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1 INTRODUCTION

In compliance with Securities Market Act and Pravila Ljubljanske borze vrednostnih papirjev, d. d.
(Rules and Regulations of the Ljubljana Stock Exchange), Merkur, d. d. (plc), with the registered
office in Naklo, at Cesta na Okroglo 7, herewith releases the summary of audited consolidated annual
report of the Merkur Group and audited annual report of Merkur, d. d. for 2006. Any important changes
to data in the company’s prospectus are promptly released in public announcements on SEOnet of the
Ljubljana Stock Exchange.

The audited consolidated annual report of the Merkur Group and the audited annual report of Merkur,
d. d. were discussed by the Supervisory Board at their meeting of 17 May 2007, and the Supervisory
Board gave its unqualified opinion of the reports.

Availability of the report

As of 18 May 2007, the summary of audited consolidated annual report of the Merkur Group and
audited annual report of Merkur, d. d. for 2006 is available on SEOnet of the Ljubljana Stock
Exchange and at the address www.merkur.eu.

As of 18 May 2007, the complete annual report for 2006 is available at sight at the company's head
office at Cesta na okroglo 7, Naklo, every working day from 8:00 and 12:00, or online at
www.merkur.eu.

The audited annual report of the Merkur Group and Merkur, d. d., for the year 2006 has not been
subitted to Agencija RS za javhopravne evidence in storitve (Agency of the RS for Public and Legal
Records). The annual report shall be submitted to the Agency in compliance with the applicable laws.

Reporting standards applied in financial statements

Merkur, trgovina in storitve, d. d. has prepared financial statements and the annual report of the
Company and the Group under the International Financial Reporting Standards (hereinafter referred to
as IFRSs) adopted by the EC, and in compliance with the notes passed by the International
Accounting Standards Board (hereinafter referred to as IASB).

Summary of the opinion of the authorised auditor

KPMG SLOVENIJA, podjetje za revidiranje, d. 0. 0. carried out the audit of the financial statements of
Merkur, d. d. and the Merkur Group for the business year 2006, and on 18 April 2007 gave its positive
opinion about the Merkur Group and Merkur, d. d. We received the auditors' reports on 18 April 2007
for Merkur, d. d., and for the Merkur Group.

Merkur Group Performance Indicators

in SIT million

2002- 2003- 2004- 2005- 2006-
Item SAS SAS SAS IFRS IFRS
Net sales revenue 124,391 142,564 178,743 187,824 239,407
Gross profit from sales 25,237 27,714 34,218 34,953 43,927
Net profit of the majority holder 1,881 2,315 2,652 3,584 5,175
Balance sheet total as at 31 December 110,648 120,464 140,393 152,116 187,904
Equity as at 31 December 28,519 36,666 38,395 43,054 52,402
Return on equity (in %) 7.0 7.3 7.3 9.0 11.4
Return on sales (in %) 1.4 1.6 1.4 1.8 2.1
Number of employees as at 31 December 2,988 3,108 3,383 3,679 4,075

SAS - Slovenian Accounting Standards
IFRS — International Financial Reporting Standards



2 SUMMARY OF BUSINESS REPORT

Presentation of the Merkur Group

Merkur Group employs more than 4,000 staff in its extensive network of Merkur and Big Bang sales
centres and wholesale departments. The Group offers products for construction, renovation, and
maintenance, articles for spare time, comfortable homes, and quality living.

The Group has developed a unique sales system in South-Eastern Europe. It markets goods through
various channels and observes the needs of individual customers, so buyers may have access to a
complete assortment of goods at one place: in Merkur.

Modern Merkur sales centres offer quality products and excellent services, and all this makes the
company’s sales concept very appealing. Rather than products at any price, the Group offers fine
quality products and services, so the customers get added value that substantially exceeds the actual
price paid for a product.

Not only the retail customers, but also wholesale buyers benefit from the personal approach at Merkur
sales centres, especially whenever they need products “here and now”. The extensive wholesale and
warehousing network is able to fulfil huge orders planned in advance, and render quality services to
target groups of customers. The Group’s retail customers may order goods online as well at
http://nakup.merkur.si and http://www.bof.si. A special portal MERKURPARTNER that includes
comprehensive product information and aims at Merkur's industrial clients is accessible at
https://partner.merkur.si/.

Merkur Group has invested substantially in logistic processes, especially in warehousing facilities,
technologies, and equipment. It took the Group a mere five years to enlarge its warehousing facilities
from 100,000 to 230,000 square metres. The Group not only builds its central warehouses in Slovenia,
but is also rapidly developing steel centres in Croatia, Serbia, and Bosnia and Herzegovina.

Merkur Group has designed a shopper-friendly environment, modernised its existing sales centres,
and built new ones. The company has been constantly developing a fine selection of products and
services for end-consumers, companies and craftsmen. Merkur has successfully transferred its know-
how beyond Slovenia. The Group aims to become the leading company in non-food items on the
markets of South-Eastern Europe.

Companies Included in Consolidation in 2006

Shareholding  Shareholding

Shareholding in % in %
Subsidiary Country since 31 Dec. 2006 31 Dec. 2005
- Kovinotehna, d. 0. o., Celje Slovenia 1999 100 100
- Bofex, d. o. 0., Ljubljana Slovenia 1999 100 100
- Sava Trade, d. d., Ljubljana Slovenia 2006 100 -
- elezokrivnica SCT — Merkur, d. o. 0., Slovenia
Ljubljana * 2006 45 -
- Merkur International Zagreb, d. o. o. Croatia 1994 100 100
- Merkur Nekretnine Zagreb, d. 0. o. Croatia 2000 100 100
- Merkur International Beograd, d. o. o. Serbia 1994 100 100
- Bofex Beograd, d. 0. o. Serbia 2005 100 100
- Merkur Makedonija, doo, Skopje Macedonia 1994 90.35 90.35
Bosnia and
- Intermerkur , d. 0. 0., Sarajevo Herzegovina 1998 100 99.63
- Merkur International Praha spol. S.r.o. Czech republic 1994 100 100
- Merkur - Ml Handels GmbH. Germany 1994 100 100
- Perles Merkur ltalia, s.r.l., Italy 1994 100 100

* elezokrivnica SCT — Merkur, d. 0. o. is an affili ated company and is included in the consolidated financial statements under
equity method.

Merkur Group has undertaken its mission also on the markets of former Yugoslavia, and strengthened
its position there in all sales channels. The Group has also launched its wholesale range on the
markets of Germany, Czech Republic and Italy.



The Merkur Group consists of:
Parent company: MERKUR - trgovina in storitve, d. d ., Cesta na Okroglo 7, SI-4202 Naklo

Register of companies at: District Court in Kranj, entry no. 10001500

Share capital: 13,125,850,000.00 SIT (54,773,201.47 EUR, adoption of the euro on 1 January 2007 )
Registry number: 5003563

Tax number: S| 98492462

Nature of business code: G/51.540

Management Board (Term of Office from 1 December 20 03 until 1 December 2008):

Mag. Bine Korde , Chairman of the Management Board - CEO

Mag. Goran elesnik, Member of the Management Board — Director of Commerce

Mag. Milan Jelov an, Member of the Management Board — Director of Organisation and IT
Marijana Kajzer, Member of the Management Board — Director of Labour Relations

Supervisory Board (Term of Office from 19 December 2002 until 19 December 2006):

Shareholders' representatives:

Jakob Piskernik, Chairman of the Supervisory Board; Dr. Toma Suboti , Deputy Chairman;
Matja Gantar; Zlatko Kav i ; Igor KuSar; Gregor Tratnik

Workers' representatives:

Marta Bertoncelj; Ilgor Hudobivnik; Marjan Smrekar

Supervisory Board (Term of Office from 20 December 2006 until 19 December 2010):

Shareholders' representatives:

Zlatko Kav i , Chairman of the Supervisory Board; Jakob Piskernik, Deputy Chairman;
Janez Bohori , Miha Resman, Marta Bertoncelj,

Workers' Representatives:

Vika Rozman; Peter Podplatnik; Marjan Smrekar

Mrs Zvonka Novak Habot had been appointed to the new Supervisory Board of Merkur. However, the
ownership structure of Merkur changed at the end of 2006. At their first meeting in 2007, the
Supervisory Board accepted Novak Habot's withdrawal. Her replacement will be appointed at the
General Meeting of Shareholders planned for 2 July 2007.

Subsidiaries in Slovenia:

BOFEX, d. 0. 0., Ljubljana - MERKUR SKUPINA
KOVINOTEHNA, d. 0. 0., CELJE

Subsidiaries abroad:

Merkur International Praha, spol. S.r. o.
Merkur International Zagreb, d. o. o.
Merkur Nekretnine, d. 0. 0.

Merkur Makedonija, doo, Skopje
Merkur MI Handels, GmbH

Perles Merkur ltalia, s.r.l.

Intermerkur, d. 0. 0., Sarajevo

Merkur International d. o. o., Beograd
Bofex, d. 0. 0., Beograd



Milestones of 2006

Establishment of the Company elezokrivnica SCT — M erkur, d. 0. 0.

On 31 January 2006, SCT, d. d. and Merkur, d. d. established a company for processing and
distribution of concrete reinforcing steel and grids elezokrivnica SCT-Merkur, d. o. 0. Share capital of
the company totals SIT 72 million. Merkur holds a 45% stake in the company. In 2006, elezokrivnica
fulfilled most of its objectives, and worked at profit.

Acquisition of Sava Trade, d. d.

On 24 April 2006, Merkur acquired Sava Trade exclusive of its subsidiary MG Market from Sava, d. d.,
and became the owner of a 96.87% holding or 210,735 shares in Sava Trade. Thanks to the
acquisition, Merkur has been able to further improve and supplement its range of technical products
for domestic and industrial applications, especially paints and varnishes, industrial chemicals, plastics,
flooring and panelling, facades, and protective coatings. According to the contract, Merkur assumed
the ownership of Sava Trade already on 1 January 2006. On 26 October 2006, Merkur became the
100% owner of the company.

Increase in Share Capital and Entry into the Regist  er of Companies

At their 20" regular meeting of 16 February 2006, the Supervisory Board passed the Management
Board’s proposal to increase share capital by issuance of 98,000 new shares to finance the acquisition
of Sava Trade. The Management Board obtained the authorisation to increase share capital of the
company from the General Meeting of Shareholders in 2003, when issuance of 400,000 shares was
allowed, of which only 302,000 shares have been issued so far. On 15 March 2006, Sava, d. d. bought
the entire remaining lot of 98,000 shares at SIT 36,200 per share, and paid Merkur a total of SIT
3,547,600,000.00. Merkur invested that money to acquire Sava Trade. On 18 April 2006, the acquired
stake was entered into the Register of Companies, and share capital total amounted to SIT
13,125,850,000.00.

Significant Changes in Ownership Structure
In March 2006, companies of the KD Group sold a total of 146,807 MER shares, or their entire stake
in Merkur, to Sava, d. d. and Gorenjska banka, d. d.

On 14 March 2006, Sava, d. d. bought 33,085 Merkur shares, and one day later another 126,334
Merkur shares. Sava now owns 257,419 Merkur shares, as it had bought 98,000 newly issued shares
in addition to the above mentioned purchases. On 17 March 2006, Gorenjska banka, d. d., Kranj
acquired 37,500 Merkur shares.

At the end of December 2006, the State put on auction its 24.3% share in Merkur through Kapitalska
dru ba (KAD) and Slovenska odskodninska dru ba (SOD ). The stake was sold to Engrotus, d. o. o.

The 16" Annual General Meeting of Shareholders of Merkur, d. d.

On 3 July 2006, the 16" annual general meeting of shareholders was held. The owners passed the
resolution on distribution of accumulated profit for the year 2005, and discharged Management and
Supervisory Boards of their duties. They also approved KPMG Slovenia to carry out the audit,
appointed new members to the Supervisory Board, and passed the alteration to the Articles of
Association required due to the adoption of the euro as the new national currency.

Increase in Capital in Subsidiaries Merkur Internat  ional Beograd, d. o. 0., and Intermerkur, d. o.
0., Sarajevo

In the second quarter of 2006, the capital was increased in Merkur International Beograd, d. 0. 0. On
25 April 2006, the capital was increased by a total of EUR 4,000,000, and on 24 May 2006 by another
EUR 1,043,310. On 19 October 2006, the capital was increased in Intermerkur, d. 0. 0., Sarajevo, in
the amount of EUR 6,565,808.

New Sales and Business Premises

9 February 2006: a new MERKUR sales centre opened in Ptuj

13 April 2006: a renovated Big Bang Giga sales centre (former Big Bang Mega) opened in Ljubljana
17 May 2006: a new modern steel centre opened in Rijeka, Croatia

29 June 2006: a new franchise outlet MERKUR VENDER opened in alec

8 July 2006: a renovated sales centre MERKUR (previously MERKURDOM) opened in Rudnik
24 August 2006: a new sales centre MERKUR opened in Velenje

1 September 2006: a renovated sales centre MERKUR opened in Jesenice

7 September 2006: a new modern steel centre opened in Sarajevo, Bosnia and Herzegovina
26 September 2006: a new sales centre MERKUR opened in Lesce

26 October 2006: a new franchise outlet MERKUR EPIC opened in alec



A New Merkur Office in China
In June 2006, Merkur opened a new office in China.

New Website at www.merkur.eu , the MERKURPARTNER Portal, and Technology Adapted  to the
Euro

Thanks to advanced computer support, Merkur launched its new website in mid-2006. End-
consumers, companies, investors, and media may access the information at www.merkur.eu. At the
end of 2006, a thoroughly upgraded portal MERKURPARTNER was put to use to enhance the
wholesale. The company implemented its own software solutions, which rendered the transition to the
euro smooth and trouble-free.

Prizes

At their meeting of April 2006 in Portoro , the hum an resource managers awarded Dr. Bor Rozman,
the Executive Director of Human Resources and Legal Matters in Merkur, the tite HRM manager of
the year.

In November 2006, a conference lzobra evalni management (Training Management) was held.
Merkur won the Top 10 award for the fifth consecutive time. The Top 10 prizes are given to Slovene
companies that invest the most in training of their employees.

In November 2006, Aljosa Senk, a designer employed by Merkur, was awarded the Red Dot, a
prestigious designer prize, in Singapore. Senk was awarded for his designer concept of transparent
shoes called Bubble Shoe Design.

Important Events after the End of the Business Year

Successful Adoption of the Euro

On 1 January 2007, Merkur successfully adopted the new national currency. The company closely
observed all legal requirements, and implemented new software that enabled smooth and trouble-free
transition to the euro. Merkur had given a public promise not to change prices after the adoption of the
euro, and the customers soon found out that the prices in fact remained unchanged.

Acquisition of Sava Trade, d. d.

On 27 February 2007, the Supervisory Board passed the proposal for a downstream merger of Sava
Trade, d. d. with Merkur. In 2006, the operations were successfully transferred to Merkur, and at the
beginning 2007 Sava Trade no longer operated independently. The merger was the best possible
solution, and was also approved by the General Meeting of Shareholders of Sava Trade, d. d. of 2
April 2007. The alteration was duly entered into the Register of Companies on 20 April 2007.

Notification on Entry of No-Par Value Shares in the Central Register of Central Securities
Clearing Corporation and Translation of Share Capit  al from SIT to EUR

On 9 February 2007, following the Decision reference no. KD 1844 of 7 February 2007, KDD-
Centralna klirinsko depotna dru ba, d. d., Ljubljan a (Central Securities Clearing Corporation) amended
the nominal value of the Merkur-trgovina in storitve, d. d. - MER shares - in the central register of
securities to read “1 no-par value share”, with no actual replacement of shares being made.

On 1 January 2007, Slovenia introduced the euro as its national currency. At their 16" meeting of 3
June 2006, the General Meeting of Shareholders authorized the Supervisory Board to translate the
share capital stated in the Articles of Association in total of SIT 13,125,850,000.00 to the euro at the
exchange rate of SIT 239.640 for one euro. Following the Decision no. Srg. 2007/00200, the
translated share capital and the related amendment to the Articles of Association were entered into
the Register of Companies at the District Court in Kranj on 19 February 2007. Share capital of the
company now totals EUR 54,773,201.74.

Merkur Increased Its Investment in Gorenjska banka, d. d., Kranj
On 9 March 2007, Merkur, d. d. acquired 5,544 shares of Gorenjska banka, d. d., Kranj, or 1.67% of
its share capital and voting rights. After the transaction, Merkur's stake in Gorenjska banka, d. d.,
Kranj amounted to 51,384 shares, or 15.50% stake and voting rights.

Significant Changes in Ownership Structure

At the end of December 2006, the State put on auction its 24.3% share in Merkur through Kapitalska
dru ba (KAD) and Slovenska odSkodninska dru ba (SOD ). The stake was sold to Engrotus, d. 0. 0. At
the beginning of January, the change was entered in the central register of securities at KDD, and
Engrotus, d. o. 0. became the largest stakeholder in Merkur, d. d.



After the entry in KDD*
Number of Total shares
Owner holders Number %
Engrotus, d. 0. o. 1 319,181 24.32
Sava, d. d. 1 262,841 20.02
NFD 1 investicijski sklad, d. d. 1 116,286 8.86
Banka Koper d. d. 1 86,403 6.58
Gorenjska banka, d. d. 1 84,955 6.47
Euro jamstvenik d. 0. o. 1 48,000 3.66
VS Probanka globalni 1 27,608 2.10
Hypo bank, d. d. 1 18,558 1.41
Zavarovalnica Triglav 1 17,729 1.35
SOP Ljubljana 1 15,761 1.20
Employees 678 94,944 7.24
Other legal entities 159 70,626 5.38
Other shareholders 3,901 149,693 11.41
TOTAL 4,748 1,312,585 100.00

In January 2007, Engrotus, d. 0. o. sold 66,197 MER shares to Banka Koper, d. d. The bank now
holds 152,600 MER shares or 11.63% of the issuer’s share capital. In February 2007, Engrotus, d. o.
0. sold another 70,422 of MER shares to Nova Ljubljanska banka, d. d. and 59,386 MER shares to
Abanka, d. d. respectively.

After the aforesaid transactions, Engrotus, d. o. o. still controls 84,376 MER shares, or 6.43% of the
issuer’'s share capital and voting rights. Nova Ljubljanska banka, d. d., who had no control over MER
shares before the transaction, acquired 5.37% of the issuer's share capital and total voting rights in
Merkur, and Abanka 4.52% respectively.

Merkur, d. d.: Ownership Structure as at 31 March2 007

Number of Total shares
Owner holders Number %
Sava, d. d. 1 262,841 20.02
Banka Koper, d. d. 1 152,600 11.63
NFD 1 investicijski sklad, d. d. 1 145,078 11.05
GB D. D. 1 84,955 6.47
Engrotus, d. 0. o. 1 84,376 6.43
NLB d. d. 1 70,422 5.37
Abanka, d. d. 1 59,413 4.53
Employees 667 93,919 7.15
Other legal entities 166 155,409 11.84
Other shareholders 3,921 203,572 15.51
TOTAL 4,761 1,312,585 100.00

The Merkur House
On 1 January 2007, Merkur successfully presented its project Merkurjeva hiSa (the Merkur House)
which stimulates the environment-friendly and energy-saving construction.

Service »Se zgodi« (It Happens)

On 13 February 2007, Merkur's subsidiary Bofex, d. 0. 0. launched a new service »Se zgodi« (It
Happens) for its customers. When they buy a product, the buyers may ask for prolonged product
warranty. The warranty period may be extended to three or six years at convenient prices.

Prizes

On 22 February 2007 at the Logistika 07 conference organised by the Faculty of Logistics Celje,
Tatjana Ora em, Executive Director of Logistics at Merkur, was awarded the title of the best logistic
officer of the year 2006.



