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I ndependent auditor’sreport
To the Shar eholders and the Management Boar d of Plava laguna d.d.
Report on the consolidated financial statements

We have audited the accompanying consolidated financial statements of Plava laguna d.d. and its
subsidiaries (the ‘Group’), which comprise the consolidated balance sheet as at 31 December 2011 and
the consolidated statements of comprehensive income, changes in equity and cash flow for the year then
ended, and asummary of significant accounting policies and other explanatory information.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal control
as management determines is necessary to enable the preparation of consolidated financial statements that
arefreefrom material misstatement, whether dueto fraud or error.

Auditor’ s Responsibility

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

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

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

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of the Group as of 31 December 2011 and its financial performance and its cash flows
for the year then ended in accordance with International Financial Reporting Standards.

Emphasis of matter

We draw attention to Note 30 to these financial statements that describes the Group’s contingencies with
respect to ownership of land not evaluated in the transformation and privatisation process. Problems with
respect to land ownership disputes are common for the majority of tourism companies in the Republic
of Croatia. Ther resolution is expected in the future upon completion of the process of obtaining
concessions and establishing ownership rights in accordance with and pursuant to the provisions of the
Law on Tourist and Other Construction Land, not evaluated in the transformation and privatisation
process, which entered into force on 1 August 2010. Our opinion was not qualified in this respect.

PricewaterhouseCoopers d.o.o.
Zagreb, 20 April 2012



PLAVA LAGUNA d.d., POREC
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED 31 DECEMBER 2011

(all amounts expressed in thousands of HRK) Note 2011 2010
Sales 5 516,493 476,186
Other income 6 1,960 3,770
Cost of materials and services 7 (150,740) (138,252)
Staff costs 8 (131,682) (131,534)
Depreciation and amortisation 15, 16 (108,887) (110,541)
Other operating expenses 9 (41,237) (30,415)
Other gains — net 10 857 1,404
Operating profit 86,764 70,618
Finance income 11 8,574 6,296
Finance costs 11 (2,199 (2,430)
Finance income — net 11 6,375 3,866
Share of profit of non-consolidated subsidiary 18 130 145
Profit before tax 93,269 74,629
Income tax expense 12 (18,218) (14,466)
Profit for theyear 75,051 60,163
Other compr ehensive income:

g:sr;ztnsgs in value of available-for-sale financial 6 (1,432) 62)
Total comprehensiveincome for the year 73,619 60,101
Profit attributableto:

Owners of the parent 74,145 59,653
Non-controlling interests 906 510
Profit for theyear 75,051 60,163
Basic and diluted earnings per share

aItributabIeto_the equity holders of the 13

Company during theyear (expressed in HRK

per share):

- ordinary shares 115.35 92.78
- preference shares 116.35 93.78

These financial statements set out on pages 3 to 54 were approved by the Group's Management Board
on 2012.
President of the Management Board

Neven Staver

The accompanying notes form an integral part of these consolidated financial statements.
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PLAVA LAGUNA d.d., POREC
CONSOLIDATED BALANCE SHEET

ASAT 31DECEMBER 2011

31 December
(all amounts expressed in thousands of HRK) Note 2011 2010
ASSETS
Non-current assets
Property, plant and equipment 15 1,362,389 1,414,700
Intangibl e assets 16 684 872
Investmentsin non-consolidated subsdiary 18 772 642
Available-for-sd e financial assets 19 9,974 11,765
1,373,819 1,427,979
Current assets
Inventories 22 3,783 3,717
Trade and other receivables 23 12,358 12,938
Depositsand loansreceivable 21 126,746 83,184
Financial asstsat fair value through profit or loss 20 142 172
Cash and cash equiva ents 24 57,651 33,381
200,680 133,392
Total assets 1,574,499 1,561,371
EQUITY
Capital and reservesattributableto equity holders
of the Company
Share capita 25 1,088,372 1,088,372
Share premium 25 5,149 5,149
Treasury shares 25 (17,046) (17,046)
Reserves 26 132,158 131,714
Retained earnings 26 211,207 197,459
1,419,840 1,405,648
Non-contralling interests 22,670 21,795
1,442,510 1,427,443
LIABILITIES
Non-current liabilities
Borrowings 28 53,273 62,919
Provisions for other liabilities and expenses 29 1,500 1,500
54,773 64,419
Current liabilities
Trade and other payables 27 56,873 51,389
Borrowings 28 14,944 14,735
Provisions for other liabilities and expenses 29 275 255
Incometax payable 12 5,124 3,130
77,216 69,509
Total liabilities 131,989 133,928
Total equity and liabilities 1,574,499 1,561,371

The accompanying notes form an integral part of these consolidated financial statements.
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PLAVA LAGUNA d.d., POREC

CONSOLIDATED STATEMENT OF CHANGESIN EQUITY

FOR THE YEAR ENDED 31 DECEMBER 2011

(all amounts
expressad in
thousands of HRK)

Note

Attributabl e to eguity holders of the Company

Share
capital

Share Treasury Resarv

premium

shares

(S

Retained

earnings Total

Non-
contralling
interest

Total
equity

At 1 January 2010

Profit for the year

Other comprehensive
loss

Total
comprehensive
incomefor 2010
Transfer tolegd
reserves

Dividend relaingto
2009

Dividend on
preference shares of
Subsidiary to parent
Company

Total contributions
by and
digtributionsto
Company's owners,
recognised directly
in equity

At 31 December
2010

Profit for the year

26

13

Other comprehensive
loss

Total
comprehensive
incomefor 2011
Transfer toretain
earnings

Transfer tolegd
reserves

Dividend relaingto
2010

Dividend on
preference shares of
Subsidiary to parent
Company

Total contributions
by and distributions
to Company's
owners, recognised
directly in equity
At 31 December
2011

26

13

1,088,372

5,149

(17,046)

129.492

(62)

209.559 1,415,526
59,653 59,653

- (62)

21,316
510

1,436,842
60,163
(€2)

(62)

2,284

59,653 59,591

(2,284) -

(69,500)  (69,500)

31 31

510

3D

60,101

(69,500)

2,284

(71,753)  (69,469)

3D

(69,500)

1,088,372

5,149

(17,046)

131,714

(1,432)

197,459 1,405,648

74,145 74,145

- (1432

21,795
906

1,427,443
75,051
(1,432)

(1,432)

(815)

2,691

74,145 72,713

815 -
(2,691) -

(58552)  (58,552)

31 31

3D

73,619

(58,552)

1876

(60,397)  (58,521)

(58,552)

1,088,372

5,149

(17,046)

132,158

211,207 1,419,840

22,670

1,442,510




PLAVA LAGUNA d.d., POREC
CONSOLIDATED CASH FLOW STATEMENT

FOR THE YEAR ENDED 31 DECEMBER 2011

(all amounts expressed in thousands of HRK)

Cash flows gener ated from oper ating activities
Cash generated from operations

Incometax paid
Interest paid

Net cash generated from oper ating activities

Cash flows from investing activities

Purchases of property, plant and equipment
Purchases of intangible assets

Deposits and loans granted

Proceeds from sale of property, plant and equipment
L oans and deposits repayments received

Interest received

Dividends received

Net cash used in investing activities

Cash flows from financing activities
Repayment of borrowings

Dividends paid to Company’ s shareholders
Dividends paid to non-controlling interests

Net cash used in financing activities

Net increase/(decrease) in cash and cash
equivalents

Cash and cash equivalents at beginning of the year

Cash and cash equivalents at end of the year

Note 2011 2010
31 210,891 176,825
(16,224) (14,967)

(1,784) (1,974)

192,883 159,884

15 (66,046) (69,803)
16 (142) (99)
(438,146) (405,768)

31 334 121
398,215 364,354

6,180 4,591

6 387 378
(99.218) (106,221)

(10,764) (10,486)

13 (58,600) (69,469)
(31) (31)

(69,395) (79,986)

24.270 (26,323)

33,381 59,704

24 57,651 33,381




PLAVA LAGUNA d.d., POREC
NOTESTO THE CONSOL IDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 1-GENERAL INFORMATION

The Plava laguna Group Pore¢ consists of Plava laguna d.d., Poreg, a joint-stock company registered for
hogpitality and tourism (the Parent Company) and its subsidiaries (the Group):

- Lagunalnvest, services, with an ownership interest of 100%,

- Hoteli Croatia, a joint stock company registered for hospitality and tourism, with an ownership
interest of 92.28% and

- Excdsa Hotdi, a limited liability company for trade, hospitality and services, with an ownership
interest of 52.55%.

The parent Company and its subsidiary Laguna Invest d.o.o., Poret are registered at the Commercial
Court in Pazin and the subsidiary Hoteli Croatiad.d., Cavtat at the Commercial Court in Split.

The Plava laguna Group, Pore is controlled by Sutivan Investments Anstalt registered in Liechtenstein.
The ultimate controlling company is Luksburg Foundation, registered in Vaduz Liechtenstein. The
equity structure as at 31 December 2011 and 2010 is presented in Note 25.

Theregistered office of the Plava laguna Group is in Porec, Rade Koncara 12, Croatia.

As at 31 December 2011 and 2010, the shares of the Parent Company and its subsidiary Hoteli Croatia
d.d. Cavtat werelisted on theregular joint stock company listing on the Zagreb Stock Exchange.

NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principa accounting policies adopted in the preparation of these consolidated financial statements are
set out below. These palicies have been consistently applied to all the years presented, unless otherwise
Stated.

2.1 Basisof preparation

The consolidated financial statements of the Group have been prepared in accordance with
International Financial Reporting Standards (IFRS). The consolidated financial statements have been
prepared under the historical cost convention, as modified by available-for sale financial assets and
financial assets at fair value through profit or loss.

The preparation of consolidated financial statements in conformity with IFRS requires the use of
certain critical accounting estimates. It also requires management to exercise its judgement in the
process of applying the Group’s accounting policies. The areas involving a higher degree of judgement
or complexity, or areas where assumptions and estimates are significant to the consolidated financial
statements, are disclosed in Note 4.




PLAVA LAGUNA d.d., POREC
NOTESTO THE CONSOL IDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
2.1 Basisof preparation (continued)
2.1.1 Changesin accounting policy and disclosur es

a) During the year, the Group adopted the following new and amended IFRSs and guidelines of the
International Financial Reporting Interpretations Committee (IFRIC). If the application of
standards or guidelines impacted the Group’ s financial statements or result, the impact is stated.

Amendment to IAS 32 Financial Instruments: Presentation — Classification of Rights Issues (effective
for financial years beginning on or after 1 February 2010).

The amendment allows rights, options or warrants to acquire a fixed number of the entity’ s own equity
instruments for a fixed amount of any currency to be classified as equity instruments provided the
entity offers therights, options or warrants pro rata to al of its existing owners of the same class of its
own non-derivative equity instruments. The adoption of the amendment did not have any impact on
the financial position and performance of the Group, as the Group does not have such instruments.

IFRIC 19 Extinguishing Financial Liabilities with Equity Instruments (effective for financial years
beginning on or after 1 July 2010)

The interpretation clarifies the requirements of IFRSs when an entity renegotiates the terms of a
financial liability with its creditor and the creditor agrees to accept the entity’s shares or other equity
instruments to settle the financial liability fully or partially. The adoption of the interpretation did not
have any impact on the financial statements as the Group does not negotiate such terms with its
creditors.

Amendment to IFRS 1 First time adoption — Limited Exemption from Comparative |FRS 7 Disclosures
for First-time Adopters (effective for financial years beginning on or after 1 July 2010)

The amendment clarifies that first time adopters do not need to provide comparative disclosures as
introduced by the IFRS 7 amendment issued in March 2009. The adoption of the amendment did not
affect thefinancial position of the Group.

