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ission
Ensure the development of all strategic business
units, keeping in mind employee and end-user
satisfaction in a way that guarantees the increase
of the values of the share capital, and in accordance
with the interests of the community where
Adris grupa operates.

)
ision
Be aregional leader in all business aspects, based on

tradition, company potential and an innovative
and dynamic market approach.
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Dear Shareholders,

A manner of reporting on companies operations chan-
ges in time. Public joint stock companies are a subject
of increasing interest, not only from owners/investors,
potential investors and tax collectors but also other
participants in the business scene such as employees,
suppliers, customers, consumers and various institu-
tions of the local and wider community. Some coun-
tries have announced introduction of mandatory re-
ports onsocially responsible behavior of public compa-
nies, in addition to market, production, financial and
other operational indicators. Based on experience to
date, in this respect, too, Adris grupa will stand in the
forefront in Croatia.

Over time, the structure of owners/investors has
changed and will continue to change, which is also
the case with our company. It is entirely normal that
individual investors and potential investors analyze
the company in their own way and that they are en-
tering or leaving the ownership structure based upon
published business results and their own analyses. I
believe that the presented company results and their
elaboration in this report, particularly anticipated
growth in value of capital generated by Adris grupa,
have confirmed expectations of such investors.

Spectacular or large organic growth in sales or reve-
nues is objectively impossible in tobacco division to-
day. In the developed markets, total consumption of
tobacco products is declining or, in the best case, stag-
nating. Growth in global consumption has been bare-
ly noticeable. Therefore, organic growth can only be
achieved at the expense of other companies and sig-
nificant sales growth only through acquisitions.

In the tourism operations of Adris grupa, complete
transformation in quality of accommodation capaci-
ties as well as in quality and structure of their offer is
in progress. Growth in overall tourism and hotel op-
erations at a level exceeding present relatively high
European and world trends will only be possible af-
ter completion of the ongoing investment cycle. De-
spite currently poor results which are due to the re-
structuring of the Group, investors have recognized
the soundness of the concept and development strat-
egy of the company Maistra, whose shares have tri-
pled in value on the capital market.

In the international cigarette industry a large and prob-
ably, in terms of value, the last wave of takeovers is cur-
rently in progress, which will be followed by numerous

additional production and operational consolidations.

As a result of these takeovers, it is very likely that in-
stead of the current six multinational and internation-
al companies, only four multinationals will remain in
and dominate the European scene. Concentrations and
takeovers occurred in the United States, too. It is inter-
esting that for the first time a European company took
over an American company. Value of major takeovers
amounts to over 20 billion dollars.

In our estimation, after all these previous and recent
concentrations, the remaining multinational compa-
nies will achieve even greater economies of scale and
an additional opportunity to maintain profitability at
the current level. However, the remaining small, effi-
cient and flexible companies, such as TDR, will be able
to retain their market positions with suitable strate-
gies and even strengthen their presence by entering
previously inaccessible markets.

In earlier reports we emphasized that Adris could be
and should have been engaged in new activities, ei-
ther within the framework of privatization in Croatia
or in greenfield investment, again in Croatia. Unfor-
tunately, Adris did not have any opportunity for such
investment during this reporting period, whereas, as
we stated, the developed business world and even the
transitional countries around us are primarily occu-
pied with mergers and other aspects of investment, in
both tourism and tobacco industries.

However, our position is that Adris should first invest
in Croatia. It is true that Croatia requires enormous in-
vestments because it must double and even triple its
GDP in order to catch up with the countries of the Eu-
ropean Union. In Croatia, there is a great need for in-
vestment in energetics, financial sector, agriculture
and food production, as well as in many sectors of in-
dustry and infrastructure. Therefore, we in Adris gru-
pa shall responsibly and patiently continue to analyze
the situation and take every opportunity for long-term
and significant growth and development of Adris gru-
pa, and thereby of the Croatian economy. We shall not
rush into projects that would satisfy merely short-run
interests of some of our current owners/investors.

The Company’s business results presented in the con-
tinuation of this report may leave the impression that
growth in Adris grupa is at a standstill. However, such
impression is incorrect. The internal development of
the system, in respect of strengthening business po-
tential, is more difficult to define and difficult to steer,
but must not be ignored. Growth for growth’s sake,

which can be easily measured according to the estab-
lished quantitative criteria, cannot and must not be
the only goal. During the past year as well, we have in-
tensively created and improved the foundations for
growth and development of the Group under condi-
tions of increasingly powerful globalization, immi-
nentjoining of our economy with the European Union,
and increasingly competitive dynamics on both tour-
ism and tobacco markets. Reorganization and restruc-
turing processes have been completed. The main stra-
tegic units of Adris, Tourism and Tobacco, have final-
ly been clearly profiled. The formation and function-
ing of these strategic units and of Adris d.d., as a hold-
ing company, are also evident from our past year’s re-
sults. Two new modern plants, TDR and Istragrafika,
have been opened. Tourism facilities in Rovinj (the is-
land of Sveti Andrija and Hotel Eden) and Vrsar (the
Belvedere and Blesicka tourism complexes) have been
renovated and repositioned. Extensive preparations
have been completed for all-year-round operations
in selected tourism facilities of Maistra. TDR’s brand
portfolio has acquired a modern and suitable form of
targeting the competitive environment. Several ad-
ditional innovations and extensions are being devel-
oped in the high-priced segment and in the value-for-
money (V/M) consumer segment.

Despite unfavorable business environment in the cig-
arette industry, TDR is recording over five percent or-
ganic growth in sales volume, which nearly compen-
sates for its withdrawal from the licensed production.

Service companies have been established in the tour-
ism division and at Adris. The justification for found-
ing our service company Abilia d.o.o. has already been
demonstrated during the first year of its operations

as it has improved real estate management efficiency
in all of Adris’ companies. Implementation of invest-
ment plans and decisions is more rationalized and ef-
ficient. Former production localities are being pre-
pared to serve new purposes.

Dear Shareholders, we are entering the 135™ year of
uninterrupted operations of the Company whose cur-
rent name and legal successor is Adris grupa d.d. To-
day, economic globalization is not only ante portas but
also our everyday business life. Nonetheless, despite
this fact, we view the future of our company with
confidence and optimism. It has two well-established
core activities, positive orientation and, most impor-
tantly, young and educated workforce.

/h/vaaéw v

Ante Vlahovi¢, M.s.
President of the Management Board
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Adris Performance Results for 2006

Operations of Adris grupa in 2006 were character-
ized, on the one hand, by outside influences that deter-
mined operating conditions, and on the other hand, by
business plans and breakthroughs of the Group itself.
Despite somewhat aggravating macroeconomic con-
ditions, Adris’ 2006 operations were marked by con-
tinued growth in operational activities of the Compa-
ny. Such growth was achieved primarily through invest-
ments in strategic projects and programs but also owing
to high quality and efficient work of all the employees.

ADRIS GRUPA — THE LEADING INVESTOR IN CROATIA

Fiscal Year 2006 was marked by several important

breakthroughs that enabled Adris grupa to remain

among most significant Croatian companies. Simul-
taneously, it became the leading investor in Croatia.
This statement is best supported by the fact that two

member companies of Adris grupa completed two ex-
ceptionally important investment projects during the

past fiscal year: TDR completed construction of and

started production in its new cigarette plant and Is-
tragrafika completed construction of the plant for pro-
duction of cardboard packaging. Total investment in

the two plants is valued at one billion kunas. Techno-
logically speaking, these plants are at highest level in

their industries, which is a prerequisite for achieving
even more competitive production and successful op-
erations during the next period. At the same time, Fis-
cal Year 2006 was marked by continued investment in

tourism activities as a part of the planned five-year in-
vestment cycle with average annual investments ex-
ceeding 400 million kunas, in order to create tourism

offers that will guarantee development of the destina-
tion according to the prevailing criteria on the world

tourism market. Moreover, these investments will

create the prerequisites for a large number of new and

quality job openings, contributing so to the local com-
munity and the Croatian economy as a whole.

CONSOLIDATED INCOME STATEMENT

It is precisely this segment of the preservation of ex-
isting jobs and the creation of new jobs, including in-
vestment into modern production and expansion of
operations, together with the economic significance,
that is demonstrating Adris’ social responsibility. This
is undoubtedly most clearly expressed by the figure of
three thousand jobs at Adris grupa and another two
thousand sub-contractors in Podravina and Slavonia,
who are economically dependent on Adris grupa. For
many Croatian companies, business cooperation with
Adris means continued technical and technological ad-
vances, which can improve also their market positions.

The financial indices of 2006 performance, i.e. turn-
over of 6.1 billion kunas, clearly illustrate commercial
importance of Adris grupa and its economic and over-
allimpact on both the localities in which the company
operates and the Croatian economy as a whole.

THE BASIC CHARACTERISTICS OF FISCAL YEAR 2006

The two basic characteristics of Adris’ operations dur-
ing Year 2006 are completion of the restructuring pro-
cess in the Tobacco Business Unit and continuation of
strong investment cycle in the Tourism Business Unit
of the Group.

The Tobacco Division of Adris grupa completed the
construction of and began production at the two new
plants located in Kanfanar. This one-billion-kuna-
worth investment has been the largest investment
ever made in any production plant in Croatia, and cer-
tainly the largest greenfield investment. Concurrent-
ly with completion of the construction, preparations
to consolidate production at a single location were
made. The new plants of incomparably higher pro-
duction capacity have necessitated a more demand-
ing approach to marketing and sales activities on the
domestic and foreign markets.

For the Tourism Strategic Business Unit, the Year
2006 was characterized by continued implementa-

(IN THOUSANDS OF HRK) 2004 2005 2006
TOTAL OPERATING REVENUES 2,666,448 2,674,277 2,686,286
Operating profit 863,592 585,374 558,508
PROFIT BEFORE TAXATION 964,161 622,475 770,848
Income tax expense 195,732 146,282 169,087
NET PROFIT FOR THE YEAR 768,429 476,193 601,761
Minority interest 15,781 -18,746 -9,820
NET PROFIT 752,648 494,939 611,581

tion of the Company policy of investment and intro-
duction of new and repositioned products onto the
market. Major investments planned for the Tourism
Division require further significant expenditures for
completion of the reorganization, partial write-offs
and revaluation adjustment of assets that are no lon-
ger serviceable.

