject to taxation according to
the laws and regulations of the Republic of Croatia or other countries where

they are registered.

To date, the Tax Authority performed a review of several companies’ income
tax returns for the period from 2003 to 2007 In accordance with local regula-
tions, the Tax Authority may at any time inspect the Group companies’ books
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and records within 3 years following the year in which the tax liability is re-
ported and may impose additional tax assessments and penalties. The Group
companies’ and Company’s management is not aware of any circumstances,

which may give rise to a potential material liability in this respect.

The total tax loss carry forward on the Group level is as follows:

(IN THOUSANDS OF HRK) 2008 2007
2009 1,996 20,486
2010 30,086 29,179
2011 and thereafter 139,826 118,299

171,908 167,964

In the financial statements, the Group recorded deferred assets on the basis
of tax losses in the amount of HRK 3,000 thousand. In the financial state-
ments, the Group did not recognise deferred income tax assets of HRK 33,593
thousand (2007: HRK 33,593 thousand), as it is not probable at this time that
future taxable profit will be available to utilize the tax losses by the respective

companies in the stated amounts before the expiry dates.
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NOTE 13
EARNINGS PER SHARE

Basic earnings per share are calculated by dividing the net profit attributable
to the parent Company’s shareholders by the weighted average number of
ordinary shares, excluding the average number of ordinary shares purchased
by the Company and held as treasury shares. Basic earnings per share equals
diluted as there are no diluted shares.

2008 2007
Net profit(IN THOUSANDS OF HRK) 499,100 667,721
Weighted average number of shares 16,202,021 16,203,719
Basic/diluted earnings per share (IN HRK) 30.81 41.21
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NOTE 14
DIVIDENDS PER SHARE

The dividends paid in 2008 and 2007 amounted to HRK 114,800 thousand (HRK
7.00 per share), and HRK 90,200 thousand (HRK 5.50 per share), respectively.
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NOTE 15

PROPERTY, PLANT AND EQUIPMENT

ASSETS UNDER

(IN THOUSANDS LAND AND PLANT AND CONSTRUCTION

OF HRK) BUILDINGS EQUIPMENT AND ADVANCES  TOTAL
At 31 December 2006

Cost 2,988,377 1,245,131 109,265 4,342,773
Accumulated

depreciation (1,047,878) (445,758) - (1,493,636)
Net book amount 1,940,499 799,373 109,265 2,849,137
Year ended

31 December 2007

Opening net

book amount 1,940,499 799,373 109,265 2,849,137
Acquisition of

subsidiary (Note 30) 14,337 3,478 542 18,357
Additions 3,325 1,458 370,673 375,456
Transfer from assets

under construction 114,415 66,868 (181,283)

Transfer to

intangible assets - - (459) (459)
Disposals (3,001) (14,261) (16,390)  (33,652)
Sale (830) (2,827) - (3,657)
Impairment (60,546) - - (60,546)
Non-current assets

held for sale (27,771) - - (27,771)
Sale of subsidiary (Note 30) (8,671) (6,956) - (15,627)
Depreciation charge

for the year (76,093) (113,630) - (189,723)
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Foreign exchange

differences (2)
Closing net book amount 1,895,662
At 31 December 2007

Cost 3,026,769
Accumulated

depreciation (1,131,107)
Net book amount 1,895,662

Year ended 31 December 2008
Opening net

book amount 1,895,662
Acquisition of subsidiary

(Note 30 /i/,/ii/) 157,741
Additions -
Transfer from assets

under construction 172,639
Sale (6,534)
Impairment (3,500)
Depreciation charge

for the year (79,961)
Foreign exchange

differences -

Closing net book amount 2,136,047
At 31 December 2007

Cost 3,276,423
Accumulated

depreciation (1,140,376)
NET BOOK AMOUNT 2,136,047

733,503

1,206,929

(473,426)
733,503

733,503

18,522

120,338
(4,062)

(117,956)

750,345
1,350,066

(599,721)
750,345

282,348

282,348

282,348

282,348

438,837

(292,977)

428,208

428,208

()
2,911,513

4,516,046

(1,604,533)
2,911,513

2,911,513

176,263
438,837

(10,596)
(3,500)

(197,917)

3,314,600

5,054,697

- (1,740,097)

428,208

3,314,600

As at 31 December 2008, the cost of fully written off property, plant and
equipment in the Group amounted to HRK 404,675 thousand (2007: HRK

355,890 thousand).