Amendments to IAS 24 Related Party Disclosures (effective for financial years beginning on or after 1
January 2011)

The amendments simplify the definition of a related party and modify certain related-party disclosure
requirements for government-related entities. The implementation of these amendments did not have
any impact on the financial position and performance of the Group and the related parties’ disclosures.

Amendment to IFRIC 14 The Limit On A Defined Benefit Assets, Minimum Funding Requirements And
Their Interaction (effective for financial years beginning on or after 1 January 2011)

Removes unintended consequences arising from the treatment of pre-payments where there is a
minimum funding requirement. Results in pre-payments of contributions in certain circumstances
being recognised as an asset rather than an expense. The Group is not subject of minimum funding
requirements; therefore the amendment of the interpretation did not have any effect on the financial
position and performance of the Group.




PLAVA LAGUNA d.d., POREC

NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 2—-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

21

Basis of preparation (continued)

2.1.1 Changes in accounting policy and disclosur es (continued)

b)

I mprovementsto I nternational Financial Reporting Standards (issued in May 2010)

The International Accounting Standards Board (IASB) issued a set of amendments to IFRSs. Adopted
amendments derived from improvements to IFRSs to the following standards had no impact on the
Group’s accounting policies, financial position or result:

IFRS 1 Firgt Time Adoption (effective for annual periods beginning on or after 1 January 2011)

@

()

©

Accounting policy changes in the year of adoption - Clarifies thet, if a first-time adopter changes its
accounting palicies or its use of the exemptions in IFRS 1 after it has published an interim financial
report in accordance with IAS 34, Interim financial reporting, it should explain those changes and
update the reconciliations between previous accounting standards and IFRS.

Revaluation bass as deemed cogt - Allows first-time adopters to use an event-driven fair value as
deemed cost, even if the event occurs after the date of transition but before the first IFRS financial
satements are issued. When such remeasurement occurs after the date of transition to IFRSs but
during the period covered by its first IFRS financial statements, any subsequent adjustment to that
event-driven fair valueis recognised in equity.

Use of deemed cost for operations subject to rate regulation - Entities subject to rate regulation are
alowed to use carrying amounts of property, plant and equipment or intangible assets according to
previous accounting standards as deemed cost on an item-by-item basis. Entities that use this
exemption arerequired to test each item for impairment under |AS 36 at the date of transition.

IFRS 3 Business combinations (effective for annual periods beginning on or after 1 July 2010)

@

©

©

Trangition requirements for contingent consideration from a business combination that occurred
before the effective date of the revised IFRS - Clarifies that the amendments to IFRS 7, Financial
instruments: Disclosures, 1AS 32, Financial instruments. Presentation, and IAS 39, Financial
instruments:  Recognition and measurement, that diminate the exemption for contingent
consideration, do not apply to contingent consideration that arose from business combinations whose
acquisition dates precede the application of IFRS 3 (asrevised in 2008).

Measurement of non-controlling interests - The choice of measuring non-controlling interests at fair
value or at the proportionate share of the acquireg’s net assets applies only to instruments that
represent present ownership interests and entitle their holders to a proportionate share of the net assets
in the event of liquidation. All other components of non-controlling interest are measured at fair value
unless another measurement basis is required by IFRS.

Un-replaced and voluntarily replaced share-based payment awards - The application guidance in
IFRS 3 applies to all share-based payment transactions that are part of a business combination,
including un-replaced and voluntarily replaced share-based payment awards.




PLAVA LAGUNA d.d., POREC
NOTESTO THE CONSOL IDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 2—-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.1 Basisof preparation (continued)

2.1.1 Changes in accounting policy and disclosur es (continued)

IFRS 7 Financial Instruments - Emphasises the interaction between quantitative and qualitative
disclosures about the nature and extent of risks associated with financial instruments.

IAS 1 Presentation of financial statements - Clarifies that an entity will present an analysis of other
comprehensive income for each component of equity, either in the statement of changes in equity or in the
notesto the financial statements.

IAS 27 Consolidated and separate financial statements - Clarifies that the consequential amendments
from IAS 27 made to IAS 21, The effect of changes in foreign exchange rates, IAS 28, Investments in
associates, and IAS 31, Interests in joint ventures, apply prospectively for annual periods beginning on or
after 1 July 2009, or earlier when IAS 27 is applied earlier.

IAS 34 Interim financial reporting - Provide guidance to illustrate how to apply disclosure principles in
IAS 34 and add disclosure requirements around: the circumstances likely to affect fair values of financial
instruments and their classification; transfers of financia instruments between different levels of the fair
value hierarchy; changes in classification of financial assets; and changes in contingent liabilities and
asses.

IFRIC 13 Customer loyalty programmes - The meaning of ‘fair value is clarified in the context of
measuring award credits under customer loyalty programmes.

C) Standards and inter pretations that have been issued but are not yet effective

Below is a list of standards/interpretations that have been issued and are effective for periods after 1
January 2011:

Amendments to IFRS 7 Financial Instruments. Disclosures on Derecognition (effective for annual

periods beginning on or after 1 July 2011)

This amendment will promote transparency in the reporting of transfer transactions and improve users

understanding of the risk exposures relating to transfers of financial assets and the effect of those risks
on an entity’s financial position, particularly those involving securitisation of financial assets. The
amendment only affects the presentation and therefore has no impact on the Group’s financial position
or result. The Group plans to adopt the new standard as of the effective date.

Amendments to IFRS 1 First Time Adoption: Fixed Dates and Hyperinflation (effective for annual
periods beginning on or after 1 July 2011)

These amendments include two changes to IFRS 1 First-time adoption of IFRS. The first replaces
references to afixed date of 1 January 2004 with ‘the date of transition to IFRSs', thus eliminating the
need for entities adopting IFRSs for the first time to restate derecognition transactions that occurred
before the date of transition to IFRSs. The second amendment provides guidance on how an entity
should resume presenting financial statements in accordance with IFRSs after a period when the entity
was unable to comply with IFRSs because its functional currency was subject to severe hyperinflation.
Amendments will have no impact on the Group’s financial position or result as the Group is not a first-
time adopter.
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PLAVA LAGUNA d.d., POREC
NOTESTO THE CONSOL IDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.1 Basisof preparation (continued)
2.1.1 Changes in accounting policy and disclosur es (continued)

IAS 12 Income Taxes — Deferred Taxes (effective for annual periods beginning on or after 1 January 2012)

IAS 12 Income taxes, currently requires an entity to measure the deferred tax relating to an asset
depending on whether the entity expects to recover the carrying amount of the asset through use or
sale. It can be difficult and subjective to assess whether recovery will be through use or through sale
when the asset is measured using the fair value model in IAS 40 Investment property. This amendment
therefore introduces an exception to the existing principle for the measurement of deferred tax assets
or liabilities arising on investment property measured at fair value. As aresult of the amendments, SC
21 Income taxes - recovery of revalued non-depreciable assets, will no longer apply to investment
properties carried at fair value. The amendments also incorporate into I1AS 12 the remaining guidance
previously contained in SIC 21, which is withdrawn. It is not expected to have any impact on the
Group’'s financial statements, as the Group currently does not hold investment assets recognised under
the revaluation model that are not depreciated.

Amendment to IAS 1 Financial Statement Presentation Regarding Other Comprehensive Income
(effective for annual periods beginning on or after 1 July 2012)

The main change resulting from these amendments is a requirement for entities to group items presented
in ‘other comprehensive income (OCI) on the basis of whether they are potentially reclassifiable to profit
or loss subsequently (reclassification adjustments). The amendments do not address which items are
presented in OCI. The amendment only affects the presentation and therefore any impact on the Group’s
financial position or result is not expected.

Amendment to 1AS 19 Employee Benefits (effective for annual periods beginning on or after 1 January 2013)
These amendments eliminate the corridor approach and calculate finance costs on a net funding basis.
The amendment might have an impact on the Group’s financial position or result.

IFRS9 Financial Instruments (effective for annual periods beginning on or after 1 January 2015)
IFRS 9 is the first standard issued as part of a wider project to replace IAS 39 Financial Instruments:
Recognition and Measurement.

IFRS 9 retains but simplifies the mixed measurement model and establishes two primary measurement
categories for financial assets: amortised cost and fair value. The basis of classification depends on the
entity’s business model and the contractual cash flow characteristics of the financial asset. The
guidance in IAS 39 on impairment of financial assets and hedge accounting continues to apply. It is
not expected to have any impact on the Group’s financial statements. The Group plans to adopt the
new standard as of the effective date.
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PLAVA LAGUNA d.d., POREC
NOTESTO THE CONSOL IDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 2—-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.1 Basisof preparation (continued)

2.1.1 Changes in accounting policy and disclosur es (continued)

IFRS 10 Consolidated Financial Satements (effective for annual periods beginning on or after 1
January 2013)

The objective of IFRS 10 is to establish principles for the presentation and preparation of consolidated
financial statements when an entity controls one or more other entity (an entity that controls one or more
other entities) to present consolidated financial statements. Defines the principle of control, and
establishes controls as the basis for consolidation. Set out how to apply the principle of control to identify
whether an investor controls an investee and therefore must consolidate the investee. Sets out the
accounting requirements for the preparation of consolidated financial statements. The Group expects that
IFRS 10 will have no impact on the financial statements. The Group plans to adopt the new standard as of
the effective date.

IFRS 11 Joint Arrangements (effective for annual periods beginning on or after 1 January 2013)

IFRS 11 isamoreredlistic reflection of joint arrangements by focusing on the rights and obligations of the
arrangement rather than its legal form. There are two types of joint arrangement: joint operations and joint
ventures. Joint operations arise where a joint operator has rights to the assets and obligations reating to
the arrangement and hence accounts for its interest in assats, liabilities, revenue and expenses. Joint
ventures arise where the joint operator has rights to the net assets of the arrangement and hence equity
accounts for its interest. Proportional consolidation of joint ventures is no longer allowed. The Group
expects that IFRS 11 will have no impact on the financial statements. The Group plans to adopt the new
standard as of the effective date.

IFRS 12 Disclosures of Interestsin Other Entities (effective for annual periods beginning on or after 1
January 2013)

IFRS 12 includes the disclosure requirements for all forms of interests in other entities, including joint
arrangements, associates, special purpose vehicles and other off balance sheet vehicles. The Group is
currently assessing the impact of IFRS 12 on the financial statements. The Group plans to adopt the new
standard as of the effective date.

IFRS 13 Fair Value Measurement (effective for annual periods beginning on or after 1 January 2013)
IFRS 13 aims to improve consistency and reduce complexity by providing a precise definition of fair
value and a single source of fair value measurement and disclosure reguirements for use across IFRSs.
The requirements do not extend the use of fair value accounting but provide guidance on how it should be
applied where its use is already required or permitted by other standards within IFRSs or US GAAP. The
Group is currently assessing the impact of IFRS 13 on the financial statements. The Group plans to adopt
the new standard as of the effective date.

IAS 27 (revised 2011) Separate Financial Statements (effective for annual periods beginning on or
after 1 January 2013)

IAS 27 (revised 2011) includes the provisions on separate financial statements that are left after the
control provisions of IAS 27 have been included in the new IFRS 10. The Group is currently ng the
impact of 1AS 27 on the financial statements. The Group plans to adopt the new standard as of the
effective date.
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PLAVA LAGUNA d.d., POREC
NOTESTO THE CONSOL IDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 2—-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.1 Basisof preparation (continued)

2.1.1 Changes in accounting policy and disclosur es (continued)

IAS 28 (revised 2011) Associates and Joint Ventures (effective for annual periods beginning on or

after 1 January 2013)

IAS 28 (revised 2011) includes the requirements for joint ventures, as well as associates, to be equity
accounted following the issue of IFRS 10. The Group expects that IAS 28 will have no impact on the
financial statements. The Group plans to adopt the new standard as of the effective date.

