
KONČAR GROUP

A N N U A L  R E P O R T  2 0 0 6



A N N U A L  R E P O R T  2 0 0 6

EUR 1 (average for 2006) = 7.323

in HRK 000

B A S I C  I N D I C A T O R S

 2006 2005 2004

Operating revenues 2,672,806 2,031,019 1,705,542

Sales of products and services 2,552,964 1,838,097 1,613,423

Profit before tax 84,773 36,036 23,804

Corporate income tax 16,269 9,153 7,630

Group’s profit  68,504 26,883 16,174

 

Minority stakes 20,873 14,938 8,743

Net profit 47,631 11,945 7,431

Total assets  2,535,827 2,438,670 2,281,797

Total capital and reserves 1,080,405 1,040,558 1,045,485

Current assets 1,531,249 1,426,651 1,264,504

Current liabilities  930,748 856,340 740,939

Number of employees as at 31 Dec. 4,224 4,062 3,992

Sales per employee  604 453 404

HRK

 2006 2005 2004

Dividend   2.00 

Share value at Zagreb Stock Exchange as at 31 Dec. 645 285 156

Shares 
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Abbreviat ions used in the text

Group KONČAR - Electrical Industries Inc., subsidiaries and affiliated companies
KONČAR Concern KONČAR - Electrical Industries Inc. and subsidiaries
KONČAR Inc. KONČAR - Electrical Industries Inc.
Parent Company KONČAR - Electrical Industries Inc.
BA Business Area
ZET Zagreb Electrical Tram Company 
INA Croatian Oil Industry
HAC Croatian Motorways
SS Transformer Substation
HPP Hydropower Plant
TPP Thermo Power Plant 
CPF Croatian Privatisation Fund
CPII Croatian Pension Insurance Institute 
PBZ Privredna banka Zagreb
ZSE Zagreb Stock Exchange
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In 2006, KONČAR had its most successful business year since 1990. 
Performance was extremely good, the result of the conjunction of 
the first important return on long-term investment (in trams) and a 
marked upturn in the world power equipment market. But adverse 
conditions of trade in the world market that are manifested in the 
fluctuating rise of prices for raw materials and the instability of the US 
dollar continue. 

An exceptional rise in operational indicators is to be seen primarily in the 
rise of income from sales of 38.9% (consolidated figures) over 2005, 
which climbed to 2,552,96� kuna or 3��.5 million euros.

The major part in the rise in sales earnings generated on the domestic 
market of �0.�% reflected an increased volume of deliveries of trams 
to the Zagreb municipal authority (�0 trams). The rise in export sales 
amounted to 36.5%, as a result of increased electrical power supply 
equipment deliveries, above all of transformers. 

This important rise in earnings from sales was achieved with a minimum increase in the size of the labour force, 
which is in turn reflected in an average increase in revenue per employee of 33%. The ultimate and crowning 
result of 2006 operations was an increase in net post-tax profit that was four times greater than in 2005. Profit 
was thus �7,631,000 kuna, a profit-on-sales ratio of 1.86% and profit-to-share capital of �.7%. Since the value of 
the shares on the Zagreb Stock Exchange rose from 289 kuna to 6�5 kuna, it is clear that the operating results 
were at once recognised on the capital market.

According to order income on the books of the company at the end of 2006, which were 33% higher than at the 
end of 2005, 2007 can be predicted to hold levels of sales earnings to those achieved in 2006.

The results achieved have proved the long-term commitment of KONČAR to development of its own products a 
correct business orientation. The basis for the realisation of this objective are the acquired experience, accumu-
lated know-how, development and testing equipment and properly qualified personnel.  Investment in equipment 
and human resources for the development of products and production technology is of enormous importance in 
KONČAR, and will continue to rise.

The boom in demand for electrical power supply equipment on the world market has entailed investment to 
expand production capacities in the companies that perform the Concern’s basic activity. The focus of the new 
capacities is on more demanding products where the comparative advantages of manufacturers with tradition 
and knowledge can come to the fore. 

Restructuring of the Concern, the aim of which is to concentrate on the business areas of energy and transportation 
(the basic activities) is being continued through the privatisation of the companies that are outside these interests.

Improvement of the business indicators of the Concern is conducted, among other things, by the expansion of the 
application of methods recognised worldwide for the advancement of operations to an increasing number of com-
panies. Labour motivation is an internal reserve of every enterprise. An increase in motivation by the employment of 
these methods of enhancing the operating indicators of the companies and through the introduction and implemen-
tation of employee financial participation schemes in the firms are a new step in the development of the Concern.

The creation of a knowledge-based company in which the labour force has a sense of belonging to the firm and 
derives satisfaction from its work is the Concern’s long-term assignment.

Tradition, knowledge and responsibility are the watchwords of the Concern.

Chairman of the Board
Darinko Bago
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This report encompasses the period from 1 January 2006 to 31 Decem-
ber 2006. 

During 2006, the Supervisory Board has held a total of five sessions 
in which it was continuously discussing and making decisions on the 
issues falling under Supervisory Board’s scope of competence, in keeping 
with the provisions contained in Article 263 of the Companies Act, the 
Company Charter and the Supervisory Board Procedural Rules, as well 
as with the decisions of the General Assembly, providing necessary 
consents and guidelines to Company’s Management Board.

In the Supervisory Board sessions held during 2006, the Superviso-
ry Board inter alia made decisions relative to the continuation of the 
 ownership restructuring and the employee stock ownership in daugh-
ter-companies of the KONČAR Concern. In keeping with those deci-
sions, a decision was made to spin-off KONČAR - Elevators and Service 
ltd. company and to buy shares in KONČAR - Distribution and Special 
Transformers Inc. During 2006, the Supervisory Board also decided on 
continuing with the wind power plants project. 

Pursuant to the Companies Act and the Charter of KONČAR - Electrical Industries Inc., the Supervisory Board 
made a decision on establishing the basic financial reports and the utilisation of profits. The Supervisory Board 
maintains that financial reports are in keeping with the status indicated in the accounts of the Company and 
accurately represent Company’s status in terms of assets and operations. 

During the indicated period, the Supervisory Board was composed as follows: 

Supervisory Board Chairman: Ante Babić

Supervisory Board Deputy Chairman:  Željko Tomšić

Supervisory Board Members: Jasminka Belačić
 Georg Eltz
 Kristijan Floričić    
 Miroslav Kovačić
 Zdenka Matković
 Đuro Perica
 Ivan Rujnić

On the basis of Company’s performance supervision conducted on the basis of legal powers vested in the Super-
visory Board, the Supervisory Board determined that the Company operated in accordance with the law, General 
Assembly’s decisions and enactments of the Company. 

 Zagreb, April 2007
 KONČAR - Electrical Industries Inc.
 Supervisory Board Chairman
 Ante Babić
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Financia l  and operat ing indicators

A year in which KONČAR celebrated its 85th anniversary was the most successful business year to date. The 
year was characterised by the delivery of the low-floor tramcars to the City of Zagreb (a total of �0 tramcars were 
delivered, whereas the remainder of 20 is planned for delivery until end-May 2007). With the manufacture of 
low-floor tramcars, KONČAR joined the group of five global manufacturers of this extremely complex product. 

In addition to the manufacture and delivery of products and services, other KONČAR’s business activities were 
running successfully as well. In the field of new products development, the most significant were the efforts 
invested in the development of wind power plants and the preparations for building a wind park. The investments 
made in the production capacities led to an increase in the energy equipment delivery capabilities. The activities 
oriented towards business and ownership restructuring kept the Concern focused on core business and the 
strengthening of Concern’s management structure. 

Additionally, the year of 2006 was significant in that it saw the first investment in China. This was achieved by a 
transfer of the production technology and by selling a licence for the manufacture of instrument transformers. 

The 2006 operating results figures are presented in the consolidated data for KONČAR Group’s companies. The 
figures show that 2006 operations were stable and that the profits generated exceeded both the last year’s 
profits and those planned for 2006. 

Amounts due to customers, suppliers, employees, the Government, banks and other contractual parties were 
serviced regularly. Owing to well contracted works during the previous and the current years, the vast majority of 
KONČAR’s companies achieved substantial business results.

The overall consolidated revenues were generated in an amount of HRK 2,728.1 million, which is a 31 per cent 
greater accumulation as compared to 2005. The non-consolidated revenues (data including revenues of affiliated 
companies as well) accounted for HRK 3,10�.� million, exceeding the last year’s accumulation by �1 per cent. 
The sales per employee ratio grew by 33.� per cent in comparison with the same period of the last year and 
accounted for HRK 60�,�00. 

The Group’s profit before tax accounted for HRK 8�.8 million, the tax dues stood at HRK 16.3 million, resulting in 
profits after tax reaching a level of HRK 68.5 million. From this amount, a HRK 20.9 million belonged to minority 
stakes, whereas a HRK �7.6 million worth of profits belonged to the parent company. 

During 2006, the Concern’s companies have contracted new works in an amount of HRK 3,082.� million, exceed-
ing the 2006 plan by 16.5 per cent. In the overall structure of the contracted works, 63 per cent was contracted 
for the domestic and 37 per cent for foreign markets. A total of HRK 1,663.2 million worth of new works were 
contracted for execution in 2006, whereas the remainder of HRK 1,�19.2 million in new works were contracted 
for execution during the course of 2007 and years to follow. 

The status of contracted works (active liabilities) at the end of 2006 totalled HRK 2,135.2 million, a level exceeding 
the status of contracted works at the beginning of 2006 by 33 per cent. 

Assets were increased by HRK 106.8 million, i.e. �.� per cent as compared with the same date of a year earlier. 
Long-term sources of funds (capital, long-term provisions and long-term liabilities) were greater than the fixed 
assets and average stock, which indicates a sound ageing structure of the sources of funds. Current assets stood 
at 1.7 times the current liabilities, indicating a good liquidity of the system. The consolidated balance sheet indicates 
the financial soundness of the KONČAR Group. 

During the course of 2006, an amount totalling HRK 76.� million was invested for the procurement of tangible 
assets, an amount exceeding the total depreciation amount by HRK 8.2 million. 

The plan for the next year is to make investments into equipment and plants in an amount of HRK 1�0 million, 
an amount exceeding the total 2006 depreciation amount by HRK 72 million. This will increase the capacities and 
conditions of work, but will also improve the structure of fixed tangible assets. 

The number of employees as at 31 December 2006 totalled �,22�, a number by four per cent greater than the 
number of employees at the end of 2005 (the number of employees as at 31 December 2005 stood at �,062).

There is a positive import to export ratio. A total of HRK 978.3 million worth of products and services were 
exported, whereas imports of raw and primary materials stood at HRK 682.1 million, resulting in an import by 
exports coverage coefficient of 1.�3.
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Sales

During 2006, the Concern’s companies have generated (consolidated) sales revenues in an amount of HRK 2,553 
million, an amount which is by 38.9 per cent greater than the 2005 accumulation and by 28.9 per cent greater than 
what was initially planned for the year of 2006 (image 1).

The sales revenues generated from the domestic market totalled HRK 1,575 million (62 per cent of total sales), 
which is by �0.� per cent greater than the previous year’s sales and by 50 per cent greater than this year’s plan. 
In the international markets, the sales of products of services accounted for HRK 978.3 million (38 per cent of 
total sales), an amount exceeding the 2005 sales revenues by 36.5 per cent and the initially planned 2006 figures 
by 5.1 per cent. 

The greatest portion (80 per cent) in the overall Concern’s sales structure was achieved by the companies belonging 
to the Energy and Transport Business Area. Their accumulation amounted to HRK 2,05�.7 million, whereby the 
share the core business takes in the overall Concern’s sales continues to grow. 

The companies of the Trade Business Area reached a total sales value of HRK 256.2 million or 10 per cent of total 
Concern’s sales, the companies belonging to the Industry Business Area collected a total of HRK 172.8 million or 
7 per cent, whereas the companies belonging to special business activities generated a total of HRK 69.3 million 
or three per cent in the overall sales structure.

M A I N  F E A T U R E S  O F  T H E  2 0 0 6  O P E R A T I O N S

Total sales

Energy and transport

Image 1: 2002-2006 Concern’s Sales
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Domestic Sales 

The sales revenues generated from the domestic market during 2006 totalled HRK 1,57�.7 million and are per-
manently following an upward trend (image 2). 

Image 2: 2002-2006 Domestic Market Sales
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The Zagreb Electrical Tram company was the single largest customer taking the greatest share in the overall 
structure of domestic sales (execution of the low-floor tramcar contract), participating in the overall domestic 
sales with a 31 per cent stake (sales totalling HRK 505.8 million). HEP was provided with a HRK �70 million worth 
of goods and services, the companies from the industry and shipbuilding industry fields with an amount of HRK 
197.6 million, trading companies were delivered with HRK 202.8 million worth of products, the Croatian Motor-
ways with HRK �5.3 million, the construction industry companies with HRK �8.2 million, whereas the remainder 
worth HRK 105 million pertains to the Croatian Railways, the state administration, local self-government units and 
public enterprises. Depending on investment programmes, the shares the greatest customers take in the struc-
ture shift on a year to year basis. Table 1 below presents the largest customers over the last five-year period.