For securing repayments of borrowings from banks and other creditors for
several subsidiaries, land and buildings in the amount of HRk 81,348 thousand
(2007: HRK 36,463 thousand) have been pledged.
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NOTE 16
INTANGIBLE ASSETS

OTHER

INTANGIBLE
(IN THOUSANDS OF HRK) GOODWILL ASSETS TOTAL
At 31 December 2006
Cost - 98,608 98,608
Accumulated amortisation - (34,679) (34,679)
NET BOOK AMOUNT - 63,929 63,929
Year ended 31 December 2007
Opening net book amount - 63,929 63,929
Acquisition of subsidiary (Note 30 /iii/) - 261 261
Additions - 8,891 8,891
Goodwill from acquisition
of subsidiary (Note 30) 96,455 - 96,455
Amortisation charge for the year - (7,069) (7,069)
Impairment of assets - (36,528) (36,528)
Disposals - (3,972) (3,972)
CLOSING NET BOOK AMOUNT 96,455 25,512 121,967
At 31 December 2007
Cost 96,455 104,278 200,733
Accumulated amortisation - (78,766) (78,766)
NET BOOK AMOUNT 96,455 25,512 121,967
Year ended 31 December 2008
Opening net book amount 96,455 25,512 121,967
Acquisition of subsidiary
(Note 30 /i/,/ii/) - 1,743 1,743
Additions - 18,751 18,751
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Goodwill from acquisition

of subsidiary (Note 30) 46,951 - 46,951
Amortisation charge for the year - (9,599) (9,599)
Disposals - (1,023) (1,023)
CLOSING NET BOOK AMOUNT 143,406 35,384 178,790
At 31 December 2008

Cost 143,406 125,726 269,132
Accumulated amortisation - (90,342) (90,342)
NET BOOK AMOUNT 143,406 35,384 178,790

Other intangible assets mainly comprise software.

Goodwill is allocated to the group’s cash-generating units (cGus) identified
according to operating segment.

An operating segment-level summary of the goodwill allocation is pre-
sented below.

MANUFACTURE
AND SALE OF TOBACCO  TOURISM AND
31 DECEMBER 2008  PRODUCTS AND OTHER ~ MARICULTURE TOTAL
Goodwill 96,455 46,951 143,406
MANUFACTURE
AND SALE OF TOBACCO  TOURISM AND
31 DECEMBER 2007 PRODUCTS AND OTHER  MARICULTURE TOTAL
Goodwill 96,455 - 96,455

Impairment testing of goodwill was performed for goodwill in the segment
Manufacture and sale of tobacco products and other, while the impairment
testing of goodwill in the segment Tourism and mariculture was not necessary,
as it arose on the acquisition of subsidiaries in 2008.

The recoverable amount of a cGU is determined based on value in use
calculations.

These calculations use pre-tax cash flow projections based on financial
budgets approved by management covering a five-year period. Cash flows
beyond the five-year period are extrapolated using the estimated growth rates
stated below. The growth rate does not exceed the long-term average growth
rate for the Tabacco business in which the cGu operates.

The key assumptions used for value-in-use calculations are as follows:
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IIT

MANUFACTURE AND SALE OF TOBACCO PRODUCTS AND OTHER

Gross margin /1/ 2.03%
Growth rate /11/ 2.00%
Discount rate /111/ 8.800%

Budgeted gross margin

Weighted average growth rate used to extrapolate cash flows beyond the
budget period

Pre-tax discount rate applied to the cash flow projections

These assumptions have been used for the analysis of each cGu within the

operating segment. Management determined budgeted gross margin based
on past performance and its expectations of market development.
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NOTE 17
INVESTMENTS IN ASSOCIATES

Changes in investments in associates are as follows:

(IN THOUSANDS OF HRK) 2008 2007
At 1 January 101,414 87,923
Acquired share in associate 64,455 -
Transfer from assets held for sale - 13,491
Transfer to investment in subsidiaries (13,491) -
At 31 December 152,378 101,414

During 2008, the Group acquired a 25% share in a foreign company.

