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SIGNIFICANT CHANGES IN THE FINANCIAL POSITION: - - -

Total assets on consolidated basis amount to HRK 24,733.4 million, a decrease of 5% compared
with the beginning of the year. _

In the structure of assets, the major portion relates to the lending activities of the parent
company, i.e. net loans account for 88% of assets.

Total liabilities and total equity as of 30 September 2014 amounted to HRK 24,733.4 million and
out of this amount total liabilities amount to HRK 15,377.2 miillion, i.e. 62%.

In the liabilities and total equity of the Group, the major portion, i.e. 57% consists of borrowings
and bonds payable of the parent company.

At the end of the reporting period, total equity amounted to HRK 9,356.2 million and accounted
for 38% of total liabilities and total equity of the Group. '

SIGNIFICANT CHANGES IN FINANCIAL PERFORMANCE:

In the period 1 january to 30 September 2014, the Group generated total income of HRK 722.8
million, total expenses of HRK 580.8 million and profit in the amount of HRK 142.0 miHion.

In the structure of income of the Group, the largest portion, i.e. 98% relates to interest income
as a result of operation of the parent company.

The major part of total expenses, i.e. 64% relates to interest expenses arising from the
operations of the parent company.

The consolidated operating expenses in 2014 amounted to HRK 123.7 million, and consisted of

general and administrative expenses and other operating expenses.

There were 327 employees in the Group on 30 September 2014, whereas there had been 310
employees on 30 September 2013. :
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SIGNIFICANT CHANGES IN THE FINANCIAL POSITION:

Total assets of HBOR as of 30 September 2014 amounted to HRK 24,725.2 million, a decrease
of 5% compared with the beginning of the year due to the early repayment of principal of the
syndicated loan from domestic banks under the Programme for the Development of the
Economy.

Cash on hand and deposits with other banks

As of 30 September 2014, cash on hand and deposits with other banks amounted to HRK
919.0 million, representing 4% of total assets. This item decreased by 61% compared with
the beginning of the year due to the repayment of undisbursed funds in transaction account
with the Croatian National Bank under the Loan Programme for the Development of the
Economy in the amount of HRK 1,668.6 million, in January and July 2014.

Loans to banks and other customers

Total net loans as of 30 September 2014 stood at HRK 21,783.4 million, representing 88% of
total assets. : :

Total gross loans amounted to HRK 24,679.4 million, a decrease of 1% compared with the
beginning of the year. '
Gross loans to other customers increased by 8% compared with the beginning of the year,
which is for the main part the result of disbursements under the loan programmes aimed to
tourism and infrastructure financing.

oans to banks decreased by 7%, which is the result of taking over of loans to bank in the
bankruptcy procedure into a direct relationship, repayment of the revolving loans and the
utilisation of available funds for early repayment of the borrowings.

Assets available for sale

Assets available for sale were comprised primarily of liquidity reserve funds.
Further to this, assets available for sale were comprised primarily of debt instruments and, to a
minor extent, of equity instruments. ‘

This item amounted to HRK 1,886.8 million, an increase of 23% compared with the beginning of
the year as a result of the investments of available funds in treasury bills, cash investment funds
in the Republic of Croatia and bonds of the Ministry of Finance as part of liquidity reserve
instruments in accordance with the Liquidity Risk Management Procedures and pursuant to the
covenants in the contracts with foreign creditors.

In the reporting period, the amount of HRK 1,314.4 million was invested in assets available
for sale. Out of this amount of new investments, purchase of the treasury bills of the
Ministry of Finance amounted to HRK 1,119.5 million, purchase of the bonds of the Republic
of Croatia amounted to HRK 43.2 million, investments in money market investment funds

5 Croatian Bank for Reconstruction and Development

=\




amounted to HRK 143.0 million and a purchase of additional three shares of the European
Investment amounted to HRK 8.7 million. M e

Total liabilities

As of 30 September 2014, total labilities amounted to HRK 15,369.6 million, which 'represents
62% of total liabilities and total equity. The major part of total liabilities consists of HBOR
borrowings and bonds payable in the total amount of HRK 14,212.5 million.

In the reporting period, on 20 January 2014 HBOR entered into EUR 25.0 million Finance
Contract with the European Investment Bank. The loan is intended for the financing of
investment carried out by a Croatian tourist company in the modernisation, renovation and
construction of hote! facilities. The total investment in the modernisation and renovation
amounts to approximately EUR 50.0 million.

Beside the mentioned, on 24 March 2014 the European Investment Bank approved to HBOR a
loan in the amount of EUR 800.0 million for the promotion of small and medium-sized
enterprises and innovative projects. On the same day, the Finance Contract for the first tranche
of the loan in the amount of EUR 400.0 million was signed.