For 2006, Adris grupa generated gross revenues in
the amount of 2.96 billion kunas, which represents a
5% growth. Operating revenue amounted to 2.69 bil-
lion kunas, 1.56 billion kunas of which was accounted
for by domestic sales. Foreign sales revenues amount-
ed to 971 million kunas, while the operating revenues
are at the last year’s level. In the same reporting peri-
od the realized EBITDA amounted to 708 million ku-

Business Revenues (IN HRK 000’S)

2,666,448 2,674,277 2,686,286

1

2004 2005 2006

for the Financial Year Jan 1 to Dec 31

Assets (IN HRK 000’S)

4,867,513 5,570,502 6,751,874

111

2004 2005 2006

for the Financial Year Jan 1 to Dec 31

nas, which is a 1% increase on the previous year. Prof-
it before taxation for 2006 amounts to 771 million ku-
nas and net profit 602 million kunas.

ITEMS AFFECTING COMPARABILITY

It can be undoubtedly said that Year 2006 was char-
acterized by two basic processes, i.e. the completion of
the restructuring process of Adris” Tobacco Business
Unit and continued intensive investment and cre-
ation of new offers in Tourism Business Unit.

Total costs of restructuring, including reserves, am-
ounted to 146 million kunas for Year 2006.

In Tobacco sBU, restructuring costs amounted to 28
million kunas, most of which were caused by the com-

Turnover* (IN HRK 000°S)

5,889,226 6,323,757 6,076,868

11

2004 2005 2006

for the Financial Year Jan 1 to Dec 31
* including Excise Duty and vAT

Capital (IN HRK 000’S)

4,010,917 4,428,710 4,944,993

11

2004 2005 2006

for the Financial Year Jan 1 to Dec 31
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Domestic Sales (in sticks)

6,820,607,180  6,524,802,430  7,010,334,465

111

2004 2005 2006

for the Financial Year Jan 1 to Dec 31

Foreign Sales (in sticks)

7,186,538,800  7,071,690,400  7,279,361,760

i

2004 2005 2006

for the Financial Year Jan 1 to Dec 31

Total Sales (in sticks), own brands

14,007,145,980 13,596,492,830 14,289,696,225

11

2004 2005 2006

for the Financial Year Jan 1 to Dec 31

pletion of the process of relocating the Rovinj and Za-
greb production plants to the new plant in Kanfanar.
Relocation of the company Istragrafika d.d. in the year
2006 also resulted in one-off relocation costs.

The restructuring costs in Tourism SBU amount-
ed to 116.5 million kunas and were primarily a conse-
quence of the value adjustment and one-time write-
offs of properties no longer serviceable which will be
replaced with new ones.

Out of a total of 146 million kunas of the cited costs, a
half refers to value adjustments and write-off of prop-
erties which will not result in future cash outflow.

STRATEGIC BUSINESS UNITS (SBUS)

Adris’ operations are divided into two strategic business
units (SBUS): Tobacco sBuU and Tourism sBu. The strategic
business units operate independently utilizing, at the
same time, the strength of Adris grupa as a whole.

TOBACCO STRATEGIC BUSINESS UNIT
— NEW PLANTS IN KANFANAR

There are nine companies within Tobacco SBU: TDR
d.o.o.; Istragrafika d.d.; Hrvatski duhani d.d.; Rovi-
ta d.o.o., Sarajevo; Rovita d.o.o., Tuzla; Rovita d.o.o.,
Ljubljana; Rovita d.o.0., Belgrade; Rovita-Ronhill
d.o.o.e.l.,.Skopje and Rovita d.o.o., Pristina.

Tobacco sBU is comprised of a group of vertically
linked companies with TDR d.o.0. as a core company.
Operations of Tobacco SBU encompass activities from
the primary production of tobacco to retail support.
Practice has shown that flexibility and stability of the
entire chain are a direct consequence of the vertical
linkage of the Group’s Tobacco Division.

During the course of the year 2006, TDR complet-
ed the process of relocating the Rovinj and Zagreb
plants to the new plant located in Kanfanar. In late
March 2006, the first cigarettes for the market were
manufactured in the new plant. Experience gained at
the consolidated location in less than a year shows nu-
merous positive effects resulting from the instituted
changes, such as increased flexibility, improved utili-
zation of capacities, possibilities of introducing new
production programs and of further improvement.
Increased automation, particularly in the area of auto-
mated packing and palletizing, together with entire-
ly computerized monitoring of the working environ-
ment parameters have assured and will continue to
assure uniform and excellent quality of the products.
Over time, the logistics process and all the support-
ing activities will become more effective, which will

enable additional savings in operations. In addition to
the guaranteed quality improvement and positive ef-
fects of economies of scale, it is necessary to empha-
size that a series of quality changes have been made
at the new production plants in respect of safety of
workers and environmental protection. It can be sure-
ly said that TDR already entered the European Union
with the new plant, prior to Croatia’s formal accession,
by meeting all the rigorous standards regarding pro-
duction and environmental protection.

At the same time, the relocation of the manufactur-
ing plants from the headquarters in Rovinj and Zagreb
opens new opportunities to create and initiate devel-
opment programs at these locations. As a responsible
owner, Adris grupa has actively begun to assess opera-
tional possibilities for utilizing the locations in Rovinj
and Zagreb. All of this is related to the fact that, in addi-
tion to social sensitivity, Adris grupa is also concerned
with optimum utilization of all available resources,
which it is undoubtedly entitled and obligated to.

In the year 2006, the company Istragrafika relocat-
ed to the new premises in Kanfanar, completing so
the business cycle within Tobacco BU in a single loca-
tion. Positive operating effects on Istragrafika are simi-
lar to those on TDR: increased capacities, improvement
in quality of the logistics process flow, the possibility of
entering more demanding market segments, increased
production flexibility, improved quality and product
uniformity, as well as improved safety for the workers,
assets and processes. With production in the new plant,
Istragrafika completely complies with all most rigorous
rules and regulations in force in the European Union.

INCREASED GROWTH IN COMPANY’S BRANDS
In December 2005, the license contract for produc-
tion, sales and distribution of Marlboro cigarettes be-

tween TDR and the company Philip Morris Interna-
tional was terminated. TDR responded to business and

INCOME STATEMENT — TOBACCO STRATEGIC BUSINESS UNIT

market challenges with what is considered the imper-
ative for every successful company, i.e. with growth.
Consequently, TDR has expanded its market activi-
ties to selected European markets, particularly to the
Czech Republic, and has also penetrated some mar-
kets outside of Europe, more precisely in the territo-
ry of Asia. We can state with full reason that Year 2006
was the first year in the new development cycle of TDR
as a pan-regional independent company.

The cycle of innovation begun in 2005 proved its full
justification in Year 2006. In Fiscal Year 2006, stabiliza-
tion of and growth in the leading brands were achieved
on the key markets where TDR’S products are pres-
ent. These are Ronhill and Walter Wolf in the medium-
priced segment, York in the low-priced segment and MC
in the v/M (value for money) segment. They have dem-
onstrated market strength when confronted with and
surrounded by strong international brands, which has
made it possible to retain and stabilize TDR’s existing
market shares on the most significant markets, in Croa-
tia as well as in the Region. Within the framework of in-
novations made in the best known brand of the TDR fam-
ily — Ronhill - a slim extension was launched which re-
corded strong growth in the last year. One of the most
significant characteristics of the tobacco industry oper-
ations is a constant rise in excise taxes and constant nar-
rowing of taxation range among price segments. TDR re-
sponded by launching the brand Respect in the v/M seg-
ment on export markets. In the same innovation cycle,
a breakthrough was achieved in the premium segment
with the introduction of the Avangard brand, and its ex-
tensions added in 2006 to meet the requirements of the
increasing number of highly demanding consumers.

Implementation of the growth strategy in a high-
ly complex business environment requires constant
organizational and personnel upgrading. Therefore,
2006 was the year in which TDR significantly strength-
ened its marketing/sales team, as in Croatia so too in its
foreign branch offices.

(IN THOUSANDS OF HRK) 2004 2005 2006
TOTAL OPERATING REVENUES 2,083,055 2,025,073 1,989,643
Operating profit 794,195 674,924 631,857
PROFIT BEFORE TAXATION 887,526 661,934 633,671
Income tax expense 192,590 142,322 129,798
NET PROFIT FOR THE YEAR 694,936 519,612 503,873
Minority interest 2,908 -6,101 583
NET PROFIT 692,028 525,713 503,290
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In 2006 a several-year process of restructuring in
the company Hrvatski duhani was completed. Focus
on the core activity, rationalization of operations and
significant increase in sales brought positive operating
results to the company.

TOBACCO SBU — BUSINESS RESULTS

TDR’s total revenues for 2006 was 2.03 billion ku-
nas, or by 1.8% less than for 2005. Operating revenues
of 1.99 billion kunas are down 1.8% from the last year.
Operating profit amounts to 632 million kunas.

In 2006 TDR recorded strong growth in sales of its
own brands on both domestic and foreign markets.
Total growth was 5%, and over 7% within the Region.
Trend of growth in popular cigarette brands contin-
ues on the Croatian and on export markets. Total sales
for 2006 amounted to 14.29 billion cigarettes, 51% of
which was realized on the export markets.

TOURISM SBU — NEW, IMPROVED
AND COMPETITIVE OFFER

Within Tourism sBU there are four companies: Adria
Resorts d.o.0., Maistra d.d., Rovinjturist d.d. and Jad-
ran trgovina d.o.o.

Total investments of 481 million kunas in Year 2006
are a part of an all-encompassing, well-defined and long-
term investment process which should be achieved
within the 2005-2009 period, valued at over two billion
kunas. Year 2006 was marked by continued implemen-
tation of the investment strategy, with the goal of reposi-
tioning the destination of Rovinj—Vrsar into a recogniz-
able and most desirable destination in the northern Adri-
atic. New and/or repositioned products have been intro-
duced into the tourism offer — the Istra and Eden hotels
and the Belvedere and Blesicka tourism complexes.