In accordance with 1as, the Group should disclose information about assets
and revenues of associate companies, but the stated financial information is
not material for the financial statements of the Group.

In an earlier period, a company in the Group invested HRK 13,491 thousand
in the company Slobodna Katarina d.o.o. Rovinj (previously: Otok Katarina
d.o.0.) which represented 49.9% of the registered capital. During 2008, the
Group purchased the remaining share of 50.1%, thereby acquiring a 100%
share in the stated company (Note 30).

As at 31 December 2008, investments in associates include goodwill in the
amount of HRK 14,924 thousand (2007: HRK 14,924 thousand).
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NOTE 18A

FINANCIAL INSTRUMENTS BY CATEGORY

The accounting policies for financial instruments have been applied to the

line items below:

ASSETS AT FAIR

LOANS AND  VALUE THROUGH
(IN THOUSANDS OF HRK) RECEIVABLES PROFIT OR LOSS
31 December 2008
Assets
Trade receivables 470,706 -
Loan receivables 132,902 -
Financial assets at fair value
through profit or loss - 467,711
Deposits 1,030,640 -
Cash and cash equivalents 38,301 -
1,672,549 467,711
31 December 2007
Assets
Trade receivables 454,282 -
Loan receivables 96,880 -
Financial assets at fair value
through profit or loss - 827,609
Deposits 1,717,171 -
Cash and cash equivalents 37,614 -
2,305,947 827,609

100



(IN THOUSANDS OF HRK) OTHER FINANCIAL LIABILITIES

31 December 2008

Liabilities
Borrowings 95,871
Trade and other payables 191,945
287,816
31 December 2007
Liabilities
Borrowings 539,213
Trade and other payables 147,057
686,270

Trade and other payables do not include tax liabilities, liabilities to employees,
taxes and contributions and advances.
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NOTE 18B
CREDIT QUALITY OF FINANCIAL ASSETS

The credit quality of financial assets that are not past due can be assessed by
reference to historical information about counterparty default rates.

(IN THOUSANDS OF HRK) 2008 2007

Trade receivables — neither past due nor impaired

Key customers groups 66,170 121,816

Other trade receivables 248,719 175,278
314,889 297,094

The Group mainly deposits its cash at a bank with rating by Standard & Poor’s
at 31 December 2008 BBB-- on at 31 December 2007 BBB-.

(IN THOUSANDS OF HRK) 2008 2007

Cash at bank and deposits 1,068,941 1,754,785
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NOTE 19
AVAILABLE-FOR-SALE INVESTMENTS

(IN THOUSANDS OF HRK) 2008 2007
Investments in interests held for trading 7,929 7,929
7,929 7,929
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NOTE 20
TRADE AND OTHER RECEIVABLES

(IN THOUSANDS OF HRK) 2008 2007
Trade receivables:
Domestic trade receivables 308,984 306,364
Foreign trade receivables 161,684 146,525
Due from exporters 38 1,393
470,706 454,282
Less: Provision for trade receivables (28,282)  (24,975)
Trade receivables — net 442,424 429,307
Loans:
Loans to subcontractors 22,799 6,960
Housing loans 165 188
Other loans 109,938 89,732
132,902 96,880
Less: Provision for loans (12,426) (15,861)
Loans - net 120,476 81,019
Taxes receivable 629,328 123,528
Interest receivable 8,846 8,950
Other receivables 33,368 42,540
671,542 175,018
1,234,442 685344
Less non-current portion (40,092) (11,085)
Current portion 1,194,350 674,259
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Movements in provisions for impairment of trade receivables and loans
given:

(IN THOUSANDS OF HRK) 2008 2007
At beginning of year 40,836 50,311
Provisions made in year (Note 9) 6,343 4,153
Recovery of bad debts written-off (Note 9) (6,471) (6,314)
Write-off of previously provided receivables - (7,314)
At 31 December 40,708 40,836

All non-current receivables are due within five years from the balance sheet
date.

