





MANAGEMENT REPORT FOR THE PERIOD

1 JANUARY - 30 JUNE 2022

RESULTS OF THE GROUP

3 Croatian Bank for Reconstruction and Development






Results of the Group

in the period 1 January —30 June 2022, the HBOR Group generated profit after tax in the amount
of HRK 372.1 miillion.

Pursuant to the provisions of the Act on HBOR, the parent company is exempt from income tax
and income tax liabilities arise exclusively from the activities of the other members of the Group.

In the period 1 January — 30 June 2022, total income on consolidated basis amounted to HRK
566.4 million, whereas total expenses amounted to HRK 194.3 million.

The consolidated total income increased by 11.1 percent, whereas total expenses decreased by
1.4 percent compared o the same period previous year due to the developments in total income
and expenses of the parent company.

In the structure of income of the Group, the largest portion, i.e. 58.1 percent, relates to interest
income as a result of operations of the parent company.

The major part of total expenses, i.e. 58.1 percent, relates to operating expenses arising from the
operations of the parent company.

The consclidated operating expenses in the period 1 January — 30 June 2022 amounted to HRK
113.0 million and consisted of general and administrative expenses and other operating
expenses.

On 30 June 2022, the Group had 392 employees {on 30 June 2021: 382 employees).

Assets and liabilities of the Group

Total assets of the Group on consolidated basis amount to HRK 27,554.9 million, a decrease of
2.6 percent compared with the beginning of the year. The reasons for such tendency are stated
in the description of HBOR's financial performance.

In the structure of assets, the major portion relates to the lending activities of the parent
company, i.e. net loans account for 83.6 percent of total assets.

Total liabilities and total equity as at 30 June 2022 amount to HRK 27,554.9 million, of which amount
total liabilities equal HRK 16,652.2 million, i.e. 60.4 percent.

In total liabilities and total equity of the Group, the major portion, i.e. 56.8 percent, consists of
borrowings of the parent company.

At the end of the reporting period, total equity on consolidated basis amounted to HRK 10,902.7
million and accounted for 39.6 percent of total liabilities and total equity of the Group.
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OVERVIEW OF FINANCIAL PERFORMANCE OF HBOR

The following text gives an overview and explanation of the significant changes in financia!
position and operating performance in the reporting period.

Financial performance

in the period from 1 January to 30 fune 2022, HBOR generated total income of HRK 558.6 million,
expenses of HRK 187.6 million and profit in the amount of HRK 371.0 million. HBOR’s profit
generated in the reporting period increased by HRK 58.6 million compared with the profit
generated in the same period last year.

The increase in profit in the period from 1 lanuary to 30 June 2022 compared with the same
period last year is a result of an increase in total income by HRK 54.6 million and a decrease in
total expenses by HRK 4.0 million,

The circumstances that affected the financial result achieved in the six-month reporting period
2022 compared to the results generated in the same period in 2021 are:
- {-) decrease in interest income of HRK 9.2 miliion, i.e. by 2.7 percent,
- {+) decrease in interest expenses of HRK 17.8 million, i.e. by 18.3 percent,
- (#) increase in net income from fees and commissions of HRK 1.1 million, i.e. by 11.7
percent,
- (#)increase in net gains from financial activities in the amount of HRK 22.1 million,
- (-) decrease in other income of HRK 9.4 miliion,
- (+} increase in impairment gain and provisions by HRK 55.7 million compared to the same
period in 2021,
- (-)increase in operating expenses of HRK 19.5 million, i.e. by 22.5 percent.

A detailed description of trends is given for each category separately in the following text.
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Net interest income

Net interest income amounted to HRK 248.8 million, an increase of 3.6 percent on the same
period of the previous reporting year.

interest income amounted to HRK 328.2 million, a decrease of 2.7 percent on the same reporting
period last year.

Interest expenses amounted to HRK 79.4 million, an decrease of 18.3 percent on the same
reporting period last year, due to the repayment of loans.

Given the described trends, a larger decrease in interest expenses than a decrease in interest
income affected the increase in net interest margin compared to the same reporting period
of the previous year that amounts to 1.8 percent, while in the same period of the previous
year it amounted to 1.7 percent.

Net fee income and commission income

Net fee and commission income amounted to HRK 10.5 million, an increase of 11.7 percent
compared with the same reporting period last year due to a larger decrease in fee and
commission expenses (by HRK 1.6 million) compared to the decrease in fee and commission
income {by HRK 0.5 million).

Net gains/(losses) on financial operations

Net gains/(losses} on financial operations are comprised of net foreign exchange gains/{losses)
on the principal amount of receivables and liabilities, net revenues or expenditures arising out of
the loan contracts with embedded call option, gains/{losses} arising out of value adjustment of
financial assets stated at fair value through profit or loss and realised gains/{losses} arising out of
financial assets at fair value through other comprehensive income.