Table 1: 2002-2006 Domestic Customers

 2002 2003 2004 2005 2006

Croatian Electricity Company HEP 443,161 585,674 431,566 492,066 469,967

Trade sector 206,027 228,500 162,815 177,918 202,873

Public Enterprises (ZET, INA, HAC) 36,645 84,946 103,495 160,076 594,900

Industry and Shipbuilding Industry 73,187 99,591 134,206 150,421 197,586

Croatian Railways 103,103 78,245 77,407 27,126 22,096

State Administration 37,079 55,328 27,920 23,254 38,994

Construction Industry 15,975 8,511 18,705 47,692 48,248

Total 915,177 1,140,795 956,114 1,121,553 1,574,664
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Export Sales 

During 2006, a total of HRK 978.3 million worth of goods and services were sold in the foreign markets, showing 
a substantial growth (Image 3). 

The most important foreign markets during 2006 were the ones of Serbia and Montenegro (HRK 170 million), 
Germany (HRK 79.5 million), Bosnia and Herzegovina (HRK 7�.2 million), Sweden (HRK 59.2 million), the Czech 
Republic (HRK 50.1 million), Slovenia (HRK �1.6 million), U.A.E. (HRK 3�.� million), Costa Rica (HRK 30.9 million), 
Albania (HRK 28.9 million), Saudi Arabia (HRK 28 million), Australia (HRK 26 million) and Finland (HRK 25.9 million), 
etc. The shares the individual countries take in the overall exports structure change year-to-year, as seen from 
data presented in Table 2 below.

Table 2: 2003-2006 Customer Countries

Image 3: 2002-2006 Exports
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Observing from the angle of regional representation of exports countries, the neighburing countries (Bosnia and 
Herzegovina, Serbia and Montenegro, Slovenia and Macedonia) are taking an exports share of 30 per cent, the 
EU countries of �0 per cent, the Middle East of 7 per cent, etc. (Image �)

in HRK 000

Image �: 2006 Exports Structure by Regions

  2003 2004 2005 2006

Serbia & Montenegro  29,130 66,004 97,571 169,990

Germany   47,055 44,699 57,907 79,507

Bosnia & Herzegovina  116,047 129,966 105,980 74,189

Sweden   9,080 19,881 35,034 59,512

Czech Republic   22,080 21,222 27,583 50,131

Slovenia   41,172 42,237 74,291 41,566

U.A.E.  33,312 13,804 5,924 34,386

Saudi Arabia   9,016 37,367 17,953 28,008

Austria   10,989 13,773 17,134 26,008

Hungary   11,271 20,690 16,457 21,587

Greece   19,963 16,486 4,075 17,064

Australia   6,496 12,034 5,332 15,158

Macedonia   23,354 22,872 10,410 11,417

Bulgaria   32,432 17,572 25,304 10,214

France   57,327 18,225 5,813 1,063

Other countries  215,087 160,477 209,776 338,500

Total   683,811 657,309 716,544 978,300
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Business Area Energy and Transport

Products and services falling under the Energy and Transport Business Area constitute core business of the 
KONČAR Group. The companies from this business area have a long-standing tradition and numerous references 
from the domestic and foreign markets, accumulated from their engineering undertakings in the development 
of complex turnkey power facilities and plants, the manufacture and delivery of power generation, transmission 
and distribution equipment and components, the manufacture of electrical rail vehicles and the development of 
all types of stable electrical traction plants. 

During the course of 2006, the entire business area operated very successfully in spite of increasingly fierce 
competition in the market and growing complexity of conditions for doing business, characterised by a growth 
in prices of raw and primary materials necessary for the production and a persistent dollar to euro exchange 
fluctuation. The value of sales of products and services stood at HRK 2,�33 million, an amount exceeding the 
last year’s accumulation by �9.5 per cent. Of the amount, a total of HRK 1,6�3.7 million was generated in the 
domestic market, greatly owing to the delivery of �0 low-floor tramcars to the City of Zagreb. The manufacture 
and delivery of the low-floor tramcars positioned KONČAR amongst five global manufacturers of this extremely 
complex product, which was manufactured on the basis of KONČAR’s own development, design-construction 
and technical-technological solutions. 

In addition to the tramcars delivery, the bigger undertakings on the domestic market included the completion of 
a capital overhaul of Plomin TPP and the completion of the first Peruča HPP unit. The Rijeka’s Kozala 1 pumping 
station was put into operation, Plomin 1 TPP’s (220 and 110kV) switchyard reconstruction was completed, as 
well as the cogeneration plant development project for Molve CPS (5 MVA), coupled with the development and 
delivery of equipment for Žabno, Apatovac, Biograd, Vinčent, Knin, Gračac and other substations (a total of 31 
SSs of various voltage levels). 

The secondary equipment was represented in the fields of relay protection, the control and measurement sys-
tems for a series of facilities. In 2006, the most significant ones in this field included Bilice SS, Žabno SS, Plomin 
TPP, Osijek TPP and Bobovje SS. Furthermore, the Velebit reversible Hydropower Plant control, protection and 
turbine regulation systems were delivered and put into operation, the HEP’s medium-voltage grid control was 
completed in 27 SSs 10(20)/0.�kV and a total of �7 remote-controlled disconnecting units were delivered. 

On the domestic market, the Zagreb-based remote control and operation system of the Croatian gas network - Plinacro 
plant was put into operation. The system supervises and controls gas circulation, consumption and pressure in the gas 
network of the Republic of Croatia, while it enables the gas network calculation, its presentation viewed by geographi-
cal coordinates, as well as an overview of equipment’s technical characteristics. The project was executed within a 
timeframe as short as 17 months, an achievement that would be highly regarded even in global proportions. 

Concerning the systems of uninterrupted DC power supply (2�, �8, 110 and 220V DC), the most significant works 
during 2006 included those undertaken for HEP, i.e. Gračac SS, Plomin 1 TPP, Vrboran SS, Bobovje SS, Krasica 
SS and Rijeka TPP.

During 2006, the network ripple-frequency control programme was characterised by the delivery of 110kV system 
equipment for Elektroprimorje Krasica SS, the delivery of a network ripple-frequency control receiver, as well as 
by the activities pertinent to the design and regular maintenance of HEP’s systems. 

Developed and manufactured in KONČAR - Electrical Engineering Institute, the transformer monitoring system 
was released in regular sale in 2006. Although this is in part being performed autonomously, it is chiefly done in 
conjunction with KONČAR - Power Transformers. Two systems were delivered, installed and put into operation 
for �00 MVA transformers in Melina SS, one system for a 350 MVA transformer in the Slovakia-based Lemesany 
SS, and 15 sets for transformers ranging from 100 to 315 MVA in transformer substations in Qatar.

In comparison with a year earlier, the year of 2006 saw a growth in exports by �3.� per cent. The exports volume 
accounted for HRK 789.3 million, a third of the overall sales structure. Applying an exports strategy revolving 
around the employment of our comparative advantages having to do with unique and low-series manufacture 
undertakings for known customers, the exporting activities encompassed some fifty countries worldwide. 
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In terms of value, the greatest volumes were exported to Serbia and Montenegro, Germany, Sweden, United 
Arab Emirates, Bosnia and Herzegovina and to Slovenia. The greater individual export undertakings included 
putting two Bhavani Kattalai 1 HPP’s generators into operation in India, for which two three-phase bulb-type syn-
chronous generators with rated capacities of 16.6 MVA and 6,600 V were delivered, the delivery of a generator 
and putting three Boštanj HPP’s units in Slovenia into operation were completed, the delivery of a generator (2� 
MVA) and putting into operation the excitation, control and protection system for Lagarfoss HPP in Iceland, two 
units were delivered to and installed in Cariblanco HPP (50 MVA) in Costa Rica, the reconstruction of 110/20 kV 
Lusnja and Uznova SSs in Albania was completed, as well as the delivery of power transformers ranging from 10 
to 63 MVA in rated capacity for Qatar and a Landis+Gyr contract for Montenegro.

The delivery of thyristorised locomotives for ŽTP Belgrade (20 units) was completed, and a contract for the delivery 
of two thyristorised locomotives for BDŽ Bulgaria was executed. 

In the field of power facilities control and protection, the year of 2006 saw the completion of and putting the auto-
mation of the Syrian Palmyra gas plant into operation, which goes also for a dispatch centre of Elektroprimorske 
in Slovenia and a dispatch centre Strumica in Macedonia. 

Given that own research and development stands as a cornerstone of competitiveness of KONČAR’s products both 
domestically and internationally, efforts have been permanently invested in the own technologies development and 
their application in production in order to preserve the key products’ technological level in keeping with customers’ 
demands. A new generation of equipment for �00 kV transformer substations was created, coupled with the mod-
ernisation of equipment for other transformer substation voltage levels. A hydro-generator monitoring system was 
also developed. The first unit was manufactured and was put into trial operation in Čakovec HPP in late 2006.

In accordance with the set plans, efforts have been invested towards the completion of wind turbine ranging 
from 1.0 to 1.2 MW and the preparatory works for a wind power plant development. In the field of transport, the 
development of commuter and regional trains was going towards its completion. 

Image 5: Bhavani Kattalai Barrage - 1 HPP, India  Image 6: Cariblanco HPP, Costa Rica

Business Area Industry and Trade

The INDUSTRY Business Area encompasses the companies involved in manufacturing and marketing of com-
ponents and equipment from the fields of rotating machines, vertical and horizontal transport, tools and catering 
equipment for customers involved in the business of industry, water management and environment protection, 
road building, construction and other. The engineering undertakings serve to implement complex plants. 

In 2006, the companies from the Industry Business Area have jointly generated a total of 172.8 million in sales, 
i.e. 7 per cent in the overall structure of Concern’s sales. 
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In addition to the existing programmes, the goals to achieve in the Croatian market have to do with reaching a great-
er level of representation of drive units, especially the fan drive units. The year of 2006 saw the commencement of 
the development of own spectrum of axial and centrifugal fans for shipbuilding industry and those for special indus-
trial purposes. Contracts were signed with Uljanik, 3. Maj and Brodotrogir shipyards for the delivery of special fans 
valued at more than HRK 10 million. A new line of KN series converters was introduced, a greater number of the 
design facilities reconstructions took place, coupled with the replacement of direct current motors with frequency 
regulation driven AC motors, several types of paint mixing units were produced (laboratory, console and pole explo-
sion proof units), and a greater number of industrial facilities’ parts reconstructions were executed. 

The 2006 business year was a year of an intensified activity on the part of the competitors and a year in which 
one could have felt increasingly strong influence of globalisation in the market. 

The TRADE Business Area encompasses the companies involved in manufacturing and marketing household 
appliances and large-series products from the field of electrical equipment. 

The companies belonging to the TRADE business area traditionally maintain good cooperation with the leading 
trading companies, public enterprises and ministries. Some completely new business channels emerge with the 
help of the existing well run ones abroad, especially in the neighbouring markets were even more significant 
 effects resulting from market- and client-orientated undertakings are expected.

The sales activities of KONČAR - Household Appliances ltd. are being performed through sales centres Croatia-
wide (Zagreb, Osijek, Split, Rijeka, Zadar), as well as through a retail network consisting of a total of 13 shops. 
The servicing network provides a good and quality coverage of the entire Croatian territory and wider, to which 
purpose a new central servicing centre was built in Zagreb. 

During 2006, KONČAR - Household Appliances ltd. had a growth in sales and production, coupled with the 
achievement of positive business results. The total turnover stood at more than HRK 200 million, in the structure 
of which export sales took a portion of more than �0 per cent. A total of 350,000 of various household appliances 
were released to the market, of which somewhat fewer than 300,000 units were manufactured in Zagreb. 

The Company actively follows and applies all of the European directives and a great deal of attention was paid to 
the energy efficiency and environmental protection during the last year. 

In addition to a substantial enrichment of the high energy class appliances offer, a representative store located in 
Zagreb’s Ilica street was also refurbished in mid last year. 

An integrated household appliances energy consumption supervision and control system was also developed. 

At year’s end, the Company also became a holder of activities relative to energy efficiency within the KONČAR Concern.

The year also saw the completion of the environment protection system certification process according to the 
requirements of ISO 1�001:200� standard.

Additional incentives for the improvement of efficiency in the Company are expected to result from the application 
of the “20 keys” method that the Company has initiated towards the end of the last year. 

In 2006, KONČAR - Low Voltage Switches and Circuit Breakers ltd. company undertook the following: 
•  Commencement of business cooperation with the American CSII company in the field of rotary cam switches sales; 
• Placement and agreement regarding a local assembly in Russia with “VELAN“ and “FABER“ companies; 
• Placement of special rotary cam switches to Finland - business cooperation with “JUHA-ELEKTRO“ company; 

During 2006, KONČAR - Catering Equipment Inc. has equipped a substantial number of different facilities as follows:
• hotels
• trading centers
• hospitals
• factories 
• government buildings, etc. in Croatia, Montenegro and Serbia
• marine kitchen equipment for eight vessels in Croatia and Russia.
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More Signif icant Contracted Works

During the year of 2006, Concern’s companies have contracted a total of HRK 3,082.� million worth of works, of 
which a total of HRK 1,�19.1 million for the execution in 2007. Jointly with the previously contracted works, the 
Concern’s pending liabilities as at 1 January 2007 accounted for HRK 2,135.1 million.

The Energy and Transport business area’s concluded works for 2006 accounted for HRK 2,873.5 million.

