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FINANCIAL HIGHLIGHTS 

Income Statement

Net operating income 80,698
Profit before tax 27,116
Profit after tax 21,403

Balance Sheet in thousands of HRK

Total assets 1,698,339
Total shareholders’ equity 152,501
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MANAGEMENT BOARD

Miro Dodić, B.Econ.

Chairman

Marina Vidič, B.Econ.

Member

SUPERVISORY BOARD
Chairman Milan Travan, B.Econ.
Vice Chairman Edo Ivančić, B.Econ.
Members Marijan Kovačić, B.Econ.

Vlatko Reschner, B.Econ.
  Vlado Kraljević
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It is a great pleasure and honour to me as a Chairman of the Management Board of Istarska Kreditna Banka 
Umag to present the business results for the financial year 2005. 

Istarska Kreditna Banka Umag is generally recognized as a solid, efficient and quality bank. In 2005 our 
business activities were performed in an unfavourable environment dominated by large foreign owned 
banks focused on acquiring as big as possible share of the Croatian financial market by means of aggressive 
strategy through frequent acquisitions of smaller banks and increased borrowing from foreign financial 
institutions.

However, we believe that there is enough room at the financial marketplace for different approaches and 
orientations of both large and small banks, and that the quality and business moves of long-term character 
aimed at the safety of business are decisive for any bank’s success. Namely, the changes in the banking 
industry in the past few years have indeed left enough room for those who want to succeed using their 
business skills, product offering, quality and promptness. Set goals can be achieved in different ways, among 
which we chose to bring in the forefront continuous contact and partner-like relationship with customers, 
prompt service, business efficiency with constant attention to cost-effectiveness, rather conservative 
approach to funds placement with efficient risk management as well as skilled and motivated staff. In view 
of the stated results and the achieved business performance indicators, as well as through maintaining the 
stability and safety of our operations, we believe that we have chosen the right track with such business 
orientation. We have opted out foreign debt accumulation as a growth basis and decided to build our 
growth on primary sources of funds resulting from the long-term confidence of the Bank’s customers.

The Bank made a net profit for the previous financial year in the amount of HRK 21.40 million, whereas 
total assets increased by 8.62 percent, as compared to 2004, and amounted to HRK 1.698 billion as at 31 
December 2005. Thus the return on equity of 17.71 percent and the return on assets of 1.59 percent were 
stated, representing quite good performance ratios in comparison with other banks.

BALANCE SHEET
During the financial year 2005 total loans were increased by 2.18 percent and amounted to HRK 740 
million. Within the loan portfolio structure corporate loans accounted for 48.23 percent, crafts financing 
loans for 19.37 percent, individual customer loans for 29.97 percent and loans to banks for 2,43 percent of 
the total portfolio. The Bank continued to apply prudent lending policies for new loan approval, taking into 
account that the Bank’s stability is primarily maintained by realistic assessment of risk exposure, especially 
for the reason of heavy debt accumulation by customers, which was present at the marketplace. 

Total deposits as at 31 December 2005 amounted to HRK 1.507 billion, representing an increase of 8.20 
percent over the previous year. Within their structure, individual customer deposits increased by 9.57 
percent, whereas corporate customer deposits grew by 2.59 percent. Term deposits were increased by 
12.78 percent and amounted to HRK 812 million, out of which HRK 734 million represented term deposits 
in foreign currencies, which is positively reflected in the balance sheet in terms of maturity and currency 
structure in favour of long-term sources of funds in foreign currencies. Thus, the increase of individual 

REPORT OF THE CHAIRMAN OF THE 
MANAGEMENT BOARD FOR 2005
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customer deposits remained to be the primary resource of funds and the trend of the continuous growth 
of the Bank’s assets.

During the year 2005 the Bank continued and widened its cooperation with the Croatian Bank for 
Reconstruction and Development by participating in various financing programs for the tourist industry, 
small and medium- sized enterprises. In this way an additional product offering was made available to our 
customers at more favourable conditions. 

The shareholders’ equity continued to grow exclusively from the retained operating net profit. At year-end 
2005 before payment of dividends for the financial year 2005 the total shareholders’ equity amounted to 
HRK 152.51 million, accounting for an equity to assets ratio of 9 percent. 

The increase of total assets was achieved in a highly competitive environment without any additional 
borrowings, in light of the fact that a considerable part of Croatian bank assets were increased by additional 
foreign debt accumulation. Istarska Kreditna Banka Umag is one of those few banks who did not take up 
foreign borrowings, which is how we provide more stability and safety to our individual and corporate 
customers for their foreign currency deposits.
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INCOME STATEMENT
In the reporting year the profit before tax amounted to HRK 27.10 million, whereas the net profit for the 
year in the amount of HRK 21.40 million increased by 0.45 percent as compared to 2004.

Total income during the year 2005 exceeded the amount of HRK 117 million, representing an increase 
of 4.14 percent as compared to the previous year. Interest income grew by 4.16 percent and the Bank 
managed to increase its interest income in spite of the reduced interest margin due to further fall of credit 
interest rates. 

The Bank’s total expenses were increased as well, in view of the current tendency of branch network 
expansion and investments in the information technology and modernization of operations. During 2005, 
the new Žminj office was opened and the ATM network was expanded, so that the Bank came closer to 
its customers with its sales network consisting of 17 offices, 4 branches, 24 ATMs and a number of EFT-
POS terminals. Thus, the total administrative expenses amounted to HRK 44.21 million, representing an 
increase of 4.34 percent as compared to the previous year, which however did not exceed the increase 
rate of the Bank’s total assets. 
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The net profit from 2005 operations will be partly distributed to the shareholders as dividends and the 
remaining amount will be allocated to reserves with the purpose of strengthening the Bank’s capital. Earnings 
per share and the dividends have been increasing year by year. For the financial year 2005 the shareholders 
will receive HRK 15.34 million of dividends or HRK 260 per share, representing 23.64 percent of the 
nominal value per share. This means that from 2001 to 2005 the shareholders received dividend payments 
in the total amount of HRK 51 million or only HRK 8 million less than the total paid-up share capital.

It is worth pointing out again that the stated business results and the Bank’s growth were achieved on the 
basis of the Bank’s primary sources of funds and at the same time by fulfilling the requirements of both 
domestic and foreign currency liquidity, maintaining the high level of capital adequacy, providing adequate 
collaterals for the Bank’s loan portfolio and annual payments of high dividend amounts.

Similar to previous periods, during 2005 as well the Bank managed to strengthen its 49-year old market 
position and recognition on the regional markets of Istria and Rijeka, confirming the continuity of growth 
from previous years by accomplishing solid financial performance indicators. Strategic guidelines of our 
future development are focused on significant improvement of electronic business, further expansion 
of sales network through opening up of new branch offices and installation of new ATMs and EFT-POS 
terminals, in order to bring the Bank closer to its customers and their needs.

A matter of great moment for the Bank is the fact that in addition to its successful results, it is possible 
to build even more successful future of the Bank on its sound basis, which was created and maintained 
through its regular business operation. 

In the second half of 2005 a new Strategic Plan for the Bank Development from 2006 to 2010 was made. 
The plan focuses on utilization of investments and advantages in a way which will enable the Bank to keep 
its position in the marketplace and build even stronger and stable regional bank.

Main long-term goals of the development strategy continue to be capital strengthening, investments in 
the Bank’s infrastructure, technology and skilled staff, preserving of the Bank’s reputation and tradition of 
being known for its safety, successful business and orientation towards its customers, shareholders and 
employees. 

Finally, I would like to thank on my behalf and on behalf of the Management Board, to all those who 
have contributed to the achievement of the results. These are first of all our customers and business 
partners, who have shown their confidence by using our products and services. I would specially like to 
thank the members of the Supervisory Board and all the shareholders for their trust and support given for 
the implementation of the Bank’s business policy. Finally, I would also like to thank the Bank’s faithful and 
hard working employees and management – the agents of the present and the future of the Bank.

 Chairman of the Management Board

Miro Dodić, B.Econ.
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REPORT OF THE SUPERVISORY BOARD 

Based on detailed information received from the Management Board throughout the usual course of 
communication during the year as well as on the basis of information from audited annual financial statements 
for 2005, regular management reports on the Bank’s operations throughout the year, reports of the Bank’s 
internal audit department, and especially on the basis of information and results presented and reviewed at 
the Supervisory Board meeting held on 27 February 2006, we are able to state the following:

During the financial year 2005 the Supervisory Board held 5 ordinary meetings to discuss a number of 
issues important for the Bank’s financial condition and business operations as well as to supervise the Bank’s 
business activities. In line with the provisions of the Bank’s Articles of Incorporation and the Supervisory 
Board’s Rules of Procedure, the Supervisory Board made decisions in 61 cases out of ordinary meetings by 
requesting its members to declare their opinion in writing. In its meetings the Supervisory Board reviewed 
and considered with special attention the business reports of the Management Board and gave their consent 
to the Management Board for adoption of decisions and internal by-laws which require the Supervisory 
Board’s consent pursuant to the provisions of the Banking Law, other legal regulations and the Bank’s 
Articles of Incorporation.

In line with its statutory obligations the Supervisory Board has duly performed the supervision of the Bank’s 
business activities and established that the Bank operated according to the law, its by-laws and decisions of 
the General Meeting.

Having reviewed the annual financial statements the Supervisory Board has concluded that they were made 
in compliance with the Bank’s accounting records and present fairly its assets and financial position.

The Supervisory Board shall submit this report to the General Meeting of the Bank’s shareholders with the 
proposal that the Financial Statements and Independent Auditors’ Report for the Year Ended 31 December 
2005 as well as the proposal of the Management Board as to the distribution of the net profit and payment 
of dividends for 2005 be adopted by the General Meeting. 

Umag, 27 February 2006

Chairman of the Supervisory 
Board 

Milan Travan, B.Econ.

9
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REPORT OF THE BOARD OF DIRECTORS

Pursuant to the Croatian Accounting Law, the Management Board of Istarska Kreditna Banka Umag 
d.d. (the “Bank”) 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) which give a true and fair view of the state of affairs and results of the 
Bank for that period. 

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

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

• suitable accounting policies are selected and then applied consistently;

• judgements and estimates are reasonable and prudent;

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

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

The Management 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 National Newsletter 146/05). 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 

Miro Dodić

Istarska kreditna banka Umag d.d., Umag
Ernesta Miloša 1 
52470 Umag

Republic of Croatia
28 January 2006
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I N D E P E N D E N T  A U D I T O R S ’  R E P O R T 

Independent auditors’ report

To the Shareholders of Istarska kreditna banka Umag d.d., Umag:

We have audited the accompanying financial statements of Istarska kreditna banka Umag d.d., Umag (the 
“Bank”) which comprise the balance sheet as at 31 December 2005 and the related statement of income, 
statement of changes in equity and cash flows for the year then ended, and a summary of significant 
accounting policies and other explanatory notes. These financial statements are the responsibility of the 
Bank’s management. 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 issued by the International 
Federation of Accountants. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement. An audit includes 
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and the significant estimates made by 
management as well as evaluating the overall financial statement presentation. We believe that our audit 
provides a reasonable basis for our opinion.