Investment also continued in Year 2007 with addi-
tional 315 million kunas. One of the results of contin-

INCOME STATEMENT — TOURISM STRATEGIC BUSINESS UNIT

ued investment is increased share of four-star accom-
modation units (hotels and communities), from 18
percent in Year 2005 to 44 percent in 2006. Creation
of offers of significantly higher quality is fully consis-
tent with the strategy for creating offers in the higher-
priced segment, while maintaining accommodation
capacities at the same level.

The investment process is only a part of the total
company’s policy, which is focused upon improving
the quality of services and expanding the total offer of
the destination, in order to achieve full investment ef-
fects. Within the framework of implementing devel-
opment plans and a high quality tourism offer, con-
tinuous work on personnel upgrading has a significant
role. Special attention is given to the systematic pro-
cess of hiring trainees and building our own manage-
rial resources. Furthermore, there is an ongoing focus
on improving the marketing processes, with emphasis
placed on development of distribution channels and
standardization of the product. During the past fiscal
year, changes in core activities continued, including
the reorganization of horticulture and maintenance.

In Year 2006, the company Abilia d.o.o. was estab-
lished, a real estate management and development
company, with a view to manage the existing proper-
ty more effectively.

Although the investment cycle in Tourism Division
of Adris grupa resulted in one-off and significant re-
structuring costs, the fact remains that Tourism sBU
continues to operate under favorable circumstanc-
es in consideration of continued growth in demand,
as illustrated by the fact that Croatia is still ranked
among the most desirable world tourism destinations.
Under conditions of growing demand, but also of in-
creasingly high quality offers, distinctiveness in rela-
tion to the competition represents a business imper-
ative, because distinctiveness and specific qualities of
the destination can certainly be a powerful motive for
guests to visit a certain destination, but also a motive

(IN THOUSANDS OF HRK) 2004 2005 2006
TOTAL OPERATING REVENUES 501,068 543,030 566,792
Operating profit 68,286 -86,607 -64,272
PROFIT BEFORE TAXATION 75,622 -89,039 -78,130
Income tax expense 3,142 -6,466 -1,717
NET PROFIT FOR THE YEAR 72,480 -82,574 -76,413
Minority interest -12,525 -14,378 -12,143
NET PROFIT 59,955 -68,195 -64,270

to visit it again. Precisely recognition and strengthen-
ing of the basic motives to visit the destination as well
as constant innovations in the offer enable creation of
effective business model. Such model that offers val-
ue for money for users, simultaneously develops com-
petitive capability and creates room for profitable and
sustainable growth of Adris’ Tourism Division.

TOURISM SBU — BUSINESS RESULTS

In Tourism Business Unit, total revenues amounted
to 579 million kunas, representing a 5% growth. The
figure of 2.62 million bednights recorded shows a 7%
decrease. The basic reason for this is the investment
cycle which caused a temporary decrease in fixed
structures capacity by 20 % or a loss of 240 thousand
bednights.

Despite decreased number of bednights, growth
in revenues was achieved due to increases in average
prices, with emphasis on the introduction of reposi-
tioned and new products onto the market during the
2005-2006 period. The 7% increase in RevPAR (Rev-
enue Per Available Room), one of the key indicators of
performance in the hotel industry, provides sufficient
illustration of the achieved operational progress.

Operating loss amounts to 64 million kunas which
is a consequence of continued high restructuring ex-
penses in the amount of 116.5 million kunas, most-
ly due to demolition of dilapidated structures, which
will be replaced with new properties and tourist fa-
cilities of higher quality. Loss after taxes amounted to
76.4 million kunas.

FINANCIAL INDICATORS OF ADRIS GRUPA

Cash flow from business activities for Year 2006
amounted to 689 million kunas and money generat-
ed by operations amounted to 858 million kunas.

Cash flow from investment activities for Year
2006 was up 13.4 % in comparison with 2005 and
amounted to 1.12 billion kunas.

Analysis of the investment structure in Year 2006
demonstrates that special emphasis is placed on invest-
ment in tangible assets. A portion of nearly 9oo million
kunas refers to investment in the Group’s Tobacco Di-
vision, i.e. the completion of the new plants in Kanfa-
nar. On the other hand, investments made in Tourism
sBU relate to creating new, comprehensive offers in sev-
eral price segments, including properties as well as in-
frastructure. A portion of free cash flow was invested in
various financial products, taking into account the op-
timum ratio between returns and liquidity.

Cash flow from financial activities amounted to
472 million kunas. The payment of dividends amount-
ed to 80.7 million kunas. The increased line of credit
of 568 million kunas was used for the purpose of man-
aging the working capital. The structure of investment
activities demonstrates that both strategic business
units are financed from its own resources.

Good liquidity and low debt continue to charac-
terize the operations of the Group. The liquidity co-
efficient, defined by the ratio of current assets to cur-
rent liabilities, continues to be high and amounts to
2.6 in 2006. The debt-service ratio of 0.2 indicates that
it would be possible to increase the use of financial le-
verage, i.e. the use of outside sources for financing fu-
ture business activities.

Adris grupa has only 19.9 million kunas of long term
borrowings, nearly all of which involve Rovinjturist
d.d. Within the structure of current liabilities, 50 %
i.e. 766 million kunas consists of short-term loans. In-
crease in short term borrowings is a consequence of
optimizing the returns on different financial products,
including optimum working capital management.

The equity of Adris grupa increased in Year 2006 to
4.94 billion kunas or 11.7 %. The return on equity (ROE)
was I3 percent.

Earnings per share amounted to 37.7 kunas, with
very intensive trading throughout the year on the Cro-
atian capital market. In December 2006, the stock capi-
tal of the Company was divided into 16,400,000 shares,
i.e. into 6,784,100 preferred shares with a face value of
10 kunas each and 9,615,900 common shares with a
face value of 10 kunas each. Thus, the shareholders ex-
changed each share with a face value of 100 kunas for
ten new shares with a face value of 10 kunas each.

Hrvoje Patajac, M.Sc.
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Independent auditor’s report

To the Shareholders of ADRIS GRUPA d.d.

We have audited the accompanying consolidated fi-
nancial statements of ADRIS GRUPA d.d. and its subsid-
iaries (the “Group”) which comprise the consolidat-
ed balance sheet as of 31 December 2006 and the con-
solidated income statement, consolidated statement
of changes in equity and consolidated cash flow state-
ment for the year then ended and a summary of signifi-
cant accounting policies and other explanatory notes.

MANAGEMENT’S RESPONSIBILITY FOR
THE FINANCIAL STATEMENTS

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

AUDITOR’S RESPONSIBILITY

Our responsibility is to express an opinion on these
consolidated financial statements based on our au-
dit. We conducted our audit in accordance with Inter-
national Standards on Auditing. Those Standards re-
quire that we comply with ethical requirements and
plan and perform the audit to obtain reasonable as-
surance whether the financial statements are free
from material misstatement.

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

We believe that the audit evidence we have ob-
tained is sufficient and appropriate to provide a basis
for our audit opinion.

OPINION

In our opinion, the accompanying consolidated finan-
cial statements present fairly, in all material respects,
the financial position of the Group as of 31 December
2006, and of'its financial performance and its cash flows
for the year then ended in accordance with Internation-
al Financial Reporting Standards.

PRICEWATERHOUSE(COPERS

PricewaterhouseCoopers d.o.o.
Zagreb, 23 March 2007

Tatjana Rukavina
President of the Management Board

Ranka Bunci¢
Certified auditor
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(IN THOUSANDS OF HRK) NOTE 2006 2005
Operating revenues 2,563,657 2,648,625
Other revenues 122,442 92,220
2,686,099 2,740,845
Operating expenses
Cost of materials and services 7 (1,236,950) (1,160,815)
Staff costs 8 (448,610) (502,206)
Depreciation and amortisation 15,16 (149,465) (116,253)
Impairment of tangible assets 15 (42,036) (100,100)
Other operating expenses 9 (135,139) (196,587)
(2,012,200) (2,075,961)
Other gains/(losses) net 10 120,367 (36,052)
Operating profit 794,266 628,832
Finance costs 11 (23,418) (6,357)
Profit before taxation 770,848 622,475
Income tax expense 12 (169,087) (146,282)
Net profit for the year 601,761 476,193
Net profit attributable to:
The Company’s shareholders 611,581 494,939
Minority interest (9,820) (18,746)
601,761 476,193
Basic/diluted earnings per share attributable
to the Company’s shareholders (in HRK) 13 37.70 30.47

These consolidated financial statements set out on pages 2 to 40 were approved by the Management Board of the

Company on 23 March 2007.

President of the Management Board
Ante Vlahovié, M. Sc.