The book value of the Group’s non-current receivables approximates their
fair value, since the stated interest rates do not significantly differ from cur-
rent market rates.

Effective interest rates on current and non-current receivables at the balance
sheet date were as follows:

2008 2007

4.50 -6%  4.50 —6%

(IN THOUSANDS OF HRK) 2008 2007

Trade receivables — not past due

Key customers groups 66,170 121,816

Other trade receivables 248,719 175,278
314,889 297,094

As at 31 December 2008, trade receivables in the amount of HRK 127,535 thou-
sands (2007: HRK 132,213 thousands) were past due but not impaired.

(IN THOUSANDS OF HRK) 2008 2007
Up to one month 98,742 44,375
One to two months 8,887 39,094
Two to three months 12,871 3,117
Over three months 7,035 45,627

127,535 132,213
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The carrying amounts of the Group’s trade and other receivables are denomi-
nated in the following currencies:

2008 2007
EUR 161,684 148,657
HRK 309,022 305,625

470,706 454,282
The book value of the Group’s non-current receivables approximates their

fair value, since the stated interest rates do not significantly differ from cur-
rent market rates.
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NOTE 21
DEFERRED TAX

(IN THOUSANDS OF HRK) 2008 2007

Deferred tax assets to be recovered within 12 months - -

Deferred tax assets to be recovered after

more than 12 months 32,263 19,807
32,263 19,807

Deferred tax assets were incurred on temporary differences arising between
the carrying amounts of assets and the legally prescribed tax base. The differ-
ence mainly arises from restructuring provisions and impairment of tangible

assets.

The movement in deferred tax assets during the year is as follows:

IMPAIRMENT TAX
PROVISIONS LOSSES LOSSES TOTAL

At 1 January 2007 12,509 9,929 - 22,438

Charged to the

income statement (2,631) - - (2,631)

As at 31 December 2007 9,878 9,929 - 19,807

Charged to the

income statement 8,199 1,257 3,000 12,456

As at 31 December 2008 18,077 11,186 3,000 32,263

Deferred tax liability

(IN THOUSANDS OF HRK) 2008 2007

Deferred tax liability recoverable in the

period longer than 12 months 14,312 -
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Deferred tax liability in the amount of HRK 14,312 thousand is calculated on
temporary differences between the tax base of tangible assets and their fair
value in the consolidated financial statements.
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NOTE 22
INVENTORIES

(IN THOUSANDS OF HRK) 2008 2007
Raw materials and supplies 419,373 380,264
Work in progress 127,961 36,325
Finished goods 75,407 10,626
Merchandise 140,306 36,333
Prepayments for raw materials and supplies 5,253 702

768,300 464,250

109



NOTE 23
NON-CURRENT ASSETS HELD FOR SALE

Non-current assets held for sale in the amount of HRK 29,930 thousand (2007:
HRK 33,747 thousand) relates to tourist facilities, land and a warehouse. The
stated assets are expected to be sold by the end of 2009. The Group recorded
assets held for sale at carrying amount which is lower than fair value less
costs to sell.

Non-current assets held for sale relate to assets included in the business
segment Manufacture and sale of tobacco products and other in the amount
of HRK 3,961 thousand (2007: HRK 4,473 thousand) and to assets included
in the Tourism segment in the amount of HRK 25,969 thousand (2007: HRK
29,274 thousand).
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NOTE 24

DEPOSITS
(IN THOUSANDS OF HRK) 2008 2007
DEPOSITS 1,030,640 1,717,171

Deposits have defined maturities and are given with variable interest rates
which reflect market rates. All deposits mature within one year after the
balance sheet date.