In our opinion the accompanying financial statements present fairly, in all material respects, the financial 
position of Istarska kreditna banka Umag d.d., Umag as at 31 December 2005, the results of its operations, 
changes in equity and its cash flows for the year then ended in accordance with International Financial 
Reporting Standards.

Deloitte d.o.o.

Branislav Vrtačnik,  certified auditor

Zagreb, 28 January 2006

Deloitte d.o.o.
Heinzelova 33
10 000 Zagreb
Croatia
MB 0700851

Tel: +385 (0) 1 2351 900
Fax: +385 (0) 1 2351 999
www.deloitte.com/hr
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Notes 2005 2004

Interest income 3 85,084 82,552
Interest expense 4 (32,319) (29,705)
Net interest income 52,765 52,847

Fee and commission income 5 25,448 24,324
Fee and commission expense 6 (8,297) (8,040)
Net fee and commission income 17,151 16,284

Unrealised foreign exchange gains 7 4,089 5,046
Net trading income 8 5,373 6,601
Collection of written off receivables 9 26 105
Other operating income 1,294 886
Operating income 10,782 12,638

Personnel expenses 10 (27,146) (26,521)
Depreciation/amortisation charge 23 (5,867) (5,306)
Other expenses 11 (21,175) (20,730)
Operating expense (54,188) (52,557)
PROFIT BEFORE ALLOWANCES FOR 
POSSIBLE LOSSES AND INCOME TAX 26,510 29,212

Allowance for impairment losses on assets
18,16, 

21 851 (2,053)
Allowance for off balance sheet commitments 27 (245) (159)
Allowance for possible losses 606 (2,212)
PROFIT BEFORE INCOME TAX 27,116 27,000

Income tax 12 (5,713) (5,693)
NET PROFIT FOR THE YEAR 21,403 21,307
EARNINGS PER SHARE (in Kuna) 13 362.76 361.14

The accompanying notes form an integral part of these financial statements.

S T A T E M E N T S  O F  I N C O M E
For  the  year  ended 31  December  2005 
(all amounts are expressed in thousands of Kuna)
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Notes 2005 2004
ASSETS
Cash and due from banks 14 163,697 139,198
Due from the Croatian National Bank 15 189,943 191,160
Placements with banks 16 446,839 397,126
Assets at fair value through profit or loss 17 81,971 104,559
Loans and advances to customers 18 706,170 658,919
Assets available for sale 19 27,109 2,206
Investments held to maturity 20 31,212 20,628
Other assets 21 17,639 16,370
Investment in non-consolidated subsidiaries 22 20 20
Tangible and intangible assets 23 33,739 35,293
TOTAL ASSETS 1,698,339 1,565,479
LIABILITIES
Due to banks 24 17,556 8,175
Demand deposits from customers 25 576,006 547,338
Term deposits from customers 26 939,656 853,899
Other liabilities 27 12,620 12,124
TOTAL LIABILITIES 1,545,838 1,421,536
SHAREHOLDERS’ EQUITY
Share capital 28 64,900 64,900
Share premium 180 163
Retained earnings and reserves 87,421 78,880
TOTAL SHAREHOLDERS’ EQUITY 152,501 143,943
TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY 1,698,339 1,565,479
FINANCIAL COMMITMENTS AND 
CONTINGENCIES 30 85,851 46,318

Signed on behalf of the Management Board of Istarska kreditna banka Umag d.d., Umag, on 28 
January 2006: 

Miro Dodić Marina Vidič
Chairman of the Management Board Member of the Management Board

 

The accompanying notes form an integral part of these financial statements.

B A L A N C E  S H E E T S
As at  31  December  2005 
(all amounts are expressed in thousands of Kuna)
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STATEMENTS OF CHANGES IN 
SHAREHOLDERS’ EQUITY 
For  the  year  ended 31  December  2005 
(all amounts are expressed in thousands of Kuna)

Capital
Share 

premium
Legal 

reserves
Retained 
earnings

Profit for 
the year Total

31 December 2003 64,900 163 17,264 52,109 - 134,436

Net profit for the year - - - - 21,307 21,307
Transfer to retained earnings - - - 21,307 (21,307) -
Dividends paid - - - (11,800) - (11,800)
31 December 2004 64,900 163 17,264 61,616 - 143,943

Net profit for the year - - - - 21,403 21,403
Transfer to retained earnings - - - 21,403 (21,403) -
Dividends paid - - - (12,862) - (12,862)
Increase in share premium - 17 - - - 17
31 December 2005 64,900 180 17,264 70,157 - 152,501

The accompanying notes form an integral part of these financial statements.
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STAT E M E N T S  O F  C A S H  F L O W S 
F o r  t h e  y e a r  e n d e d  3 1  D e c e m b e r  2 0 0 5
(all amounts are expressed in thousands of Kuna)

2005 2004
Operating Activities
Profit before income tax 27,116 27,000
Adjustments to reconcile to net cash provided by and used in operating activities:
Depreciation/amortisation charge 5,867 5,306
Impairment of placements 2,480 (218)
Impairment of loans (3,433) 2,149
Impairment of interest receivable - 74
Impairment of available for sale assets - (63)
Impairment of assets held to maturity - (42)
Impairment of other assets 102 153
Provisions for contingent liabilities and commitments 245 159
Assets at fair value through profit or loss (5,172) (6,317)
Taxes paid during the year (6,188) (5,915)

Changes in operating assets and liabilities:
Net decrease in due from the Croatian National Bank 1,217 1,997
Net decrease in placements with banks, before impairment (326) (249)
Net increase in assets at fair value through profit or loss 28,157 3,684
Net increase in loans, before impairment (41,640) (98,518)
Net decrease in public debt - 1,462
Net increase in other assets, before impairment (1,167) (14,579)
Net increase/(decrease) in due to other banks 376 (1,032)
Net increase in demand deposits 28,668 30,332
Net increase in term deposits 85,757 87,539
Net decrease in accrued interest payable (2,762) -
Net increase in other liabilities, before impairment 726 1,415
NET CASH PROVIDED BY OPERATING ACTIVITIES 120,023 34,337
Investing Activities 
Net (increase)/decrease in available-for-sale investments, before impairment (24,903) 6,869
Net (increase)/decrease in held-to-maturity investments, before impairment (10,584) 29,514
Net purchases of tangible and intangible assets (4,313) (7,513)
NET CASH (USED IN)/ PROVIDED BY INVESTING ACTIVITIES (39,800) 28,870
Financing Activities
Net increase/(decrease) in borrowings 9,005 (926)
Dividends paid (12,862) (11,800)
NET CASH USED IN FINANCING ACTIVITIES (3,857) (12,726)

NET INCREASE IN CASH AND CASH EQUIVALENTS 76,366 50,481
CASH AND CASH EQUIVALENTS AT 1 JANUARY 539,715 489,234
CASH AND CASH EQUIVALENTS AT 31 DECEMBER 616,081 539,715

The accompanying notes form an integral part of these financial statements.
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NOTES TO THE FINANCIAL STATEMENTS
31  December  2005 
(all amounts are expressed in thousands of Kuna)

1. GENERAL

History and incorporation
Istarska kreditna banka Umag d.d., Umag (the “Bank“) was registered as joint stock company on 19 
December 1989. The Bank’s legal address is Ernesta Miloša 1, Umag, Croatia.

Principal activities of the Bank 
1. accepting and placing of deposits,
2. providing current and term deposit accounts; 
3. granting short and long-term loans and guarantees to the State Treasury, local municipalities, corporate 

customers, private individuals and other credit institutions dealing with finance lease and foreign 
exchange transactions, 

4. treasury operations in the interbank market
5. trust management and investment banking services, 
6. performing local and international payments,
7. providing banking services through an extensive branch network in the Republic of Croatia

GOVERNANCE AND MANAGEMENT 
 
GENERAL ASSEMBLY
Marijan Kovačić President
 
SUPERVISORY BOARD  
Milan Travan  President
Edo Ivančić  Vice president
Marijan Kovačić Member
Vlatko Reschner Member
Vlado Kraljević  Member

Management Board
Miro Dodić  President
Marina Vidič  Member
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1. GENERAL (CONTINUED) 

The major shareholders of the Bank as at 31 December 2005 are as follows: 
 

Shareholder
Ownership of share 

capital in %
Voting rights in %

 

Intercommerce Umag 16.86 17.30
Tvornica Cementa Umag 15.04 15.44
Hempel Umag 15.00 15.40
Serfin d.o.o. 9.66 9.92
KB 1909 Gorizia 7.63 7.83
Plava laguna Poreč 3.57 3.66
Aldo Knapić Poreč 2.41 2.47
Istrakop Poreč 2.05 2.11
Interplutex Umag 1.76 1.81
Grad Umag 1.59 1.63
Total: 75.57 77.57

NOTES TO THE FINANCIAL STATEMENTS
31  December  2005 
(all amounts are expressed in thousands of Kuna)
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted in the preparation of these financial statements are set out 
below:

2.1. Basis of presentation 

These financial statements are prepared in accordance with International Financial Reporting Standards 
(‘IFRS’) as published by the International Accounting Standards Board. The financial statements have been 
prepared under the historical cost basis, except for the revaluation of certain financial instruments at fair 
value. The financial statements are presented in thousands of Croatian Kuna (HRK’000), since the Croatian 
kuna is the functional currency of the Bank.

The financial statements are prepared on an accrual basis of accounting, under the going concern 
assumption.

The Bank has prepared these financial statements as required by Croatian law. 

The Bank maintains its books of accounts and prepares financial statements for regulatory purposes in 
accordance with the regulations of the Croatian National Bank (‘CNB’). The accompanying financial 
statements are based on the accounting records of the Bank, together with appropriate adjustments and 
reclassifications necessary for fair presentation in accordance with IFRS.

Adoption of new and revised International Financial Reporting Standards

In 2005, the Bank has adopted all of the new and revised Standards and Interpretations issued by the 
International Accounting Standards Board that are relevant to its operations and effective for accounting 
periods beginning on 1 January 2005. The adoption of these new and revised Standards and Interpretations 
has resulted in changes to the Bank’s accounting policies applicable to the recognition and measurement of 
financial instruments.

The impact of these changes in accounting policies is presented below. 

IAS 39 (Revised) Financial instruments: Measurement and Recognition

The revised IAS 39 standard, which is effective from 1 January 2005 has eliminated the category “held for 
trading” and introduced a new category “assets at fair value through profit or loss. ”This category includes 
all the assets that were previously classified as held for trading, plus any financial instruments that the 
Bank designates as at fair value through profit or loss based on their intention at the time the assets are 
acquired.

