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In 2009, which was extremely difficult for banks given the significant global financial
crisis, as well as the complex conditions for business operations, the bank has
conducted business operations in line with its principal plans and consistently
followed the direction set out by its short-term and long-term objectives.

Considering these circumstances and the fact that Banka Kovanica belongs to the
category of small banks, a fundamental ambition for 2009 was certainly to maintain
existing business and stability, to gain a larger market share, that is, to become a
larger bank through development, which was achieved by strengthening business
operations as a whole, primarily by increasing considerably in human resource, by
increasing its portfolio, as well as by occupying a larger market space.

The bank has invested additional efforts into research and development projects,
further progressing its competitiveness and recognizability. Although the year was
very difficult for the majority of entrepreneurs in the country, the bank has
maintained financial stability, market position along with significantly increasing the
number of work places and reorganizing its financial centers, that is, branch offices.
It is important to stress that the results of business operations and growth in assets of
the bank achieved on the basis of the primary sources of funds, while at the same
time meeting criteria of kuna and foreign currency solvency, high capital adequacy

and suitable security for high risk investments.

The main risks affecting business operations in 2009 were:

e potentially negative influence of serious disruptions to the global financial
market and capital market

e general disruptions on the money market - general decrease of liquidity

e increased credit risk as a result of the financial crisis

We believe that, in the years that lie ahead, which we anticipate will also be very
challenging and difficult, we will achieve good results, planned growth and stability

through the optimization of business processes and business efficiency.
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The Bank continually operates from 1997 when it was established as Stedionica
Kovanica d.d. (a savings bank) and registered with the Commercial Court in
Varazdin. In April 2002, the savings bank was converted to a bank, and in 2005 was
granted so-called "significant authority" by the Croatian National Bank, after which
financial and other services were further developed and improved.

The seat of the Bank is located in Varazdin, Petra Preradovica 29.

Equity capital amounts to 112,360,200 thousand kunas and is divided into 1,123,602
shares of nominal value of 100 HRK per share, which are fully paid. The stake of the
foreign shareholder amounts to 99.02% and refers to the shareholder from Italy -
Cassa di Risparmio della Repubblica di San Marino. The stake of private
shareholders amounts to 0.97% and own shares to 0.01%.

The bank is registered for performing the following activities:

- receiving money deposits,

- loan approval and other placements on its own behalf and for its own account,

- issuance of currencies in the form of electronic money,

- issuance of guarantees and other securities,

- factoring,

- financial leasing,

- lending, including consumer loans, mortgage loans and financing of
commercial businesses (including forfeiting),

- trading in its own name and for its own account or in the name of and for the
account of the client, with instruments of money market and other transferable
securities, foreign means of payment, including exchange office operations,

- trading with financial forward contracts and options, currency and interest
instruments,

- performing payments in the country and abroad,

- accumulation, elaboration of analyses and giving information about
creditworthiness of legal and natural persons who independently engage in a
business activity,

- representation in the sale of insurance policies, in accordance with provisions
that regulate insurance, brokerage and representation in insurance operations,

- issuance and managing instruments of payment, mediation in concluding
financial deals.

The bank is a member of SWIFT, MBU - an interbank association, the Croatian
Banking Association, and HROK - the Croatian Registry of Credit Obligations.
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Bank shares are not listed on the regulated capital market.

On December 31, the bodies of the bank within the meaning of the Companies Act
are as follows:

General Assembly

elected by the assembly  President

Supervisory Board

Gilberto Ghiotti President

Ivan Majdak Vice President

Simoni Luca Member

Renzi Vladimiro Member

Andrea Albertini Member

Cedomil Cesarec Member

Davor Stern Member

Pier Luigi Martelli Member (as of July 24, 2009)
Aldo Busignani Member (as of July 24, 2009)
Management Board

Radojka Oli¢ President of the Board
Darko Kosovec Member of the Board

Gian Luigi Bonfe Member of the Board

The bank has five regional centers that gather a total of 21 branches throughout the
country. The regional centers are situated in Zagreb, Varazdin, Osijek, Rijeka and
Split, from where natural and legal persons, craftsmen and farmers are financially
supported and to which the bank adjusts its offer of specialized products and

services.
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REGIONAL BRANCH OVERVIEW

Regional branch 001 - Regional center VaraZzdin, Petra Preradovica 29

Regional branch 002 - Regional center Split, Hrvatske mornarice 1/e

Regional branch 003 - Regional center Zagreb, Zadarska 80

Regional branch 004 - Regional center Osijek, Trg Slobode 2

Regional branch 005 - Regional center Rijeka, Strohalova 2

During last year, the Bank was completely reorganized in the sense of changes to the
organizational structure, which was adjusted to the requirements of Basel II, the
provisions of the Credit Institutions Act, recommendations and guidelines issued by
the Croatian National Bank and the concrete needs of modern banking. In February

2010, the Management Board adopted the new organizational scheme.

The business operations of the bank are conducted by the Management Board.
According to the existing organizational scheme, the Bank is organized in eight
pivotal departments and seven sectors with their departments, and currently in

progress is a plan for forming an additional sector with six departments.
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The Bank belongs to the group of small banks category, which follows the demands
of market by continual development and growth, and in this way has achieved
conditions for conducting banking activities within so-called significant authority,
which the Bank was granted in accordance with a decision of the Croatian National
Bank from 2005. In this manner, the Croatian National Bank has verified the
development of the Bank, and granted significant authority that allows the
performing of all loan, deposit and foreign exchange operations, transaction

operations and a larger number of other financial services.

