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(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 in a statement of comprehensive income. As a result
the Group presents in the statement of changes in equity all owner changes
in equity, whereas all non-owner changes in equity are presented in the con-
solidated statement of comprehensive income. Comparative information has
been re-presented so that it also is in conformity with the revised standard.
As the change in accounting policy only impacts presentation aspects, there
is no impact on earnings per share.

In respect of borrowing costs relating to qualifying assets for which the
commencement date for capitalisation is on or after 1 January 2009, the Group
capitalises borrowing costs directly attributable to the acquisition, construc-
tion or production of a qualifying asset as part of the cost of that asset. The
Group previously recognised all borrowing costs as an expense immediately.
This change in accounting policy was due to the adoption of 1as 23, ‘Borrow-
ing costs’ (2007) in accordance with the transition provisions of the standard;
comparative figures have not been restated. The change in accounting policy
had no material impact on earnings per share.

- IAS 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 made. The Group applied 1as 36 (Amendment) for impairment testing
as of 1 January 2009. The amendment has no impact on disclosures in the
financial statements.

- 1AS 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). 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 has no impact on the
Groupss financial statements.

- IFRS 8, ‘Operating segments’ (effective from 1 January 2009). The new stan-
dard 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.
This resulted in an increased number of reportable segments. As goodwill is
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allocated to cash generating units on the reportable segments level, the change
in reportable segments resulted in a change in the allocation of goodwill in
the amount of HRK 96,455 thousand from the segment ‘Manufacture and sale
of tobacco products’ to the ‘Retail’ segment. The reallocation of goodwill did
not result in goodwill impairment. The Group applied 1FRs 8 on segment
reporting as of 1 January 2009 and comparative information for 2008 has
been restated.

B STANDARDS, AMENDMENTS AND INTERPRETATIONS TO EXISTING
STANDARDS THAT ARE NOT YET EFFECTIVE AND HAVE NOT BEEN
EARLY ADOPTED BY THE GROUP
Certain new standards (I1ERs), amendments and interpretations (IFRIC) to
existing standards have been published. The Group has not early adopted
them, but they are mandatory for the Company’s accounting periods begin-
ning on 1 January 2009 or later periods. They are as follows:

- IFRIC 17 ‘Distributions of Non-cash Assets to Owners (effective prospectively for
annual periods beginning on or after 1 July 2009). The Interpretation applies
to non-reciprocal distributions of non-cash assets to owners acting in their
capacity as owners. In accordance with the Interpretation a liability to pay a
dividend shall be recognised when the dividend is appropriately authorised
and is no longer at the discretion of the entity and shall be measured at the
fair value of the assets to be distributed. The carrying amount of the dividend
payable shall be remeasured at each reporting date, with any changes in the
carrying amount recognised in equity as adjustments to the amount of the
distribution. When the dividend payable is settled the difference, if any, be-
tween the carrying amount of the assets distributed and the carrying amount
of the dividend payable shall be recognised in profit or loss. IFRIC 17 is not
expected to have any impact on the financial statements.

- IFRIC 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.

- IFRIC 19, Extinguishing Financial Liabilities with Equity Instruments (effective
for annual periods beginning on or after 1 July 2010). This 1FRIC clarifies the
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accounting when an entity settles its debt by issuing its own equity instru-
ments. A gain or loss is recognised in profit or loss based on the fair value
of the equity instruments compared to the carrying amount of the debt. The
Group is currently assessing the impact of the interpretation on its financial
statements.

Revised 1FRS 3, ‘Business Combinations’ (effective for annual periods be-
ginning on or after 1 July 2009). The scope of the revised Standard has been
amended and the definition of a business has been expanded. The revised
Standard also includes a number of other potentially significant changes
including:

- All items of consideration transferred by the acquirer are recognised and
measured at fair value as of the acquisition date, including contingent con-
sideration.

- Subsequent change in contingent consideration will be recognized in profit
or loss.

- Transaction costs, other than share and debt issuance costs, will be expensed
as incurred.

- The acquirer can elect to measure any non-controlling interest at fair value at
the acquisition date (full goodwill), or at its proportionate interest in the fair
value of the identifiable assets and liabilities of the acquiree, on a transaction-
by-transaction basis.

The revised 1FRs 3 will not have any impact on the financial statements.

- IFRS 5 (amendment), ‘Measurement of non-current assets (or disposal groups)
classified as held-for-sale’. The amendment is part of the 1sB’s annual improve-
ments project published in April 2009. The amendment provides clarification
that 1eRSs 5 specifies the disclosures required in respect of non-current assets
(or disposal groups) classified as held for sale or discontinued operations.
It also clarifies that the general requirement of 14s 1 still apply, particularly
paragraph 15 (to achieve a fair presentation) and paragraph 125 (sources of
estimation uncertainty) of 1as 1. The Group will apply 1FRs 5 (amendment)
from 1 January 2010. It is not expected to have a material impact on the
Groupss financial statements.

- IAS 1 (amendment), Presentation of financial statements’. The amendment is
part of the 1asB’s annual improvements project published in April 2009. The
amendment provides clarification that the potential settlement of a liability
by the issue of equity is not relevant to its classification as current or non
current. By amending the definition of current liability, the amendment per-
mits a liability to be classified as non-current (provided that the entity has
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an unconditional right to defer settlement by transfer of cash or other assets
for at least 12 months after the accounting period) notwithstanding the fact
that the entity could be required by the counterparty to settle in shares at any
time. The Group will apply 14s 1 (amendment) from 1 January 2010. It is not
expected to have a material impact on the Group’s financial statements.

- IFRS 9, Financial Instruments Part 1: Classification and Measurement. IFRS
9 was issued in November 2009 and replaces those parts of 1S 39 relating to
the classification and measurement of financial assets. Key features are as
follows:

- Financial assets are required to be classified into two measurement categories:
those to be measured subsequently at fair value, and those to be measured
subsequently at amortised cost. The decision is to be made at initial recogni-
tion. The classification depends on the entity’s business model for managing
its financial instruments and the contractual cash flow characteristics of the
instrument.

- Aninstrument is subsequently measured at amortised cost only if it is a debt
instrument and both (i) the objective of the entity’s business model is to hold
the asset to collect the contractual cash flows, and (ii) the asset’s contractual
cash flows represent only payments of principal and interest (that is, it has
only “basic loan features”). All other debt instruments are to be measured at
fair value through profit or loss.

- All equity instruments are to be measured subsequently at fair value. Equity
instruments that are held for trading will be measured at fair value through
profit or loss. For all other equity investments, an irrevocable election can
be made at initial recognition, to recognise unrealised and realised fair value
gains and losses through other comprehensive income rather than profit
or loss. There is to be no recycling of fair value gains and losses to profit
or loss. This election may be made on an instrument-by-instrument basis.
Dividends are to be presented in profit or loss, as long as they represent a
return on investment.