NOTES TO THE FINANCIAL STATEMENTS
31  December  2005 
(all amounts are expressed in thousands of Kuna)
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  
(CONTINUED)

IAS 39 (Revised) Financial instruments: Measurement and Recognition (continued) 

Another change in the revised IAS 39 is that previously the Bank had the choice to recognise changes in 
the fair value of available for sale assets in profit or loss, or in equity. In prior years the Bank had elected 
to recognise the changes in fair value in profit and loss. According to the new IAS 39 the choice has been 
eliminated and changes in fair value must be recognised in equity.

The revised IAS 39 has also narrowed the definition of loans originated by the Bank to exclude any instrument 
which is publicly traded.

As a result of the above changes the Bank reclassified its portfolio at 1 January 2005 and has restated the 
comparative figures as described below. 

2004 (as previously reported)
in HRK thousand

2004 restated due to IAS 39 Revised
in HRK thousand

Securities available for sale 51,779 Securities available for sale 2,206
Assets at fair value through 
profit or loss 49,573

51,779

Originated loans and 
advances to customers 729,297

Loans and advances to 
customers 658,919
Held-to-maturity 
investments 19,873

Assets at fair value through 
profit or loss 50,505

729,297

Securities held for trading 4,481
Assets at fair value through 
profit or loss 4,481

Public Debt 755
Held-to-maturity 
investments 755

NOTES TO THE FINANCIAL STATEMENTS
31  December  2005 
(all amounts are expressed in thousands of Kuna)
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  
(CONTINUED)

Critical accounting judgements and key sources of estimation uncertainty

The preparation of financial statements in conformity with IFRS requires management to make estimates 
and assumptions that effect the reported amounts of assets and liabilities and disclosure of contingent assets 
and liabilities at the date of the financial statements and their reported amounts of revenues and expenses 
during the reporting period. These estimates are based on the information available as at the balance sheet 
date and actual results could differ from those estimates. 

In preparing the financial statements of the Bank the critical judgment areas are (1) allowance for possible 
credit losses; (2) estimates of the fair values of financial instruments where no market prices are available.

The allowance for credit losses is maintained at levels adequate to absorb probable future losses. Management 
determines the adequacy of the allowance based upon reviews of individual loans and placements, recent 
loss experience, current economic conditions, the risk characteristics of various categories of loans and 
other pertinent factors.

Established and liquid markets do not exist for many of the Bank’s financial instruments in Croatia. In such 
cases the Bank estimates the values using various methods which are described in further details in note 
2.6.

2.2. Interest income and expense

Interest income and expense are recognized in the income statement for all interest bearing instruments 
on an accrual basis using the effective yield method. Interest income includes coupons earned on fixed 
income investment and trading securities and accrued discount and premium on treasury bills and other 
discounted instruments. Penalty interest is accounted for on a cash basis.

When loans become doubtful of collection, 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.

NOTES TO THE FINANCIAL STATEMENTS
31  December  2005 
(all amounts are expressed in thousands of Kuna)
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  
(CONTINUED)

2.3. Fee and commission income and expense 

Fees and commissions are recognized on an accrual basis. 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. Commission and fees arising from negotiating, or participating in the 
negotiation of a transaction for a third party, such as the acquisition of loans, shares or other securities or 
the purchase or sale of businesses, are recognised on completion of the underlying transaction. 

Fees and commissions consist mainly of fees received from foreign currency transactions, guarantees, 
letters of credit and other services that the Bank provides. Fees are credited to income on receipt.

2.4. Foreign currency translation 

Transactions denominated in foreign currencies are translated into HRK at the official Croatian National 
Bank exchange rate on the date of the transaction, which approximates the prevailing market rates. Any 
gain or loss resulting from the change in rates of exchange subsequent to the date of transaction is included 
in the Statement of income in the period it occurs.

The Bank has assets and liabilities originated in HRK, which are linked to foreign currency with one-way 
currency clause. Due to this clause the Bank has an option to revalue the asset by higher 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. In case of liability linked to this clause the counterparty has this option. Due to the 
specific conditions of the market in the 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 not available. 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.

The principal rates of exchange set forth by the Croatian National Bank and used in the preparation of the 
Bank’s balance sheet at the reporting dates were as follows: 

31 December 2005 EUR 1 = HRK 7.375626 USD 1 = HRK 6.233626 
31 December 2004 EUR 1 = HRK 7.671234 USD 1 = HRK 5.636883 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES  
(CONTINUED)

2.5. Taxation  

Income tax expense represents the sum of the tax currently payable and deferred tax.

The 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 on differences between the carrying amount 
of assets and liabilities in the financial statements and the corresponding tax basis used in the computation 
of taxable profit, and is accounted for using the balance sheet liability method. Deferred tax liabilities are 
recognised for all taxable temporary differences and deferred tax assets are recognised to the extent that 
it is probable that taxable profits will be available against which deductible temporary differences can be 
utilised.

The carrying amount of deferred tax assets is reviewed at each balance sheet date and reduced to the extent 
that it is no longer probable that sufficient taxable profit will be available to allow all or part of the asset to 
be recovered. Deferred tax is calculated at the tax rates that are expected to apply in the period when the 
liability is settled or the asset realised. Deferred tax is charged or credited in the income statement, except 
when it relates to items charged or credited directly to equity, in which case the deferred tax is also dealt 
with in equity. 

Deferred tax assets and liabilities are offset when they relate to income taxes levied by the same taxation 
authority and the Bank has the ability and intention to settle on a net basis.

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

2.6. Financial assets and liabilities

Financial assets held by the Bank are categorised 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.

All financial assets and liabilities are recognised and derecognised on a trade date basis where the purchase 
or sale of financial asset or liability is under a contract whose terms require delivery of the financial asset 
within the timeframe established by the market concerned and are initially measured at cost, including 
transaction costs.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 (CONTINUED)

2.6. Financial assets and liabilities (continued)

Assets at fair value through profit and loss
Assets at fair value through profit and loss are financial assets acquired principally for the purpose of 
selling or repurchasing it in the near term or are part of a portfolio of identified financial instruments that 
are managed together and for which there is evidence of a recent actual pattern of short-term profit-
taking. Derivative financial instruments (except for a derivatives that are a designated and effective hedging 
instrument) are classified as assets at fair value through profit and loss.

Subsequent to initial recognition at cost, financial assets at fair value through profit or loss are reported 
at fair value which approximates the price quoted on recognised stock exchanges or acceptable valuation 
models. The Bank includes unrealised 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 based on effective interest 
method and reported as ‘Interest income’ in the statement of income.

Investments held to maturity
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. Held to maturity 
investments are carried at amortised cost using the effective interest 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 amortised 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. 

Impairment losses are reversed in subsequent periods when an increase in the investment’s recoverable 
amount can be related objectively to an event occurring after the impairment was recognised, subject to 
the restriction that the carrying amount of the investment at the date the impairment is reversed shall not 
exceed what the amortised cost would have been had the impairment not been recognised.

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.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
 (CONTINUED

2.6. Financial assets and liabilities (continued) 

This portfolio comprises equity and debt securities. Subsequent to initial recognition, available-for-sale 
financial assets are re-measured at fair value based on quoted prices or amounts derived from cash flow 
models. In circumstances where the quoted market prices are not readily available, the fair value of debt 
securities is estimated using the present value of future cash flows and 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. 

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

Impairment losses recognised in profit or loss for equity investments classified as available-for-sale are 
not subsequently reversed through profit or loss. Impairment losses recognised in profit or loss for debt 
instruments classified as available-for-sale are subsequently reversed if an increase in the fair value of the 
instrument can be objectively related to an event occurring after the recognition of the impairment loss.

Interest earned whilst holding available-for-sale securities is accrued on a daily basis and reported as ‘Interest 
income’ in the income statement. 

Foreign exchange differences related to available-for-sale equity instruments held in foreign currency are 
reported together with fair value gains and losses in equity until the financial asset is sold. Foreign exchange 
differences related to available-for-sale debt instruments held in foreign currency are reported in income 
statements.

Dividends on securities available for sale are recorded as declared and included as a receivable in the 
balance sheet line ‘Other assets’ and in ‘Net profit/(loss) on financial operations’ in the profit and loss 
statement. Upon payment of the dividend, the receivable is offset against the collected cash. 

Loans and receivables 
Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not 
quoted in an active market.

Loan and receivables are stated at the principle amount outstanding, less any allowance for possible credit 
losses. Third party expenses, such as legal fees, incurred in securing a loan are treated as part of the cost of 
the transaction as well as fees received from customers. Loan origination fees are deferred (together with 
related direct costs) and recognized as an adjustment to the effective yield of the loan.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
  (CONTINUED)

2.6. Financial assets and liabilities (continued)

Loans and receivables (continued)
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 at the original effective interest rate of loans computed at initial 
recognition. Specific allowances are assessed with reference to the credit standing and performance of the 
borrower and take into account the value of any collateral or third party guarantees. 

2.7. Principles of consolidation 

Subsidiary companies are companies in which the Bank, directly or indirectly, has more than one half of 
voting rights or otherwise controls the operations of the companies. 

The Bank has one fully owned subsidiary undertaking - FIDUCIA d.o.o., Umag (see Note 22), which is 
carried at cost and has not been consolidated in these financial statements. The effect of not consolidating 
the entity is not significant to the financial statements.

2.8. Tangible and intangible fixed assets

Tangible and intangible fixed assets are carried at historical cost, less accumulated depreciation/amortisation. 
Amortisation is provided using the straight-line method over the estimated useful life of an asset. Land and 
properties under construction are not depreciated. 

Annual depreciation rates applied are as follows: 

2005 2004
Buildings 3.03% 3.03%
Furniture and vehicles 6.67% - 25% 6.67% - 25%
Computer and telecommunications equipment 25% 25%
Other equipment 10% - 33.33% 10% - 33.33%
Leasehold improvements 3.03% 3.03%
Intangible assets 25% 25%
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
  (CONTINUED)

2.8. Tangible and intangible fixed assets (continued)

Leasehold improvements are capitalised and amortised on a straight-line basis over the shorter of the 
useful life and the remaining period of lease. 

The Bank periodically tests its fixed 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 
renewals are charged to the income statement when the expenditure is incurred.

Costs associated with acquiring software are treated as intangible assets and are amortized on a straight-
line basis over the estimated useful life not exceeding four or five years.

2.9. Share capital and treasury stock 

External costs directly attributable to the issue of new shares, other than on a business combination, are 
deducted from equity net of any related income taxes.

Dividends on ordinary shares are recognized in equity in the period in which they are declared.

Where the Bank or its subsidiary purchase the Bank’s share capital or obtains rights to purchase its share 
capital, the consideration paid including any attributable transaction costs net of income taxes is shown as a 
deduction from total shareholders’ equity. Gains and losses on sales of own shares are charged or credited 
to the treasury share account in equity. 

2.10. Off-balance-sheet commitments
In the ordinary course of business, the Bank enters into financial commitments, which are recorded in off-
balance-sheet accounts and primarily include guarantees, letters of credit and undrawn loan commitments. 
Such financial commitments are recorded in the Bank’s balance sheet if and when they become payable.