In July 2007, a majority stake in the Bank was acquired by the prominent bank from
San Marino, Cassa di Risparmio della Repubblica di San Marino, which was founded
on January 1, 1882. This oldest Bank in Republic of San Marino, since establishment
up to the present day, is dedicated to the economic and social development of the
republic, and to promoting its cultural and social heritage. In San Marino and
Europe, the Bank has several financial institutions in its group and participates in the

subscribed capital of the central bank of the Republic of San Marino.

All activities with the parent bank during 2009 were conducted in accordance with

positive legislation, according to the equivalent value principle.

During its existence and activities, Banka Kovanica d.d. has been repeatedly
recapitalized, with the most recent increase in subscribed capital taking place
following a Decision by the General Assembly of the Bank on November 27 2008, the
increase in subscribed capital was recorded in the court registry of the Commercial
Court in Varazdin on December 4 2008, and amounts to a total of 112,360,200.00
HRK.

The business operations of the Bank are founded on the principles of sustainable
development, which, besides economic sustainability and a responsible approach

towards society, involves enhancing the relationship with the owners, depositors,
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partners and clients, as well as the constant concern for preserving and protecting the
environment.

Safety at work is implemented for preservation of undisturbed spiritual and physical
development of youth, for protection of women from risks which could endanger
realization of motherhood, for protection of invalid s and professionally ill persons
from further health damage and diminution of their working abilities, and for
preservation of working abilities of senior employees within the limits appropriate to

their age.

Bearing in mind all of the above, the Bank pays special attention to detecting and
eliminating danger which in certain circumstances can lead to injuries at the

workplace, professional illnesses or some other work-related illnesses.

Detecting and eliminating danger in the Bank is achieved by applying the rules and
measures of safety at work, whereby the employer has the most important task of
creating the prerequisites for work in a safe manner through its responsible behavior,

primarily by organizing, planning and implementing.

By producing a fundamental document from the area in question (Assessment of
danger at the workplace), created were the prerequisites for the application of rules
to eliminate or minimize danger and possible harm to workers to the greatest

possible extend, for which all necessary material resources have been provided.

Bearing in mind the complexity, expertise and quantity of work related to safety at
work, the employer has, for the matter in question, engaged a qualified professional,
in accordance with the Occupational Safety Act, and in this way showed awareness
in the approach, promotion, improvement and faster development of safety at work

in the Bank.
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Employees play an essential role in the realization of the Bank's objectives. Care for
their employment, work, education and progress is conducted by the Human
Resources Department, which was established as a pivotal department at the

beginning of 2009 and numbers two employees.

In 2009, in accordance with the Bank's development plans, emphasis was placed on
employing professional staff with relevant experience in banking. During 2009, 42
new employees were hired, while in the same period eight have left the Bank. On
December 31, 2009, the number of employees in the Bank amounts to 150. Generally,
employees are hired full time and work full working hours.

The age structure of employees is balanced, and forms a successful combination of
youth and experience. More than half of Bank employees (53%) are younger than 35
years of age.

Employees by age:

m. <25years
B 26-35 years
. 36-45 years

B. 46-55 years
- >b5 years

Women form the vast majority of employees (70%) and the share of women in
management positions points to the equal representation of both sexes: Women form
48% of upper and middle management, while their share in upper management only

amounts to 53%.
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m Men

m Women

of the qualification structure of our employees. An

have at least a 2-year post secondary qualification.

by qualification

SSS - high school qualification
VSS - 2-year post-secondary qualificatior
VSS - university qualification

Master's degree







After completing the audit of financial reports, the independent auditor has given its
opinion, confirming objectivity in all significant aspects of the financial state of the
Bank on December 31, 2009, the results of its financial operations and cash flows for
year coming to a close, in accordance with legal accounting regulations applicable to

banks in Croatia.

Total assets on December 31, 2009 were 1,201,256,000 HRK, which is an increase of
15.11% in comparison with 2008.

The loan portfolio of the Bank on December 31, 2009 was 823.4 million HRK, an
increase of 50.7%. Of this, loans to citizens have grown 15%, while loans to

companies have grown 103% and reached the amount of 451 million HRK.

In the conditions of the current economic situation, in 2009, the Bank has reduced
investment in securities with higher levels of risk, and in its portfolio kept high-grade
marketable treasury bills in the amount of 36.5 million HRK (43.8 million HRK in
2008).

The portfolio of funds has been reduced by 12.8 million HRK, and the portfolio of
shares by 817 thousands HRK, because it was deemed that funds, given the
necessary investment, were very insolvent and exposure was too high. After
analyzing its portfolio, the Bank restructured its portfolio of non-marketable shares

by selling them.
Realized profit from trading activities in categories of assets available for sale was
realized in the amount of 152 thousand HRK, while in 2008 realized loss on securities

amounted to 29 million HRK.

Total deposits of the Bank on December 31, 2009 amounted to 907.8 million HRK, an

increase of 7.27% in relation to last year.

