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Pursuant to the Croatian Accounting Law, the Management Board is responsible for ensuring that the financial statements are prepared for each financial year in accordance with International Financial Reporting Standards (“IFRS”), which give a true and fair view of the state of affairs and results of Jadran Invest, d.o.o. (the “Company”) for that period. 

After making enquiries, the Management Board has a reasonable expectation that the Company has adequate resources to continue in operational existence for the foreseeable future. For this reason, the Management Board of the Company continues to adopt the going concern basis in preparing the financial statements.

In preparing those financial statements, the responsibilities of the Management Board of Company, include ensuring that:

· suitable accounting policies are selected and then applied consistently;

· judgements and estimates are reasonable and prudent;

· applicable accounting standards are followed, subject to any material departures disclosed and explained in the financial statements; and

· the financial statements are prepared on the going concern basis unless it is inappropriate to presume that the Company will continue in business.

The Management Board of the Company is responsible for keeping proper accounting records, which disclose with reasonable accuracy at any time the financial position of the Company and must also ensure that the financial statements comply with the Croatian Accounting Law. The Management Board is also responsible for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detection of fraud and other irregularities.

Signed on behalf of the Management Board
	Darije Vladimir Josić
	Berislav Martić

	President of the Management Board
	Member of the Management Board


Jadran Invest d.o.o.

Savska 141
10 000 Zagreb

Republic of Croatia 

30 April 2008
Independent Auditor's Report
To the owners of Jadran Invest d.o.o, an investment fund management company: 

We have audited the accompanying financial statements of Jadran Invest d.o.o., an investment fund management company (the "Company"), which comprise the balance sheet as at December 31, 2007, and the Income statement, Statement of changes in equity and Cash flow statement for the year then ended, and a summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with International Financial Reporting Standards. This responsibility includes: designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditor’s Responsibility

Our responsibility is to express an opinion on these 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 financial statements The procedures selected depend on the auditor’s judgment, including the assessment of the risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant to the Company’s preparation and fair presentation of the financial statements in 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 Company’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 financial statements. We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the financial statements present fairly, in all material respects, the financial position of the Company as of December 31, 2007, and the results of its operations and its cash flows for the year then ended in accordance with International Financial Reporting Standards.

Deloitte d.o.o.

Branislav Vrtačnik, ovlašteni revizor
Zagreb, Republic of Croatia

30 April 2008
	
	Notes
	2007
	
	2006

	
	
	
	
	

	Operating income
	
	
	
	

	Income from recharged start up costs
	
	-
	
	2,357

	Management fee
	
	2,765
	
	1,173

	Other operating income
	
	23
	
	7

	
	
	2,788
	
	3,537

	
	
	
	
	

	Operating expenses
	
	
	
	

	Staff costs
	3
	(1,230)
	
	(860)

	Cost of services
	4
	(1,017)
	
	(2,358)

	Cost of material
	
	(47)
	
	(120)

	Depreciation 
	7
	(63)
	
	(41)

	Other expenses
	5
	(474)
	
	(481)

	
	
	(2,831)
	
	(3,860)

	
	
	
	
	

	Loss from operations 
	
	(43)
	
	(323)

	Net finance revenue
	
	9
	
	4

	Loss before taxation
	
	(34)
	
	(319)

	Income tax
	6
	-
	
	-

	Loss for the year
	
	(34)
	
	(319)


The accompanying notes form an integral part of these financial statements.

	
	Notes
	2007
	
	2006

	ASSETS
	
	
	
	

	
	
	
	
	

	Property, plant and equipment 
	7
	27
	
	83

	Intangible assets
	7
	2
	
	2

	
	
	29
	
	85

	
	
	
	
	

	Management fee receivables 
	
	236
	
	218

	Securities available for sale 
	8
	407
	
	-

	Placements with banks 
	9
	516
	
	-

	Loans given 
	
	118
	
	100

	Other receivables 
	10
	163
	
	82

	Cash and cash equivalents 
	11
	323
	
	879

	
	
	1,763
	
	1,279

	TOTAL ASSETS
	
	1,792
	
	1,364

	
	
	
	
	

	LIABILITIES AND EQUITY 
	
	
	
	

	Equity
	
	
	
	

	Share capital
	12
	1,000
	
	1,000

	Loss brought forward
	
	(546)
	