Letter from the Chairman of the Management Board
In 2006, the Company’s Ambitious Plans Were Attaine  d in All Departments and Programmes

At all levels, the employees’ achievements surpassed the plan and the Management Board’s
expectations, and agree with a two-word description of performance in 2006: very successful. Total
sales revenue of Merkur Group reached almost EUR 1 billion, or well over 27% more than in 2005.
Overall performance improved significantly, and net profit of Merkur Group amounted to EUR 5.2
billion or 44% more than the year before. Return on equity exceeded 11%.

In 2006, the sales in all departments and programmes were higher than the year before. Ferrous and
non-ferrous metal products saw the sharpest increase in sales. In terms of value, sales of metal
products went up by 36%, and represented approximately 33% in Merkur Group total sales. As far as
quantities are concerned, the department for ferrous and non-ferrous metal products sold more than
470,000 tons of metal products, or 33% more than in 2005. Other departments increased their sales
by between 10 and 20%, and of these chemical and paper products saw the sharpest growth. Thanks
to the acquisition of Sava Trade, which had dealt primarily in chemical and paper products, Merkur
doubled its sales in that programme.

The difference in price went up by 25.5% in comparison to the year before. Both, i.e. the nearly 26%
growth in gross profit, and slow increase in costs, influenced Merkur Group’s performance positively.
The cost growth lagged behind the rise in gross profit by six percentage points. Thanks to good
performance, the company increased the remuneration of its employees, and labour costs went up by
27%. Merkur Group increased the number of employees by 12%, so the wages and salaries rose on
average by 13% per employee. The increase in other cost items was not so significant, and reached
14%. In comparison to the year before, net operating profit went up by 84%.

In 2006, total profit of Merkur Group reached SIT 6.1 billion, and net profit after deduction of taxes
amounted to SIT 5.2 billion, or 44% more than in 2005. Not only Merkur, but also all its subsidiaries
performed well.

Basic Advantages of Merkur over Its Competitors Are Fine Quality Products and the Concept of
Joint Wholesale and Retalil

The company constantly adapts to the requirements and needs of its target groups of customers, and
establishes long-term relationships with its business partners. Merkur is glad if the clients buy from the
company not only once in their lifetime. It has endeavoured to establish lifetime relationships with its
clients, and give satisfaction to the stakeholders. Their loyalty to Merkur was rewarded by the
company’s promise not to increase the prices because of transition to the euro. The company knew
how to meet the always changing demands of its clients. The introduction of processing and cutting
metal products to measure provided added value for the company’'s wholesale partners. Merkur
actively looks for the most convenient sources of supply, and the products are then sold under the two
Merkur own brands, BIVA and MTECH.

The Company’s Goal Remains To Grow Quickly and Reso  lutely

Even though the change of the strategic plan may be outlined in just one sentence, it nevertheless
thoroughly changes the vision of the company’s future. Merkur has namely promised to itself, the
employees, and the owners to become the leading dealer in technical products for domestic and
industrial applications in South-Eastern Europe. This is an ambitious plan, but Merkur believes it will
be able to make the promise come true in the years to come. The leading position on the target
markets will be achieved by gradual, yet resolute expansion. This strategy may be figuratively
compared to the ripple effect of a stone thrown into water. When the stone hits the water, the waves
extend in concentric circles on the surface. Merkur Group has been expanding in a similar way. It has
not appeared simultaneously on all its target markets, but has invested gradually, and extended its
business on one market at a time, spreading from one centre in all directions. However, the company
has at all times been keen on investing.

The first foreign target market of Merkur was Croatia, and by opening new centres the company
intends to exceed its 10% market share held there at present. A new sales centre was constructed in
Beograd, and this was the stepping stone for the expansion of the retail network on the Serbian
market. Merkur has also designed a plan for the construction of a sales centre in Sarajevo, and this
already announces the expansion of Merkur centres in Bosnia and Herzegovina. Merkur is determined
to reach the leading position in its industry on all its target markets. When this objective is attained, the



company intends to move further. The quality products and services offered by Merkur are in high
demand on markets of South-Eastern Europe.

The selected strategy has proved very successful. By markets, Merkur increased its 2006 sales
abroad the most, and the increase reached more than 50% in 2006. In 2005, the share of sales to
foreign markets represented 16% in total Group sales and in 2006 20%. With regard to the individual
geographic areas, the most significant increase was recorded in Serbia thanks to the newly opened
sales centre. Merkur and Sava Trade merged their sales, so the trade in Slovenia increased by 25%.
Bofex, a Merkur subsidiary, increased its sales as well. Wholesale in 2006 increased by more than
33%, and retail by 18% respectively.

Merkur Will Fulfil Its Plans

For decades, Merkur has been known for its good performance, distinction, stability, and high equity
value. Thanks to the quality of products way beyond reach of the competitors’, the extensive sales and
logistic network, and very efficient corporate governance, it has been able to win the advantage over
other trading companies. We know our employees, their determination, responsibilities, and efforts to
establish creative and fair relationships with our business partners and end-consumers. All this leads
us to believe that Merkur will find ample opportunities to develop in the future as well.

Mag. Bine Korde
Chairman of the Management Board and CEO
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Report by the Supervisory Board

In compliance with Article 282 of the Companies Act (ZGD-1), the Supervisory Board composed of:
Zlatko Kav i , the Chairman of the Supervisory Board; Jakob Piskernik, Deputy Chairman;
shareholders’ representatives — Janez Bohori , Marta Bertoncelj, Miha Resman; and employees’
representatives — Peter Podplatnik, Viktorija Rozman and Marjan Smrekar,

Present to the Annual General Meeting of Shareholders and other shareholders
The Report on Supervisory Board Performance in 2006

On 19 December 2006, the regular four-year term of office expired for the members of the Supervisory
Board. The Supervisory Board was composed of Jakob Piskernik, Chairman of the Supervisory Board;
Dr. Toma Suboti , Deputy Chairman; shareholders’ representatives: Zlatko Kav i , Igor KuSar,
Gregor Tratnik and Matja Gantar; and employees’ re presentatives: Marta Bertoncelj, lgor Hudobivnik
and Marjan Smrekar. It had supervised the work of the Management Board and their business
decisions which resulted in the performance presented in this Annual Report. The Annual Report has
been verified by the new Supervisory Board composed of the members stated in the introductory part.

At the first meeting of the new Supervisory Board, the members of the Supervisory Board elected the
Chairman and the Deputy Chairman of the Supervisory Board. Mr Zlatko Kav i was appointed
Chairman of the Supervisory Board, and Mr Jakob Piskernik was appointed Deputy Chairman of the
Supervisory Board. Mrs Zvonka Novak Habot had been appointed to the new Supervisory Board of
Merkur. However, the ownership structure of Merkur changed at the end of 2006. At their first meeting
in 2007, the Supervisory Board accepted Novak Habot's withdrawal. Her replacement will be
appointed at the General Meeting of Shareholders planned for 2 July 2007. Until then, the
Supervisory Board will function with only eight instead of nine members.

In 2006, the Supervisory Board held five regular meetings and one correspondence session. The
Management Board compiled comprehensive materials and submitted them to the Supervisory Board
to ensure the uninterrupted supervision. Members of the Management Board were also present at
most of the meetings to provide additional explanations and answer directly to the Supervisory Board.

In line with their competences, the Supervisory Board members monitored and supervised the
important segments of managing the company. Thus the Supervisory Board:
- Discussed and adopted the annual report drawn by the Management Board for the year 2005, and
quarterly reports on the business operations of the company and the Group in 2006;
Passed the vision and plan of the strategic development of Merkur Group until 2010;
Allowed for increase in capital of Merkur, d. d.;
Agreed to the acquisition, foundation and capital increase in the Group companies;
Discussed the auditing company’s proposals included in the letter to the Management Board, and
examined the corrective measures;
Discussed and approved the Business plan of Merkur Group and Merkur for the year 2007.

At their 20™ regular meeting of 16 February 2006, the Supervisory Board passed the company’s most
demanding investment plan to acquire Sava Trade, d. d. and approved the related increase in capital.
Related to this, the Supervisory Board also approved of the alterations to the business plan. The body
also passed the capital increase in the subsidiaries in Italy, Bosnia and Herzegovina, and gave its
consent to the establishment of elezokrivnica, d. o. 0. The Supervisory Board discussed and passed
the unaudited report on performance of Merkur, d. d. in 2005.

At their correspondence session of 24 March 2006, the Supervisory Board approved the amendment
to the Articles of Association in relation to the newly issued shares, and discussed the unaudited
report on performance of the Merkur Group in 2005.

At their 21 regular meeting of 25 May 2006, the Supervisory Board of Merkur discussed and passed
the audited report on performance of Merkur and the Merkur Group in 2005. The body seconded the
motions for the Annual General Meeting of Shareholders of 3 July 2006, and discussed the operation
in the first quarter of the year, and the development plans of the Group until 2010.

At their 22™ meeting of 4 August 2006, the Supervisory Board discussed the unaudited half-yearly
report on operations, and at their 23" meeting of 16 November 2006 the unaudited interim report on
operations in the first nine months of the year. The old Supervisory Board met for the last time at their
24" regular meeting of 13 December 2006, and passed the 2007 business plan for Merkur and the
Group. The Supervisory Board supported the Management Board and agreed with the decision to
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expand and further strengthen the company’s position in Slovenia and on the markets of former
Yugoslavia.

DISCUSSION OF THE ANNUAL REPORT

At their 2™ regular meeting of 27 February 2007, the Supervisory Board discussed the unaudited non-
consolidated annual report of Merkur, d. d., and the unaudited consolidated annual report of the
Merkur Group for the year 2006. On 9 May 2007, the auditing committee and the representatives of
the certified auditing company KPMG thoroughly examined the annual report, and established that the
observed segments were appropriately organised, determined and controlled.

At their 3" regular meeting of 17 May 2007, the Supervisory Board examined the annual business
report and the Management Board’s proposal on distribution of accumulated profit. The Supervisory
Board accepted the auditors’ opinion and the auditing committee’s report. The Supervisory Board
examined the annual report carefully and established that the report had been drawn accurately and
transparently in compliance with the Companies Act and the applicable international financial reporting
standards. The annual report presents a true and fair picture of Merkur and the Merkur Group’s
business in 2006, and states the development plans for the future.

RESOLUTION

At their 3™ regular meeting of 17 May 2007, following the exam ination of the annual report,
financial statements, notes and disclosures, and th e auditors’ opinion, the Supervisory Board
gave its unqualified opinion on the annual report o f the company for 2006.

The Supervisory and Management Boards propose to the Annual General Meeting of Shareholders

that the established accumulated profit for the year 2006 in total of SIT10,823,237,010.97 be allocated
as follows:

- SIT 1,100,917,542.90 for dividend payment, and

- SIT 74,172,250.00 for participation of the Supervisory Board members in profit.

The dividend payable for 2006 was proposed to amount to SIT 838.74 (i.e. EUR 3.5) gross per share.
It was proposed that a part of accumulated profit attained in 2006 be used for payment of dividend and
participation in profit.

The remaining accumulated profit in total of SIT 9,648,147,218.07 shall remain undistributed and shall

be presented as retained earnings in equity capital, and the Annual General Meeting of Shareholders
shall decide on its appropriation next year.

Zlatko Kav i
Chairman of the Supervisory Board Drawn at Naklo, on 17 May 2007
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Development Strategy

Merkur opened its first shop in Kranj in 1896, and has developed a long way since then. At the dawn
of the 21* century, it became the Slovene market leader in sales of products for home, DIY,
construction materials, electro-installation materials, apparatuses, appliances, machinery and tools,
ferrous and non-ferrous metal products, and industrial items for professional applications. In the last
decade, Merkur has improved its retail and sales to companies. The company has grown from a
primarily domestic dealer into the largest international trading company in non-food items in South-
Eastern Europe.

The Mission
The Merkur Group's mission is to give satisfaction to its customers with quality products and useful
advice.

The vision

Merkur Group intends to become the market leader in South-Eastern Europe in sales of products for
home, DIY, construction materials, electro-installation materials, apparatuses, appliances, machinery
and tools, ferrous and non-ferrous metal products, and industrial items for professional applications.

The Values

Merkur takes pride in its past achievements and looks forward to undertaking new challenges in the
future. The company has flexibly adapted to changes in the environment. It has been able to find and
exploit market opportunities. Merkur has been keen on development, learning and improvement.
Thanks to all this, it has been present on the market for 111 years. The company is oriented towards
the future, eager to embrace new challenges, and developing the ideas which will enable further
growth and development.

The Group intends to construct new, and modernize the existing sales centres. By 2010, the parent
company Merkur will have opened at least eight new sales centres in Slovenia on a total of more than
70,000 square metres. Plans for new investments in central warehouses have already been worked
out. The extensive logistic support will allow the growth of wholesale and the company as a whole.

In Croatia, Serbia, and Bosnia and Herzegovina, the Group plans to build twelve modern sales centres
and thus increase the sales surface by another 106,000 square metres. This will ensure that Merkur
strengthens its market leadership in Slovenia, and comes close to it in Croatia and Serbia. The
opening of a sales centre in Sarajevo will represent the first step towards fulfilment of the company’s
vision to become the market leader in Bosnia and Herzegovina as well. By 2010, the Group will have
doubled its 2006 sales surface total.

Bofex, d. 0. 0. plans to build another new sales centre in Nova Gorica. The company intends to
stimulate its business by further increasing their creative offer and adding new services. Bofex has
been studying the markets of South-Eastern Europe very carefully, and has already started preparing
to extend its operations to the markets of former Yugoslavia.

According to the plan, Merkur International Zagreb, d. 0. 0. by 2010 will have built new sales centres
in Zagreb, Split, Osijek, Slavonski Brod and Rijeka.

The first sales centre in Beograd, Serbia, run by Merkur International, d. 0. o, Beograd, has proved
very successful. This has incited the company to further expand its retail in Serbia, and to build new
sales centres in Beograd, Novi Sad and a ak by 2010. By then, sales to foreign markets will have
increased by more than 300% thanks to the intensive expansion of retail sales network. This will
enable Merkur to attain the leading position on its target markets as soon as possible.

In observance of the strategic plan, the company will sell 84,000 tons of ferrous and non-ferrous metal
products on the market of Bosnia and Herzegovina in 2010. Intermerkur Sarajevo, d. 0. 0.  will thus
become the top dealer in metal products there. The expansion of retail sales is planned to begin in
2008 with the opening of a new sales centre in Sarajevo.

In Macedonia, Merkur intends to work through its subsidiary Merkur Makedonija, doo to enhance the
sales of selected products. The existing warehousing and sales facility in Skopje will be enlarged to
intensify sales and purchases in Macedonia, and to bring both processes into better balance.

In ltaly, Germany and Czech Republic, the subsidiaries will further strengthen their wholesale to
satisfy the needs of Merkur Group, especially focusing on metal products, technical products for
domestic and industrial applications, and chemical products.
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Thanks to substantial investments in sales capacities, especially in steel centres and warehouses, the
subsidiaries plan their 2010 sales revenues to near EUR 561 million. Their sales in the period from
2006 until 2010 are planned to increase by almost 150% due to intensive expansion of the
subsidiaries abroad.

Intensive investments in sales centres and warehousing facilities are accompanied by the
development of new services and product range, modernisation of business processes, and increased
quality in all areas of work. The company has been looking for long-term competitive sources of
supply. Close observance of its vision of development and cost control have enabled Merkur Group to
increase its business, profit, and return on equity. The Group aims to become the top dealer in South
Eastern Europe, and to compete successfully with large multinationals. Merkur’s vision of the future is
clear: Merkur Group intends to remain an independent, financially stable, successful and up-coming
international trading company.

Even though Merkur has already become the market leader in Slovenia, it plans to further increase its
sales on the domestic market in the period from 2006 until 2010 by almost 50%. In the same period,
Merkur intends to triple its foreign sales by further investing into sales centres beyond Slovenia.

Strategic Plans for 2007

In 2007, Merkur plans to invest more fully in the development of retail than ever before. In Slovenia,
new sales centres will be built in Maribor, Murska Sobota, Koper and Ljubljana. In Croatia, Merkur
intends to construct new sales centres in Zagreb and Split, and in Serbia in Novi Sad and Beograd. In
observation of the plan, Bofex will open its new sales centre in Nova Gorica. Merkur Group intends to
acquire approximately 60,000 square metres of new sales surface.

Not only the retail, but also sales to companies significantly contribute to the growth of the Group.
Merkur Group intends to develop this business area as well, and put to use new sales facilities.
Thanks to this, the Group’s annual sales of ferrous and non-ferrous metal products will exceed
500,000 tons.

In 2007, sales to companies will focus on further specialisation and introduction of new quality brands,
whilst sales to end-consumers will concentrate on new products for home, spare time, and household
chores.

Nest investments in fixed assets of Merkur Group for 2007 are planned at EUR 136 million, of which
EUR 117 million will be financed through leasing. The Group will invest the most in site procurement
and construction of new sales centres and warehousing capacities in Slovenia and in the countries of
former Yugoslavia.

In 2007, the Group’s net sales revenue is planned to exceed EUR 1.03 billion (i.e. SIT 247 billion), of
which Merkur alone will create a total of EUR 836 million (i.e. SIT 200 billion). Twenty-five per cent of
net sales revenues will be earned abroad. Thanks to planned growth, the number of employees in the
Group will increase by 6%, and reach 4,300. Net profit is planned at EUR 17 million (i.e. SIT 4.07
billion).

Development in Slovenia

The company’s market share in Slovenia will be further strengthened and increased by fine quality,
better offer of articles and services, and improved customer relations. The shopper-friendly
environment and modern new sales centres will further enhance the success. The company will aim at
three groups of buyers as well: end-consumers, companies, craftsmen and entrepreneurs.

Development Abroad

Merkur Group will continue construction of sales facilities abroad. In the five year period until 2010, the
company plans to more than triple its foreign sales volume. New sales centres for retailers are being
built in Croatia and Serbia, and the entrepreneurial clients are attended to in modern steel centres. All
the subsidiaries have been growing uninterruptedly, and the Group has been endeavouring to attain
the leading market shares on its target markets.
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Staff

As of 31 December 2006, the Merkur Group employed 4,075 staff, or 10.8% more than in 2005. The
subsidiaries abroad, especially in Serbia, Bosnia and Herzegovina, and Croatia, opened new sales
centres and warehousing facilities, and so the number of employees increased. At the end of 2005,
Merkur, d. d. employed 2,615 people in comparison to the end of 2006, when the number of
employees totalled 2,899, and was 10.9% higher than the year before. The number increased mostly
thanks to the down-merger with Sava Trade, d. d.

Merkur Group: Number of Employees by Companies asa t 31 December 2006:

As at Staff by hours worked
31 Dec. 31 Dec.
Company 2006 2005 Index 2006 2005 Index
MERKUR GROUP 4,075 3,679 110.8 3,821.2 3,406.4 112.2
Merkur, d. d. 2,899 2,615 110.9 2,602.3 2,466.5 105.5
Companies in Slovenia 515 492 104.7 637.0 472.0 135.0
Bofex, d. o. o. 486 492 98.8 453.0 472.0 96.0
Sava Trade, d. d. 29 311* - 184.0 - -
Kovinotehna, d. o. o. 0 0 - - - -
Companies Abroad 661 572 115.6 581.9 467.9 124.4
Merkur International Zagreb, d. o. o. 466 418 1115 423.0 375.0 112.8
Merkur International Beograd, d. o. o. 128 98 130.6 96.5 41.1 234.8
Intermerkur, d. 0. 0., Sarajevo 25 18 138.9 22.0 14.0 157.1
Merkur Makedonija, doo, Skopje 21 19 1105 21.0 19.0 1105
Perles Merkur ltalia, s.r.l., Villesse 9 9 100.0 9.0 6.8 132.4
Merkur International Praha spol. S.r.o. 4 6 66.7 4.0 8.0 50.0
Merkur - Ml Handles GmbH, Miinchen 4 3 133.3 3.4 3.0 113.3
Bofex Beograd, d. 0. o. 4 1 400.0 3.0 1.0 300.0

*As at 1 January 2006
Merkur’'s Shares and Ownership Structure

The Merkur’'s share — MER - is listed on the official market A of the Ljubljana Stock Exchange. It may
be found among the shares of the most successful Slovene companies. The shares may only be
quoted on the prime market, if the issuer meets the very demanding quantity and liquidity criteria, and
guarantees to provide prompt public information releases in Slovene and English.