IFRIC 20, Sripping Costs in the Production Phase of a Surface Mine, (issued in October 2011 and
effective for annual periods beginning on or after 1 January 2013)

The interpretation clarifies that benefits from the stripping activity are accounted for in accordance with
the principles of IAS 2, Inventories, to the extent that they are realised in the form of inventory produced.
To the extent the benefits represent improved access to or, the entity should recognise these costs as a
‘stripping activity asset’ within non-current assets, subject to certain criteria being met. This amendment is
not applicableto the Group’'s operations.

Offsetting Financial Assets and Financial Liabilities - Amendments to |AS 32 (issued in December 2011
and effective for annual periods beginning on or after 1 January 2014).

The amendment added application guidance to IAS 32 to address inconsistencies identified in applying
some of the offsetting criteria. This includes clarifying the meaning of * currently has a legally enforceable
right of set-off’ and that some gross settlement systems may be considered equivalent to net settlement.
The Group is ng the impact of this amendment.

Disclosures—Offsetting Financial Assets and Financial Liabilities - Amendments to IFRS 7 (issued in
December 2011 and effective for annual periods beginning on or after 1 January 2013)

The amendment requires disclosures that will enable users of an entity’s financial statements to evaluate
the effect or potential effect of netting arrangements, including rights of set-off. The amendment will have
an impact on disclosures but will have no effect on measurement and recognition of financial instruments.

2.2 Consolidation
a) Qbsidiaries

Subsidiaries are all entities (including special purpose entities) over which the Group has the power to
govern the financial and operating policies generally accompanying a shareholding of more than one half
of the vating rights. The existence and effect of patential vating rights that are currently exercisable or
convertible are considered when assessing whether the Group controls another entity. Subsidiaries are
fully consolidated from the date on which contral is transferred to the Group. They are deconsolidated
from the date that control ceases.

Inter-company transactions, balances and unrealised gains on transactions between group companies are
eiminated. Unrealised losses are also diminated. Accounting palicies of subsidiaries have been changed
where necessary to ensure consistency with the policies adopted by the Group.
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PLAVA LAGUNA d.d., POREC
NOTESTO THE CONSOL IDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 2—-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.2 Consolidation (continued)

(b) Changesin ownership interestsin subsidiaries without change of control

Transactions with non-controlling interests that do not result in loss control are accounted for as equity
transactions- that is, as transactions with owners in their capacity as owners. The difference between fair
value of any consideration paid and the rdevant share acquired of the carrying value of net assets of the
subsidiary is recorded in equity. Gains or losses on disposals to non-controlling interests are also recorded

in equity.

2.3 Segment reporting

Operating segments are reported in a manner consistent with the internal reporting provided to the chief
operating decision-maker. The chief operating decision-maker is responsible for alocating resources and
assessing performance of the operating segments. The chief operating decision-maker is the Group
Management which isin charge of managing hotel and tourist facilities and contents.

2.4 Foregn currencies

(@ Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using the
currency of the primary economic environment in which the entity operates (‘the functional
currency’). The consolidated financial statements are presented in Croatian kuna (HRK), which is the
functional currency of the Company and presentation currency of the Group.

(b) Transactions and balances

Foreign currency transactions are trandated into the functional currency using the exchange rates
prevailing at the dates of the transactions. Foreigh exchange gains and losses resulting from the settlement
of such transactions and from the trandlation at year-end exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognised in the statement of comprehensive income.

Foreign exchange gains and losses relating to borrowings and cash and cash equivalents are recorded in
the statement of comprehensive income within *finance costs— net’. All other foreign exchange losses and
gains arerecorded in the statement of comprehensive income within ‘ other gains— net’.
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PLAVA LAGUNA d.d., POREC
NOTESTO THE CONSOL IDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
2.5 Property, plant and equipment

Property, plant and equipment is included in the balance sheet at historical cost less accumulated
depreciation and provision for impairment, where required. Historical cost includes expenditure that is
directly attributable to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognised as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow
to the Group and the cost of the item can be measured rdiably. All other repairs and maintenance are
charged to the statement of comprehensive income during the financial period in which they are
incurred. The cost of replacement of larger items of property, plant and equipment is capitalised, and
the carrying amount of the replaced parts are derecognised.

Land, assets under construction are not depreciated. Depreciation of other assets is calculated using the
graight-line method to allocate their cost over their estimate useful lives asfollows:

Estimated useful life

Buildings 10 - 50 years
Plant and equipment 3-20years
Other assets 3-10years

Depreciation is calculated for each asset until the asset is fully depreciated or to its residual values if
significant. The residual value of an assat is the estimated amount that the Group would currently obtain
from disposal of the asset less the estimated costs of disposal, if the asset were already of the age and in
the condition expected at the end of itsuseful life Theresidual value of an asset is nil if the Group expects
to use the asset until the end of its physicd life The assets residual values and useful lives are reviewed,
and adjusted if appropriate. at each balance sheet date.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s carrying
amount is greater than its estimated recoverable amount (Note 2.7).

Gains and losses on disposals are determined by comparing the proceeds with carrying amount, and are
recognised in the statement of comprehensive income within line item 'other gains — net'.

26 I ntangible assets

Computer software
Acquired computer software licences are capitalised on the basis of the costs incurred to acquire and bring
to use the specific software. These costs are amortised over their estimated useful lives of up to 5 years.

2.7 Impairment of non-financial assets

Assets that have an indefinite useful life and are not subject to amortisation and depreciation are tested
annualy for impairment. Assets that are subject to amortisation and depreciation are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. An impairment loss is recognised for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable amount is the higher of an asset’ s fair value less costs to
sdl and valuein use For the purposes of assessing impairment, assets are grouped at the lowest levels for
which there are separately identifiable cash flows (11 hotels, 2 tourist resorts, 2 apartment resorts, 4
campsites, 2 marinas as cash-generating units). Non-financial assets other than goodwill that suffered an
impairment arereviewed for possible reversal of the impairment at each reporting date
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NOTE 2—-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)

2.8 Financial assets
2.8.1 Classification

The Group classifies its financial assets in the following categories: financial assets at fair value through
profit or loss, loans and receivables and available for sale. The classification depends on the purpose for
which the financial assets were acquired. Management determines the classification of its financial assets
at initial recognition and re-evaluates this designation at every reporting date.

(@) Financial assets at fair value through profit or loss

This category includes financial assets held for trading. A financial asset is classified in this category if
acquired principally for the purpose of sdling in the short term or if so designated by management.
Deivatives are also categorised as held for trading. Assetsin this category are classified as current assets.

(b) Loans, deposits and receivables

Loans, deposits and receivables are non-derivative financial assets with fixed or determinable payments
that are not quoted in an active market. They are included in current assets, except for maturities greater
than 12 months after the balance sheet date. These are classified as non-current assets. Loans, deposits and
receivables comprise trade receivables, deposits, loans and other receivables and cash and cash
equivalents in the balance sheet (Notes 2.13 and 2.14).

(¢) Available-for-salefinancial assets

Available-for-sale financial assets are non-derivatives that are either designated in this category or not
classified in any of the other categories. They are included in non-current assets unless management
intends to dispose of the investment within 12 months from the balance sheet date. Available-for-sale
financial assets are carried at fair value.

2.8.2 M easurement and recognition

Regular purchases and sales of financial assets are recognised on the trade-date — the date on which the
Group commits to purchase or sdl the asset. Investments are initially recognised at fair value plus
transaction costs for al financial assets, except those carried at fair value through profit or loss. Financial
assets carried at fair value through profit or loss are initiadly recognised at fair value, and the transaction
costs are recorded in the statement of comprehensive income. Financial assets are derecognised when the
rights to receive cash flows from the investments have expired or have been transferred and the Group has
transferred substantialy al risks and rewards of ownership. Financial assets available for sale and
financial assets at fair value through profit or loss are subsequently recognised at fair value. Loans and
receivables are carried at amortised cost using the effective interest method.

Changes in the fair value of monetary securities denominated in a foreign currency and classified as
available-for-sale are analysed between translation differences resulting from changes in amortised
cost of the security and other changes in the carrying amount of the security. The translation
differences are recognised in the statement of comprehensive income, while other changes in the
carrying amount are recognised in other comprehensive income. Changes in the fair value of other
monetary securities available for sale and non-monetary securities classified as available-for-sale are
recognised in other comprehensive income.
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NOTESTO THE CONSOL IDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
2.8 Financial assets (continued)

When securities classified as available-for-sale are sold or impaired, the accumulated fair value
adjustments recognised in equity are included in the statement of comprehensive income as 'gains and
losses on investment securities. Interest on available-for-sale securities calculated using the effective
interest method is recognised in the statement of comprehensive income within “other income’.

Dividends on available-for-sale securities are recognised in the statement of comprehensive income
within “ other income” when theright to receive payments is established.

Gains or losses arising, from changesin the fair value of the *financial assets at fair value through profit or
loss category are presented in the statement of comprehensive income within ‘other gains — net’ in the
period in which they arise. Dividend income from financial assets at fair value through profit or loss is
recognised in the statement of comprehensive income as part of ‘ other income when the Group’sright to
receive payment is established.

29 Impairment of financial assets

(a) Assets carried at amortised cost

The Group assesses at each balance sheet date whether thereis objective evidence that a financial asset or
group of financial assets is impaired. A financial asset or a group of financial assets is impaired and
impairment losses areincurred if, and only if, there is objective evidence of impairment as aresult of one
or more events that occurred after the initial recognition of the asset (a ‘loss event’) and that oss event (or
events) has an impact on the estimated future cash flows of the financial asset or group of financial assets
that can berdiably estimated.

A provision for impairment of trade receivables, deposits and loans is established when there is objective
evidence that the Group will not be able to collect all amounts due according to the original terms of
receivables. Significant financial difficulties of the debtor, probability that the debtor will enter
bankruptcy, and default or ddinquency in payments are considered indicators that the trade receivable is
impaired. The amount of the provision is the difference between the asset’s carrying amount and the
present value of estimated future cash flows, discounted at the original effective interest rate. The amount
of the provision for impairment of trade receivables, deposits and loans is recognised in the statement of
comprehensive income within “other operating expenses’. Subsequent recoveries of amounts previously
written off are credited against ‘ other operating expenses' in the statement of comprehensive income.

(b) Assets classified as available for sale

The Group assesses at each balance sheet date whether thereis objective evidence that a financial asset or
agroup of financial assets is impaired. In the case of equity investments classified as available-for-sale, a
sgnificant or prolonged decline in the fair value of the security below its cost is considered in determining
whether the assets are impaired. If any such evidence exists for available-for-sale financial assdts, the
cumulative loss — measured as the difference between the acquisition cost and the current fair value, less
any impairment loss on that financial asset previously recognised in the other comprehensive income — is
removed from equity and recognised in the statement of comprehensive income. Impairment losses
recognised in the statement of comprehensive income on equity instruments are not reversed through the
statement of comprehensive income.
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NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
29 Impairment of financial assets (continued)

If, in a subsequent period, the fair value of a debt instrument classified as available for sale increases and
the increase can be objectively related to an event occurring after the impairment loss was recognised in
the statement of comprehensive income, the impairment loss is reversed through the statement of
comprehensive income and recorded within 'other gains-net'.

2.10 Derivativefinancial instruments

Deivative financial instruments, including foreign exchange forward contracts for the purpose of cash
flow hedging, areinitially recognised in the balance sheet at cost and subsequently measured at fair value.
Gains and losses arising from the forecast transaction are recognised in the statement of comprehensive
income in the period in which the effect of the forecast transaction is reflected in the statement of
comprehensive income.