In the domestic market, a greater number of works were contracted for the Croatian Electricity Company (HEP). 
Amongst the more significant ones, worth mentioning are the contracted delivery of electro-mechanic equipment 
for Lečće HPP on a turnkey basis in which the installed rated capacity will be �2.3 MW, a contract for the replace-
ment and renewal of generators and excitation system for four Zakučac HPP’s units, whose total rated capacity 
after revitalisation will stand at 6�0 MVA, a contracted delivery of transformers, metal-clad bus-bars and medium- 
and low-voltage equipment for Zagreb’s TE-TO, as well as the development and delivery of Krapina-Bobovje, 
Donji Andrijevci, Drenovci, Karlobag, Strahinje, Šenkovec and Virje SSs. One of the major works contractually 
entered into with the Croatian Railways during 2006 included a contract for the conversion of a 3 kV AC electric 
traction system to a 25 kV DC system on the Moravice-Rijeka-Šapjane and Škrljevo-Bakar railroads.

The major contracted works for foreign markets included the delivery of four bulb-type generators with 16 MVA in 
rated capacity, the complete electric equipment in the engine room of Bhavani Kattalai 2 and 3 HPPs, the delivery 
of generators and excitation systems for �x5 MVA Vernon HPP in the USA and 3x16 MVA Blanca HPP in Slovenia, 
coupled with a contracted turnkey delivery of electro-mechanic equipment for 2x32 MVA Mostarsko Blato HPP.

Market ing

During 2006, the “TRADITION, KNOWLEDGE, RESPONSIBILITY” slogan was there to maintain the ideas that 
characterised the marketing activities going along with a suitable visual identity. 

The fairs and conferences remain to be the most significant vehicle for promoting KONČAR and making contacts 
in the existing and new markets. In 2006, KONČAR took part in a total of 13 fairs (1 in the country and 12 abroad) 
and in 9 conferences (3 abroad and 6 in Croatia).

One of the most complex appearances was the one in the Berlin-based INNOTRANS fair, a stage on which the 
low-floor TMK 2200 tramcar was successfully promoted. Special promotional materials (a set of prospectuses 
and a CD) on KONČAR’s traction production programme were prepared.

Furthermore, participation in several new fairs (Libya, China, and the Republic of South Africa) was organised in 
line with the market appearance strategy and the interest of the companies. During the participation in the Hano-
ver fair in Germany, the KONČAR’s stand presented numerous exhibits, including one of the Croatian-born Nikola 
Tesla’s inventions called the “rotational magnetic field”, thereby celebrating the 150th birthday of Nikola Tesla. 

The advertising in the media and professional publications was performed in accordance with the promotional ac-
tivities plan and orientated chiefly towards the experts linked with KONČAR’s production activities. An exception 
in this regard was the celebration of the 85th anniversary of KONČAR’s operations, when the Company advertised 
itself in the media via promotional activities organised for this specific purpose. 

Continuous efforts were invested in improving, enriching and modernising KONČAR Group’s and companies’ 
websites, which goes also for the Internet-based communication. Data shows that the website was visited from 
throughout the world and that the interest for this type of communication keeps growing. 

In order to keep the modernisation of the promotional materials a permanent effort, the “Power of Energy II” film 
was developed and renewed, presenting footage of new facilities, products and plants. 

Moreover, other materials such as calendars, greeting cards, the annual report, etc. were printed and distributed 
for the needs of the KONČAR Concern. 

The companies that actively participate in foreign markets are seeing a continuous build-up of their marketing 
activities. In that respect, coordination and joint activities result in better quality of market communication. Special 
attention is being paid to the modernisation of promotional materials (prospectuses, CDs, presentations) and to 
training and professional improvement of people involved in these activities.
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Human Potent ia ls

The good business results achieved during 2006 were primarily founded upon the experience, know-how and 
 innovativeness of people. A KONČAR’s strategic landmark has to do with moving forward towards the creation of 
a company of knowledge. Demanding products are intended for a specific group of clients and such products are 
based on know-how and own development. The development and manufacture of tramcars and the manufacture 
of transformers proved that KONČAR’s greatest value rests with its know-how and its people. 

Nowadays, KONČAR employs a total of 756 professionals holding university and college degrees, while the 
total pool of staff comprises 7 ScD’s, 53 MBA/MSc/MA holders and more than �00 electrical and mechanical 
engineers. A total of 15 employees are currently undergoing their doctoral studies, 53 are undergoing education 
to obtain their master’s degrees, whereas approximately 100 students from universities and colleges are being 
provided with scholarships every year. In addition, there is an ongoing training for personnel through IT courses, 
language schools, etc. 

The number of employees in 2006 stood at �,22�, a number by four per cent greater than what it was in 2005. The 
natural outflow of people is being compensated for by the recruitment of new personnel. To a great extent, these 
newcomers are the KONČAR’s scholarship receivers. The year of 2006 was also characterised by the innovation in the 
HR system, introducing the Human Resource Management fully aligned with the European standards and the most 
modern accomplishments in this field. The cooperation with the faculties, especially with the Electrical Engineering 
and Computing Faculty, as well as the programme aimed at developing HR potentials create the preconditions for the 
creation of a company of knowledge founded upon highly educated, creative and innovative personnel.

Research and Development

Research and development is the cornerstone of KONČAR’s competitiveness both in the domestic and world mar-
kets. Permanent investment in the development of products and production has enabled KONČAR to maintain the 
technological level of key products to fit the customers’ needs. The development featured in the Electrical Engineer-
ing Institute and the development departments of individual factories also have to do with an ongoing cooperation 
with educational and scientific institutions, as well as with an ongoing professional improvement and training of 
employees in all segments of the production process. 

In partnership with KONČAR’s subsidiaries, KONČAR - Electrical Engineering Institute is the leading Croatian 
company in the fields of electrical engineering, transport and industry when it comes to the development of 
specific products via the application of new technologies. In 2006, KONČAR - Electrical Engineering Institute 
received a series of awards and recognitions (Eureka, Zlatna kuna for innovation, Arca innovation exhibition, etc.) 
for a successful development and innovation of the low-floor tramcar. The Institute also achieved substantial 
results in the field of power transformers monitoring system, for which it received an award from Hrvoje Požar 
Endowement in the field of energy. 

The year of 2006 saw the continuation of the work aimed at wind power plants project development. The Croatian 
manufacturers will participate in this project with 70 per cent of all equipment. This project will create new jobs 
in KONČAR as well as the preconditions for market competition both domestically and internationally in the field 
of wind energy. 

Management Board of KONČAR - Electrical Industries Inc. made a decision, whereby an initiative was launched for 
the establishment of centres of excellence for transformers and electrical vehicles. The grounds for the establishment 
of the transformers centre of excellence are founded upon the awareness of the fact that KONČAR, the University 
of Zagreb and main users possess a high level of know-how in comparison with the conditions in the region, Europe 
and worldwide, as well as of the fact that such a centre of excellence does not exist anywhere else in the world. The 
purpose of establishing the centre of excellence is to work on the development of competence in a specific field, the 
development of scientific projects, the creation of new products, all for the purpose of increasing competitiveness and 
taking over the leading position in the region in respect of know-how in a very narrow field of the economy. 
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Restructur ing and Pr ivat isat ion

The process of restructuring and privatisation of KONČAR Concern is being gradually implemented since 1991.  
This happens at two levels, i.e. at the parent company level as well as at subsidiaries level, aiming at creating a 
modern industrial holding company focused on its core business of Energy and Transport. 

During 2006, the Supervisory Board and the General Assembly decided on the continuation of the employee 
stock ownership plan in KONČAR Concern’s subsidiaries. 

Pursuant to this decision, the process will take two directions and several years to implement. One direction 
relates to the further affirmation of the employee stock ownership plan until the employees have reached stakes 
of 25 per cent -1 share in those companies where such a structure is feasible. The second direction concerns the 
repurchase of the preferred shares and their gradual conversion to common shares in those companies which 
saw privatisation of stakes in excess of 25 per cent -1 share during the period 1995-1996. The planned activities 
are being carried out for the purpose of achieving a uniform and recognisable ownership structure. 

Moreover, the process of directing Concern’s activities to core business continued. During 2006, KONČAR - Elec-
trical Industries Inc. has sold the stakes it held in three affiliated companies (KONČAR - Termotehnika, KONČAR 
- Explosion Protected Systems and KONČAR - Electrical Equipment, Split).

In 2006, four of Concern’s companies (Generators and Motors, Inem, Metal Constructions and Small Electric Ma-
chines) saw the continuation of the companies’ “20 keys” competitiveness improvement programme, whereas 
two additional companies were included in the programme as well (Electric Vehicles and Household Applianc-
es). The programme is being implemented in cooperation with the Ministry of Economy and consulting-auditing 
firm Deloitte&Touche. It encompasses 20 practical and integrated competitiveness improvement methods, and  
global companies which adopted and implemented the programme achieved considerable increase in productivity 
through products and services improvement and their more expedient delivery at lower prices.

The majority owner of KONČAR - Electrical Industries Inc. is the Croatian Privatisation Fund (CPF) and other share-
owners directly or indirectly owned by the Government (approx. 53 per cent). The year of 2006 hasn’t seen more 
substantial changes in the KONČAR - Electrical Industries Inc. ownership structure. 

Shares 

The shares of KONČAR - Electrical Industries Inc. have been included in the public joint-stock companies quotation 
of the Zagreb Stock Exchange since 2003 and are recognisable under their KOEI-R-A ticker. Pursuant to the Law on 
Securities Market, the listing of KONČAR - Electrical Industries Inc. in the public joint-stock companies quotation of 
the Zagreb Stock Exchange makes KONČAR - Electrical Industries Inc. obliged to disclose all information and facts 
relevant for the assessment of business and financial position of the company. 

In 2006, the share price of KONČAR - Electrical Industries Inc. went as high as HRK 6�9 (at year beginning the 
share price was at approximately HRK 280). The overall volume achieved by trading with KONČAR’s shares  
accounted for HRK 177,593,971.67. 

In addition to the shares of KONČAR - Electrical Industries Inc., two subsidiary companies (KONČAR - Distribu-
tion and Special Transformers and KONČAR - Switchgear) were also listed in the quotation of public joint-stock  
companies of the Zagreb Stock Exchange.

Socia l  Responsibi l i ty

Social responsibility in KONČAR is considered an important business category and was incorporated into all  
activities and plans. Although insufficiently reported on, substantial results are being accomplished in its field. For 
this reason, underway is the preparation of a social report in keeping with globally accepted reporting standards 
in this field (Global Reporting Initiative).
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Organisat ion,  Ownership Structure and Management 

KONČAR Group Organisat ion

At the beginning of 2006, the KONČAR Group was comprised of a parent company with 21 subsidiaries (majority 
stakes with management rights) and one affiliated company (minority management stake), operating in agree-
ment with the effective laws of the Republic of Croatia. In the overall structure of the subsidiary companies, 
KONČAR has two companies abroad (Switzerland and the Czech Republic). During 2006, a total of three affiliated 
companies were sold (KONČAR - Termotehnika Inc., KONČAR - Explosion Protected Systems Inc., and KONČAR 
- Electrical Equipment Inc.), leaving the KONČAR Group structured as at 31 December 2006 with 21 subsidiaries, 
operating in the following business areas:

Energy and Transport
Industry and Trade
Joint Activities 
and one affiliated company.

Image 7: KONČAR Group’s organisational structure as at 31 December 2006

KONČAR Electrical Industries Inc.
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Full listing of the names and addresses of the companies is given at the end of this report.

The core production programme of the companies belonging to the KONČAR Group consists of the manufacture of 
electrical equipment and plants for power generation, transmission and distribution, transport-related electrical equip-
ment and plants, electric means of public transportation and electric equipment for use in various activities (industry, 
motorways, households, etc.). More details may be obtained at www.koncar.hr and from companies’ websites.
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KONČAR Group -  Ownership Structure

Shareholders’ equity of the parent company KONČAR Electrical Industries Inc. amounts to HRK 1,006,821,200 
distributed in 2,517,053 shares with nominal value of HRK �00 per share.

The shareholders include legal and natural persons from Croatia and abroad and they exercise their rights through 
the General Assembly and the Supervisory Board, in keeping with the legislation of the Republic of Croatia. 

Image 6 below presents the ownership structure of the KONČAR Group as at 31 December 2006. 

Image 6: KONČAR Group ownership structure as at 31 December 2006

KONČAR 
Electrical Industries Inc.Capital Fund (PBZ) 29%

CPF 9%

CHII 15%

Other Shareholders �7%

Domestic Investors 88%

Foreign Investors 12%

SUBSIDIARIES AFFILIATED COMPANIES

HRK 1.007 mil HRK 37 mil

HRK 81 mil

HRK 668 mil
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Management

The parent company is managed by Management Board consisted of:

Darinko Bago CEO
Marina Kralj-Miliša member
Jozo Miloloža member
Davor Mladina member
Božidar Piller member
Vladimir Plečko member

The work of Management Board is supervised by the Supervisory Board consisted of 9 members:

Ante Babić Supervisory Board Chairman
Željko Tomšić Supervisory Board Deputy Chairman
Jasminka Belačić member
Georg Eltz member
Kristijan Floričić member
Miroslav Kovačić member
Zdenka Matković member
Đuro Perica member
Ivan Rujnić member

The KONČAR Inc. General Assembly of Shareholders acts in accordance with the Companies Act of the Republic of 
Croatia and the Charter. 

KONČAR Inc. is the sole owner of 11 subsidiaries. In 10 of the companies, there are mixed ownership structures, 
whereas eight of the companies have a combination of common and preferred shares. Details may be seen from 
the Consolidated Financial Reports in the following sections. 

