Financial report on status of Jadran Kapital d.d.  (in the following text: Fund)

For the period January 1, 2009 thru September 30, 2009
In Zagreb, October 2009.
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1. Development, business results and financial position, and description of main risks of the Fund
PROFIT AND LOSS ACCOUNT ON SEPTEMBER 30, 2009.

	
	30.9.2008
	30.9.2009

	
	
	

	INCOME GENERATED FROM INVESTMENTS
	
	

	Profit generated from sale of tangible assets
	
	

	Profit generated from sale of dependent companies
	4125,212
	0

	Profit generated from sale of financial instruments
	19,33874
	463,3635

	Income earned from interests and premium depreciation (discount) of assets with fixed maturity date
	781,7647
	708,1612

	Foreign exchange gains from monetary financial instruments 
	37,40408
	1,05649

	Income earned from dividends
	
	

	Other income
	
	

	Total income generated from investments
	4963,719
	1172,581

	EXPENSES
	
	

	Expenses with respect to sale of tangible assets
	
	

	Losses generated from sale of financial instruments
	
	

	Foreign exchange losses generated from monetary financial instruments 
	46,94186
	1,32824

	Expenses generated from management company
	2078,809
	1926,044

	Expenses generated from interests
	1,97069
	0,00958

	Fees to depositary bank
	138,5873
	128,4029

	Transaction costs
	189,9731
	231,3901

	Other permitted expenses
	78,93586
	18,81788

	Other expenses
	
	

	Total expenses
	2535,218
	2305,992

	
	
	

	Net increase (decrease) in net assets from Fund's 
	2428,502
	(1133,41)

	
	
	

	NON-GENERATED PROFIT/LOSSES FROM INVESTMENT
	
	

	Non-generated profit (loss) from investment in tangible assets
	
	

	Non-generated profit (loss) from investment in financial assets
	(0,9117)
	(773,493)

	Non-generated profit (losses) from investment in securities and derivative instruments
	
	

	Net exchange rate differences 
	
	

	Total non-generated profit(loss) from business activities
	(0,9117)
	(773,493)

	
	
	

	Net increase (decrease) in net assets from Fund's business 
	2427,59
	(1906,9)

	Taxes
	
	

	Profit (loss) after taxes
	2427,59
	(1906,9)


BALANCE SHEET ON SEPTEMBER 30, 2009.

	
	30.9.2008
	30.9.2009 

	TANGIBLE ASSETS
	
	 

	Tangible assets that is used for income from rental
	 
	 

	Land and forest
	 
	 

	Buildings
	 
	 

	Other assets
	 
	 

	Tangible assets that are used for sale 
	 
	 

	Land and forest
	 
	 

	Buildings
	 
	 

	Other assets
	 
	 

	Other investment in tangible assets
	 
	 

	Investment in dependent companies
	60.511
	66.883

	Other assets
	 
	 

	FINANCIAL ASSETS
	 
	 

	Cash and cash equivalents
	1.511
	881

	Financial assets available for sale 
	7.937
	7.991

	Loans and receivables 
	 
	 

	Investments held by maturity date
	17.911
	6.916

	OTHER ASSETS
	 
	 

	Receivables with respect to sales of tangible assets and other receivables
	 
	 

	Receivables with respect to sales of securities and other receivables
	 
	 

	Receivables with respect to sales of dividends, deposits and repayment of bonds
	 
	 

	Advance payment receivables
	1.000
	1.000

	Amounts owed by  management company
	 
	 

	Amounts owed by depositary bank
	 
	 

	Receivables with respect to earned interest and other assets
	41
	19

	Other receivables
	268
	559

	Other assets
	 
	 

	Total Assets
	89.179
	84.248

	Off-balance sheet assets
	
	

	 
	 
	 

	FINANCIAL LIABILITIES
	 
	 

	Payables with respect to investment in tangible assets and other liabilities
	 
	 

	Payables with respect to investment in securities and other liabilities
	 
	 

	Amounts owed to fund management company
	271
	279

	Amounts owed to depositary bank
	 
	 