Company deposits have grown 211 %, while retail deposits have fallen slightly.
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In the total deposit structure, retail deposits participate with 69%, companies with

13%, while the remaining 18% to banking and non-banking financial institutions.

Liability capital of the Bank on December 31, 2009 amounted to 189.690 million HRK,
and a capital adequacy ratio of 15.43% was achieved. In November 2009, majority
owner of the Bank, Cassa di Risparmio della Reppubblica di San Marino, registered 9
million Euros in hybrid instruments.

Total interest income of the Bank in 2009 amounted to 78.7 million HRK, an increase
of 14.7% in relation to 2008.

Total interest expenses grew 5.7% in 2009 in relation to 2008, while net interest
income has been realized in the amount of 30.3 million HRK, an increase of 32.8% in
relation to 2008.

Income from commissions and fees amounted to 5 million HRK, which is 36.8% more
compared to 2008.

Expenses of commissions and fees amounted to 1.2 million HRK. Net income from
commissions and fees were 42.6% higher in 2009 in relation to 2008.

A net amount of 17.8 million HRK in other non-interest income was realized in 2009,
while it was negative in 2008 because of the significant losses by funds in 2008 (fall of
Crobex by 10.20% on October 10, 2008) and recorded unrealized losses in the profit
and loss account.

Net non-interest income in 2009 amounted to 21.6 million HRK.

General administrative expenses and depreciation have marked a growth of 48.8%
and reached the amount of 52.8 million HRK. The total number of

Bank employees has increased in 2009 by 34 new employees, and there were 150
employees at the end of year.

Expenses of reservation for losses amounted to 20.5 million HRK because of the
deterioration of liquidity and financial position of legal entities in the country, which

resulted in a loss in 2009 amounting to 21.5 million HRK.
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Basic products and services of the Bank

1. Loan operations

In loan operations to natural persons section, Banka Kovanica d.d. has in 2009
changed and supplemented its offer of loan products. Bank clients now have
available to them more types of non-purpose cash loans:

- non-purpose cash short-term loan with currency clause in Euros for status
clients for a repayment period of up to 12 months;

- non-purpose cash long-term loan with currency clause in Euros for a
repayment period of up to 180 months;

- non-purpose insured cash loan by insurance company for a repayment period
of 120 months;

- loan insured by deposit.

By continual adjustment of conditions of loan to the needs of its clients, Banka
Kovanica d.d. offers purpose loans:

- loan for buying motor vehicles for a repayment period of up to 84 months;
- mortgage loans for a repayment period of up to 30 years.

Considering that the Bank has chosen younger clients as a special market niche, in its
offer of mortgage loans, it grants special status to clients up to the age of 35,

according to which they realize the right to a lower interest rate.

2. Deposit operations

In its deposit operations, Banka Kovanica d.d. provides an extensive offer, and is
constantly offering special interest rates and other benefits for current and new
clients:

- term savings in HRK, HRK with currency clause and foreign exchange for
deadlines ranging from 1 month to 60 months with the possibility of extra-
payment, profit and annuity forms of savings.

The Bank has placed special emphasis on children's savings, which is adjusted to the

age of the child.
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By offering age-related saving, Banka Kovanica ensures the development of good
saving habits already in childhood.

There are three different models for this form of saving, and they differ according to
the age of child, term of maturity and related interest::

- bebiko savings in foreign currency for terms of 12 to 48 months;
- klinko savings in foreign currency for terms of 12 to 60 months;
- tinko savings in foreign currency for terms of 12 to 84 months..

3. Accounts

Available in Banka Kovanica d.d. are the latest technological solutions that enable

efficient, quick and secure transactions for managing financial funds.

3.1. Current account
By opening a current account in Banka Kovanica d.d., a wide selection of products

and services becomes available to clients, adjusted to their individual needs:

- Konto konekt current account - current account package;
- overdraft;

- Banke Kovanica checks;

- standing order;

- Maestro debit card;

- ko-net internet banking;

- sms service.

3.2. Transfer account for citizens

- owners of transfer accounts can improve their financial operations by
using ko-net internet banking services, which allows them to manage
account funds whenever they want.

4. Card operations

In its offer, Banka Kovanica d.d. provides:

- Maestro debit card - the technology applied for the creation of this chip card
guarantees the advancement of bank services in the area of business
transaction security, as well as provides additional services related to the
Maestro debit card, for instance:

- MasterCard charge;

- MasterCard revolving.
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5. ATM machines

The Maestro debit card enables the withdrawal of cash at all Banka Kovanica d.d.
ATM machines without charge.

In addition to Banka Kovanica d.d. ATM machines, cash at no extra charge may be
withdrawn from all ATM machines in the MBNET system, consisting of a total of
1300 ATM machines in the Republic of Croatia.

In order to become more familiar to clients, the Bank participates at fairs, last year
participating at:

- ,Viroexpo® Virovitica - a craft business, entrepreneurship and agricultural
fair,
- "Poljoprivredni sajam Gudovec" - agricultural fair
- Spancirfest in Varazdin,
- Auto sport show Varazdin.
During Spancirfest, Banka Kovanica d.d. put special emphasis on the youngest as

potential future clients, and had prepared for that purpose a whole series of

surprises.