The effective interest rates on deposits during the year were as follows:

(IN THOUSANDS OF HRK) 2008 2007

DEPOSITS 6.00 — 10.5% 4.50 — 8.05%

111



NOTE 25

FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

(IN THOUSANDS OF HRK) 2008 2007
Investments in bonds 251,910 248,490
Investments in shares 207,457 408,070
Investments in investment funds 715 171,049
Investments in commercial papers 7,629 -
467,711 827,609

Changes in fair values of financial assets at fair value through profit or loss are
recorded in other gains/(losses) net in the income statement (Note 10).
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NOTE 26
CAPITAL AND RESERVES

On 5 December 2006 the General Assembly of the Company reached a deci-
sion to split the shares using a 1:10 ratio. The existing 1,640,000 shares with a
nominal value of HRK 100,00 per share were exchanged with 16,400,000 shares
with a nominal value of HRK 10,00. As at 31 December 2007, the share capital
of the Company amounting to HRK 164,000 thousand is distributed among
9,615,900 ordinary shares and 6,784,100 preferred shares, with a nominal value
of HRK 10,00 per share. Preferred shares have the same rights as ordinary shares,
except that they do not have voting rights in the General Assembly.

During 2008, the Company purchased 4,250 treasury shares (2007: 1,800)
with a nominal value of HRK 425 thousand (2007: HRK 180 thousand) for an
amount of HRK 1,480 thousand (2007: HRK 996 thousand).

In accordance with Croatian regulations, in earlier periods the Company
formed legal reserves in the amount of HRK 12,448 thousand. This reserve
is not distributable. Pursuant to the decision of the General Assembly from
20 May 2008 (and 25 May 2007) an amount of HRK 673,922 thousand (2007:
HRK 521,381 thousand) was transferred to other reserves.

Pursuant to its decision from 20 May 2008 (and 25 May 2007), the General
Assembly approved a dividend in the amount of HRK 114,800 thousand or HRK
7.00 per share (in 2007: a dividend in the amount of HRK 90,200 thousand
or HRK 5.50 per share).

The ownership structure of the Company as at 31 December 2008 is as follows:

NOMINAL NUMBER

VALUE OF SHARES %

Small shareholders 10 16,198,500 98.77
Treasury shares 10 201,500 1.23
16,400,000 100
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Movements within treasury shares were as follows:

31 DECEMBER 2008

31 DECEMBER 2007

NUMBER (IN 000 NUMBER  (IN 000
OF SHARES HRK) OF SHARES HRK)
At beginning of year 197,250 39,566 195,450 38,570
Purchased from shareholders 4,250 1,480 1,800 996
At end of year 201,500 41,046 197,250 39,566
Reserves can be analysed as follows:
(IN THOUSANDS OF HRK) 2008 2007
Translation reserve
At beginning of year (10,152) (9,769)
Exchange differences
during the year (1,288) (383)
At end of year (11,440) (10,152)
Legal reserves
At beginning of year 12,448 12,448
At end of year 12,448 12,448
Other reserves
At beginning of year 4,576,921 4,056,313
Distribution of retained earnings 676,386 520,608
Revaluation reserves 36,150 -
At end of year 5,289,457 4,576,921
5,290,465 4,579,217
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NOTE 27

BORROWINGS

(IN THOUSANDS OF HRK) 2008 2007
Long-term borrowings 66,206 25,545
Current portion of long-term borrowings (23,924) (3,826)
Non-current portion 42,282 21,719
Short-term bank borrowings 29,665 513,668
Current portion of long-term borrowings 23,924 3,826
Total current borrowings 53,589 517,494

Long-term borrowings relate to the subsidiaries Rovinjturist d.d., Rovinj and
Inovine d.d., Zagreb. The borrowings have been secured with bills of exchange,
promissory notes and mortgages over assets.

The effective interest rates at the balance sheet date were as follows:

2008 2007
Borrowings granted in EUR countervalue  4.0% - 5.5% 5.0% — 8.0%
Current bank borrowings 4.0% - 5.5% 3.50% — 4.10%

The exposure of the Group’s borrowings to interest rate changes:

(IN THOUSANDS OF HRK) 2008 2007
Borrowings at fixed interest rates 21,637 15,101
Borrowings at variable interest rates 74,234 524,112

95,871 539,213
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The book value of the Group’s borrowings approximates their fair value since
the stated interest rates do not significantly differ from the Group’s current

borrowing rate.
The maturity of long-term borrowings is as follows:

(IN THOUSANDS OF HRK) 2008 2007
Between 1and 2 years 6,045 3,826
Between 2 and 5 years 20,152 8,160
Over 5 years 16,085 9,733