211 Leasss

Leases in which a significant portion of risks and rewards of ownership are retained by the lessor are
classified as operating leases. Payments made under operating leases are charged to the statement of
comprehensive income on a straight-line basis over the period of the lease.

The Group leases certain property, plant and equipment. Leases of property, plant and equipment, where
the Group has substantially all the risks and rewards of ownership, are classified as finance leases. Finance
leases are capitalized at the lease' s commencement at the lower of fair value of the leased property or the
present value of minimum lease payments.

Each lease payment is allocated between the liability and finance charges so as to achieve a constant rate
on the finance balance outstanding. The corresponding rental obligations, net of finance charges, are
included in other long-term payables. The interest dement of the finance cogts is charged to the statement
of comprehensive income over the lease period so as to produce a constant periodic rate of interest on the
remaining balance of the liability for each period. The property, plant and equipment acquired under
finance leases are depreciated over the shorter of the useful life or the lease term.

212 Inventories

Inventories of raw materials and spare parts are sated at the lower of cost, determined using the weighted
average method, or net realisable value. Net redlisable value is the estimated sdlling price in the ordinary
course of business, less gpplicable variable sdling expenses. Small inventory and tools are expensed when
put into use.
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NOTE 2—-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
2.13 Tradereceivables, deposits and loans

Trade receivables are amounts due from customers for services performed in the ordinary course of
business. Deposits are amounts held with banks with ariginal maturities over three months. If collectionis
expected in one year or less, they are classified as current assets. If nat, they are presented as non-current
asses.

Trade receivables, deposits and loans are recognised initially at fair value and subsequently measured at
amortised cost using the effective interest method, less provision for impairment.

2.14 Cash and cash equivalents

Cash and cash equivalents comprise cash in hand, deposits held at call with banks and other short-term
highly liquid instruments with original maturities of three months or less.

2.15 Sharecapital

Ordinary and preference shares are classified as equity. Preference shares are not redeemable and are
not convertible into ordinary shares. Preference shares bear a dividend of HRK 1 per share in addition
to ordinary dividends. Incremental costs directly attributable to the issue of new shares or options are
shown in equity as a deduction, net of tax, from the proceeds. Where the Company purchases its
equity share capital (treasury shares), the consideration paid, including any directly attributable
incremental costs (net of income taxes) is deducted from equity attributable to the Company’s equity
holders until the shares are cancelled or reissued. Where such shares are subsequently reissued, any
consideration received. net of any directly attributable incremental transaction costs and the related
income tax effects, isincluded in equity attributable to the Company’s equity holders.

2.16 Borrowings

Borrowings are recognised initially at fair value, net of transaction costs incurred. Borrowings are
subsequently stated at amortised cost; any difference between the proceeds (net of transaction costs) and
the redemption value is recognised in the statement of comprehensive income over the period of the
borrowings using the effective interest method.

Fees paid on the establishment of loan facilities are recognised as transaction costs of the loan to the
extent that it is probable that some or all of the facility will be drawn down. Inthis case, the feeis deferred
until the draw-down occurs. To the extent there is no evidence that it is probable that some or all of the
facility will be drawn down, the fee is capitalised as a pre-payment for liquidity services and amortised
over the period of thefacility to which it relates.

Borrowings are classified as current liabilities unless the Group has an unconditional right to defer
settlement of the liability for at least 12 months after the balance sheet date.
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NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
217 Tradepayables

Trade payables are obligations to pay for goods or services that have been acquired in the ordinary course
of business from suppliers. Accounts payable are classified as current liabilities if payment is due within
oneyear or less. If not, they are presented as non-current liabilities.

Trade payables are recognised initially at fair value and subsequently measured at amortised cost using the
effective interest method.

2.18 Current and deferred income tax

The tax expense for the period comprises current and deferred tax. Tax is recognised in the statement of
comprehensive income, except to the extent that it relates to items recognised directly in equity. In this
case, thetax isalso recognised in equity.

The current income tax charge is calculated at arate of 20% according to Croatian laws and regulations.
Management periodically evaluates positions taken in tax returns with respect to situations in which
applicable tax regulation is subject to interpretation. It establishes provisions where appropriate on the
basis of amounts expected to be paid to the tax authorities.

Deferred income tax is recognised using the liability method, on temporary differences arising between
the tax bases of assets and liabilities and their carrying amounts in the financial statements. However, the
deferred income tax is not accounted for if it arises from initial recognition of an ass& or liability in a
transaction other than a business combination that at the time of the transaction affects neither accounting
nor taxable profit or loss. Deferred income tax is determined using tax rates (and laws) that have been
enacted or substantialy enacted by the balance sheet date and are expected to apply when the related
deferred income tax asset isrealised or the deferred income tax liability is settled.

Deferred income tax assets are recognised to the extent that it is probable that future taxable profit will be
available against which the temporary differences can be utilised. Deferred income tax is provided on
temporary differences arising on investments in subsidiaries and associates, except wherethetiming of the
reversal of the temporary difference is controlled by the Group and it is probable that the temporary
difference will not reversein the foreseeable future

2.19 Employee benefits

(@) Pension obligations and post-employment benefits

In the normal course of business through salary deductions, the Group makes payments to mandatory
pension funds on behalf of its employees as required by law. All contributions made to the mandatory
pension funds are recorded as salary expense when incurred. The Group does not have any other pension
scheme and consequently, has no other obligations in respect of employee pensions. In addition, the
Group is not obliged to provide any other post-employment benefits.
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NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
2.19 Employee benefits (continued)

(b) Termination benefits

Termination benefits are payable when employment is terminated by the Group before the normal
retirement date. The Group recognises termination benefits when it is demonstrably committed to ether:
terminating the employment of current employees according to a detailed formal plan without possibility
of withdrawal. Benefits falling due more than 12 months after the balance sheet date are discounted to
present value.

(¢) Short-term employee benefits

The Group recognises a provision for bonuses where contractually obliged or where there is a past
practice thet has created a constructive obligation. In addition, the Group recognises a liability for jubilee
awards and accumulated compensated absences based on unused vacation days at the balance sheet date.

2.20 Provisions

Provisions are recognised when: the Group has a present legal or constructive abligation as aresult of past
events; it is more likdy than not that an outflow of resources will be required to settle the obligation; and
the amount has been reliably estimated.

Where there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole. A provision is recognised
even if the likelihood of an outflow with respect to any one item included in the same class of
obligations may be small.

Provisions are measured at the present value of the expenditures expected to be required to settle the
obligation using a pre-tax rate that reflects current market assessments of the time value of money and the
risks specific to the obligation. The increase in the provision due to passage of time is recognised as
interest expense.

2.21 Revenuerecognition

Revenue comprises the fair value of the consideration received or receivable for the sale of servicesinthe
ordinary course of the Group’s activities. Revenue is shown, net of value-added tax and after diminating
sales within the Group.

The Group recognises revenue when the amount of revenue can be rdiably measured, it is probable that
future economic benefits will flow to the entity and specific criteria have been met for each of the Group’s
activities as described below:
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NOTE 2-SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
2.21 Revenuerecognition (continued)

(a) Salesof services
Revenue from hotdl and tourism services is recognised in the period the services are provided.

Revenue from fixed-price contracts for services is generally recognised in the period the services are
provided, on a straight-line basis over the terms of the contracts with tourist agencies and tour operators.
Revenue from individual guests who pay by credit cardsis recognised net of commission.

(b) Rental services

Revenue for rental services is generally recognised in the period the services are provided, using a
graight-line basis over the terms of contracts with lessors.

(©) Interest income

Interest income is recognised on a time-proportion basis using the effective interest method. When a
receivable is impaired, the Group reduces the carrying amount to its recoverable amount. being the
estimated future cash flow discounted at original effective interest rate of the instrument. and continues
unwinding the discount as interest income. Interest income on impaired loans is recognised using the
original effective interest rate.

(d) Dividend income

Dividend incomeis recognised when the right to receive payment is established.

2.22 Dividend distribution

Dividend distribution to the Company’s shareholders is recognised as a liability in the financial statements
inthe period in which the dividends are approved by the Company’ s shareholders.

2.23 Earningsper share

Earnings per share is determined by dividing the profit or loss attributable to equity holders of the
Company by the weighted average number of participating shares outstanding during the reporting yeer.

2.24 Value added tax

The Tax Authorities require the settlement of VAT on a net basis. VAT related to sales and purchases
is recognised and disclosed in the balance sheet on a net basis. Where provision has been made for
impairment of receivables, impairment loss is recorded for the gross amount of the debtor, including
VAT.
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NOTE 3—FINANCIAL RISK MANAGEMENT
3.1 Financial risk factors

The Group’s activities expose it to variety of financial risks: market risk (including currency risk, cash
flow and fair value interest rate risk and price risk), credit risk and liquidity risk. The Group does not
have a written risk management programme, but overall risk management in respect of these risks is
carried out by Managements of the Group companies.

(@ Marketrisk
(i) Foreign exchange risk

The Group operates internationally and is exposed to foreign exchange risk arising from various currency
exposures, primarily with respect to the Euro (EUR). Foreign exchange risk arises from future
commercial transactions and recognised assets and liabilities.

The majority of the Group’s foreign sales revenue, cash deposits (Notes 21 and 24) and long-term debt
(Note 28) is denominated in EUROs. Therefore, movements in exchange rates between the EURO and
Croatian kuna may have an impact on the results of future operations and future cash flows. The Group
uses derivative instruments on an occasional basis only.

At 31 December 2011, if the EURO had weakened/strengthened by 2% (2010: 1.2%) against the HRK,
with all other variables held congtant, the net profit for the reporting period would have been HRK 2,046
thousand (2010: HRK 1,755 thousand) lower/higher, mainly as a result of foreign exchange (losses)/gains
on tranglation of EURO-denominated trade and deposit and loan receivables, trade payables, borrowings
and foreign cash funds.

(i) Cash flow and fair value interest raterisk

Asthe Group has interest-bearing assets (Notes 21 and 24), the Group’s income and operating cash flows
are dependent on changes in market interest rates.

The Group’s interest rate risk arises from long-term borrowings (Note 28). Borrowings issued at variable
rates expose the Group to cash flow interest rate risk. Borrowings issued at fixed rates expose the Group
to fair valueinterest raterisk.

The majority of borrowings are at fixed rate and therisk is not material. The Group does not use derivative
instruments to actively hedge cash flow and fair valueinterest raterisk exposure.

At 31 December 2011, if interest rates on currency-denominated deposits had been 0.48% (2010: 1.61%)
higher/lower, with all other variables held congtant, the net profit for the year would have been HRK 663
thousand (2010: HRK 1,485 thousand) higher/lower, mainly as aresult of higher/lower interest income on
variablerate deposits.
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NOTE 3—-FINANCIAL RISK MANAGEMENT (continued)

3.1 Financial risk factors (continued)

(iii) Equity securities risk

The Group owns equity securities and is exposed to price risk of listed equity securities, which are
classified as available-for-sale financial assets and financial assets at fair value through profit or loss. The

Group is not exposed to commodity price risk (eg. oil or gold) due to the nature of its operations. The
Group invests in securities listed on the Zagreb Stock Exchange (ZSE).

