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Responsibility for the financial statements

Pursuant to the Croatian Accounting Law (Official Gazette 109/07), the Board is responsible for ensuring that
financial statements are prepared for each financial year in accordance with International Financial Reporting
Standards (IFRS) as published by the International Accounting Standards Board (IASB) and statutory
accounting regulations applicable to banks in Croatia, which give a true and fair view of the financial position
and results of the Bank for that period.

The Board has a reasonable expectation that the Bank has adequate resources to continue in operational
existence for the foreseeable future. For this reason, the Board continues to adopt the going concern basis in
preparing the financial statements.

In preparing those financial statements, the responsibilities of the Board include ensuring that:

e appropriate accounting policies are selected and then applied consistently;
¢ judgments and estimates are reasonable and prudent;

¢ applicable accounting standards are followed, subject to any material departures disclosed and explained in
the financial statements; and

o financial statements are prepared on the going concern basis unless it is inappropriate to presume that the
Bank will continue in business.

The Board is responsible for keeping proper accounting records, which disclose with reasonable accuracy at
any time the financial position of the Bank and must also ensure that the financial statements comply with the
Croatian Accounting Law (Official Gazette 109/07). The Board is also responsible for safeguarding the assets
of the Bank and hence for taking reasonable steps for the prevention and detection of fraud and other
irregularities.

Signed on behalf of the Management Board

Nelsi Roncgevi¢, Ilvan Dropuli¢,
esiden e Management Board

_Vice president of the Management Board

/

Kreditna banka Zagreb d.d.
Ulica grada Vukovara 74
10000 Zagreb

Republic of Croatia

P .
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16 April 2010



NEXIA REVIZIJA d.o.o.

Nexia revizija d.o.o. ¢lan je {;} ZGOMBIC & PARTNERI grupe

INTERNATIONAL

Independent Auditor's Report

To the Management Board and Shareholders of Kreditna banka d.d.

We have audited the accompanying financial statements of Kreditna banka d.d. (herein below the Bank), which
comprise of the balance sheet as at 31 December 2009, the income statement, statement of changes in equity
and cash flow statement for the year then ended, and a summary of significant accounting policies and other
explanatory notes as presented on pages 4 to 57.

Management’s Responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with accounting regulations applicable to banks in Croatia. This responsibility includes: designing,
implementing 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 accounting estimates that are reasonable in the circumstances.

Auditor's Responsibility

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

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

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

Koranska 16

10000 Zagl‘eb

Hrvatska

Telefon +385 1 4699 555
Fax +385 1 4699 500

info@nexia.hr 2

Nexia Revizija d.o.o. ¢lan je grupe Nexia International, svjetske mreze samostalnih revizorskih, racunovodstvenih i konzultantskih drustava. www.nexia.hr



Opinion

In our opinion, the financial statements presented on pages 4 to 57 give a true and fair view of the financial
positions of the Bank as at 31 December 2009 and the results of its operations, changes in equity and cash
flows for the year then ended in accordance with statutory accounting regulations applicable to banks in
Croatia.

Nexia revizija d.o.o.
Koranska 16, Zagreb

NEXIA REVIZIJA d.o.o0. a
Zagreb, 16 April 2010 ZAGREBRB Sinisa Dusi¢
Certified auditor
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Income statement
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

Note 2009 2008
Interest and similar income 4 111,187 90,831
Interest and similar expense 5 (59,261) (47,119)
Net interest income 51,926 43,712
Fee and commission income 6 24,601 25,101
Fee and commission expense 6 (12,277) (10,918)
Net fee and commission income 12,324 14,183
Net foreign exchange gains 7 15,135 6,868
Dividend income 13 14
Net gain / (loss) from valuation of securities 1,044 (1,332)
Other operating income 1,193 3,455
Operating income 81,635 66,900
Operating expenses 8 (61,408) (53,392)
Impairment losses and provisions 9 (4,564) 1,598
Profit before tax 15,663 15,106
Income tax expense 10 3,476 3,550
Net profit for the year 12,187 11,556

The financial statements as shown on pages 4 to 57 were approved and signed by the Management Board on
16 April 2010.