	Payables with respect to allowed Fund charges
	 
	 

	Payables with respect to distribution of dividends to shareholders
	 
	 

	Payables with respect to computed interests
	 
	 

	Other payables
	20
	331

	Total short-term liabilities
	292
	610

	 
	 
	 

	Net fund assets
	88.888
	83.639

	 
	 
	 

	Number of issued shares
	771
	771

	 
	 
	 

	Net assets by share
	115,35
	108,54

	 
	 
	 

	SOURCE OF ASSETS 
	 
	 

	Issued/withdrawn shares by the investment fund
	79.164
	79.164

	
	 
	 

	Own shares
	-2.109
	-2.109

	Reserves
	2.146
	2.146

	Revaluation of the financial assets disposable for sale
	-857
	-362

	
	
	 

	Revaluation of the investment in dependent companies
	8.564
	6.042

	Revaluation of the tangible assets
	 
	 

	Profit (loss) of the current year
	2.428
	(1.907)

	Retained profit (loss)
	143
	1.407

	Total  
	89.479
	84.380


The fund had following short term liabilities on September 30, 2009 in thousand kunas:
	Short-term liabilities
	610


The Fund's financial results in 2009 are as follows:
· Total loss from all activities of the Fund for the 3rd quarter of the financial year 2009 is 1,907 thousand kuna. 
The Fund is managed by the Management company Jadran Invest d.o.o. who is in charge for implementing the internal controls of quality and management risk and is organized thru Front, Middle and Back Office. The company has six employees.
Risk management
The most important risk for the Fund is the internal risk, which is connected with the way the business is conducted, the internal controls and business decision making. This risk aspect is within the company controls, and can therefore be brought to the minimum by using the right organizational structure. The appropriate organizational structure that enables good internal controls –multiple checks of activities will bring the possible errors in conducting business to the minimum. The investment procedures and internal controls for the company and controls for adjustments with the positive regulations is conducted thru the communications and coordination of the Company Management and heads of the organizational units with participation of other professional and responsible persons working in the Company. Particular importance is given to the team work and outsourcing for special consulting services such as audits of annual financial reports, IT services, consulting and other  services that must be financed by the Management company. To ensure the availability of the documentation all the official documents are available in paper and electronic form, where one electronic copy is stored in a separate location, and back up is performed on a weekly basis.

External pyramid of investment risk shows that investment in real estate is of a medium risk. In accordance with the positive laws and regulations and valid Statute and Prospect of the Fund the Company has invested over 60% of the assets in real estate and will continue to keep this ratio. Based on this fact it can be concluded that the majority of investments and risk is in the area of medium risk. The remaining assets of the Fund are invested in deposits, financial shares and one part of the financial assets are kept on the Fund's account of the depositary bank. Such investments are highly liquid with a minimal to medium risk. The entire business of the Fund is in this area of risk. 
The real estate market is less sensitive to the inflation and other monetary changes, so the main risks are in the changes of the legal framework, the political instability in the regions in the investment regions, and the movements of the real estate market. The Management and the other members of the company monitor the changes of the regulatory framework that is basis for the Fund's activities. 

The Fund uses own financial sources so there is no risk related to interest rates.

Liquidity and cash flow risks
This risk is in the area of medium risk since the majority of the assets of the Fund are indirectly invested in real assets thru dependent companies that represents assets that are less liquid. Other financial assets of the Fund are highly liquid and are not in the risk zone, and the cash flow is stable. 

2. All important business activities that occurred in 2009 
During the third quarter of the financial year 2009 there were no major changes in the Fund’s activities
3. Expected development of the Fund in the future
The business plan for the Fund for the three year period 2009-2012 during the management of the present Management board is as follows: 

The assumptions that were taken into consideration for the development of the business plan:

· The company will continue to manage only the Fund,

· The investment level will not change during 2009 (recapitalization is planned for 2010.),

· HANFA will allow further development of the Fund’s projects after receiving the location permits on all non-constructed properties owned by the Fund,

· New regulatory framework will not bring new obstacles and constraints in management of the Fund.