42,282 21,719
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NOTE 28
TRADE AND OTHER PAYABLES

(IN THOUSANDS OF HRK) 2008 2007
Domestic suppliers 132,445 112,225
Foreign suppliers 59,500 34,832
Excise duty payable 461,882 146,168
VAT payable 46,832 55,839
Taxes and contributions on and from salaries 29,083 32,962
Due to employees 45,938 52,829
Accrued interest 6,347 407
Dividends payable 8,644 9,811
Advances from customers 14,465 14,887
Other accruals and liabilities 34,037 42,312

839,173 502,272
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NOTE 29
PROVISIONS

(IN THOUSANDS OF HRK) I I I v \% VI
At 1 January 2008 13,889 37232 51,121 16,000 11,718 78,839
Additional provisions 13,625 588 14,213 25,500 394 40,107
Payment of provisions - - - (6,994) - (6,994)
Reversal of provisions (6,627)  (766) (7393) (1,000) - (8,393)
At 31 December 2008 20,887 37054 57941 33,506 12,112 103,559

Termination benefits
Long-term employee benefits
Subtotal

Other restructuring expenses
Legal claims

Total

In 2007, alegal claim was finalised and provisions from earlier periods in the
amount of HRK 93,006 thousand were utilised.

Analysis of total provisions:

(IN THOUSANDS OF HRK) 2008 2007
Non-current (long-term employee benefits) 37,054 39,684
Current 66,505 39,155

103,559 78,839
RESTRUCTURING

Restructuring provisions primarily relate to estimated costs of termination
benefits for early termination of employment.
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LEGAL CLAIMS

The amount represents provisions for several legal claims initiated against the
Company in the tourist segment. In the Management’s opinion, after taking
appropriate legal advice, the outcome of this legal claim will not give rise to
additional expenses for the Group.

LONG-TERM EMPLOYEE BENEFITS

The provision relates to termination benefits, to which employees in Group
companies are entitled upon retirement.
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NOTE 30
BUSINESS COMBINATIONS

ACQUISITION OF SUBSIDIARIES
During 2008, the Group acquired subsidiaries in the tourism segment and
fish farming subsidiaries. Consideration paid and goodwill arisen on the

acquisition are as follows:

(IN THOUSANDS OF HRK)

Consideration paid for acquisition of subsidiaries 160,605
Net assets acquired (113,654)
Goodwill on acquisition (Note 16) 46,951
Cash in subsidiaries acquired (453)
Net cash outflow on acquisition 160,152

Goodwill in the amount of HRK 46,951 thousand has been determined as
the difference between purchase consideration and net book value of assets
acquired. Goodwill primarily relates to the synergy as a result of improved
conditions of sale and reduced costs.

ACQUISITION OF SLOBODNA KATARINA

In earlier periods, the Group founded the company Slobodna Katarina with
49.9% share in the registered capital. The value of assets contributed to the
stated company amounted to HRK 13,491 thousand. As at 1 April 2008, the
Group acquired additional 50.1% share in the stated company, thereby be-
coming the sole owner. Through the acquired company, a 100% share in the
company Otok Katarina d.o.0., Rovinj was acquired. The acquired companies
engage in tourist activities. From the acquisition date, the acquired compa-
nies leased out to the parent company the assets comprising a hotel complex,
and realised income exclusively with the parent company in the amount of
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HRK 1,775 thousand and the loss for the Group in the amount of HRK 383
thousand. If the acquisition had occurred on 1 January 2008, the income
for the Group would have amounted to HRK 2,454 thousand, and the loss to
HRK 1,506 thousand.