The subsidiaries are managed by their respective directors or Management Boards. Each company has its own 
Supervisory Board comprising three to five members as representatives of the owner. KONČAR Inc. is repre-
sented in those Supervisory Boards by members of KONČAR Inc. Management Board or by representatives 
assigned by Management Board. 

According to the Companies Act, representatives of employees are also included in the work of Supervisory 
Boards in six companies and in the Supervisory Board of KONČAR Inc. (parent company).
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KONČAR GROUP

Consol idated Financia l  statements and the Independent Auditor’s Report 
For the year ended 31 December 2006

RESPONSIBILITY FOR THE CONSOLIDATED FINANCIAL STATEMENTS

The Company’s Board is responsible for ensuring that the consolidated financial statements for year ended 
31 December 2006 are prepared in accordance with the Accounting Law (National gazette No 1�6/05) and the 
International Financial Reporting Standards (National gazette No 1�0/06) issued by the Committee for Financial 
Reporting Standards, to give a true and fair view of the financial position, the results of operations, the changes 
in equity and the cash flows of the Group for that period.

After making enquiries, the Board has a reasonable expectation that the Group has adequate resources to con-
tinue in operational existence for the foreseeable future. Accordingly, the Board has adopted the going concern 
basis in preparing the consolidated financial statements of the Group. 

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

• suitable accounting policies are selected and then applied consistently; 

• judgments and estimates are reasonable and prudent; 

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

•  the consolidated financial statements are prepared on the going concern basis unless such assumption is not 
appropriate. 

The Board is responsible for keeping proper accounting records, which disclose with reasonable accuracy at 
any time the financial position of the Group and their compliance with the Accounting Law and the International 
Financial Reporting Standards effective in the Republic of Croatia for the year 2006. The Board is also responsible 
for safeguarding the assets of the Group and hence for taking reasonable steps for the prevention and detection 
of fraud and other irregularities.

 Signed on behalf of the Board:

 Darinko Bago, President of the Management Board 
 Končar- Elektroindustrija d.d., Zagreb
 Fallerovo šetalište 22
 10 000 Zagreb

 19 March 2007

K O N Č A R - E L E K T R O I N D U S T R I J A  G R O U P
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KONČAR GROUP

C O N S O L I D A T E D  I N C O M E  S T A T E M E N T

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

 Note  2006 2005

Revenue 3 2,552,964 1,838,097

Other operating income 4 119,842 192,922

Changes in inventories of finished goods and work in progress  57,464 32,606

Raw materials, goods and services  5 (1,896,353) (1,261,761)

Staff costs 6 (464,504) (414,923)

Depreciation and amortization expense  (68,206) (55,643)

Other operating expenses 7 (220,841) (294,281)

Profit from operations  80,366 37,017

   

Share in profit of associates 8 13,703 8,629

Finance income / (expense) - net 9 (9,296) (9,610)

Profit / (loss) from financial operations  4,407 (981)

Profit before taxation  84,773 36,036

Income tax expense 10 (16,269) (9,153)

Net profit for the year  68,504 26,883

   

Added to:   

Company  47,631 11,945

Minority interest  20,873 14,938

  68,504 26,883

Gains per share (in HRK) 11 18.92 4.75

The accompanying notes from 1 to 27 form an inseparable part of these consolidated financial statements. 
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KONČAR GROUP

C O N S O L I D A T E D  B A L A N C E  S H E E T

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

 Note  2006 2005

ASSETS    

Property, plant and equipment 12 851,674 843,505

Intangible assets 13 14,341 15,937

Investment in related companies 14 84,100 88,731

Financial assets 15 16,303 18,127

Other receivables 16 38,160 45,719

Total long-term assets  1,004,578 1,012,019

    

Inventories 17 516,433 436,827

Trade and other receivables 18 728,923 701,041

Cash with banks and in hand 19 285,893 288,783

Total current assets  1,531,249 1,426,651

TOTAL ASSETS  2,535,827 2,438,670

    

EQUITY AND LIABILITIES    

Registered capital 20 1,006,821 1,006,821

Capital losses  (1,388) (1,393)

Treasury shares  (11,256) (1,877)

Reserves  36,667 25,085

Accumulated profits  1,930 (23)

Profit for the year  47,631 11,945

Total equity  1,080,405 1,040,558

Minority interest  131,374 124,033 

   

Provisions 21 301,539 313,937

Borrowings 22 91,761 103,802

Non-current liabilities  393,300 417,739

Trade and other payables 23 783,920 703,651

Borrowings 22 146,828 152,689

Total current liabilities  930,748 856,340

TOTAL EQUITY AND LIABILITIES  2,535,827 2,438,670

The accompanying notes from 1 to 27 form an inseparable part of these consolidated financial statements.
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KONČAR GROUP

C O N S O L I D A T E D  S T A T E M E N T  O F  C H A N G E S  I N  E Q U I T Y

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

      Accumulated
    Reva-  profits and  
 Registered Capital Treasury luation   profit of the
 capital losses shares reserve Reserves  current year Total

At 31 December 2004 1,006,821 (1,393) (1,877) 6,047 22,216 13,671 1,045,485

        

Transfer to reserves - - - - 8,682 (8,682) -

Liabilities for dividends - - - - - (5,012) (5,012)

Foreign exchange 

differences - - - - (77) - (77)

Correction of revaluation 

reserve - - - (6,047) (5,736) - (11,783)

Profit for the year - - - - - 11,945 11,945

At 31 December 2005 1,006,821 (1,393) (1,877) - 25,085 11,922 1,040,558

        

Transfer to reserves - - - - 11,722 (11,722) -

Transfer to treasury shares - - (9,379) - - - (9,379)

Foreign exchange 

differences - - - - (140) - (140)

Correction of portion - 5 - - - 1,730 1,735

Profit of the year - - - - - 47,631 47,631

At 31 December 2006 1,006,821 (1,388) (11,256) - 36,667 49,561 1,080,405

The accompanying notes from 1 to 27 form an inseparable part of these consolidated financial statements.
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KONČAR GROUP

   2006 2005

I BUSINESS ACTIVITIES   

Cash received from customers  2,995,548 2,267,666

Cash paid to suppliers and employees  (2,894,874) (2,208,617)

Income tax paid  (10,919) (9,293)

Interest paid  (27,515) (10,094)

CASH FLOW FROM BUSINESS ACTIVITIES  62,240 39,662

II INVESTING ACTIVITIES   

Interest received  9,464 9,552

Dividends received  488 610

Proceeds from sale of equity and debt instruments  4,422 31

Proceeds from sale of long-term property  7,636 20,365

Purchases of long-term property  (54,584) (64,288)

CASH FLOW FROM INVESTING ACTIVITIES  (32,574) (33,730)

III FINANCIAL ACTIVITIES   

Cash receipts from loans and deposits  215,718 220,656

Cash receipts from sale of shares  1,338 3,771

Dividends paid  (11,288) (17,071)

Repayment of borrowings  (219,171) (161,014)

Loans extended  (7,521) (12,794)

Cash paid for purchase of shares and portions  (11,632) (114)

CASH FLOW FROM FINANCIAL ACTIVITIES  (32,556) 33,434

NET CASH FLOW (I+II+III)  (2,890 39,366

   

CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE PERIOD  288,783 249,417

CASH AND CASH EQUIVALENTS AT THE END OF THE PERIOD  285,893 288,783

INCREASE/(DECREASE) IN CASH AND CASH EQUIVALENTS  (2,890) 39,366

C O N S O L I D A T E D  C A S H  F L O W S  S T A T E M E N T

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

The accompanying notes from 1 to 27 form an inseparable part of these consolidated financial statements.
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KONČAR GROUP

N O T E S  T O  T H E  C O N S O L I D A T E D  F I N A N C I A L  S T A T E M E N T S

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

1.  General

The main activities of the Group Končar-Elektroindustrija, Zagreb (‘’Group’’) include production of electric ma-
chines and appliance, production of means of transportation and machinery and metal-working industry. 

The main activities of the Group are dividend in three basic areas:

• Industry: electromotive plants, medium and low voltage electric equipment, elevators and catering equipment;

•  Energetics and Transport: designing and building production plants, transmission and distribution of electricity 
and appurtenant equipment, thyristoric locomotives, trams, and electric equipment for stable electric towing 
devices and

• Trade: electric household appliances, serial products and low voltage electric appliances.

Within the Group, there are 17 subsidiaries for the basic activity and tow companies for special activities, research 
and development of products and infrastructure services. Also there are three companies registered abroad 
(2 active and 1 dormant), acting as representative offices or distributors of the Group’s products, suppliers of raw 
materials or intermediaries in financing of the Group.

The Group has 1 associated company (2005: 5).

The Parent company of the Group is Končar-Elektroindustrija dioničko društvo, Zagreb, Fallerovo šetalište 22 
(‘’the Company’’). The Company’s main activity is managing the companies owned by it.

As at 31 December 2006 the number of employees in the Group was �,22� (2005: �,062 employees).

Supervisory Board:

Ante Babić President of the Supervisory Board

Željko Tomšić  Vice President of the Supervisory Board

Đuro Perica Member of the Supervisory Board

Kristijan Floričić Member of the Supervisory Board

Georg Eltz Vukovarski Member of the Supervisory Board

Jasminka Belačić Member of the Supervisory Board

Ivan Rujnić Member of the Supervisory Board

Miroslav Kovačić Member of the Supervisory Board

Zdenka Matković Member of the Supervisory Board

Management Board:

Darinko Bago President of the Board

Marina Kralj Miliša Member of the Board, in charge of Legal activities, general administrative service  
 and human resources

Jozo Miloloža Member of the Board, in charge of Finances
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2.  Summary of s ignif icant account ing pol ic ies 

Set out below are the principal accounting policies consistently applied in the preparation of the financial state-
ments for the current and prior year.

2.1.  Basis of presentat ion 

Consolidated financial statements of the Group are prepared in accordance with the Accounting Law (National 
gazette 1�6/05) and the International Financial Reporting Standards (National gazette No 1�0/06) issued by the 
Committee for Financial Reporting Standards. Consolidated financial statements have been prepared by the  
application of basic accounting presumption of the business event inception upon which the effects of operations 
are recognized when arisen and are shown in the financial statements for the period to which they relate and with 
the basic accounting assumption that going concern concept is applied. 

The consolidated financial statements of the Group represent aggregate amounts of assets, liabilities, capital and 
reserves of the Group as of 31 December 2006, and the results of operations, changes in equity and the cash 
flows for the year then ended. Some of the financial captions have been reclassified in these consolidated financial 
statements compared to the prior year, and the Company’s management is of the opinion that reclassification 
provides a better presentation of the consolidated financial statements.

2.2.  Basis of consol idat ion

The consolidated financial statements incorporate the financial statements of the Company and enterprises controlled 
by the Company (its subsidiaries) made up to 31 December 2006. Control is achieved where the Company has the  
power to govern the financial and operating policies of an investee enterprise so as to obtain benefits from its activities. 

The results of related companies acquired or disposed of during the year are included in the income statement 
from the effective date of acquisition or up to the effective date of disposal, as appropriate. 

All significant intercompany transactions and balances between Group’s enterprises are eliminated on consolidation. 
 
2.3.  Investment in associates

An associate is an enterprise in which the Company owns 20% to 50% of voting rights and over which it is in a 
position to exercise significant influence, but not control, through participation in the financial and operating policy 
decisions of the associate. The results, assets and liabilities of associates are incorporated in these consolidated 
financial statements using the equity method of accounting. Investments in associates are carried in the balance 
sheet at cost as adjusted by post-acquisition changes in the Group’s share of the net assets of the associate, less 
any impairment in the value of individual investments. 

2.�.  Report ing currency 

The consolidated financial statements of the Group are prepared in Croatian kuna as a measuring and reporting 
currency of the Group.

2.5.  Revenue recognit ion

Sales of goods and services are recognised when goods are delivered and services are rendered, and the title has 
passed. Interest income is accrued on a time basis, by reference to the principal outstanding and at the applicable 
effective interest rate. 

Dividend income, or income from the share in the profit, is recognized when the right to receive payment has 
been recognized.

2.6.  Borrowing costs

Borrowing costs are charged to the statement of income in the period in which they are incurred.
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2.7.  Construct ion contracts

Where the outcome of a construction contract can be estimated reliably, revenue and costs are recognized by refer-
ence to the stage of completion of the contract activity at the balance sheet date, as measured by the proportion that 
contract costs incurred for work performed to date bear to the estimated total contract costs. Variations in contract 
work, claims and incentive payments are included to the extent that they have been agreed with the customer. 

Where the outcome of a construction contract cannot be estimated reliably, contract revenue is recognized to the 
extent of contract costs incurred that is probable to be recoverable. Contract costs are recognized as expenses 
in the period in which they are incurred. 

When it is probable that total contract costs will exceed total contract revenue, the expected loss is recognized 
as an expense immediately. 
 
2.8.  Leasing

Rentals payable under operating leases are charged to income on a straight-line basis over the term of the 
relevant lease. 

2.9.  Foreign currency transact ions

Transactions in currencies other than Croatian kuna are initially recorded at the rates of exchange prevailing on 
the dates of the transactions. Monetary assets, receivables and liabilities denominated in such currencies are 
retranslated at the rates prevailing on the balance sheet date. Gains and losses arising on translation are included 
in the income statement for the period.

As 31 December 2006 the official rate of Croatian kuna was 7.35 HRK for 1 EUR (At 31 December 2005 was 7.38 
HRK) and 5.58 HRK for 1 USD (At 31 December 2005 was 6.23 HRK).