The provision for off-balance sheet commitments is maintained at a level Bank’s management believes 
is adequate to absorb probable future losses. The Management Board determines the adequacy of the 
provision based upon reviews of individual items, recent loss experience, current economic conditions, the 
risk characteristics of the various categories of transactions and other pertinent factors. 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
  (CONTINUED)

2.11. Derivative financial instruments
Derivative financial instruments are initially measured at their cost, and after are revalued at their fair value. 
Fair value is based on quoted market prices, applying discounted cash flow model or option prices model. 
Changes in fair value of derivative financial instruments are recognized in the income statement as they 
occur. All derivative instruments are presented as an asset when fair value is positive or as a liability, when 
fair value is negative. All derivatives of the Bank are designated as held for sale.

2.12. Fiduciary activities 
The Bank manages assets for and on behalf of legal entities and individuals, and charges a fee for such 
services. Given that those assets do not represent the assets of the Bank, they have not been included in 
the balance sheet (see Note 33).

2.13. Cash and cash equivalents

For the purpose of reporting cash flows, cash and cash equivalents are defined as cash and balances with 
the Croatian National Bank and balances on current accounts with other banks. 

They exclude the mandatory minimum reserve, as the reserve funds are not available to the Bank for its 
day-to-day operations. The obligatory minimum reserve with the Croatian National Bank is a required 
reserve to be held by all commercial banks licensed in Croatia.

2.14. Reclassification 

Certain amounts in the previous year financial statements have been reclassified to conform with the 
current year presentation.

2.15 Regulatory requirements

The Bank is subject to the regulatory requirements of the Croatian National Bank. These regulations 
include limits and other restrictions pertaining to minimum capital adequacy requirements, classification 
of loans and off-balance sheet commitments and provisioning to cover credit risk, liquidity, interest rate 
and foreign currency position. At year-end, the Bank was substantially in compliance with all regulatory 
requirements.

The Bank has no defined post-retirement benefit plans for its employees or management. The Bank makes 
contributions on behalf of its employees to mandatory state pension plans, which are charged as expense 
in the period to which they relate. Any future payments to employees are the responsibility of the Republic 
of Croatia.
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3. INTEREST INCOME

2005 2004

Interest on loans and advances to companies 35,132 32,114
Interest on loans and advances to citizens 32,873 30,855
Interest on balances due from other banks 3,014 4,078
Interest on balances due from foreigners 8,396 5,634
Interest on fixed income securities 5,569 9,831
Other 100 40
Total 85,084 82,552

4. INTEREST EXPENSE

2005 2004

Interest on companies deposits 4,969 5,424
Interest on citizens deposits 24,251 21,694
Interest on amounts due to other banks 312 282
Interest on foreigners deposits 2,616 2,172
Other 171 133
Total 32,319 29,705

5. FEE AND COMMISSION INCOME

2005 2004

Citizens 8,009 8,326
Domestic companies 11,482 10,895
Foreign companies 579 463
Exchange transactions 5,378 4,640
Total 25,448 24,324
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6. FEE AND COMMISSION EXPENSE

2005 2004

Money transfers 6,732 6,871
National clearing system 698 460
Foreign companies 178 169
Other 689 540
Total 8,297 8,040

7. UNREALISED FOREIGN EXCHANGE GAINS

2005 2004

Net gains/(losses) on translation of foreign currency assets 16,260 (3,624)
Net (losses)/gains on translation of foreign currency liabilities (18,174) 2,441
Net exchange differences from operation 6,003 6,229
Total 4,089 5,046

8. NET TRADING INCOME

2005 2004

Fair value of securities reported through profit and loss 2,979 6,601
Gains on sale of assets at fair value through profit and loss 2,394 -
Total 5,373 6,601

9. COLLECTION OF WRITTEN OFF RECEIVABLES

2005 2004

Principal - 58
Interest 26 12
Other - 35
Total 26 105
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10. PERSONNEL EXPENSES

2005 2004

Net salaries 14,399 14,466
Taxes and contributions on salaries 10,302 10,937
Other employee expenses 2,445 1,118
Total 27,146 26,521

As of 31 December 2005 and 2004 the Bank had 213 and 203 employees, respectively. 

11. OTHER EXPENSES

2005 2004

Services 9,848 9,517
Premiums for deposits/insurance 3,409 4,286
Material expenses 2,039 2,080
Marketing and representation 1,827 1,425
Rent 1,836 1,464
Other 2,216 1,958
Total 21,175 20,730

12. INCOME TAX

2005 2004

Accounting profit 27,116 27,000
Income from investments (340) (448)
Non-deductible expenses 1,788 1,913

Income tax base 28,564 28,465
Income tax rate 20% 20%
Total 5,713 5,693
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13. EARNINGS PER SHARE

2005 2004

Net profit 21,403 21,307
Number of ordinary and preference shares 59,000 59,000
Earnings per share (in kuna) 362.76 361.14

At a General meeting, which was held on 22 April 2005 the Bank suggested a dividend for ordinary and 
preferred shares in the amount of HRK 218.00 per share for the year 2004 payable in 2005 which was paid 
in the amount of HRK 11,479 thousand from the 2004 profits and HRK 1,383 thousand from the retained 
profits until 31 December 2000.

14. CASH AND DUE FROM BANKS

2005 2004

Cash on hand:
- In HRK 13,559 8,972
- In foreign currency 12,754 17,087
Sub-total 26,313 26,059
Cash on giro account 91,255 43,073
Cheques in the course of collection:
- In foreign currency 3,347 1,115
Due from foreign banks in foreign currency 33,549 64,488
Due from domestic banks in foreign currency 2,339 2,033
Money on transfer accounts 6,894 2,430
Total 163,697 139,198
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15. DUE FROM THE CROATIAN NATIONAL BANK

2005 2004
Obligatory minimum reserves:
- In HRK 121,970 121,988
- In foreign currency 67,973 69,172
Total 189,943 191,160

Due from the Croatian National Bank is comprised of an obligatory reserve calculated at the rate of 18% 
for the year 2005 on HRK deposits. The Bank is bound to hold at least 70% of such reserves in its account 
with the Croatian National Bank as at 31 December 2005.

Obligatory reserve in foreign currency was calculated at the rate of 18% on foreign currency deposits, for 
the year 2004. The Bank is bound to hold at least 60% of such reserves in its account with the Croatian 
National Bank as at 31 December 2004.

The percentage of the foreign currency reserve to be allocated from foreign currency funds of non-residents 
and foreign currency assets received from legal entities in a specific joint relationship was 100%.

16. PLACEMENTS WITH BANKS, NET

2005 2004

Short-term deposits in banks 434,384 354,517
Loans to banks 18,000 46,000
Money in transit 1,516 1,267
Total gross placements with banks 453,900 401,784
Accrued interest 477 400
Less: Allowance for impairment losses (7,538) (5,058)
Total 446,839 397,126

The movement in the allowance is summarized as follows:

2005 2004

Balance at 1 January 5,058 5,276
Increase/(decrease) in allowance 2,480 (218)
Balance at 31 December 7,538 5,058
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17. ASSETS AT FAIR VALUE THROUGH PROFIT AND LOSS 

2005 2004

Fair 
Value Cost

Fair 
Value Cost

Equity securities and unit certificates 1,578 1,668 - -
Shares and participation certificates:
Karlovačka banka d.d. Karlovac 514 306 245 245
Debt securities 78,229 73,175 98,895 94,378
Debt securities - - 4,166 3,892
Accrued interest 1,650 1,650 1,253 1,253

81,971 76,799 104,559 99,768

2005 2004
Debt securities issued by:
- State institutions in Croatia 58,037 65,900
- Financial institutions in Croatia 18,294 18,720
- Other entities in Croatia 1,898 13,987

78,229 98,607

2005 2004
Equity securities and unit certificates issued by: 
- Financial institutions in Croatia 514 245
- Other entities in Croatia 1,578 4,166

2,092 4,411

At 31 December 2005 included in assets carried at fair value were securities with a fair value of HRK 80,321 
thousand (2004: HRK 102,990) that are quoted on the Zagreb stock exchange.
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18. LOANS AND ADVANCES TO CUSTOMERS, NET

2005 2004

Loans and advances to customers 722,410 678,886
Allowance for impairment losses (20,115) (23,524)
Accrued interest and deferred fees 3,875 3,557
Total 706,170 658,919

a) Loans and advances to customers

2005 2004
Short-term loans (including current portion of long term loans):
Companies

- In HRK 111,830 107,106
- In foreign currency 3,363 1,232

Sub-total 115,193 108,338
Individuals in HRK 36,225 38,654
Current portion of long-term loans 20,975 19,945
Total short-term loans 172,393 166,937
Long-term loans (excluding current portions of long -term loans):
- Companies in HRK 218,076 193,407
- Individuals in HRK 329,029 313,499
- Public sector in HRK 23,887 24,988
- Current portion of long-term loans (20,975) (19,945)
Total long-term loans 550,017 511,949
Total loans before allowance for impairment 722,410 678,886
Allowance for impairment losses on loans and advances (20,115) (23,524)
Total 702,295 655,362

Total amount of loans given to final users as of 31 December 2005 and 2004 consisted of HRK 16,073 
thousand and HRK 7,224 thousand which represent refinancing loans granted from the loans given by 
Croatian Bank for Reconstruction and Development which bear variable interest rates (See Note 24). For 
these loans, the Bank assumes the credit risk and recognizes an interest spread. Accordingly, both interest 
income and expense are included in the income statement.
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18. LOANS AND ADVANCES TO CUSTOMERS, NET
(CONTINUED)

a) Loans and advances to customers (continued)

The movement in the allowance for impairment losses on loans and advances was as follows:

2005 2004

Balance at 1 January 23,524 21,681

(Decrease) / increase in impairment loss (3,433) 2,149

Foreign exchange differences 24 (306)
Balance at 31 December 20,115 23,524

An industry analysis of the gross portfolio of loans and advances to customers before loan losses allowance 
for impairment comprises of:

2005 2004

Industrial segments:
- Textile and leather industry 2,679 1,562
- Food industry 8,558 13,605
- Other 41,324 40,821

Trading 169,531 163,488
Construction 31,864 18,377
Traffic and communications 9,299 12,504
Housing 19,240 17,676
Governmental agencies 30,859 35,136
Agriculture 16,044 1,151
Individuals 365,168 351,714
Other 27,844 22,852
Total 722,410 678,886
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19. ASSETS AVAILABLE FOR SALE

2005 2004
- Debt securities 24,903 -
- Equity securities and unit certificates 2,206 2,206

Total 27,109 2,206

2005 2004
Debt securities issued by: 
- State institutions in the Republic of Croatia 24,903 -

Equity securities, allocated by issuer, comprise:

2005 2004

- Financial institutions in Croatia 2,011 2,011
- Other entities in Croatia 183 183
- Other entities outside Croatia 12 12
Total shares 2,206 2,206
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19. ASSETS AVAILABLE FOR SALE (CONTINUED)

2005 2004
Fair value Cost Fair value Cost

Equity securities and unit certificates*
ERSTE d.o.o., Zagreb 1,631 1,631 1,631 1,631
Tržište novca d.d. Zagreb 273 273 273 273
Istarska autocesta d.d. 69 69 69 69
Zagrebačka burza d.d. 60 60 60 60
Varaždinska burza 47 47 47 47
H.I.B.O. 25 25 25 25
MBU d.o.o. 14 14 14 14
SWIFT 12 12 12 12
Croatian Register of Loan Debtors – HROK 75 75 75 75
Subtotal – Equity securities 2,206 2,206 2,206 2,206

Debt securities: 
Ministry of Finance Treasury Bill 
RHMF –T-606A 9,961 9,908 - -
Ministry of Finance Treasury Bill 
RHMF –T-605A 14,942 14,664 - -
Subtotal – Debt securities 24,903 24,572 - -
Total before allowance for impairment 27,109 26,778 - -
Less: Allowance for impairment - - - -

27,109 26,778 2,206 2,206

All of the above equity securities are carried at cost due to the fact that no liquid market exists for them 
and due to the unique nature of the entities the fair value could not be reliably estimated.
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19. ASSETS AVAILABLE FOR SALE (CONTINUED)

Equity securities by type of business: 

Company Registered activity 2005 2004
Ownership in % Ownership in %

Erste d.o.o. Zagreb mandatory pension insurance 2.47% 2.47%

Tržište novca i kratkoročnih 
vrijednosnica d.d., Zagreb financial market 3.95% 3.95%

Istarska autocesta d.d., Pula highway construction 1.57% 1.57%

Varaždinska burza d.d., Varaždin financial market 2.50% 2.50%

H.I.B.O., Zagreb
social sciences – research and 
development 1.14% 1.14%

Zagrebačka burza d.d., Zagreb financial market 2.22% 2.22%

MBU d.o.o., Zagreb
IT equipment trade and 
consulting 1.94% 1.94%

Croatian Register of Loan Debtors 
– HROK business services 1.00% 1.00%

20. INVESTMENTS HELD TO MATURITY

2005 2004
Bills of exchange 11,482 974
Reconstruction bonds 19,730 18,899
Public debt - 755
Total  investments before allowance for impairment 31,212 20,628
Less: Allowance for impairment - -

31,212 20,628

2005 2004
Debt securities issued by: 
- State institutions in Croatia 19,414 20,628
- Other entities in the Croatia 11,482 -

30,896 20,628
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20. INVESTMENTS HELD TO MATURITY (CONTINUED)

The reconstruction bonds of the Republic of Croatia have been accepted in lieu of repayments from certain 
borrowers in 1991 and are non-transferable. The bonds were issued with 20 years maturity period and are 
revalued by applying the industrial product price index. No market exists for such instruments nor are there 
any publicly traded instruments with similar characteristics. On 6 April 2000, the Croatian Government 
made a Decision on replacing these Reconstruction Bonds with bonds bearing an interest rate of 5% as of 1 
July 2000. These bonds are revalued in conformity to the rise in prices of industrial products. Given that the 
bonds are of high credit quality and the return approximates current market rates, management believes 
that the fair value is not materially different from their carrying value.

Bills of exchange are issued by local companies and are not publicly traded therefore no quoted market 
price is available. Management estimates that the fair value approximates the carrying value at year-end due 
to the short-term nature of the instruments and considering that there has been no adverse change in the 
credit worthiness of the issuers.

21. OTHER ASSETS

2005 2004

Repossessed collateral 15,176 14,719
Receivables for advance payments 380 404
Fees receivable 1,118 1,034
Transit account 109 99
Small inventory 277 176
Other 888 284
Less: Allowance for impairment losses on interest receivable - (139)
Less: Allowance for impairment losses on other assets (309) (207)
Total 17,639 16,370

The movement in the allowance for impairment on interest receivable was as follows:

2005 2004

Balance at 1 January 139 65
Increase in allowance - 74
Decrease in allowance (139) -
Balance at 31 December - 139
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21. OTHER ASSETS (CONTINUED)

The movement in the allowance for impairment losses on other assets is as follows:

2005 2004

Balance at 1 January 207 89
Increase in impairment loss 102 153
Write off - (35)
Balance at 31 December 309 207

22. INVESTMENTS IN NON-CONSOLIDATED SUBSIDIARIES

2005 2004

Principal 
activity

Country of 
incorporation

Proportion 
of ownership 

interest 
Investment 

cost
Investment 

cost

Fiducia d.o.o.

Other 
wholesale 

trade Croatia 100% 20 20

The Bank has one fully owned subsidiary – FIDUCIA d.o.o., Umag, which was dormant during 2005 and 
2004 and has not been consolidated in these financial statements due to its immaterial nature. 
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23. TANGIBLE AND INTANGIBLE ASSETS 

Land and 
buildings

Computers
Furniture 

and 
equipment

Vehicles
Leasehold 
improve-

ments

Construc-
tion in 

progress

Intangible 
assets

Total

Cost or 
valuation
At 31 
December 
2004 26.157 12.770 12.316 1.626 4.020 2.890 5.897 65.676
Additions - - - - - 4.313 - 4.313
Transfers 107 2.595 636 154 123 3.916 301 -

Disposals - (787) (151) (100) - - - (1.038)
At 31 
December 
2005 26.264 14.578 12.801 1.680 4.143 3.287 6.198 68.951
Accumulated 
depreciation
At 31 
December 
2004 8.231 9.566 6.775 902 584 - 4.325 30.383
Depreciation/
Amortisation 754 1.957 1.097 289 1.022 - 748 5.867
Eliminated on 
disposal - (787) (151) (100) - - - (1.038)
At 31 
December 
2005 8.985 10.736 7.721 1.091 1.606 - 5.073 35.212

CARRYING 
AMOUNT
At 31 
December 
2005 17.279 3.842 5.080 589 2.537 3.287 1.125 33.739
At 31 
December 
2004 17.926 3.204 5.541 724 3.436 2.890 1.572 35.293

As of 31 December 2005, the Bank had no contracted capital commitments for any projects.
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24. DUE TO BANKS

2005 2004

Current accounts from foreign banks in HRK 723 431
Current accounts from domestic banks in foreign currency 185 173
Borrowings 16,553 7,548
Accrued interest 95 23
Total 17,556 8,175

Borrowings comprise:

2005 2004
Borrowings from HBOR in foreign currency:
Current portion of long term borrowings 2,603 1,424
Long term borrowings 13,950 6,124
Total 16,553 7,548

Interest paid on long-term borrowings was from 1.00% to 5.00% and from 3% to 5.5% per annum during  
2005 and 2004 respectively (see Note 18). 

25. DEMAND DEPOSITS FROM CUSTOMERS

2005 2004
Individuals:
- In HRK 143,792 125,347
- In foreign currencies 254,215 235,136
Subtotal 398,007 360,483
Companies
- In HRK 146,566 135,093
- In foreign currencies 31,052 51,290
Subtotal 177,618 186,383
Accrued interest 381 472
Total 576,006 547,338

In 2005 interest paid on demand deposits denominated in HRK ranged from 0.50% to 1.10% per annum 
and from 0.10% to 0.30% per annum on foreign-currency deposits, and in 2004 it ranged from 0.75 % to 
1.45 % for HRK deposits and from 0.1% to 0.5% per annum on foreign currency deposits.
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26. TERM DEPOSITS FROM CUSTOMERS

2005 2004
Short-term deposits from:
Individuals:
- In HRK 59,992 44,752
- In foreign currencies 523,612 434,842
Subtotal 583,604 479,594
Other organizations:
- In HRK 57,515 73,053
- In foreign currencies 55,259 79,198
Subtotal 112,774 152,251
Total short-term deposits 696,378 631,845
Long-term deposits from
Individuals:
- In HRK 17,328 21,849
- In foreign currencies 210,512 151,285
Subtotal 227,840 173,134
Other organizations
- In HRK 3,879 9,362
- In foreign currencies 2,421 31,129
Subtotal 6,300 40,491
Total long-term deposits 234,140 213,625
Accrued interest 9,138 8,429
Total 939,656 853,899

Interest on foreign currency savings accounts of citizens is payable in HRK or in foreign currency upon the 
account holder’s request. Interest paid on customer term deposits ranged from 3.5% to 6.25% per annum 
and from 3.50% to 6.00% per annum on HRK deposits and from 0.3% to 4.50% per annum and from 
0.30% to 4.80% per annum on foreign currency term deposits during 2005 and 2004 respectively.
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27. OTHER LIABILITIES

2005 2004

Liabilities for income tax 121 596
Liabilities towards suppliers 1,810 2,235
Liabilities for salaries and contributions 2,165 2,381
Transit account 5,782 4,778
Liabilities for saving deposits insurance 880 865
Other 1,126 778
Provisions for off-balance sheet liabilities 736 491
Total 12,620 12,124

The movement in provisions for off-balance sheet liabilities was as follows:

2005 2004

Balance at 1 January 491 332
Increase in provision 245 159
Balance at 31 December 736 491

28. SHARE CAPITAL

2005 2004

Share capital 64,900 64,900

2005 2004

Number of shares:
Ordinary shares 57,487 57,487
Preference shares 1,513 1,513

Total number of shares as of 31 December: 59,000 59,000

The nominal value of ordinary and preferred shares as of 31 December 2005 and 2004 amounted to HRK 
1,100.00 per share. Preferred shares have no voting rights and have an annual dividend equal to the interest 
rate on 36-month term deposits from citizens plus by 1%, but not more than the dividend declared on 
ordinary shares.
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28. SHARE CAPITAL (CONTINUED)

The Bank’s main shareholders as of 31 December can be shown as follows:  

Shareholder Ownership in the Bank
Liabilities towards the Bank as of 

31 December 2005
% in share 

capital
% in voting 

rights
Loans Commitments

Intercommerce Umag 16.86 17.30 5,016 2,778
Tvornica Cementa Umag 15.04 15.44 - 200
Hempel Umag 15.00 15.40 - -
Serfin d.o.o. 9.66 9.92 - -
KB 1909 Gorizia 7.63 7.83 - -
Plava laguna Poreč 3.57 3.66 - -
Aldo Knapić Poreč 2.41 2.47 - -
Istrakop Poreč 2.05 2.11 1,083 1,391
Interplutex Umag 1.76 1,81 - -
Grad Umag 1.59 1.63 19,532 -
Total: 75.57 77.57 25,631 4,369

Shareholder Ownership in the Bank
Liabilities towards the Bank as of 

31 December 2004
% in share 

capital
% in voting 

rights
Loans Commitments

Intercommerce Umag 16.86 17.30 4,670 3,587
Tvornica Cementa Umag 15.04 15.44 - 200
Hempel Umag 15.00 15.40 - -
Serfin d.o.o. 10.00 10.26 - -
KB 1909 Gorizia 7.63 7.83 - -
Plava laguna Poreč 3.57 3.66 - -
Aldo Knapić Poreč 2.41 2.47 - -
Istrakop Poreč 2.05 2.11 1,163 62
Interplutex Umag 1.76 1.81 - -
Grad Umag 1.59 1.63 21,275 -
Total: 75.91 77.91 27,108 3,849
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29. INFORMATION FOR CASH FLOW STATEMENT

For the purpose of cash flow statement presentation, cash and cash equivalents with maturity of up to 90 
days consist of:

2005 2004

Cash and due from banks 163,697 139,198
Placements with banks 452,384 400,517
Total 616,081 539,715

30. OFF-BALANCE SHEET COMMITMENTS

2005 2004

Guarantees 20,748 16,498
Letters of credit 12,509 10,203
Undrawn portion of loans on approved overdrafts 18,970 13,096
Commitments to lend 34,360 7,012
Less: Provision for off balance sheet liabilities (736) (491)
Total 85,851 46,318

The primary purpose for commitments to lend from guarantees and letters of credit is to ensure that 
funds are available to a customer as required. Guarantees and standby letters of credit, which represent 
irrevocable assurances that the Bank will make payments in the event that a customer cannot meet its 
obligations to third parties, carry the same credit risks as loans.