Business combination achieved in stages:

(IN THOUSANDS OF HRK)

Share acquired in earlier periods

Value of 49.9% share at cost 13,491
Fair value of previously acquired share 49,641
Revaluation reserve from fair value

adjustment of previously acquired share 36,150

The assets and liabilities arising from the acquisition are as follows:

CARRYING

FAIR AMOUNT OF

(IN THOUSANDS OF HRK) VALUE ACQUIRES

Intangible assets 410 410

Property and equipment 94,741 23,181

Receivables 9,282 9,282

Cash 174 174

Trade and other payables (5,126) (5,126)
Deferred tax liabilities (14,312)

Net assets acquired 85,169 27,921
Less previously acquired share (49,641)
Fair value of acquired 50,1% share 35,528

ACQUISITION OF FISH FARMING SUBSIDIARIES

In June 2008, the Group acquired shares in the companies Cenmar d.d.,
Zadar, Bisage d.o.0., Zadar, Marimirna d.d., Rovinj and Marikultura Istra
d.o.0., Mar¢ana. The stated companies engage in fish farming in sea fisheries.
Through Cenmar d.d., 100% shares in Cenmar Export Import d.o.o., Cenmar
Tkon d.o.o. and Cenmar Kosara d,0,0 were acquired. The shares acquired
were as follows:
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SHARE ACQUIRED IN %

Cenmar d.d. Zadar, Croatia 88.79
Cenmar Export Import d.o.o. Kali, Croatia 100.00
Cenmar Tkon d.o.o0. Zadar, Croatia 100.00
Cenmar Kos$ara d.o.o. Zadar, Croatia 100.00
Marimirna d.d. Rovinj, Croatia 62.78
Bisage Nit d.o.0. Zadar, Croatia 100.00
Marikultura Istra d.o.o. Krnica, Croatia 100.00

From the date of acquisition, the acquired companies realised income for
the Group in the amount of HRK 59,304 thousand and loss of HRK 10,370
thousand. If the acquisition had occurred on 1 January 2008, the income
for the Group would have amounted to HRK 73,831 thousand, and the loss
to HRK 5,497 thousand.

The assets and liabilities arising from the acquisition are as follows:

(IN THOUSANDS OF HRK)

Carrying amount of acquires

Intangible assets 1,333
Property and equipment 81,522
Receivables 28,996
Inventories 80,615
Cash 279
Trade and other payables (99,776)
Net assets 92,969
Minority interests (14,843)
Net assets acquired 78,126

PURCHASE OF SHARES FROM MINORITY INTEREST
During 2008, the Group purchased additional shares of Tvornica duhana Zagreb
d.d. from minority shareholders for the amount of HRK 10,069 thousand.

ACQUISITION OF SUBSIDIARIES IN 2007

At 31 August 2007, the Group acquired 88.59% of shares in a domestic company,
whose main activity is retail. From the date of acquisition until 31 December
2007, the acquired subsidiary contributed revenues in the amount of HRk
85,120 thousand and net profit for the Group in the amount of HRK 1,996
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thousand. If the acquisition had occurred on 1 January 2007. Group revenue
would have been HRK 272,023 thousand, and the loss would have been HRk
9,499 thousand.

The assets and liabilities arising from the acquisition are as follows:

(IN THOUSANDS OF HRK)

Acquiree’s carrying amount

Intangible assets 201
Property and equipment 18,357
Financial assets 9,341
Inventories 14,772
Receivables 3,103
Cash 1,658
Trade and other payables (34,578)
Net assets 12,854
Minority interests (1,467)
Net value of assets acquired 11,387

Goodwill in amount of HRK 96,455 thousand has been determined provision-
ally as the difference between purchase consideration and net book value
of assets acquired. Goodwill primarily relates to the synergy as a result of
improved conditions of sale.

SALE OF SUBSIDIARIES IN 2007

In June 2007, the Group sold its wholly owned subsidiary Jadran trgovina
d.o.o0., Rovinj. Up to the date of the sale, the revenue of Jadran trgovina d.o.o.
included in the consolidated financial statements amounted to HRK 45,201
thousand, and the net loss before tax amounted to HRK 4,196 thousand. Dur-
ing 2007, the Group also sold its subsidiaries Servisi hortikultura d.o.o., Servisi
elektro d.o.o. and Servisi odrzavanje d.o.0. which have been established during
2007 with the intention to be sold.