On consolidation, the assets and liabilities of the Group’s foreign operations are translated at exchange rates pre-
vailing on the balance sheet date. Income and expense items are translated at the average exchange rates for the 
period. Exchange differences arising, if any, are classified as equity. Such translation differences are recognized 
as income or as expenses in the period in which the operation is disposed of. 

2.10. Income tax

The tax currently payable is based on the result for the year, adjusted by non-taxable and tax non-deductible items 
(70% of entertainment expenses; 30% of costs for the use of personal cars, etc.). Income tax is calculated using 
tax rates that have been enacted by the balance sheet date. 

2.11. Long term tangible and intangible assets

Property, plant and equipment and intangible assets are carried at historical acquisition cost less accumulated 
depreciation and any accumulated impairment losses. 

Cost of property, plant and equipment, as well as of intangible assets comprises purchase price, import duties and 
non-refundable sales taxes, as well as all other costs directly attributable to bringing the asset to its working condition 
for its intended use. Maintenance and repairs, replacements and improvements of minor importance are expensed as 
incurred. Where it is obvious that expenses incurred resulted in increase of expected future economic benefits to be 
derived from the use of an item of tangible or intangible property in excess of the originally assessed standard perform-
ance of the asset, they are added to the carrying amount of the asset. Gains or losses on the retirement or disposal of 
long term tangible and intangible asset are included in the statement of income in the period in which they occur.

Depreciation commences on putting an asset in use. Depreciation is charged so as to write off the cost or valua-
tion of assets, other than land, tangible and intangible fixed assets under construction, over their estimated useful 
lives, using the straight-line method, on the following basis:
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Assets held for sale, comprising property, plant and equipment out of use, are stated at cost and are not de-
preciated. Management believes that the net book value of these assets does not differ significantly from its 
market value.

2.12. Impairment 

At each balance sheet date, the Company reviews the carrying amounts of its tangible and intangible assets to 
determine whether there is any indication that those assets have suffered an impairment loss. If any such indica-
tion exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment 
loss. If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying amount 
of the asset is reduced to its recoverable amount. 
 
2.13. Inventor ies 

Inventories are stated at the lower of cost and net realizable value. Cost comprises direct materials and, where 
applicable, direct labour costs and those overheads that have been incurred in bringing the inventories to their 
present location and condition. Cost is calculated using the weighted average method. Net realisable value rep-
resents the estimated selling price less all estimated costs of completion and costs to be incurred in marketing, 
selling and distribution.

If the value of inventories is higher than the estimated net selling price, an allowance is created and charged to 
income statement for the current year.

Small inventories, packaging and car tyres are written off at the moment when they are put into use.

2.1�. Trade receivables and prepayments made

Trade receivables and prepayments made are stated at nominal amounts as reduced by appropriate allowances 
for estimated irrecoverable amounts. Company’s management provides for doubtful receivables based on a 
review of the overall ageing of all receivables and a specific review of significant individual amounts receivable.  
The allowance for amounts doubtful of collection is charged to the income statement for the year.

2.15. Cash and cash equivalents 

Cash and cash equivalents consist of balances with banks and cash in hand, demand deposits and securities  
payable at call or with maturities of up to three months.

2.16. Financia l  instruments 

Financial instruments are classified as assets, liabilities or equity instruments in accordance with applicable con-
tracts. Interest, dividends, gains and losses on financial instruments classified as financial liabilities are recog-
nised as income or expense when they arise. Financial assets and liabilities are offset when the Company or the 
subsidiary company of the Group has a legally enforceable right to set off the net amounts reported, or realise the 
asset and settle the liability simultaneously.

Financial assets and financial liabilities are recognised on the Group’s balance sheet when the Company or the 
subsidiary company of the Group becomes a party to the contractual provisions of the financial instrument.

   Depreciation rate (from - to %)

Buildings  1.20 - 7.70

Plant and equipment  6.80 - 25.00

Intangible property  20
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Trade receivables 

Trade receivables are stated at their nominal value as reduced by appropriate allowances for estimated irrecover-
able amounts. 

Trade payables 

Trade payables are stated at their nominal amounts.

Investments 

Investments in Croatian Government Bonds are carried at cost. In instances of impairment, such a loss is recorded 
as an expense in the income statement in the period when the impairment is identified.

Investments in the shares of banks, insurance companies and similar issuers are recorded at market value, and 
the carrying amount is determined for each investment category.

Gains or losses arising on sales of investments, which are determined as the difference between net sales 
receipts and the carrying amount of investments, are recorded in the income statement. 

Treasury (own) shares 

Acquired treasury shares are recorded at cost. Upon further sale, they are recorded at selling price. Gains and 
losses upon the sale of treasury shares are recorded as capital gain and loss, respectively.

Bank borrowings 

Interest-bearing bank borrowings and overdrafts are recorded at the proceeds received and to the extent of 
approved overdraft facility. 

The Company’s management believes that the fair value of assets and liabilities in the balance sheet is not materially 
different from their carrying amounts.

2.17. Cont ingencies

Contingent liabilities are not recognised in the consolidated financial statements. They are disclosed in the con-
solidated financial statements unless the possibility of an outflow of resources embodying economic benefits is 
remote. A contingent asset is not recognised in the consolidated financial statements but disclosed in the moment 
when an inflow of economic benefits is probable.

2.18. Subsequent events 

After the balance sheet date events that provide additional information about the Group’s position at the balance 
sheet date (adjusting events) are reflected in the consolidated financial statements. Post-year-end events that are 
not adjusting events are disclosed in the notes to the consolidated financial statements when material.

2.19. Use of est imates in the preparat ion of consol idated f inancia l  statements 

The preparation of consolidated financial statements requires from the Company’s management to make esti-
mates and assumptions that affect the reported amounts of assets, liabilities, income and expenses and disclo-
sure of contingencies. The areas of estimation used in the preparation of the accompanying consolidated financial 
statements relate to provisions for receivables, impairment of investments and other provisions disclosed in Note 
21 to the consolidated financial statements. Future events may occur which will cause the assumptions used in 
arriving at the estimates to change. The effect of any changes in estimates will be recorded in the consolidated 
financial statements, when determinable. 
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  Portion of  Portion Portion of Portion of
  ownership of voting ownership  ownership
  interests power held  interests interests
  (%) (%) (%) (%)

  2006 2006 2005 2005

Subsidiaries registered in Croatia included into consolidation    

Končar-Kućanski aparati d.o.o., Zagreb  100.00 100.00 100.00 100.00

Končar-Mali električni strojevi d.d., Zagreb  100.00 100.00 100.00 100.00

Končar-Električna vozila d.d., Zagreb  100.00 100.00 100.00 100.00

Končar-Metalne konstrukcije d.d., Zagreb  100.00 100.00 100.00 100.00

Končar-Inženjering za energetiku i transport d.d., Zagreb  100.00 100.00 100.00 100.00

Končar-Energetika i usluge d.o.o., Zagreb  100.00 100.00 100.00 100.00

Končar-Dizala i servis d.o.o., Zagreb  100.00 100.00 100.00 100.00

Končar-Institut za elektrotehniku d.d., Zagreb  100.00 100.00 100.00 100.00

Končar-Elektronika i informatika d.d., Zagreb  100.00 100.00 100.00 100.00

Končar-Niskonaponske sklopke i prekidači d.o.o., Zagreb  100.00 100.00 100.00 100.00

Končar-Generatori i motori d.d., Zagreb  100.00 100.00 100.00 100.00

Končar-Alati d.d., Zagreb  100.00 100.00 98.13 100.00

Končar-Ugostiteljska oprema d.d., Zagreb  100.00 100.00 94.67 99.92

Končar-Sklopna postrojenja d.d., Sesvetski Kraljevec  45.71 66.85 42.29 65.59

Končar-Električni aparati srednjeg napona d.d., Zagreb  41.77 69.87 41.77 69.87

Končar-Mjerni transformatori d.d., Zagreb  41.58 72.35 41.58 72.35

Končar-Distributivni i specijalni transformatori d.d., Zagreb  51.71 67.79 44.90 58.84

Končar-Električni visokonaponski aparati d.d., Zagreb  40.26 50.70 40.26 50.70

Končar-Montažni inženjering d.d., Zagreb  38.27 76.51 38.27 76.51

     

Subsidiary registered abroad included into consolidation     

Kones AG, Zürich, Switzerland  64.00 77.50 64.00 77.50

     

Subsidiaries not included into consolidation     

Končar-MORAVIA, spol.s.r.o. Brno, Czech Republic  100.00 100.00 100.00 100.00

Končar-Intertrade Sdn Bhd, Kuala Lumpur, Malaysia  58.41 58.41 58.41 58.41

Končar - Liftovi d.o.o., Skopje, Republic of Macedonia *  51.00 51.00 51.00 51.00

Konell d.o.o., Sofija, Bulgaria *  85.00 85.00 85.00 85.00

Končar - Dizala i servis d.o.o., Mostar, Bosnia and Herzegovina * 51.00 51.00 51.00 51.00

Končar-Inženjering d.d., Zagreb *  100.00 100.00 100.00 100.00

Elkakon d.o.o., Zagreb *  50.00 50.00 50.00 50.00

* indirectly owned by the Company   
Companies are not consolidated because of the fact that they are dormant, in the process of liquidation or because 
of the immateriality of their own Group’s level.

2.20. Consol idat ion
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  Portion of Portion of
  ownership  ownership
  interests (%) interests (%)

  2006 2005

Associates consolidated using the equity method:

Končar-Energetski transformatori d.o.o., Zagreb  49.00 49.00

Končar-Električni uređaji d.d., Split  - 33.73

Končar-Protueksplozivni zaštićeni uređaji i sistemi d.d., Zagreb  - 27.12

Končar-Termotehnika d.o.o., Sesvetski Kraljevec  - 26.00

   2006 2005

Domestic sales  1,530,931 1,085,788

Foreign sales  978,300 716,544

Sales to associates  43,733 35,765

Total  2,552,964 1,838,097

3. Revenue

   2006 2005

Reversal of provisions  68,609 135,278

Rental income  13,719 14,190

Income from sale of assets  1,452 11,895

Reimbursement of damages  9,076 7,599

Collected receivables previously written-off  2,045 2,769

Surplus  2,181 1,646

Liabilities written-off  834 1,158

Income from prior years  1,241 569

Other  20,685 17,818

Total  119,842 192,922

�. Other operat ing income

   2006 2005

Raw materials  1,420,262 958,097

Cost of sales  154,085 122,047

Service expenses  322,006 181,617

Total  1,896,353 1,261,761

5. Raw mater ia ls,  goods and services
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   2006 2005

Net wages, salaries and reimbursements  223,428 201,106

Taxes, surtaxes and contributions   171,508 149,171

Reimbursement of costs to employees  69,568 64,646

Total  464,504 414,923

6. Staff  costs

6.1. Costs of Company’s management salaries and subsidiary companies in the net amount of 1�,082 thousand 
HRK (2005: in the amount of 12,8�1 thousand HRK) are a component of stated costs of salaries.

   2006 2005

Provision for risks and charges  61,111 147,676

Non-manufacturing services  44,925 38,056

Banks services  16,335 18,100

Entertainment  17,115 15,428

Insurance premiums  10,619 9,787

Net book value of disposed assets  2,322 8,080

Fines and penalties  7,413 4,207

Advertising and promotion  3,589 3,412

Expenses from previous years  346 2,798

Value adjustment of inventories  5,063 1,902

Other value adjustments  10,564 5,393

Deficits  2,123 2,311

Rebates  992 177

Other operating expenses  38,324 36,954

Total  220,841 294,281

7. Other operat ing expenses

   2006 2005

Profit of associates  13,703 12,381

Loss of associates  - (3,752)

Total  13,703 8,629

8. Share in prof i t  of  associates
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9.  F inance income /  (expense) -  net

   2006 2005

Income from relationship with associates  3,193 1,158

Foreign exchange gains  18,767 25,427

Interest income and other income  19,634 12,866

TOTAL INCOME  41,594 39,451

   

Expenses from relationship with associates  (762) (3,088)

Foreign exchange losses  (27,198) (31,015)

Interest payable and other expenses  (22,930) (14,958)

TOTAL EXPENSES  (50,890) (49,061)

Total - net  (9,296) (9,610)

10. Income tax

10.1. The reconciliation of accounting profit to taxable profit was made as follows: 

   2006 2005

Consolidated profit of the Group  84,773 36,036

Equity method and consolidation effects  (3,880) 22,297

Subsidiaries operating with loss and thus not subject to taxation  17,364 8,918

Increase in profit  32,865 14,156

Decrease in profit  (16,728) (7,525)

Tax loss carried forward  (33,051) (28,118)

Taxable profit  81,343 45,764

Effective tax rate of 20%  16,269 9,153

10.2. The Group can carry forward the tax losses of subsidiaries recording a loss in the year 2006 that are thus 
not subject to taxation, as well as of subsidiaries operating with profit in 2006 but that are not subject to taxation 
because of tax losses brought forward. Tax losses to carry forward for the purpose of reducing taxable profits are 
available in the period of the following five years. As at 31 December 2006, total net tax losses to carry forward 
amounts to 82,358 thousand HRK. 