Banka Kovanica d.d. promoted its car loans at the Varazdin Auto Sport Show in May

2009, in which it participated as main sponsor

Other activities of the Bank:

The Bank actively participates in the project of the Croatian Banking Association
entitled "Personal Finance Management", by which it promotes the concept of
conducting socially responsible business in Croatia, placing in the focus the client
and the responsibility of the bank for a relationship that is sustainable, long-term and
as open as possible. This project also represents a unique example in Croatia carried
out by an entire business sector. The objective of this project is to help citizens by
means of free workshops and advice from banking experts to make financial
decisions, to determine their short-term and long-term goals, as well as to balance

capabilities with desires given their level of income and expenditure.
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Business activities expose the Bank to various types of financial risks, while risk
management includes defining, analyzing, assessing, controlling and monitoring
risks, which is prescribed in the policies and procedures, as well as determining the
limits for risk levels that are acceptable to the Bank. Limits are usually defined

according to the amount of liable capital.

1. Credit risk

Bank is exposed to credit risk, which can be defined as a risk of loss for an unfulfilled
debtor payment obligation towards the Bank. Significant changes in the economy or
in the state of certain industrial segments, which represent a concentration of loan
risk in the portfolio of the Bank, could lead to losses for which reservations are not
made on the day of balance. Management, therefore, very carefully manages
exposure to loan risk which primarily occurs on the basis of loans and advances,
debtor and other securities. Credit risk also exits in off-balance financial
arrangements, as are taken obligations for credits and other issued guarantees.
Managing credit risk and control of risk are centralized as part of Risk Management

pivotal department.

While approving loans and advances to clients and banks on the basis of agreements,
the Bank assesses and measures credit risk on the basis of:

1. assessment of debtor's credit ability,

2. assessment of debtor's ability to meet contractual obligations and

3. quality of instruments for guaranteeing payment.

The bank assesses the loan ability of the loan applicant by using internal assessment
tools. These tools were developed internally, and combine statistical analyses and the
assessment of the financial advisor, and are compared with available external data if
needed. Bank investments to clients are divided into three categories: fully
recoverable investments, partially recoverable investments and non-recoverable

investments.
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Settlement of obligations means paying all obligations in the agreed payment terms,

without causing new debts.

The quality of instruments for the insurance of claims is determined on basis of

market liquidity, proper documentation and possibility of forced collection.

The Bank uses a whole range of policies and procedures for the purpose of

mitigation of credit risk. Traditionally a pledge is taken for certain types of

investments. The Bank has internal acts on the acceptability of specific categories of

pledges or mitigation of credit risks. The most significant types of pledges are the

following;:

e deposit

e mortgages on residential properties,
e mortgage on business property, like business space, inventories

and receivables, equipment
e mortgage on financial instruments, like debtor and ownership

securities

Balance and off-balance exposure 2009

Balance exposure in 000 HRK
Loans and advances to banks 25.000
Loans to citizens 372.588
- Housing loans 28.142
- Mortgage loans 3.148
- Car loans 221
- Credit card loans 985
- Other loans to citizens 340.092
Loans to companies 450.762
Financial assets available for selling 4.603
Financial assets held until maturity 40.499
Interest and fees 7.399
Gross loans and advances 900.851
Reservations for losses 42.869
Net investments 857.982
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Off-balance exposure in 000 HRK

Loan obligations 34.602
Guarantees, credentials and other financial

instruments 12.357
Total off-balance exposure 46.959

In accordance with the Croatian National Bank's regulations, loans are classified in
three essential groups:

e Fully recoverable investments - A risk group - measured on a group basis;

e Partially recoverable investments - B risk group - measured on an individual
basis, classified in sub-groups of risk

e Fully non-recoverable investments - C group of risk - measured on an
individual basis.

Reservations for identified and unidentified losses

Reservations for identified and unidentified losses in 000 HRK
Loans and advances to banks 848
Loans to citizens 17.076
-Housing loans 0
-Mortgage loans 780
-Car loans 0
-Credit card loans 55
-Other loans to citizens 16.241
Loans to companies 16.694
Securities 7.363
Other 887
Total 42.868

Outstanding receivables include investment amounts by age of due principal,
interest and other claims. The total amount of an individual investment is ordered
according to the oldest outstanding part of investment, regardless of whether it is the

principal or interest.
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2. Liquidity risk

Liquidity risk designates the danger that the Bank will not be able to settle its
financial obligations when they are due for payment and exchange funds during
their withdrawal. The consequence of this can be incapability of settling obligations

to depositors, i.e. settling crediting obligations.

Liquidity risk management takes place with the objective of providing unhindered
business operations for the Bank, so that it may react in a timely fashion to ensure
funds for performing all of its due obligations, for conducting the adopted
investment policy, as well as for reacting to unexpected liquidity pressures in

unfavorable circumstances.

The Bank regularly monitors the liquidity risk by defining and monitoring liquidity
indicators, liquidity indicators, as well as changes in financing, with the goal of
achieving the business objectives, in accordance with legal provisions and internal
policies. Also managed daily are liquidity reserves in order to satisfy the needs of

clients of the Bank.

2.1. Sources of financing

The sources of liquidity are regularly examined by the Bank Treasury, taking into
account diversity according to currency, geographic area, depositor, product and
maturity.