Management Board:

I;J}suﬂoné/evié, Ivan Dropulic,

resident of the Management Board /y\ice president of the Management Board
oo i /7 \‘ ;‘/ ‘
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Notes to the financial statements are an integral part of the Income statement 4



Balance sheet
As at 31 December 2009

(Al amounts are expressed in thousands of kunas)

ASSETS

Cash and balances with Croatian National Bank
Placements with other banks

Assets at fair value through profit or loss

Loans to customers

Investments held to maturity

Investments available for sale

Intangible assets

Tangible assets

Other assets

Total assets

LIABILITIES

Deposits from banks

Deposits from customers
Borrowings

Other liabilities

Provisions for contingent liabilities

Total liabilities

SHAREHOLDERS' EQUITY

Share capital

Share premium

Unrealized (loss) / gain from assets available for sale
Retained earnings and reserves

Profit for the year

Total shareholders' equity

Total shareholders' equity and liabilities

Note 31.12.2009 31.12.2008
11 203,038 207,837
12 185,771 281,728
13 2,580 15,652
14 1,074,437 843,781
15 4,604 1,494
16 78,969 41,109
17 12,634 8,199
18 33,281 34,476
19 51,691 51,463

1,647,005 1,485,739

5 8

20 1,144,895 1,197,602
21 193,514 90,088
22 31,015 25,624
26 1,522 1,902
1,370,951 1,315,224

23 186,554 131,995
23 44,763 1,116
1,406 (829)

24 31,144 26,677
12,187 11,556

276,054 170,515

1,647,005 1,485,739

The financial statements as shown on pages 4 to 57 were approved and signed by the Management Board on

16 April 2010.

Management Board:

Nelsi

President ofthe Management Board

Ivan Dropuli¢,
Vice president/qf the Management Board
/ "\ " / / ’
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Notes to the financial statements are an integral part of the Balance sheet



Statement of changes in equity
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

Note

Balance as at 1 January 2007
Profit for the year

Gain / (loss) on assets available
for sale

Total recognized income in 2008
Transfer to reserves
Dividend for 2007

Transfer of profit to retained
earnings

Balance as at 31 December 2008 23

Profit for the year

Gain / (loss) on assets available
for sale

Total recognized income in 2009

Capital contribution 23
Transfer to reserves 24
Dividend for 2008 23
Transfer of profit to retained

earnings 24
Balance as at 31 December 2009 23

Share capital Share Unrealized Retained Profit for the Total
premium (loss) / gain earnings and year
from assets reserves
available for
sale
131,995 1,116 108 22,384 11,290 166,893
- - - - 11,556 11,556
- - (937) - - (937)
- - (937) - 11,556 10,619
- - - 564 (564) -
- - - - (6,997) (6,997)
- - - 3,729 (3,729) -
131,995 1,116 ( 829) 26,677 11,556 170,515
- - - - 12,187 12,187
- - 2,235 - - 2,235
- - 2,235 - 12,187 14,422
54,559 43,647 - - - 98,206
- - - 578 (578) -
- - - - (7,089) (7,089)
- - - 3,889 (3,889) -
186,554 44,763 1,406 31,144 12,187 276,054

Notes to the financial statements are an integral part of the Statement of changes in equity