The funds of the first tranche in the amount of EUR 250.0 million are earmarked for the
financing of small and medium-sized enterprises, whereas the amount of EUR 150.0 million is
allocated for the financing of projects of public and private mid-cap companies investing in
projects based on knowledge, infrastructure and environmental protection.

in the reporting period, HBOR made an early repayment of principal of the syndicated loan
from domestic banks for the implementation of the Programme for the Development of the
Economy in the total amount of HRK 2,668.7 million, of which:
- On31 January 2014, HBOR made a mandatory early repayment of undisbursed funds
in the amount HRK 1,644.7 million,
- On 2 May 2014, HBOR made an early repayment of the principal in the amount of
HRK 500.0 million,
- On 15 July 2014, a mandatory early repayment of the remaining undisbursed funds
was made in the amount of HRK 23.9 million and
- On 1 August 2014, an early repayment of principal was made in the amount of HRK
500.1 mitlion.

Total Equity

Total equity amounted to HRK 9 355 6 mlﬂlon representlng 38% of totat habllmes and fotal

- equity.
Total equity is comprised of the capital and the guarantee fund.

HBOR's capital is comprised of founcl_er’e 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.

6 Croatian Bank for Reconstruction and Development




The total amount of the payment set in the State Budget for 2014 amounts to HRK 600.0
million and by 30 September 2014 the amount of HRK 300.0 million was paid in.

The total amount of capital contributed from the budget of the Republic of Croatia amounted
to HRK 6,417.1 million. The remaining amount to be contributed to the founder’s capital as set
by the HBOR Act is HRK 582.9 miillion.

SIGNIFICANT CHANGES IN THE FINANCIAL PERFORMANCE:

In the period 1 January to 30 September 2014, HBOR generated total income of HRK 716.6
million, expenses of HRK 575.3 million and profit in the amount of HRK 141.3 million.

Net interest income

Net interest income increased by 3% in the reporting period compared with the same period
last year and amounted to HRK 336.7 million as a result of trends in interest expenses and
interest income as described in the text that follows.

Interest income amounted to HRK 706.4 million, decreasing by 2% compared with the same
period previous year, which is in accordance to the plan and is the reflection of measures of
reducing interest rates that have been in force since the beginning of 2012.

HBOR gave up a portion of its profits, particularly through the measure of reducing interest
rates by 1 percentage point in 2012 and 2013, in order to provide support to Croatian business
entities in overcoming the consequences of and dealing with the conditions of the global
economic crisis that spilled over into the Croatian economy. The implementation of the interest
rate reduction measure has been extended until 31 December 2014.

Interest expenses amounted to HRK 369.7 million, a decrease of 7% compared with the same

period previous year. This is the result of debt prepayment in 2013 and in the reporting period
as well as of utilisation of credit lines from special financial institutions.

Net fee income

Net fee income amounted to HRK 6.9 million, an increase of 10% compared with the same
period previous year. This is a result of increased fee income from guarantee activities,
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Net gains/(losses) from financial activities -

Net gains/{losses) from financial activities 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 assets stated at fair value through profit or loss and
realised gains/(losses) arising out of assets available for sale.

In the reporting period, net losses from financial activities amounted to HRK 2.5 million,
whereas, in the same period previous year, net gains amounted to HRK 11.0 million.

As of the reporting date, the Croatian kuna depreciated by 0.2% against the EUR and by 6.6%
against the USD compared to 30 September 2013, whereas it appreciated by 0.1% against
the EUR and depreciated by 8.4% against the USD compared to 31 December 2013.

Foreign currency and foreign currency indexed assets and sources of funds are converted by
HBOR into HRK equivalent value by applying the exchange rate of the Croatian National Bank
valid at the reporting date.

Foreign currency revenues and expenditures are converted in accordance with the exchange
rate at the transaction date. The resulting foreign exchange gains or losses are recorded in
the Statement of Profit or Loss in net figures.

Operating expenses

Operating expenses that include generai and administrative expenses and other operating
expenses stood at HRK 117.9 million, an increase of 31% compared with the same period

previous year.

A significant increase compared with the same period last year is associated with the other
expenses in the amount of HRK 16.5 million arisen as a result of taking into direct
refationship the debtors of Centar banka d.d. in Bankruptcy. This was carried out on the
basis of the Agreement on Mutual Relationship Regulation, including the assignment and the
seting-off of the receivables of HBOR and the Bank in Bankruptcy, dated 16 January 2014
between HBOR and Centar banka d.d. in Bankruptcy.

The expenses in the amount of HRK 16.5 million are the result of placements taken over, i.e.
deviations in the due fulfilment of liabilities by the debtors towards Centar banka and by
Centar banka towards HBOR.

Furthermore, expenses in the amount of HRK 13.5 million resulted from the recalculation of
the interest regarding the restructured loans, the pre-bankruptcy settlements, the contract
cancellations and other recalculations, representing an increase of HRK 3.8 million compared
with the same period previous year.
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Excluding the above mentioned other expenses totalling HRK 20.3 million that occurred in
the reporting period, the operating expenses would increase by 8% compared with the same
period last year. ) '

There were 313 employees on 30 September 2014 {296 employees on 30 September 2013).

Impairment loss and provisions
In accordance with the regulations and internal acts, HBOR determines the amount of
impairment loss and provisions and maintains it at the level it considers adequate for the

coverage of possible future risks.

In the reporting period, net impairment loss amounted to HRK 84.8 miilion.
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