The availability of net tax losses to carry forward expires as follows:

As at 31 December 2007   6,820

As at 31 December 2008   15,363

As at 31 December 2009   27,583

As at 31 December 2010   4,107

As at 31 December 2011   28,485

The benefits of tax losses carried forward have not been recognized in these consolidated financial statements 
because of uncertainty as to whether the conditions to utilize them will exist in the future periods.
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   2006 2005

Net profit (in 000 HRK)  47,631 11,945

Weighted average number of shares  2,517,053 2,517,053

Gains per share (in HRK)  18.92 4.75

11. Gains per share

   Properties   Prepay-
  Machinery under Assets  ments for
 Land and and constru- held  tangible Grand
 buildings equipment ction for sale Total assets total

Cost or valuation       

At 31 December 2005 941,767 838,750 21,806 130,787 1,933,110 7,220 1,940,330

Correction 6,970 - 818 - 7,788 11 7,799

Additions 902 3,285 71,235 - 75,422 8,578 84,000

Transfer 21,718 59,262 (83,073) - (2,093) (10,395) (12,488)

Disposals or retirements (1,641) (10,870) (29) (148) (12,688) (3,854) (16,542)

At 31 December 2006  969,716 890,427 10,757 130,639 2,001,539 1,560 2,003,099

Accumulated depreciation        

At 31 December 2005  403,665 666,142 3,380 23,638 1,096,825 - 1,096,825

Correction 6,725 (39) - - 6,686 - 6,686

Depreciation charge for 2006 18,936 39,344 - - 58,280 - 58,280

Disposals or retirements (429) (9,837) - (100) (10,366) - (10,366)

At 31 December 2006 428,897 695,610 3,380 23,538 1,151,425 - 1,151,425

Net book value       

At 31 December 2006 540,819 194,817 7,377 107,101 850,114 1,560 851,674

At 31 December 2005 538,102 172,608 18,426 107,149 836,285 7,220 843,505

12. Long-term tangible assets

The companies within the Group have pledged tangible property having a net book value of 306,572 thousand 
HRK (2005: ��8,932 thousand HRK) as collateral for bank loans and guarantees granted to the companies within 
the Group.
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Cost or valuation 

At 31 December 2005   59,765

Correction   (2,846)

Transfer from assets under construction    2,093

Increases   1,068

Disposals or retirements   (5)

At 31 December 2006   60,075

 

Accumulated depreciation  

At 31 December 2005   43,828

Correction   (1,695)

Depreciation charge for 2006   9,926

Disposals or retirements   (5)

At 31 December 2006   52,054

 

Net book value 

At 31 December 2006   8,021

Difference on acquisition of equity at cost in subsidiaries   6,320

At 31 December 2006   14,341

At 31 December 2005   15,937

13. Long-term intangible assets

   2006 2005

Investments in subsidiaries abroad   

- Končar MORAVIA, spol.s.r.o., Brno, Czech Republic  242 230

- Končar-Intertrade Sdn, Bhd, Kuala Lumpur, Malaysia  261 281

   

Investments in other related companies  

- Končar-Inženjering d.d., Zagreb  225 221

- Končar-Liftovi d.o.o.,Skopje, Republic of Macedonia  149 149

- Konell d.o.o., Sofija, Bulgaria  62 62

- Končar-Dizala i servis d.o.o., Mostar, Bosnia and Herzegovina  4 4

- Elkakon d.o.o., Zagreb  1,732 1,732

   

Investments into associates:   

-Končar-Energetski transformatori d.o.o., Zagreb  81,425 75,688

-Končar-Električni uređaji d.d., Split  - 9,563

-Končar-Protueksplozivni zaštićeni uređaji i sistemi d.d., Zagreb  - 552

-Končar-Termotehnika d.o.o., Sesvetski Kraljevec  - 249

At 31 December  84,100 88,731

1�. Investements in related companies
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15.1. Investments in Croatian Governments Bonds represent the rights of the Company based on sold flats, 
which were included in share capital since the privatization. A portion of these flats, according to effective regula-
tions, was sold for convertible foreign currencies paid into the Croatian Government budget. Simultaneously, the 
Company is entitled to receive Croatian government bonds, in the amount of 100% of paid foreign currencies, 
collectible during a five year period, with an interest rate of 1% per annum.

15. Long-term f inancia l  assets

   2006 2005

Croatian Government Bonds  10,263 13,952

Available for sale investments  4,972 3,169

Deposits  1,068 1,006

At 31 December  16,303 18,127

   2006 2005

Receivables for flats sold  23,306 26,560

Foreign sale receivables  6,385 6,454

Receivables for sold shares and equities  - 249

Receivables under bank guarantees  5,002 8,744

Housing loans  3,467 3,712

At 31 December  38,160 45,719

16. Other long-term receivables

16.1. Under the Law on the Sale of Flats with Tenancy Rights, flats owned by Končar were sold at annual interest 
rate of 1%, with an average repayment period of 28 years and with a currency clause linked to EUR, pursuant to 
which the receivables are increased or decreased if the exchange rate for EUR changes by more than 5.1% in 
relation to the original exchange rate at the date of execution of the underlying contract on sale of flats. Outstanding 
installments in DEM were converted to EUR under the fixed rate of 1.95583 DEM for 1 EUR. Collateral for these 
receivables is mortgage on the flat sold. 

16.2. The receivables for foreign sales represent amounts receivable from sales in Bosnia and Herzegovina 
through the firm TAKRAF, Germany, which was taken over by KfW Bank, Berlin.

16.3. Receivables under bank guarantees relate to receivables from OTP banka d.d., Dubrovnik under guarantee 
issued by the bank in favour of the Company and represent receivables from Globus Holding d.o.o., Zagreb.

   2006 2005

Raw material and supplies  241,681 220,518

Work in progress  191,859 153,459

Finished goods  64,683 49,350

Merchandise  18,210 13,500

At 31 December  516,433 436,827

17. Inventor ies
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18.  Trade and other receivables

   2006 2005

Receivables from associates   7,783 11,675

Trade receivables  604,933 562,621

Advances  47,492 67,831

Receivables from government institutions  37,330 27,180

Prepaid expenses of the future period undue collection of income  10,060 17,117

Deposits  15,610 8,673

Loans given  - 1,114

Securities  - 1,100

Receivables from employees  1,413 1,042

Other receivables  4,302 2,688

At 31 December  728,923 701,041

19. Cash with banks and in hand

   2006 2005

Giro accounts  43,352 46,491

Foreign currency accounts  43,826 27,850

Cash in hand  266 260

Deposits  195,107 201,729

Securities  3,342 10,383

Other  - 2,070

At 31 December  285,893 288,783
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20.  Registered capita l

The registered capital of the Company is established in a nominal value of 1,006,821 thousand HRK (2005: in the 
same amount) and consists of 2,517,053 ordinary shares, with a nominal value of �00 HRK per share.

There were no movements in the share capital of the Company in either 2006 and 2005 reporting periods.

The owners’ structure of the Company is as follows:

  Number of shares Holding in % Number of shares Holding in %

Shareholder  2006 2006 2005 2005

PBZ d.d. (Kapitalni fond d.d., closed-end investment fund)  724,515 28.78 724,515 28.78

HZMO (Croatian Pension Insurance Institute)  384,628 15.28 384,628 15.28

Croatian Privatization Fund  223,862 8.89 223,854 8.89

Dom Holding d.d.   189,744 7.54 189,744 7.54

Floričić Kristijan  135,714 5.39 135,714 5.39

PBZ d.d. (The Bank of New York as custodian)  108,787 4.32 101,932 4.05

PBZ d.d. (Collective Custody Account)  129,496 5.14 85,628 3.40

Hrvatska poštanska banka d.d. (Victoria Fund)  39,902 1.59 47,300 1.88

Hypo-Alpe-Adria-Bank d.d.  46,718 1.86 22,497 0.89

RBA d.d.   25,761 1.02 37,146 1.48

Siemens AG  - - 32,448 1.29

Other shareholders  472,415 18.78 520,118 20.67

Končar d.d. (treasury shares)  35,511 1.41 11,529 0.46

  2,517,053 100.00 2,517,053 100.00

21. Provis ions

21.1. Provisions for contingent liabilities on guarantees issued for the return of prepayments in the amount of 115,167 
thousand HRK (2005: in the amount of 128,730 thousand HRK) relate to a Croatian kuna equivalent amount of pre-
payments in the amount of 20,6�5,127 USD made to enterprises of the former Rade Končar group, which went into 
bankruptcy. The prepayments were made for projects agreed with Iraqi government institutions prior to 1990, which 
are now inactive because of the situation in Iraq. The Company is making efforts to continue the work under these 
projects. Guarantees for prepayments received were issued in various currencies, and at 31 December 2006 the 
equivalent amount in Croatian kuna was 63,2�1 thousand HRK (2005 in the amount of �6,680 thousand HRK).

Other provisions include guarantees of Group companies in the amount of 69,952 thousand HRK (2005: 68,553 
thousand HRK) and contingent liabilities under joint performance bonds in the amount of 1,655 thousand HRK 
(2005: 1,655 thousand HRK).

 Provisions Other
 for long term
 guarantees provisions Total

At 31 December 2005 198,938 114,999 313,937

Correction of the opening balance (4,900) - (4,900)

Additional provision for the year 47,932 13,179 61,111

Reversal of provision (55,196) (13,413) (68,609)

At 31 December 2006 186,774 114,765 301,539
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21.2. Other long-term provisions relate to potential costs as a result of ownership and staffing restructuring of the 
companies in the industry and household appliances programme in the amount of 26,900 thousand HRK (2005: 
in the amount of 3�,�00 thousand HRK), a litigation provision of 67,5�8 thousand HRK(2005: in the amount of 
66,976 thousand HRK), provisions for employee benefits in the amount of 1�,111 thousand HRK (2005: in the 
amount of 9,225 thousand HRK), hedging provision in the amount of 622 thousand HRK (2005: in the amount of 
2,000 thousand HRK) and other provisions in the amount of 5,58� thousand HRK (2005: in the amount of 2,398 
thousand HRK).

22.  Bank loans

Loans due after one year:

   2006 2005

Domestic borrowings  62,999 53,176

Foreign borrowings  25,601 45,111

Other long-term liabilities  3,161 5,515

At 31 December  91,761 103,802

The repayment schedule of long-term borrowings is as follows:

    2006

Due in one to two years   26,025

Due in two to three years   36,258

Due in three to four years   10,671

Due in four to five years   4,518

Over five years   14,289

Total   91,761

Loans due within one year:

   2006 2005

Loans from domestic banks  121,457 119,811

Foreign banks  18,322 24,890

Other domestic borrowings  7,049 7,988

At 31 December  146,828 152,689

The average interest rates were as follows:

   2006 2005

Loans from domestic banks  4.0-9.9% 4.0-9.9%

Foreign banks  2.65-8.23% 2.65-8.23%

Other domestic borrowings  4.0-12.0% 4.0-12.0%
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   2006 2005

Due to associates  395 2,149

Due to suppliers  437,240 334,164

Advances received  214,541 265,928

Accrued expenses and deferred income  53,224 29,908

Liabilities for taxes and contributions  40,700 26,070

Due to employees  25,827 23,335

Interest payable  2,942 6,840

Dividends payable  225 338

Other liabilities  8,826 14,919

At 31 December  783,920 703,651

23. Trade and other payables

2�. Financia l  instruments and r isk management 

a) Market r isk 

The Group operates in the Croatian and international markets. The management of the Company and subsidiary 
companies determines the prices of its products separately for domestic and foreign markets by reference to the 
market prices. 

b) Interest rate r isk 

Interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in market rates 
relative to the interest rate applicable to the financial instrument. Interest rate cash flow risk is the risk that the 
interest cost of an instrument will fluctuate over time.

c) Credit  r isk

Financial assets that potentially expose the Group to credit risk consist mainly of cash, loans and trade receiva-
bles. Trade receivables have been adjusted for the allowance for bad and doubtful accounts. The Group has no 
significant concentrations of credit risk.

d) Currency r isk 

The official currency of the Group is Croatian kuna. However, certain transactions denominated in foreign currencies 
are translated to Croatian kuna by applying the exchange rates in effect at the balance sheet date. Gains and losses 
resulting from translation are credited or charged to the income statement but do not affect the cash flows. 

e) Fair  value of f inancia l  instruments 

Held-to-maturity financial instruments are recorded at the lower of cost and net amount less portion repaid. Fair 
value represents the amount for which an asset could be exchanged between knowledgeable, willing parties in 
an arm’s length transaction, except in the event of a forced sale or liquidation. Fair value of a financial instrument 
is its quoted market price, or the amount obtained using the discounted cash flow method.

At 31 December 2006, the carrying amounts of cash, short-term deposits, receivables, short-term liabilities and 
charges included, and of short-term borrowings approximate their fair values due to the short-term maturity of 
these financial instruments.
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25.  Cont ingent l iabi l i t ies

Potential liabilities of the Group are determined by the available documentation, as follows: 

•  Total outstanding guarantees of the Group are determined in the amount of 512,971 thousand HRK (2005: in the 
amount of 631,930 thousand HRK), of which 385,037 thousand HRK (2005: the amount of �7�,�96 thousand 
HRK) relates to performance bonds. The provision for contingent liabilities as recorded by the Group amounts 
to 186,77� thousand HRK (2005: in the amount of 198,938 thousand HRK).

•  The Company has lost a legal case in Syria, relating to the delivery of electronic equipment, according to three 
agreements from 198�, amounting to �,028 thousand USD, the Company is needed to pay indemnity amounting 
to 13,617 thousand USD. The government of Syria has filed legal proceedings in Switzerland to enforce payment 
of this amount. A Swiss court has ruled in favour of the Company, however the government of Syria has appealed 
to this decision. Management of the Company does not expect significant losses in this case and has therefore 
not provided any amounts regarding this legal case, other than legal fees in the amount of 6,100 thousand HRK.