The future major activity of the Management company will be to continue the development of the existing dependent companies: 

1. preparation and fabrication to the necessary documentation to obtain the building permits, 

2.  obtaining the required building permits, 

3. sale and rental of apartments owned by the Fund thru dependent company (Stanovi Jadran d.o.o.),

4. sale of real estate owned by the dependent companies with or without the building permits, 

5. sale of parts of all business shares owned by the Fund in dependent companies. 

Investment in real estate projects
Stanovi Jadran 

Project Stanovi Jadran consists of twenty four apartment units from 45 to 80 m2 located near Trogir, on the island Čiovo, in the Balan area. One part of the apartments was purchased in 2007, and one part in 2009. From first 10 apartments 7 are in long term leases that bring the continuing income. The activities related to sale of the apartments purchased in 2009 are very intensive and the company has signed the contract for exclusive sale of apartments.  By October four apartments were sold. Prior to this, and outside this contract, one apartment was sold and one sale was negotiated. Company Stanovi Jadran expects to realize profits from sale in 2009.. 

Ličko selo 

Project Ličko selo deals with construction of the eco village in the Lovinac area. The project consists of twenty seven units – houses built in a traditional style with one central unit with all needed services. The company Ličko Selo d.o.o. is in the process of obtaining the permits. Planned deadline for obtaining the permits is April 2010. The public announcement for sale of this property/and business shares is placed on our web site.
In the Dubrovnik area there are three projects:

Nova nekretnine 

This project consists of construction of apartment building with 10 apartments. We are in the process of changing the concept for obtaining the project documentation for building permits. The planned deadline for obtaining the location permit is April 2010. After obtaining the permit the situation will be assessed to make the decision whether to continue developing the project or to sell the project. The public announcement for sale of this property/and business shares is placed on our web site.
Mediteran gradnja and Vile Orašac 

Activities for these projects are in two directions: work on development concept and obtaining construction conditions for the areas and discussions with potential clients to sell the projects. The public announcement for sale of this property/and business shares of Vile Orašac is placed on our web site.

Zagreb area has two projects– Malojan and  Samoborske Vile. 

Malojan 
Company Malojan d.o.o. has in its ownership land that is planned for construction of apartment buildings. The documentation for local road permit was submitted and the submission of the documentation for the documentation for the building permits for the three buildings is process. The planned deadline fro obtaining the building permits is April 2010.
Samoborske Vile 

The project presentation in front of the representatives of the City Council was prepared in September 2009. and the city response regarding the zoning – D (public use) is expected soon. During the coming period the Analysis of the traffic solutions for the project will be prepared and the property will be re-measured and boundary walls will be placed for the purpose of the further development of the project. It is expected that the zoning will be obtained in April 2010.
Peškarija  

Company Peškarija d.o.o. owns the attractive land and portion of a building in Šibenik. During the past quarter the company has received the positive opinion to the Appeal and the resolution on necessary changes in the project to obtain the location permit is expected. The expected deadline for obtaining the location permit is February 2010.
Zelena Vala Projekt 

Project has land in the Istria region in Pićan County. After performing the analysis of the situation it was decided to work on the sale of this project. The public announcement for sale of this property/and business shares is placed on our web site.
For professional services that are related to the specific architectural and construction activities it is necessary to use the professional services based on the market conditions, with the note that the contracted rights and obligations are equally distributed and that the dependent companies are protected in case that the service providers fail to provide the services as agreed. Besides the Company management it is necessary that the Unit leaders and other employees engage in coordination and control of these activities. 
After realizing these activities the liquid assets that will be available in dependent companies can be used for: 

1. Decrease of the fundamental capital of the companies and increase of liquid assets of the Fund, 

2. Investment in purchase of new real property owned by the dependent companies (the purchase of the smaller already constructed commercial or residential units with the purpose of rental or re-sale).  