The Bank ensures access to financial funds from different sources on the financial
market and manages the available market sources of liquidity in following manner:

e continuously ensures active management of market sources of funds,

e establishes maintenance of cooperation with fund providers, including
monitoring the frequency of use of available sources of funds,

e estimates access to financial markets and available funds in normal and
stressed conditions,

e follows concentration of sources taking into consideration liquidity
assessment of some instruments and fund providers and

¢ identifies and follows alternative sources of financing.
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2.2 . Liquid assets
Belonging to assets that are available for settling all obligations are cash, funds on the
transfer account at the central bank, money on accounts in domestic or foreign banks,

securities and other financial instruments available for sale and bank placements.

The Bank can settle unpredicted money outflows by selling securities and accessing

additional sources of financing.

The Bank manages liquidity through the "Maturity mismatch of assets and
obligations" report, by following coefficients of liquidity as part of which are
internally defined acceptable limits for each time interval and coefficient separately,
and by following indicators of early warning. The table below shows remaining
maturity of assets and obligations on December 31, 2009 and mismatch for some

periods.
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Table: Maturity of assets and obligations

State on December 31, 2009 in (000) HRK

ASSETS up to 1| from 1 to | from 3 to|from 1 | more total
month | 3 months | 12 months | to 3| than 3
years years

Cash 11.828 0 0 0 0 11.828
Deposit in Croatian National Bank 37.922 34.405 34.094 16.277 6.876 129.574
Deposits in banking institutions 93.692 7.672 0 0 0 101.364
Assets available for selling 0 0 2.400 0 2.203 4.603
Assets held to maturity 2.888 37.102 508 0 0 40.499
Derivative financial assets 0 0 0 0 0 0
Loans to financial institutions 25.000 0 0 0 0 25.000
Loans to other customers 81.497 67.784 221.491 214.120 | 238.458 | 823.351
Investments in  branches and 0 0 0 0 141 141
associated companies
Repossessed assets 0 0 0 0 11.717 11.717
Material assets (minus depreciation) 1 10 3.326 4.604 23.336 31.277
Interest, fees and other assets 15.336 410 2212 1.767 13.077 32.802
TOTAL ASSETS 268.164 | 147.383 264.031 236.768 | 295.808 | 1.212.156
LIABILITIES
Loans from financial institutions 20.500 17.955 0 0 14.472 52.927
Deposits 263.193 | 167.097 322.122 105.985 | 49.355 | 907.752
Derivative financial obligations 0 0 0 0 0 0
Issued hybrid instruments 375 134 7.764 22.507 66.793 97.573
Interest, fees and other obligations 17.203 2.784 8.013 12.283 1.789 42.072
Special reserves for off-balance items 80 41 278 140 2 541
Special reserves for identified losses
on group basis 2419 | 1173 2312 2369 | 2627 | 10.900
TOTAL LIABILITIES 303.770 | 189.184 340.489 143.284 | 135.038 | 1.111.765
MISMATCH OF MATURITY | (35.606) | (41.801) (76.458) 93.484 | 160.770 | 100.391
STRUCTURE
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The liquidity necessary for paying amounts of guarantees and credentials on call is
significantly less than the amount of the assumed obligation because the Bank
generally does not expect that the third party will withdraw amounts according to
the concluded agreements. The total agreed amount of assumed obligations for
crediting on day of the balance does not necessarily represent future cash flows
because many of these obligations will expire or terminate without having to finance

them.

3. Market risk

Market risk represents the risk that the value or future cash flows of financial
instruments will vary because of changes to market prices. Market risks arise on the
basis of opened positions with regard to interest, currency and assets' financial
instruments and are all exposed to general and specific market trends like changes of

interest rates, credit margin, exchange rates and prices of securities.

Exposure to market risk is determined by limits in accordance to the needs and
strategy of the Bank and provisions of Management concerning risk policy.

Indicators of exposure and utilization of limits are controlled daily.

3.1. Currency risk
The fluctuation of foreign currency exchange rates has an effect on the financial
position and cash flows of the Bank. Exposure to foreign currency risk derives from
credit and deposit activities, as well as trade activities of the Bank.
The Bank manages currency risk in accordance with legal provisions related to the
open foreign currency position, as well as by setting and monitoring internal
exposure limits for foreign currencies on a daily basis.
The objective of managing foreign currency risk is to minimize misalignment
between asset and liability items denominated in foreign currency or with a currency
clause.
The Bank is predominantly exposed to the euro (EUR) and the American dollar
(USD), while the table below provides an overview of the book values of assets and

liabilities of the Bank, arranged according to currency.
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State December 31, 2009 in (000) HRK

ASSETS HRK EUR USsD CONSTANT | TOTAL
CURRENCY
Cash and accounts in banks 40.708 34.550 5.254 1.454 81.966
Obligatory reserve with the Croatian | 78.736 15.942 0 0 94.678
National Bank
Assets available for selling 4.603 0 0 0 4.603
Assets held to maturity 3.989 36.510 0 0 40.499
Derivative financial assets 0 0 0 0 0
Loans and term deposits in banks 25.000 66.121 0 0 91.121
Credits to other customers 162.416 | 645.447 9.466 6.021 823.350
Investments in branches and associated 141 0 0 0 141
companies
Interest, fees and other assets 57.473 7.314 94 16 64.897
TOTAL ASSETS 373.066 | 805.884 | 14.814 7.491 1.201.255
LIABILITIES
Loans from financial institutions 38.753 127.543 0 0 166.296
Deposits 234.671 | 541.825 | 14.627 3.261 794.384
Derivative financial obligations 0 0 0 0 0
Issued hybrid instruments 6.369 91.205 0 0 97.574
Interest, fees and other liabilities 26.984 15.215 276 137 42.612
Capital 100.389 0 0 0 100.389
407.166 | 775.788 | 14.903 3.398 1.201.255
MISMATCH OF ASSETS AND | (34.100) 30.096 (89) 4.093 0
OBLIGATIONS