While adoption of 1FRs 9 is mandatory from 1 January 2013, earlier adop-
tion is permitted.

The Group is considering the implications of the standard, the impact on
the Group and the timing of its adoption by the Group.

- Revised 1as 27 ‘Consolidated and Separate Financial Statements’ (effective
for annual periods beginning on or after 1 July 2009). In the revised Standard
the term minority interest has been replaced by non-controlling interest,
and is defined as “the equity in a subsidiary not attributable, directly or in-
directly, to a parent”. The revised Standard also amends the accounting for
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non-controlling interest, the loss of control of a subsidiary, and the allocation
of profit or loss and other comprehensive income between the controlling and
non-controlling interest. Revised 1as 27 is not expected to have any impact
on the financial statements.

- 1S 38 (amendment), ‘Intangible Assets’. The amendment is part of the 1ASB’s
annual improvements project published in April 2009 and the Group will apply
1S 38 (amendment) from the date 1FRs 3 (revised) is adopted. The amendment
clarifies guidance in measuring the fair value of an intangible asset acquired
in a business combination and it permits the grouping of intangible assets as
a single asset if each asset has similar useful economic lives. The amendment
will not result in a material impact on the Group’s financial statements.

- 1AS 39 (Amendment), ‘Financial Instruments: Recognition and Measurement’
(effective for annual periods beginning on or after 1 July 2009). The amended
Standard clarifies the application of existing principles that determine whether
specific risks or portions of cash flows are eligible for designation in a hedging
relationship. In designating a hedging relationship the risks or portions must
be separately identifiable and reliably measurable; however inflation cannot be
designated, except in limited circumstances. The amendments are not relevant
to the Group’s operations as the Group does not apply hedge accounting.

2.2 CONSOLIDATION

A 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 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



191
|

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.

B TRANSACTIONS AND MINORITY INTERESTS
The Group applies a policy of treating transactions with minority interests
as transactions with equity owners of the Group. For purchases from minor-
ity 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.

C 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
recognised in the income statement, and its share of post-acquisition move-
ments in reserves is recognised in reserves. The cumulative post-acquisition
movements 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
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 Group’s 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.
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2.3 SEGMENT REPORTING

Operating segments are reported in a manner consistent with the internal
reporting provided to the chief operating decision maker. The chief operating
decision maker, who is responsible for allocating resources and assessing per-
formance of the operating segments, has been identified as the Management
Board of the Adris Group that makes strategic decisions.

2.4 FOREIGN CURRENCIES

A 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 Group’s func-
tional and presentation currency.

B 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.

Translation differences on non-monetary financial assets such as equities
held at fair value through profit or loss are recognised in profit or loss as a
part of the fair value gain or loss.

C 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:
1. assets and liabilities for each balance sheet presented are translated at the
closing rate at the date of that balance sheet;
1. income and expenses for each income statement are translated at average
exchange rates; and
1 all resulting exchange differences are recognised as a separate component

of equity.
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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 recogn-
ised as a separate asset, as appropriate, only when it is probable that future
economic 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.

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
carrying amount. These are included in ‘other expenses’ in the income state-
ment.
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2.6 INTANGIBLE ASSETS

A 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.

B 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.

C 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 2.8).

2.7 INVESTMENT PROPERTIES

Investment property, principally comprising office buildings and warehouses,
is held for long-term rental yields or appreciation and is not occupied by the
Group. Investment property is treated as a long-term investment unless it is
intended to be sold in the next year and a buyer has been identified in which
case it is classified within current assets.

Investment property is carried at historical cost less accumulated deprecia-
tion. Depreciation for buildings is calculated using the straight-line method
to allocate cost over the estimated useful life of 40 years.

Subsequent expenditure is capitalised only when it is probable that future
economic benefits associated with it will flow to the Group and the cost can
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be measured reliably. All other repairs and maintenance costs are expensed
when incurred. If an investment property becomes owner-occupied, it is
reclassified to property, plant and equipment, and its carrying amount at
the date of reclassification becomes its deemed cost to be subsequently de-
preciated.

2.8 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
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.

2.9 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.

A 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.

B 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
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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
assets 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.

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 income state-
ment 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.

2.10 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.

2.11 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.
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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.

2.12 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.

2.13 NON-CURRENT ASSETS CLASSIFIED AS HELD FOR SALE

Non-current assets are classified in the balance sheet as ‘Non-current assets
held for sale’ 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.
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2.14 DEPOSITS

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

2.15 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.

2.16 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 re-
lated income tax effects, is included in equity attributable to the Company’s
equity holders.

2.17 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.

Borrowing costs directly attributable to the acquisition or construction of
a qualifying assets are capitalised during the period of time that is required
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to complete and prepare the asset for its intended use. All other borrowing
costs are expensed.

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.

2.18 CURRENT AND DEFERRED INCOME TAX

The tax expense for the period comprises current and deferred tax. Tax is
recognised in the income statement, except to the extent that it relates to
items recognised in other comprehensive income or directly in equity. In this
case the tax is also recognised in other comprehensive income or directly in
equity, respectively.

The current income tax charge is calculated at a rate of 20% according to
Croatian 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 appro-
priate 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.

2.19 EMPLOYEE BENEFITS
A 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
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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.

Certain Group companies have post-employment benefits to be paid to the
employees at the end of their employment (either upon retirement, termina-
tion or voluntary departure). The Group recognises a liability for these long-
term employee benefits evenly over the period the benefit is earned based on
actual years of service. The long-term employee benefit liability is determined
using assumptions regarding the likely number of staff to whom the benefit
will be payable, estimated benefit cost and the discount rate.

B 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 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.

C 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.

2.20 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 cur-
rent market assessments of the time value of money and the risks specific to
the obligation.
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2.21 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 reli-
ably measured, it is probable that future economic benefits will flow to the
entity and specific criteria have been met for each of the Group’ activities
as described below.

A 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 objec-
tive 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.

B 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.

C 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.
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D 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.

E DIVIDEND INCOME
Dividend income is recognised when received.

2.22 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.

2.23 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.

2.24 TRADE PAYABLES

Trade payables are obligations to pay for goods or services that have been
acquired in the ordinary course of business from suppliers. Accounts payable
are classified as current liabilities if payment is due within one year or less. If
not, they are presented as non-current liabilities.

Trade payables are recognised initially at fair value and subsequently mea-
sured 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.

A MARKET RISK

I. 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 2009 if the EURO had strengthened /weakened by 0.40%,
against the HRK, with all other variables held constant, pre tax profit for the
reporting period would have been HRK 3,328 thousand higher/lower, mainly as
a result of foreign exchange gains/losses on translation of EURO denominated
financial assets and the foreign currency account.