Cash flow statement
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

Note 2009 2008

Net cash flow from operating activities
Profit before tax 15,663 15,106
Depreciation 2,777 3,227
Increase / (decrease) in allowance for other assets 139 (386)
Increase / (decrease) in allowance for loans 4,806 (1,527)
Net gain / (loss) on fair value adjustments of assets
available for sale 2,235 (937)
(Decrease) / increase in contingent liabilities (381) 315
Total items not affecting cash 25,239 15,798
Decrease / (increase) in receivables from Croatian
National Bank and other banks 49,226 (1,562)
Decrease in loans and advances to customers (235,462) (79,318)
Increase in deposits from other banks 3) -
(Decrease) / increase in deposits from customers (52,707) 196,166
Increase in other assets (3,975) (20,618)
Increase / (decrease) in other liabilities 5,328 (8,030)
Income tax paid 195 (8,089)
Net cash flow (used in) / generated from operating
activities (212,159) 94,347
Cash flow from investing activities
Purchases of tangible and intangible assets (6,016) (1,086)
Purchase of assets available for sale (37,860) (32,718)
Proceeds from sale of assets at fair value through profit or
loss 13,072 1,605
Decrease of assets held to maturity (3,110) (1,101)
Net cash flow from investing activities (33,914) (33,300)
Cash flow from financing activities
Proceeds from borrowings 11,666,273 8,188,115
Repayments of borrowings (11,562,847) (8,209,372)
Capital contribution 54,559 -
Share premium from capital contribution 43,647 -
Dividend paid (7,089) (6,997)
Net cash flow from / (used in) financing activities 194,543 (28,254)
Net (decrease)/increase in cash and cash equivalents (51,530) 32,793
Cash and cash equivalents at the beginning of the year 28 327,623 294,830
Cash and cash equivalents at the end of the year 28 276,093 327,623

Notes to the financial statements are an integral part of the Cash flow statement 7



Notes to the financial statements
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

1. General information

Kreditna banka Zagreb d.d. (“the Bank”) is incorporated as a joint stock company in accordance with applicable
laws of the Republic of Croatia. It was registered at the Commercial Court in Zagreb in 1994. The Bank’s

headquarters is in Zagreb, Ulica grada Vukovara 74.

The principal activities of the Bank include all types of corporate and retail deposit and lending operations,
domestic and foreign payment transactions, issuance of guarantees, bills of exchange and other forms of
guarantees, securities trading and other banking services. The Bank operates only in banking sector and on

the Croatian market.

The Bank performs insurance agency business in accordance with the insurance laws, in the part that relates

to the bank insurance, based on the license dated 14 February 2007.

Management Board

Nelsi Roncevi¢ President of the Management Board

Ivan Dropuli¢ Vice president of the Management Board

Supervisory Board

Mirjana Krile President of the Supervisory Board
Ankica Ceko Vice president of the Supervisory Board
Nadira Eror Member of the Supervisory Board
Gordana Letica Member of the Supervisory Board

Irena Severin Member of the Supervisory Board

Kreditna banka Zagreb d.d 8



Notes to the financial statements
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

2. Basis of preparation of the financial statements

The principal accounting policies applied in preparation of these financial statements are summarized below.
Where specific accounting policies are aligned with accounting principles set out in International Financial
Reporting Standards (“IFRS"), reference may be made to certain Standards in describing the accounting
policies of the Bank. Unless otherwise stated, these references are to Standards applicable as at 31 December
20009.

2.1. Compliance of statutory requirements for accoun ting of banks in Croatia and IFRS

The financial statements have been prepared in accordance with statutory accounting requirements for banks
in Croatia. The Banks operations in Croatia are subjected to the Law on credit institutions, in accordance with
which the Bank’s financial reporting is regulated by the Croatian National Bank (“the CNB*) which is the central
monitoring institution of the banking system in Croatia. These financial statements have been prepared in
accordance with these banking regulations.

The main difference between the requirements of the International Financial Reporting Standards (,IFRS*) and
the accounting regulations of the CNB relates to the recognition of the impairment losses of financial assets
calculated on the portfolio basis. In accordance with the regulations of the CNB, banks with registered seat in
Croatia should recognize impairment on the portfolio basis by the prescribed rates from 0.85% to 1.20% on the
balance sheet and off-balance sheet exposure exposed to credit risk of the debtors for which impairment on
individual basis is not determined, while IFRS requires that the provision on portfolio basis should be
determined for existing, but unidentified losses on the basis of valuation models taking into account individual

characteristics of the Bank and debtors in the portfolio (i.e. collaterals, type and rating of a debtor and similar).

Additionally, the CNB prescribes minimal levels of impairment losses against certain specifically identified
impaired exposures, which may be different from the impairment loss required to be recognized in accordance
with IFRS.

2.2. Basis of preparation

The financial statements are presented in thousands of kunas (,HRK"), unless otherwise stated.

The financial statements have been prepared on the accrual basis, as well as under going concern

assumption.