Commitments to lend represent unused portions of authorisations to lend in the form of loans, guarantees 
or letters of credit. With respect to credit risk on commitments to lend, the Bank is potentially exposed 
to loss in an amount equal to the total unused commitments. However, the likely amount of loss is less 
than the total unused commitments since most commitments to lend are contingent upon customers 
maintaining specific credit standards.

Guarantees, irrevocable letters of credit and undrawn loan commitments are subject to similar credit risk 
monitoring and credit policies as utilised in the extension of loans. The management of the Bank believes 
the market risk associated with guarantees, irrevocable letters of credit and undrawn loan commitments 
to be minimal.  
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31. RELATED-PARTY TRANSACTIONS

As at 31 December 2005 and 31 December 2004, balances outstanding with related parties comprised:

Loans Commitments Income Expenses

31 December 2004
Shareholders 6,695 2,429 614 1,499
Employees 137 101 11 -
Total 6,832 2,530 625 1,499

31 December 2005
Shareholders 4,783 2,978 678 1,526
Employees 86 86 7 8
Total 4,869 3,064 685 1,534

Parties are considered to be related if one party has the ability to control the other party or exercise significant 
influence over the other party in making financial or operational decisions. A number of banking transactions 
are entered into with related parties in the normal course of business. These transactions were carried out 
on commercial terms and conditions and at market rates.

32. ESTIMATED FAIR VALUE OF FINANCIAL ASSETS AND

  LIABILITIES

Fair value of financial instruments is the amount for which an asset could be exchanged, or a liability settled, 
between knowledgeable, willing parties in an arm’s-length transaction. Where available, fair value is based 
on quoted market prices. However, no readily available market prices exist for a significant portion of the 
Bank’s financial instruments. In circumstances where the quoted market prices are not readily available, the 
fair value is estimated using discounted cash flow models or other pricing techniques as appropriate. Changes 
in underlying assumptions, including discount rates and estimated future cash flows, significantly affect the 
estimates. Therefore, the calculated fair market estimates may not be realised in a current sale of the financial 
instrument. 

It is the opinion of the management of the Bank that the fair value of the Bank’s financial assets and liabilities 
are not materially different from the amounts stated in the balance sheets as at 31 December 2005 and 31 
December 2004.

In estimating the fair value of the Bank’s financial instruments, the following methods and assumptions were 
used.
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32. ESTIMATED FAIR VALUE OF FINANCIAL ASSETS AND 

LIABILITIES (CONTINUED)

(a) Cash and balances with the Croatian National Bank
The carrying values of cash and balances with the Croatian National Bank are generally deemed to 
approximate their fair value due to their short-term nature. 

(b) Investments held to maturity
The fair value of reconstruction bonds is estimated based upon discounted cash flow analyses using interest 
rates currently offered for investments with similar terms issued by the Republic of Croatia. The fair value of 
bills of exchange is deemed to approximate their carrying value due to their short-term nature. Allowances 
are made to reflect changes, if any, in the credit rating of the issuer.

(c) Due from banks 
The estimated fair value of amounts due from banks that mature in 180 days or less approximates their 
carrying amounts due to their short-term nature. The fair value of other amounts due from banks is 
estimated based upon discounted cash flow analyses using interest rates currently offered for investments 
with similar terms (market rates adjusted to reflect credit risk). The fair value of non-performing amounts 
due from banks is estimated using a discounted cash flow analysis or the appraised value of the underlying 
collateral. Provisions are not taken into consideration when calculating fair values. 

(d) Loans and advances to customers
Fair value of loans and advances is calculated based on discounted expected future principal and interest cash 
flows. Loan repayments are assumed to occur at contractual repayment dates. Expected future cash flows 
are estimated considering risk and any indication of impairment. The estimated fair values of loans reflect 
changes in credit status since the loans were made and changes in interest rates in the case of fixed rate loans. 
The fair value of non-performing loans to customers is estimated using a discounted cash flow analysis or the 
appraised value of the underlying collateral, where available. Provisions are not taken into consideration when 
calculating fair values. As the Bank has a very limited portfolio of loans and advances with fixed rates and long-
term maturity, the fair value of loans and advances is not significantly different from their carrying value. 

(e) Amounts due to banks and customers 
For demand deposits and deposits with no defined maturities, fair value is taken to be the amount payable 
on demand at the balance sheet date. The estimated fair value of fixed-maturity deposits with fixed interest 
rates is based on discounted cash flows using rates currently offered for deposits of similar remaining 
maturities. The value of long-term-relationships with depositors is not taken into account in estimating 
fair values. As most of the Bank’s deposits are given with variable rate, being the market rate, there is no 
significant difference between the fair value of these deposits and their carrying value. 
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33. MANAGED FUNDS – AGENCY BUSINESS

Under IFRS, funds managed by a trustee on behalf of individuals, trusts and other institutions are not 
regarded as assets of the trustee and, therefore, are not included in its balance sheet.

The Bank manages funds in the name and for the account of legal entities and individuals. The gains and 
losses of such operations are ascribed to the ordering party and the Bank does not bear any liabilities.

The net assets and liabilities managed on behalf of third parties may be summarized as follows (see note 
2.12):

2005 2004
Assets
- Loans to citizens 2,423 2,516
- Loans to companies 7 7
- Cash 162 162
- Other 552 514
Total assets 3,144 3,199
Liabilities
- Public sector - -
- Companies 7 8
- Financial institutions 2,423 2,504
- Other 714 687
Total liabilities 3,144 3,199

The Bank did not issue any guarantees in the name of or for the account of any legal entities or 
individuals.

34. MARKET RISK

Market risk is the risk that the value of a financial instrument will fluctuate as a result of changes in market 
prices. The Bank manages this risk by diversifying its investments both by type and issuer. Exposure 
to individual instruments and counter parties is managed in accordance with risk limits set by senior 
management.
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35. FOREIGN CURRENCY RISK

The Bank takes on exposure to effects of fluctuations in the prevailing foreign currency exchange rates on 
its financial position and cash flows.

The table below provides an analysis of the Bank’s main currency exposures. The remaining currencies are 
shown within ‘Other currencies’. The Bank monitors daily its foreign exchange (FX) position for compliance 
with the regulatory requirements of the Croatian National Bank and internally set limits established in 
respect of limits on open positions. The Bank seeks to match assets and liabilities denominated in foreign 
currencies to avoid foreign currency exposures.

2005 HRK EUR USD
Other 

currencies
Total

ASSETS 
Cash and due from banks 104,814 49,225 3,624 6,034 163,697
Due from the Croatian National Bank 121,969 67,974 - - 189,943             
Placements with banks 12,057 337,464 97,047 271 446,839
Securities held for trading 37,850 44,121 - - 81,971
Loans and advances to customers 214,315 482,397 3,114 6,344 706,170
Securities available for sale 27,097 12 - - 27,109
Securities held to maturity 31,212 - - - 31,212
Other assets 17,566 70 - 3 17,639
Investments 20 - - - 20
Tangible and intangible fixed assets 33,739 - - - 33,739
Total Assets (1) 600,639 981,263 103,785 12,652 1,698,339

LIABILITIES
Due to banks 4,225 13,319 12 - 17,556
Demand deposits 290,739 252,172 27,633 5,462   576,006
Term deposits 139,906 719,087 75,767 4,896 939,656
Other liabilities 12,044 519 22 35 12,620
Total Liabilities 446,914 985,097 103,434 10,393 1,545,838
SHAREHOLDERS’ EQUITY
Share capital 64,900 - - - 64,900
Share premium 180 - - - 180
Retained earnings and reserves 87,421 - - - 87,421
Total Shareholders’ Equity 152,501 - - - 152,501
TOTAL LIABILITIES AND SHAREHOLDERS’ 
EQUITY (2) 599,415 985,097 103,434 10,393 1,698,339
Net FX Position at 31 December 2005 (1) - (2) 1,224 (3,834) 351  2,259 -
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35. FOREIGN CURRENCY RISK (CONTINUED)

2004 HRK EUR USD
Other 

currencies
Total

ASSETS
Cash and due from banks 54,475 71,009 2,370 11,344 139,198
Due from the Croatian National Bank 121,926 67,216 2,018 - 191.160
Placements with banks 42,451 276,301 78,374 - 397,126
Securities held for trading 28,141 76.418 - - 104.559
Loans and advances to customers 283,012 366,163 4,368 5,376 658,919
Securities available for sale 2,194 12 - - 2,206
Securities held to maturity 19,873 755 - - 20.628
Other assets 16,370 - - - 16,370
Investments in non-consolidated subsidiaries 20 - - - 20
Tangible and intangible fixed assets 35,293 - - - 35,293
Total Assets (1) 603,755 857,874 87,130 16,720 1,565,479

LIABILITIES
Due to banks 515 7,570 90 - 8,175
Demand deposits 260,907 255,976 23,782 6,673   547,338
Term deposits 139,990 644,919 64,279 4,711 853,899
Other liabilities 10,067 1,980 47 30 12,124
Total Liabilities 411,479 910,445 88,198 11,414 1,421,536
SHAREHOLDERS’ EQUITY
Share capital 64,900 - - - 64,900
Share premium 163 - - - 163
Retained earnings and reserves 78,880 - - - 78,880
Total Shareholders’ Equity 143,943 - - - 143,943
TOTAL LIABILITIES AND 
SHAREHOLDERS’ EQUITY (2) 555,422 910,445 88,198 11,414 1,565,479
Net FX Position at 31 December 2004 
(1) - (2) 48,333 (52,571) (1,068)  5,306 -
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36. INTEREST RATE RISK

Interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in market 
interest rates. The length of time for which the rate of interest is fixed on a financial instrument, therefore, 
indicates to what extent it is exposed to interest rate risk. The table below provides information on the 
extent of the Bank’s interest rate exposure based either on the contractual maturity date of its financial 
instruments or, in the case of instruments that reprice to a market rate of interest before maturity, the next 
repricing date. It is the policy of the Bank to manage the exposure to fluctuations in net interest income 
arising from changes in interest rates by the degree of repricing mismatch in the balance sheet. Those 
assets and liabilities that do not have contractual maturity date or are not interest bearing are grouped in 
‘Non interest bearing’ category.