3.2. Interest risk

The interest rate risk represents the risk of fluctuation of future cash flows due to
changes in the market interest rates. The Bank is exposed to the effects of fluctuations
of interest rates in place in terms of risk of fair value and of risk of cash flow. Interest
margins can be increased as a result of such changes but can also reduce losses in
case of unexpected changes.

The Bank is exposed to risk of change of interest rates in case of mismatch or

disproportion in amounts and maturity of interest assets and liabilities.
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When concluding agreements with variable interest rates, the assets and liabilities of

the Bank are subject to basic risk because of the difference in the way of determining

prices of different indexes of variable interest rates.

The Bank follows exposure to interest rate risk through the analysis of mismatch of

interest sensitive assets and liabilities, and net income from interest.

The goal is to optimize net interest income in accordance with the business strategy,

bearing in mind market interest rates.

Management of interest rate risk is implemented by means of the interest rate gap

report.

The following table shows the gap for interest rate sensitive assets and liabilities

depending on maturity on December 31, 2009.

State on December 31, 2009 in (000) HRK
Uptol|1l to 3|3 to 12|1 to 3| More Without | Total
month | months | months | years than 3 | interest

years

Assets 252.826 | 146.963 | 256.093 | 230397 | 245334 | 69.641 | 1.201.254

Liabilities 284.069 | 185.186 | 329.886 | 128.492 | 130.621 | 42.613 | 1.100.867

INTEREST (31.243) | (38.223) | (73.793) | 101.905 | 114.713 | 27.028 | 100.387

GAP
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Through awareness about the quality and timeliness of offering its products and
services, the Bank is dedicated to realization of all objectives that represent the
interest of investors and that are in the best interest of our clients, and on that way

seeks to become a "Bank with human face".

With its products and services Bank has presented itself on numerous business
meetings in the country, from which outshines:
» Viroexpo - January 22-25, 2009,
Bjelovar fair - spring March 27-29 2009,
Auto sport show - April 8-10, 2009,
épancirfest - August 19-30, 2009,

vV V V VY

Bjelovar fair - autumn September 11-13, 2009

Also, through continuous cooperation with the Croatian Banking Association, the
Bank has realized many donations and sponsorships.
In the further development of the Bank and in the near future, we plan and expect to
direct business activity towards small and medium sized entrepreneurs, farms and
towards improvement of quality of the existing portfolio, where the change has
already been recorded in the results of the Bank at the end of business year. The
following has particularly been planned:

e expanding of loan and deposit offer of bank

e credit growth of client investment

e credit investments through HBOR

e growth in sources of financing, increase of client deposits

e increase in proportion of non-interest income in total income by changing

structure of clients and by introducing new products

e adapting of existing offices and opening new ones.
In the global financial environment of last year, the Bank had passed though

probably the peak of the crisis (fall of stock indices up to 70%), while at the end of the

period we recorded the first indicators of recovery.
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The governments of the largest countries stood firmly in defense of their financial
systems and created assumptions for the slow but safe recovery of economy. In 2009,
interest rates in the international market had reached their historical minimum and

more significantly world currency maintained stability.

On the domestic financial market, 2009 was marked by the highest interest rates at
the country level (even up to 40%), high passive interest on all currencies, fall of
stock indices (to 70%) and beginning of major insolvency in the real sector and
further state borrowing.

Financial sector has shown its stability and resistance to crisis, among others, due to
the stability of exchange rates.

As with other financial / credit institutions, the Bank consolidation within other banks
occurred during last year, increasing of aversion towards any type of risk, reduction
of expected profits, and main role was assigned to preservation of acquired positions

and values.

In the Bank, an important part of operations was geared to cleaning the fund and

shares portfolio to an acceptable level of risk and quality.

New products were developed and liquidity surplus was invested through some
aspects of investment (government bonds), which had a direct positive influence on
Bank income, i.e. in the described way, the Bank has become, with its risky business
operations, become a recognizable participant on the market and played an

important and active role in the income of the Bank.
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Bank activities in research and development

The Bank is directing its activities concerning development to market research and
analysis, finding new clients and preparing new products, recognizing the needs of
clients, while at the same time enhancing and developing its corporate and retail
offer:

In 2009, the Bank made alterations in both of the stated groups of clients, expanding
its offer of products to citizens, small and medium-sized enterprises and companies.
For this reason, the portfolio in these segments was significantly increased, which

directly affected the increase in assets.

Recognizing the needs of clients, the Bank is developing a whole range of new loan
products and is enhancing its deposit offer. Being prepared are housing, non-
purpose and car loans, as well as current account packages. Furthermore,
cooperation has begun with insurance companies in the area of sales of insurance

policies.
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The Management Board of the Bank declares that a suitable corporate structure has
been established, that the Bank, given the environment in which in conducts business
operations, is well-organized and that, in 2008, it conducted activities while

respecting all of the principles of corporate governance.

