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(in thousands of hrk)	 note	 2006	 2005

Operating revenues	 5	 2,563,657	 2,648,625
Other revenues	 6	 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 Vlahović, M. Sc.

31 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

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). 

Note 1 —  
General Information

name of subsidiary — direct ownership 	 indirect ownership in subsidiaries
of adris grupa d.d. rovinj	 holding in %	 tdr %	 maistra %	 adria resorts %

tdr d.o.o., 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.o., 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., Priština, Kosovo		  100
Ronhill d.o.o., Kanfanar, Croatia	 100
Adria Resorts d.o.o. , 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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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 (ifrs) 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 ifrs 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:
 •	 ias 19 (Amendment), Employee Benefits
 •	 ias 39 (Amendment), The Fair Value Option
 •	 ias 39 (Amendment), Cashflow Hedge Accounting 

of Forecast Intragroup Transactions
 •	 ias 39 and ifrs 4 (Amendment), Financial Guaran-

tee Contracts
 •	 ifrs 1 (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-
tions to existing 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 ias 1, Presentation of Fi­
nancial Statements – Capital Disclosures (effective 
from 1 January 2007). ifrs 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 ias 32, Financial Instruments: Disclo-
sure and Presentation. The Company will apply ifrs 
7 beginning 1 January 2007. The amendment to ias 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 ifrs and 
the amendment to ias 1 will have on disclosures in 
its financial statements. 

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

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 1 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 11, 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 
is recognised 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 

Note 2 — Summary of Significant 
Accounting Policies
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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;

(ii)	 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-
es in 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; (c) 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 
that it is 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 
to the customer and either of the following has occurred: 
the customer has accepted the products in accordance 
with the contract or the Group has objective evidence 
that all criteria for acceptance 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. vat 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 vat.

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.

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 
markets is based on quoted market prices at the balance 
sheet date. The quoted market price used for financial 
assets held by the Group is the current bid price.

The fair value of financial instruments that are not 
traded in an active 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. 

Note 3 —  
Financial Risk Management
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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-
isting at each balance sheet date.

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. 

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:

Note 4 — Critical Accounting 
Estimates and Judgements

Note 5 —  
Segment Information

 	 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	 tourism	 group
	
Depreciation (Note 15)	 67.609	 72.580	 140.189
Amortisation (Note 16)	 6.847	 2.429	 9.276
Restructuring costs (Note 28)	 28.242	 —	 28.242
Impairment of property,  
plant and equipment (Note 15)	 —	 42.036	 42.036

Other segment items included in the income statement for the year ended 31 December 2005 are as follows:

(1)
(2)
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  	 manufacture  
	 and sale of tobacco  
(in thousands of hrk)	 products and other	 tourism	 group

Depreciation (Note 15)	 45.932	 63.421	 109.353
Amortisation (Note 16)	 5.147	 1.753	 6.900
Restructuring costs (Note 28)	 102.750	 —	 102.750
Impairment of property,  
plant and equipment (Note 15)	 —	 100.100	 100.100

The segment assets and liabilities as at 31 December 2006 are as follows:

  	 manufacture  
	 and sale of tobacco  
(in thousands of hrk)	 products and other	 tourism	 group
	
Assets	 5.035.481	 1.628.470	 6.663.951
Associates	 87.923	 —	 87.923
	 5.123.404	 1.628.470	 6.751.874
Total segment liabilities	 921.119	 667.401	 1.588.520
Capital expenditure (Notes 15, 16)	 412.761	 503.377	 916.138

The segment assets and liabilities as at 31 December 2005 are as follows:

  	 manufacture  
	 and sale of tobacco  
(in thousands of hrk)	 products and other	 tourism	 group
	
Assets	 4.328.543	 1.180.236	 5.508.779
Associates	 61.723	 —	 61.723
	 4.390.266	 1.180.236	 5.570.502
Total segment liabilities 	 775.226	 138.385	 913.611
Capital expenditure (Notes 15, 16)	 670.699	 294.921	 965.620

Segment assets consist primarily of property, plant and equipment, intangible assets, inventories, receivables 
and operating cash. Segment liabilities comprise trade payables and borrowings.

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

secondary reporting format — geographical segments

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

Sales
(in thousands of hrk)		  2006	 2005

Croatia 		  1.523.973	 1.614.708
Western and Northern Europe		  232.799	 210.852
Central, Eastern Europe and other		  806.885	 823.065

		  2.563.657	 2.648.625

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

Total assets 
(in thousands of hrk)		  2006	 2005
	
Croatia 		  6.644.397	 5.504.251
Central, Eastern Europe and other		  107.477	 66.251

		  6.751.874	 5.570.502

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

Capital expenditure 
(in thousands of hrk)		  2006	 2005
	
Croatia		  910.166	 960.098
Central, Eastern Europe and other		  5.972	 5.522
	
		  916.138	 965.620

Analysis of sales by category
(in thousands of hrk)		  2006	 2005
	
Sales of goods 		  2.117.959	 2.236.859
Revenue from services		  445.698	 411.766

		  2.563.657	 2.648.625
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(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		  244.311	 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

Note 6 —  
Other Revenues

Note 7 —  
Costs of Materials and Services
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(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).