3I DECEMBER

(IN THOUSANDS OF HRK) NOTE 2006 2005
ASSETS
Non-current assets
Property, plant and equipment 15 2.849.137 2.213.907
Intangible assets 16 63.929 64.833
Investments in associates 17 87.923 61.723
Available for sale investments 18 13.570 13.590
Trade and other receivables 19 14.443 6.842
Deferred tax assets 20 22.438 29.479
3.051.440 2.390.374
Current assets
Inventories 21 478.125 470.037
Non-current assets held for sale 22 55.919 —
Trade and other receivables 19 462.883 351.431
Deposits 23 1.845.281 1.615.663
Financial assets at fair value through profit or loss 24 767.205 693.301
Cash and cash equivalents 91.021 49.696
3.700.434 3.180.128
Total assets 6.751.874 5.570.502
EQUITY AND LIABILITIES
Capital and reserves
Share capital 164.000 164.000
Share premium 16.922 16.922
Treasury shares (38.570) (26.156)
Legal reserves 12.448 12.448
Other reserves 4.046.544 3.490.320
Retained earnings 743.649 771.176
25 4.944.993 4.428.710
Minority interest 218.361 228.181
Total equity 5.163.354 4.656.891
LIABILITIES
Non-—current liabilities
Borrowings 26 19.919 22.879
Provisions 28 37.850 39.990
57.769 62.869
Current liabilities
Trade and other payables 27 553.619 462.599
Current income tax payable 59.142 34.504
Borrowings 26 766.033 197.700
Provisions 28 151.957 155.939
1.530.751 850.742
Total liabilities 1.588.520 913.611
Total equity and liabilities 6.751.874 5.570.502
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EQUITY ATTRIBUTABLE TO THE COMPANY’S SHAREHOLDERS EQUITY ATTRIBUTABLE TO THE COMPANY’S SHAREHOLDERS MINORITY INTEREST TOTAL EQUITY
SHARE SHARE TREASURY LEGAL RETAINED

(IN THOUSANDS OF HRK) NOTE CAPITAL PREMIUM SHARES RESERVES RESERVES EARNINGS
Balance at 31 December 2004 164.000 16.922 (26.156) 12.448 2.722.143 1.121.560 241.029 4.251.946
Foreign exchange differences — — — — (2.990) (356) — (3.346)
Net income/(expense) recognised directly in equity — — — — (2.990) (356) — (3.346)
Profit for 2005 — — — — — 494.939 (18.746) 476.193
Total recognised income for 2005 — — — — (2.990) 494,583 (18.746) 472.847
Allocation of prior year’s profit 25/iii/ — — — — 771.167 (771.167) — —
Dividends declared 25/iv/ — — — — — (73.800) — (73.800)
Minority interest arising on business combination — — — — — — 5.898 5.898
Balance at 31 December 2005 164.000 16.922 (26.156) 12.448 3.490.320 771.176 228.181 4.656.891
Foreign exchange differences — — — — (884) — — (884)
Net income/(expense) recognised directly in equity — — — — (884) — — (884)
Profit for 2006 — — — — — 611.581 (9.820) 601.761
Total recognised income for 2006 — — — — (884) 611.581 (9.820) 600.877
Allocation of prior year’s profit 25/iii/ — — — — 557.108 (557.108) — —
Dividends declared 25/iv/ — — — — — (82.000) — (82.000)
Purchase of treasury shares 25/ii/ — — (12.414) — — — — (12.414)
Balance at 31 December 2006 164.000 16.922 (38.570) 12.448 4.046.544 743.649 218.361 5.163.354
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(IN THOUSANDS OF HRK) NOTE 2006 2005

Cash flows from operating activities:

Cash generated from operations 29 858.287 1.088.382

Taxes paid (144.449) (179.509)

Interest paid (24.387) (6.407)

Cash flows from operating activities 689.451 902.466
Cash flows from investing activities:

Purchase of share in associate 17 (26.200) —
Cash used for acquisition of subsidiary — (29.744)

Collection of/investment in deposits and bonds (39.324) 40.072

Investment in securities and interests (155.098) (104.482)

Purchase of tangible and intangible assets 15,16 (915.691) (895.801)

Loans given 8.144 —
Dividend received 10 7.719 2.134

Cash flows from investing activities (1.120.450) (987.821)

Cash flows from financing activities:

Dividends paid (80.727) (72.846)

Purchase of treasury shares 25/ii/ (12.414) —
Repayment of non—current borrowings (2.792) (2.421)

Proceeds from short-term borrowings 568.257 165.569

Cash flows from financing activities 472.324 90.302

Net increase in cash and cash equivalents 41.325 4.947
Cash and cash equivalents at beginning of year 49.696 44.749
Cash and cash equivalents at end of year 91.021 49.696

Note1—

General Information

Adris grupa Rovinj (the Group) consists of the Parent company Adris grupa d.d., Rovinj (the Company) and the

subsidiaries listed below. The Parent company is registered in Rovinj, Obala Vladimira Nazora 1, Croatia, for tobac-
co manufacturing and processing and trade of tobacco products. In addition, the Group also performs tourism and
trade activities through a number of its subsidiaries.

As at 31 December 2006, the Company’s shares were listed on the public joint stock company listing on the Zagreb
Stock Exchange. Adris grupa d.d. owns several companies comprising the Adris group (the Group).

NAME OF SUBSIDIARY — DIRECT OWNERSHIP

INDIRECT OWNERSHIP IN SUBSIDIARIES

OF ADRIS GRUPA D.D. ROVIN] HOLDING IN % TDR % MAISTRA %  ADRIA RESORTS %
TDR d.0.0., Rovinj, Croatia 100

Tvornica duhana Zagreb d.d., Croatia 96,12

Hrvatski duhani d.d. Virovitica, Croatia 85,97

Duhan d.d., Rijeka, Croatia 77,50

Istragrafika d.d., Rovinj, Croatia 96,32

Dugraf d.o.o., Rovinj, Croatia 100

Abilia d.o.0., Rovinj, Croatia 100

Rovita d.o.o. Rovinj, Croatia 100

Rovita Vaduz, Liechtenstein 100

Rovita d.o.o.,Ljubljana, Slovenia 100

Rovita d.o.o.,Tuzla, Bosnia and Herzegovina 100

Rovita d.o.o.,Sarajevo, Bosnia and Herzegovina 100

Rovita d.o.o.,Beograd, Serbia 100

Rovita—Ronhill d.o.o.e.l.,Skopje, Macedonia 100

Rovita d.o.o., Pristina, Kosovo 100

Ronhill d.o.o., Kanfanar, Croatia 100

Adria Resorts d.o0.0.,, Rovinj, Croatia 100

Maistra d.d., Rovinj, Croatia 83,92
Rovinjturist d.d., Rovinj, Croatia 85,58
Jadran trgovina d.o.o., Rovinj, Croatia 100
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Note 2 — Summary of Significant

Accounting Policies

The principal accounting policies adopted in the prep-
aration of these consolidated financial statements are

set out below. These policies have been consistently ap-
plied to all the years presented, unless otherwise stated.

2.1 BASIS OF PREPARATION

The consolidated financial statements of the Group
have been prepared in accordance with International
Financial Reporting Standards (1Frs) under the histor-
ical cost convention, as modified by the revaluation of
financial assets at fair value through profit or loss and
financial assets available for sale.

The preparation of financial statements in conformi-
ty with 1FRs requires the use of certain critical account-
ing estimates. It also requires management to exercise
its judgement in the process of applying the Group’s
accounting policies. The areas involving a higher de-
gree of judgement or complexity, or areas where as-
sumptions and estimates are significant to the finan-
cial statements, are disclosed in Note 4.

(a) Standards early adopted by the Group
No standards were early adopted by the Group.

(b) Standards, amendments and interpretations effective
in 2006 but not relevant

The following standards, amendments and interpre-

tations are mandatory for accounting periods begin-

ning on or after 1 January 2006 but are not relevant to

the Group’s operations:

1as 19 (Amendment), Employee Benefits

1As 39 (Amendment), The Fair Value Option

1AS 39 (Amendment), Cashflow Hedge Accounting

of Forecast Intragroup Transactions

1As 39 and IFRS 4 (Amendment), Financial Guaran-

tee Contracts

IFRS I (Amendment), First-Time Adoption of Inter-

national Financial Reporting Standards and IFRs 6

(Amendment), Exploration for and Evaluation of

Mineral Resources

IFRIC 4, Determining whether an Arrangement con-

tains a Lease

IFRIC 5, Rights to interest arising from Decommis-

sioning, Restoration and Environmental Rehabilita-

tion Funds

IFRIC 6, Liabilities arising from Participating in a Specific

Market—Waste Electrical and Electronic Equipment.

(c) Standards and interpretations to existing standards
that are not yet effective and have not been early ad-
opted by the Group

The following standards, amendments and interpreta-
tionstoexisting standards are mandatory for the Group’s
accounting period beginning on or after the effective
date but have not been early adopted by the Group:

« IFRS 7, Financial Instruments: Disclosures and the com-
plementary Amendment to 1As 1, Presentation of Fi-
nancial Statements — Capital Disclosures (effective
from 1 January 2007). 1FRs 7 introduces new disclo-
sures to improve the information about financial
statements. It requires the disclosure of qualita-
tive and quantitative information about exposure
to risks arising from financial instruments, includ-
ing specified minimum disclosures about credit risk,
liquidity risk and market risk, including sensitivi-
ty analysis to market risk. It replaces disclosure re-
quirements in 1as 32, Financial Instruments: Disclo-
sure and Presentation. The Company will apply 1Frs
7 beginning 1January 2007. The amendment to 1As 1
introduces disclosures about the level of an entity’s
capital and how it manages capital. The Company is
currently assessing what impact the new 1Frs and
the amendment to 1as 1 will have on disclosures in
its financial statements.

IFRS 8, Business segments (effective from I January
2009). TFRS 8 replaces 1as 14 and adjusts segment
reporting to internal reporting procedures of each
entity. The Group assessed the impact of 1Frs 8, and
concluded that segment reporting will be summa-
rised and focused on the income statement. The

Group will apply 1FRrs 8 for annual periods after 1
January 2008.

(d) Interpretations to existing standards that are not yet ef-

fective and are not relevant to the Group’s operations

The following interpretations to existing standards

are mandatory for the Group’s accounting period be-

ginning on or after the effective date, but are not rele-
vant to the Group’s operations:

IFRIC 7, Applying the Restatement Approach under 1as

29 Financial Reporting in Hyperinflationary Econo-

mies (effective from 1 March 2006). IFRIC 7 is not rel-

evant as the Group does not operate in hyperinfla-
tionary environment.

IFRIC 8, Scope of IFRs 2 (effective from 1 May 2006).

IFRIC 8 is not relevant since the Group does not have

share-based payments.

« IFRIC 9, Reassessment of embedded derivatives (effec-
tive from I June 2006). IFRIC 9 is not relevant to the
Group’s operations because it does not have any
embedded derivatives.

IFRIC 10, Interim Financial Reporting and Impairment
(effective from 1 November 2006). IFRIC 10 is not rele-

vant to the Group’s operations because interim fi-
nancial reports are not produced.

IFRIC I, IFRS 2 — Group and Treasury share transactions
(effective from 1 March 2007). IFRIC 11 is not relevant
since the Group does not have payment arrange-
ments involving its” own equity instruments (or eq-
uity instruments of other Group entities).