Asat 31 December 2011 and 2010, if equity prices on the stated stock exchange had been lower/higher by
4.59% for 2011 and 4 % for 2010 (which was the average index movement at the ZSE), with all other
variables held congtant and under the assumption all the Group’s equity instruments moved according to
the historical correation with the index, reserves within equity and other comprehensive income would
have been HRK 362 thousand (2010: HRK 395 thousand) lower/higher as a result of (losses)/gains on
equity securities classified as available-for-sale, while the net profit would have been HRK 5 thousand
(2010: HRK 5 thousand) lower/higher as a result of (losses)/gains on equity securities classified as at fair
value through profit or loss.

b) Credit risk

The Group has no significant concentrations of credit risk. It has policies in place to ensure that sales
are made to customers with an appropriate credit history. Receivables are mainly secured by advances
received and mortgages over property. Provisions for impairment of trade and other receivables have
been made on the basis of credit risk assessment. Management monitors the collectibility of
receivables through weekly reports on individual balances of receivables. The amount of all trade and
other receivables has been written down to their recoverable amount. Credit risk related to loan
receivables is reduced to a minimum. The Group has policies that limit the amount of credit exposure
to any financial institution. Cash transactions are carried out through high quality Croatian banks. The
Group has only short-term highly liquid instruments with maturity periods of three months or less. For
further disclosure on credit risk see Notes 17b and 23.

(o) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash (Note 24), the availability of
funding through an adequate amount of committed credit facilities (Note 28) and the ability to meet all
obligations. Management daily monitors available cash resources based on reports on the balance of cash
and liabilities.

The table below analyses financial liabilities of the Group according to contracted maturities. The
amounts stated below represent undiscounted cash flows. Balances due within 12 months equal their
carrying balances as the impact of discounting is not significant, except for borrowings.
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Lessthan 3 months 1-2 2-5 Over 5
3 months 1year years years years
At 31 December 2011
Trade and other payables 21.669 5,874 - - -
Borrowings 19.856 - 12142 31,665 14,180
Total liabilities (contracted maturities) 39.1%4 5874 12,142 31,665 14,180
At 31 December 2010
Trade and other payables 21.768 335 - -
Borrowings 17.496 - 12485 32,882 23,966
Total liabilities (contracted maturities) 37.398 33 12485 32,882 23,966

3.2 Capital management

The Group's objectives when managing capital are to safeguard the Group’s ability to continue as a
going concern in order to provide returns for the owner and to maintain an optimal capital structure to
reduce the cost of capital.

In order to maintain or adjust the capital structure, the Group may adjust the amount of dividend paid to
the owner, return capital to the owner, increase registered capital or sdl assets to reduce debt. In
accordance with the Companies Act, the Group companies are committed to maintain the level of capital
above HRK 200 thousand asrequired for joint stock companies.

3.3 Fair value estimation

The fair value of financial instruments traded in active markets is based on quoted market prices at the
balance sheet date. The quoted market price used for financial assetsis the current bid price.

The fair value of financial instruments that are not traded in an active market is determined by using
valuation techniques. The Group uses a variety of methods and makes assumptions that are based on
market conditions existing at each balance sheet date.

The carrying value less impairment provision of trade receivables and payables are assumed to
approximate their fair values.

Quoted market prices for similar instruments are used for long-term debt. The fair value of financial
liabilities for disclosure purposes is estimated by discounting the future contractual cash flows at the
current market interest rate that is available to the Group for similar financial instruments.
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NOTE 3—FINANCIAL RISK MANAGEMENT (continued)

Fair value hierarchy

IFRS 7 specifies a hierarchy of valuation techniques based on whether the inputs to those valuation
techniques are observable or unobservable Observable inputs reflect market data obtained from
independent sources; unobservable inputs reflect the Group's market assumptions. These two types of

inputs have created the following fair value hierarchy:

* Leve 1—Quoated prices (unadjusted) in active markets for identical assets or liabilities.
*  Levd 2 - Inputs other than quoted prices included within Leve 1 that are observable for the asset or

ligbility, either directly (that is, asprices) or indirectly (that is, derived from prices).
 Levd 3—inputsfor the asset or liability that are not based on observable market data (unobservable

inputs).

The following table presents assets measured at fair value:

Level 1 Level 2 Level 3 Total
At 31 December 2011
Available-for-sale financia assets
-equity securities 9,854 - - 9,854
Financial assets at fair value through profit or
loss
-equity securities 142 - - 142
Total assets 9,996 - 9,996
At 31 December 2010
Available-for-sal e financia assets
-equity securities 11,645 - - 11,645
Financial assets at fair value through profit or
loss
-equity securities 172 - - 172
Total assets 11,817 - - 11,817

Available for sale investment securities carried at cost include a small interest in an unlisted Croatian
company. The stated company represents a strategic investment whose fair value cannot be measured
reliably. There is no similar company and there was no distribution of profits to members. The fair value

estimation cannot be performed.
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NOTE 4—-CRITICAL ACCOUNTING ESTIMATES

Estimates are continually evaluated and are based on histarical experience and other factors, including
expectations of future events that are believed to be reasonable under the circumstances. The Company
makes estimates and assumptions concerning the future The resulting accounting estimates will, by
definition, seldom equal the related actual results. The estimates and assumptions thet have a significant
risk of causing a material adjustment to the carrying amounts of assets and liabilities within the next
financial year are discussed below.

() Edtimated useful life of property, plant and equipment and impairment

By using a certain asset, the Group uses the economic benefits contained in this asset, which diminish
more intensay with economic and technological aging. Consequently, in the process of determining the
useful life of an asset, in addition to assessing the expected physical utilisation, it is necessary to consider
the changes in demand on the tourist market, which will cause afaster economic obsolescenceaswel asa
more intense development of new technologies. Current business operations in the hotel industry impose
the need for more frequent investments, and this circumstance contributes to the fact that the useful life of
an asset is decreasing.

Based on historical information, and in line with the technical department, the useful life of buildings was
assessed by Management to be 10-50 years. The useful lives of equipment and other assets have also been
assessed as disclosed in Note 2.5.

The useful life of property, plant and equipment will be periodically revised to reflect any changes in
circumstances since the previous assessment. Changes in estimate, if any, will be reflected prospectively
inarevised depreciation charge over the remaining, revised useful life

If the depreciation rates on property, plant and equipment had been 5% higher/lower, with all other
variables held constant, the net profit for the year and the net carrying value of property, plant and
equipment would have been HRK 5,444 thousand (2010: HRK 5,527 thousand) lower/higher.

In accordance with the accounting policy in note 2.7, the Group tests whether property, plant and
equipment (PPE) have suffered any impairment through expected cash flow based on an updated business
plan. The recoverable amount test includes a forecast Euro exchange rate of 7.681028 HRK/EUR faor
2012. If the EURO had weakened/strengthened by 2% against the HRK over the forecast period, valuein
use would have been, on average HRK 46,906 thousand lower/higher. No need for impairment was
identified.

The value in use was calculated using cash flow plans (5 years plusresidua value and an average growth
rate of 6%) using the discount rate for hotes of 10.5%. On the basis of tests performed no further
impairment was identified and any reasonable change in estimates will not lead to further impairment
of PPE.

(b) Land ownership

The Law on Tourism and Other Construction Land, not evaluated in the transformation and privatisation
process (hereinafter: the Law), which entered into force on 1 August 2010, mandates companies to submit
the relevant requirements under this Law within six months from the date of its entry into force (up to 1
February 2011). On 28 January 2011, regulations were issued daborating in more detail the manner of
complying with the stated law. On 31 January 2011 the Group submitted the relevant requirements to the
governing authoritiesin respect of the property on which the above-mentioned law can be applied. During
2011, in the procedures initiated, and in line with requirements of the governing authorities, the Group
ddivered various statements, documentation, made propositions for dividing the land, etc. As at 31
December 2011, none of the procedures according to the Law on Tourism and Other Construction Land
was finalised. For detailed information, see Note 30.
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NOTE 5—-SEGMENT INFORMATION

Following the management approach of IFRS 8, operating segments are reported in accordance with the
internal reporting provided to the Group’s Management (the chief operating decision-maker), which is
responsible for allocating resources to the reportable segments and ng their performance.

The Group records its operations according to the types of services rendered by distinguishing three main
reporting segments. hotels and apartments, campsites and other business segments. Other business
segments comprise tourist agency services, “ala carte’ services, marina services, rental services, sports
and recreation services and other similar services.

The segment information provided to the Group’ s Management for the year ended 31 December 2011 is

asfollows:

(in thousands of HRK)

Total sales

I nter-segment revenue

Revenue from externa customers
Restated EBITDA

Depreciation and amortisation (Note
15 and 16)

Incometax expense

Sharein profit in non-consolidated
subsdiary

Total assts

I nvestment in non-consolidated
subsdiary

Total liabilities

The segment information for the year ended 31 December 2010 isasfollows:

(in thousands of HRK)

Total sales

I nter-segment revenue

Revenue from externa customers
Restated EBITDA

Depreciation and amortisation (Note
15 and 16)

Incometax expense

Sharein profit in non-consolidated
subsdiary

Total assts

I nvestment in non-consolidated
subsdiary

Total liabilities

Hotels& Campsites Other business Total
apartments segments
411,361 90,052 40,726 542,139
(463) (25,183) (25,646)
410,898 90,052 40,726 516,493
141,953 47 547 13,000 202,500
84,455 13,550 10,882 108,887
- - - 18,218
- - - 130
1,102,861 172,198 82,118 1,357,177
- - - 772
87,798 1,027 1,358 90,183
Hotels & Campsites Other business Total
apartments segments
379,049 82,097 41,174 502,320
(533) - (25,601) (26,134)
378,516 82,097 15,573 476,186
120,061 44,366 14,693 179,120
85,840 13,230 11,471 110,541
- - - 14,466
- - - 145
1,143,058 183,838 90,034 1,416,930
- - - 642
96,230 2,023 829 99,082
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NOTE 5—-SEGMENT INFORMATION (continued)
Thereconciliation of therestated EBITDA with the profit beforetax is as follows:

2011 2010

(in thousands of HRK)

Restated EBITDA by segments 189,500 164,427
EBITDA by other segments 13,000 14,693
Total segments 202,500 179,120
Depreciation and amortisation (108,887) (110,541)
Other income - 1
Sharein profit in non-consolidated subsidiary 130 145
Interest income 78 81
Dividend income 387 378
Other expenses 2 (19
Impairment of non-current tangible assets (7,831)

Net foreign exchange gains— other 715 1,602
Impairment of loan receivables (166) -
Changein fair value of financial assets (30) 4
Finance income — net 6,375 3866
Profit befor etax 93,269 74,629

The Group uses internal managerial reporting by activities/products where the indicator of successful
performance is represented by restated EBITDA (earnings before interest, taxes, depreciation and
amortisation).

The reconciliation of segment assets and liabilities with the Group’ s assets and liabilitiesis as follows:

2011 2010

(in thousands of HRK) Assts Liabilities Assts Liabilities
Segment assetg/liabilities 1,275,059 88,825 1,326,896 98,253
Other segment assetg/liahilities 82,118 1,358 90,034 829
Unall ocated: 217,322 41,806 144,441 34,846
Available-for-sd e financial assets 9,974 - 11,765 -
Loans and deposits 116,203 - 79,565 -
Cash and cash equival ents 57,224 - 32,908 -
Sharein non-consolidated subsidiary 772 642

Other receivables 33,149 - 19,561 -
Provisons - 1,500 - 1,500
Incometax payable - 5,124 - 3,130
Other liahilities - 35,182 - 30,216
Total 1,574,499 131,989 1,561,371 133,928
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NOTE 5—SEGMENT INFORMATION (continued)

All the Group’s services and sales are provided to customersin the Republic of Croatia.
The Group's sales revenues can be classified according to the customers' origin.