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 denominated
financial assets and the foreign currency account.

II. 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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At 31 December 2009 if the value of investment portfolio had increased/
decreased by 39%, with all other variables held constant, profit after tax for
the reporting period would have been HRK 12,742 thousand (2008: 25%; HRK
61,552 thousand) higher/lower, mainly as a result of gains/losses on equity and
debt instruments classified at fair value through profit or loss.

III. 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 2009, if the effective interest rate on deposits and borrowings
had increased/decreased by 2.27% on an annual level, the profit after tax for
the reporting period would have been by approximately HRK 30,101 thousand
lower/higher (2008: 1% or HRK 1,951 thousand).

B CREDIT RISK
Credit risk arises from cash and cash equivalents, deposits with banks as well
as credit exposures to wholesale and retail customers, including outstanding
receivables. 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.

For wholesale customers risk control assesses the credit quality of the cu-
stomer, taking into account its financial position, past experience and other
factors. Sales to retail customers are settled in cash or using major credit cards.
See note 19a for further disclosure on credit risk.

C LIQUIDITY RISK
Cash flow forecasting is performed in the Group’s subsidiaries and aggregated
by Group finance. Group finance monitors rolling forecasts of the Group’s
liquidity requirements to ensure they have sufficient cash to meet operational
needs, so that the Group does not breach borrowing limits or covenants on
any of its borrowing facilities.

Surplus cash over and above balance required for working capital manage-
ment is invested by the Group’s treasury in time deposits, money market de-
posits and marketable securities, choosing instruments with appropriate ma-
turities or sufficient liquidity to provide sufficient head-room as determined
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by the above-mentioned forecasts. At the reporting date, the Group held
funds on the money market in the amount of HRK 1,739,459 thousand (2008:
HRK 1,068,941 thousand) that are expected to readily generate cash inflows
for managing liquidity risk.

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

LESS THAN ~ BETWEEN  BETWEEN

31 DECEMBER 2009 1YEAR  1-2 YEARS  2-5 YEARS
Assets

Financial assets at fair value

through profit and loss 404,010 -

Liabilities

Borrowings 108,564 9,575 36,404
Interest payable -

Trade and other payables 227,292 -

LESS THAN BETWEEN BETWEEN

31 DECEMBER 2008 1YEAR  1-2 YEARS  2-5 YEARS
Assets

Financial assets at fair value

through profit and loss 467,683 -

Liabilities

Borrowings 59,936 6,045 36,237
Interest payable

Trade and other payables 191,945 -

D 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.
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3.2 FAIR VALUE ESTIMATION

From 1 January 2009 the Group adopted the amendment to 1FRs 7 for financial
instruments that are measured in the balance sheet date at fair value, this
requires disclosure of fair value measurements by level of the following fair
value hierarchy:

+ Quoted prices (unadjusted) in active market for identical assets (level 1)

- Inputs other than quoted prices included within level 1 that are observable
for the asset, either directly (that is, as prices) or indirectly (that is derived
from prices), (level 2)

- Inputs for the assets that are not based on observable market data (that is,
unobservable inputs) (level 3).

The following table presents the Group’s assets that are measured at fair value
at 31 December 2009 grouped by fair value calculation:

LEVEL1 LEVEL2 LEVEL3 TOTAL BALANCE

Assets

Financial assets at fair value

through profit and loss

- Trading securities 404,010 - - 404,010
Total assets 404,010 - - 404,010

The fair value of financial instruments traded in active markets is based on
quoted market prices at the balance sheet date. A market is regarded as active
if quoted prices are readily and regularly available from an exchange, dealer
or broker and those prices represent actual and regularly occurring market
transactions on an arm’s length basis. The quoted market price used for finan-
cial assets held by the Group is the current bid price. These instruments are
included in level 1. Instruments included in level 1 comprise primarily equity
investments in bonds, shares, cash funds and commercial papers classified
as trading securities.

The Group does not have financial assets which would be classified into
level 2 or 3.
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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 rea-
sonable 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 assumptions 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.

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 acti-
ons. Management will either increase the depreciation charge after assessing
that the remaining useful lives of assets are lower than before the assessment,
or it will write off obsolete and discarded assets.

In line with the technical department, the useful life of buildings was asse-
ssed to be 8-50 years. The useful lives of equipment and other assets have also
been reassessed as disclosed in Note 2.5.

The useful lives will be periodically revised to reflect any changes in cir-
cumstances since the previous assessment. Changes in estimate, if any, will be
reflected prospectively in a revised depreciation charge over the remaining,
revised useful life.
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If the depreciation rates on property, plant and equipment had been 5%
higher/lower, with all other variables held constant, the net profit for the year
and the net carrying value of property, plant and equipment would have been
HRK 11,949 thousand (2008: 10,961 thousand) lower/higher.

IMPAIRMENT OF GOODWILL

The Group tests annually whether goodwill has suffered any impairment, in
accordance with accounting policy stated in note 2.8. The recoverable amo-
unts of cash-generating units have been determined based on value-in-use
calculations. These calculations require the use of estimates (note 17). Group
has not recognised any impairment of goodwill in 2009 or 2008.

If the estimated costs of capital used in determining the pre-tax discount
rate for the Retail segment had been 1% higher than management ‘s estimates
(for example, 12.90% instead of 11.90%) the Group would recognise impair-
ment against goodwill in the amount of HRK 10,975 thousand.

DEFERRED INCOME TAX

The Group recognised deferred income tax assets for tax loss carry-forwards
and impairment losses under the assumption that the tax assets will be reali-
sed. Recording the deferred tax assets is based on the Group’s estimated future
profit that, according to Management’s belief, will be realised in the amount
of minimum HRK 15,000 thousand over the next three years in order for the
deferred tax assets arisen on the basis of tax losses to be realised. The Group
did not recognise deferred income tax assets of HRK 30,902 thousand (2008:
HRK 31,381 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.

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
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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 financi-
al position of any further deterioration in the liquidity of the financial markets
and the increased volatility in the currency and equity markets. Management
believes it is taking all the necessary measures to support the sustainability
and growth of the Group’s business in the current circumstances.
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NOTE 5
SEGMENT INFORMATION

Management has determined the operating segments based on the reports
reviewed by the Management of the Adris Group that are used to make stra-
tegic decisions.

Management defined its reportable segments as operations based on the
differences in products and services. The reportable segments are as follows:
Manufacture and sale of tobacco products comprising the manufacture of
tobacco products and wholesale, Retail comprising the sale of tobacco and
other retail products and Tourism comprising tourist services such as acco-
mmodation in tourist facilities, the sale of food and beverages. The tourist
segment also includes the production and sale of farmed sea fish. Other se-
gments include construction and sale of property and other activities related
to real estate management.