	(512)

	
	
	454
	
	488

	Current liabilities
	
	
	
	

	Payables
	
	111
	
	73

	Loans
	13
	400
	
	-

	Other short-term liabilities
	14
	270
	
	214

	Deferred expenses
	15
	557
	
	589

	TOTAL LIABILITIES AND EQUITY
	
	1,792
	
	1,364


The accompanying notes form an integral part of these financial statements.
Signed on behalf of the Company on 30 April 2008:
	Darije Vladimir Josić
	Berislav Martić

	President of the Management Board
	Member of the Management Board


	
	Share capital
	
	Accumulated loss
	
	Total

	Balance at 31 December 2005
	1,000
	
	(193)
	
	807

	Loss for the year
	-
	
	(319)
	
	(319)

	Balance at 31 December 2006
	1,000
	
	(512)
	
	488

	Loss for the year
	
	
	(34)
	
	(34)

	Balance at 31 December 2007
	1,000
	
	(546)
	
	454


The accompanying notes form an integral part of these financial statements.

	
	Notes
	2007
	
	2006

	Operating activities
	
	
	
	

	(Loss) for the year
	
	(34)
	
	(319)

	Interest gains
	
	(16)
	
	-

	Interest expenses
	
	22
	
	-

	Depreciation and amortization
	
	63
	
	41

	Profit/(Loss) from operations before changes in working capital
	
	35
	
	(278)

	Decrease/ (increase) in inventories
	
	-
	
	36

	(Increase) in receivables
	
	(99)
	
	(187)

	Increase in liabilities
	
	92
	
	238

	Increase in  securities available for sale
	
	(407)
	
	-

	Increase in accrued expenses 
	
	(32)
	
	589

	Net cash (used in)/ generated  operating activities
	
	(411)
	
	398

	Investing activities 
	
	
	
	

	Purchases of tangible assets
	
	(7)
	
	(71)

	Interests paid
	
	(20)
	
	-

	Increase in bank balances
	
	(500)
	
	-

	Given loans
	
	(18)
	
	-

	Net cash (used in)/ generated from investing activities
	
	(545)
	
	(71)

	Financing activities 
	
	
	
	

	Loans
	
	400
	
	-

	Net cash generated from from financing activities
	
	400
	
	-

	Decrease/ increase in cash and cash equivalents
	
	(556)
	
	327

	Cash and cash equivalents at beginning of year
	
	879
	
	552

	Cash and cash equivalents at end of year
	
	323
	
	879


The accompanying notes form an integral part of these financial statements.

1.
GENERAL 
Activity 
Jadran Invest d.o.o. is an investment fund management company, headquartered in Zagreb, Savska 141 (the “Company”). The Company was registered at the Commercial Court in Zagreb on 13 July 2005.
The Securities Commission of the Republic of Croatia issued the operating license to the Company on 27 October 2005.
On 27 April 2006 the Securities Commission of the Republic of Croatia issued to the Company the approval to establish and manage the closed end investment fund Jadran Kapital. 

Management board
	Darije Vladimir Josić
	President
	

	Berislav Martić
	Member
	

	Antonio Marinović
	Member
	Until 20 March 2008


The Company is liable for a potential damage incurred to the shareholders as a result of violation of the Investment Funds Act and the Fund’s Statute. 
2.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

Standards and Interpretations effective in the current period

In the current year, the Company has adopted IFRS 7 Financial Instruments: Disclosures which is effective for annual reporting periods beginning on or after 1 January 2007, and the consequential amendments to IAS 1 Presentation of Financial Statements. 
The impact of the adoption of IFRS 7 and the changes to IAS 1 has been to expand the disclosures provided in these financial statements regarding the Company’s financial instruments and management of capital.

Four Interpretations issued by the International Financial Reporting Interpretations Committee are effective for the current period: IFRIC Interpretation 7 Applying the Restatement Approach under IAS 29 Financial Reporting in Hyperinflationary Economies; IFRIC Interpretation 8 Scope of IFRS 2; IFRIC Interpretation 9 Reassessment of Embedded Derivatives; IFRIC Interpretation 10 Interim Financial Reporting and Impairment.
The adoption of these Interpretations has not led to any changes in the Company’s accounting policies.