In connection with shares, the holders have the following rights:

- One share gives the holder one vote at the Annual Meeting of Shareholders;
A holder is entitled to the proportionate dividend pay-out from the distributable profit amount;
A holder is entitled to the proportionate share of property in case of bankruptcy or liquidation of the
company.

All MER shares are transferable ordinary shares, and carry equal dividends. Merkur, d. d. has no
preferential shares with fixed dividend. The holder’s rights arising from every share include dividend
pay-out, sale or transfer of shares.

Dividend Pay-Out Policy

In compliance with the Companies Act, Merkur, d. d. is bound to prepare and submit the proposal of
employment and distribution of accumulated profit to the Annual General Meeting of Shareholders by
31 August for the current year at the latest. The decision on the dividend pay-out, the amount, and
mode of payment, is passed by the Annual General Meeting of Shareholders in observance with the
adopted development policy of Merkur, d. d. The company is endeavouring to attain constant growth
of the dividend in relation to the increase in profit.
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Gross Dividend per Share in the Past Three Years

Pay-out date Gross dividend for
* EUR 3.50 / SIT 838.74** 2006
9 August 2006 EUR 3.13/ SIT 750 2005
10 August 2005 EUR 2.50/ SIT 600 2004

*The General Meeting of Shareholders shall decide on the dividend per share.
**Proposal.

The MER share was growing moderately all through 2006. At the end of the year, however, the growth
was affected by the sale of a 24.32% stake owned in Merkur by the State. On 28 December 2006, that
stake was put on auction closed to public, and Engrotu$, d. 0. 0. was the best bidder. During the
auction, the MER share price soared, causing a sharp increase in the price of MER share on the stock
exchange market as well, and it peaked at SIT 52,009 at the end of the year.

At the beginning of 2006, the MER share cost SIT 35,789. On 21 December, the price per MER share
at the Ljubljana Stock Exchange topped out at SIT 52.009 per share.

MER Essentials

31 Dec. 2006 31 Dec. 2005  Index
Number of shares 1,312,585 1,214,585 108.1
Market capitalisation (in thousand SIT) 64,680,566 44,038,289 146.9
Number of shareholders 4,751 4,882 97.3
Market value of a share (in SIT) 49,277 36,258 135.9
Book value of share (in SIT) 38,825 36,352 106.8
Average weighted annual price excluding lots (in SIT) 39,950 38,181 104.6
Net earnings per share (in SIT) 2,373 2,290 103.6
The price earnings ratio (P/E) 20.8 15.8 1311
Market price per share in comparison to its book value 1.27 1.00 1273
Lowest daily price (in SIT) 34,010 31,500 108.0
Highest daily price (in SIT) 52,009 41,600 125.0
Dividend per share (in SIT gross) 838.74* 750 1118
Return on equity (in %) 35.9 -3.1
Return on dividend (in %) 2.3 20 1154
Total return (in %) 38.2 -1.1
*The General Meeting of Shareholders shall decide on the dividend per share.
Ownership Structure as at 31 December 2006
31 Dec. 2006* 31 Dec. 2005
No. of Total shares No. of Total shares
Owner holders Number % | holders Number %
Sava, d. d. 1 262,841 20.03 - - -
Kapitalska dru ba, d. d. 1 218,491 16.65 1 218,491 17.99
NFD 1 investicijski sklad, d. d. 1 116,286 8.86 1 170,432 14.03
Slovenska odSkodninska dru ba, d. d. 1 93,194 7.10 1 93,194 7.67
Banka Koper d. d. 1 86,403 6.58 0.00
Gorenjska banka, d. d. 1 84,955 6.47 1 47,455 3.91
Euro jamstvenik d. o. 0. 1 48,000 3.66 - -
VS Probanka globalni 1 27,608 2.10 - - -
Hypo bank, d. d. 1 18,558 1.41 1 7,914 0.65
Zavarovalnica Triglav 1 17,729 1.35 1 17,729 1.46
SOP Ljubljana 1 15,761 1.20 1 15,761 1.30
Employees 678 94,944 7.23 724 87,524 7.21
Other legal entities 161 78,122 5.95 177 411,238 33.86
Other shareholders 3.901 149,693 11.41| 3.974 144,847 11.93
TOTAL 4.751 1,312,585 100.00| 4.882 1,214,585 100.00

* As of 31 December 2006, the records of KDD (Central Securities Clearing Corporation) did not reflect the sale of 28
December 2006, when Slovenska odSkodninska dru ba a nd Kapitalska dru ba sold off their shares in Merkur. The

ownership transformations are described in Important Events after the End of the Business Year on page 7 and 8.
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Own Shares
Merkur, d. d. has no own shares.

Shares Owned by Management and Supervisory Board Me

mbers as at 31 December 2006

Management and Supervisory Board Members Number of Holding in
(term of office until 19 December 2006) shares %
Management Board 7,736 0.589
Korde Bine 3,316 0.253
elesnik Goran 1,822 0.139
Jelov an Milan 1,509 0.115
Kajzer Marijanca 1,089 0.083
Supervisory Board 3,410 0.260
Bertoncelj Marta 1,676 0.128
Piskernik Jakob 1,000 0.076
Dr. Toma Suboti 10 0.001
Tratnik Gregor 340 0.026
Hudobivnik Igor 144 0.011
Smrekar Marjan 240 0.018
Kusar Igor - -
Kav i Zlatko - -
Gantar Matja - -
Management and Supervisory Board Members Number of Holding in
(term of office from 20 December 2006 until 19 Dece mber 2010) shares %
Management Board 7,736 0.589
Korde Bine 3,316 0.253
elesnik Goran 1,822 0.139
Jelov an Milan 1,509 0.115
Kajzer Marijanca 1,089 0.083
Supervisory Board 3,399 0.259
Bertoncelj Marta 1,676 0.128
Piskernik Jakob 1,000 0.076
Rozman Viktorija 426 0.032
Smrekar Marjan 240 0.018
Bohori Janez 57 0.004
Podplatnik Peter - -
Kav i Zlatko - -
Resman Miha - -
Novak Habot Zvonka - -
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Statement on Conformity of Merkur's Corporate Syste m with the Corporate
Governance Code

The Management Board of Merkur, d. d. approves of the amendments of 5 February 2007 to the
stipulations and principles of the Corporate Governance Code, and believes that the implementation of
these will help improve corporate governance in all public companies.

Merkur, d. d. is convinced that the company fulfils the majority of stipulations and principles of the
Corporate Governance Code in its everyday business and the relations with buyers, business
partners, employees, owners, and other representatives of the financial public. However, there are
certain stipulations of the Corporate Governance Code which are not closely observed by the
company. Merkur, d. d. herewith explains the discrepancies within the Code as follows:

Code Articles 3.4.6. and 3.4.7. on “Supervisory Boa  rd members’ liability insurance in relation to
their performance”

The company has not taken out the liability insurance for any damages caused by the performance of
the Supervisory Board members.

Code Article 3.5.5. “The company should state its d  etailed criteria of assessing the existence of
conflicts of interests and the measures to be taken to avoid them in the rules of procedure of
the supervisory board, its articles of association or in a company’'s special corporate
governance code.”

The criteria are not detailed in the rules of procedure of the supervisory board, its articles of
association or in a company’'s special corporate governance code. The Management Board of the
company informs the members of the Supervisory Board on any conflict of interests in writing.

This statement on compliance with the Corporate Gov  ernance Code refers to the Code
stipulations that entered in force on 5 February 20  07.

The company shall report on compliance with the Cor porate Governance Code in its annual
reports and at the corporate website at ~ www.merkur.eu .

Management Board of Merkur, d. d.
Supervisory Board of Merkur, d. d.

Drawn at Naklo, on 17 May 2007

Corporate Governance Code is available to the public at
www.ljse.si , www.zdruzenje-manager.si , www.zdruzenje-ns.si, and www.merkur.si
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Social Role of Merkur Group

The company’s presence, rapid growth and performance not only influence the buyers, employees
and business partners, but mark the complete environment by Merkur's presence as well. The
company is accountable for its actions to everybody involved in Merkur.

Thanks to uninterrupted and substantial investments, Merkur has been able to keep the leading
position on the domestic market and increase its market share abroad. The company has been
supporting — as far as is financially possible — groups of people or individuals in need. In this way the
company repays the society for everything that enables Merkur to work.

In 2006, the company set aside SIT 66 million, or 15% more than the year before, to support
individuals and certain groups. The largest share of financial assistance was bestowed on the
organisations and individuals who work in towns where Merkur has built its sales centres. The support
is streamlined to activities generally overlooked by other large sponsors, and often escaping the public
eye. Merkur has been supporting a series of young and upcoming athletes who have achieved top
results and promoted the sports among the younger generations. The cross-country skiers and table
tennis players from Kranj, and female basketball players from Celje are among them. Merkur is
especially proud of them because their clubs have assumed the company’s name, and have been
national champions in their respective categories for years.

Merkur has been a long-term sponsor of institutions that take care of physically and mentally disabled
children. In 2004, another donor action was launched: Drevo dobrih elja (Wishing-well Tree) . Merkur
raises funds together with the Relief Foundation for Children, our customers and suppliers. Funds are
collected for children who have developed cancer, and for prevention of other serious diseases. This
action will certainly continue.

The environmental awareness has been increasing, and in 2006 Merkur successfully introduced a
project Merkurjeva hiSa (The Merkur House). The project promotes construction of buildings that
involve the environment-friendly sources of energy to the highest degree possible. The project
Merkurjeva hiSa (The Merkur House) stimulates the construction of buildings that take the lowest toll
on the environment. The house taps the alternative sources of energy, such as solar energy and soil-
retained heat. To promote such construction, Merkur gives advice to its customers, especially on the
document preparation, selection of materials, and construction itself. The customers may come and
see the house, and then opt for ecology materials that will make the construction environment friendly.

Waste electric and electronic equipment poses a threat to the environment, in particular if it contains
lead, cadmium, and certain other hazardous substances. Merkur is among the first Slovene
companies to have started collecting and safely disposing of waste electrical and electronic
equipment. In addition to that, it has restricted the contents of hazardous substances, especially lead
and cadmium, in products sold by Merkur. The company has co-funded ZEOS, the largest Slovene
organisation for environment-friendly deconstruction of products. Merkur therefore completes its
function of an ecologically conscious company not upon the sale of a product, but only when the waste
product is safely taken apart and disposed of.

Risk Management

Present circumstances require prompt, complete and appropriate information for the correct decision
making process.

In 2006, Merkur Group upgraded its risk-management policy by preparation of a risk register. The
company has recently developed its operations substantially. Its aim is to strengthen the attained
share on the domestic market, and more than triple its scope of business abroad. Merkur furthermore
intends to gradually win the leading position on all its target markets. Systematic risk management
control is therefore inevitably necessary.

The management board, executive directors, and the internal auditors have formed a team that
carefully studies different risk control methodologies, and determines the best method for preparation
of a comprehensive risk database. The company’s management is responsible for the development
and uninterrupted performance of a system for detection and mitigation of any risk impacts.

The opted-for methods were applied to evaluate the complete system of internal controls. The Group’s

management assumes a positive attitude to establishment and use of the internal control system and
the system of moral values, and this positively influences the employees. The efficient control
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environment means that the employees are aware of their responsibilities and authorisations, respect
the Code of Ethics, and are suitable for their respective jobs. The employment mode in all parts of the
company is very efficient, the rules for human resource management are established, and the
regulations on organisation and plan of operations are respected.

The assessment of risks focused on risks identified in the past, and also on new potential risks that
might jeopardize the operation objectives. The semi-quality assessment method was applied to
evaluate the probability of identified risk occurrences and their potential impacts on operations, if such
risks were to materialise. Determination of the still acceptable risk level represented an important
phase in the risk register preparation. All identified and evaluated risks have been included in the risk
register and divided into five basic groups:

Strategic risks are connected with the too slow response to the market demands and actions of
the competitors. This group includes the lack of ability to control the assortment of goods due to its
variety, high market share in certain sales programmes or buyers, and inappropriate selection of
location.

Technological risks are connected with the uninterrupted availability of information technologies
and production machines required for smooth business processes.

Operational risks include the supplier, inventory, article, and data control.

Financial risks.

Human resource and organisational risks focus on human resource development and provision of
legal aid.

To provide adequate risk control, the risk register includes basic controls that reduce the risks to an
acceptable level. The Management Board identified 12 most common risks in observance of the
methodology described above.

Slu ba notranje revizije — Internal Audit Service has an important role in the risk control process.
According to the annual plan of activities, the body monitors the efficiency of control over the high-risk
areas entered into the risk register. To provide for the systematic risk control, Slu ba notranje revizije
— Internal Audit Service is asked to update the risk register annually.

Financial Risks

In 2006, Merkur closely observed the adopted financial policy in risk control and management. It
includes the basic guidelines for effective and systematic control over financial risks.
The active risk management objectives are as follows:
To attain stability of operations and decrease the degree of risk exposure to an acceptable level;
To increase the market value of the Merkur Group, its competitiveness and credit rating;
To improve the predictability of cash flow and profit;
To alleviate the effects of exceptional loss or damage sustained.

The financial risk consists of the following risk groups:

- Credit risk indicates any risk that customers or other business partners might fail to settle their
liabilities to the company thus reducing the company’s economic benefits;
Market risk includes the interest risk, foreign exchange risk, inflation risk, liquidity risk, risk of
changes in the prices of market prices of securities;
Insolvency risk represents the short-term and long-term inability to settle the liabilities on time.

Credit Risk

Merkur and Merkur Group have adopted effective credit risk management policies, including the
regular monitoring of outstanding receivables, limiting exposure to individual customers, offering
incentives for early settlements, charging penalty interest, receivable collateral and receivable
collection policies. Merkur is aware that an over-strict credit risk policy could reduce the
competitiveness of the company, resulting in the loss of certain customers and revenues.

The same principles of receivable control and the related risk control apply for Merkur and all its
subsidiaries.

To minimise exposure to the credit risk, the company applies a fully elaborated and uniform credit
system, including:
Upon the conclusion of any contract, any future receivables must be insured. Credit rating of a
new customer is evaluated by the Credit Rating Department. Credit rating is estimated according
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to the quantitative indicators obtained in the business process (including solvency), financial
statement ratios, and assessment of quality based on the information provided by sales agents,
managers, etc.

Collaterals must be obtained, including mortgages, securities, bank guarantees, or letters of credit,
for any receivable exceeding SIT 30 million.

Collateralisation of receivables to customers abroad must be obtained from insurance companies
in addition to letters of credit and bank guarantees.

Systematic receivable control is performed by a commission which meets once a month to discuss
financially indebted entities, and by a credit committee, which discusses large receivables
exceeding SIT 100 million.

Maximum limit for long-term and established partners in observance of credit rating assessment,
turnover amount, and payment discipline in the past relative to the insurance amount and quality
must be determined.

Credit limit must be determined for new clients in observance of their credit rating and collaterals.
The established receivable collection procedure must be observed in collection of any receivables
to customers, including the enforced claims.

The Merkur Group’s management believes that, thanks to the above stated measures, the exposure to
credit risk is low.

Interest Risk

The interest risk represents a risk that the value of the financial instrument might fluctuate due to
changes in market interest rates. The trend started at the end of 2005 continued in 2006, and key
interest rates kept growing continuously. The company continually adjusted the interest rates arising
from assets to the interests arising from equity and liabilities, and established that the balance sheet —
as far as financing is concerned — is capable of absorbing the mid-term expected changes of interest
rates. For that reason, Merkur did not opt for protection with derivatives. For all the above stated
reasons, management of the Merkur Group believes that exposure to the interest risk is moderate.

Currency Risk

The currency risk presents a risk that the economic benefits of the company may fluctuate as a result
of changes in the value of foreign currency rates. In 2006, the Merkur Group identified two basic
currencies because of unbalanced currency positions: EUR/SIT. Other significant currency pairs were
determined by the geographical location of the subsidiaries abroad and were as follows: EUR/HRK,
EUR/CSD, and EUR/CZK. The basic currency pair EUR/SIT did not present any significant
discrepancies from the par exchange rate, and the exposure to currency risk was considered to be
immaterial. However, the exposure to currency risk in Croatia, Serbia, Montenegro and the Czech
Republic was slightly higher due to higher volatility of the euro in comparison to the domestic currency
on those markets. Although moderate, the exposure to currency risk was still low, if the entire
business share in the Merkur Group is considered. Merkur has curtailed the exposure by integration of
the exchange rate into the difference in price, by natural protection, i.e. balance between sales and
purchases, optimum settlement of inflows and outflows, and by obtaining loans in local currencies.
The management of the Merkur Group believes that because of the aforesaid measures the exposure
to the currency risk is moderate.

Insolvency Risk

The insolvency risk presents a risk that the company may have difficulties in obtaining sufficient funds
to settle its financial obligations. The limited risk is controlled by the active liquidity management policy
that eliminates any discrepancies between the cash inflows and outflows including the following
measures:

A system of limits specifying the lowest amount of cash and high liquidity assets that must at all
times be available and at the company’s disposal,

Treasury function — as a centralised management of cash transactions it ensures short and long-
term liquidity,

Dispersed external sources of funds,

Dispersed liability maturity dates,

Credit risk management policy ensuring regular settlement of receivables,

Credit lines available at the banks enabling the withdrawal of funds as and when the need arises,
The opportunity to activate short-term financial investments.
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Constant in-flow of retail payments, which represent 20% of the revenue total, makes the risk
management easier. In observance of all the applied risk-control measures, the management of
Merkur Group believes that exposure to insolvency risk is low.

Inflation Risk

The Merkur Group ties any increase in purchasing prices to selling prices. In addition to that, the
countries with Merkur subsidiaries outside the European Union have been trying very hard and
successfully to limit and decrease their inflation rates. The Management Board therefore believes that
exposure to the inflation risk is low.

Internal Audit Service

Internal audit in Merkur Group is outlined in Listina in Pravilnik o delovanju (Charter and Rules on
Internal Auditing) and complies with Standardi notranjega revidiranje (Internal Auditing Standards).
Internal auditors carry out their work in compliance with the annual plan and in co-operation with the
Management Board. The aim of assurances and consultancy is to enhance risk control. Internal audit
may be carried out to ascertain whether the risks are properly identified and controlled, and to
establish whether the operations comply with the regulations and system documents, and also
whether the business is efficient and effective.

The system of internal control covers all key risks encountered by the company in business
operations, financial reporting, and compliance with the legal provisions and regulations. The internal
control system is a set of planned and systematic procedures and methods that allow for:

Accuracy, reliability and completeness of information and evidence;

Production of accurate and true financial statements;

Protection of property and reputation, prevention and early detection of errors and fraudulent
actions in company performance; and

Close observation and execution of regulations and principles determined in the company acts.

Only an appropriate internal control system can bring the already determined risks to an acceptable
level, so the responsibilities of the internal auditors are to ascertain the establishment, suitability and
functioning of the internal controls.

In 2006, two regular internal audits and three follow-ups were planned and carried out. In observance
of the estimated timing, 60 days were planned to carry out the extraordinary internal audits. Six reports
were issued and passed by the Management Board, including eighty recommendations.

The Internal Audit Service has set up a system to monitor the fulfilment of recommendations. It has
been established that more than 30% of all recommendations have already been fulfilled. In addition
to the internal auditing of business operations and different organisational units in the parent and
subsidiaries, one of the primary responsibilities of the internal auditing service in 2006 was to assist in
production of the risk register, which is a very effective tool in risk management process.