The Adris Group Management assesses the performance of the operating
segments based on a measure of the profit before tax. Interest income and
expense are not allocated to segments, as this type of activity is driven by the
Group treasury, which manages the cash position of the Group.

The segment information for the reportable segments for the year ended
31 December 2009 is as follows:

I. MANUFACTURE AND SALE OF TOBACCO PRODUCTS
II. TOURISM
III. RETAIL
IV. OTHER SEGMENTS

V. TOTAL

(IN THOUSANDS OF HRK) 1 I 11 v \4

Totalgross segmentsales 1,911,567 548,702 536,547 105,665 3,102,481
Inter-segment sales (106,359)  (11,305) (96,563) (58,810) (273,037)
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Revenue from

external customers 1,805,208 537,397 439,984 46,855 2,829,444
Profit before tax 665,825 (77,984) (6,949) 59,944 640,836
Depreciation and

amortisation (121,638) (109,231) (8,373) (1,919) (241,161)
Interest income 51,310 1,462 16 91,198 143,986
Interest expense (2,433) (1,986)  (697) (3,564) (8,680)
Share of profit or

loss of associates 11,331 - - 3,467 14,798
Assets 3,083,649 2,093,223 248,809 52,864 5,478,545
Total assets include:

-investments in associates 75,786 65,160 140,946
Liabilities 604,012 203,196 60,254 110,829 978,291

The segment information for the reportable segments for the year ended 31
December 2008 is as follows:

(IN THOUSANDS OF HRK) I I 1 v \4

Total gross segment sales 2,129,680 537,393 410,360 140,547 3,217,980

Inter-segment sales (60,498)  (8,796) (88,869) (81,425) (239,588)
Revenue from external

customers 2,069,182 528,597 321,491 59,122 2,978,392
Profit before tax 760,779 (505) (14,294) (71,664) 674,316
Depreciation and

amortisation (111,290)  (93,643) (5,006) (2,033) (211,972)
Interest income 18,801 625 14 110,311 129,751
Interest expense (8,216) (1,876)  (490) (14,201) (24,783)
Share of profit or

loss of associates - - - - -
Assets 2,990,294 2,070,553 189,292 463,559 5,713,698
Total assets include:

-investments in associates 64,455 - - 87923 152,378

Liabilities 804,244 149,083 45,357 28,919 1,027,603
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A reconciliation of adjusted profit before tax to profit after tax is provided
as follows:

(IN THOUSANDS OF HRK) 2009 2008

Adjusted profit before tax for

reportable segments 580,892 745,980
Other segments profit before tax 59,944 (71,664)
Total segments 640,836 674,316
Income tax (139,125) (170,578)
Profit after tax 501,711 503,738

The amount provided to the Management of the Adris Group with respect
to total assets are measured in a manner consistent with that of the financial
statements. These assets are allocated based on the operations of the segment
and physical location of the asset.

Investments in shares classified as available-for-sale held by the Group and
bank deposits are not considered to be segment assets, but rather managed
by the treasury function.

Reportable segments’ assets are reconciled to total assets as follows:

(IN THOUSANDS OF HRK) 2009 2008
Segment assets for reportable segments 5,425,681 5,250,139
Other segments assets 52,864 463,559
5,478,545 5,713,698
Unallocated:
Deferred tax 63,068 32,263
Financial assets at fair value through profit orloss 404,010 467,683
Deposits 1,656,594 1,030,640
Total assets per the balance sheet 7,602,217 7,244,284

The amounts provided to the Management of the Adris Group with respect
to total liabilities are measured in a manner consistent with that of the fi-
nancial statements. These liabilities are allocated based on the operations
of the segment.

Reportable segments’ liabilities are reconciled to total liabilities as follows:
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(IN THOUSANDS OF HRK) 2009 2008
Segment liabilities for reportable segments 867,462 998,684
Other segment liabilities 110,829 28,919
978,291 1,027,603
Unallocated:
Deferred tax 18,284 14,312
Current tax 7,867 34,608
Total liabilities per the balance sheet 1,004,442 1,076,523

The Group has been established in Croatia. An overview of revenue realised
with external customers in Croatia and other countries is presented below:

Sales

(IN THOUSANDS OF HRK) 2009 2008
Croatia 1,854,177 1,985,027
Western and Northern Europe 308,030 294,585
Central, Eastern Europe and other 667,237 698,780

2,829,444 2,978,392
Revenues in the amount of HRK 354,550 thousand relate to revenues from
one customer. The stated revenues comprise the revenues of the segment

‘Manufacture and sale of tobacco products.

Total assets

(IN THOUSANDS OF HRK) 2009 2008
Croatia 7>245,911 6,916,256
Central, Eastern Europe and other 356,306 328,028

7,602,217 7-244,284

Total assets are allocated based on where the assets are located.

Analysis of sales by category

(IN THOUSANDS OF HRK) 2009 2008
Sales of goods 2,333,238 2,471,217
Revenue from services 496,206 507,175

2,829,444 2,978,392
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NOTE 6
OTHER REVENUES

(IN THOUSANDS OF HRK) 2009 2008
Income from insurance reimbursements 3,792 5,417
Other income 25,510 20,527

29,302 25,944
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NOTE 7
COSTS OF MATERIALS AND SERVICES

(IN THOUSANDS OF HRK) 2009 2008

Raw materials and supplies

Raw materials and supplies 477,115 539,673
Energy cost 50,060 54,187
Cost of goods sold 382,160 264,353
909,335 858,213
External services
Transport, telephone, postage 20,407 19,367
Repairs and maintenance 59,974 68,077
Rental expense 25,208 20,020
Marketing, advertising and distribution 250,194 293,492
Intellectual services 22,161 29,960
Other 57,712 55,609
435,656 486,525

1,344,991 1,344,738
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NOTE 8
STAFF COSTS

(IN THOUSANDS OF HRK) 2009 2008
Salaries and other staff costs 291,972 298,863
Taxes and contributions from and on salaries 191,935 191,482
Provisions for termination benefits — net (6,144) 14,214

477,763 504,559

As at 31 December 2009, the number of staft employed by the Group was
3,954 (2008: 3,466).
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NOTE 9
OTHER OPERATING EXPENSES

(IN THOUSANDS OF HRK) 2009 2008
Utility fees and contributions 32,334 34,706
License fees 1,250 1,508
Travel and entertainment 25,487 28,485
Insurance 8,324 9,655
Bank charges 11,661 10,281
Net provision for receivables (Note 21) 26,001 (1,083)
Movements in other provisions 51,474 17,501
Donations 10,513 9,070
Penalties 4,048 -
Other 95,820 63,557

266,912 173,680
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NOTE 10
OTHER GAINS/ (LOSSES) NET