Standards and Interpretations in issue not yet adopted
At the date of authorisation of these financial statements, the following Standards and Interpretations were in issue but not yet effective. Also, the adoption of those Interpretations will have no material impact on the financial statements of the Fund in the period of initial application: 

· IAS 23 (Revised) Borrowing Costs (effective for accounting periods beginning on or after 1 January 2009);

· IFRS 8 Operating Segments (effective for accounting periods beginning on or after 1 January 2009); 

· IFRIC 13 Customer Loyalty Programmes (effective for accounting periods beginning on or after 1 July 2008)

· IFRIC 11 IFRS 2: Group and Treasury Share Transactions (effective 1 March 2007);

· IFRIC 12 Service Concession Arrangements (effective 1 January 2008) and

· IFRIC 14 IAS 19 – The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction (effective 1 January 2008).

· IFRS 3 (Revised) Business Combinations and IAS 27 (Amended) Consolidated and Separate Financial Statements (effective for accounting periods beginning on or after 1 July 2009);

· Amendments to IFRS 2 Share Based Payment – Vesting Conditions and Cancellations (effective for accounting periods beginning on or after 1 January 2009);

· Amendments to IAS 32 Financial Instruments: Presentation and IAS 1 Presentation of Financial Statements – Puttable Financial Instruments and Obligations Arising on Liquidation (effective for accounting periods beginning on or after 1 January 2009);

2.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (continued)
Basis of presentation 

The financial statements are prepared in accordance with International Financial Reporting Standards (the “IFRS”).  The financial statements have been prepared on the historical cost basis, with the exception of the revaluation of certain financial instruments. Significant accounting policies are presented below.
Reporting currency 

The financial statements of the Fund have been prepared in Croatian kuna. At 31 December 2007 the official exchange rates for EUR 1 and USD 1 were HRK 7.325131 and HRK 4.985456 (31 December 2007: EUR 1 = HRK 7.34508 ; and USD 1 = HRK 5.57840 ). 

Revenue recognition 

The company charges a management fee to the Jadran Kapital, closed-end investment fund, in amount of 3% of Fund’s net assets, in accordance with the Statutes and Prospectus of Jadran Kapital d.d., closed end fund. .

Foreign currency translation

Monetary assets and liabilities in foreign currencies are translated to Croatian kuna by applying the mid exchange rate of the Croatian National Bank effective on the balance sheet date. Income and expenditure in foreign currencies are translated at rates effective on the transaction date. Realised gains and losses on translation of foreign currency balance sheet items are included in the income statement. 

Income tax 

The Company’s liability for current tax is calculated using tax rates which was assessed 20% for the years 2007 and 2006. The tax due is based on taxable profit for the year. 
Taxable result differs from accounting result as reported in the income statement because it excludes items of income or expense that are taxable or deductible in other years and it further excludes items that are never taxable or deductible. 
Deferred taxes, if any, are provided for temporary differences arising between the tax bases of assets and liabilities and their carrying values for financial reporting purposes, using the liability method at currently enacted tax rates. Deferred tax liabilities are provided for in full. Deferred tax assets are recorded to the extent that it is probable that future taxable profit will be available against which the tax assets can be utilized.

 2.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

 Property, plant and equipment 

Tangible assets are stated at cost less accumulated depreciation.

Depreciation is provided under the straight-line method over the estimated useful life of  2 years.
The gain or loss arising on the disposal or retirement of an asset is determined as the difference between the sales proceeds and the carrying amount of the asset and is recognised in income. 

Intangible assets 

Intangible assets are stated at cost less accumulated amortization.

Amortization is provided under the straight-line method over the estimated useful life of four years.

The gain or loss arising on the disposal or retirement of an asset is determined as the difference between the sales proceeds and the carrying amount of the asset and is recognised in income.

Impairment of tangible and intangible assets 
At each balance sheet date, the Company reviews the carrying amounts of its tangible and intangible assets to determine whether there is any indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment loss (if any). Recoverable amount is the higher of fair value less costs to sell and value in use. If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying amount of the asset is reduced to its recoverable amount. Where an impairment loss subsequently reverses, the carrying amount of the asset is increased to the revised estimate of its recoverable amount, but so that the increased carrying amount does not exceed the carrying amount that would have been determined had no impairment loss been recognised for the asset in prior years. A reversal of an impairment loss is recognised immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in which case the reversal of the impairment loss is treated as a revaluation increase.