2011 2010
(in thousands of HRK)
Sale of services:
Domestic sales 90,496 86,353
Foreign sales 425,997 389,833
516,493 476,186

Foreign sales revenues can be classified according to the number of overnights based on the customers
origin, asfollows:

Foreign sales 2011 % 2010 %
Germany 90,012 21.13 80,211 20.57
Russa 82,560 19.38 76,865 19.72
Audtria 43,369 10.18 39,646 10.17
Italy 35,154 8.25 36,859 9.45
Sovenia 28,049 6.58 25,353 6.50
Netherlands 24,936 5.85 24,702 6.34
Czech Republic 20,164 473 18,034 4.63
Other 101,753 23.90 88,163 22.62

425,997 100.00 389,833 100.00

NOTE 6-OTHER INCOME

2011 2010

(inthousands of HRK)
Insurance claims recovered 1,197 1,798
Interest income 78 81
Dividend income 387 378
Other income 298 1,513
1,960 3,770
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NOTE 7—-COST OF MATERIALSAND SERVICES

2011 2010
(inthousands of HRK)
Raw materials and supplies
Cost of raw materials and supplies 51,702 49,770
Energy consumed and water cost 37,210 33,170
Costs of small inventories 3,527 2,527
92,439 85,467
External services
Maintenance 18,396 17,842
Laundry and cleaning services 8,881 7,775
Entertainment and animation 6,317 5,612
Telecommunication and other transport services 2,249 2,317
Advertising and promotion 6,200 5,750
Municipal services 4,154 3,890
Rental costs 1,425 1,291
Other services—related companies (Note 32) 6,407 5,448
Other services 4,271 2,860
58,301 52,785
150,740 138,252
NOTE 8-STAFF COSTS
2011 2010
(inthousands of HRK)
Sdaries 71,516 69,541
Pension contributions 20,509 20,557
Hedlth insurance contributions 15,932 16,038
Other contributions and taxes on salaries 14,288 16,116
Termination benefits 114 543
Other staff costs/i/ 9,323 8,739
131,682 131,534
Number of employees as at 31 December 958 1,001

/il Other staff costs comprise compensation for transportation costs, jubilee awards etc. and
remunerations for temporary services.
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NOTE 9-OTHER OPERATING EXPENSES

2011 2010
(inthousands of HRK)
Municipal and similar charges and contributions 19,813 15,721
Professional services 3,742 5,318
Provision for impairment of current assets 831 731
Collection of receivables previously written-off (278) (787)
Bank charges 1,489 1,524
Insurance premiums 2,934 3,054
Trave and entertainment 1,015 1,247
Impairment charge for property, plant and equipment 7,831 95
Other 3,860 3,512
41,237 30,415
NOTE 10-OTHER GAINS—NET
2011 2010
(inthousands of HRK)
Net gaing/(losses) on sale of property, plant and equipment 172 (194)
Net foreign exchange gains — other 715 1,602
Changesin far value of financial assets— net (30) 4
857 1,404
NOTE 11-FINANCE INCOME AND COSTS
2011 2010
(inthousands of HRK)
Finance income
Interest income from cash deposits 5,850 4,154
Other financeincome 254 350
Net foreign exchange gains 2,470 1,792
8,574 6,296
Finance costs
Interest expense (2,199 (2,430)
(2,199) (2,430)
Finance income — net 6,375 3,866
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NOTE 12— INCOME TAX

Thetax on the Group's profit before tax differs from the theoretical amount that would arise using the tax
rate of 20% (2010: 20%) asfollows:

2011 2010
(inthousands of HRK)

Profit before taxation 93,269 74,629
Tax calculated at 20% 18,654 14,926
Effect of income not subject to tax (697) (1,209)
Effect of expenses not deductible for tax purposes 1,766 749
Tax benefits for areas under special state care (subsidiary Hotdli (1,505) i
Croatia) /i/ '
Incometax charge 18,218 14,466
Incometax prepayment (13,094) (12,336)
Income tax payable 5,124 3,130
Effectivetax rate 19.48% 19.38%

/il Theright to tax benefit is exercised by the Subsidiary according to the Law on Areas under Special
State Care and the Rulebook on the manner of using income tax benefits for taxpayers who perform
their operationsin areas of special state care

Temporary differences giving rise to deferred taxation are immaterial and accordingly, no provision for
deferred taxation is considered necessary.

In accordance with local regulations, the Tax Authority may at any time inspect the Group companies
books and records within 3 years subsequent to the year in which the tax liability is reported, and may
impose additional tax assessments and penalties.

To date, the Tax Authority carried out a full scope tax audit of the Company's income tax and VAT
returns for 2003, 2004, 2005 and 2008. Currently there is no outstanding tax liability.




PLAVA LAGUNA d.d., POREC

NOTESTO THE CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEAR ENDED 31 DECEMBER 2011

NOTE 13-EARNINGS PER SHARE

Basic

Basic earnings per share is calculated by dividing the profit attributable to equity holders of the
Company by the weighted average number of shares (ordinary and preference) inissue during the year

excluding ordinary and preference shares purchased by the Company and held as treasury shares (Note
25).

2011
(in thousands of HRK)
Preference Ordinary
shares shares Tot
Dividends declared and paid in the year 9,666 48,886 58,552
U_n_d|str| buted earnings before unpaid cumulative preference share 2551 13,042 15503
dividend for the current year
Profit for theyear attributableto equity holder s of the Company 12,217 61,928 74,145
Weighted average number of shares excluding own shares 105,000 536,848
Didributed earnings 92.06 91.06
Undistributed earnings 24.29 24.29
Basic earnings per share (in HRK) 116.35 11535
2010
(in thousands of HRK)
Preference Ordinary
shares shares Tota
Dividends declared and paid in the year 11,457 58,043 69,500
Undistributed earnings before unpaid cumulative preference share
dividend for the current year (1,611) (8,236) (9,847)
Profit for theyear attributableto equity holder s of the Company 9,846 49,807 59,653
Weighted average number of shares excluding own shares 105,000 536,848
Didributed earnings 109.12 108.12
Undistributed earnings (15.34) (15.34)
Badc earnings per share (in HRK) 93.78 92.78
Diluted

Diluted earnings per share for 2011 and 2010 are equal to basic earnings per share, since the Group did
not have any convertible instruments and share options outstanding during both years.

NOTE 14-DIVIDEND PER SHARE

Up to the date of this report, the Management and Supervisory Board of the Company have not
proposed a dividend. Dividends will be accounted for after being approved by the Annual General
Assembly of Shareholders.

At 31 December 2011, unpaid dividends of the entities of the Group amounting to HRK 964 thousand
(2010: HRK 1,042 thousand) are disclosed as dividends payable included in “trade and other payables’
(Note 27).
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NOTE 15— PROPERTY, PLANT AND EQUIPMENT

(inthousands of HRK)

Cost
Accumulated depreciation

Net book amount

Y ear ended 31 December 2010
Opening net book amount
Additions

Disposals and impairments
Depreciation (Note 31)

Closing net book amount

At 31 December 2010

Cost

Accumulated depreciation and
impairments

Net book amount

Year ended 31 December 2011
Opening net book amount
Additions

Disposals and impairments
Depreciation (Note 31)

Closing net book amount

At 31 December 2011

Cost

Accumulated depreciation and
impairments

Net book amount

Land and

Plant and

Assetsunder

buildings equipment Other assets congtruction Total
2,385,449 330,186 30,321 2,947 2,748,903
(1,006,278) (267,809) (20,169) - (1,294,256)
1,379,171 62,377 10,152 2,947 1,454,647
1,379,171 62,377 10,152 2,947 1,454,647
63,043 9,567 481 (2,536) 70,555
(236) (174) - - (410)
(90,470) (17,031) (2,591) - (110,092)
1,351,508 54,739 8,042 411 1,414,700
2,448,148 334,274 30,606 411 2,812,108
(1,096,640) (279,535) (22,564) - (1,399,042)
1,351,508 54,739 8,042 411 1,414,700
1,351,508 54,739 8,042 411 1,414,700
48,240 7667 264 8,068 64,239
(7,775) (218) - - (7,993
(91,029) (15,146) (2,382 - (108,557)
1,300,944 47,042 5,924 8,479 1,362,389
2,469,692 326,820 30,870 8,479 2,835,861
(1,168,748) (279,778) (24,946) - (1,473,472)
1,300,944 47,042 5,924 8,479 1,362,389

Additions under ‘Land and buildings relate to various construction works in hotes and campsites that

were completed in 2011 and 2010 respectively.

As at 31 December 2011, the net carrying value of buildings pledged by the Group as collateral for loan
repayment (Note 28) amounted to HRK 329,176 thousand (2010: HRK 334,806 thousand).
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NOTE 15— PROPERTY, PLANT AND EQUIPMENT (continued)

The Group assessed the recoverable amount of hotel Parentium after the phase of partial demolition, and
before the reconstruction for the purpose of obtaining the four star rating. On this basis, it was determined
that the carrying amount of the building exceeds its recoverable amount by HRK 7,775 thousand, so the
impairment in this amount was recorded.

Property, plant and equipment include certain assets leased by the Group to third parties under operating
leases with the following carrying amounts:

2011 2010

(inthousands of HRK)
Cost 108,735 108,240
Accumulated depreciation at 1 January (63,129) (58,583)
Depreciation charge for the year (4,500) (4,546)
Net book amount 41,106 45111

Operating leases relate to leases of land, business premises and hospitality facilities.

During 2011, the Group realised rental income in the amount of HRK 21,821 thousand (2010: HRK
22,011 thousand). During the year, there were no direct operating expenses arising from the use of these
assets except for the depreciation charge.

Operating lease commitments — where the Group is the lessor. The future minimum lease payments
receivable from operating leases are as follows:

2011 2010

(in thousands of HRK)
Uptolyear 18,012 19,562
From2to5 years 71,390 75,400
Ove 5years 171 454
89,573 95,416

In 2011 and 2010, there were no contingent rents recognised in the statement of comprehensive
income. The lease terms are between 1 and 5 years. All lease agreements are renewable and the
existing lessees have a priority right with respect to the extension of the lease agreement at market
prices. Thereis no purchase option.
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NOTE 16 —-INTANGIBLE ASSETS

(in thousands of HRK) Software

At 1 January 2010

Cost 13,330
Accumulated amortisation (12,103)
Net book amount 1,227

Year ended 31 December 2010

Opening net book amount 1,227
Additions 94
Amortisation (Note 31) (449
Closing net book amount 872

At 31 December 2010

Cost 13,423
Accumulated amortisation (12,551)
Net book amount 872

Year ended 31 December 2011

Opening net book amount 872
Additions 142
Amortisation (Note 31) (330)
Closing net book amount 684

At 31 December 2011

Cost 13,564
Accumulated amortisation (12,880)
Net book amount 684
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NOTE 17a— FINANCIAL INSTRUMENTSBY CATEGORY

The accounting palicies for financial instruments have been applied to the line items below:

31 December 2011

Assetsat balance sheet date
Available-for-sd e financial assets
Trade and other receivables
Deposit and loan receivable

Financia assetsat fair value through
profit or loss
Cash and cash equiva ents

Total

31 December 2010

Assetsat balance sheet date
Available-for-sd e financial assets
Trade and other receivables

Deposit and loan receivable
Financia assetsat fair value through
profit or loss

Cash and cash equiva ents

Total

Loansand Financial asstsat Available-for-

. fair value through salefinancial Total

receivables :

profit or loss assets

. - 9,974 9,974

7,937 - - 7,937

126,746 - - 126,746

- 142 - 142

57,651 - - 57,651

192,334 142 9974 202,450
Loans and Financial asstsat Available-for-

. fair value through salefinancial Total

receivables :

profit or loss assets

- - 11,765 11,765

8,768 - - 8,768

83,184 83,184

- 172 - 172

33,381 - - 33,381

125,333 172 11,765 137,270

The above balances of loans and receivables represent the maximum exposure to credit risk at the
reporting date. The carrying values of loans and receivables approximate their fair value dueto their short-
term maturities.