In this sense, the Bank respects all positive legislation and internal acts of the Bank,
as well as the rules of the majority owner - Cassa di Risparmio della Repubblica di
San Marino S.p.A., when they are not in conflict with the legal provisions in place in

Croatia.

The organizational structure of the Bank is arranged in such a manner so as to
represent a compatible and stable base for functional development and to allow the
strategic commitments of the Bank. The organizational structure of the Bank has been
modified, adapted to integration with the majority owner to the measure as is
permitted by the rules and regulations in place in the country, as well as the

demands of modern banking operations.

The Bank is intensively and continuously working on further enhancing corporate
culture by emphasizing the personal integrity of its management and employees.

The fundamental principles of corporate management in the Bank are achieved by
means of endorsing and enabling all rights of its shareholders, establishing good
business customs and corporate culture through an arrangement that allows the
establishment and realization of strategic objectives, continuous monitoring of all
strategic business activities on the part of the Supervisory Board, as well as
functional and efficient internal control. Cooperation between the Management
Board and the Supervisory Board takes place through ongoing transparent
communication and regular meetings, at which the Management Board delivers all
necessary reports on the status and business activities of the Bank, while the
Supervisory Board provides the necessary support in conducting business

operations.

Banka Kovanica d.d., Varazdin 37/48



Bank shareholders and shares

In matters concerning the Bank, Bank shareholders achieve their rights at the General
Assembly, at which shareholders who are registered with the Central Depository
Agency on the date set out in the invitation to the General Assembly have the right to
participate.

Each share provides the right to one vote at the General Assembly, the right to
payment of a portion of the profits (dividend), as well as other rights defined by law
and the Statute of the Bank.

General Assembly of the Bank

The General Assembly is convened by the Management Board at least once a year by
publishing an invitation for all shareholders in the Official Gazette (Narodne
Novine), the official journal of the Bank, that is, the official journal of the country. In
addition to the fact that it is regularly convened in the first eight months of the
business year, the Management Board, that is, the Supervisory Board, convenes the
General Assembly on all occasions when this is demanded by the interests of the
Bank, that is, when there is a need for changes in business operations which require

decisions by the General Assembly.

The regular General Assembly session takes place, in general, in the first six months
of the business year, and is convened by the Management Board after the
Supervisory Board's review of the annual financial reports, reports on the business
operations of the Bank, and proposed distribution of profits.

The regular General Assembly is informed about the annual financial reports, as well
as the annual reports of the Management Board on the status of the Bank, in
accordance with which it adopts decisions on providing clearance to members of the

Supervisory Board and Management Board.
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The General Assembly decides on questions that are specifically stipulated by law
and the Statute of the Bank, and especially about: the election and suspension of
members of the Management Board and Supervisory Board, appointment of auditor,
changes to the Statute, increase or reduction of capital, appointing an auditor for
reviewing activities conducted during foundation or related to management and so
on. The General Assembly makes decisions on the basis of properly conducted
agendas, that is, properly conducted items which require decisions. The General
Assembly makes decisions according to the majority principle, except for specific
decisions which have been defined otherwise either by law or by the Statute of the

Bank.
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Supervisory Board and the Management Board
Cooperation between the Supervisory Board and the

Management Board

With the aim of ensuring the welfare of the Bank, its successful business operations
and development, cooperation between the Supervisory Board and the Management
Board is efficient and occurs on an ongoing basis. In this sense, the Management
Board of the Bank adopts decisions and guidelines related to business operations in
cooperation and to the attention of the Supervisory Board, for which, through
financial and other reports, it discusses with the Supervisory Board about their
realization. Meetings of the Supervisory Board take place at least every quarter,

although, in general, they take place monthly.

In accordance with the provisions of the Law, Statute and Rules of Procedure of the
Supervisory Board, the types of strategic activities and decisions that can be realized
exclusively with the approval of the Supervisory Board have been defined, such as
changes to the organizational structure, approval of significant exposure towards
clients and persons affiliated with them, signing of agreements on activities related to
auditing, acquiring and seizing real estate, opening and closing branch offices,

joining interest groups, defining the annual plan and budget.

An important element of efficient cooperation between the two bodies is continuous
communication, both through timely and conscientiously prepared reports, and
through direct communication in unpredictable situations that require quick
solutions. All more important reports, such as those on the direction of business
policies, financial plans, risk management, activities that may affect the feasibility of
business operations, liquidity of the Bank and so on, are prepared and delivered in
written form to all members of the Supervisory Board at least seven days prior to

meetings.
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Supervisory Board of the Bank

The Supervisory Board consists of seven members, of whom one serves as president
and one as vice president of the Supervisory Board. Members of the Supervisory
Board are elected at the General Assembly, while their term may last four years, after
which they may be re-elected. One member of the Supervisory Board, in compliance
with positive provisions, must remain independent, while three independent
Supervisory Board members are active in the Bank.

The Supervisory Board overlooks the managing of the Bank's business operations,
appoints and suspends members of the Supervisory Board, directs the business
policy of the Bank and actively contributes to its realization.