2.
SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Financial assets

Financial assets are classified into portfolios depending on the Company's intent at the time of acquisition. In 2006 and 2007 the Company designated all securities as securities at fair value through profit or loss.
The Company recognises all securities in its portfolio on a trade date basis. 
Securities are initially measured at fair value.  
Fair value is determined by reference to the price quoted on recognised stock exchanges or acceptable valuation models, if no market prices are available. The Company includes unrealised gains and losses in the income statement within ‘Unrealised gains and losses on securities’.

Interest earned on trading securities at fair value through profit or loss is accrued on a daily basis and reported in the income statement under ‘Interest income’ . 
Cash and cash equivalents 

Cash comprises current deposits with banks. Cash equivalents are short-term, highly liquid investments that are readily convertible into known amounts of cash and are subject to insignificant risk of change in the value and are held with the intention to settle short-term cash liabilities rather than for investment or other purposes. 

3.
STAFF COSTS 

	
	2007
	
	2006

	
	
	
	

	Net salaries
	635
	
	446

	Taxes and contributions from and on salaries
	390
	
	273

	Tax and surtax on salaries
	205
	
	141

	
	1,230
	
	860


The number of staff employed by the Company at 31 December 2007 was 6 (31 December 2006: 5).
4.          COST OF SERVICES
	
	2007
	
	2006

	
	
	
	

	Marketing and advertisement expenses
	15
	
	1,432

	Communication management services
	-
	
	233

	Intellectual services
	136
	
	301

	Project assessment costs
	525
	
	92

	Telecommunication expenses
	84
	
	92

	Leasing and rent-a-car
	136
	
	137

	Renting of real estate
	97
	
	2

	Other cost of services 
	24
	
	69

	
	1,017
	
	2,358


5.
OTHER OPERATING EXPENSES
	
	2007
	
	2006

	
	
	
	

	Other employee expenses
	197
	
	208

	Insurance premiums, bank charges and lease payables 
	122
	
	-

	Contributions
	-
	
	82

	VAT expenses 
	-
	
	94

	Other operating expenses
	135
	
	97

	Costs of advanced training 
	20
	
	-

	
	474
	
	481


The 2007 start-up and contributions costs no longer apply to 2007, whereas insurance premiums and lease payables have become a significant item and, therefore, have been separately presented in the 2007 financial statements.  

6.
INCOME TAX

Domestic income tax for the year 2007 was calculated by applying the rate of 20 percent to the taxable profit for the year. Company had no tax liabilities due to achieved loss in 2006 and 2005.

	
	2007
	
	2006

	
	
	
	

	Accounting (loss)
	(34)
	
	(319)

	Net non-deductible expenses and non-taxable income
	17
	
	40

	Tax loss
	(17)
	
	(279)

	Tax losses brought forward
	(472)
	
	(193)

	Total tax loss
	(489)
	
	(472)

	Tax expenses according to the Tax loss
	-
	
	-


Tax losses expire as follows: 
	
	2007

	
	

	2010
	193

	2011
	279

	2012
	17

	
	489


7.        TANGIBLE AND INTANGIBLE ASSETS
	
	Intangible assets
	
	Office equipment

	
	
	
	

	COST
	
	
	

	Balance at 1 January 2006 
	-
	
	55

	Additions
	2
	
	69

	Balance at 31 December 2006 
	2
	
	124

	Additions
	-
	
	7

	Balance at 31 December 2007
	2
	
	131

	VALUE ADJUSTMENT
	
	
	

	Balance at 1 January 2006 
	-
	
	-

	Charge for the year
	-
	
	41

	Balance at 31 December 2006 
	-
	
	41

	Charge for the year
	-
	
	63

	Balance at 31 December 2007
	-
	
	104

	CARRYING AMOUNT
	
	
	

	At 31 December 2007
	2
	
	27

	At 31 December 2006
	2
	
	83


8.             Securities available for sale
Securities available for sale refer to shares in HPB Money Fund in amount of 407 thousand HRK. At 31. December 2007 Jadran Invest had 3,695.9992 units.
9.           PLACEMENTS WITH BANKS 
Placements with banks relate to a specific-purpose deposit denominated in HRK with Poštanska banka d.d. in the amount of HRK 500 thousand. The deposit bears interest at a rate of 4%, which accrues on a monthly basis using the compound interest rate calculation. At 31 December 2007, accrued interest amounted to HRK 16 thousand. 
The deposit represents guarantee funds under a short-term revolving loan agreement. 
10.     OTHER RECEIVABLES