The equally important activity of the Company is to realize at least one direct investment to the Fund thru purchase of constructed property residential or commercial with the purpose of rental/lease of further sale. This activity is planned for the 2009. The lease/rental of commercial or residential units must be negotiated in such a manner that the tenant is responsible for all expenses related to the property, even if this requires lower rent amount. As a substitution for the direct investment the purchase of shares in a company that owns constructed property that will enable long term income for the Fund. In order to realize this plan the Company Management will propose to the General Assembly changes to the Statute and Prospect of the Fund, with the purpose of higher contribution of the direct investment in finalized constructed assets for lease/rental or sale. 
Other investments
Investment in financial assets 
The Company invested for the Fund in shares of closed-end Investment Funds which is considered investment in real estate. The extra liquidity of the Fund was managed thru purchase and sale of shares in the open-end investment funds, which helped the profitability, since the analysis showed that the decisions were good and the major risk in investment in such assets was avoided.

Available financial assets ware placed thru short term deposits thru the Money market and banks.

Such structure of the liquid assets will be obtained in the future.

Besides the above activities of the Company that were connected with the existing volume and the book value of the Fund, the business plan also includes the recapitalization with the secondary emission of shares thru the organized market, mainly in Croatia (pension funds, institutional and other investors), and if possible also abroad. The business plan envisions the recapitalization in the second quarter of 2010. The positive effect of the recapitalization would be the higher possibility to diversify, balance and spread the Portfolio depending on the situation on all relevant organized markets in Croatia and in the world (capital, financial, real estate) and in the possibility of the Fund to invest directly in commercial and apartment buildings for rental and sale. This possibility is particularly important from the aspect of the Regulator that prefers this way of management.

4. Activities of the Fund in the research and development
The company is well staffed and functionally organized in accordance with the regulations. The staff is educated in the area of research and development thru seminars and they participate in the activities of the professional associations related to the approved activities of the Fund.  In the areas that require specific professional expertise the Company uses the professional services. The Company Management will continue to analyze the needs for education of the staff in the research and development area and/or in employment of the additional professional employees for this purpose.   

5. Other information of the Fund 
Information on owned shares 

Fund had 21.030 of the own shares on September 30, 2009. The book value was 2.109.309,00 kn, which represented less than 10% (ten percent) of the asset value of the Fund. 
Environmental protection
The major business activity of the Fund that is related to the management of the real estate portfolio is being conducted and will continue to be conducted based on the sustainable development, environmental protection, energy effectiveness and respecting the laws of the Republic of Croatia related to the environmental protection, as well as obeying the local and regional space plans. 
Information of existing subsidiaries
The Fund does not have any subsidiaries abroad in accordance with the Law on public companies, Law on investment funds. In accordance with the Law on accounting, the Fund holds the majority business shares in nine dependent companies -subsidiaries, and each company owns the real estate that represent the various real estate projects of the Fund. 
Information on the utilization of the Code on corporate management 

Code on corporate management is not applicable for the Fund in accordance with article 5.2. of the Stock Exchange Regulations.

6. Conclusion
The Management plans to minimize the internal risks of the business by following the positive regulatory framework, and the adjusted internal regulations of the Company and Fund, as well as with good and continuous human resource and technical organization and structure, and thru systematic internal controls, as described. The external market risk is minimized thru analysis of the investments and its risks, which partially eliminates this risk. The Management is obligated to respect the limitations, and diversification of investments, and related to the positive laws, as well as monitoring of the financial markets, as well as capital and real estate markets. The business plan, will therefore provide the long term maximally possible profits to the shareholders of the Fund, thru permanent planning, analysis and performance of all necessary organizational and other controls, with the purpose of minimizing risks 

In Zagreb, October 2009.

                 Management of the Fund
In accordance with the articles 407.- 410. of the Law on the capital market, the responsible persons for the financial reports: Mirna Zimić – President of the Board, Blanka Pirša – Member of the Board gives the following
Statement:

According to our information the set of financial reports for the Company Jadran Kapital d.d. prepared with the international standards of financial reporting provide the complete display of the assets and liabilities, and financial results and financial position of the Company.

__________________

Mirna Doroteja Zimić

__________________

Blanka Pirša
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