2005
Up to 1 
month

1-3 
months

3-12 
months

1-3 years
Over 3 

years

Non 
interest 
bearing

Total

ASSETS 

Cash and due from 
banks 35,888 - - - - 127,809 163,697

Due from the Croatian 
National Bank 189,943 - - - - - 189,943

Placements with banks 446,839 - - - - - 446,839

Securities held for 
trading - - - - 81,971 - 81,971

Loans and advances to 
customers 532,658 8,254 40,154 63,078 62,026 - 706,170

Securities available for 
sale - 24,903 - - 2,206 - 27,109

Securities held to 
maturity 612 1,213 9,657 - 19,730 - 31,212

Other assets - - - - - 17,639 17,639

Investments in 
non-consolidated 
subsidiaries - - - - - 20 20

Tangible and intangible 
fixed assets - - - - - 33,739 33,739

Total Assets (1) 1,205,940 34,370 49,811 63,078 165,933 179,207 1,698,339
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36. INTEREST RATE RISK (CONTINUED)

2005
Up to 1 
month

1-3 
months

3-12 
months

1-3 
years

Over 3 
years

Non 
interest 
bearing

Total

LIABILITIES
Due to other banks 1,208 218 2,267 1,428 12,435 - 17,556
Demand deposits 575,691 - - - - 315 576,006
Term deposits 911,234 147 2,219 1,666 5,265 19,125 939,656
Other liabilities 12,620 - - - - - 12,620
Total Liabilities 1,500,753 365 4,486 3,094 17,700 19,440 1,545,838
SHAREHOLDERS’ 
EQUITY
Share capital - - - - - 64,900 64,900
Share premium - - - - - 180 180
Retained earnings and 
reserves - - - - - 87,421 87,421
Total Shareholders’ Equity - - - - - 152,501 152,501
TOTAL LIABILITIES 
AND SHAREHOLDERS’ 
EQUITY (2) 1,500,753 365 4,486 3,094 17,700 171,941 1,698,339
TOTAL INTEREST RATE 
SENSITIVITY GAP AT 31 
DECEMBER 2005 (1)-(2) (294,813) 34,005 45,325 59,984 148,233 7,266 -
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36. INTEREST RATE RISK (CONTINUED)

2004
Up to 1 
month

1-3 
months

3-12 
months

1-3 years
Over 3 

years

Non 
interest 
bearing

Total

ASSETS  

Cash and due from 
banks 66,521 - - - - 72,677 139,198

Due from the Croatian 
National Bank 191,160 - - - - - 191,160

Placements with banks 397,126 - - - - - 397,126

Securities held for 
trading 9,363 19,715 - 4,481 71,000 - 104,559

Originated loans and 
advances to customers 506,329 2,666 39,859 46,321 63,744 - 658,919

Securities available for 
sale 2,206 - - - - - 2,206

Securities held to 
maturity 1,729 - - - 18,899 - 20,628

Other assets - - - - - 16,370 16,370

Investments in non-
consolidated companies - - - - - 20 20

Tangible and intangible 
fixed assets - - - - - 35,293 35,293

Total Assets (1) 1,174,434 22,381 39.859 50,802 153,643 124,360 1,565,479
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36. INTEREST RATE RISK (CONTINUED)

2004
Up to 1 
month

1-3 
months

3-12 
months

1-3 years
Over 3 

years

Non 
interest 
bearing

Total

LIABILITIES
Due to other banks 767 249 1,034 1,854 4,271 - 8,175
Demand deposits 547,176 - - - - 162 547,338
Term deposits 814,706 498 5,873 3,465 7,026 22,331 853,899
Other liabilities 12,124 - - - - - 12,124
Total Liabilities 1,374,773 747 6,907 5,319 11,297 22,493 1,421,536
SHAREHOLDERS’ 
EQUITY
Share capital - - - - - 64,900 64,900
Share premium - - - - - 163 163
Retained earnings and 
reserves - - - - - 78,880 78,880
Total Shareholders’ 
Equity - - - - - 143,943 143,943
TOTAL LIABILITIES 
AND SHAREHOLDERS’ 
EQUITY (2) 1,374,773 747 6,907 5,319 11,297 166,436 1,565,479
TOTAL INTEREST RATE 
SENSITIVITY GAP AT 31 
DECEMBER 2004 (1)-(2) (200,339) 21,634 32,952 45,483 142,346 (42,076) -
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36. INTEREST RATE RISK (CONTINUED)

The interest rates applicable for December 2005 for each asset and liability category were as shown 
below.

EUR USD Other HRK
Assets % % % %
Cash and due from banks 0.11%-1.42% 0.08%-1.56% 0.05% -
Due from the Croatian National Bank 1.125% - - 0.75%
Placements with banks 2.30%-2.38% 3.37%-4.26% - 1.8%
Securities at fair value through profit 
or loss 4.62%-5.75% - - 5.50%-6.87%
Securities held to maturity - - - 5.00%-11.00%
Securities available for sale - - - 3.70%-4.60%
Loans and advances to customers 2.90%-9.80% 4.95%-6.00% 4.98% 7.50%-15.00%
Liabilities
Demand deposits 0.20%-0.30% 0.10%-0.20% 0.10% 0.50%-1.10%
Term deposits 1.50%-4.50% 3.00%-3.60% 0.30%-1.60% 0.00%-6.25%
Borrowings - - - 1.00%-5.00%

The interest rates applicable for December 2004 for each asset and liability category were as shown.

EUR USD Other HRK
Assets % % % %
Cash and due from banks 0.11%-1.61% 0.08%-1.36% 0.05% -
Due from the Croatian National Bank 1.50% - - 1.25%
Placements with banks 1.95%-2.40% 1.38%-2.30% - 0.75%-1.00%
Securities held for trading 11.00% - - -
Held to maturity securities - - - -
Available for sale assets 4.62%-5.75% - - 5.50%-6.87%
Securities purchased from the issuer 5.00% - - 5.37%-7.60%
Originated loans and advances to 
customers 2.90%-15.00% 6.00%-15.00% 4.98%-15.00% 8.00%-15.00%
Public debt 5.00% - - -
Liabilities
Demand deposits from customers 0.20%-0.50% 0.10%-0.20% 0.10% 0.75%-1.45%
Term deposits from customers 2.00%-4.50% 1.00%-3.00% 0.30%-1.30% 0.00%-5.50%
Borrowings - - - 3.00%-5.50%
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37. LIQUIDITY RISK

Liquidity risk is a measure of the extent to which the Bank may be required to raise funds to meet its 
commitments associated with financial instruments. The Bank maintains its liquidity profiles in accordance 
with regulations laid down by the Croatian National Bank. The table below provides an analysis of assets, 
liabilities and shareholders’ equity into relevant maturity groupings based on the remaining period from the 
balance sheet date to the contractual maturity date. It is presented under the most prudent consideration 
of maturity dates where options or repayment schedules allow for early repayment possibilities.

The Bank is exposed to daily calls on its available cash resources from overnight deposits, current accounts, 
maturing deposits, loan drawdowns, and guarantees. The Bank does not maintain cash resources to meet 
all of these needs as experience shows that a minimum level of reinvestment of maturing funds can be 
predicted with a high level of certainty. The Bank sets limits on the minimum proportion of maturing funds 
available to meet such calls and on the minimum level of inter-bank and other borrowing facilities that 
should be in place to cover withdrawals at unexpected levels of demand. 

2005
Up to 1 
month

1-3 
months

3-12 
months

1-3 years
Over 3 
years

Total

ASSETS
Cash and due from banks 163,697 - - - - 163,697
Due from the Croatian National 
Bank 189,943 - - - - 189,943
Placements with banks 435,776 11,063 - - - 446,839
Securities held for trading - - - - 81,971 81,971
Originated loans and advances to 
customers 79,633 44,523 129,951 177,193 274,870 706,170
Securities available for sale - 24,903 - - 2,206 27,109
Securities held to maturity 612 1,213 9,657 - 19,730 31,212
Other assets 2,462 - 14,784 393 - 17,639
Investments in non-consolidated 
companies - - - - 20 20
Tangible and intangible fixed assets - - - - 33,739 33,739
Total Assets (1) 872,123 81,702 154,392 177,586 412,536 1,698,339
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37. LIQUIDITY RISK (CONTINUED) 

2005
Up to 1 
month

1- 3 
months

3-12 
months

1-3 years
Over 3 

years
Total

LIABILITIES

Due to banks 1,208 218 2,267 1,428 12,435 17,556
Demand deposits from 
customers

576,006 - - - - 576,006

Term deposits from 
customers

258,135 335,422 315,501 14,820 15,778 939,656

Other liabilities 12,620 - - - - 12,620
Total Liabilities 847,969 335,640 317,768 16,248 28,213 1,545,838
SHAREHOLDERS’ 
EQUITY
Share capital - - - - 64,900 64,900
Share premium - - - - 180 180
Retained earnings and 
reserves

- - - - 87,421 87,421

Total Shareholders’ Equity - - - - 152,501 152,501
TOTAL LIABILITIES 
AND SHAREHOLDERS’ 
EQUITY (2) 847,969 335,640 317,768 16,248 180,714 1,698,339
On-balance-sheet liquidity 
gap at 31 December 2005 
(1) - (2) 24,154 (253,938) (163,376) 161,338 231,822 -

2004
Up to 1 
month

1- 3 
months

3-12 
months

1-3 years
Over 3 

years
Total

ASSETS
Cash and due from banks 139,198 - - - - 139,198
Due from the Croatian 
National Bank 191,160 - - - - 191,160
Placements with banks 385,619 11,507 - - - 397,126
Securities held for trading 9,363 19,715 - 4,481 71,000 104,5559
Loans and advances to 
customers 82,677 61,150 129,091 165,068 220,933 658,919
Securities held for sale 2,206 - - - - 2,206
Investments held to maturity 632 708 389 - 18,899 20,628
Other assets 1,651 - 14,719 - - 16,370
Investments in non-
consolidated subsidiaries - - - - 20 20
Tangible and intangible fixed 
assets - - - - 35,293 35,293

Total Assets (1) 812,506 93,080 144,199 169,549 346,145 1,565,479

NOTES TO THE FINANCIAL STATEMENTS
31  December  2005 
(all amounts are expressed in thousands of Kuna)
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37. LIQUIDITY RISK (CONTINUED)

2004
Up to 1 
month

1- 3 
months

3-12 
months

1-3 years
Over 3 

years
Total

LIABILITIES
Due to banks 767 249 1,034 1,854 4,271 8,175
Demand deposits from 
customers 547,338 - - - - 547,338
Term deposits from 
customers 237,807 297,346 283,154 18,038 17,554 853,899
Other liabilities 12,124 - - - - 12,124
Total Liabilities 798,036 297,595 284.188 19,892 21,825 1,421,536
SHAREHOLDERS’ 
EQUITY
Share capital - - - - 64,900 64,900
Share premium - - - - 163 163
Retained earnings and 
reserves - - - - 78,880 78,880
Total Shareholders’ 
Equity - - - - 143,943 143,943
TOTAL LIABILITIES 
AND SHAREHOLDERS’ 
EQUITY (2) 798,036 297,595 284,188 19,892 165,768 1,565,479
On-balance-sheet 
liquidity gap at 31 
December 2004 (1) - (2) 14,470 (204,515) (139,989) 149,657 212,635 -

The matching and controlled mismatching of the maturities and interest rates of assets and liabilities is 
fundamental to the management of the Bank. It is unusual for banks ever to be completely matched since 
business transacted is often of uncertain term and of different types. An unmatched position potentially 
enhances profitability, but also increases the risk of losses.