Members of the Supervisory Board receive remuneration for their work, in
accordance with the decisions of the General Assembly of the Bank.

Preventing conflicts of interest in the work of Supervisory Board of the

Bank

All members of the Supervisory Board are required to uphold the best interests and
welfare of the Bank in their activities, in doing so ignoring their own personal
interests and benefits that may arise from their position. With the objective of
avoiding conflict of interest in the activities of the Supervisory Board, defined rules
and standpoints are applied.

Committees of the Supervisory Board of Bank

With the objective of supporting the activities of the Supervisory Board, that is, in
order to enable easier decision making and monitoring of implementation of its
decisions, the Supervisory Board has established the Audit Committee, the Strategic
Decisions Committee and the Appointment and Promotion Committee.

The Audit Committee, whose work is regulated by the provisions of the Audit Act,
that is, the Credit Institutions Act, deals with issues in accordance with positive
provisions, especially concerning financial reporting, the process and efficiency of
internal auditing and internal control, the risk management system, the monitoring
of financial report auditing, and the maintaining of permanent contact with external
auditors.
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Management Board of the Bank

The Management Board of the bank consists of three members, of which one is the
president. With the approval of the Supervisory Board, the Management Board made
a decision on the distribution of authority, which defines the responsibility for each
organizational section of the Bank. The president of the Board administers the work
of the Board, harmonizes all of the business functions, and, in the name of the
Management Board, submits reports to the Supervisory Board and the General

Assembly.

The Supervisory Board decides on remuneration of members of the Management
Board, taking into account that the total remuneration of the members of the Board is
appropriate to the amount of activities that they conduct and the status of the Bank

as a whole.

The Management Board manages the Bank’s activities, for which it is held
responsible, and represents the Bank is such a manner that each member represents
independently and without limitation, assuming all legal representation activities in
business, in court or other bodies of authority, while at the same time keeping in line
with the limitations that have been placed on them by the Statute, decisions of the
Supervisory Board and the General Assembly, as well as the Rules of Procedure of

the Management Board.

In conducting business, the Management Board of the Bank ensures that the Bank
operates in accordance with all positive rules and regulations of the profession,
especially in terms of monitoring all risks to which it is exposed, monitoring and
reaching an adequate level of capital in relation to all risks it is exposed to, ensuring
the functioning of internal controls for all areas of its activities, and the unhindered
and efficient conducting of internal auditing. The Management Board must ensure
the proper registering of business records and other business documentation, the
realistic assessment of assets and liabilities, the compiling of financial and other
reports in compliance with accounting rules and standards, and is responsible for

timely and truthful reporting in line with the law to the Croatian National Bank.
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Avoiding conflict of interest in the activities of the Management Board of

the Bank

Respecting the positive internal rules and regulations, the Management Board of the
Bank ensures that the question of conflict of interest is defined in a transparent and
efficient manner. In this sense, members of the Management Board, without the
approval of the Supervisory Board, are not permitted to conduct activities for their
own account or for someone else’s which belong to the area of business activities of
the Bank, cannot be members of the management board of another company or the
supervisory board of another credit institution registered in the country, cannot
without registering the Croatian Financial Services Supervisory Agency, that is, the
Zagreb Stock Exchange, buy or sell securities of the issuer - Bank or sign any kind of
legal deal with the Bank.

Approval of loans to members of the Management Board and to members of their
immediate family, that is, legal persons affiliated with members of the Management

Board also requires previous approval of the Supervisory Board of the Bank.

In running the business operations of the Bank, members of the Management Board
must not make or implement decisions that are in opposition or in conflict with the
interests of the Bank, including the use of privileged information with the objective

of gaining non-permitted benefits, as well as accepting gifts of inappropriate value.

Committees of the Management Board and the Supervisory Board of the
Bank

Providing support to the activities of the Management Board of the Bank are its
permanent bodies: Management of Assets and Liabilities Committee, Credit
Committee and Committee for Monitoring Assets. The Supervisory Board has
established a professional committee - the Audit Committee, with the aim of actively
monitoring all segments of operations of the Bank, examining all relevant reports of
internal auditing, monitoring of external auditing company, monitoring
implementation of annual and financial reports, that is, represents the extended hand

of the Supervisory Board.
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Special care is placed on the establishment of efficient, timely and legal
communication with the Croatian National Bank through reporting and other
business communication, as well as communication with the Zagreb Stock Exchange
through which the Bank gives reports on financial results and other significant
material facts that affect the structure of capital and all facts important for the capital
market. On its website, the Bank makes available to the public the most important
events related to the Bank by means of its calendar of events, such as information on
prices, financial reports, ownership structure, data on mutual shares, all risk factors,
followed by an overview of candidatures and resumes of the members of the
Supervisory Board and the Management Board of the Bank, the agenda, dates of
holding and decisions brought at the General Assembly. Also available are data on
its own shares, possible changes to the rights of issued shares, that is, other securities,
data on shares and other securities owned by each member of the Supervisory Board
and Management Board of the Bank, followed by changes that are entered into the
registry of the Commercial Court, as well as the contents of the Annual Report on the

status of the Bank.

Management Board of Kovanica d.d.

Member of the Board President of the Board Member of the Board
Gian Luigi Bonfe X Radojka Oli¢ Darko Kosovec
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