(IN THOUSANDS OF HRK) 2009 2008

Financial assets at fair value through
profit and loss (Note 26)

- (loss)/gains from change in fair value (46,682) (200,775)
. dividend income 8,413 7-317
- (loss)/profit from sale of financial assets 6,580 (10,842)
Gains from sale of tangible assets 486 4,049
Net exchange differences (5,966) 212

(37,169) (200,039)
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NOTE 11
FINANCE INCOME AND COSTS

(IN THOUSANDS OF HRK) 2009 2008

Finance income:

Interest income on short — term bank deposits 132,205 116,307

Interest income on loans 34,167 12,637

Interest income on bonds and commercial papers 16,819 13,582

Net foreign exchange loss on financing activities (39,223) (12,775)
143,968 129,751

Finance cost

Interest expense on bank borrowings (9,674) (22,998)

Net foreign exchange gain/(loss) on

financing activities 994 (1,785)
(8,680) (24,783)

135,288 104,968
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NOTE 12
INCOME TAX

(IN THOUSANDS OF HRK) 2009 2008
Current income tax 165,025 183,034
Deferred tax expense (25,900) (12,456)

139,125 170,578

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) 2009 2008
Profit before tax 640,836 674,316
Tax calculated at a rate of 20% 128,167 134,863
Effect of:
- utilised tax losses (3,999) (11,189)
- inter-Group transactions 691 4,407
- different profitability in subsidiaries 12,784 5,571
- expenses not deductible for tax purposes 5,163 41,995
- different taxation rates in subsidiaries (3,681) (5,069)
Income tax charge 139,125 170,578
Effective tax rate 21,70% 25,30%

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’ in-
come tax returns for the period from 2003 to 2008. In accordance with local
regulations, the Tax Authority may at any time inspect the Group companies’
books and records within 3 years following the year in which the tax liability is
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reported 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) 2009 2008
2009 - 1,996
2010 19,263 30,086
2011 7,688 11,709
2012 96,728 96,728
2013 31,289 31,389
2014 14,573 -

169,541 171,908

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 30,902
thousand (2008: HRK 31,381 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.

2009 2008
Net profit (in thousands of HRK) 513,040 499,100
Weighted average number of shares 16,155,873 16,202,021

Basic/diluted earnings per share (in HRK) 31,76 30,81
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NOTE 14
DIVIDENDS PER SHARE

The dividends paid in 2009 and 2008 amounted to HRK 7.00 per share.
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NOTE 15
PROPERTY, PLANT AND EQUIPMENT

(IN THOUSANDS LAND AND PLANT AND  ASSETS UNDER
OF HRK) BUILDINGS EQUIPMENT CONSTRUCTION TOTAL

At 1 January 2008

Cost 2,967,720 1,206,929 282,348 4,456,997
Accumulated

depreciation (1,096,471) (473,426) - (1,569,897)
Net book amount 1,871,249 733,503 282,348 2,887,100

Year ended 31 December 2008

Opening net book amount 1,871,249 733,503 282,348 2,887,100
Acquisition of subsidiary

(Note 31 /i/,/ii/) 157,741 18,522 - 176,263
Additions - - 438,837 438,837
Transfer from assets

under construction 172,639 120,338 (292,977) -
Sale (6,534) (4,062) - (10,596)
Depreciation charge

for the year (82,522) (117,956) - (200,478)
Foreign exchange differences - - - -
Closing net book amount 2,112,573 750,345 428,208 3,291,126
At 31 December 2008

Cost 3,217,374 1,350,066 428,208 4,995,648
Accumulated

depreciation (1,104,801) (599,721) - (1,704,522)

Net book amount 2,112,573 750,345 428,208 3,291,126
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Year ended 31 December 2009

Opening net book amount 2,112,573 750,345 428,208 3,291,126
Acquisition of subsidiary

(Note 31 /i/,/ii/) 66,561 16,484 - 83,045
Additions - - 184,196 184,196
Transfer from assets

under construction 247,074 153,552 (400,626) -
Sale and transfer to

investment properties (39,713) (5,229) (2,868) (47,810)
Depreciation charge

for the year (89,398) (139,548) - (228,946)
Foreign exchange differences (2) - - (2)
Closing net book amount 2,297,095 775,604 208,910 3,281,609
At 31 December 2009

Cost 3,529,602 1,450,863 208,910 5,189,375
Accumulated

depreciation (1,232,507) (675,259) - (1,907,766)
Net book amount 2,297,095 775,604 208,910 3,281,609

As at 31 December 2009, the cost of fully written off property, plant and
equipment in the Group amounted to HRK 424,175 thousand (2008: HRK
404,675 thousand).

For securing repayments of borrowings from banks and other creditors for
several subsidiaries, land and buildings in the amount of HRK 62,652 thousand
(2008: HRK 81,348 thousand) have been pledged.
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NOTE 16
INVESTMENT PROPERTIES

(IN THOUSANDS OF HRK) 2009 2008

At 1 January

Cost 59,049 59,049
Accumulated depreciation (46,575) (45,636)
Net book amount 12,474 13,413
Increase in investment properties 22,475 -
Depreciation charge for the year (1,351) (939)
Net book amount 33,598 12,474

At 31 December

Cost 81,989 59,049
Accumulated depreciation (48,391) (46,575)
Net book amount 33,598 12,474

The following amounts have been recorded in the income statement:

Rental income (Note 30) 1,601 640
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NOTE 17
INTANGIBLE ASSETS

OTHER

INTANGIBLE
(IN THOUSANDS OF HRK) GOODWILL ASSETS TOTAL
At 1 January 2008
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 31 /i/,/ii/) - 1,743 1,743
Additions - 18,751 18,751
Goodwill from acquisition
of subsidiary (Note 31) 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
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Year ended 31 December 2009

Opening net book amount 143,406 35,384 178,790
Acquisition of subsidiary

(Note 31 /i/,/ii/) - 367 367
Additions - 14,706 14,706
Amortisation charge for the year - (10,864) (10,864)
Disposals - (2,044) (2,044)
Closing net book amount 143,406 37,549 180,955
At 31 December 2009

Cost 143,406 138,660 282,066
Accumulated amortisation - (101,111) (101,111)
Net book amount 143,406 37,549 180,955

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.

31 DECEMBER 2009 TOURISM RETAIL TOTAL
Goodwill 46,951 96,455 143,406
31 DECEMBER 2008 TOURISM RETAIL TOTAL
Goodwill 46,951 96,455 143,406

In 2008, retail was not defined as a reportable segment. However, by acquiring
the subsidiary Opresa d.d., Sarajevo (Note 31), retail has become a separate
operating and reportable segment and comparative information for 2008 has
been changed accordingly.