The maturities of assets and liabilities and the ability to replace, at an acceptable cost, interest–bearing 
liabilities as they mature, are important factors in assessing the liquidity of the Bank and its exposure to 
changes in interest rates and exchange rates.

NOTES TO THE FINANCIAL STATEMENTS
31  December  2005 
(all amounts are expressed in thousands of Kuna)
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38. CREDIT RISK

The Bank takes on exposure to credit risk which is the risk that the counter-party will be unable to pay 
amounts in full when due. The Bank structures the levels of credit risk it undertakes by placing limits on the 
amount of risk accepted in relation to one borrower, or groups of borrowers, and to industry segments, 
such risks are monitored on a revolving basis and subject to an annual or more frequent review.

Exposure to credit risk is managed through regular analysis of the ability of borrowers and potential 
borrowers to meet interest and capital repayment obligations and by changing these lending limits where 
appropriate. Exposure to credit risk is also managed in part by obtaining collateral and corporate and 
personal guarantees. 

Commitments arising from the issuance of letters of credit. Documentary letters of credit, which are 
written irrevocable undertakings by the Bank on behalf of a customer authorizing a third party (beneficiary) 
to draw drafts on the Bank up to a stipulated amount under specific terms and conditions, are collateralised 
and therefore have significantly less risk. Cash requirements under open letters of credit are considerably 
less than the commitments under issued guarantees or stand-by letters of credit. Stand-by letters of credit, 
which represent irrevocable assurances that the Bank will make payments in the event that a customer 
cannot meet its obligations to third parties, carry the same credit risk as loans. The Bank records provisions 
against these instruments on the same basis as is applicable to loans.

Commitments to lend, undrawn loan commitments, unutilised overdrafts and approved overdraft 
loans. The primary purpose of commitments to lend is to ensure that funds are available to a customer as 
required. Commitments to lend represent unused portions of authorisations to lends in the form of loans, 
guarantees or letters of credit. Commitments to lend issued by the Bank represent issued loan commitments 
or guarantees, undrawn portions of and approved overdrafts loans. Commitments to lend or guarantees 
issued by the Bank which are contingent upon customers maintaining specific credit standards (including 
the condition that a customer’s solvency does not deteriorate) are revocable commitments. Irrevocable 
commitments represent undrawn portions of authorised loans and approved overdraft facilities because they 
result from contractual terms and conditions in the credit agreements. However, the likely amount of loss 
is less than the total unused commitments since most commitments to lend are contingent upon customers 
maintaining specific credit standards. The Bank monitors the term to maturity of credit commitments because 
longer-term commitments generally have a greater degree of credit risk than shorter-term commitments. 

NOTES TO THE FINANCIAL STATEMENTS
31  December  2005 
(all amounts are expressed in thousands of Kuna)
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39. APPROVAL OF THE FINANCIAL STATEMENTS

The financial statements are signed and authorised for issue on 28 January 2006.

These financial statements were approved by the Management Board on 28 January 2006.

Signed on behalf of the Management Board: 

Miro Dodić Marina Vidič

Chairman of the Management Board Member of the Management Board

 

NOTES TO THE FINANCIAL STATEMENTS
31 December 2005 
(all amounts are expressed in thousands of Kuna)
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MAJOR SHAREHOLDERS 

Intercommerce d.o.o., Umag

Tvornica cementa d.o.o.,Umag

Hempel d.o.o., Umag

Serfin d.o.o. Buje

KB 1909 S.p.A. Gorizia, Italia

Plava laguna d.d., Poreč

Aldo Knapić, Poreč 

Istrakop d.o.o., Poreč

Interplutex d.o.o., Umag

Grad Umag

1

2

3

4

5

6

7

8

9

10

MAJOR SHAREHOLDERS
as at  31  December  2005
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CORRESPONDENT BANKS

A U S T R I A
Adria Bank AG     Vienna ABAG AT WW
Bank Austria-Creditanstalt AG   Vienna BKAU AT WW
Bank Styria AG     Graz STSP AT 2G
Zveza Bank RZZOJ    Klagenfurt VSGK AT 2K
B E L G I U M     
Fortis Bank S.A.     Brussels GEBA BE BB 36A
B O S N I A - H E R Z E G O V I N A
Unicredit Zagrebačka banka dd   Mostar ZABA BA 22
D E N M A R K
Danske Bank A/S     Copenhagen DABA DK KK
G E R M A N Y
Bayerische Hypo-und Vereinsbank AG  Munich HYVE DE MM
Bayerische Landesbank Girozentrale  Munich BYLA DE MM
Commerzbank AG     Frankfurt a/M COBA DE FF
LHB Internationale Handelsbank AG  Frankfurt a/M LHBI DE FF
F R A N C E
Société Générale     Paris SOGE FR PP
I T A L Y
Banca Antonveneta SpA    Padova ANTB IT 2P 480
Banca di Cividale SpA    Cividale CIVI IT 2C
Banca di Roma     Rome BROM IT RD
Banca Intesa SpA     Milan BCIT IT MM
Nova Ljubljanska banka Trieste   Trieste LJBA IT 2T
UniCredito Italiano     Milan UNCR IT MM
N E T H E R L A N D S
ING Bank NV     Amsterdam INGB NL 2A
S L O V E N I A
Banka Koper dd     Koper BAKO SI 2X
Nova Ljubljanska banka dd    Ljubljana LJBA SI 2X
S W E D E N
Svenska Handelsbanken AB   Stockholm HAND SE SS
S W I T Z E R L A N D
UBS AG      Zurich UBSW CH ZH
U N I T E D   S T A T E S
The Bank of New York    New York IRVT US 3N
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C O N T A C T S
        country code +385 
HEAD OFFICE

Ernesta Miloša 1, P.O.Box 103    switchboard 052/702 300
52470 UMAG, Croatia     facsimile 052/702 388

052/741 396
052/741 275

        SWIFT ISKB HR 2X
        telex 24745 ikb rh
        e-mail marketing@ikb.hr
        internet www.ikb.hr

MANAGEMENT BOARD     phone 052/702 307
        fax 052/702 388

OFFICE OF THE MANAGEMENT BOARD   phone 052/702 307
        fax 052/702 388

Legal Department     phone 052/702 380
General Administration Department   phone 052/702 310

INTERNAL AUDIT     phone 052/702 390
        fax 052/702 388

RISK ASSESSMENT AND MANAGEMENT  phone 052/702 306
        fax 052/702 388

LOAN DIVISION      phone 052/702 360
        fax 052/702 364

Loan Solicitation Department    phone 052/702 361
Loan Administration Department   phone 052/702 365

TREASURY AND PAYMENT    phone 052/702 340
OPERATIONS DIVISION
        fax 052/702 388

Domestic Payment Operations    phone 052/702 376
        fax 052/702 309
International Payment Operations   phone 052/702 347
        fax 052/741 396
Domestic Treasury     phone 052/702 343
Foreign Exchange Treasury    phone 052/702 385

RETAIL NETWORK MANAGEMENT DIVISION  phone 052/702 350
        fax 052/702 388
ACCOUNTING DEPARTMENT    phone 052/702 330
        fax 052/702 387
INFORMATION TECHNOLOGY DEPARTMENT phone 052/702 320
        fax 052/702 388
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R E TA I L  N E T W O R K 

country code +385
MAIN BRANCH UMAG phone 052/702 366

Ernesta Miloša 1, 52470 Umag fax 052/702 353
OFFICE UMAG - Department Store phone/fax 052/741 082
1. svibnja bb, 52470 Umag
OFFICE BUJE phone. 052/772 271
Trg J.B.Tita 1, 52460 Buje fax 052/772 431
OFFICE SAVUDRIJA phone/fax 052/759 547
Bašanija bb, 52475 Savudrija
OFFICE BRTONIGLA phone/fax 052/774 430
Trg. Sv. Zenone 4, 52474 Brtonigla
OFFICE PAZIN phone 052/624 557
Trg slobode 1, 52000 Pazin fax 052/621 160
OFFICE BUZET phone 052/663 417
Trg Fontana 2, 52420 Buzet fax 052/663 393
OFFICE ROVINJ phone 052/845 070
S.Radića 9, 52210 Rovinj fax 052/845 079
OFFICE ŽMINJ phone 052/846 270
Pazinska bb, 52431 Žminj fax 052/846 490
OFFICE LABIN phone 052/881 051
Zelenice 10, 52220 Labin fax 052/881 053

BRANCH NOVIGRAD phone 052/757 414
Veliki trg 9, 52466 Novigrad fax 052/757 145

BRANCH POREČ phone 052/429 050
Aldo Negri 2, 52440 Poreč fax 052/451 453
OFFICE POREČ phone/fax 052/453 259
Partizansko šetalište bb, 52440 Poreč
OFFICE VRSAR phone 052/441 130
Obala J.B.Tita 27, 52450 Vrsar fax 052/442 074
OFFICE VIŠNJAN phone 052/449 420
Istarska 1, 52463 Višnjan fax 052/449 369
OFFICE TAR phone 052/443 757
Borgo bb, 52465 Tar fax 052/443 767

BRANCH PULA phone 052/215 977
Dalmatinova 3, 52100 Pula fax 052/215 973
OFFICE PULA (VERUDA) phone 052/392 193
Tomassinijeva 32, 52100 Pula fax 052/392 195

BRANCH RIJEKA phone 051/213 360
Jadranski trg 2c, 51000 Rijeka fax 051/213 106
OFFICE OPATIJA phone 051/271 841
Maršala Tita 140/3, 51410 Opatija fax 051/271 681
OFFICE VIŠKOVO phone 051/504 320
Viškovo 2, 51216 Viškovo fax 051/504 325
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