Kreditna banka Zagreb d.d 9



Notes to the financial statements
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

3. Summary of significant accounting policies

3.1 Interest and similar income and expenses

Interest income is accrued on a time basis, by reference to the principal outstanding and at the effective
interest rate applicable, which is the rate that exactly discounts estimated future cash receipts through the
expected life of the financial asset to that asset’s net carrying amount.

Loan origination fees for loans which are probable of being drawn down are deferred (together with related
direct costs) and recognized as an adjustment to the effective yield of the loan and as such adjust the interest
income.

When loans become impaired, they are written down to their recoverable amounts and interest income
thereafter recognized based on the rate of interest that was used to discount the future cash flows for the
purpose of measuring the recoverable amount. Other fees receivable are recognized when earned. Dividend
income is recognized when decision of General Assembly is made.

3.2 Fee and commission income

Fee and commission income is comprised mainly of fees receivable from enterprises for loans and guarantees
granted and other services provided by the Bank, together with commissions from managing funds on behalf of
legal entities and individuals and fees for foreign and domestic payment transactions.

Fees and commissions are recognized on an accrual basis. Loan origination fees for loans which are likely of
being drawn down, are deferred and recognized as an adjustment to the effective yield on the loan.

3.3 Operating income

Operating income includes net interest income, net fee and commission income, foreign exchange trading
gains, realized gains on securities classified as assets available for sale, foreign exchange revaluation, gains
from disposal of fixed assets, dividends received and other income.

3.4 Foreign currencies

Income and expenditure arising from transactions in foreign currencies are translated to HRK at the official
rates of exchange on the transaction date. Assets and liabilities denominated in foreign currencies are
translated to HRK at the mid market exchange rate of the CNB on the last day of the accounting period. Gains
and losses resulting from the foreign currency translation are included in the income statement for the year.

The Bank has receivables and liabilities originated in HRK, which are linked to foreign currencies with one-way
currency clause. Due to this clause the Bank has an option to revalue the asset by the higher of: foreign
exchange rate valid as of the due date or foreign exchange rate valid as of the date of origination of the
financial instrument. In case of the liability linked to this clause, the counterparty has this option. Due to the
specific conditions of the market in Republic of Croatia the fair value of this option can not be calculated as the
forward rates for HRK for periods over 6 months are generally not available.

Kreditna banka Zagreb d.d 10



Notes to the financial statements
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

3. Summary of significant accounting policies (cont inued)

3.4 Foreign currencies (continued)

As such the Bank revalue its receivables and liabilities linked to this clause by the agreed reference rate valid
at the date of the balance sheet or foreign exchange rate agreed by the option (rate valid at origination),
whichever is higher.

3.5 Personnel social contributions

According to the local legislation the Bank is obliged to pay contributions to the Pension Funds and the State
Health Fund. This obligation relates to all employees and provides for paying contributions in the amount of
certain percentages determined on the basis of the gross salary as follows:

2009 2008
Contributions for Pension Fund 20% 20%
Contributions for State Health Fund 15% 15%
Contributions for Unemployment Fund 1.7% 1.7%
Occupational injury 0.5% 0.5%

The contributions on behalf of employees and on behalf of employer are charged to expenses in the period in
which they are incurred.

3.6 Income tax

Income tax expense represents the sum of the tax currently payable and deferred tax. Current tax expense is
based on taxable income for the year. Taxable income differs from net income as reported in the income
statement because it excludes items of income or expense that are taxable or deductible in other years and it
further excludes items that are never taxable or deductible. The Bank’s liability for current tax is calculated
using tax rates that have been enacted or substantively enacted by the balance sheet date. Deferred tax is the
tax expected to be payable or recoverable based on differences between the carrying amounts of assets and
liabilities in the financial statements and the corresponding tax bases used in the computation of taxable profit,
calculated using the liability method. Deferred tax liabilities are generally recognized for all taxable temporary
differences and deferred tax assets are recognized to the extent that it is probable that future taxable profit will
be available on the possible use of deductible temporary differences.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent
that it is not likely to be available a sufficient amount of taxable income for the refund of all or part of the asset.