Marketing Trends
Effects of Marketing Trends on Business in 2006
Slovenia

In 2006, Slovenia was economically highly active especially in the second half of the year. The
economic growth recorded a 3.9% increase in 2005, and reached a 5.2% rise in 2006. In 2006, the
domestic consumption went up by 3.3%.

The inflation rate at the end of 2006 reached 2.8%, and was by 0.5 percentage point higher than in
2005. The average annual inflation rate, however, equalled the 2.5% level of 2005. Also in 2006, the
prices of services rose more sharply than the prices of goods.

Manufactured goods went up by 2.3% on average. The increase in prices was most substantial in
manufacturing, and went up significantly in industries embraced by certain of Merkur's business
suppliers: manufacturers of basic metals and fabricated products (by 9.1%), manufacturers of non-
metallic mineral products (by 7.4%), manufacturers of furniture (by 6.9%), manufacturers of rubber
and plastic products (by 5.3%).
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In 2006, the volume of industrial production increased on average by 7%. As far as the partners of
importance to Merkur are concerned, the most significant rise was noted in the manufacture of
electrical and optical equipment. Last year that industry continued its successful growth started in the
past, and reached a 15.8% increase. It was followed by a 13.2% growth in manufacture of chemicals,
products and man-made fibres, a 12.3% advance in manufacture of basic metals and fabricated
products, and an 8.9% increase in manufacture of machinery and equipment.

Total value of construction put in place went up in real terms by 15.3%, and from that civil engineering
saw a 16.8% rise, mainly thanks to the construction of roads, whilst the construction of buildings went
up by 14%. High growth was also possible thanks to good weather conditions.

Retail sales revenue grew by 6.1% in real terms. The non-food items revenues advanced by 6.5%,
and the increase was the sharpest in sales of furniture, household appliances, and construction
materials. The number of shops and the size of sales areas continued to grow. Foreign dealers in non-
food items already present in our country did not increase their sales capacities in Slovenia last year,
but Hofer, a new foreign discount dealer, entered the Slovenian market with 29 new shops last year.
The company basically deals in food, beverages, and items for hygiene, but twice a week it also offers
a selection of electrical apparatuses and other non-food items. The sales of IT products, audio and
video appliances still continue to grow, and the consumers have embraced foreign trends prevailing in
home and garden decoration, and in leisure.

Croatia

At present, the Croatian market is the second most important to Merkur Group, and the company’s
sales network now includes eight retail sales centres and one steel centre there. In 2006, the
economic growth in Croatia advanced faster than the year before, and was estimated at between
4.6% and 4.9%. Construction, transport and communications, financial intermediation, and real estate
business contributed most to the growth.

In 2006, the inflation rate amounted to 3.2%, and this was by 0.1 percentage point less than in 2005.
Similarly to 2005, prices of technical goods for domestic and industrial consumption either dropped, or
grew only insignificantly: small household appliances went up by 1.6%, and tools and accessories by
1.2%, whilst major household appliances went down by 0.3%, and audio appliances, photographic
equipment, computer software and hardware by 5.8%.

The prices of industrial products increased on average by 2.9%, and in processing industries by 2.3%.
The highest 13.4% rise in prices of technical goods was noted in manufacture of electrical machinery
and apparatus. In other branches, the increase reached 4.3% in manufacture of basic metals and
fabricated products, 2.4% in manufacture of furniture, and 2.2% in manufacture of chemicals, products
and man-made fibres.

At the beginning of 2006, the industrial production stabilised, and then the growth accelerated towards
the end of the year. In comparison to 2005, it recorded a 4.5% advance on the annual level. The
production saw the sharpest 8.9% increase in durable items for wide consumption that are also
marketed by Merkur.

The construction industry saw a 9.3% increase, and in terms of value construction put to use
exceeded the 2005 level by 23%. Construction of buildings prevailed, and more than 7,100 new
dwellings were built, or 56% more than in 2005.

In 2006, the positive trends continued in retail. Slightly less favourable results were recorded only in
the second quarter of the year because of the drop in sales of motor vehicles. Trade went up in
general by 4.8% nominally, and by 2.1% in real terms respectively. Sales of furniture and other
household items went up by 3.4%, sales of electric machines and apparatus saw a 1.5% growth, and
hardware, paints and varnishes, glass and glass products went up by 4%.
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Serbia

Merkur intends to strengthen its appearance on the Serbian market as well. This is the third significant
market where the company intends to win the leading marketing position and build several new sales
centres. In 2006, the economic growth in Serbia attained a 5.8% increase, which was somewhat less
than in 2005. The highest increase was recorded in transport and communications, financial
intermediation, and construction industries.

The annual inflation rate reached 12.7%. The prices went up significantly in agriculture, which holds
an important place in Serbian economy. Like in other countries, the prices of services saw a sharper
increase than the prices of goods. The prices of industrial products went up by 13.3% at the
manufacturers’.

The number of unemployed decreased by 8%, and the rate of unemployment, which reached 32.6% in
2005, fell to 26.6%. Average gross salaries and wages were by 20% higher in December 2006 than
the year before, and amounted to EUR 523.

In 2005, the volume of industrial production went up by a mere 0.8%, whereas in 2006 the volume
increased by 4.7%. Of industrial production, the manufacturing attained the highest growth of 5.3%,
and of that the following industries saw the sharpest increase: manufacture of furniture and similar
products (65.5%), manufacture of chemicals, products and man-made fibres (8.3%), and in
manufacture of non-metallic mineral products and construction materials (6.6%).

Construction industry also grew significantly. The number of working hours remained the same, but
the number of construction workers dropped, and the number of completed works rose, so the
productivity increased.

The retail trade saw a 7.9% increase in 2006, whilst the wholesale trade went up by a substantial
13.3%. Similarly to 2005, the sales of pharmaceutical, medicinal, and cosmetic products and items for
personal hygiene went up the most, and were followed by sales of food, beverage and tobacco, other
retail sales, and sales from general stores.
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Analysis of Business Performance of Merkur Group an d Merkur, d. d.

Summary on Business Performance in 2006

Merkur Group was very successful in 2006. The Group’s sales amounted to almost one billion euro. In
comparison to 2005, the Group’s net profit increased by 44%. The Group recorded such substantial
advance thanks to the increase in sales and gross profit from sales, slower growth in costs, net effect
of other operating income and expense, and net effect of the downstream merger of Sava Trade with
the Group. The employees worked well and were rewarded for their efficiency with above-average
payments, so labour costs accelerated faster than the number of employees and much faster than
other costs. Even so, the growth of costs lagged slightly behind the revenues. Return on equity of the
Group exceeded 11%. The business results achieved in 2006 prove the correctness of the
development plans for Merkur Group. In the future, Merkur aims to further pursue its strategy and
achieve even better results, strengthen its leading position among the competitors on the markets of

South-Eastern Europe, and improve the renown of the Merkur trademark in wider Europe.

1. Operating Performance of Merkur Group

Survey of the Data Based on the Consolidated Income

in SIT thousand

Statement of Merkur Group

ltem 2006  Plan 2006 2005 Index Index
1 2 3 4=1/2 5=1/3
OPERATING INCOME 244,836,303 222,193,000 190,847,249 110.2 128.3
SALES REVENUE 239,407,387 221,463,000 187,824,468 108.1 1275
Other operating income 5,428,916 730,000 3,022,781 743.7 179.6
GROSS PROFIT FROM SALES 43,926,721 41,510,000 34,953,097 105.8 125.7
OPERATING COSTS 40,545,177 36,980,000 33,933,080 109.6 1195
Costs by nature 38,120,960 36,240,000 31,803,672 105.2 119.9
Costs of materials 1,951,862 1,827,000 1,764,566 106.8 110.6
Costs of services 14,803,825 14,225,000 12,764,115 104.1 116.0
Labour costs 17,942,175 16,526,000 14,107,945 108.6 127.2
Amortisation and depreciation expense 2,822,378 3,130,000 2,544,029 90.2 110.9
Other costs and long term provisions 600,720 532,000 623,017 112.9 96.4
Other operating expenses 2,424,217 740,000 2,129,408 327.6 113.8
OPERATING PROFIT OR LOSS FROM
SALES 8,810,460 5,260,000 4,042,798 167.5 217.9
Financial revenue 4,130,868 3,061,000 3,673,957 135.0 112.4
Financial expenses 6,840,799 4,097,000 3,078,205 167.0 222.2
NET FINANCIAL REVENUE /
EXPENSES -2,709,931 -1,036,000 595,752 261.6 -
PROFIT OR LOSS BEFORE TAX 6,100,529 4,224,000 4,638,550 144.4 131.5
Income tax expense 920,203 590,000 1,050,325 156.0 87.6
NET PROFIT OR LOSS 5,180,326 3,634,000 3,588,225 142.6 144.4
Average number of employees 3,821 3,941 3,406 96.9 112.2

OPERATING INCOME

SALES REVENUE

At the end of business year 2006, Merkur Group’s sales revenues totalled a little less than one billion
euro. The Group exceeded the plan by 10%, and the 2005 sales revenues by 25% respectively. As far
as the structure is concerned, the wholesale was above average in sales of ferrous and non-ferrous
metal products, and chemical products and paper. The latter increased mostly thanks to the merger
with Sava Trade. Net profit from sales grew slightly slower than sales revenue. The sales of ferrous
and non-ferrous metal products represented almost 33% of net sales revenues of the Group, and the
consumer goods a little less than 25% respectively.
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OTHER OPERATING REVENUES

Other operating revenues in total of SIT 3.2 billion were generated by the reversal of negative goodwill
connected with the acquisition of Sava Trade. They are to be judged in combination with financial
expenses related to losses and impairments on financial assets, the majority of which were accrued in
relation to Sava Trade, and nearly equalled operating revenues. Other operating revenues were
generated mostly by sales of investment property and fixed assets.

GROSS PROFIT OR LOSS FROM SALES

Gross profit or loss from sales increased by a little more than 25% in comparison to 2005, and
exceeded the 2006 plan by 6%.

OPERATING COSTS
COSTS

Merkur Group's costs were lower in 2006 than the year before, and did not grow as much as the gross
profit from sales. Distribution expenses represented 77% of the cost total, and administrative
expenses 23% respectively. In terms of cost structure, labour costs represented 47%. Their growth in
comparison to total costs was above the average, but they increased slightly less than sales revenues.
Costs of services with their 39% share came second among the costs. Costs of materials, costs of
amortization and depreciation, and other costs contributed to the remaining 14% of the cost total. The
average labour costs per employee increased by more than 13% in comparison to the year before
thanks to the real growth in salaries and wages of 2006.

OTHER OPERATING EXPENSES

Adjustments of receivables added to 72%, and the revaluation of inventories to their realisable value
presented 16% of other operating expenses.

OPERATING PROFIT OR LOSS FROM SALES

In 2006, Merkur Group more than doubled its operating profit from sales in comparison to the year
before, and it exceeded the plan by 68% because the expenses lagged behind the income.

FINANCIAL REVENUE AND EXPENSES

Interest income reached fifty per cent of total financial revenue, from which interests related to
accounts receivables amounted to SIT 1.1 billion, and the remaining 50% consisted of foreign
exchange gains and gains on disposal of financial assets.

Losses and impairment losses on financial assets (less than SIT 3 billion on Sava Trade), and interest
expenses added to more than 80% of financial expenses. The remaining 20% included foreign
exchange losses and losses on financial assets.

PROFIT BEFORE TAX AND PROFIT OR LOSS FROM OPERATION S

Merkur Group’s profit before tax amounted to SIT 6.1 billion and that was 32% more than the year
before, or slightly less than 50% above the plan.

After the deduction of income tax expense in the amount of SIT 920.2 million, Merkur Group’s profit
from operations reached SIT 5.2 billion, or almost 50% more than planned, and also more than in
2005. Merkur Group performed very well thanks to increase in sales, effective cost control, expansion
of its sales network on the markets of South-Eastern Europe, synergies attained by the acquisition of
Sava Trade, and improved economizing, productivity and profitability of operations.
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2. Assets, Equity, and Liabilities of Merkur Group as at 31 December 2006

in SIT thousand

Item 31 Dec. 2006 31 Dec. 2005 Index
Property, plant, equipment and intangible assets 53,099,463 45,055,814 117.9
Financial assets, investment property and other non-current assets 21,642,514 23,373,379 92.6
Total non-current assets 74,741,977 68,429,193 109.2
Inventories 40,153,762 32,672,584 122.9
Current financial assets and cash at bank 19,321,898 7,932,638 243.6
Current trade and other receivables and other assets 53,685,968 43,081,943 124.6
Total current assets 113,161,628 83,687,165 135.2
TOTAL ASSETS 187,903,605 152,116,358 123.5
Total equity of the majority holder 52,369,364 43,026,632 121.7
Minority interest 32,983 27,830 1185
Total equity 52,402,347 43,054,462 121.7
Total non-current liabilities 27,345,054 23,624,869 115.7
Total current liabilities 108,156,204 85,437,027 126.6
Total liabilities 135,501,258 109,061,896 124.2
TOTAL EQUITY AND LIABILITIES 187,903,605 152,116,358 123.5

TOTAL EQUITY AND LIABILITIES

As at 31 December 2006, total equity and liabilities of Merkur Group amounted to SIT 187.9 billion,
which was 23% more than at the end of 2005. The changes in balance sheet statement reflected the
changes in income statement. The increase in receivables and inventories was similar to the increase
in net revenues, but liabilities lagged behind.

ASSETS

Current assets represented 60% of assets and totalled SIT 113.2 billion, whilst non-current assets
formed the remaining 40% and amounted to SIT 74.7 billion. Property, plant, equipment, and non-
current financial assets represented 90% of non-current assets. Current operating receivables
represented almost 50% of total current assets, and inventories more than 33% respectively. Merkur
Group's liquidity was excellent at the end of 2006, so the company deposited a certain amount of
assets as short-term deposits at bank, which are presented at current financial assets.

EQUITY AND LIABILITIES

In 2006, Merkur Group’s equity amounted to 28% of the balance sheet total, and grew by 22% in
comparison to the year before. Equity financing was 72%, from which non-current liabilities
represented 20% and current liabilities 80% respectively. Higher indebtedness of Merkur Group at
banks occurred mostly because the Group exceeded its business plans and grew very fast, but also
due to rapid turnover of receivables to suppliers, which lagged behind the revenue increase.

INVESTMENTS

At the end of 2006, the Group’s property, plant, equipment and intangibles were valued at SIT 53
billion, and represented 28% of total assets. Net value of investments required in everyday business
amounted to SIT 5.6 billion. Merkur, d. d. invested the most, and was followed by its subsidiaries in
Serbia, Croatia, Bosnia and Herzegovina. The companies invested the largest part of their funds to
expand their sales network in Slovenia and South-Eastern Europe, and were used to acquire new
sites, build and equip new sales centres. The entity opened new sales centres in Ptuj, Velenje, Lesce,
and new warehousing facilities for metal products in Rijeka (Croatia), and Sarajevo (Bosnia and
Herzegovina). The company started preparing everything necessary for construction of sales centres
at new sites in Maribor, Murska Sobota, Koper, Vi m arje, and Skofja loka — all in Slovenia, and abroad
in Zagreb, Split, Novi Sad, Beograd, and Sarajevo.
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3. Cash Flow of Merkur Group for the Period from 1

January 2006 until 31 December

2006

in SIT thousand
Iltem 2006 2005 Index
CASH FLOW FROM OPERATING ACTIVITIES
Profit or loss for the period 5,180,326 3,588,225 144.4
Adjustments for non-cash items in profit or loss 3 ,661,470 2,652,400 138.0
Change in net working capital and provisions -15,3 77,444 6,256,800 -
Net cash flow from operating activities -6,535,648 12,497,425 -
CASH FLOW FROM INVESTING ACTIVITIES
Net cash flow from investing activities -10,643,236 -2,498,614 426.0
CASH FLOW FROM FINANCING ACTIVITIES
Net cash flow from financing activities 17,041,765 -8,754,237 -

Cash flow from operating activities was negative due to the increase in working capital. The
advance in inventories and receivables followed the increase in business, but liabilities to suppliers
increased much slower. This happened because changes in working capital categories were

temporarily not in harmony.

Cash flow from investing activities  mirrors the substantial effect of depositing cash surplus with the

banks at the end of 2006.

Cash flow from financing activities  reflects financing the business and investment increases.

4. Ability To Generate Added Value

Added Value per Employee and Generating Cash Flow

in SIT thousand

Index

Item 2006 Plan 2006 2005 Plan=100 2005=100
ADDED VALUE * 26,365,682 24,916,000 20,694,772 105.8 127.4
Added value per employee 6,900 6,322 6,076 109.1 113.6
Labour cost per employee 4,696 4,193 4,142 112.0 113.4
EBITDA (profit from operations, depreciation

and amortization) 8,423,507 8,390,000 6,586,827 100.4 127.9
EBITDA / Average financial funds engaged

in operations 17.87% - 9.14% - 1955
Profit from operations (EBIT) 5,601,129 5,260,000 4,042,798 106.5 138.5
Profit or loss from operations / Average
financial funds engaged in operations 11.88% - 5.61% - 211.8
Profit before taxes (EBT) 5,883,368 4,224,000 4,638,550 139.3 126.8
Profit before taxes / Average equity in the

period 12.47% - 11.36 - 109.8

*Added value is calculated as the difference between the operating income and the sum of cost of goods, materials services,
other costs, and other operating expenses. (Operating income does not include earnings from reversal of negative goodwill of

Sava Trade).

Two items, profit from operations and earnings before taxes, exclude earnings from reversal of
negative goodwill of Sava Trade. Furthermore, earnings before taxes do not include losses from

impairment of financial assets of Sava Trade.
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Efficiency of Operating Profit at the Level of Tota | Profit or Loss from Operations

in SIT thousand

Index

Item 2006  Plan 2006 2005 Plan=100 2005=100
Profit or loss for the period 5,174,715 3,634,000 3,588,225 1425 144.4
Return on equity - ROE: (profit or loss for the period /

average equity exclusive of profit or loss for the period) -

% p.a. 11.37 8.3 9.04 136.9 125.8
Return on assets - ROA: (profit or loss for the period /

average assets) - % p.a. 2.88 2.69 2.39 107.2 120.5
Return on sales - ROS: (profit or loss for the period / net

sales revenue - % p.a. 2.16 1.64 1.91 131.8 113.3

Return on equity (ROE) of Merkur Group increased by 2.33 percentage points in comparison to the
year before because of high increase in profit from operations for the period. Return on assets (ROA)
went up by 0.5 percentage points in comparison to the year before. Total assets increased by 23.5%.
They grew slower than profit from operations for the period, which went up by 44.4%. Return on
sales (ROS) indicates net sales profitability, and is similar to ROA. In 2006, this indicator advanced by
0.24 percentage points in comparison to the year before. The company created more profit from
operations per sales unit in the period than the year before. Changes in ROS are negatively
conditioned by the increase in wholesale in relation to the growth of sales, and so the composition of
sales revenue does not make interim comparison possible.