(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

Note 8 —  
Staff Costs

Note 9 —  
Other Operating Expenses
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(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)

Note 10 —  
Other Gains/ (Losses) Net

Note 11 —  
Finance Costs
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(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.

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.

Note 12 —  
Income Tax

Note 13 —  
Earnings per Share

		  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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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.

	  		  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	 381.184	 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	 109.265	 4.342.773
Accumulated depreciation 	 (1.047.878)	 (445.758)	 —	 (1.493.636)
Net book amount	 1.940.499	 799.373	 109.265	 2.849.137

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).

Note 14 —  
Dividends per Share

Note 15 —  
Property, Plant and Equipment
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(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 najvećim dijelom na softver.

(in thousands of hrk)		  2006	 2005

Tisak d.d. Zagreb		  61.723	 61.723
Distri–Press d.o.o. Zagreb 		  26.200	 —
Total		  87.923	 61.723

Changes in investments in associates are as follows:

(in thousands of hrk)		  2006	 2005

At 1 January		  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 
(2005: 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.

Note 16 —  
Intangible Assets

Note 17 —  
Investments in Associates
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(in thousands of hrk)		  2006	 2005

Slobodna Katarina		  13.491	 13.491
Other		  79	 99

		  13.570	 13.590

During 1999, the Group invested hrk 13,491 thousand in the company Slobodna Katarina d.o.o. Rovinj, repre-
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 
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/).

(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)
	
At 31 December		  50.311	 58.302

All non–current receivables are due within five years from the balance sheet date.
The book value of the Group’s non–current receivables approximates their fair value, since the stated interest 
rates do not significantly differ from current market rates. 

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

		  2006	 2005

		  4,50 –6%	 4,50–6%

Note 18 —  
Available for Sale Investments 

Note 19 —  
Trade and Other Receivables
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(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

At 1 January 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

(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	 4.112

		  478.125	 470.037

Note 20 —  
Deferred Tax Assets

Note 21 —  
Inventories
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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.

(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%

Note 22 —  
Non–current Assets Held for Sale

Note 23 —  
Deposits
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(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).

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 a nominal value of hrk 100.00 per share were exchanged with 16,400,000 
shares with a nominal value of hrk 10.00. As at 31 December 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 (2005: 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	 (in 000	 number	 (in 000 
	 of shares	 of hrk)	 of shares	 of hrk)

At beginning 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	
At beginning 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	
At beginning of year		  3.499.205	 2.728.038
Distribution of retained earnings		  557.108	 771.167
At end of year		  4.056.313	 3.499.205

		  4.058.992	 3.502.768

Note 24 —  
Financial Assets at Fair Value 
Through Profit or Loss

Note 25 —  
Capital and Reserves

/i/

/ii/

/iii/

/iv/
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(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 		  18.918	 21.673
Borrowings at variable interest rates		  767.034	 198.906

		  785.952	 220.579

The book value of the Group’s long–term borrowings approximates their fair value since the stated interest rates 
do not significantly differ from the Group’s current borrowing rate.

The maturity of long–term borrowings is as follows:

(in thousands of hrk)		  2006	 2005

Between 1 and 2 years 		  2.207	 2.283
Between 2 and 5 years 		  6.063	 8.677
Over 5 years 		  11.649	 11.919

		  19.919	 22.879

(in thousands of hrk)		  2006	 2005
 
Domestic suppliers		  117.704	 92.855
Foreign suppliers		  30.293	 68.439
Excise duty payable		  203.914	 160.451
vat payable		  82.098	 36.528
Taxes and contributions on and from salaries		  36.505	 32.478
Due to employees		  40.385	 41.093
Accrued interest		  2.996	 1.260
Dividends payable		  8.686	 7.414
Advances from customers 		  5.944	 2.648
Other accruals and liabilities		  25.094	 19.433

		  553.619	 462.599

Note 26 —  
Borrowings

Note 27 —  
Trade and Other Payables
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		  long–term		  other
	 termination	 employee		   restructuring	 legal 
(in thousands of hrk)	 benefits	 benefits	 subtotal	 expenses	 claims	 total

At 1 January 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. 

(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

Note 28 —  
Provisions

Note 29 —  
Cash Generated from Operations
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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.

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:

Note 30 —  
Contingent Liabilities

Note 31 —  
Commitments

(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

/i/

/ii/
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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	 4.510
	

Note 32 —  
Related Party Transactions
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