IFRIC 12, Service Concession Arrangements (effective for
annual periods beginning on or after 1 January 2008).
IFRIC 12 is not relevant since the Group is not an op-
erator of a public-to—private service concession ar-
rangement.

2.2 CONSOLIDATION

(a) Subsidiaries

Subsidiaries are all entities over which the Group has
the power to govern the financial and operating poli-
cies generally accompanying a shareholding of more
than one half of the voting rights. The existence and
effect of potential voting rights that are currently ex-
ercisable or convertible are considered when assess-
ing whether the Group controls another entity. Sub-
sidiaries are fully consolidated from the date on which
control is transferred to the Group. They are de-con-
solidated 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 as-
sets given, equity instruments issued and liabilities in-
curred or assumed at the date of exchange, plus costs
directly attributable to the acquisition. Identifiable as-
sets acquired and liabilities and contingent liabilities as-
sumed in a business combination are measured initially
at their fair values at the acquisition date, irrespective of
the extent of any minority interest. The excess of the cost
of acquisition over the fair value of the Group’s share of
the identifiable net assets acquired is recorded as good-
will. If the cost of acquisition is less than the fair value of
the net assets of the subsidiary acquired, the difference
isrecognised directly in the income statement.

Inter-company transactions, balances and unreal-
ised gains on transactions 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 parties external

to the Group. Disposals to minority interests result in
gains and losses for the Group that are recorded in the
income statement. Purchases from minority interests
result in goodwill, being the difference between any
consideration paid and the relevant share acquired of
the carrying value of net assets of the subsidiary.

(c) Associates

Associates are all entities over which the Group has sig-
nificant influence but not control, generally accompa-
nying 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 in-
itially 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 movements in re-
serves is recognised in reserves. The cumulative post—
acquisition movements are adjusted against the car-
rying amount of the investment. When the Group’s
share of losses in an associate equals or exceeds its in-
terest in the associate, including any other unsecured
receivables, the Group does not recognise further
losses, unless it has incurred obligations or made pay-
ments 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 pol-
icies adopted by the Group.

2.3 SEGMENT REPORTING

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

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
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of the primary economic environment in which the
entity operates (‘the functional currency’). The con-
solidated financial statements are presented in Cro-
atian kuna (HRK), which is the Company’s functional
and presentation currency.

(b) Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rates prevail-
ing 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 ex-
change rates of monetary assets and liabilities deno-
minated in foreign currencies are recognised in the in-
come statement.

(c) Group companies

The results and financial position of all the Group enti-

ties that have a functional currency different from the

presentation currency are translated into the presen-
tation currency as follows:

(i) assets and liabilities for each balance sheet pre-
sented are translated at the closing rate at the date
of that balance sheet;

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

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

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

2.5 PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment is included in the bal-
ance sheet at historical cost less accumulated depreci-
ation. Historical cost includes expenditure that is di-
rectly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carry-
ing amount or recognised as a separate asset, as appro-
priate, only when it is probable that future econom-
ic benefits associated with the item will flow to the
Group and the cost of the item can be measured reli-
ably. 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 dispos-
al of the asset less the estimated cost of disposal, if the
asset were already of the age and in the condition ex-
pected at the end of'its useful life. The residual value of
an asset is nil if the Group expects to use the asset un-
til the end of its physical life. The assets’ residual val-
ues and useful lives are reviewed, and adjusted if ap-
propriate, at each balance sheet date.

An asset’s carrying amount is written down imme-
diately to its recoverable amount if the asset’s carrying
amount is greater than its estimated recoverable amount.

Gains and losses on disposals are determined by com-
paring proceeds with carrying amount. These are includ-
ed in line item other expenses in the income statement.

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. Am-
ortisation is calculated using the straight-line meth-
od to allocate the cost of trademarks and licences over
their estimated useful lives of 5 years.

2.7 IMPAIRMENT OF NON—FINANCIAL ASSETS

Assets that have an indefinite useful life are not sub-
ject to amortisation and are tested annually for im-
pairment. Assets that are subject to amortisation are
reviewed for impairment whenever events or chang-
esin circumstances indicate that the carrying amount
may not be recoverable. An impairment loss is rec-
ognised for the amount by which the asset’s carry-
ing amount exceeds its recoverable amount. The re-
coverable amount is the higher of an asset’s fair value
less costs to sell and value in use. For the purposes of

assessing impairment, assets are grouped at the lowest
levels for which there are separately identifiable cash
flows (cash-generating units). Non-financial assets
that suffered an impairment are reviewed for possible
reversal of the impairment at each reporting date.

2.8 FINANCIAL ASSETS

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

(a) Financial assets at fair value through profit or loss
Financial asset 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 classified as current assets.

Financial assets carried at fair value through profit
or loss are initially recognised at fair value and trans-
action costs are expensed in the income statement.

Gains or losses arising from changes in the fair value of
the ‘financial assets at fair value through profit or loss’ cat-
egory are presented in the income statement within the
line item ‘Other gains/(losses) net’ in the period in which
they arise. Dividend income from financial assets at fair
value through profit or loss is recognised within the same
income statement line item when dividend is received.

(b) Loans and receivables
Loans and receivables are non-derivative financial
assets with fixed or determinable payments that are
not quoted in an active market. They are included in
current assets, except for maturities greater than 12
months after the balance sheet date. These are classi-
fied as non—current assets.

Loans and receivables are carried at amortised cost
using the effective interest method. Impairment test-
ing of loans and receivables is described in Note 2.11.

(c) Available—for-sale financial assets
Available—for-sale financial assets are non—derivatives that
are either designated in this category or not classified in
any of the other categories. They are included in non—cur-
rent assets unless management intends to dispose of the
investment within 12 months of the balance sheet date.
Regular purchases and sales of financial assets are
recognised on trade date — the date on which the Group
commits to purchase or sell the asset. Investments are

initially recognised at fair value plus transaction costs for
all financial assets not carried at fair value through prof-
it or loss. 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 value of quoted investments is based on cur-
rent bid prices. If the market for a financial asset is not
active (and for unlisted securities), the Group establish-
es fair value by using valuation techniques. These in-
clude the use of recent arm’s length transactions and
references to other instruments that are substantially
the same, making maximum use of market inputs and
relying as little as possible on entity-specific inputs.

The Group assesses at each balance sheet date whe-
ther there is objective evidence that a financial asset or
a group of financial assets is impaired.

2.9 LEASES

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

2.10 INVENTORIES

Inventories of raw materials and spare parts are stated
at the lower of cost, determined using the weighted av-
erage method, or net realisable value. Net realisable val-
ue is the estimated selling price in the ordinary course
of business, less applicable variable selling expenses.

The cost of work-in—process and finished goods com-
prise raw materials, direct labour, other direct costs
and related production overheads.

Trade goods are carried at selling price less applica-
ble taxes and margins.

Small inventory and tools are expensed when put
into use.

2.11 TRADE AND LOAN RECEIVABLES

Trade receivable and loan receivables are initially rec-
ognised 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
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debtor, probability that the debtor will enter bankrupt-
cy, and default or delinquency in payments are consid-
ered 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 statement within other costs.

2.12 NON—CURRENT ASSETS CLAS-
SIFIED 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 following 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; (¢) the assets are actively marketed for a sale at a
reasonable price; (d) the sale is expected to occur with-
in one year and (e) it is unlikely that significant chang-
es 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 reclas-
sified or re-presented in the comparative balance sheet.

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

2.13 DEPOSITS

Deposits with banks have defined maturities. Depos-
its with the original maturity 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.

2.14 CASH AND CASH EQUIVALENTS
Cash and cash equivalents comprise cash in hand, de-
posits held at call with banks and other short-term
highly liquid instruments with original maturities of
three months or less.

2.15 SHARE CAPITAL

Ordinary shares are classified as equity. Incremental
costs directly attributable to the issue of new shares or

options are shown in equity as a deduction, net of tax,
from the proceeds.

Where the Company purchases its equity share cap-
ital (treasury shares), the consideration paid, including
any directly attributable incremental costs (net of in-
come 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 subse-
quently sold or reissued, any consideration received,
net of any directly attributable incremental transaction
costs and the related income tax effects, is included in
equity attributable to the Company’s equity holders.

2.16 BORROWINGS

Borrowings are recognised initially at fair value, net
of transaction costs incurred. Borrowings are subse-
quently stated at amortised cost; any difference be-
tween the proceeds (net of transaction costs) and the
redemption value is recognised in the income state-
ment over the period of the borrowings using the ef-
fective interest method.

Borrowings are classified as current liabilities un-
less the Group has an unconditional right to defer set-
tlement of the liability for at least 12 months after the
balance sheet date.

2.17 DEFERRED INCOME TAX

Deferred income tax is provided in full, using the liabil-
ity method, on temporary differences arising between
the tax bases of assets and liabilities and their carrying
amounts in the financial statements. However, the de-
ferred income tax is not accounted for if it arises from
initial recognition of an asset or liability in a transaction
other than a business combination that at the time of the
transaction affects neither accounting nor taxable prof-
it or loss. Deferred income tax is determined using tax
rates (and laws) that have been enacted or substantial-
ly enacted by the balance sheet date and are expected to
apply when the related deferred income tax asset is real-
ised or the deferred income tax liability is settled.
Deferred income tax assets are recognised to the extent
thatitis probable that future taxable profit will be available
against which the temporary differences can be utilised.

2.18 EMPLOYEE BENEFITS

(a) Pension obligations and post-employment benefits

In the normal course of business through salary deduc-
tions, the Group makes payments to mandatory pen-
sion funds on behalf of its employees as required by

law. All contributions made to the mandatory pension
funds are recorded as salary expense when incurred.
The Group does not have any other pension scheme and
consequently, has no other obligations in respect of em-
ployee pensions. In addition, the Group is not obliged to
provide any other post-employment benefits.

(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 redun-
dancy in exchange for these benefits. The Group recognis-
es termination benefits when it is demonstrably commit-
ted to either: terminating the employment of current em-
ployees according to a detailed formal plan without possi-
bility of withdrawal; or providing termination benefits as
a result of an offer made to encourage voluntary redun-
dancy. Benefits falling due more than 12 months after the
balance sheet date are discounted to present value.