Economic Added Value — EVA
in SIT thousand

2006 2005
EVA from regular operations 2,894,457 533,608
EBIT 5,601,129 4,042,798
Interests receivable from buyers in relation to trade and other
receivables 1,232,564 1,248,841
Tax expense 920,203 1,050,325
Value generated in regular operations 5,913,490 4,241,314
Average sum of equity and financial liabilities 112,582,098 100,202,515
Average investments in financial investments and cash 65,446,536 28,138,251
Average financial funds engaged in operations 47,135,563 72,064,264
Weighted cost of financial funds 6.41% 5.15%
Cost of financial funds engaged in operations 3,019,033 3,707,706

in SIT thousand

2006 2005
EVA from total operations 227,760 88,729
Profit from operations for the period 5,180,326 3,588,225
Average equity for the period 47,167,292 40,827,443
Projected return on equity 10.50% 8.57%
Cost of equity for the period 4,952,566 3,499,495

Economic Value Added (EVA) is a financial performance indicator that exposes profit

after the

deduction of opportunity costs, including debts and equity costs. In calculating EVA from regular
operations, the performance and engaged financial funds did not include the effects of financial
investments and the financial performance of Merkur Group, which were not connected with funding of
the basic activity of the company. Weighted cost of capital was considered, as well as liabilities and
effects of regular activities. The performance is presented objectively, both in absolute terms and in
terms of growth. The calculation observed higher costs of engaged funds because of interest rate
increase in 2006. EVA from total operations relates net profit for the period, which is a part of equity,
and the annual average of total capital engaged for each year separately. Minimum required return on
equity for each separate year was observed in costs of funding sources.
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Ratios of the Merkur Group

Ratio 31 Dec 2006 31 Dec 2005 Index
Profitability ratios

Net return on equity ratio - ROE:

(net profit for the accounting period / average equity (without net profit or

loss for the accounting period) — in % p.a. 11.37 9.04 125.8
Net return on assets ratio - ROA:

(profit or loss for the accounting period / average assets) —in % p.a. 2.88 2.39 1205
Gross profit rate:

(gross profit / operating revenue) —in % 18.35 18.61 98.6
Total revenue net profitability rate:

(profit or loss for the accounting period / total revenue) — in % 2.08 1.84 112.8
Financing state ratios

Equity financing rate:

(equity / liabilities) — in % 27.88 28.30 98.5
Long-term financing rate:

((equity + long-term liabilities) / liabilities) — in % 42.44 43.83 96.8
Financial strength ratio:

(long-term liabilities / average equity) 0.580 0.579 100.2
Investment ratios

Operating fixed assets rate:

(non-current assets without receivables / assets) —in % 38.87 44.02 88.3
Long-term assets rate:

(non-current assets / assets) — in % 39.77 44.98 88.4
Investment assets rate:

((Long-term and short-term investments + investment property / assets)

—in% 17.73 14.72 1204
Horizontal financial structure ratios

Equity to fixed assets ratio:

(equity / (property + intangible assets + assets held for sale)) 0.987 0.956 103.3
Acid test ratio:

(liquid assets / short-term liabilities) 0.024 0.032 75.9
Quick ratio:

(current assets without inventories / short-term liabilities) 0.675 0.597 1131
Current ratio:

(current assets / short-term liabilities) 1.046 0.980 106.8
Operating efficiency ratios

Operating efficiency ratio:

(operating revenue / operating expenses) 1.037 1.022 1015
Total revenue per employee (in thousands of SIT) 65,158 57,111 1141
Net profit per employee (in thousands of SIT) 1,354 1,052 128.7
Value added per employee (in thousands of SIT) 7,740 6,076 127.4
Turnover ratios and solvency ratios

Inventory turnover ratio 3.87 3.26 118.9
Receivables turnover ratio 3.60 285 126.0
Payables turnover ratio 2.20 1.85 118.9
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1. Operating Performance of Merkur, d. d

Survey of Data Based on the Income Statement of Mer  kur, d. d.
in SIT thousand

Item 2006  Plan 2006 2005 Index Index
1 2 3 4=1/2 5=1/3
OPERATING INCOME 192,363,021 173,450,538 155,620,907 110.9 123.6
Sales revenue 191,362,180 173,450,538 153,819,695 110.3 124.4
Other operating income 1,000,841 0 1,801,212 - 55.6
GROSS PROFIT FROM SALES 32,042,947 29,694,293 26,447,115 107.9 121.2
OPERATING COSTS 28,103,003 25,576,632 24,942,336 109.9 112.7
Costs by nature 26,543,699 25,131,226 23,235,491 105.6 114.2
Costs of materials 1,440,834 1,381,119 1,367,232 104.3 105.4
Costs of services 9,671,873 9,237,557 8,394,039 104.7 115.2
Labour costs 13,150,812 12,038,960 11,092,147 109.2 118.6
Amortisation and depreciation expense 1,899,832 2,123,080 1,892,966 89.5 100.4
Other costs and long term provisions 380,348 350,510 489,107 108.5 77.8
Other operating expenses 1,559,304 445,406 1,706,845 350.1 91.4
OPERATING PROFIT OR LOSS FROM SALES 4,940,785 4,117,661 3,305,991 120.0 149.4
Financial revenue 2,723,195 2,920,511 2,657,330 93.2 102.5
Financial expenses 3,837,214 3,554,933 2,584,805 107.9 148.5
NET FINANCIAL REVENUE / EXPENSES -1,114,019 -634,422 72,525 175.6 -
PROFIT OR LOSS BEFORE TAX 3,826,766 3,483,239 3,378,516 109.9 113.3
Income tax expense 769,904 568,608 597,555 135.4 128.8
PROFIT OR LOSS FROM OPERATIONS 3,056,862 2,914,631 2,780,961 104.9 109.9
Average number of employees 2,602 2,642 2,467 98.5 105.5

OPERATING INCOME AND GROSS PROFIT FROM SALES

In 2006, Merkur’'s sales revenue totalled almost 25% more than the year before, and exceeded the
plan by more than 10%. In 2006, Merkur, d. d. acquired Sava Trade, and in the same year merged its

commerce into its own system.

Other operating income
investment properties, plant and equipment.

In comparison to 2005, gross operating profit from sales

comparison to 2005.

OPERATING COSTS AND PROFIT OR LOSS FROM OPERATIONS

totalled one billion SIT, and mostly represented gains on disposal of

increased by more than 20% in

Operating costs amounted to a little less than 83% of gross profit from sales. Their growth lagged by
7 index points behind the growth of gross profit, which indicates that operations became more

economical in 2006.

In other operating expenses

inventories to their realisable value amounted to 75% of the remaining portion.

In comparison to 2005, profit from operations

FINANCIAL REVENUE AND EXPENSES

write-offs of receivables represented 80%, and revaluation of

in 2006 went up by almost 50% thanks to a substantial
net operating revenue increase and slower cost growth.

Interest received represented more than 65% of financial revenue , from that interest income from
trade and other payables amounted to SIT 1.2 billion, and a little less than 23% consisted of dividends
received in relation to financial investment.

More than 34% of financial expenses went to losses and impairments on financial assets, and the
remaining part included interest expenses and exchange rate losses.
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PROFIT OR LOSS BEFORE TAX AND PROFIT OR LOSS FROM O PERATIONS

In comparison to 2005, profit before tax increased by 13% and exceeded the plan by 10%. It

amounted to SIT 3.8 billion.

After the deduction of tax on profit in total of SIT 770 million, profit from operations reached SIT 3.1

billion, and exceeded the 2005 figure and the 2006 plan.

2. Assets, Equity and Liabilities of Merkur, d. d.,

as at 31 December 2006

in SIT thousand

31 31
December December
Item 2006 2005 Index
1 2 3=1/2
Property, plant, equipment and intangible assets 39,174,505 35,143,935 1115
Financial assets, investment property and other non-current assets 37,465,031 31,185,075 120.1
Total non-current assets 76,639,536 66,329,010 115.5
Inventories 26,872,433 21,692,604 123.9
Current financial assets and cash at bank 16,903,584 5,772,963 292.8
Current trade and other receivables and other assets 57,591,197 44,783,466 128.6
Total current assets 101,367,214 72,249,033 140.3
TOTAL ASSETS 178,006,750 138,578,043 128.5
Total equity 50,961,370 44,152,966 115.4
Total non-current liabilities 25,505,609 20,078,251 127.0
Total current liabilities 101,539,771 74,346,826 136.6
Total liabilities 127,045,380 94,425,077 134.5
TOTAL EQUITY AND LIABILITIES 178,006,750 138,578,043 128.5
3. Cash Flow of Merkur, d. d. in the Period from 1 January 2006 until 31 December
2006
in SIT thousand
Item 2006 2005 Index
CASH FLOW FROM OPERATING ACTIVITIES
Profit or loss for the period 3,056,862 2,780,961 109.9
Adjustments for non-cash items in profit or loss 4 ,378,517 2,636,936 166.4
Change in net working capital and provisions -10,9 02,980 5,839,715 -
Net cash flow from operating activities -3,458,601 11,257,612 -
CASH FLOW FROM INVESTING ACTIVITIES
Net cash flow from investing activities -19,957,83 4 -3,558,328 560.9

CASH FLOW FROM FINANCING ACTIVITIES
Net cash flow from financing activities

23,300,425 -7,244,363

Cash flow from operating activities was negative due to the increase in working capital. The
advance in inventories and receivables followed the increase in business, but liabilities to suppliers
increased much slower. This happened because changes of working capital categories were

temporarily not in harmony.
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4. Ability To Generate Added Value and Cash Flow

in SIT thousand

Index
2006 Plan 2006 2005 Plan=100 2005=100
Added value* 19,991,429 18,279,701 16,291,104 109.4 122.7
Added value pre employee 7,683 6,919 6,604 111.0 116.3
Labour cost per employee 5,054 4,557 4,496 110.9 112.4

*Added value is calculated as the difference between the operating income and the sum of cost of goods, materials services,
other costs, and other operating expenses.

Added value increased in relation to the increased volume of operations. The calculation of added value per
employee indicates that the growth of added value per employee exceeded the labour costs per employee.

The relationships between the companies of Merkur Group are very important, but all intra-group
transactions closely follow market criteria, and it would not be rational to analyse the ability of
generating cash flow and EVA on the level of Merkur, d. d.

In accordance with the accounting principles adopted with the transition to IFRS, the benefits created
by subsidiaries are represented on the Group level, and not on the level of Merkur, d. d. — the parent,
but the increases in funds and assets invested in subsidiaries remain presented on the level of
Merkur, d. d. For this reason, the indicators of this group have to be evaluated on the level of Merkur
Group.
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3 SUMMARY OF THE AUDITED CONSOLIDATED FINANCIAL STA TEMENTS
OF THE MERKUR GROUP

Accounting policies

Merkur, trgovina in storitve, d. d., (hereinafter referred to as the »Company«) is a company domiciled
in Slovenia. The consolidated financial statements of the Company as at and for the year ended 31
December 2006 comprise the Company, its subsidiaries, and its associates (together referred to as
the “Group”).

The consolidated financial statements have been prepared in accordance with IFRS as adopted in EU
and the interpretations adopted by the International Accounting Standards Board (IASB).

The financial year is identical with the calendar year. These consolidated financial statements are
presented in the Slovene tolar (SIT), which is the controlling Company’s functional currency. All financial

information presented in SIT has been rounded to the nearest thousand.

Companies Included in Consolidation in 2006

Shareholding  Shareholding

Shareholding in % in %

Subsidiary Country since 31 Dec. 2006 31 Dec. 2005
. . Slovenia

- Kovinotehna, d. o. o., Celje 1999 100 100

- Bofex, d. 0. 0., Ljubljana Slovenia 1999 100 100

- Sava Trade, d. d., Ljubljana Slovenia 2006 100 -
- elezokrivnica SCT — Merkur, d. o. 0., Slovenia

Ljubljana * 2006 45 -

- Merkur International Zagreb, d. o. o. Croatia 1994 100 100

- Merkur Nekretnine Zagreb, d. 0. o. Croatia 2000 100 100

- Merkur International Beograd, d. o. o. Serbia 1994 100 100

- Bofex Beograd, d. o. o. Serbia 2005 100 100

- Merkur Makedonija, doo, Skopje Macedonia 1994 90.35 90.35

Bosnia and

- Intermerkur , d. 0. 0., Sarajevo Herzegovina 1998 100 99.63

- Merkur International Praha spol. S.r.o. Czech republic 1994 100 100

- Merkur - Ml Handels GmbH. Germany 1994 100 100

- Perles Merkur Italia, s.r.l., Italy 1994 100 100

* elezokrivnica SCT — Merkur, d. o. o. is an affili ated company and is included in the consolidated financial statements under
equity method.

Basis of consolidation
Subsidiaries

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to
govern the financial and operating policies of an entity so as to obtain benefits from its activities. In
assessing control, potential voting rights that presently are exercisable are taken into account. The
financial statements of subsidiaries are included in the consolidated financial statements from the date
that control commences until the date that control ceases.

In preparing consolidated financial statements, the total consolidation method is used. Under this
method, intragroup balances, including receivables and debts, income and expenses, and any
unrealised gains and losses arising from intragroup transactions are eliminated. Minority interests in
the equity and in the profit or loss of consolidated subsidiaries are accounted for separately.

Associates

Associates are those entities in which the Group has significant influence, but not control, over the
financial and operating policies. Associates are accounted for using the equity method. The
consolidated financial statements include the Group’s share of the income and expenses of an
associate, accounted for by using the equity method from the date that significant influence
commences until the date that significant influence ceases. When the Group’s share of losses
exceeds its interest in an associate, the carrying amount of that interest is reduced to nil, except to the
extent that the Group has an obligation or has made payments on behalf of the associate.
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Foreign currency translation

Transactions in foreign currencies are translated to the respective functional currency of the Group at
the exchange rate at the date of the transaction. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are translated to the functional currency at the middle exchange rate
of the Bank of Slovenia at that date. The foreign currency gain or loss on monetary items is the
difference between amortised cost in the functional currency at the beginning of the period, adjusted
for effective interest and payments during the period, and the amortised cost in foreign currency
translated at the exchange rate at the end of the period. Non-monetary assets and liabilities
denominated in foreign currencies that are measured at fair value are translated to the functional
currency at the exchange rate at the date that the fair value was determined. Foreign currency
differences arising on translation are recognised in profit or loss, except for differences arising on the
retranslation of available-for-sale equity instruments or a financial liability designated as a hedge of the
net investment in a foreign operation.

Financial statements of foreign operations

The assets and liabilities of foreign operations are translated to SIT at the exchange rate of the Bank
of Slovenia at the balance sheet date. The income and expenses of foreign operations are translated
to SIT at the mean exchange rate of the Bank of Slovenia in 2006. Upon retranslation, exchange
differences are recognised directly in equity. Since 1 January 2004, exchange differences have been
recognised in the foreign currency translation reserve.

Net investments in foreign operations

Exchange differences arising on retranslation of net investments in foreign operations are recognised
directly in equity — in translation reserve. When a foreign operation is disposed of (partially or fully),
exchange differences are recognised as a part of profit or loss on disposal. Exchange differences from
investments in foreign operations prior to 1 January 2004 are recognised as a component of
investments.

Basis of preparation of consolidated financial stat ements
Basis of measurement

The consolidated financial statements have been prepared on the historical cost basis except for the
following items that are measured at fair value:
- property,

investment property,

available-for-sale financial assets, and

share options.

Use of estimates and judgements

The preparation of financial statements requires management to make judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised and in any future periods
affected.

Estimation of fair value of financial instruments

The fair value of quoted equity securities available-for-sale is identical to the quoted uniform market
price of these securities at the balance sheet date. The fair value of non-quoted equity securities is
estimated by using a valuation model, which includes:
- recent market transactions, if available in a certain three-month period,;
purchase price paid by Gorenjska borznoposredniska dru ba;
weighted average price provided that transactions are available, though not the Group’s
transactions, whereat the lowest and the highest price in the respective three-month period are
eliminated; if there are several transactions with the same transaction price (which is to be
eliminated), then the transaction including a larger number of securities is to be eliminated,;
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minor investments, where the fair value of financial instruments cannot be determined, are
estimated at cost.

Provisions for termination pays and anniversary bon uses

In accordance with the statutory requirements and the collective agreement, the Group is liable to pay
to employees the anniversary bonuses and termination pays upon retirement. For these obligations,
long-term provisions are set up. Other liabilities in respect of pension and retirement plans do not
exist.

Provisions are determined by discounting, at the balance sheet date, the estimated future benefits in
respect of termination pay upon retirement, anniversary bonus, and financial help in case of an
employee’s death. The method of calculating provisions, based on actuarial calculation or estimation,
is applied.

If important factors impacting the amount of provisions do not change in the period from the last
calculation to the balance sheet cutoff date, a new actuarial calculation for a possible increase in
provisions is not required. Irrespective of a change in the factors, the actuarial calculation is to be
prepared at least every five years.

Impairment of assets

An impairment loss is recognised whenever the carrying amount of an asset exceeds its recoverable
amount. The carrying amounts are reviewed at each balance sheet date to determine whether there is
any indication of impairment. If any such indication exists, the asset’s recoverable amount is to be
estimated.

The recoverable amount of an asset is the higher of its fair value less costs to sell and its value in use.

If the carrying amount of an asset is reduced, an impairment loss is recognised in profit or loss for the
period, unless the asset is carried at revalued amount. Impairment loss on a revalued asset is
recognised directly against any revaluation surplus for the asset.

The recoverable amount of goodwill, an intangible asset with an indefinite useful life, and an intangible
asset not yet available for use is to be estimated at each reporting date.

When a decline in the fair value of an available-for-sale financial asset has been recognised directly in
equity and there is objective evidence that the asset is impaired, the cumulative loss that had been
recognised directly in equity is recognised in profit or loss even though the financial asset has not
been derecognised.
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Auditor’s Report for Public Reporting Purposes for

the Merkur Group
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Audited Consolidated Financial Statements of the Me

Balance Sheet of the Merkur Group as at 31 December 2006

rkur Group

in SIT thousand

Item 31 Dec 2006 31 Dec 2005 Index
Property, plant and equipment 51,200,125 44,480,021 115.1
Intangible assets 1,899,338 575,793 329.9
Investment property 3,365,330 4,744,994 70.9
Investments under equity method (investments in associates) 84,028 0 -
Non-current financial assets 16,494,690 17,154,231 96.2
Non-current trade receivables 389,544 410,550 94.9
Deferred tax assets 1,308,922 1,063,604 123.1
Total non-current assets 74,741,977 68,429,193 109.2
Inventories 40,153,762 32,672,584 122.9
Current financial assets 16,730,677 5,235,680 319.6
Income tax receivable 212,463 52,109 407.7
Current trade receivables and other assets 53,473,505 42,970,551 124.4
Assets classified as held for sale 0 59,283 -
Cash and cash equivalents 2,591,221 2,696,958 96.1
Total current assets 113,161,628 83,687,165 135.2
TOTAL ASSETS 187,903,605 152,116,358 1235
Issued capital 13,125,850 12,145,850 108.1
Capital reserves 18,380,718 15,813,118 116.2
Revenue reserves 3,716,945 3,676,355 101.1
Retained earnings 11,720,826 7,587,601 154.5
Fair value reserve 5,063,892 3,859,050 131.2
Translation reserves 361,133 -55,342 -
Total equity attributable to equity holders of the parent 52,369,364 43,026,632 121.7
Minority interest 32,983 27,830 118.5
Total equity 52,402,347 43,054,462 121.7
Non-current financial liabilities 22,004,739 18,822,486 116.9
Non-current trade payables 820,270 885,981 92.6
Deferred tax liabilities 1,783,540 1,813,293 98.4
Long-term provisions 2,736,505 2,103,109 130.1
Total non-current liabilities 27,345,054 23,624,869 115.7
Current financial liabilities 52,292,944 37,709,443 138.7
Current trade and other payables 54,927,761 47,112,595 116.6
Current tax payable 161,225 375,359 43.0
Short-term provisions 774,274 239,630 323.1
Total current liabilities 108,156,204 85,437,027 126.6
Total liabilities 135,501,258 109,061,896 124.2
TOTAL EQUITY AND LIABILITIES 187,903,605 152,116,358 1235