•  There are several other legal proceedings outstanding against the Company. For the potential costs arising from 
these litigation cases, the management of the Company decided to accrue 67,5�8 thousand HRK (2005: the 
amount of 66,976 thousand HRK).

26.  Segment report ing

  Energy   Končar - 
  and  Special Elektroindu- 
2006 Industry transport Trade activities strija, d.d. Elimination The Group

Sale revenue 172,768 2,018,385 256,139 61,577 361 - 2,509,230

Income from related 

companies 8,009 414,655 15,406 111,580 45,523 (551,439) 43,734

Other operating income 3,021 69,008 14,099 19,279 22,802 (8,367) 119,842

Total operating income 183,798 2,502,048 285,644 192,436 68,686 (559,806) 2,672,806

Total operating expenses 182,021 2,432,613 282,582 188,154 65,959 (558,889) 2,592,440

Profit/(loss) from 

operating activities 1,777 69,435 3,062 4,282 2,727 (917) 80,366

Difference between

financial income/(expenses) (593) (16,003) (561) 1,799 14,969 4,796 4,407

Profit/(loss) before tax 1,184 53,432 2,501 6,081 17,696 3,879 84,773

Income tax 1,083 14,619 110 457 - - 16,269

Profit after tax 101 38,813 2,391 5,624 17,696 3,879 68,504

Minority interest        (20,873)

Profit of the Parent Company       47,631

       

Long-term assets 61,691 357,275 129,165 50,713 1,091,371 (685,637) 1,004,578

Current assets 96,266 1,260,149 182,927 137,056 183,962 (329,111) 1,531,249

Total assets 157,957 1,617,424 312,092 187,769 1,275,333 (1,014,748) 2,535,827

Total liabilities 56,256 1,125,853 87,916 52,558 22,956 (323,030) 1,022,509
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  Energy   Končar - 
  and  Special Elektroindu- 
2005 Industry transport Trade activities strija, d.d. Elimination The Group

Sale revenue 150,387 1,368,738 238,061 45,020 126 - 1,802,332

Income from related 

companies 9,194 259,023 10,765 82,652 39,680 (365,549) 35,765

Other operating income 4,420 44,405 20,332 21,156 114,501 (11,892) 192,922

Total operating income 164,001 1,672,166 269,158 148,828 154,307 (377,441) 2,031,019

Total operating expenses 160,658 1,622,653 266,910 145,262 176,182 (377,663) 1,994,002

Profit/(loss) from 

operating activities 3,343 49,513 2,248 3,566 (21,875) 222 37,017

Difference between financial 

income/(expenses) (1,428) (11,433) 60 742 33,597 (22,519) (981)

Profit/(loss) before tax 1,915 38,080 2,308 4,308 11,722 (22,297) 36,036

Income tax - 8,971 - 182 - - 9,153

Profit after tax 1,915 29,109 2,308 4,126 11,722 (22,297) 26,883

Minority interest        (14,938)

Profit of the Parent Company       11,945

       

Long-term assets 62,601 358,875 128,340 48,357 1,108,054 (694,208) 1,012,019

Current assets 83,015 1,260,141 169,269 135,977 198,003 (419,754) 1,426,651

Total assets 145,616 1,619,016 297,609 184,334 1,306,057 (1,113,962) 2,438,670

Total liabilities 47,612 1,167,842 75,113 59,431 42,144 (431,998) 960,144

  2006 % 2005 %

Croatia  1,574,664 61.7 1,121,553 61.0

    

EU member countries  382,255 15.0 338,420 18.4

B&H, Republic of Macedonia, Serbia and Montenegro  249,859 9.8 213,961 11.6

Other European countries  59,394 2.3 65,956 3.6

Africa  70,911 2.8 37,665 2.1

Asia  9,908 0.4 5,821 0.3

America and Australia  66,509 2.6 18,666 1.0

Other countries  139,464 5.5 36,055 2.0

Total exports  978,300 38.3 716,544 39.0

Total  2,552,964 100.0 1,838,097 100.0

Geographic analysis of sales:
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27.  Approval  of  the f inancia l  statements

The financial statements set out on pages 23 to �7 were approved by the Management Board of Končar - Ele-
ktroindustrija d.d., Zagreb, and authorized for issue on 19 March 2007.

 

 For Končar-Elektroindustrija d.d., Zagreb:

 
 

 Darinko Bago, President of the Management Board



�8

A N N U A L  R E P O R T  2 0 0 6

KONČAR GROUP

F I N A N C I A L  R E P O R T  2 0 0 6



�9

tradition. knowledge. responsibility.

Financia l  statements and the Independent Auditor’s Report

For the year ended 31 December 2006

RESPONSIBILITY FOR THE FINANCIAL STATEMENTS

The Company’s Board is responsible for ensuring that the financial statements for year ended 31 December 2006 
are prepared in accordance with the Accounting Law (National gazette No 1�6/05) and the International Financial 
Reporting Standards (National gazette No 1�0/06) issued by the Committee for Financial Reporting Standards, 
to give a true and fair view of the financial position, the results of operations, the changes in equity and the cash 
flows of the Company for that period.

After making enquiries, the Board has a reasonable expectation that the Company has adequate resources to con-
tinue in operational existence for the foreseeable future. Accordingly, the Board has adopted the going concern 
basis in preparing the financial statements.

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

• suitable accounting policies are selected and then applied consistently;

• judgments and estimates are reasonable and prudent;

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

• the financial statements are prepared on the going concern basis unless such assumption is not appropriate. 

The Board is responsible for keeping proper accounting records, which disclose with reasonable accuracy at any 
time the financial position of the Company and their compliance with the Accounting Law and the International 
Financial Reporting Standards effective in the Republic of Croatia for the year 2006. The Board is also responsible 
for safeguarding the assets of the Company and hence for taking reasonable steps for the prevention and detec-
tion of fraud and other irregularities.

 Signed on behalf of the Board:

 Darinko Bago, President of the Management Board
 Končar - Elektroindustrija d.d. Zagreb
 Fallerovo šetalište 22
 10000 Zagreb

 12 March 2007 

K O N Č A R  -  E L E K T R O I N D U S T R I J A  D . D . ,  Z A G R E B

KONČAR -  Electr ical  Industr ies Inc.
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 Note  2006 2005

Revenue 3 45,523 39,680

Other operating income 4 23,163 114,627

Staff costs 5 (17,638) (14,853)

Depreciation and amortization expense  (5,186) (5,613)

Other operating expenses 6 (43,134) (155,716)

Profit/(Loss) from operations  2,728 (21,875) 

   

Finance income/(expense) - (net) 7 6,061 2,449

Share into results of related companies 8 8,907 31,148

Net finance income  14,968 33,597

Profit before taxation  17,696 11,722

Income tax expense 9 - -

Net profit for the year  17,696 11,722

Gains per share (in HRK) 10 7.03 4.66

The accompanying notes from 1 to 26 form an inseparable part of these financial statements.
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 Note 2006 2005

ASSETS    

Tangible assets 11 268,743 272,095

Intangible assets  33 127

Investments in subsidiaries and associates 12 770,341 768,725

Financial assets 13 2,613 8,078

Available for sale and other investments 14 14,218 16,104

Other receivables 15 35,423 42,926

Total long-term assets  1,091,371 1,108,055

  

Trade and other receivables 16 57,310 54,107

Financial assets 17 56,883 68,671

Cash with banks and in hand 18 69,769 75,224

Total current assets  183,962 198,002

TOTAL ASSETS  1,275,333 1,306,057

   

EQUITY AND LIABILITIES   

Registered capital 19 1,006,821 1,006,821

Capital losses  (1,388) (1,393)

Treasury shares  (11,256) (1,621)

Reserves  36,667 25,085

Accumulated profits  1,730 -

Profit for the year  17,696 11,722

Total equity  1,050,270 1,040,614 

   

Provisions 20 202,107 223,300

Borrowings 21 11,795 17,104

Total long-term liabilities  213,902 240,404

Trade and other payables 22 7,101 15,597

Borrowings 21 4,060 9,442

Total current liabilities  11,161 25,039

TOTAL EQUITY AND TOTAL LIABILITIES  1,275,333 1,306,057

The accompanying notes from 1 to 26 form an inseparable part of these financial statements.
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The accompanying notes from 1 to 26 form an inseparable part of these financial statements.

      Accumulated
      profit and  
 Registered Capital Treasury Revaluation  profit for the
 capital losses shares reserve Reserves current year Total

At 31 December 2004 1,006,821 (1,393) (1,621) 6,047 16,479 13,694 1,040,027

       

Transfer to reserves - - - - 8,682 (8,682) -

Liabilities for dividends - - - - - (5,012) (5,012)

Restatement of revaluation 

reserve - - - (6,047) - - (6,047)

Exchange differences - - - - (76) - (76)

Profit for the current year - - - - - 11,722 11,722

At 31 December 2005  1,006,821 (1,393) (1,621) - 25,085 11,722 1,040,614

       

Transfer to reserves - - - - 11,722 (11,722) -

Treasury shares - - (9,635) - - - (9,635)

Exchange differences - - - - (140) - (140)

Provision of share - 5 - - - 1,730 1,735

Profit for the current year - - - - - 17,696 17,696

At 31 December 2006  1,006,821 (1,388) (11,256) - 36,667 19,426 1,050,270
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   2006 2005

I BUSINESS ACTIVITIES   

Cash received from customers  62,374 40,333

Cash paid to suppliers, employees and others  (68,530) (72,818)

Interest paid  (7,837) (846)

CASH FLOW FROM BUSINESS ACTIVITIES  (13,993) (33,331)

II INVESTING ACTIVITIES   

Interest received  8,522 7,418

Dividends received  18,988 17,026

Proceeds from sale of equity and debt instruments  4,662 953

Cash paid on acquisition of equity and debt instruments  (28,939) -

Proceeds from sale of fixed assets  8,647 20,914

Purchases of non-current assets  (5,567) (2,039)

CASH FLOW FROM INVESTING ACTIVITIES  6,313 44,272

III FINANCIAL ACTIVITIES   

Cash receipts from loans and deposits  44,510 58,463

Proceeds from grants and borrowings  870 -

Loans  (24,337) (46,359)

Payments on acquisition of equity instruments  (9,592) (29,135)

Principal repayment of long-term borrowings  (9,212) (4,935)

Dividends paid  (14) (4,901)

CASH FLOW FROM FINANCIAL ACTIVITIES  2,225 (26,867)

NET CASH FLOW (I+II+III)  (5,455) (15,926)

    

CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE PERIOD  75,224 91,150

CASH AND CASH EQUIVALENTS AT THE END OF THE PERIOD  69,769 75,224

DECREASE IN CASH AND CASH EQUIVALENTS  (5,455) (15,926)

C A S H  F L O W S  S T A T E M E N T

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

The accompanying notes from 1 to 26 form an inseparable part of these financial statements.



55

tradition. knowledge. responsibility.

KONČAR -  Electr ical  Industr ies Inc.

N O T E S  T O  T H E  F I N A N C I A L  S T A T E M E N T S

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

1.  General

1.1.  Act iv i ty

KONČAR-ELEKTROINDUSTRIJA dioničko društvo, Zagreb, Fallerovo šetalište 22 (‘’the Company’’) is the holding 
company of the Končar-Elektroindustrija Group, and as such, it also prepares consolidated financial statements, 
which are presented and audited separately.

These statutory financial statements represent the financial statements of the Company as a separate entity.

The Company’s main activity is managing the subsidiaries and associated companies owned.

1.2.  Number of staff

The number of staff employed by the Company at 31 December 2006 was �8 (At 31 December 2005: �7).
The structure of the staff by qualification level is presented below: 

Supervisory Board:

Ante Babić President of the Supervisory Board

Željko Tomšić  Vice President of the Supervisory Board

Đuro Perica Member of the Supervisory Board

Kristijan Floričić Member of the Supervisory Board

Georg Eltz Vukovarski Member of the Supervisory Board

Jasminka Belačić Member of the Supervisory Board

Ivan Rujnić Member of the Supervisory Board

Miroslav Kovačić Member of the Supervisory Board

Zdenka Matković Member of the Supervisory Board

Management Board:

Darinko Bago President of the Board

Marina Kralj Miliša Member of the Board, in charge of Legal activities, 
 general administrative service and human resources

Jozo Miloloža Member of the Board, in charge of Finances

Davor Mladina Member of the Board, in charge of Industry and Trade

Božidar Piller Member of the Board, in charge of Energetics and transport

Vladimir Plečko Member of the Board, in charge of Corporate Development and ICT

   2006 2005

M.Sc.  4 4

University degree  29 26

Two-year post secondary diploma  4 3

Secondary school certificate  10 13

Elementary school certificate  1 1

Total  48 47

1.3.  Governance and management
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2.  Summary of s ignif icant account ing pol ic ies 

Set out below are the principal accounting policies consistently applied in the preparation of the financial statements 
for the current and prior year.

2.1.  Basis of presentat ion 

Financial statements of the Company are prepared in accordance with the Accounting Law (National gazette 
1�6/05) and the International Financial Reporting Standards (National gazette No 1�0/06) issued by the Com-
mittee for Financial Reporting Standards. Financial statements have been prepared by the application of basic  
accounting presumption of the business event inception upon which the effects of operations are recognized 
when arisen and are shown in the financial statements for the period to which they relate and with the basic ac-
counting assumption that going concern concept is applied. 