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 Tobacco business in which the cGu operates.
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The key assumptions used for value-in-use calculations are as follows:

RETAIL TOURISM
Gross margin /1./ 2,80% 22,08%
Growth rate /11./ 0,50% 1,75%
Discount rate /111./ 11,90% 11,45%

I. Budgeted gross margin
11. Weighted average growth rate used to extrapolate cash flows beyond the
budget period
1. Pre-tax discount rate applied to the cash flow projections

These assumptions have been used for the analysis of each cGcu within the
operating segment. Management determined budgeted gross margin based
on past performance and its expectations of market development.
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NOTE 18
INVESTMENTS IN ASSOCIATES

Changes in investments in associates are as follows:

(IN THOUSANDS OF HRK) 2009 2008
At 1 January 152,378 101,414
Acquired share in associate /i/ - 64,455
Sale of shares in associates (26,200) -
Transfer to investment in subsidiaries - (13,491)
Share of profit of associates 14,798 -
At 31 December 140,976 152,378

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

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 31).

As at 31 December 2009, investments in associates include goodwill in the
amount of HRK 14,924 thousand (2008: HRK 14,924 thousand).

In accordance with 1as, the Group should disclose information on the assets
and income of associates, but the stated financial information is not material
for the financial statements of the Group.
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NOTE 19 A
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 2009

Assets

Trade receivables 461,938 -

Loan receivables 236,900 -

Financial assets at fair value

through profit or loss - 404,010

Deposits 1,656,594 -

Cash and cash equivalents 82,865 -
2,438,297 404,010

31 December 2008

Assets

Trade receivables 470,706 -

Loan receivables 132,902 -

Financial assets at fair value

through profit or loss - 467,683

Deposits 1,030,640 -

Cash and cash equivalents 38,301

1,672,549 467,683
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(IN THOUSANDS OF HRK) OTHER FINANCIAL LIABILITIES

31 December 2009

Liabilities

Borrowings 150,042

Trade and other payables 227,292
377,334

31 December 2008

Liabilities

Borrowings 95,871

Trade and other payables 191,945
287,816

Trade and other payables do not include tax liabilities, liabilities to employees,
taxes and contributions and advances.
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NOTE 19 B
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. The
key customers group consist of customers with annual turnover higher than
HRK 70,000 thousand.

(IN THOUSANDS OF HRK) 2009 2008

Trade receivables — neither past due nor impaired

Key customers groups 142,616 66,170
Other trade receivables 58,577 248,719
201,193 314,889

The Group mainly deposits its cash at a bank with a BBB - - credit rating by
Standard & Poor’s in 2009 and 2008.

CASH AT BANK AND DEPOSITS (IN THOUSANDS OF HRK) 2009 2008

BBB - - 1,739,459 1,068,941
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NOTE 20
AVAILABLE-FOR-SALE INVESTMENTS

(IN THOUSANDS OF HRK) 2009 2008

Investments in interests held for trading - 7,929
- 7>929
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NOTE 21
TRADE AND OTHER RECEIVABLES

(IN THOUSANDS OF HRK) 2009 2008

Trade receivables:

Domestic trade receivables 265,150 308,984
Foreign trade receivables 196,311 161,684
Due from exporters 61 38
Uninvoiced receivables 416 -
461,938 470,706
Less: Provision for trade receivables (50,156) (28,282)
Trade receivables - net 411,782 442,424
Loans:
Loans to subcontractors 10,237 22,799
Housing loans 140 165
Other loans 226,523 109,938
236,900 132,902
Less: Provision for loans (8,229) (12,426)
Loans - net 228,671 120,476
Taxes receivable 260,660 629,328
Interest receivable 7,869 8,846
Other receivables 39,893 33,396
308,422 671,570
948,875 1,234,470
Less non-current portion (12,959) (40,092)

Current portion 935,916 1,194,378
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Movements in provisions for impairment of trade receivables and loans given:

(IN THOUSANDS OF HRK) 2009 2008
At beginning of year 40,708 40,836
Provisions made in year (Note 9) 26,773 6,343
Recovery of bad debts written-off (Note 9) (5,233) (6,471)
Write-off of previously provided receivables (3,863) -
At 31 December 58,385 40,708

Direct write-off of receivables during 2009 amounted to HRK 4,461 thousand. 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 cu-
rrent market rates.
Effective interest rates on current and non-current receivables at the ba-
lance sheet date were as follows:

2009 2008

4,50 — 6% 4,50 — 6%

(IN THOUSANDS OF HRK) 2009 2008
Trade receivables — not past due

Key customers groups 142,616 66,170

Other trade receivables 58,577 248,719

201,193 314,889

As at 31 December 2009, trade receivables in the amount of HRK 210,589
thousand (2008: HRK 127,535 thousand) were past due but not impaired.

(IN THOUSANDS OF HRK) 2009 2008
Up to one month 170,725 98,742
One to two months 7,819 8,887
Two to three months 6,908 12,871
Over three months 25,137 7,035

210,589 127,535
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The carrying amounts of the Group’s trade and other receivables are deno-
minated in the following currencies:

(IN THOUSANDS OF HRK) 2009 2008
EUR 422,895 161,684
HRK 525,980 1,072,786

948,875 1,234,470

The book value of the Group’s non-current receivables approximates their fair
value, since the stated interest rates do not significantly differ from current
market rates.
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NOTE 22
DEFERRED TAX

(IN THOUSANDS OF HRK) 2009 2008

Deferred tax assets to be recovered

within 12 months 14,339 209

Deferred tax assets to be recovered

after more than 12 months 48,729 32,054
63,068 32,263

Deferred tax assets were incurred on temporary differences arising between
the carrying amounts of assets and the legally prescribed tax base.
The movement in deferred tax assets during the year is as follows:

L 1I. 1I1. V. V. VI
At 1 January 2008 2,584 - 17223 - - 19,807
Charged to the
income statement 2,560 - 6,296 3,000 600 12,456
As at 31 December 2008 5,144 - 23,519 3,000 600 32,263
Charged to the
income statement 4,456 7,910 3,185 - 15,254 30,805

As at 31 December 2009 9,600 7910 26,704 3,000 15,854 63,068

I. TERMINATION BENEFITS
PROVISONS
III. IMPAIRMENT LOSSES
IV. TAX LOSSES
V. OTHER
VI. TOTAL

—
—
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Deferred tax liability

(IN THOUSANDS OF HRK) 2009 2008

Deferred tax liability recoverable

within the period of 12 months 380 294

Deferred tax liability recoverable

in the period longer than 12 months 17,904 14,018
18,284 14,312

Deferred tax liability in the amount of HRK 18,284 thousand is calculated on
temporary differences between the tax base of tangible assets and their fair
value in the consolidated financial statements (Note 31).