38



Income Statement of the Merkur Group for the Period

December 2006

in SIT thousand

from 1 January 2006 to 31

Iltem 2006 2005 Index
REVENUE 239,407,387 187,824,468 127.5
Cost of sales 195,480,666 152,871,371 127.9
GROSS PROFIT 43,926,721 34,953,097 125.7
Other operating income 5,428,916 3,022,782 179.6
Distribution expenses 29,006,355 24,506,222 118.4
Administrative expenses 9,114,605 7,297,450 124.9
Other operating expenses 2,424,217 2,129,409 113.8
OPERATING PROFIT 8,810,460 4,042,798 217.9
Financial income 4,130,868 3,673,957 112.4
Financial expenses 6,840,799 3,078,205 222.2
NET FINANCE COSTS -2,709,931 595,752 -
PROFIT BEFORE TAX 6,100,529 4,638,550 131.5
Income tax expense 920,203 1,050,325 87.6
PROFIT FOR THE PERIOD 5,180,326 3,588,225 144.4
Equity holders of the parent 5,174,715 3,584,153 144 .4
Minority interest 5,611 4,072 137.8
Earnings per share (in SIT) 4,017 2,951 136.1
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Cash Flow Statement of the Merkur Group for the Per

December 2006

in SIT thousand

iod from 1 January 2006 to 31

Iltem 2006 2005 Index
CASH FLOWS FROM OPERATING ACTIVITIES

Profit or loss for the period 5,180,326 3,588,225 144.4
Adjustments for: 3,661,470 2,652,400 138.0
Depreciation of property, plant and equipment 2,642,701 2,394,086 1104
Amortisation of intangible assets 179,677 149,943 119.8
Impairment of assets 2,153,756 1,729,283 1245
Gain / Loss on disposal of property, plant and equipment -1,754,291 -2,233,483 78.5
Income from reversal of negative goodwill -3,209,331 0 -
Investment income / expenditure 654,707 -2,593,123 -
Foreign exchange gain / loss -589,444 -197,586 298.3
Financial expenses 2,644,668 2,194,957 120.5
Increase in long-term provisions 18,824 157,998 11.9
Income taxes paid 920,203 1,050,325 87.6
Change in net operating current assets and provisio ns -15,377,444 6,256,800 -
Increase in trade and other receivables -8,867,581 -3,110,559 285.1
Increase / Decrease in inventories -6,412,730 640,580 -
Increase / Decrease in trade and other payables -1,168,430 8,716,292 -
Increase in accruals and deferrals, and provisions 1,071,297 10,487 -
Net cash from operating activities -6,535,648 12,497,425 -
CASH FLOWS FROM INVESTING ACTIVITIES

Interest received 1,894,371 1,557,837 121.6
Foreign exchange differences received 1,044,056 365,766 285.4
Dividends received 634,598 387,991 163.6
Proceeds from sale of property, plant and equipment 8,636,183 7,821,481 110.4
Proceeds from sale of investment property 2,643,913 618,538 427.4
Proceeds from sale of investments 19,086,636 5,423,123 351.9
Acquisition of property, plant and equipment -12,785,410 -10,740,289 119.0
Acquisition of intangible assets -1,493,464 -108,109 -
Acquisition of investment property 0 -234,334 -
Acquisition of investments -30,304,119 -7,590,618 399.2
Net cash used in investing activities -10,643,236 -2,498,614 426.0
CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from issue of share capital 3,547,600 0 -
Proceeds from / Repayment of borrowings 17,326,736 -5,686,285 -
Payment of foreign exchange differences -311,727 -285,424 109.2
Dividends and profit shares paid -1,008,613 -785,157 128.5
Interest paid -2,512,231 -1,997,371 125.8
Net cash used in financing activities 17,041,765 -8,754,237 -
NET INCREASE / DECREASE IN CASH AND CASH

EQUIVALENTS -137,119 1,244,574 -
Cash and cash equivalents at beginning of period 2,696,958 1,452,384 185.7
Correction of the opening balance of cash and cash

equivalents due to inclusion of a subsidiary 31,382 - -
Total opening balance of cash and cash equivalents 2,728,340 1,452,384 187.9
Cash and cash equivalents at end of period 2,591,221 2,696,958 96.1
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Statement of Changes in Equity of the Merkur Group for the Period from 1 January 2006 to 31 December 2 006
in SIT thousand
Fair value Fair value TOTAL
Other reserve - reserve - EQUITY
Share Capital Legal revenue Retained land and financial Translation HOLDERS OF MINORITY TOTAL

Items of equity capital reserves reserves reserves earnings buildings assets reserves THE PARENT INTEREST EQUITY
Balance at 1 January 2005 12,145,850 15,813,118 1,350,595 930,155 6,166,648 56,023 3,728,373 40,931 40,231,693 22,746 40,254,439
Net profit for the period taken to equity - - - - 3,584,153 - - - 3,584,153 4,072 3,588,225
Changes in fair value of property and

available-for-sale financial assets - - - - - 436,326 -117,397 - 318,929 - 318,929
Appropriation of retained earnings - - 86,605 1,309,000 -1,395,605 - - - 0 - 0
Dividends and profit shares to shareholders - - - - -785,157 - - - -785,157 - -785,157
Fair value of property and available-for-sale

financial assets transferred to income - - - - - - -219,250 - -219,250 - -219,250
Increase / Decrease in exchange differences - - - - - - - -96,273 -96,273 1,012 -95,261
Increase / Decrease in deferred taxes - - - - - -109,081 84,056 - -25,025 - -25,025
Other increases in equity components - - - - 17,562 - - - 17,562 - 17,562
Balance at 31 December2005 12,145,850 15,813,118 1,437,200 2,239,155 7,587,601 383,268 3,475,782 -55,342 43,026,632 27,830 43,054,462
Balance at 1 January 2006 12,145,850 15,813,118 1,437,200 2,239,155 7,587,601 383,268 3,475,782 -55,342 43,026,632 27,830 43,054,462
Acquisition of a subsidiary - - - - - - - - 0 225,610 225,610
New opening balance at 1 January 2006 12,145,850 15,813,118 1,437,200 2,239,155 7,587,601 383,268 3,475,782 -55,342 43,026,632 253,440 43,280,072
Additional paid-in capital taken to equity 980,000 2,567,600 - - - - - - 3,547,600 - 3,547,600
Net profit for the period taken to equity - - - - 5,174,715 - - - 5,174,715 5,611 5,180,326
Changes in fair value of real property and

available-for-sale financial assets - - - - - - 1,232,210 - 1,232,210 - 1,232,210
Appropriation of retained earnings to reserves - - 19,821 20,769 -40,590 - - - 0 - 0
Dividends and profit shares to shareholders - - - - -1,008,613 - - - -1,008,613 - -1,008,613
Fair value of available-for-sale financial

assets transferred to income - - - - - - -47,601 - -47,601 - -47,601
Other decreases — change in the ownership

structure in favour of the equity holders of the

parent - - - - - - - - 0 -226,994 -226,994
Increase / Decrease in exchange differences - - - - - - - 416,475 416,475 926 417,401
Increase / Decrease in deferred taxes - - - - 7,713 25,434 -5,201 - 27,946 - 27,946
Balance at 31 December 2006 13,125,850 18,380,718 1,457,021 2,259,924 11,720,826 408,702 4,655,190 361,133 52,369,364 32,983 52,402,347
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Coherence between the Audited Consolidated Financia
Merkur Group and the Already Published Unaudited Co

Statements

| Statements of the
nsolidated Financial

No essential differences between the already published unaudited and audited consolidated financial
statements of the Merkur Group have been established, which is also evident from the comparison of

items below:
Balance Sheet of the Merkur Group as at 31 December 2006
in SIT thousand
Audited as Unaudited as
at at

Item 31 Dec. 2006 31 Dec. 2006 Difference
Total non-current assets 74,741,977 74,731,930 10,047
Total current assets 113,161,628 113,179,187 -17,559
TOTAL ASSETS 187,903,605 187,911,117 -7,512
Total equity attributable to equity holders of the parent 52,369,364 52,360,887 8,477
Minority interest 32,983 32,983 0
Total equity 52,402,347 52,393,870 8,477
Total non-current liabilities 27,345,054 27,356,533 -11,479
Total current liabilities 108,156,204 108,160,714 -4,510
Total liabilities 135,501,258 135,517,247 -15,989
TOTAL EQUITY AND LIABILITIES 187,903,605 187,911,117 -7,512

Income Statement of the Merkur Group for the period
2006

from 1 January 2006 to 31 December

in SIT thousand

Audited Unaudited
Iltem 2006 2006 Difference
REVENUE 239,407,387 239,407,146 241
Gross profit 43,926,721 43,929,312 -2,591
Operating profit 8,810,460 8,820,185 -9,725
Net finance costs -2,709,931 -2,718,920 8,989
Profit before tax 6,100,529 6,101,265 -736
Income tax expense 920,203 922,618 -2,415
PROFIT FOR THE PERIOD 5,180,326 5,178,647 1,679
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4 SUMMARY OF THE AUDITED CONSOLIDATED FINANCIAL STA TEMENTS
OF MERKUR, D. D.

Accounting policies

Merkur, trgovina in storitve, d. d., (hereinafter referred to as the »Company«) is a company domiciled
in Slovenia. The address of the Company’s registered office is Cesta na Okroglo 7, 4202 Naklo.
Since 1 January 2006, the Company has prepared its financial statements and annual report under
the International Financial Reporting Standards (hereinafter referred to as IFRSs) and the Companies
Act (ZGD-1), in accordance with the resolution adopted by the 15" shareholders’ meeting on 22
December 2005. The financial year is identical with the calendar year.

The financial statements have been prepared in accordance with IFRS as adopted in EU and the
interpretations adopted by the International Accounting Standards Board (IASB). These are the first
financial statements of the Company prepared under IFRS 1 — First-time Adoption of IFRS. The
comparative financial statements of the Company for the year 2005, as at 31 December 2005 and as
at 1 January 2006, have been prepared, for the sake of comparability, under the provisions of IFRS.
The explanation of the effects of transition to IFRSs on assets and liabilities, financial position, profit
or loss, and equity of the Company is stated in the Item Transition to IFRS.

The financial year is identical with the calendar year. These consolidated financial statements are
presented in the Slovene tolar (SIT), which is the controlling Company’s functional currency. All financial
information presented in SIT has been rounded to the nearest thousand.

Basis of preparation of financial statements
Basis of measurement

The financial statements have been prepared on the historical cost basis except for the following
items that are measured at fair value:

property,

investment property,

available-for-sale financial assets, and

share options.

Use of estimates and judgements

The preparation of financial statements requires management to make judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets,
liabilities, income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting
estimates are recognised in the period in which the estimate is revised and in any future periods
affected.

Provisions for termination pays and anniversary bon uses

In accordance with the statutory requirements and the collective agreement, the Company is liable to
pay to employees the anniversary bonuses and termination pays upon retirement. For these
obligations, long-term provisions are set up. Other liabilities in respect of pension and retirement
plans do not exist.

Provisions are determined by discounting, at the balance sheet date, the estimated future benefits in
respect of termination pay upon retirement, anniversary bonus, and financial help in case of an
employee’s death. The method of calculating provisions based on actuarial calculation or estimation
is applied.

If important factors impacting the amount of provisions do not change in the period from the last
calculation to the balance sheet cutoff date, a new actuarial calculation for a possible increase in
provisions is not required. Irrespective of a change in factors, the actuarial calculation is to be
prepared at least every five years.
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Foreign currency translation
Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currency of the
Company at the exchange rate at the date of the transaction. Monetary assets and liabilities
denominated in foreign currencies at the reporting date are translated to the functional currency at the
middle exchange rate of the Bank of Slovenia at that date. The foreign currency gain or loss on
monetary items is the difference between amortised cost in the functional currency at the beginning of
the period, adjusted for effective interest and payments during the period, and the amortised cost in
foreign currency translated at the exchange rate at the end of the period. Non-monetary assets and
liabilities denominated in foreign currencies that are measured at fair value are translated to the
functional currency at the exchange rate at the date when the fair value was determined. Foreign
currency differences arising on translation are recognised in profit or loss, except for differences
arising on the retranslation of available-for-sale equity instruments or a financial liability designated as
a hedge of the net investment in a foreign operation.

Financial assets and loans
Available-for-sale financial assets

Most of the Company’s investments are classified as available-for-sale financial assets. Available-for-
sale financial assets are initially stated at fair value on the trade date. After initial recognition, the fair
value is a market-determined price or value. The fair value of a financial instrument that is quoted in
an active market is its quoted bid price at the balance sheet date; the fair value of a financial
instrument that does not have a quoted market price in an active market is the weighted average
price of securities in current market transactions, or the last published asking price. When the
investments are so small that it is not possible to determine their fair value, these are valued at
purchase price.

Investments in subsidiaries

Investments in subsidiaries are accounted for at cost in the separate financial statements.
Subsequent to acquisition, these investments are not revalued due to a change in foreign exchange
rates (in case of investments in foreign operations) or an increase in the value of the capital share in
the subsidiary in which the Company holds its investment. In substantiated cases, investments are to
be impaired, if there is a reason for so doing.

Investments in associates

Investments in associates are accounted for at cost in the separate financial statements.

Income tax

Income tax on profit or loss for the period comprises current and deferred tax. Income tax is
recognised in the income statement except to the extent that it relates to items recognised directly in
equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted at
the balance sheet date, and any adjustment to tax payable in respect of previous periods.

Deferred tax is provided using the balance sheet liability method, providing for temporary differences
between the carrying amounts of assets and liabilities. The amount of deferred tax provided is based
on the expected manner of realisation or settlement of the carrying amount of assets and liabilities,
using tax rates enacted at the balance sheet date or tax rates in the period in which elimination of
deferred tax assets or deferred tax liabilities is expected.
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Auditor’s Report for Public Purposes for Merkur, d.

d.
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Audited Financial Statements of Merkur, d. d.

Balance Sheet of Merkur, d. d. as at 31 December 20 06

in SIT thousand

Item 31 Dec 2006 31 Dec 2005 Index
Property, plant and equipment 39,007,422 34,998,560 1115
Intangible assets 167,083 145,375 114.9
Investment property 3,275,850 4,681,853 70.0
Investments in associates 32,400 0 -
Non-current financial assets 32,772,456 25,209,213 130.0
Non-current trade receivables 269,761 319,598 84.4
Deferred tax assets 1,114,564 974,411 114.4
Total non-current assets 76,639,536 66,329,010 115.5
Inventories 26,872,433 21,692,604 123.9
Current financial assets 16,378,907 5,132,276 319.1
Current trade receivables and other assets 57,591,197 44,783,466 128.6
Cash and cash equivalents 524,677 640,687 81.9
Total current assets 101,367,214 72,249,033 140.3
TOTAL ASSETS 178,006,750 138,578,043 128.5
Issued capital 13,125,850 12,145,850 108.1
Capital reserves 18,380,718 15,813,118 116.2
Revenue reserves 3,569,428 3,569,428 100.0
Retained earnings 10,823,237 8,767,275 1235
Fair value reserve 5,062,137 3,857,295 131.2
Total equity 50,961,370 44,152,966 115.4
Non-current financial liabilities 20,738,202 15,628,983 132.7
Non-current trade payables 717,696 774,877 92.6
Deferred tax liabilities 1,777,775 1,812,225 98.1
Long-term provisions 2,271,936 1,862,166 122.0
Total non-current liabilities 25,505,609 20,078,251 127.0
Current financial liabilities 51,435,399 33,558,358 153.3
Current trade and other payables 49,470,748 40,307,096 122.7
Current tax payable 45,911 373,717 12.3
Short-term provisions 587,713 107,655 545.9
Total current liabilities 101,539,771 74,346,826 136.6
Total liabilities 127,045,380 94,425,077 134.5
TOTAL EQUITY AND LIABILITIES 178,006,750 138,578,043 128.5
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Income Statement of Merkur, d. d. for the Period fr

om 1 January 2006 to 31 December

2006
in SIT thousand

ltem 2006 2005 Index
REVENUE 191,362,180 153,819,695 124.4
Cost of sales 159,319,233 127,372,580 125.1
GROSS PROFIT 32,042,947 26,447,115 121.2
Other operating income 1,000,841 1,801,212 55.6
Distribution expenses 20,131,703 17,791,432 113.2
Administrative expenses 6,411,996 5,444,059 117.8
Other operating expenses 1,559,304 1,706,845 91.4
OPERATING PROFIT 4,940,785 3,305,991 149.4
Financial income 2,723,195 2,657,330 102.5
Financial expenses 3,837,214 2,584,805 148.5
NET FINANCE COSTS -1,114,019 72,525 -
PROFIT BEFORE TAX 3,826,766 3,378,516 113.3
Income tax expense 769,904 597,555 128.8
PROFIT FOR THE PERIOD 3,056,862 2,780,961 109.9
Earnings per share (in SIT) 2,373 2,290 103.6
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Cash Flow Statement of Merkur, d. d. for the Period
December 2006

from 1 January 2006 to 31

in SIT thousand

Iltem 2006 2005 Index
CASH FLOWS FROM OPERATING ACTIVITIES

Profit or loss for the period 3,056,862 2,780,961 109.9
Adjustments for: 4,387,517 2,636,936 166.4
Depreciation of property, plant and equipment 1,842,969 1,839,308 100.2
Amortisation of intangible assets 56,863 53,658 106.0
Impairment of assets 1,474,991 1,521,183 97.0
Gain / Loss on disposal of property, plant and equipment -819,580 -1,425,871 57.5
Investment income / expenditure -1,219,005 -1,999,100 61.0
Foreign exchange gain / loss -105,087 -4,424 -
Financial expenses 2,386,483 1,930,999 123.6
Increase / Decrease in long-term provisions -21 123,628 -
Income taxes paid 769,904 597,555 128.8
Change in net operating current assets and provisio ns -10,902,980 5,839,715 -
Increase in trade and other receivables -14,094,803 -4,959,322 284.2
Increase / Decrease in inventories -5,400,345 2,491,744 -
Increase in trade and other payables 7,702,319 8,284,355 93.0
Increase in accruals and deferrals, and provisions 889,849 22,938 -
Net cash from operating activities -3,458,601 11,257,612 -
CASH FLOWS FROM INVESTING ACTIVITIES

Interest received 1,709,120 1,627,172 105.0
Foreign exchange differences received 237,273 87,550 271.0
Dividends received 634,432 387,991 163.5
Proceeds from sale of property, plant and equipment 3,259,846 8,695,442 37.5
Proceeds from sale of intangible assets 0 182 -
Proceeds from sale of investment property 1,947,985 1,141,762 170.6
Proceeds from sale of investments 18,792,246 2,439,167 770.4
Acquisition of property, plant and equipment -8,834,080 -6,454,450 136.9
Acquisition of intangible assets -78,571 -64,431 121.9
Acquisition of investment property 0 -234,334 -
Acquisition of investments -37,626,085 -11,184,379 336.4
Net cash used in investing activities -19,957,834 -3,558,328 560.9
CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from issue of share capital 3,547,600 0 -
Proceeds from / Repayment of borrowings 22,986,259 -4,445,081 -
Payment of foreign exchange differences -132,105 -83,126 158.9
Dividends and profit shares paid -968,191 -785,157 123.3
Interest paid -2,133,138 -1,930,999 1105
Net cash used in financing activities 23,300,425 -7,244,363 -
NET INCREASE IN CASH AND CASH EQUIVALENTS -116,010 454,921 -
Cash and cash equivalents at beginning of period 640,687 185,766 344.9
Cash and cash equivalents at end of period 524,677 640,687 81.9
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Statement of Changes in Equity of Merkur, d. d. in

the Period from 1 January 2006 to 31 December 2006

in SIT thousand

Fair value Fair value
Other reserve - reserve -
Share Capital Legal revenue  Retained land and financial TOTAL
Items of equity capital reserves reserves reserves earnings buildings assets EQUITY
Balance at 1 January 2006 12,145,850 15,813,118 1,330,273 2,239,155 8,767,275 381,513 3,475,782 44,152,966
Additional paid-in capital taken to equity 980,000 2,567,600 - - - - - 3,547,600
Net profit for the period taken to equity - - - - 3,056,862 - - 3,056,862
Changes in fair value of real property and
available-for-sale financial assets - - - - - - 1,232,215 1,232,215
Dividends and profit shares to shareholders - - - - -1,008,613 - - -1,008,613
Fair value of property and available-for-sale
financial assets transferred to income - - - - - - -47,601 -47,601
Increase / Decrease in deferred taxes - - - - 7,713 25,434 -5,206 27,941
Balance at 31 December 2006 13,125,850 18,380,718 1,330,273 2,239,155 10,823,237 406,947 4,655,190 50,961,370
Statement of Changes in Equity of Merkur, d. d. in the Period from 1 January 2005 to 31 December 2005
in SIT thousand
Fair value Fair value
Other reserve - reserve -
Share Capital Legal revenue Retained land and financial TOTAL
Iltems of equity capital reserves reserves reserves earnings buildings assets EQUITY
Balance at 1 January 2005 12,145,850 15,813,118 1,330,273 930,155 8,080,471 54,268 3,728,373 42,082,508
Net profit for the period taken to equity - - - - 2,780,961 - - 2,780,961
Changes in fair value of real property and
available-for-sale financial assets - - - - - 436,326 -117,397 318,929
Net profit for the period allocated to legal reserves under the
resolution adopted by the Management Board - - - 1,309,000 -1,309,000 - - 0
Dividends and profit shares to shareholders - - - - -785,157 - - -785,157
Fair value of property and available-for-sale
financial assets transferred to income - - - - - - -219,250 -219,250
Increase / Decrease in deferred taxes - - - - - -109,081 84,056 -25,025
Balance at 31 December 2005 12,145,850 15,813,118 1,330,273 2,239,155 8,767,275 381,513 3,475,782 44,152,966