2011 2010

Liabilities at balance sheet date— at amortised cost (in thousands of HRK)
Tradeand other payables 27543 22.103
Borrowings 68.217 77.654
95.760 99.757
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NOTE 17b — CREDIT QUALITY OF FINANCIAL ASSETS

The credit quality of financial assets that are neither past due nor impaired can be assessed by reference to
external credit ratings (if available) or to historical information about counterparty default rates:

2011 2010
(in thousands of HRK)
Trade and other receivables
Existing customers — payments within maturity period 0 41
Existing customers — with some defaults in the past 28 %!
118 135
2011 2010
(in thousands of HRK)
Deposits and loans
Financial ingtitutions — without credit rating* 126,707 82,931
Existing customers — payments within maturity period 39 253
126,746 83,184
Cash at bank 2011 2010
(in thousands of HRK)
* Without credit rating 57,645 33,379
57,645 33,379

None of thefinancial assetsthat arefully performing have been renegotiated in the last year.

* Without rating relates to high quality Croatian banks which are subsidiaries of foreign banks with strong
external credit ratings.
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NOTE 18 —INVESTMENTSIN NON-CONSOL IDATED SUBSIDIARY

2011 2010
(in thousands of HRK)
At beginning of year 642 497
Share of result 130 145
At end of year 772 642
The unlisted non-consolidated subsidiary is the following:
(in thousands of HRK)
2011
Name Assets Liabilities ~ evenue Pr ofit % sharein
fil owner ship
ExcdsaHotdli d.o.o.
Cavtat 2,446 1,144 6,319 247 52.55
2010
Name Assets Liabilities ~ evenue Pr ofit % sharein
fil owner ship
Excelsa Hoteli d.o.0. 1,990 935 5,920 275 5255

Cavtat

/il Revenue from internal relations with the Group amounts to HRK 3.362 thousand (2010:HRK 2,300
thousand).

Based on the Articles of Association from 16 January 2009, the parent Company Plava Laguna d,d,
together with related companies Hotdi Croatia d.d., Cavtat, Excesa Nekretnine d.d., Atlas Hote Odisg
d.o.o. and Grand Villa Argentina d.d. established the company Excelsa Hotdi d.o.o. for trade, hospitality
and services. Theregistered capital of the established company amounts to HRK 2,040 thousand.

The total number of votes in the Company's General Assembly is 6,000 votes, of which the Group holds
3,140 votes (52.33%).

The Group's share in the entity’s founders' capital was partially paid, leaving an outstanding liability of
HRK 580 thousand (Note 27). This entity provides accounting, marketing and IT services to the Group
(Note7).

Excesa Hoteli d.o.o., Cavtat was not consolidated in these financial statements because its net assets,
revenue and profit are immaterial in relation to the Group's net assets, revenue and profit.
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NOTE 19-AVAILABLE-FOR-SALE FINANCIAL ASSETS

Ownership 2011 2010

(in thousands of HRK)
Istarska kreditna banka Umag d.d., Umag 3.63% 9,024 10,847
Investments in companies il 950 918
9,974 11,765

fil Investments represent less than 1% ownership interest in the shareholders' equity of these companies
(IRTA d.0.0. 11.1%).

2011 2010
(in thousands of HRK)
At beginning of year 11,765 11,843
Revaluation losses (Note 26) (1,792) (78)
At end of year 9,974 11,765
Available-for-sale investments are as follows:
2011 2010
(inthousands of HRK)
Equity securities
- listed 9,854 11,645
Equity securities
- unlisted 120 120
At end of year 9,974 11,765

The fair values of unlisted available-for-sale financial assets are recorded at cost. All available-for-sale
financial assats are denominated in HRK.
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NOTE 20— FINANCIAL ASSETSAT FAIR VALUE THROUGH PROFIT OR LOSS

2011 2010

(inthousands of HRK)
Listed shares 142 172
142 172

Total investments represent less than 5% of the share capitd of banks. All amounts are designated at fair
value through profit and loss on initial recognition.

NOTE 21 -DEPOSITSAND LOANS RECEIVABLE

2011 2010

(in thousands of HRK)
Loansreceivable 303 351
Provision for impairment of loan receivables (264) (98)
Net loansreceivable 39 253
Deposits 126,707 82,931
Current portion 126,746 83,184

The deposits are placed at an interest rate of 2.9% to 4.8% (2010: 0.5% to 4%). The loans are secured
by a mortgage over property and bear interest from 7.25% to 8.5% (2010: 6.5% to 8.5%). The carrying
amounts of loans and deposits approximate their fair value.

The carrying amounts of deposits and loans receivable are denominated in the following currencies:

2011 2010
(in thousands of HRK)
HRK 39 162
EUR 126,707 83,022
126,746 83,184
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NOTE 22—-INVENTORIES

2011 2010
(inthousands of HRK)
Raw materials and supplies 3,621 3,506
Small inventory, tires and spare parts 162 211
3,783 3,717
NOTE 23-TRADE AND OTHER RECEIVABLES
2011 2010
(in thousands of HRK)
Domestic trade receivables 2,696 1,397
Trade receivables-related parties (Note 32) 102 600
Foreign trade receivables 1,979 2,145
Due from brokers — agencies 3,946 4,602
Provision for impairment of trade receivables (1,012 (1,086)
Trade receivables — net 7,711 7,658
Interest receivable 6 4
Accrued income not yet invoiced 220 1,106
Total financial assets 7,937 8,768
Due from gtate institutions 2,658 2,537
VAT receivable 2,859 2,082
Advancesto suppliers 268 269
Other receivables 799 1,445
Provision for impairment of other receivables (2,163) (2,163)
12,358 12,938
Movements in provisions for impairment of trade and other receivables.
2011 2010
(in thousands of HRK)
At 1 January 3,249 3,581
Additions 434 567
Collection (278) (1249)
Write off (230) (775)
At 31 December 3,175 3,249

The majority of impaired trade receivables are under litigation. Both the outcome of the proceedings
related to receivables under litigation or the extent to which they will be collected cannot be anticipated
with certainty.
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NOTE 23—-TRADE AND OTHER RECEIVABLES (continued)

Provisions for impairment of trade and other receivables were made based on credit risk assessment.
The carrying value of all trade and other receivables has been reduced to their recoverable amount.

2011 2010
(in thousands of HRK)
Tradereceivables— Gross:
Neither past due nor impaired 118 135
Past due, but not impaired 7,593 7,523
Past due and impaired 1,012 1,086
8,723 8,744

As of 31 December 2011, trade receivables in the amount of HRK 7,593 thousand (2010: HRK 7,523
thousand) were past due but not impaired. The maturities of these receivables areasfollows:

2011 2010

(in thousands of HRK)
Up to one month 2,072 92
Oneto two months 194 402
Two to three months 655 1,008
Over three monthsto 1 year 4,672 5,931
7,593 7,523

The carrying amounts of trade and other receivables are denominated in the following currencies:

2011 2010

(in thousands of HRK)
EUR 5,431 6,537
HRK 2,506 2,231
7,937 8,768

The maximum exposure to credit risk at the reporting date is the carrying value of each class of
receivables mentioned above. Recevables are mainly secured by advances received and a mortgage over
property. The carrying amounts of trade and other receivables approximate their fair value.
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NOTE 24—-CASH AND CASH EQUIVALENTS

2011 2010

(in thousands of HRK)
Giro and current accounts 1,254 812
Foreign currency accounts 903 481
Cashin hand 6 2
Time deposits 55,488 32,086
57,651 33,381

The deposits were timed with an option to be discontinued. The Company can call them partially or in
full at any time, with 3 days notice. The interest rate is set at 2.90% to 4.8% (2010: 0.5% to 4%). The
interest ratefor cash on giro and current accounts is set at 0.20% (2010: 0.20%).

The carrying amounts of cash and cash equivalents are denominated in the following currencies:

2011 2010
(in thousands of HRK)
HRK 1,260 1,212
EUR 56,150 32,156
Other 241 13
57,651 33,381
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NOTE 25-SHAREHOLDERS EQUITY

/il The equity structure as at 31 December 2011 and 2010 was as follows:

Total number Total nominal shr!nrn(taer%ittlarll
Shareholder of shares amount (HRK) cap %
Owner ship of ordinary shares.
Sutivan Investments Angdlt, Liechtengtein 438,899 790,018,200 80.34
Deutsche Bank Trust Company Americas 23,939 43,090,200 4.38
Treasury shares/i/ 9,470 17,046,000 1.73
Other legal entities and natural persons 74,010 133,218,000 13.55

546,318 983,372,400 100.00

Owner ship of preference shares
Sutivan Investments Anglt, Liechtengtein 105,000 105,000,000 100.00
Tota 1,088,372,400

The Company's share capital in the amount of HRK 1,088,372 thousand is distributed among 546,318
ordinary shares with a nominal value of HRK 1,800.00 per share and among 105,000 preference Series
“B” shares with a nominal value of HRK 1,000.00 per share. All shares are fully paid. Preference
shares carry a right to a fixed annual preferred dividend of HRK 1 per share, in addition to ordinary
dividends, declared and paid on ordinary shares and are non-voting. Preference shares have priority
right of settlement in the liquidation process of the Company.

il Treasury shares comprise 9,470 own shares that were redeemed in the period from 1997 to 2002
at prices ranging from HRK 718.70 to HRK 1,516.50 per share through a commission house
brokerage agencies. Gains and losses on purchase and sae of treasury shares are recorded within
share premium and amount to HRK 5,149 thousand as at 31 December 2011 and 2010.
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NOTE 26 -RESERVES AND RETAINED EARNINGS

2011 2010
(in thousands of HRK)
Legal reserves 40,675 37,984
Other reserves 91,483 93,730
Retained earnings 211,207 197,459
343,365 329,173
Changesin reserves.
L egal reserves
At beginning of the year 37,984 35,700
Transfer from retained earnings 2,691 2,284
At end of theyear 40,675 37,984
Other reserves
At beginning of the year 93,730 93,792
Transfer to retain earnings (815) -
Revaluation of financial assets available for sale— gross
(Note 19) (1,791) (78)
Deferred tax assets 359 16
Transfer from other reservesto current profit (1,432 (62)
At end of theyear 91,483 93,730
Retained ear nings
At beginning of the year 197,459 209,559
Net profit for the year 74,145 59,653
Transfer from other reserves 815 -
Distribution of dividends (58,552) (69,500)
Transfer to legal reserves (2,691) (2,284)
Dividend on preference shares of Subsidiary to parent 31 31
Company
At end of theyear 211,207 197,459

The legal reserveisrequired under Croatian law and must be built up at a minimum of 5% of the praofit for
the year until the total legal reserve together with capital reserves reaches 5% of the Company’s share
capital. This reserve is not distributable. Based on the Decision of the General Assembly of the Parent
Company on 26 August 2011 and 30 July 2010, retained earnings in the amount of HRK 2,691 thousand
(2010: HRK 2,284 thousand) were transferred to legal reserves by the parent Company. As at 31
December 2011, legal reserves of the Parent Company amounted to HRK 32,007 thousand or 2.9% of
the share capital (2010: HRK 29,316 thousand or 2.7%), while legal reserves together with capital
reserves that are not distributable (HRK 20,882 thousand), that were formed by denomination of the
share value in 2001 (from HRK 1,860 to HRK 1,800 per share), form a share of 4.86% in the Parent
Company's registered capital.