Net profit from the sale of subsidiaries was as follows:

(IN THOUSANDS OF HRK)

Total purchase consideration 57,336
Less: cash in balance sheet (391)
56,945
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Assets and liabilities sold:

net tangible and intangible assets (Note 13 and 14)
current assets (excluding cash)

current liabilities

Net value of assets

Gains on sale of subsidiaries
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NOTE 31
CASH GENERATED FROM OPERATIONS

(IN THOUSANDS OF HRK) 2008 2007
Net profit for the year 674,316 873,624
Depreciation (Note 15, 16) 207,516 196,792
Gains on sale of property, plant and equipment (4,049)  (120,343)
Property, plant and equipment
and intangible assets written off 15,119 138,355
Fair value (losses)/gains (including profit
on disposal) on financial assets at fair value
through profit and loss 211,617 (94,823)
Dividends received (7,317) -
Gains on sale of subsidiaries (Note 30) - (31,470)
Movements in working capital:
- Movements in provisions 24,895  (116,304)
- Movements in trade receivable 26,052 (195,909)
- Movements in other current assets (496,522) (32,733)
- Movements in inventories (223,430) 28,647
- Movements in trade and other payables 265,225  (34,863)
- Other 275 464
Cash generated from operations 693,697 611,437
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NOTE 32
CONTINGENT LIABILITIES AND UNCERTAIN EVENTS

LEGAL PROCEEDINGS

During 2003, the Group initiated legal proceedings against the co-investor
in the company Slobodna Katarina d.o.o., Rovinj (formerly: Otok Katarina
d.o0.0.) due to the breach of the investment contract. In April 2008, the stated
proceeding was finalised and the Group repurchased remaining shares and
became the sole owner of the stated subsidiary.

In line with the Law on Privatisation, during the privatisation process of a
tourist sector company;, title was recognised over land built upon and a minor
part of land not built upon. Before the privatisation process, the companies

utilised a significantly larger land surface. However, in the period from 1995

to 2001, the companies initiated legal proceedings against the state for the

purpose of title recognition over the entire land surface, used for the per-
formance of business activities. Up to the balance sheet date, the proceedings

have not been finalised, although the Court of first instance ruled in favour
of the companies.

SUPERVISION OF THE PRIVATISATION PROCESS

In the period from 2002 to 2004, audits of the ownership transformation and
privatisation processes in several Group companies were performed. The
ownership transformation process of all companies has been performed in
compliance with the Law on Ownership Transformation, with the exception
of companies in the tourist sector. According to the report on the performed
supervision of the ownership transformation and privatisation process of the
previously socially owned company Anita, Vrsar, (now Maistra d.d.) it has
been concluded that the ownership transformation and privatisation process
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has not been performed in compliance with legal provisions, namely in the
period before it was acquired by the Group. The audit did not result in an
opinion with respect to the ownership over property of the companies in the
tourist sector. The companies made their representations with respect to the
report, however up to the balance sheet date no replies have been received.
However, after taking appropriate legal advice. Management believes the
outcome of these legal proceedings will not have a significant impact on the
companies operating in the tourist segment.
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NOTE 33
COMMITMENTS

Costs for the purchase of tangible fixed assts agreed with suppliers as at bal-
ance sheet date amount to HRK 11,420 thousand (2007: HRK 6,798 thousand),
and have not yet been realised or recognised in the balance sheet as at 31
December 2008 and 2007

Contracted lease payments under operating leases for the utilisation of
business premises are as follows:

(IN THOUSANDS OF HRK) 2008 2007
No later than 1 year 404 477
Later than 1 year and no later than 5 years 1,616 -
Over 5 years 2,020 -

4,040 477
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NOTE 34
RELATED PARTY TRANSACTIONS

The Group is controlled by private persons, none of which have individual
control.
The following transactions were carried out with related parties:

SALES OF PRODUCTS

(IN THOUSANDS OF HRK) 2008 2007

Associates 578,933 269,348
Sales of products to associates are carried out using the current price list for
unrelated parties.

KEY MANAGEMENT COMPENSATION

(IN THOUSANDS OF HRK) 2008 2007

Salaries and other short-term benefits 98,924 98,836

Management includes 108 employees of the Adris Group (2007: 107 em-
ployees).

RECEIVABLES AND PAYABLES AT BALANCE SHEET DATE

(IN THOUSANDS OF HRK) 2008 2007
Receivables from associates 101,832 44,806
Payables to associates 3,004 2,101
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