(c) Long—term employee benefits

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

(d) 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 com-
pensated absences based on unused vacation days at
the balance sheet date.

2.19 PROVISIONS

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

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

2.20 REVENUE RECOGNITION

Revenue comprises the fair value of the consideration
received or receivable for the sale of goods and services

in the ordinary course of the Group’s activities. Rev-
enue is shown, net of value-added tax, excise tax, re-
turns, rebates and discounts and after eliminated sales
within the Group.

The Group recognises revenue when the amount of
revenue can be reliably measured, it is probable that
future economic benefits will flow to the entity and
specific criteria have been met for each of the Group’s
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
tothe customerand either of the following has occurred:
the customer has accepted the products in accordance
with the contract or the Group has objective evidence
that all criteria for acceptance has 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 experi-
ence is used to estimate the discounts and returns. No
element of financing 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 serv-
ices is generally recognised in the period the servic-
es 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 rev-
enue includes credit card fees payable for the transac-
tion. Such fees are included in other expenses.

(d) Interest income

Interest income is recognised on a time-proportion
basis using the effective interest method. When a re-
ceivable is impaired, the Group reduces the carrying
amount to its recoverable amount, being the estimat-
ed future cash flow discounted at original effective in-
terest rate of the instrument, and continues unwinding
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the discount as interest income. Interest income on
impaired loans is recognised using the original effec-
tive interest rate.

(e) Dividend income
Dividend income is recognised when received.

2.21 DIVIDEND DISTRIBUTION

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

2.22 VALUE ADDED TAX

The Tax Authorities require the settlement of vaT on
a net basis. var related to sales and purchases is recog-
nised and disclosed in the balance sheet on a net basis.
Where a provision has been made for impairment of
receivables, impairment loss is recorded for the gross
amount of the debtor, including vAr.

2.23 MUTUAL CANCELLATIONS AND OTH-
ER NON—CASH SETTLEMENTS

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

Note 3 —

Financial Risk Management

3.1 FINANCIAL RISK FACTORS

The Group’s activities expose it to a variety of finan-
cial risks: foreign exchange risk, credit risk, liquidity
risk and cash flow interest rate risk. The Group does
not have a written risk management programme, but
overall risk management in respect of these risks is
carried out by the Group’s Finance department.

(a) Foreign exchange risk

The majority of the Group’s foreign sales revenue and
long-term debt is denominated in EUROs. Therefore,
movements in exchange rates between the EURO and
Croatian kuna may have an impact on the results of
future operations and future cash flow. The Group
does not use derivative instruments to actively hedge
foreign exchange risk exposure.

(b) Credit risk

The Group has policies in place to ensure that sales of
products and services are made to customers with an
appropriate credit history and within predetermined
credit limits. Credit risk with respect to loan receiva-
bles is limited due to insignificant amounts involved
and to their dispersion among a number of sub—con-
tractors and employees. The Group holds its cash and
deposits primarily in one bank, which exposes the
Group to credit risk. Management considers the bank
to be reliable. Credit risk is analysed on a regular basis,
which reduces exposure to the stated risk.

(c) Liquidity risk

Prudent liquidity risk management implies maintain-
ing sufficient cash, the availability of funding through
an adequate amount of committed credit facilities and
the ability to meet all obligations. The Group aims to
maintain flexibility in funding by keeping committed
credit lines available. The Finance department regu-
larly monitors available cash resources.

(d) 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 sub-
stantially 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.

3.2 FAIR VALUE ESTIMATION

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

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

The nominal value less impairment provision of
trade receivables and payables are assumed to appro-
ximate their fair values.

The carrying amount of non-current financial lia-
bilities approximates their fair value.
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Note 4 — Critical Accounting
Estimates and Judgements

The Group makes estimates and assumptions con-
cerning the future. The resulting accounting estimates

will, by definition, rarely equal the related actual re-
sults. The estimates and assumptions that have a sig-
nificant risk of causing material adjustment to the car-
rying amounts of assets and liabilities within the next

financial year are outlined below:

Fair value of financial instruments The fair value of
financial instruments with few trade transactions in
an active market and the fair value of financial instru-
ments whose trading in an active market relates only

to small percentages of ownership is determined by
using valuation techniques. The Group uses its judge-
ment to select a variety of methods and make assump-
tions that are mainly based on market conditions ex- (1)
isting at each balance sheet date. (2)

Legal claims and disputes Provisions for legal claims
and disputes are recorded based on management’s es-
timate of probable losses after consultation with legal
counsel. Based on existing knowledge, it is reasonably
possible that future litigation outcomes will be differ-
ent from management assumptions of probable losses.

Note 5 —
Segment Information

PRIMARY REPORTING SEGMENT — BUSINESS SEGMENTS

The Group is organised into two main business segments:

Manufacture and wholesale of tobacco products and other

Tourism (including hotel and camping business and catering operations)

The segment results for the year ended 31 December 2006 are as follows:

MANUFACTURE
AND SALE OF TOBACCO

(IN THOUSANDS OF HRK) PRODUCTS AND OTHER TOURISM GROUP
Total gross segment sales 2.015.735 566.855 2.582.590
Inter-segment sales (9.174) (9.759) (18.933)
Sales 2.006.561 557.096 2.563.657
Operating profit 858.536 (64.270) 794.266
Finance costs (23.418)
Profit before income tax 770.848
Income tax expense (169.087)
Profit for the year 601.761
The segment results for the year ended 31 December 2005 are as follows:
MANUFACTURE
AND SALE OF TOBACCO

(IN THOUSANDS OF HRK) PRODUCTS AND OTHER TOURISM GROUP
Total gross segment sales 2.113.050 548.021 2.661.071
Inter-segment sales (7.467) (4.979) (12.446)
Sales 2.105.583 543.042 2.648.625
Operating profit 714.715 (85.883) 628.832
Finance costs (6.357)
Profit before income tax 622.475
Income tax expense (146.282)
Profit for the year 476.193

Other segment items included in the income statement for the year ended 31 December 2006 are as follows:

MANUFACTURE

AND SALE OF TOBACCO

(IN THOUSANDS OF HRK) PRODUCTS AND OTHER
Depreciation (Note 15) 67.609
Amortisation (Note 16) 6.847
Restructuring costs (Note 28) 28.242

Impairment of property,
plant and equipment (Note 15) —

TOURISM

72.580
2.429

42.036

GROUP
140.189
9.276
28.242

42.036

Other segment items included in the income statement for the year ended 31 December 2005 are as follows:
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MANUFACTURE SECONDARY REPORTING FORMAT — GEOGRAPHICAL SEGMENTS
AND SALE OF TOBACCO

(IN THOUSANDS OF HRK) PRODUCTS AND OTHER TOURISM GROUP The Group’s business segments operate in three main geographical areas: Croatia, Western and Northern Europe
and Central, Eastern Europe and other.
Depreciation (Note 15) 45.932 63.421 109.353
Amortisation (Note 16) 5.147 1.753 6.900 Sales
Restructuring costs (Note 28) 102.750 — 102.750 (IN THOUSANDS OF HRK) 2006 2005
Impairment of property,
plant and equipment (Note 15) — 100.100 100.100 Croatia 1.523.973 1.614.708
Western and Northern Europe 232.799 210.852
Central, Eastern Europe and other 806.885 823.065
The segment assets and liabilities as at 31 December 2006 are as follows:
2.563.657 2.648.625
MANUFACTURE
AND SALE OF TOBACCO Sales are allocated based on the country in which the customer is located.
(IN THOUSANDS OF HRK) PRODUCTS AND OTHER TOURISM GROUP
Total assets
Assets 5.035.481 1.628.470 6.663.951 (IN THOUSANDS OF HRK) 2006 2005
Associates 87.923 — 87.923
5.123.404 1.628.470 6.751.874 Croatia 6.644.397 5.504.251
Total segment liabilities 921.119 667.401 1.588.520 Central, Eastern Europe and other 107.477 66.251
Capital expenditure (Notes 15, 16) 412.761 503.377 916.138
6.751.874 5.570.502
The segment assets and liabilities as at 31 December 2005 are as follows: Total assets are allocated based on where the assets are located.
MANUFACTURE Capital expenditure
AND SALE OF TOBACCO (IN THOUSANDS OF HRK) 2006 2005
(IN THOUSANDS OF HRK) PRODUCTS AND OTHER TOURISM GROUP
Croatia 910.166 960.098
Assets 4.328.543 1.180.236 5.508.779 Central, Eastern Europe and other 5.972 5.522
Associates 61.723 — 61.723
4.390.266 1.180.236 5.570.502 916.138 965.620
Total segment liabilities 775.226 138.385 913.611
Capital expenditure (Notes 15, 16) 670.699 294.921 965.620 Analysis of sales by category
(IN THOUSANDS OF HRK) 2006 2005
Segment assets consist primarily of property, plant and equipment, intangible assets, inventories, receivables Sales of goods 2.117.959 2.236.859
and operating cash. Segment liabilities comprise trade payables and borrowings. Revenue from services 445.698 411.766

Capital expenditure comprises additions to property, plant and equipment (Note 15) and intangible assets
(Note 16), including additions resulting from acquisitions through business combinations. 2.563.657 2.648.625
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Note 6 —
Other Revenues

Note 7 —

Costs of Materials and Services

(IN THOUSANDS OF HRK) 2006 2005
Interest income 117.247 90.919
Income from insurance reimbursements 5.195 1.301

122.442 92.220

(IN THOUSANDS OF HRK) 2006 2005
Raw materials and supplies
Raw materials and supplies 533.833 559.543
Energy cost 42.274 35.089
Cost of goods sold 244311 219.993
820.418 814.625
External services
Transport, telephone, postage 16.386 16.137
Repairs and maintenance 45.813 26.679
Rental expense 6.083 4.989
Marketing, advertising and distribution 298.308 258.601
Municipal utility services 15.726 6.182
Other 34.216 33.602
416.532 346.190
1.236.950 1.160.815
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Note 8 —
Staff Costs

(IN THOUSANDS OF HRK) 2006 2005

Salaries and other staff costs 291.891 252.993

Taxes and contributions from and on salaries 198.451 164.213

Provisions for termination benefits

arising from restructuring process 26.517 85.000

Reversal of provisions (68.249) —
448.610 502.206

As at 31 December 2006, the number of staff employed by the Group was 2,872 (2005: 2,945).