(IN THOUSANDS OF HRK) 2009 2008
At 1 January 14,312 -
Charged to the income statement 405 -
Acquisition of subsidiary 3,567 14,312

As at 31 December 18,284 14,312
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NOTE 23

INVENTORIES

(IN THOUSANDS OF HRK) 2009 2008
Raw materials and supplies 480,005 419,373
Work in progress 70,087 127,961
Finished goods 24,107 75,407
Merchandise 202,146 140,306
Prepayments for raw materials and supplies 4,830 5,253

781,175 768,300
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NOTE 24
NON-CURRENT ASSETS HELD FOR SALE

Non-current assets held for sale in the amount of HRK 28,492 thousand (2008:
HRK 29,930 thousand) relates to tourist facilities, land and a warehouse. The
stated assets are expected to be sold by the end of 2010. 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 in the amount of HRK 3,961
thousand (2008: HRK 3,961 thousand) and to assets included in the Tourism se-
gment in the amount of HRK 24,531 thousand (2008: HRK 25,969 thousand).
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NOTE 25
DEPOSITS

(IN THOUSANDS OF HRK) 2009 2008
Deposits 1,656,594 1,030,640

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:

2009 2008

Deposits 6,00 — 10,5% 6,00 — 10,5%
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NOTE 26
FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

(IN THOUSANDS OF HRK) 2009 2008
Investments in bonds 281,205 251,910
Investments in shares 101,744 207,457
Investments in investment funds - 687
Investments in commercial papers 21,061 7,629

404,010 467,683

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 27
CAPITAL AND RESERVES

1. 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 2009 and 2008,
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.

1. During 2009, the Company purchased 2,000 treasury shares (2008: 4,250)
with a nominal value of HRK 200 thousand (2008: HRK 425 thousand) for an
amount of HRK 413 thousand (2008: HRK 1,480 thousand).

1. 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 31 May 2009 an
amount of HRK 132,017 thousand (20 May 2008: HRK 673,922 thousand) was
transferred to other reserves. This reserve is distributable.

1v. Pursuant to its decision from 31 August 2009 (and 20 May 2008), the General
Assembly approved a dividend in the amount of HRK 114,800 thousand or HRK
7.00 per share (in 2008: dividend in the amount of HRK 114,800 thousand or
HRK 7.00 per share). The dividend on treasury shares is excluded from the
distribution of profit and is recorded in retained earnings.
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The ownership structure of the Company as at 31 December 2009 is as follows:

NOMINAL NUMBER
VALUE OF SHARES %
Small shareholders 10 16,196,500 98,76
Treasury shares 10 203,500 1,24
16,400,000 100

Movements within treasury shares were as follows:

31 DECEMBER 2009 31 DECEMBER 2008

NUMBER  (IN 000’ NUMBER  (IN 000

OF SHARES HRK) OF SHARES HRK)

At beginning of year 201,500 41,046 197250 39,566
Purchased from

shareholders 2,000 413 4,250 1,480

At end of year 203,500 41,459 201,500 41,046

Reserves can be analysed as follows:

(IN THOUSANDS OF HRK) 2009 2008

Translation reserve

At beginning of year (11,440) (10,152)
Exchange differences during the year (2,027) (1,288)
At end of year (13,467) (11,440)

Legal reserves
At beginning of year 12,448 12,448
At end of year 12,448 12,448

Other reserves

At beginning ofyear 5,289,457 4,576,921
Distribution of retained earnings 134,481 676,386
Revaluation reserves - 36,150
Other 1,205 -
At end of year 5,425,143 5,289,457

5,424,124 5,290,465
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NOTE 28

BORROWINGS

(IN THOUSANDS OF HRK) 2009 2008
Long-term borrowings 62,652 66,206
Current portion of long-term borrowings (21,174) (23,924)
Non-current portion 41,478 42,282
Short-term bank borrowings 87,390 29,665
Current portion of long-term borrowings 21,174 23,924
Total current borrowings 108,564 53,589

Long-term borrowings relate to the subsidiaries Rovinjturist d.d., Rovinj, Ino-
vine d.d., Zagreb and Cromaris d.d., Zadar. 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:

2009 2008
Borrowings granted in EUR countervalue 3,7% — 5,5% 4,0% — 5,5%
Current bank borrowings 4,0% — 5,5% 4,0% — 5,5%

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

(IN THOUSANDS OF HRK) 2009 2008
Borrowings at fixed interest rates 28,822 21,637
Borrowings at variable interest rates 121,220 74,234

150,042 95,871
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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) 2009 2008
Between 1 and 2 years 9,119 6,045
Between 2 and 5 years 22,389 20,152
Over 5 years 9,970 16,085

41,478 42,282



248

NOTE 29
TRADE AND OTHER PAYABLES

(IN THOUSANDS OF HRK) 2009 2008
Domestic suppliers 145,874 132,445
Foreign suppliers 81,418 59,500
Due to the state 312,877 508,714
Taxes and contributions on and from salaries 37,500 29,083
Due to employees 52,352 45,938
Accrued interest 552 6,347
Dividends payable 7,978 8,644
Advances from customers 12,986 14,465
Other accruals and liabilities 38,821 34,037

690,358 839,173



NOTE 30
PROVISIONS

(IN THOUSANDS OF HRK) I. II. II1. v V. VI.

At 1 January 2008 13,889 37,232 51,121 16,000 11,718 78,839

Additional provisions 13,625 588 14,213 14,500 394 29,107
Utilisation of

provisions (6,627)  (766) (7393) (7994) - (15387)
At1January 2009 20,887 37054 57941 22,506 12,112 92,559
Additional provisions 2,314 2,314 - 73,981 76,295
Utilisation of

provisions (8,458) - (8,458) (22,506) - (30,964)
At 31 December 2009 12,429 39,368 51,797 - 86,093 137,890

I. TERMINATION BENEFITS
II. LONG-TERM EMPLOYEE BENEFITS
III. SUBTOTAL
IV. OTHER RESTRUCTURING PROVISIONS
V. LEGAL CLAIMS
VI. TOTAL

Analysis of total provisions:

(IN THOUSANDS OF HRK) 2009 2008
Non-current 125,461 37,054
Current 12,429 55,505

137,890 92,559
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LEGAL CLAIMS

The provision amounting to HRK 73,981 thousand relates to the provision for
certain legal claims brought against the Group by various suppliers. The
provision charge is recognised in profit or loss within Note 10 — Other ope-
rating expenses. The balance at 31 December 2009 is expected to be utilised
in a period longer than one year. In the Management’s opinion, after taking
appropriate legal advice, the outcome of this legal claim will not give rise to
any specific loss beyond the amounts provided at 31 December 2009.

TERMINATION BENEFITS

The non-current portion of the provision for termination benefits relates
to the estimated amount of termination benefits in line with the collective
bargaining agreement, to which the employees are entitled at the end of their
employment (either upon retirement, termination or voluntary departure).
The present value calculation of these benefits is based on the number of
employees, average gross salary, number of years of service at the balance
sheet date and the discount rate of 5.65%.