	
	2007 
	
	2006 

	
	
	
	

	Guarantee deposit for operating lease 
	75
	
	67

	Other receivables
	88
	
	15

	
	163
	
	82


11.     CASH AND CASH EQUIVALENTS

	
	2007
	
	2006 

	
	
	
	

	Gyro account 
	322
	
	758

	Foreign account
	-
	
	120

	Petty cash
	1
	
	1

	
	323
	
	879


12.
SHARE CAPITAL 

Share capital as of 31 December 2007 represents the registered capital in the amount of HRK 1.000 thousand (2006: HRK 1.000 thousand). 

Share capital structure is as follows:

	
	Proportion of ownership interest (%)
	
	Amount



	
	
	
	

	Mario Bebek 
	48.00
	
	480

	Berislav Martić
	48.00
	
	480

	Ivan Štern
	4.00
	
	40

	
	100.00
	
	1,000


13.           LOANS RECEIVED
Loans received represent a short-term revolving loan facility provided by Hrvatska poštanska banka in the amount of HRK 400 thousand, with interest at a rate of 7%. At 31 December 2007, accrued interest amounted to HRK 22 thousand. 
14.
OTHER SHORT-TERM LIABILITIES 

	
	2007
	
	2006 

	
	
	
	

	Liabilities from relatied parties
	62
	
	-

	Liabilities from employees
	109
	
	96

	Other liabilities
	99
	
	118

	
	270
	
	214


15.
DEFERRED EXPENSES
Deferred expenses on 31 Decmber 2007 amounted to HRK 557 thousand. The most significant expense in amount of HRK 530 thousand refers to agent costs and presentation of the Fund to Merill Lynch during the establishment of the Fund.  

16.
RELATIED PARTIES TRANSACTIONS

	
	Income 
	Expenses
	Assets
	Liabilities

	
	2007
	
	2006
	
	2007
	
	2006
	
	2007
	
	2006
	
	2007
	
	2006

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	Jadran Kapital d.d.
	2,764
	
	3,530
	
	-
	
	2,357
	
	252
	
	218
	
	530
	
	530

	
	2,764
	
	3,530
	
	-
	
	2,357
	
	252
	
	218
	
	530
	
	530


IAS 24, which addresses the disclosures to be made about related parties, requires the disclosure of key management remuneration. In the opinion of the Company, key management includes members of the management board and of the supervisory board. The Management of the Company has determined that the remuneration to all the Management Board members for the business year 1 January – 31 December 2007, and for the comparative period, will be presented in aggregate amounts. 
	
	2007
	
	2006 

	Remuneration to the members of the Management Board 
	689
	
	628

	
	689
	
	628


The Company paid no remuneration to any supervisory board members, as it does not have a Supervisory board. 
17.
FINANCIAL INSTRUMENTS AND RELATED RISKS
The Management of the Company assessed the impact of the financial instruments to the financial statements. All of its liabilities are short-term and denominated in Croatian kuna. Placements with banks, all HRK denominated, are short-term in their nature and the investments in securities are not material for the Company. Based on this analysis, the Mangement is satisfied that the changes in the financial instruments are not material and require no further analysis.  

The Company is exposed to the market risk in terms of investment fund unit price changes in respect of the fund it manages. If the price of a unit in the fund falls (ceteris paribus), the fund's assets will be reduced by the corresponding percentage, which will result in lower income of the Company in respect of the management fee chargeable to the fund's assets. 

The Company has a certain exposure to operational risks, considering potential complaints of the investors regarding the investments in the funds that are justified and that have a financial impact have to be compensated out of the Company's income. 
The Company manages market risks on the level of the fund it manages. 
The Company manages operational risks by means of a loss database, set up in accordance with the guidelines of the Basel Committee on the recording of loss events and their classification.. 

In the opinion of the Management, there are no other operational risks exposures at the Company. 
18.
APPROVAL OF THE FINANCIAL STATEMENTS
The financial statements were signed by the Management Board and authorized for issue on 30 April 2008.

	Darije Vladimir Josić
	Berislav Martić

	President of the Management Board
	Member of the Management Board
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