Note 9 —

Other Operating Expenses

(IN THOUSANDS OF HRK) 2006 2005
Intellectual services 14.760 17.412
Fees, contributions and other levies 19.046 10.514
License fees — 18.675
Travel and entertainment 18.754 14.603
Insurance 9.399 8.343
Bank charges 8.412 7.414
Write—off of assets 941 2.677
Net provision for receivables (2.608) (4.471)
Provision for legal proceedings (Note 28) 47.895 41.815
Movements in other provisions (10.011) 17.750
Impairment of financial assets — 19.419
Impairment of inventories — 10.000
Other 28.551 32.436

135.139 196.587
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Note 10 —
Other Gains/ (Losses) Net

Note 11 —
Finance Costs

(IN THOUSANDS OF HRK) 2006 2005

Financial assets at fair value through profit and loss (Note 24)

— gains from change in fair value 110.644 33.399

— dividend income 7.719 2.134

— profit/(loss) from sale of financial assets 429 (2.117)

Net exchange differences 1.575 (69.468)
120.367 (36.052)

(IN THOUSANDS OF HRK) 2006 2005
Interest expense (23.510) (7.236)
Net exchange differences from bank borrowings 92 879

(23.418) (6.357)
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Note12 —
Income Tax

(IN THOUSANDS OF HRK) 2006 2005
Current income tax 162.047 175.761
Deferred tax assets 7.040 (29.479)

169.087 146.282

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) 2006 2005
PROFIT BEFORE TAX 770.848 622.475
Tax calculated at a rate of 20% 154.170 124.495
Effect of utilised tax losses (24.598) (8.927)
Impact of inter-Group transactions and different profitability in subsidiaries 9.372 12.270
Effect of tax disallowable expenses 29.996 18.200
Effects of different taxation rates in subsidiaries 147 244
INCOME TAX CHARGE 169.087 146.282
Effective tax rate 21,9% 23,5%

The Parent company and its subsidiaries are subject to taxation according to the laws and regulations of the Re-
public of Croatia or other countries where they are registered.

To date, the Tax Authority performed a review of several companies’ income tax returns for the period from
2001 to 2003 and they are currently performing a review of the income tax returns for 2004 and 2005 In accord-
ance 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 reported and may impose additional tax assess-
ments and penalties. The Group companies’ and Company’s management is not aware of any circumstances,
which may give rise to a potential material liability in this respect.

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

(IN THOUSANDS OF HRK)

2008 9.563
2009 25.062
2010 46.863
2011 and thereafter 8.801

90.289

In its financial statements, the Group did not recognise deferred income tax assets of HRK 18,058 thousand, as it
is not certain that the tax loss will be utilized by the respective companies in the stated amounts before the ex-
piry dates.

Note 13 —
Earnings per Share

Basic earnings per share are calculated by dividing the net profit attributable to the Parent company’s share-
holders 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.

2006 2005
Net profit (in thousands of HRK) 611.581 494.939
Weighted average number of shares 16.221.238 16.243.400
Basic/diluted earnings per share (in HRK) 37,70 30,47

The calculation of EPS for 2005 has taken into consideration the share split described in Note 25 /i/.
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Note 14 —
Dividends per Share

The dividends paid in 2006 and 2005 amounted to HRK 82,000 thousand (HRK 5.00 per share) and HRK 73,800
thousand (HRK 4.50 per share), respectively.

Note 15 —

Property, Plant and Equipment

ASSETS UNDER

LAND AND PLANT AND  CONSTRUCTION
(IN THOUSANDS OF HRK) BUILDINGS EQUIPMENT  AND ADVANCES TOTAL
At 31 December 2004
Cost 2.032.124 711.939 117.089 2.861.152
Accumulated depreciation (869.598) (471.684) — (1.341.282)
Net book amount 1.162.526 240.255 117.089 1.519.870
Year ended 31 December 2005
Opening net book amount 1.162.526 240.255 117.089 1.519.870
Assets acquired through purchase of subsidiary 65.474 3.478 — 68.952
Additions 3.405 5.794 847.778 856.977
Transfer from assets under construction 185.008 172.129 (357.137) —
Disposals (14.827) (5.642) (9) (20.478)
Impairment (96.933) (3.167) — (100.100)
Depreciation charge for the year (52.353) (57.000) — (109.353)
Foreign exchange differences — (330) (1.631) (1.961)
Closing net book amount 1.252.300 355.517 606.090 2.213.907
At 31 December 2005
Cost 2.174.251 884.201 606.090 3.664.542
Accumulated depreciation (921.951) (528.684) — (1.450.635)
Net book amount 1.252.300 355.517 606.090 2.213.907
Year ended 31 December 2006
Opening net book amount 1.252.300 355.517 606.090 2.213.907
Additions 521.766 4.787 381184 907.737
Transfer from assets under construction 339.972 527.713 (867.685) —
Transfer to intangible assets — — (447) (447)
Disposals (21.326) (8.672) — (29.998)
Sale (3-237) (365) — (3.602)
Impairment (42.036) — — (42.036)
Non-current assets held for sale (45.958) (84) (9.877) (55.919)
Depreciation charge for the year (60.982) (79.207) — (140.189)
Foreign exchange differences — (316) — (316)
Closing net book amount 1.940.499 799.373 109.265 2.849.137
At 31 December 2006
Cost 2.988.377 1.245.131 109.205 4.342.773
Accumulated depreciation (1.047.878) (445.758) — (1.493.636)
Net book amount 1.940.499 799.373 109.265 2.849.137

As at 31 December 2006, the cost of fully written off property, plant and equipment in the Group amounted to
HRK 355,890 thousand (2005: HRK 367,581 thousand).
Bank and other borrowings of the subsidiary Rovinjturist d.d., Rovinj are secured by mortgages over properties,
i.e.land in the amount of HRK 11,099 thousand (2005: HRK 11,526 thousand) and hotel and annex buildings with
a present value of HRK 25,364 thousand (2005: HRK 25,731 thousand).
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Note 16 —
Intangible Assets

(IN THOUSANDS OF HRK) TOTAL
At 31 December 2004

Cost 53.003
Accumulated amortisation (20.958)
Net book amount 32.045
Year ended 31 December 2005

Opening net book amount 32.045
Intangible assets acquired through purchase of subsidiary 867
Additions 38.824
Amortisation charge for the year (6.900)
Disposals 3)
Closing net book amount 64.833
At 31 December 2005

Cost 92.691
Accumulated amortisation (27.858)
Net book amount 64.833
Year ended 31 December 2006

Opening net book amount 64.833
Additions 8.401
Amortisation charge for the year (9.276)
Disposals (29)
Closing net book amount 63.929
At 31 December 2006

Cost 98.608
Accumulated amortisation (34.679)
Net book amount 63.929

Nematerijalna imovina odnosi se najve¢im dijelom na softver.

Note17 —
Investments in Associates

(IN THOUSANDS OF HRK) 2006 2005

Tisak d.d. Zagreb 61.723 61.723

Distri-Press d.o.0. Zagreb 26.200 —
Total 87.923 61.723

Changes in investments in associates are as follows:

(IN THOUSANDS OF HRK) 2006 2005

At1January 61.723 70.083

Acquired share in associate 26.200 —
Impairment of investments in associates — (8.360)

At 31 December 87.923 61.723

As at 31 December 2006, investments in associates include goodwill in the amount of HRK 14,924 thousand

(20035: nil).

The Group has a 25.6% interest in the associate Tisak d.d., Zagreb and a 25% interest in the associate Distri press
d.o.o. The financial information on the stated companies is not material for the financial statements of the

Group.
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Note 18 — Note 19 —
Available for Sale Investments Trade and Other Receivables

(IN THOUSANDS OF HRK) 2006 2005
Trade receivables:
Domestic trade receivables 197.166 140.052
Foreign trade receivables 82.598 78.881
Due from exporters 127 252
279.891 219.185
Less: Provision for trade receivables (27.884) (31.399)
Trade receivables — net 252.007 187.786
Loans:
Loans to co-operatives 22.829 19.820
Housing loans 315 343
Other loans 84.946 95.561
108.090 115.724
Less: Provision for loans (22.427) (26.903)
Loans —net 85.663 88.821
Taxes receivable 101.501 45.270
Interest receivable 13.658 28.725
Other receivables 24.497 7.671
139.656 81.666
477.326 358.273
Less non—current portion (14.443) (6.842)
Current portion 462.883 351.431

Movements in provisions for impairment of trade and other receivables:

(IN THOUSANDS OF HRK) 2006 2005
At beginning of year 58.302 78.664
Provisions made in year (Note 9) 3.802 1.357
Recovery of bad debts written—off (Note 9) (6.410) (5.828)
Write—off of previously provided receivables (5.383) (15.891)
(IN THOUSANDS OF HRK) 2006 2005
At 31 December 50.311 58.302
Slobodna Katarina 13.491 13.491
Other 79 99 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
13.570 13.590 rates do not significantly differ from current market rates.
During 1999, the Group invested HRK 13,491 thousand in the company Slobodna Katarina d.o.o. Rovinj, repre- Effective interest rates on current and non—current receivables at the balance sheet date were as follows:
senting 49.9% of the registered capital of Slobodna Katarina d.o.o. The owner of the remaining part of the capi-
tal is Alpina Mare Hotel Holding, Austria. The carrying amount of the investment represents the fair value that 2006 2005

should be realised through contracted disposal of the investment to Alpina Mare Hotel Holding. Legal proceed-
ings have been initiated against Alpina Mare Hotel Holding (Note 30/i/). 4,50-6% 4,50-6% 63
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Note 20 —
Deferred Tax Assets

(IN THOUSANDS OF HRK) 2006 2005
Deferred tax assets to be recovered within 12 months 12.509 22.550
Deferred tax assets to be recovered after more than 12 months 9.929 6.929

22.438 29.479

Deferred tax assets were incurred on temporary differences arising between the carrying amounts and tax bases

of restructuring provisions and impairment of tangible assets.