In the reporting period, net gains from financial activities amounted to HRK 18.0 million,
whereas in the same reporting period previous year, net losses amounted to HRK 4.1 million.
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Significant changes in financial position

Total assets of HROR as at 30 June 2022 amounted to HRK 27,527.5 million, a decrease of 2.6
percent compared with 31 December 2021 due to the reduction of liabilities on deposits and
deleveraging on loan obligations.

Cash on hand and deposits with other banks

As at 30 June 2022, cash on hand and deposits with other banks amounted to HRK 1,256.1
million representing 4.6 percent of total assets, a decrease of 36.1 percent compared with 31
December 2021 as a result of the reduction of liabilities on deposits and debt repayments.

Loans to financial institutions and other customers

As at 30 lune 2022, total net loans amounted to HRK 23,039.6 million representing 83.7 percent
of total assets, an increase 0.1 percent on the beginning of the year.

Total gross loans amounted to HRK 26,184.0 million, a decrease of 0.6 percent compared with 31
December 2021. Gross loans to other customers stood at the same level compared with the
beginning of the year. Gross loans to financial institutions decreased by 2.1 percent compared
with the end of 2021.

As at 30 June 2022, the proportion between gross toans on-lent through financial institutions
and direct placements stood at 27 percent : 73 percent (31 December 2021: 27 percent : 73
percent).

Financial assets at fair value through profit or loss

Loans at fair value (HBOR has determined that mezzanine loans are classified here),
investments in investment funds and a part of equity instruments are classified to these
assets. As at 30 June 2022, the total amount of these assets was HRK 149.8 million
representing 0.5 percent of total assets.

Financial assets at fair value through other comprehensive income
a) Debt instruments

Bonds of the Republic of Croatia and treasury bills of the Ministry of Finance as part of liquidity
reserve as well as bonds of a company are classified to these assets. On the reporting date,
they amounted to HRK 2,835.1 million, representing 10.5 percent of total assets and recorded
an increase compared to the beginning of the year by 0.8 percent.

The impairment of these financial assets is calculated through the application of the model of
expected credit losses in the manner that provisions are recognised in the accounts of other
comprehensive income, thus not reducing the carrying amount of these financial assets in the
statement on financial position. On the reporting date, they amounted to HRK 4.5 million in
other reserves.
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Total liahilities

As at 30 june 2022, total liabilities amounted to HRK 16,630.2 million, which represents 60.4
percent of total liabilities and total equity. The major part of total liabilities consists of HBOR’s
foreign borrowings in the total amount of HRK 15,644.7 million,

Borrowings decreased by 2.9 percent compared with the beginning of the year, whereas changes
in these liabilities are shown in the following table:

{in HRK millions})
- Draw-down of funds horrowed under previously contracted

funds of special financial institutions 747.4
- Repayments of borrowings {1,246.7)
- Foreign exchange gains or losses 36.7
- Other calculations * (7.9)
Total changes (470.5)

* Other calculations relate to changes in amount of interest not due and deferred fees.

In 2022, HBOR continued to raise funds, and on 17 May 2022, signed a loan agreement in the
amount of EUR 200 million with the Council of Europe Development Bank (CEB) for the
promotion of economic growth and assistance for recovery and reconstruction after the
earthquakes in Croatia. The proceeds of this loan will be used for financing under existing
finance programmes, but also for projects that will be financed within the National Recovery
and Resilience Plan {NRRP).

Through HBOR, the CEB loan will be placed directly to the end users for partial financing of the
development and upgrading of local and regional infrastructure, such as water supply,
sewerage and wastewater treatment networks, local roads, educational, cultural and other
communal facilities.

In addition, the loan will enable HBOR to support micro, small and medium-sized enterprises
(MSMES), create new and preserve existing jobs, and finance the reconstruction of and
equipment for infrastructure and buildings damaged in the earthquake.

Total equity

Total equity amounted to HRK 10,897.3 million, representing 39.6 percent of total liahilities and
total equity.

Total equity of HBOR is comprised of the capital and the guarantee fund. HBOR’s capital is
comprised of founder’s capital contributed from the budget of the Republic of Croatia, retained
earnings from the profits generated in the previous years, other reserves and profits for the
current period.

In the reporting period there were no payments from the State Budget of the Republic of
Croatia to the founder’s capital of HBOR. The total amount of capital contributed from the
budget of the Republic of Croatia stood at HRK 6,758.0 million, and the remaining amount to be
contributed to the founder’s capital up to the totai amount of HRK 7,000.0 miilion set by the
HBOR Act is HRK 242.0 million.
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