Deferred tax assets and liabilities are offset when they relate to income taxes charged by the same taxation
authority and the Bank intends to settle its current tax assets and liabilities on a net basis.

The Bank is subject to various indirect taxes which are included in administrative expenses.

Kreditna banka Zagreb d.d 11



Notes to the financial statements
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

3. Summary of significant accounting policies (cont inued)

3.6 Income tax (continued)

Deferred tax is calculated at the tax rates that are expected to be applicable in the period in which the liability
will be settled or the asset realized. Deferred tax is charged or credited to the income statement, except when it
relates to items recorded directly in equity, when the deferred tax is also dealt with in equity.

3.7 Cash and cash equivalents

For the purposes of reporting cash flows, cash and cash equivalents include cash, balances with the CNB,
balances per gyro accounts and term deposits with banks with maturity of less than 90 days.

Cash and cash equivalents excludes the statutory reserves with the CNB, as the reserve funds are not
available to the Bank's day to day operations. Obligatory reserves with the CNB is the amount required by all
commercial banks licensed to operate in the Republic of Croatia.

3.8 Financial assets and liabilities
The Bank'’s financial assets and financial liabilities recorded on the balance sheet include cash and cash
equivalents, marketable securities, trade and other accounts receivable and payable, long-term loans, deposits

and investments. The accounting principles for these items are disclosed in the respective accounting policies.

The Bank recognizes financial assets and liabilities on its balance sheet when, and only when, it becomes a

party to the contractual provisions of the instrument.

Financial assets and liabilities held by the Bank are categorized into portfolios in accordance with the Bank'’s
intent on the acquisition and pursuant to the Bank’s investment strategy. Financial assets and liabilities are
classified as ,At fair value through profit or loss®, "Held to maturity”, "Assets available for sale" or as "Loans
and receivables". The principal difference among the portfolios relates to the measurement of financial assets

and the recognition of their fair values in the financial statements as described below.

Financial assets and liabilities are offset and the net amount is reported in the balance sheet when there is a
legally enforceable right to set off the recognized amounts and there is an intention to settle on a net basis, or

to realize the asset and settle the liability simultaneously.

Regular way transactions with financial instruments are accounted for at the date when they are transferred
(settlement date). Under settlement date accounting, while the underlying asset or liability is not recognized
until the settlement date, changes in fair value on the underlying asset or liability are recognized starting from

trade date.

When a financial asset or financial liability is recognized initially, the Bank measures it at its fair value plus,
transaction costs that are directly attributable to the acquisition or issue of the financial asset or financial

liability.

Kreditna banka Zagreb d.d 12



Notes to the financial statements
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

3. Summary of significant accounting policies (cont inued)

3.8 Financial assets and liabilities (continued)

Assets at fair value through profit or loss

Upon initial recognition designated by the Bank as at fair value through profit or loss in accordance with the
Bank’s investment policy any financial asset within the scope of IAS 39 can be classified as designated at fair
value through profit or loss except for investments in equity instruments that do not have a quoted market price

in an active market, and whose fair value cannot be reliably measured.

Measurement:

Subsequent to initial recognition, financial assets at fair value through profit or loss are accounted for and
stated at fair value which approximates the price quoted on recognized stock exchanges or acceptable
valuation models. The Bank includes unrealized gains and losses in ‘Net profit/(loss) on financial operations’.
Interest earned on assets at fair value through profit or loss is accrued on a daily basis and reported as
‘Interest income’ in the profit and loss statement.

Held to maturity investments

Investments held to maturity are non-derivative financial assets with fixed or determinable payments and fixed
maturity that the Bank has the positive intent and ability to hold to maturity. This portfolio comprises debt
securities. Held to maturity investments are carried at amortized cost using the effective interest rate method,

less any allowance for impairment.