Coherence between the Audited Consolidated Financia | Statements of Merkur,
d. d. and the Already Published Unaudited Consolida  ted Financial Statements

No essential differences between the already published unaudited and audited consolidated financial
statements of Merkur, d. d. have been established, which is also evident from the comparison of items
below:

Balance Sheet of Merkur, d. d. as at 31 December 20 06
in SIT thousand

Audited as  Unaudited as

at at
Iltem 31 Dec. 2006 31 Dec. 2006  Difference
Total non-current assets 76,639,536 76,643,915 -4,379
Total current assets 101,367,214 101,367,214 0
TOTAL ASSETS 178,006,750 178,011,129 -4,379
Total equity 50,961,370 50,953,848 7,522
Total non-current liabilities 25,505,609 25,517,510 -11,901
Total current liabilities 101,539,771 101,539,771 0
Total liabilities 127,045,380 127,057,281 -11,901
TOTAL EQUITY AND LIABILITIES 178,006,750 178,011,129 -4,379

Income Statement of Merkur, d. d. for the Period fr  om 1 January 2006 to 31 December 2006
in SIT thousand

Unaudited
Item Audited 2006 2006 Difference
REVENUE 191,362,180 191,362,180 0
Gross profit 32,042,947 32,042,947 0
Operating profit 4,940,785 4,940,785 0
Net finance costs -1,114,019 -1,114,019 0
Profit before tax 3,826,766 3,826,766 0
Income tax expense 769,904 769,904 0
PROFIT FOR THE PERIOD 3,056,862 3,056,862 0
Net Earnings per Share of Merkur, d. d., Book Valu e of MER Share, Dividend
in SIT thousand

Item 2006 2005
Net profit for the year (in thousands of SIT) 3,056,862 2,780,961
Average number of issued shares 1,288,085 1,214,585
Average number of own shares 0 0
Average number of shares less own shares 1,288,085 1,214,585
Earnings per share - EPS (in SIT) 2,373 2,290

Basic earnings per share and diluted earnings per share of Merkur, d. d. are the same, because the
Company has not issued any preference shares, for which dividends should be paid. All issued shares
are ordinary shares. Earnings per share are calculated by dividing net profit or loss by the weighted
average number of ordinary shares calculated on the basis of month-end balances in the period (the
Company held no own shares in the period from January to December 2005 and 2006).
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Book Value of MER Share and the Applicable Calculat ion Method

Bookkeeping value of share of Merkur, d. d. as at 31 December 2006: SIT 38,825
Bookkeeping value of share of Merkur, d. d. as at 31 December 2005: SIT 36,352

The bookkeeping value of share was calculated from total equity capital as at the year-end, divided by
the number of shares, which totalled 1,312,585 on 31 December 2006, and 1,214,585 on 31
December 2005 respectively.

Gross Dividend per Share

The dividend payable in 2007 for 2006 was proposed to amount to 838.74 SIT (3.5 euro) gross per

share. The General Meeting of Shareholders had passed a resolution according to which gross
dividend payable for 2005 in the year 2006 amounted to SIT 750.

Accumulated Profit for 2006 of Merkur, d. d.

Accumulated profit determined for 2006 consists of:

in SIT thousand

Item 2006 2005
1. NET PROFIT FOR THE PERIOD 3,056,862 2,618,937
2. RETAINED EARNINGS UNDER IFRS* 7,766,375 9,347,308
3. Decrease in revenue reserves 0 0

a) Decrease in legal reserves
b) Decrease in reserves for own shares
c) Decrease in statutory reserves
d) Decrease in other revenue reserves
4. Increase in revenue reserves 0 1,309,000
a) Increase in legal reserves
b) Increase in reserves for own shares
¢) Increase in statutory reserves

d) Increase in other revenue reserves 1,309,000
5. ACCUMULATED PROFIT AS AT 31 DECEMBER (1+2+3-4) 10,823 ,237 10,657,245
Transition to IFRS* -1,882,257
Accumulated profit as at 1 January 2006 8,774,988
Appropriation for dividends and profit shares in 2006 -1,008,613
Balance of unappropriated accumulated profit for 20 05 7,766,375

* The effect of the transition from the Slovenian accounting standards (SAS 2001) to IFRSs was on the equity as
well as the accumulated profit of the Company. Accumulated profit recorded under IFRS was lower by
1,882,257,935 SIT compared to the accumulated profit recorded under SAS 2001. The difference was due to
various adjustments of assets and liabilities (provisions), which is described in detail in a separate item of the
2006 Annual Report : »Transition to IFRS of Merkur, d. d.«.

Equity and Reserves

Share capital of Merkur, d. d. amounts to 13,125,850,000 SIT and is divided into 1,312,585 individual
ordinary share certificates. All shares have been fully paid in. The number of shares increased in
2006 by 98,000. The individual ordinary share certificate is registered in the name of the holder and
gives the holder right to:
- one vote in the shareholders’ meeting,
a pro rata dividend from profit appropriated for dividend payout,
a pro rata portion of the remainder of estate in bankruptcy or liquidation in case of bankruptcy or
liquidation.

The shares have been issued in dematerialised form and entered in the central securities register run
by KDD - Centralna klirin8ko depotna dru ba d. d., Ljubljana.
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Authorised Capital

Merkur, d. d. has not adopted any resolutions on approved capital.

Conditional Capital Increase

The Articles of Association of Merkur, d. d. include no provisions on conditional capital increase.

Capital reserves amount to 18,381 million SIT and arise from:

- additional paid-in capital, in excess of par value, in the years 1997, 2003 and 2006 in the amount
of 7,141 million SIT;
revaluation of share capital by use of price index, under SAS 1993 until the year-end 2001, in the
amount of 11,004 million SIT, and
reversal of reserves for own shares in the amount of 236 million SIT.

Reserves amount to 3,569 million SIT and comprise:
legal reserves in the amount of 1,330 million SIT not being subject to appropriation, and
other revenue reserves in the amount of 2,239 million SIT. In 2006, the Management Board did
not appropriate current profit for the period to other revenue reserves. In 2005, however, the
Management Board used this legal possibility and appropriated to other revenue reserves a
portion of profit in the amount of 1,309 million SIT.

Fair value reserve amounts to 5,062 million SIT and represents the effects of a change in the fair
value of available-for-sale financial assets and property less deferred tax liabilities.

Related Parties

Related parties are: subsidiaries and associates, members of the supervisory board, members of the
management board of the parent company and subsidiaries, and a close member of the family of any
individual referred to above.

The relationships with subsidiaries and associates mainly refer to the purchase and sale of

merchandise, products, services, and property. The related party transactions were entered into under
the commercial terms stipulated in sale contracts negotiated at arm's length.
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Emoluments to the Management Board Members, Supervi  sory Board Members,
and Employees under Individual Employment Agreement S

The total amount of emoluments paid to the Management Board members, Supervisory Board
members, and employees under individual employment agreements of Merkur, d. d. for the
performance of their functions in 2006:

in SIT thousand

Fixed Flexible 2005
Number of portion of portion of profit Other Total gross Total net

Recipient members emoluments  emoluments share emoluments emoluments emoluments

1 2 3 4 5 6=1to5 7
Bine Korde 1 31,020 30,620 - 3,604 65,244 31,199
Goran elesnik 1 24,660 23,534 - 2,713 50,907 24,818
Milan Jelov an 1 21,150 19,880 - 2,452 43,482 21,962
Marjana Kajzer 1 12,150 11,410 - 1,564 25,124 13,380
Total MB 4 88,980 85,444 10,333 184,758 91,359
Structure
gross 48% 46% 0% 6% 100%
Net / gross 49%
Supervisory
Board 9 - - 22,806 9,407 32,213 25,459
Employees
under
individual
employment
agreements 95 938,894 160,549 - 167,400 1,266,843 740,015

In accordance with the provisions of the individual employment agreement, the fixed portion of
emoluments includes the base pay or, in case of non-fulfilment of projected performance objectives,
the minimum amount of pay. The flexible portion of emoluments includes the incentive pay.

Other emoluments of the Management Board members and business representatives include
compensation, termination pay, vacation bonus, insurance benefits under the management insurance
plan, private use of company car, private use of company mobile telephone, additional pension
insurance, meals allowance and commuting allowance. Other emoluments of the Supervisory Board
members include meeting attendance fee and refund of travel expense for attendance at the
meetings.

Net emoluments include: net fixed and flexible portion of emoluments, net profit share for 2005, net
compensation, termination pay, vacation bonus, insurance benefits under the management insurance
plan, private use of company car, private use of company mobile telephone, additional pension
insurance, meals allowance and commuting allowance.

In 2006, Merkur, d. d. did not pay any advances or issue any guarantees for liabilities incurred by the
above stated groups of persons, or make any short-term or long-term borrowings from these groups of
persons. In 2006, Merkur, d. d. did not enter into any transaction with the Management Board
members and the Supervisory Board members outside the ordinary course of business.
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Events after the Balance Sheet Date

The Merger of Sava Trade, d. d. with Merkur, d. d.

Upon the acquisition of Sava Trade d. d. in April 2006, perspective parts of business and business
activities started to be transferred from Sava Trade to Merkur. Most of the staff and assets were
transferred to Merkur. Both, in respect of the sale of unnecessary assets and the manpower, the
realisation of significant synergies have been achieved by Merkur. The economic and financial effects
of the merger were recorded in the 2006 financial statements of the Merkur Group (recognition of
negative goodwill as income that covers the negative effect of loss recorded by Sava Trade), partly of
Merkur d. d. (an increase in sales, productivity, price difference, cost efficiency), and partly of Sava
Trade (the sale of unnecessary property reflected in the transfer of fair value reserve to retained
earnings, or in other operating income). At the year-end 2006, Sava Trade d. d. sold its share in MG
Market d. 0. 0. By this, the possibility was given to implement the formal and legal merger of Sava
Trade d. d. with Merkur d. d.

To implement the final phase of integration of Merkur d. d. and Sava Trade d. d., the management
boards of Merkur d. d. and Sava Trade d. d. agreed in February 2007 that:

Sava Trade d. d. shall merge with Merkur d. d.,
the date of accounting for merger shall be 31 Decem  ber 2006.

The merger of Sava Trade d. d. with Merkur d. d. in 2007 is a change in status that results in a
discontinuance of the acquired company as a legal entity. Its assets and liabilities shall be transferred
to the acquirer Merkur d. d. at fair value. Because Merkur d. d. is the sole holder of shares in Sava
Trade d. d., new shares shall not be issued under the provisions of the Companies Act. In case of a
simplified merger (i.e. when the acquiring company is the sole holder of shares in the acquired
company), the audit of the merger is not required.

The assets and liabilities of the acquired company shall be added to the acquirer's assets and
liabilities. The inter-entity receivables and payables as well as investment and equity shall be
eliminated. The positive difference between the acquirer's investment and the acquired company’s
equity shall be recognised as increase in profit directly in the acquirer’s equity in total of SIT 1,317
million. The increase in share capital in the financial statements of Merkur, d. d. shall not impact the
consolidated financial statements of the Merkur Group for 2007.

Below is the balance sheet of Merkur, d. d. as at 31 December 2006 prior to merger, and as at 1
January 2007 after the merger of Sava Trade, d. d. with Merkur.
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Balance Sheet of Merkur, d. d.

in SIT thousand

Merkur, d. d. Merkur, d. d. after

prior to merger the merger
Item 31 Dec 2006 1 Jan 2007
Property, plant and equipment 39,007,422 39,897,408
Intangible assets 167,083 167,083
Investment property 3,275,850 3,302,181
Investments in associates 32,400 32,400
Non-current financial assets 32,772,456 27,497,043
Non-current trade receivables 269,761 269,761
Deferred tax assets 1,114,564 1,144,983
Total non-current assets 76,639,536 72,310,859
Inventories 26,872,433 26,872,433
Current financial assets 16,378,907 16,379,018
Current trade receivables and other assets 57,591,197 57,992,575
Cash and cash equivalents 524,677 534,021
Total current assets 101,367,214 101,778,047
TOTAL ASSETS 178,006,750 174,088,906
Issued capital 13,125,850 13,125,850
Capital reserves 18,380,718 18,380,718
Revenue reserves 3,569,428 3,569,428
Retained earnings 10,823,237 12,139,885
Fair value reserve 5,062,137 5,062,137
Total equity 50,961,370 52,278,018
Non-current financial liabilities 20,738,202 20,738,202
Non-current trade payables 717,696 723,747
Deferred tax liabilities 1,777,775 1,780,422
Long-term provisions 2,271,936 2,472,886
Total non-current liabilities 25,505,609 25,715,257
Current financial liabilities 51,435,399 49,493,261
Current trade and other payables 49,470,748 47,285,394
Current tax payable 45911 45911
Short-term provisions 587,713 587,713
Total current liabilities 101,539,771 96,095,631
Total liabilities 127,045,380 121,810,888
TOTAL EQUITY AND LIABILITIES 178,006,750 174,088,906
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Transition to International Financial Reporting Sta ndards (IFRS) of Merkur, d. d.

The starting point for the first-time reporting under IFRS is the opening IFRS balance sheet at the date
of transition to IFRS. The date of transition to IFRS at which the separate financial statements were
prepared was 1 January 2005. Because the opening IFRS balance sheet is the basis for all future
reporting, all transactions in respect of economic categories recognised in the opening balance sheet
shall be treated under IFRS. Consequently, economic categories were recognised, derecognised,
reclassified and remeasured. The differences arising from the adjustment of items in the opening
balance sheet were recognised in retained earnings or in another adequate item of equity.

The transition to IFRS has been implemented in accordance with IFRS 1 — First-time Adoption of
International Financial Reporting Standards. The standard requires that the entity shall use the same
accounting policies in its opening IFRS balance sheet and throughout the periods presented in its first
IFRS financial statements. Those accounting policies shall comply with each IFRS effective at the
reporting date for its first IFRS financial statements. The accounting policies that the entity uses in its
opening IFRS balance sheet may differ from those that it used for the same date using its previous
accounting standards. The adjustments are recognised directly in retained earnings or another
category of equity.

Under IFRS 1, certain aspects of IFRS in respect of accounting estimates shall be exempted from
retrospective application. The estimates in the opening IFRS balance sheet are consistent with
estimates made under previous accounting standards for the last date prior to transition to IFRS,
except estimates in respect of useful life of property.

Changes in accounting estimates

When reviewing the useful life of the items of property, plant and equipment it was found that the
estimated useful lives of property should be reduced as follows: buildings — from 50 to 40 years,
containers, warehouse tents and greenhouses — from 20 to 10 years. The useful life of external
landscaping should be extended from 20 to 25 years. In respect of other assets, no material deviations
were found between the initial estimates and the expected useful lives.

Presentation of investments in subsidiaries in separate financial statements

In accordance with SAS and IFRS, non-current and current investments are initially measured at cost.
After initial recognition, an investment in subsidiaries is accounted for using the equity method under
SAS. In the separate financial statements prepared under IFRS, investments in subsidiaries are
measured at cost. If, in substantiated cases, impairment loss of an investment was recognised in
previous periods, impairment loss was not reversed upon transition to IFRS. Profits and losses
recognised in 2004 and 2005 using the equity method were eliminated.

Equity

On the first-time adoption of IFRS, the effects of changes in valuation of assets and liabilities were
reflected in equity in the opening IFRS balance sheet at 1 January 2005. Equity reported under IFRS
changed compared to equity reported under SAS 2001. The total value of equity increased. The
separate components of equity changed as follows: fair value reserves increased and retained
earnings decreased. Accumulated general equity revaluation adjustments (revaluation of equity until
2001) were only reclassified to capital reserves.
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in SIT thousand

1 Jan 2005 - Adjustment 1Jan 2005 -| 31 Dec2005  Adjustment 31 Dec 2005 -
Item SAS to MSRP IFRS - SAS to IFRS IFRS
Property, plant and equipment 38,432,759 -784,433 37,648,326 36,751,947 -1,753,387 34,998,560
Intangible assets 2,728,583 -2,593,797 134,786 1,605,899 -1,460,524 145,375
Investment property 1,616,366 3,977,578 5,593,944 469,941 4,211,912 4,681,853
Investments in subsidiaries 3,133,752 -376,102 2,757,650 8,224,847 24,965 8,249,812
Financial assets 8,732,368 4,545,552 13,277,920 12,556,681 4,402,720 16,959,401
Non-current trade and other receivables 0 330,525 330,525 0 319,598 319,598
Deferred tax assets 0 675,182 675,182 244,024 730,387 974,411
Total non-current assets 54,643,828 5,774,505 60,418,333 59,853,339 6,475,671 66,329,010
Inventories 25,742,510 -949,959 24,792,551 22,089,693 -397,089 21,692,604
Non-current trade and other receivables 330,525 -330,525 0 291,831 -291,831 0
Financial assets 6,036,384 -122,967 5,913,417 5,611,776 -479,500 5,132,276
Current trade receivables and other assets 39,938,215 1,087,211 41,025,426 44,267,165 516,301 44,783,466
Cash and cash equivalents 185,766 0 185,766 640,687 0 640,687
Total current assets 72,233,400 -316,240 71,917,160 72,901,152 -652,119 72,249,033
Deferred costs and accrued revenue 137,252 -137,252 0 119,212 -119,212 0
TOTAL ASSETS 127,014,480 5,321,013 132,335,493 | 132,873,703 5,704,340 138,578,043
Share capital 12,145,850 0 12,145,850 12,145,850 0 12,145,850
Capital reserves 4,809,029 11,004,089 15,813,118 4,809,029 11,004,089 15,813,118
Revenue reserves 2,260,428 0 2,260,428 3,569,428 0 3,569,428
Retained earnings 10,152,005 -2,071,534 8,080,471 10,657,245 -1,889,970 8,767,275
- retained earnings brought forward 10,152,005 -2,071,534 8,080,471 9,347,308 -2,051,994 7,295,314
- net profit or loss for the period 0 0 0 1,309,937 162,024 1,471,961
Equity revaluation adjustment 11,004,513 7,221,872 3,782,641 11,089,515 -7,232,220 3,857,295
- general 11,004,089 -11,004,089 0 11,004,089 -11,004,089 0
- specific 424 3,782,217 3,782,641 85,426 3,771,869 3,857,295
Total equity 40,371,825 1,710,683 42,082,508 42,271,067 1,881,899 44,152,966
Non-current financial liabilities 17,499,308 0 17,499,308 15,628,983 0 15,628,983
Non-current trade and other receivables 837,651 0 837,651 774,877 0 774,877
Deferred tax liabilities 0 1,787,199 1,787,199 0 1,812,225 1,812,225
Long-term provisions 124 1,733,021 1,733,145 5,517 1,856,649 1,862,166
Total non-current liabilities 18,337,083 3,520,220 21,857,303 16,409,377 3,668,874 20,078,251
Current financial liabilities 36,133,114 0 36,133,114 33,558,358 0 33,558,358
Current trade and other payables 30,382,486 1,789,972 32,172,458 39,802,219 504,877 40,307,096
Income tax payable 110,459 -110,459 0 373,717 0 373,717
Short-term provisions 0 90,110 90,110 0 107,655 107,655
Total current liabilities 66,626,059 1,769,623 68,395,682 73,734,294 612,532 74,346,826
Total liabilities 84,963,142 5,289,843 90,252,985 90,143,671 4,281,406 94,425,077
Accrued costs and deferred revenue 1,679,513 -1,679,513 0 458,965 -458,965 0
TOTAL EQUITY AND LIABILITIES 127,014,480 5,321,013 132,335,493 | 132,873,703 5,704,340 138,578,043
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Changes in Equity of Merkur, d. d. as at 1 January