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

IMPAIRMENT
PROVISIONS LOSSES TOTAL
At1January 2005 — — —
Charged to the income statement 22.550 6.929 29.479
As at 31 December 2005 22.550 6.929 29.479
Charged to the income statement (10.041) 3.000 (7.041)
As at 31 December 2006 12.509 9.929 22.438

Note 21 —
Inventories

(IN THOUSANDS OF HRK) 2006 2005
Raw materials and supplies 427.018 426.653
Work in progress 6.345 8.124
Finished goods 12.674 3.953
Merchandise 30.985 27.195
Prepayments for raw materials and supplies 1.103 4112

478.125 470.037
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Note 22 —
Non—current Assets Held for Sale

Non-—current assets held for sale in the amount of HRK 55,919 thousand relates to tourist facilities, land and a
warehouse. The stated assets are expected to be sold by the end of 2007. 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 to-
bacco products and other in the amount of HRk 42,707 thousand and to assets included in the Tourism segment
in the amount of HRK 13,212 thousand.

Note 23 —
Deposits

(IN THOUSANDS OF HRK) 2006 2005

Deposits 1.845.281 1.615.663

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

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

(IN THOUSANDS OF HRK) 2006 2005

Deposits 3,82 -5,86% 3,77-4,77%
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Note 24 —
Financial Assets at Fair Value
Through Profit or Loss

(IN THOUSANDS OF HRK) 2006 2005
Investments in bonds 316.530 509.646
Investments in shares 245.709 111.817
Investments in investment funds 204.966 71.838

767.205 693.301

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).

i/

/ii/

/iil/

/iv/

Note 25 —
Capital and Reserves

On 5 December 2006 the General Assembly of the Company reached a decision to split the shares using a 1:10 ra-
tio. The existing 1,640,000 shares with anominal 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 2006 share capital of the Company amounting to

hrk 164,000 thousand is distributed among 9,615,900 ordinary shares and 6,784,100 preferred shares, with a

nominal value of hrk 10.00 per share. Preferred shares have the same rights as ordinary shares, except that they
do not have voting rights in the General Assembly.

During 2006, the Company purchased 3,885 treasury shares (20035: nil) with a nominal value of hrk 388 thou-
sand for an amount of hrk 12,414 thousand.

In accordance with Croatian regulations, in earlier periods the Company formed legal reserves in the amount of
hrk 12,449 thousand. This reserve is not distributable. Pursuant to the decision of the General Assembly from 12

May 2006 (and 12 May 2005) an amount of hrk 557,108 thousand (2005: hrk 771,167 thousand) was transferred

to other reserves. Other reserves are distributable.

Pursuant to its decision from 12 May 2006 (and 12 May 2005), the General Assembly approved a dividend in the

amount of hrk 82,000 thousand or hrk 5.00 per share (in 2005: a dividend in the amount of hrk 73,800 thou-
sand or hrk 4.50 per share).

The ownership structure of the Company is as follows:

NOMINAL VALUE NUMBER OF SHARES 2006 %
Small shareholders 10 16.204.550 98,81
Treasury shares 10 195.450 1,19
16.400.000 100
Movements within treasury shares were as follows:
31 DECEMBER 2006 31 DECEMBER 2005
NUMBER (aN 000 NUMBER (aN 000
OF SHARES OF HRK) OF SHARES OF HRK)
Atbeginning of year 15.660 26.156 15.660 26.156
Purchased from shareholders 3.885 12.414 — —
At end of year 19.545 38.570 15.660 26.156
Share split 1:10 195.450 38.570 — —
Reserves can be analysed as follows:
(IN THOUSANDS OF HRK) 2006 2005
Translation reserve
Atbeginning of year (8.885) (5.895)
Exchange differences during the year (884) (2.990)
At end of year (9.769) (8.885)
Legal reserves
At beginning of year 12.448 12.448
At end of year 12.448 12.448
Other reserves
Atbeginning of year 3.499.205 2.728.038
Distribution of retained earnings 557.108 771.167
Atend of year 4.056.313 3.499.205
4.058.992 3.502.768
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Note 26 — Note 27 —
Borrowings Trade and Other Payables

(IN THOUSANDS OF HRK) 2006 2005
Long-term borrowings 21.952 26.104
Current portion of borrowings (2.033) (3.225)
Non-—current portion 19.919 22.879
Short-term bank borrowings 764.000 194.475
Current portion of borrowings 2.033 3.225
Total current borrowings 766.033 197.700

Long-term borrowings relate to the subsidiary Rovinjturist d.d. 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:

2006 2005
Borrowings granted in EUR countervalue 5%—7% 5,87%
Current bank borrowings 3,50% —4,60% 4,55%
The exposure of the Group’s borrowings to interest rate changes:
(IN THOUSANDS OF HRK) 2006 2005
Borrowings at fixed interest rates 18918 21.673
Borrowings at variable interest rates 767.034 198.906
785.952 220.579 (IN THOUSANDS OF HRK) 2006 2005
The book value of the Group’s long-term borrowings approximates their fair value since the stated interest rates Domestic suppliers 117.704 92.855
do not significantly differ from the Group’s current borrowing rate. Foreign suppliers 30.293 68.439
Excise duty payable 203.914 160.451
The maturity of long—term borrowings is as follows: VAT payable 82.098 36.528
Taxes and contributions on and from salaries 36.505 32.478
(IN THOUSANDS OF HRK) 2006 2005 Due to employees 40.385 41.093
Accrued interest 2.996 1.260
Between 1 and 2 years 2.207 2.283 Dividends payable 8.686 7414
Between 2 and 5 years 6.063 8.677 Advances from customers 5.944 2.648
Over 5 years 11.649 11.919 Other accruals and liabilities 25.094 19.433

19.919 22.879 553.619 462.599
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Note 28 —
Provisions

LONG-TERM OTHER
TERMINATION  EMPLOYEE RESTRUCTURING LEGAL
(IN THOUSANDS OF HRK) BENEFITS BENEFITS SUBTOTAL EXPENSES CLAIMS TOTAL
At1January 2006 85.000 39.990 124.990 17.750 53.189 195.929
Additional provisions 25.142 1.375 26.517 — 50.000 76.517
Reversal of provisions (65.040) (3.209) (68.249) (10.011) (2.105) (80.365)
Transfer from
/ (to) other liabilities 500 (306) 194 — (2.468) (2.274)
At 31 December 2006 45.602 37.850 83.452 7.739 98.616 189.807
Analysis of total provisions:
(IN THOUSANDS OF HRK) 2006 2005
Non-current (long-term employee benefits) 37.850 39.990
Current 151.957 155.939
189.807 195.929

RESTRUCTURING

Restructuring provisions primarily relate to estimated costs of termination benefits for early termination of em-

ployment.

LEGAL CLAIMS

The amount primarily represents a provision for the legal claim initiated against the Group by the former manage-
ment company from the tourist segment. The provision charge is recognised in operating expenses. The balance
at 31 December 2006 is expected to be utilised by the end of 2007. In the Management’s opinion, after taking ap-
propriate legal advice, the outcome of this legal claim will not give rise to additional expenses for the Group.

LONG—TERM EMPLOYEE BENEFITS

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

Note 29 —

Cash Generated from Operations

(IN THOUSANDS OF HRK) 2006 2005
Net profit for the year 601.761 476.193
Depreciation (Note 15, 16) 149.465 116.253
Gains on sale of property, plant and equipment (941) 2.677
Property, plant and equipment and intangible assets written off 76.606 117.901
Fair value gains (including profit on disposal) on financial assets

at fair value through profit and loss (110.396) 33.918
Impairment of investments in associates — 8.360
Movements in provisions (1.848) 151.487
Movements in trade receivable (66.598) 46.889
Movements in other current assets (57.990) (29.479)
Movements in inventories (8.088) 35.138
Movements in trade payables and other liabilities ~ 278.947 129.500

Other (2.631) (455)
Cash generated from operations 858.287 1.088.382
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Note 30 —
Contingent Liabilities

LEGAL PROCEEDINGS

During 2003, the subsidiary Maistra d.d. (former Jadran-turist Rovinj d.d) initiated legal proceedings against
Alpina Mare Hotel Holding, Austria, the co-investor in Slobodna Katarina d.o.o., Rovinj due to the breach of the
investment contract. Up to the balance sheet date, the stated proceedings have not been finalised. However, after
taking appropriate legal advice, Management believes the outcome of these legal proceedings will not give rise
to additional expenses for the Group.

In line with the Law on Privatisation, during the privatisation process of a tourist sector company, title was
recognised over land built upon and a minor part of land not built upon. Before the privatisation process, the
companies utilised a significantly larger land surface. However, in the period from 1995 to 2001, the companies
initiated legal proceedings against the state for the purpose of title recognition over the entire land surface, used
for the 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 ownership transformation process of all companies has been performed
in compliance with the Law on Ownership Transformation, with the exception of companies in the tourist sec-
tor. 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 give rise
to additional expenses for the Group.

Note 31 —
Commitments

Costs for the purchase of tangible fixed assts agreed with suppliers as at balance sheet date in the amount of HRK
19,533 thousand (2005: HRK 375,934 thousand), which have not yet been realised and have not been recognised
in the balance sheet as at 31 December 2006 and 2005

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

(IN THOUSANDS OF HRK) 2006 2005
No later than 1 year 434 581
Later than 1 year and no later than 5 years 362 1.065

796 1.646
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Note 32 —
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) Sales of products

(IN THOUSANDS OF HRK) 2006 2005
Associates 218.013 202.825
Sales of products to associates are carried out using the current price list for unrelated parties.

(ii) Key management compensation

(IN THOUSANDS OF HRK) 2006 2005
Salaries and other short-term benefits 91.870 81.117
Management includes 105 employees of the Adris group (2005: 103 employees).

Receivables and payables at balance sheet date

(IN THOUSANDS OF HRK) 2006 2005
Receivables from associates 326 3.278
Payables to associates 1.961 4510
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