The Bank assesses on a regular basis whether there is any objective evidence that an investment held to
maturity may be impaired. A financial asset is impaired if its carrying amount is greater than its estimated
recoverable amount which is equal to the present value of the expected future cash flows discounted at the
financial instrument’s original effective interest rate. The amount of the impairment loss for assets carried at
amortized cost is calculated as the difference between the asset’s carrying amount and the present value of the
expected future cash flows discounted at the financial instrument’s original effective interest rate. When an
impairment of assets is identified, the Bank recognizes allowances through the profit and loss statement line

‘Allowance for impairment losses on securities’.
Assets available for sale
Available-for-sale financial assets are those non-derivative financial assets that are designated as available for

sale or are not classified as (a) loans and receivables, (b) held-to-maturity investments or (c) financial assets at

fair value through profit or loss.

Kreditna banka Zagreb d.d 13



Notes to the financial statements
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

3. Summary of significant accounting policies (cont inued)

3.8 Financial assets and liabilities (continued)

This portfolio comprises equity securities, as well as receivables under factoring and forfeiting arrangements.
Subsequent to initial recognition, available-for-sale financial assets are re-measured at fair value based on
quoted prices. In circumstances where the quoted market prices are not readily available, the fair value of
unquoted equity instruments is estimated using applicable price/earnings or price/cash flow ratios refined to
reflect specific circumstances of the issuer. Financial assets are derecognized when the rights to receive cash
flows from the financial assets have expired or where the Bank has transferred substantially all risks and

rewards of ownership.

For available-for-sale assets, gains and losses arising from changes in fair value are recognized directly in
equity under the caption "Reserves and retained earnings", until the security is disposed of or is determined to
be impaired, at which time the cumulative gain or loss previously recognized in equity is included in the profit or
loss for the period.

Dividends on securities available for sale are recorded as declared and included as a receivable in the balance
sheet line ‘Other assets’.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not
quoted in an active market, other than (a) those that the Bank intends to sell immediately or in the near term,
which shall be classified as held for trading, and those that the entity upon initial recognition designates as at
fair value through profit or loss; (b) those that the Bank upon initial recognition designates as available for sale;
or (c) those for which the Bank may not recover substantially all of its initial investment, other than because of
credit deterioration, which shall be classified as available for sale. This portfolio comprises loans provided to
customers.

Loans originated by the Bank by providing money directly to the borrower are categorized as loans granted by
the Bank and are carried at amortized cost, less any allowance for impairment. Third party expenses, such as
legal fees, incurred in securing a loan are treated as part of the cost of the transaction. Loan origination fees for
loans which are probable of being drawn down, are deferred (together with related direct costs) and recognized
as an adjustment to the effective yield of the loan and as such adjust the interest income. All loans and
advances are recognized when loans are issued, or cash is advanced to borrowers.

An allowance for loan impairment is established if there is objective evidence that the Bank will not be able to
collect all amounts due. The amount of the allowance is the difference between the carrying amount and the
recoverable amount, being the present value of expected cash flows, including amounts recoverable from
guarantees and collateral, discounted based on the interest rate at inception.

Kreditna banka Zagreb d.d 14



Notes to the financial statements
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

3. Summary of significant accounting policies (cont inued)

3.8 Financial assets and liabilities (continued)

The loan loss allowance also covers losses where there is objective evidence that probable losses are present
in components of the loan portfolio at the balance sheet date. These have been estimated based upon
historical patterns of losses in each component, the credit ratings allocated to the borrowers and reflecting the
current economic climate in which the borrowers operate.

When a loan is uncollectible, it is fully written off. Subsequent recoveries are credited to income from collection
of bad and doubtful debts in the income statement.

Collateral pending sale

The Bank occasionally acquires real estate in settlement of certain loans and advances. Real estate is stated
at the lower of cost of the related loans and advances and the current fair value of such assets. Gains or losses
on disposal are recognized in the income statement. Real estate used as collateral for loans given to
customers can be sold only by distrait.

Sale and repurchase agreements

Securities sold under sale and repurchase agreements (repos) are retained in the financial statements and the
counterparty is included in due to banks or customers as appropriate. Securities purchased under agreements
to resell (reverse repo) are recorded as due from banks and loans and advances to customers as appropriate.
The difference between the sale and repurchase price is treated as interest and accrued over the life of repo
agreements.