2005

in SIT thousand

Equity as at 1 January 2005 under SAS 40,371,825
Increase in fair value reserve for available-for-sale financial assets 3,727,948
Increase in fair value reserve for property, plant and equipment 54,269
Increase in retained earnings by the effect of revaluation of property, plant and

equipment to fair value 1,360,348
Decrease in retained earnings by the effect of elimination of profits and losses when

using the equity method, and in foreign exchange differences arising from

translation of investments in subsidiaries -376,101
Decrease in retained earnings by the effect of revaluation of investment property

to fair value -603,971
Decrease in retained earnings due to derecognition of intangible assets

that are considered a cost item in terms of substance -398,350
Decrease in retained earnings by the amount of provisions for termination pays on

retirement, anniversary bonuses, and share options for employees -1,299,765
Decrease in retained earnings due to a change in the valuation of financial assets

from the FIFO method to the average cost method -548,015
Decrease in retained earnings due to an increase in depreciation expense -138,098
Decrease in retained earnings by the amount of current provisions for

unconsumed vacations -67,582
Difference representing an increase in equity 1,710,683
Equity as at 1 January 2005 under IFRS 42,082,508

Income Statement of Merkur, d. d. for the Period fr

from SAS to IFRS

om January to December 2005 — Transition

in SIT thousand

2005 Adjustment to 2005
Iltem SAS IFRS IFRS
REVENUE 153,819,695 0 153,819,695
Cost of sales 127,372,580 0 127,372,580
GROSS PROFIT FROM SALES 26,447,115 0 26,447,115
Other operating income 1,687,561 113,651 1,801,212
Distribution expenses 17,674,088 117,344 17,791,432
Administrative expenses 5,444,059 0 5,444,059
Other operating expenses 1,605,452 101,393 1,706,845
OPERATING PROFIT 3,411,077 -105,086 3,305,991
Financial income 2,897,317 -239,987 2,657,330
Financial expenses 3,082,689 -497,884 2,584,805
NET FINANCING COSTS -185,372 257,897 72,525
Extraordinary income 113,651 -113,651 0
Extraordinary expenses 67,659 -67,659 0
PROFIT BEFORE TAX 3,271,697 106,819 3,378,516
Income tax expense 652,760 -55,205 597,555
PROFIT FOR THE PERIOD 2,618,937 162,024 2,780,961
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5 NOTES TO THE AUDITED CONSOLIDATED FINANCIAL STATE MENTS OF
THE MERKUR GROUP AND MERKUR, D. D,
STATEMENTS OF MERKUR, D. D. (TRANSLATION INTO EUR)

AND FINANCIAL

Below are the audited financial statements of Merkur Group and Merkur, d. d. translated into EUR.
These include balance sheet, income statement, and statement of changes in capital. The closing
EUR/SIT exchange rate at the cutoff dates was applied in compliance with the notes by the Slovenian
Institute of Auditors. The following rates applied in the translation:

for the year 2006 closing exchange rate of 239.64 SIT/EUR in all financial statements, and

for the year 2006 closing exchange rate of 239.5756 SIT/EUR in all financial statements.

Audited Consolidated Financial Statements of the Me  rkur Group
Balance Sheet of the Merkur Group as at 31 December 2006
in EUR thousand

Item 31 Dec 2006 31 Dec 2005 Index
Property, plant and equipment 213,654 185,662 115.1
Intangible assets 7,926 2,403 329.8
Investment property 14,043 19,806 70.9
Investments under equity method (investments in associates) 351 0 -
Non-current financial assets 68,831 71,603 96.1
Non-current trade receivables 1,626 1,714 94.9
Deferred tax assets 5,462 4,440 123.0
Total non-current assets 311,893 285,627 109.2
Inventories 167,559 136,377 122.9
Current financial assets 69,816 21,854 319.5
Income tax receivable 887 218 407.6
Current trade receivables and other assets 223,141 179,361 124.4
Assets classified as held for sale 0 247 0.0
Cash and cash equivalents 10,813 11,257 96.1
Total current assets 472,215 349,314 135.2
TOTAL ASSETS 784,108 634,941 123.5
Issued capital 54,773 50,697 108.0
Capital reserves 76,701 66,005 116.2
Revenue reserves 15,511 15,345 101.1
Retained earnings 48,910 31,671 154.4
Fair value reserve 21,131 16,108 131.2
Translation reserves 1,507 -231 -
Total equity attributable to equity holders of the parent 218,533 179,595 121.7
Minority interest 138 116 1185
Total equity 218,671 179,711 121.7
Non-current financial liabilities 91,824 78,566 116.9
Non-current trade payables 3,423 3,698 92.6
Deferred tax liabilities 7,443 7,569 98.3
Long-term provisions 11,419 8,778 130.1
Total non-current liabilities 114,109 98,611 115.7
Current financial liabilities 218,215 157,401 138.6
Current trade and other payables 229,209 196,650 116.6
Current tax payable 673 1,567 42.9
Short-term provisions 3,231 1,000 323.0
Total current liabilities 451,328 356,618 126.6
Total liabilities 565,437 455,230 124.2
TOTAL EQUITY AND LIABILITIES 784,108 634,941 123.5
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Income Statement of the Merkur Group for the Period

from 1 January 2006 to 31 December

2006
in EUR thousand

Item 2006 2005 Index
REVENUE 999,029 783,988 127.4
Cost of sales 815,726 638,092 127.8
GROSS PROFIT 183,303 145,896 125.6
Other operating income 22,654 12,617 179.6
Distribution expenses 121,041 102,290 118.3
Administrative expenses 38,035 30,460 124.9
Other operating expenses 10,116 8,888 113.8
OPERATING PROFIT 36,765 16,875 2179
Financial income 17,238 15,335 112.4
Financial expenses 28,546 12,849 222.2
NET FINANCE COSTS -11,308 2,487 -
PROFIT BEFORE TAX 25,457 19,362 131.5
Income tax expense 3,840 4,384 87.6
PROFIT FOR THE PERIOD 21,617 14,977 144.3
Equity holders of the parent 21,594 14,960 144.3
Minority interest 23 17 137.8
Earnings per share (in EUR) 16,76 12,32 136.1
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Cash Flow Statement of the Merkur Group for the Per  iod from 1 January 2006 to 31 December
2006

in EUR thousand

Item 2006 2005 Index
CASH FLOWS FROM OPERATING ACTIVITIES

Profit or loss for the period 21,617 14,977 144.3
Adjustments for: 15,279 11,071 138.0
Depreciation of property, plant and equipment 11,028 9,993 110.4
Amortisation of intangible assets 750 626 119.8
Impairment of assets 8,987 7,218 124.5
Gain / Loss on disposal of property, plant and equipment -7,321 -9,323 78.5
Income from reversal of negative goodwiill -13,392 0 -
Investment income / expenditure 2,732 -10,824 -
Foreign exchange gain / loss -2,460 -825 298.2
Financial expenses 11,036 9,162 120.5
Increase in long-term provisions 79 659 11.9
Income taxes paid 3,840 4,384 87.6
Change in net operating current assets and provisio ns -64,169 26,116 -
Increase in trade and other receivables -37,004 -12,984 285.0
Increase / Decrease in inventories -26,760 2,674 -
Increase / Decrease in trade and other payables -4,876 36,382 -
Increase in accruals and deferrals, and provisions 4,470 44 -
Net cash from operating activities -27,273 52,165 -
CASH FLOWS FROM INVESTING ACTIVITIES

Interest received 7,905 6,502 121.6
Foreign exchange differences received 4,357 1,527 285.4
Dividends received 2,648 1,619 163.5
Proceeds from sale of property, plant and equipment 36,038 32,647 110.4
Proceeds from sale of investment property 11,033 2,582 427.3
Proceeds from sale of investments 79,647 22,636 351.9
Acquisition of property, plant and equipment -53,353 -44,830 119.0
Acquisition of intangible assets -6,232 -451 -
Acquisition of investment property 0 -978 -
Acquisition of investments -126,457 -31,684 399.1
Net cash used in investing activities -44,413 -10,429 425.9
CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from issue of share capital 14,804 0 -
Proceeds from / Repayment of borrowings 72,303 -23,735 -
Payment of foreign exchange differences -1,301 -1,191 109.2
Dividends and profit shares paid -4,209 -3,277 128.4
Interest paid -10,483 -8,337 125.7
Net cash used in financing activities 71,114 -36,541 -
NET INCREASE / DECREASE IN CASH AND CASH

EQUIVALENTS -572 5,195 -
Cash and cash equivalents at beginning of period 11,254 6,062 185.6
Correction of the opening balance of cash and cash

equivalents due to inclusion of a subsidiary 131 0 -
Total opening balance of cash and cash equivalents 11,385 6,062 187.9
Cash and cash equivalents at end of period 10,813 11,257 96.1
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Statement of Changes in Equity of the Merkur Group for the Period from 1 January 2006 to 31 December 2 006
in EUR thousand
Fair value  Fair value TOTAL
Other reserve - reserve - EQUITY
Share Capital Legal revenue  Retained land and financial Translation HOLDERS OF MINORITY TOTAL

Items of equity capital reserves reserves  reserves  earnings  buildings assets reserves THE PARENT INTEREST EQUITY
Balance at 1 January 2005 50,697 66,005 5,637 3,883 25,740 234 15,562 171 167,929 95 168,024
Net profit for the period taken to equity - - - - 14,960 - - - 14,960 17 14,977
Changes in fair value of property and

available-for-sale financial assets - - - - - 1,821 -490 - 1,331 - 1,331
Appropriation of retained earnings - - 361 5,464 -5,825 - - - 0 - 0
Dividends and profit shares to shareholders - - - - -3,277 - - - -3,277 - -3,277
Fair value of property and available-for-sale

financial assets transferred to income - - - - - - -915 - -915 - -915
Increase / Decrease in exchange differences - - - - - - - -402 -402 4 -398
Increase / Decrease in deferred taxes - - - - - -455 351 - -104 - -104
Other increases in equity components - - - - 73 - - - 73 - 73
Balance at 31 December2005 50,697 66,005 5,999 9,346 31,671 1,600 14,508 -231 179,595 116 179,711
Balance at 1 January 2006 50,684 65,987 5,997 9,344 31,662 1,599 14,504 -231 179,547 116 179,663
Acquisition of a subsidiary - - - - - - - - 0 941 941
New opening balance at 1 January 2006 50,684 65,987 5,997 9,344 31,662 1,599 14,504 -231 179,547 1,058 180,605
Additional paid-in capital taken to equity 4,089 10,714 - - - - - - 14,804 - 14,804
Net profit for the period taken to equity - - - - 21,594 - - - 21,594 23 21,617
Changes in fair value of real property and

available-for-sale financial assets - - - - - - 5,142 - 5,142 - 5,142
Loss covered according to the resolution of the

Management Board - - - - - - - - 0 - 0
Appropriation of retained earnings to reserves - - 83 87 -169 - - - 0 - 0
Dividends and profit shares to shareholders - - - - -4,209 - - - -4,209 - -4,209
Fair value of available-for-sale financial

assets transferred to income - - - - - - -199 - -199 - -199
Other decreases — change in the ownership structure

in favour of the equity holders of the parent - - - - - - - - 0 -947 -947
Increase / Decrease in exchange differences - - - - - - - 1,738 1,738 4 1,742
Increase / Decrease in deferred taxes - - - - 32 106 -22 - 117 - 117
Balance at 31 December 2006 54,773 76,701 6,080 9,430 48,910 1,705 19,426 1,507 218,533 138 218,671
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Audited Financial Statements of Merkur, d. d.

Balance Sheet of Merkur, d. d. as at 31 December 20 06

in EUR thousand

Iltem 31 Dec 2006 31 Dec 2005 Index
Property, plant and equipment 162,775 146,086 111.4
Intangible assets 697 607 114.9
Investment property 13,670 19,542 70.0
Investments in associates 135 0 -
Non-current financial assets 136,757 105,224 130.0
Non-current trade receivables 1,126 1,334 84.4
Deferred tax assets 4,651 4,067 114.4
Total non-current assets 319,811 276,860 115.5
Inventories 112,137 90,546 123.8
Current financial assets 68,348 21,422 319.0
Current trade receivables and other assets 240,324 186,928 128.6
Cash and cash equivalents 2,189 2,674 81.9
Total current assets 422,998 301,571 140.3
TOTAL ASSETS 742,809 578,431 128.4
Issued capital 54,773 50,697 108.0
Capital reserves 76,701 66,005 116.2
Revenue reserves 14,895 14,899 100.0
Retained earnings 45,165 36,595 123.4
Fair value reserve 21,124 16,101 131.2
Total equity 212,658 184,297 115.4
Non-current financial liabilities 86,539 65,236 132.7
Non-current trade payables 2,995 3,234 92.6
Deferred tax liabilities 7,419 7,564 98.1
Long-term provisions 9,481 7,773 122.0
Total non-current liabilities 106,433 83,808 127.0
Current financial liabilities 214,636 140,074 153.2
Current trade and other payables 206,438 168,244 122.7
Current tax payable 192 1,560 12.3
Short-term provisions 2,452 449 545.8
Total current liabilities 423,718 310,327 136.5
Total liabilities 530,151 394,135 1345
TOTAL EQUITY AND LIABILITIES 742,809 578,431 128.4
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Income Statement of Merkur, d. d. for the period fr

om 1 January 2006 to 31 December 2006

in EUR thousand

Item 31 Dec 2006 31 Dec 2005 Index
REVENUE 798,540 642,051 124.4
Cost of sales 664,827 531,659 125.0
GROSS PROFIT 133,713 110,392 121.1
Other operating income 4,176 7,518 55.5
Distribution expenses 84,008 74,262 1131
Administrative expenses 26,757 22,724 117.7
Other operating expenses 6,507 7,124 91.3
OPERATING PROFIT 20,618 13,799 149.4
Financial income 11,364 11,092 102.5
Financial expenses 16,012 10,789 148.4
NET FINANCE COSTS -4,649 303 -
PROFIT BEFORE TAX 15,969 14,102 113.2
Income tax expense 3,213 2,494 128.8
PROFIT FOR THE PERIOD 12,756 11,608 109.9
Earnings per share (in EUR) 9,90 9,56 103.6
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Cash Flow Statement of Merkur, d. d. for the Period

from 1 January 2006 to 31 December 2006

in EUR thousand

Iltem 2006 2005 Index
CASH FLOWS FROM OPERATING ACTIVITIES

Profit or loss for the period 12,756 11,608 109.9
Adjustments for: 18,309 11,007 166.3
Depreciation of property, plant and equipment 7,691 7,677 100.2
Amortisation of intangible assets 237 224 105.9
Impairment of assets 6,155 6,349 96.9
Gain / Loss on disposal of property, plant and equipment -3,420 -5,952 57.5
Investment income / expenditure -5,087 -8,344 61.0
Foreign exchange gain / loss -439 -18 -
Financial expenses 9,959 8,060 123.6
Increase / Decrease in long-term provisions 0 516 -
Income taxes paid 3,213 2,494 128.8
Change in net operating current assets and provisio ns -45,497 24,375 -
Increase in trade and other receivables -58,817 -20,700 284.1
Increase / Decrease in inventories -22,535 10,401 -
Increase in trade and other payables 32,141 34,579 92.9
Increase in accruals and deferrals, and provisions 3,713 96 -
Net cash from operating activities -14,432 46,990 -
CASH FLOWS FROM INVESTING ACTIVITIES

Interest received 7,132 6,792 105.0
Foreign exchange differences received 990 365 270.9
Dividends received 2,647 1,619 163.5
Proceeds from sale of property, plant and equipment 13,603 36,295 375
Proceeds from sale of intangible assets 0 1 -
Proceeds from sale of investment property 8,129 4,766 170.6
Proceeds from sale of investments 78,419 10,181 770.2
Acquisition of property, plant and equipment -36,864 -26,941 136.8
Acquisition of intangible assets -328 -269 121.9
Acquisition of investment property 0 -978 -
Acquisition of investments -157,011 -46,684 336.3
Net cash used in investing activities -83,283 -14,853 560.7
CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from issue of share capital 14,804 0 -
Proceeds from / Repayment of borrowings 95,920 -18,554 -
Payment of foreign exchange differences -551 -347 158.9
Dividends and profit shares paid -4,040 -3,277 123.3
Interest paid -8,901 -8,060 110.4
Net cash used in financing activities 97,231 -30,238 -
NET INCREASE IN CASH AND CASH EQUIVALENTS -484 1,899 -
Cash and cash equivalents at beginning of period 2,674 775 344.8
Cash and cash equivalents at end of period 2,189 2,674 81.9




Statement of Changes in Equity of Merkur, d. d. in the Period from 1 January 2005 to 31 December 2005

in EUR thousand

Fair
value Fair value
Other reserve - reserve -
Share Capital Legal revenue Retained land and financial TOTAL
Iltems of equity capital reserves reserves reserves earnings buildings assets EQUITY
Balance at 1 January 2005 50,697 66,005 5,553 3,883 33,728 227 15,562 175,654
Net profit for the period taken to equity - - - - 11,608 - - 11,608
Changes in fair value of real property and
available-for-sale financial assets - - - - - 1,821 -490 1,331
Net profit for the period allocated to legal reserves under the
resolution adopted by the Management Board - - - 5,464 -5,464 - - 0
Dividends and profit shares to shareholders - - - - -3,277 - - -3,277
Fair value of property and available-for-sale
financial assets transferred to income - - - - - - -915 -915
Increase / Decrease in deferred taxes - - - - - -455 351 -104
Balance at 31 December 2005 50,697 66,005 5,553 9,346 36,595 1,592 14,508 184,297
Statement of Changes in Equity of Merkur, d. d. in the Period from 1 January 2006 to 31 December 2006
in EUR thousand
Fair
value Fair value
Other reserve - reserve -
Share Capital Legal revenue Retained land and financial TOTAL
Items of equity capital reserves reserves reserves earnings buildings assets EQUITY
Balance at 1 January 2006 50,684 65,987 5,551 9,344 36,585 1,592 14,504 184,247
Additional paid-in capital taken to equity 4,089 10,714 - - - - - 14,804
Net profit for the period taken to equity - - - - 12,756 - - 12,756
Changes in fair value of real property and
available-for-sale financial assets - - - - - - 5,142 5,142
Dividends and profit shares to shareholders -4,209 - - -4,209
Fair value of property and available-for-sale
financial assets transferred to income - - - - - - -199 -199
Increase / Decrease in deferred taxes - - - - 32 106 -22 117
Balance at 31 December 2006 54,773 76,701 5,551 9,344 45,165 1,698 19,426 212,658

Management Board of Merkur, d. d.
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