As at 31 December 2011 and 2010, the Subsidiary’s legal reserves amounted to HRK 8,668 thousand,
while the total Group’slegal reserves as at 31 December 2011 amounted to HRK 40,675 thousand (2010:
HRK 37,984 thousand).
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NOTE 26 —-RESERVES AND RETAINED EARNINGS (continued)

As at 31 December 2011, other reserves amounted to HRK 91,483 thousand (2010: HRK 93,730
thousand) and comprise treasury shares reserves of HRK 11,897 thousand (2010: 11,897 thousand) and
revaluation reserves formed from unrealised fair value gains on available-for-sale financial assets in the
amount of HRK 3,835 thousand (2010: HRK 5,268 thousand). These reserves are not distributable.

The remaining other reserves of HRK 75,751 thousand (2010: HRK 76,565 thousand) relate to the
revaluation reserves formed in 1993 that are distributable, and previously mentioned capital reserves
formed upon denominating the nominal value of the shares (DEM 500) into HRK (HRK 20,882

thousand).

NOTE 27 -TRADE AND OTHER PAYABLES

Trade payables

Trade payables-related parties (Note 32)

Dividends payable (Note 14)

Liability for unpaid capital —related parties (Nate 32)
Interest payable

Accrued costs not yet invoiced

Liabilitiesfor concession/i/

Total financial liabilities

Gross salaries payable
Other employee benefits
Advances received
Other current liabilities

2011 2010

(inthousands of HRK)

14,753 14,850
684 1,003
%64 1,042
580 580

3,177 2,762
2.391 1.866
4.994 -
27.543 22.103
22.061 23.238
1.043 965
2.858 2.756
3.368 2.327
56.873 51.389

/il Concession payable is calculated on the base of submission of the relevant requirements to the
governing authorities for concessions on the tourist land in camps, hotels and tourist resorts in
accordance with the Law on tourist and other construction land not evaluated in the
transformation and privatisation process and regulations which elaborate in more details the

manner of complying with the stated Law.

The carrying amount of trade and other payables are denominated in the following currencies:

HRK
EUR

2011 2010
(inthousands of HRK)
27.191 21.249
352 854
27.543 22.103
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NOTE 28 -BORROWINGS

2011 2010

(inthousands of HRK)
Bank borrowings 61,962 70,212
Government agencies 2,193 3,380
Government of the Republic of Croatia 4,062 4,062
68,217 77,654
Current portion (14,944) (14,735)
Non-current portion 53,273 62,919

All banks secured their borrowings by a pledge over certain property, plant and equipment (Note 15) in
the amount of HRK 329,176 thousand (2010: HRK 334,806 thousand).

Borrowings from the Government of the Republic of Croatia rdlate to Government repayments against
issued guarantees to banks in prior years. The borrowings matured in 2009 and the Subsidiary is currently
not repaying the principal nor interest since a legal claim is in progress, and interest is calculated and
accrued (Note 30).

The exposure of the Group's borrowings to interest rate changes and the contractual repricing dates at
the balance sheet date are as follows:

2011 2010

(in thousands of HRK)
6 months or less 21,944 25,291
1-5years 46,273 52,363
68,217 77,654

Theborrowings with a fixed interest rate amount to HRK 46,273 thousand (2010: HRK 52,363 thousand).

The maturity of long-term borrowingsis asfollows:

2011 2010

(inthousands of HRK)
Between 1 and 2 years 10,569 10,673
Between 2 and 5 years 28,888 29,252
Over 5 years 13,816 22,994
53,273 62,919

The effective interest rates as at 31 December 2011 and 2010 were asfollows:
2011 2010

HRK EUR HRK EUR
Banks - 2%-3% - 2-3%
Government agencies 7% - 9% -
Government of the Republic of 10% i 12% i

Croatia
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NOTE 28 -BORROWINGS (continued)
Bank borrowings are denominated in EUR, all other borrowings are denominated in HRK.

The carrying amounts of borrowings approximate their fair values as follows:

Carrying amounts Fair value
2011 2010 2011 2010
(inthousands of HRK) (inthousands of HRK)
Banks 52,333 60,767 52,389 61,495
Government agencies 940 2,152 825 1,823
53,273 62,919 53,214 63,318

The fair values of bank borrowings are based on discounted cash flows by using a rate based on the
borrowing rate of 2.11 % (2010: 2.18 %), and Government agencies at 9% (2010: 9%). The carrying
amounts of short-term bank borrowings approximate their fair values.

NOTE 29 - PROVISIONS FOR OTHER LIABILITIESAND EXPENSES

In thousands of HRK Termingtiop . Oth_er Total
benefits/i/ contingencies

At 1 January 2011 255 1,500 1,755

Provision made 20 - 20

At 31 December 2011 275 1,500 1,755

L ess: non-current portion - (1,500) (1,500)

Current portion 275 - 275

/il In 2010, based on the Management decision, the Company terminated the employment of 2
employees due to business-related reasons. The amount of the termination benefits was HRK 255
thousand. Due to the employees sick leave, the termination of employment and payment of the
retirement benefit is delayed.
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NOTE 30— CONTINGENCIES AND COMMITMENTS

Transformation and privatisation audit. On 22 May 2003, the State Audit Office (in Pazin) issued a
Report on the audit of the transformation and privatisation of the state-owned company Plava laguna,
Poret. The Report states that the transformation and privatisation procedure has not entirely been executed
in accordance with the law, especially with respect to gaining ownership over the Company.
Subsequently, the Company was sued in order to determine the ownership over the portion of land used
by the Company and for which the Company is registered as the owner. On 20 May 2003, the Company
expressed an opinion on the State Audit Office s Report.

Up to the date of this report, the legal claim has not been finalised, i,e, there has been no reply from the
State Audit Office on the Company's complaint, so that neither the outcome of this legal claim and audit
findings nor their effect (if any) on the Company's financial or operating position can be reiably
anticipated.

The stated problems with respect to land ownership are common in other tourism companies in the
Republic of Croatia. On 1 August 2010, the Law on Tourist and Other Construction Land, not evaluated
in the transformation and privatisation process, entered into force in accordance with which and based on
which the ownership and joint ownership over land not evaluated in the transformation and privatisation
process will finaly be determined. Within the prescribed period, the Company initiated procedures by
submitting requests for concessions and other prescribed requests. During 2011, in the procedures
initiated, and in line with requirements and/or instructions of the governing authorities, the Company
ddivered various statements, documentation, made propositions for dividing the land the Company
proposed which land should be in its ownership and on which should be applied only right of use.
Until 31 December 2011 the procedure of granting concessions was not finalised.

L egal contingencies. The Subsidiary initiated a legal action against the Republic of Croatia with respect
to guarantees on borrowings (Note 28). The firgt-instance ruling was in favour of the Subsidiary.
However, until the date of issuing these financial statements, the proceeding has not been finalised since
the counterparty launched an appeal againg this firg-instance ruling.

Provisions for other contingencies. In the financial statements for the year ended 31 December 2011
and 2010 provisions for other contingencies have been made for which the Group anticipates damages
in the amount of HRK 1,500 thousand (Note 29).

Capital commitments. Future commitments contracted for investments in tourist buildings, for which
provisions were not made, as at 31 December 2011 amounted to HRK 154,930 thousand (2010: HRK
29,517 thousand).

Operating lease commitments — where the Group is the lessee (Note 7). The future aggregate lease
payments under operating leases are as follows:

2011 2010

(in thousands of HRK)
Uptolyear 301 299
From2to5 years 324 548
625 847

The lease terms are between 1 and 5 years and the majority of the lease contracts for land and business
premisesis renewable at the end of the lease term at market prices.
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NOTE 31-CASH GENERATED FROM OPERATIONS

Adjustment of profit with cash generated from operations:

Profit before tax

Adjusmentsfor:

Depreciation and amortisation (Note 15, 16)

Impairment of property, plant and equipment

(Gains)/losses on sale of property, plant and equipment (Note 10)
Provision for impairment of trade and other receivables and loans, net
Changesin fair value of financial assets (Note 10)

Interest income (Note 6)

Dividend income (Note 6)

Financeincome—net (Note 11)

Increasein provisions (Note 29)

Other non-cash items

Changesin working capital (exduding the effects of acquisition and
disposal):

- trade and other receivables

- inventories

- trade and other payables

Cash generated from operations

2011 2010
(inthousands of HRK)

93,269 74,629
108,887 110,541
7,831 95
(172 194
553 (28)

30 4

(78) (81)
(387) (378)
(6,375) (3,866)
20 255
(130) (129)
195 2,315
(66) (1,362)
7,314 (5,364
210,891 176,825

In the cash flow statement, proceeds from the sale of property, plant and equipment comprise:

Net book value of digposed property, plant and equipment
Gaing/(losses) on sale of property, plant and equipment (Note 10)

Proceeds from sale of property, plant and equipment

2011 2010
(inthousands of HRK)
162 315
172 (199)
334 121
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NOTE 32—-RELATED PARTY TRANSACTIONS

Parties are considered to be related if one party has the ability to control the other party or is under
common control or exercise significant influence over the other party in making financial or
operational decisions, PLAVA LAGUNA d.d., Poret is controlled by the company Sutivan Investment
Angtalt registered in Liechtenstein, The ultimate parent and controlling company is Luksburg
Foundation, registered in Vaduz, Liechtenstein.

In the ordinary course of business, a number of transactions was entered into with related parties
owned by Sutivan Investments Anstalt (Atlas hotel Odisgj d.o.0., Pomena, Grand Villa Argentina d.d.,
Dubrovnik, Excelsa nekretnine d.d., Dubrovnik and Excelsa Hoteli d.o.o., Cavtat) and the Plava
laguna Group (Plava laguna d.d., Poreg, Laguna invest d.o.o., Pore¢ and Hoteli Croatia d.d., Cavtat).

These transactions were carried out under commercial terms and conditions and at market rates.

Transactions with related companies owned by Sutivan I nvestment Anstalt ar e as follows:

b)

©)

Sale of servicesand assets

Atlashote Odisgj d.o.o., Pomena
Grand Villa Argentinad.d., Dubrovnik
ExcdsaHatdi d.o.o, Cavtat

Excdsa Nekretnine d.d., Dubrovnik

Cost of materialsand services
ExcdsaHotdi d.o.o, Cavtat
Excesauduged.o.o., Cavtat

Trade and other receivables.
ExcdsaHatdi d.o.o, Cavtat

Grand Villa Argentinad.d., Dubrovnik
Excelsa Nekretnine d.d., Dubrovnik
Atlas Hotd Odisg d.o.0., Pomena

Note 2011 2010
(inthousands of HRK)

13 57

16 27

326 531

62 -

417 615

3,362 2,300

3,045 3,148

7 6,407 5,488
10 -

2 -

- 125

0 475

23 102 600
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NOTE 32—RELATED PARTY TRANSACTIONS (continued)

Transactions with related companies owned by Sutivan Investment Anstalt are as follows
(continued):

Note 2011 2010
(inthousands of HRK)
d) Tradeand other payables.

ExcdsaHotdi d.o.o, Cavtat 123 844
Excelsa Nekretnine d.d., Dubrovnik 37 1
Excesauduged.o.o., Cavtat 302 97
Grand Villa Argentinad.d., Dubrovnik 214 55

AtlasHotel Odisg d.o.o., Pomena 8
Excdsad.o.o., Dubrovnik - 6
27 684 1,003
€) Liability for unpaid capital 18,27 580 580
580 580

Group Key Management and Supervisory Board compensation

2011 2010

Net sdlaries 5,640 5,437
Pens onsinsurance contributions 1,610 1,563
Hedlth insurance contributions 1,514 1,467
Other cogts (contributions and taxes) 3,086 3,018
11,850 11,485

Supervisory Board fees 2,192 1,982
14,042 13,467

Key management comprises 19 persons (2010: 18 persons), and the Supervisory Board comprises 12
members (2010: 10 members).