3.9 Tangible and intangible assets

Property and equipment are started at cost less accumulated depreciation and accumulated impairment losses,
if any. Cost includes the purchase price and directly associated cost of bringing the asset to a working
condition for its intended use. Maintenance and repairs, replacements and improvements of minor importance
are expensed as incurred. Items of tangible and intangible assets with a unit value less than HRK 2,000 are
expensed when put into use.

Depreciation is computed under the straight-line method over the estimated useful life of the assets according
to the following annual rates:

Description %
Buildings 3.03
Computer hardware 15
Furniture and equipment 10
Motor vehicles 20
Computer software 10
Leasehold improvements 10

Kreditna banka Zagreb d.d 15



Notes to the financial statements
For the year ended 31 December 2009

(All amounts are expressed in thousands of kunas)

3. Summary of significant accounting policies (cont inued)

3.9 Tangible and intangible assets (continued)
Land is not depreciated.

The Bank periodically tests its assets for impairment. Where the carrying amount of an asset is greater than its
estimated recoverable amount, it is written down to its recoverable amount. Gains and losses on disposal of
assets are determined by reference to their carrying amount and are recognized in the income statement line
‘Other income/(expense) in the year of disposal. Repairs and maintenance are charged to the income
statement when the expenditure is incurred.

3.10 Foreign currency translation

The financial statements are presented in Croatian Kuna ("HRK") and rounded to the nearest thousand. The
year-end exchange rates were as follows:

31 December 2008 1 EUR =7.324425 HRK 1 USD = 5.155504 HRK
31 December 2009 1 EUR =7.306199 HRK 1 USD = 5.089300 HRK

Transactions in foreign currencies are translated at the foreign exchange rate ruling at the date of the
transaction. Monetary assets and monetary liabilities in foreign currencies and linked to foreign currencies are
translated at the mid exchange rates of the Croatian National Bank valid on the balance sheet date. Foreign

exchange differences arising on translation are recognized in the income statement.

3.11 Off-balance sheet financial instruments

In the ordinary course of business, the Bank enters into arrangements and commitments, comprising primarily
guarantees, letters of credit and undrawn loan commitments. Such financial instruments are reported on the

Bank’s balance sheet if and when they become payable.

3.12 Provisions

Provisions are recognized when the Bank has a present obligation as a result of a past event, and it is probable
that an outflow of resources will be required to settle the obligation, and the amount of the obligation can be
measured reliably.

3.13 Derivative financial instruments

As at 31 December 2009 and 31 December 2008, the Bank had not purchased any derivative financial
instruments. The Bank has assets and liabilities originated in HRK, which are linked to foreign currency with a
one-way currency clause. Due to this clause the Bank has an option to revalue the asset by the greater of:
foreign exchange rate valid as of the date of maturity, or foreign exchange rate valid as of the date of
origination of the financial instrument. Due to the special circumstances of the market in Republic of Croatia the
fair value of this option cannot be calculated as the forward rates for HRK for periods over 6 months are not
available.
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3. Summary of significant accounting policies (cont inued)

3.13 Derivative financial instruments (continued)

As such, the Bank values its assets and liabilities related to this clause by middle rate of Croatian National Bank valid
at the date of balance sheet or foreign exchange rate agreed by the option (rate valid at origination) if higher.

3.14 Cash flow statement

For the purpose of reporting cash flows, cash and cash equivalents include cash and balances with banks,
placements with other banks with maturity of less than 90 days.

3.15 Managed funds

The Bank manages funds on behalf of legal entities and individuals, for which it charges a fee. As these amounts do
not represent the Bank's assets and liabilities, they are excluded from the accompanying balance sheet (Note 27).

3.16 Accounting for financial guarantee contracts

The IASB has also amended IAS 39 Financial Instruments: Recognition and Measurement to require certain financial
guarantee contracts issued by the Bank to be accounted for in accordance with that Standard. Financial guarantee
contracts that are accounted for in accordance with IAS 39 are measured initially at their fair values, and subsequently
measured at the higher of:

« the amount of the obligation under the contract, as determined in accordance with IAS 37 Provisions,
Contingent Liabilities and Contingent Assets; and
« the amount initially recognized less, where appropriate, cumulative amortization recognized in accordance
with the revenue recognition