SHORT-TERM EMPLOYEE BENEFITS

Short-term employee benefits comprise Management and Executive Directors’
bonuses and provision for unused vacation days of Group employees. The
provision is expected to be utilised in the first half of 2010.
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NOTE 31
BUSINESS COMBINATIONS

ACQUISITION OF SUBSIDIARIES IN 2009

On 31 July 2009, the Group acquired 51.20% of the share capital of the com-
pany Opresa d.d., Sarajevo, Bosnia and Herzegovina, a retailer operating on
several locations in Bosnia and Herzegovina. As of the acquisition date, the
acquired business contributed revenues of HRK 93,608 thousand and a loss
for the Group in the amount of HRK 7154 thousand. If the acquisition had
occurred on 1 January 2008, Group revenue would have been HRK 204,630
thousand, and the loss would have been HRK 7,312 thousand.
The consideration paid and goodwill on acquisition are as follows:

(IN THOUSANDS OF HRK)

Consideration paid for acquisition of subsidiaries 46,533
Fair value of net assets acquired (46,533)
Goodwill on acquisition -
Cash in subsidiaries acquired (1,316)
Net cash outflow on acquisition 45,217

Details of net assets acquired are as follows:

FAIR VALUE CARRYING AMOUNT

Cash and cash equivalents 1,316 1,316
Tangible assets 83,045 47,374
- Land and buildings 66,561 30,890
- Other tangible assets 16,484 16,484
Intangible assets 367 367

Non-current receivables 7>499 7>499
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Inventories 11,928 11,928
Trade receivables 14,211 14,211
Other receivables 6,433 6,433
Trade and other payables (23,368) (23,368)
Long-term liabilities (6,980) (6,980)
Deferred tax liabilities — by income tax rate (3,567) -
Fair value of net assets 90,884 58,779
Minority interests (48,8%) 44,350

Goodwill -

Total purchase consideration 46,533

Purchase consideration settled in cash 46,533
Cash and cash equivalents in

subsidiary acquired (1,316)
Cash outflow on acquisition 45,217

The fair value of acquired property, plant end equipment is provisional pen-
ding receipt of the final valuations for those acquired assets and liabilities.

ACQUISITION OF SUBSIDIARIES IN 2008

I. 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.o., Rovinj was acquired. The acquired companies
engage in tourist activities. From the acquisition date, the acquired companies
leased out to the parent company the assets comprising a hotel complex,
and realised income exclusively with the parent company in the amount of
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.
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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 ACQUIREES
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

1L

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¢a-

na. The stated companies engage in fish farming in sea fisheries. Through Cen-

mar d.d., 100% shares in Cenmar Export Import d.o.o., Cenmar Tkon d.o.0. and

Cenmar Kosara d.o.o were acquired. The shares acquired were as follows:
SHARE ACQUIRED IN %

Cenmar d.d. Zadar, Croatia 88.79
Cenmar Export Import d.o.o. Kali, Croatia 100.00
Cenmar Tkon d.o.0. Zadar, Croatia 100.00
Cenmar Kosara d.o.o. Zadar, Croatia 100.00
Marimirna d.d. Rovinj, Croatia 62.780
Bisage Nit d.o.o. Zadar, Croatia 100.00

Marikultura Istra d.o.o. Krnica, Croatia 100.00
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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:

FAIR CARRYING
(IN THOUSANDS OF HRK) VALUE AMOUNT
Intangible assets 1,333 1,333
Property and equipment 81,522 67,433
Receivables 28,996 28,996
Inventories 80,615 75,341
Cash 279 279
Trade and other payables (99,776) (99,776)
Net assets 92,969 73,606
Minority interests (14,843)
Net assets acquired 78,126

The total consideration paid and goodwill on acquisition of subsidiaries in
2008 are as follows:

(IN THOUSANDS OF HRK)

Consideration paid for acquisition of subsidiaries 160,605
Net assets acquired (113,654)
Goodwill on acquisition (Note 17) 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 fair value of assets acquired.
Goodwill primarily relates to the synergy as a result of improved conditions
of sale and reduced costs.

III. 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.
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NOTE 32
CASH GENERATED FROM OPERATIONS

(IN THOUSANDS OF HRK) 2009 2008
Profit before tax for the year 640,836 674,316
Depreciation (Note 15, 16, 17) 241,161 207,516
Share of profit of associates (14,798) -
Gains on sale of property, plant

and equipment 25,335 (4,049)
Property, plant and equipment

and intangible assets written off - 15,119

Fair value (losses)/gains (including

profit on disposal) on financial assets

at fair value through profit and loss 21,186 211,617
Dividends received (3,234) (7,317)

Movements in working capital:

- Movements in provisions 45,330 24,895
- Movements in trade receivable 44,853 26,052
. Movements in other current assets 387,271 (496,522)
- Movements in inventories (946) (223,430)
- Movements in trade and other payables (190,633) 265,225
- Other 2,046 275

Cash generated from operations 1,198,407 693,697
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NOTE 33
CONTINGENT LIABILITIES AND UNCERTAIN EVENTS

LEGAL PROCEEDINGS

In line with the Law on Privatisation, during the privatisation process of a tou-
rist sector company, title was recognised over land built upon and a minor part
ofland 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 performance 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 owner-
ship 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 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 34
COMMITMENTS

Costs for the purchase of tangible fixed assts agreed with suppliers as at ba-
lance sheet date amount to HRK 27,183 thousand (2008: HRK 11,420 thousand),
and have not yet been realised or recognised in the balance sheet as at 31
December 2009 and 2008.

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

(IN THOUSANDS OF HRK) 2009 2008
No later than 1 year 1,601 404
Later than 1 year and no later than 5 years 6,404 1,616
Over 5 years 3,200 2,020

11,205 4,040
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NOTE 35
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:

I. ASSOCIATES
Sales of products

(IN THOUSANDS OF HRK) 2009 2008
Tisak d.d., Croatia 291,180 331,841
Veletabak, Serbia 354,550 161,170

645,730 493,011

Sales of products to associates are carried out using the current price list for
unrelated parties.

Receivables and payables at balance sheet date

(IN THOUSANDS OF HRK) 2009 2008

Receivables

Tisak d.d., Croatia 61,139 61,695

Veletabak, Serbia 62,243 45,302
123,782 106,997

Payables to Veletabak, Serbia 2,102 3,004

II. KEY MANAGEMENT COMPENSATION

(IN THOUSANDS OF HRK) 2009 2008
Salaries and other short-term benefits 100,474 98,924
100,474 98,924

In 2009, Management comprises 112 persons (2008: 108).
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