The financial statements of the Company represent aggregate amounts of assets, liabilities, capital and reserves 
of the Company as of 31 December 2006, and the results of operations, changes in equity and the cash flows 
for the year then ended. Some of the financial captions have been reclassified in these financial statements  
compared to the prior year, and the Company’s management is of the opinion that reclassification provides a better 
presentation of the financial statements.

2.2.  Report ing currency

The financial statements of the Company are prepared in Croatian kuna as a measuring and reporting currency 
of the Company.

2.3.  Revenue recognit ion 

Sales of goods and services are recognised when goods are delivered and services are rendered, and the title has 
passed. Interest income is accrued on a time basis, by reference to the principal outstanding and at the applicable 
effective interest rate. 

Dividend income, or income from the share in the profit, is recognized when the right to receive payment has 
been recognized.

2.�.  Borrowing costs 

Borrowing costs are charged to the statement of income in the period in which they are incurred.

2.5.  Foreign currency transact ions

Transactions in currencies other than Croatian kuna are initially recorded at the rates of exchange prevailing on 
the dates of the transactions. Monetary assets, receivables and liabilities denominated in such currencies are 
retranslated at the rates prevailing on the balance sheet date. Gains and losses arising on translation are included 
in the income statement for the current period.

As 31 December 2006 the official rate of Croatian kuna was 7.35 HRK for 1 EUR (At 31 December 2005 was 7.38 
HRK) and 5.58 HRK for 1 USD (At 31 December 2005 was 6.23 HRK).

2.6.  Income tax 

The tax currently payable is based on the result for the year, adjusted by non-taxable and tax non-deductible items 
(70% of entertainment expenses; 30% of costs for the use of personal cars, etc.). Income tax is calculated using 
tax rates that have been enacted by the balance sheet date.
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For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

2.7.  Long term tangible and intangible assets

Property, plant and equipment and intangible assets are carried at historical acquisition cost less accumulated 
depreciation and any accumulated impairment losses. 

Cost of property, plant and equipment, as well as of intangible assets comprises purchase price, import duties 
and non-refundable sales taxes, as well as all other costs directly attributable to bringing the asset to its working 
condition for its intended use. Maintenance and repairs, replacements and improvements of minor importance 
are expensed as incurred. Where it is obvious that expenses incurred resulted in increase of expected future eco-
nomic benefits to be derived from the use of an item of tangible or intangible property in excess of the originally 
assessed standard performance of the asset, they are added to the carrying amount of the asset. Gains or losses 
on the retirement or disposal of long term tangible and intangible asset are included in the statement of income 
in the period in which they occur. 

Depreciation commences on putting an asset in use. Depreciation is charged so as to write off the cost or valua-
tion of assets, other than land, tangible and intangible fixed assets under construction, over their estimated useful 
lives, using the straight-line method, on the following basis:

Assets held for sale are stated at cost and are not depreciated. They comprise property, plant and equipment out 
of use. The Company’s management believes that the net book value of these assets does not differ significantly 
from the market value.

2.8.  Impairment 

At each balance sheet date, the Company reviews the carrying amounts of its tangible and intangible assets to 
determine whether there is any indication that those assets have suffered an impairment loss. If any such indica-
tion exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment 
loss. If the recoverable amount of an asset is estimated to be less than its carrying amount, the carrying amount 
of the asset is reduced to its recoverable amount. 

2.9.  Investment in subsidiar ies and associates

Subsidiaries are those companies in which the Company has control. Control is achieved where the Company has 
the power to govern the financial and operating policies of an investee enterprise.

An associate is an enterprise over which the company is in a position to exercise significant influence, but not 
control, through participation in the financial and operating policy decisions of the investee.

The subsidiaries and associated companies are presented in these financial statements using the cost method 
(At 31 December 2005 equity method of accounting). Adjustments of beginning balance based on change in 
method of presentation has not been made.

2.10. Trade receivables and prepayments made

Trade receivables and prepayments made are stated at nominal amounts as reduced by appropriate allowances 
for estimated irrecoverable amounts. Company’s management provides for doubtful receivables based on a 
review of the overall ageing of all receivables and a specific review of significant individual amounts receivable. 
The allowance for amounts doubtful of collection is charged to the income statement for the year.

   Depreciation rate (from - to %)

Buildings  1.20 - 7.70

Plant and equipment  6.80 - 25.00
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2.11. Cash and cash equivalents 

Cash and cash equivalents consist of balances with banks and cash in hand, demand deposits and securities pay-
able at call or with maturities of up to three months.

2.12. Financia l  instruments 

Financial instruments are classified as assets, liabilities or equity instruments in accordance with applicable con-
tracts. Interest, dividends, gains and losses on financial instruments classified as financial liabilities are recognised 
as income or expense when they arise. Financial assets and liabilities are offset when the Company has a legally 
enforceable right to set off the net amounts reported, or realise the asset and settle the liability simultaneously. 

Financial assets and financial liabilities are recognised on the Company’s balance sheet when the Company  
becomes a party to the contractual provisions of the instrument. 

Trade receivables 

Trade receivables are stated at their nominal value as reduced by appropriate allowances for estimated irrecover-
able amounts. 

Trade payables 

Trade payables are stated at their nominal value.

Investments 

Investments in Croatian Government Bonds are carried at cost. In instances of impairment, such a loss is recorded 
as an expense in the income statement in the period when the impairment is identified.

Investments in the shares of banks, insurance companies and similar issuers are recored at market value, and the 
carrying amount is determined for each investment category

Gains or losses on sales of investments, which are determined as the difference between net sales receipts and 
the carrying amount of investments are recorded in the income statement. 

Treasury shares 

Acquired treasury shares are recorded at cost. Upon further sale, they are recorded at selling price. Gains and 
losses upon the sale of treasury shares are recorded as capital gain and loss, respectively.

Bank borrowings 

Interest-bearing bank borrowings and overdrafts are recorded at the proceeds received and to the extent of  
approved overdraft facility.

The Management Board of the Company believes that the fair values of all assets and liabilities in the balance 
sheet is not materially different from their carrying amounts.
 
2.13. Provis ions 

A provision is recognised only when the Company has a present obligation as a result of a past event and it is 
probable that an outflow of resources embodying economic benefits will be required to settle the obligation, and 
a reliable estimate can be made of the amount of the obligation. Provisions are reviewed at each balance sheet 
date and adjusted to reflect the current best estimate. 

Reservations are determined for possible repair costs in a guarantee period, costs of legal proceedings, costs of 
restructuring and privatization of the companies out of basic activity of Holding company and for jubilee awards 
to employees and retirement costs (regular jubilee awards and severance pays).

Reservations of costs of regular jubilee awards to employees and retirement costs (regular jubilee awards and 
severance pays) is determined as a net book value of the future pay-offs using a discount rate equal to the interest 
rate on government bonds.
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2.1�. Cont ingencies

Contingent liabilities are not recognised in the financial statements. They are disclosed in the financial statements un-
less the possibility of an outflow of resources embodying economic benefits is remote. A contingent asset is not rec-
ognised in the financial statements but disclosed in the moment when an inflow of economic benefits is probable.

2.15. Subsequent events 

After the balance sheet date events that provide additional information about the Company’s position at the bal-
ance sheet date (adjusting events) are reflected in the financial statements. Post-year-end events that are not 
adjusting events are disclosed in the notes to the financial statements when material. 

2.16. Use of est imates in the preparat ion of f inancia l  statements 

The preparation of financial statements requires from the Company’s management to make estimates and as-
sumptions that affect the reported amounts of assets, liabilities, income and expenses and disclosure of con-
tingencies. The areas of estimation used in the preparation of the accompanying financial statements relate to 
provision for receivables, impairment of investments and other provision disclosed in Note 20 to the financial 
statements. Future events may occur which will cause the assumptions used in arriving at the estimates to 
change. The effect of any changes in estimates will be recorded in the financial statements, when determinable.

N O T E S  T O  T H E  F I N A N C I A L  S T A T E M E N T S 

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

   2006 2005

Income from related companies   

Royalty fee income  25,523 19,880

Rental income  20,000 19,800

Total  45,523 39,680

3. Revenue

   2006 2005

Income from reversal of provisions  21,193 104,878

Income from sale of property and equipment  242 8,908

Other income  1,728 841

Total  23,163 114,627

�. Other operat ing income

   2006 2005

Net wages, salaries and reimbursements  7,991 7,087

Taxes, surtaxes and contributions   9,647 7,766

Total  17,638 14,853

5. Staff  costs

5.1. Costs of Company’s management salaries in the net amount of 2,719 thousand HRK (2005: in the amount of 
2,575 thousand HRK) are a component of stated costs of salaries.
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   2006 2005

Office supplies and energy  4,700 4,516

Maintenance and repairs  8,358 4,482

Municipal utility and other charges  6,889 7,059

Value adjustment of short-term assets  14 4

Provision for risks and charges  - 100,800

Business trips and other  1,204 894

Non-production services  7,387 5,961

Insurance premiums  527 529

Bank charges and other services  436 356

Net book value of sold tangible assets  33 5,615

Entertainment  2,765 2,727

Other expenses  10,821 22,773

Total  43,134 155,716

6. Other operat ing expenses

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

   2006 2005

Interest income from related companies  3,467 5,004

Interest income from other companies  3,747 2,814

Adjustment of investment in subsidiary  343 2,377

Interest from sale of preference shares  - 19

Interest income on giro account balance (demand)  45 54

Income from recording of shares at market value  1,803 447

Dividends income  33 33

Foreign exchange gains  3,927 5,323

Decrease of liabilities on foreign currency borrowings  3,341 -

Discount income  - 29

Gains on sale from equity instruments (shares)  - 2

TOTAL INCOME  16,706 16,102

Interest on borrowings  (911) (1,286)

Other penalty interest  (6) (652)

Foreign exchange losses  (3,760) (9,291)

Adjustment of investment in associates  - (2,424)

Losses on sale of shares  (5,968) -

TOTAL EXPENSE  (10,645) (13,653)

Total - net  6,061 2,449

7. Finance income/(expense) -  net
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   2006 2005

Associates’ current year profit  8,907 12,381

Subsidiaries’ current year profit  - 31,437

TOTAL PROFIT  8,907 43,818

   

Subsidiaries’ current year loss   - (8,918)

Associates’ current year loss  - (3,752)

TOTAL LOSS  - (12,670)

Total  8,907 31,148

8. Share into results of related companies

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

   2006 2005

Končar-Energetski transformatori d.o.o., Zagreb  8,907 12,332

Končar-Termotehnika d.o.o., Sesvetski Kraljevec  - 49

Total  8,907 12,381

8.1.  Associates’  current year prof i t

Profit of the associated Company for 2006 relates to the receivable on the basis of distribution of profit ascer-
tained for 2006.

   2006 2005

Končar-Kućanski aparati d.o.o., Zagreb  2,003 4,273

Končar-Mali električni strojevi d.d., Zagreb  1,635 1,541

Končar-Električna vozila d.d., Zagreb  972 582

Končar-Metalne konstrukcije d.d., Zagreb  1,273 715

Končar-Inženjering za energetiku i transport d.d., Zagreb  4,174 3,907

Končar-Energetika i usluge d.o.o., Zagreb  742 647

Končar-Institut za elektrotehniku d.d., Zagreb  4,607 2,915

Končar-Elektronika i informatika d.d., Zagreb  8,410 5,298

Končar-Niskonaponske sklopke i prekidači d.d., Zagreb  388 -

Končar-Alati d.d., Zagreb  - 56

Končar-Ugostiteljska oprema d.d., Zagreb  575 152

Končar-Dizala i servis d.d., Zagreb  839 157

Končar-Električni aparati srednjeg napona d.d., Zagreb  4,233 3,543

Končar-Mjerni transformatori d.d., Zagreb  2,349 2,313

Končar-Električni visokonaponski aparati d.d., Zagreb  404 98

Končar-Distributivni i specijalni transformatori d.d., Zagreb  8,377 3,796

Končar-Montažni inženjering d.d., Zagreb  1,089 1,027

Končar-Sklopna postrojenja d.d., Sesvetski Kraljevec  1,174 57

Kones AG, Zürich, Switzerland  177 360

Total  43,421 31,437

8.2.  Subsidiar ies’  current year prof i t

Investments into subsidiary companies is stated at cost method, and due to this fact, profits of the subsidiary 
companies for 2006 amounting to �3,�21 thousand HRK are not shown as income of the Company in the Profit 
and loss account for 2006.
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9.  Income tax expense

9.1. The reconciliation of accounting profit to taxable profit was made as follows:

   2006 2005

Accounting profit (profit before tax)  17,696 11,722

Non-taxable income  (19,960) (31,249)

Tax non-deductible expenses  2,152 56,391

Increase of profit due to subsidiaries’ losses and other  - 15,087

Decrease of profit due to subsidiaries’ profits and other  (9,829) (46,195)

   

Taxable profit / (tax loss)  (9,941) 5,756

Utilisation of tax losses brought forward  - (5,756)

Effective tax rate of 20%  - -

Tax loss  (9,941) -

   2006 2005

Končar - Električni uređaji d.d., Split  - (3,676)

Končar - Protueksplozivni zaštićeni uređaji i sistemi d.d., Zagreb  - (76)

Total  - (3,752)

8.�.  Associates’  current year loss

   2006 2005

Končar-Alati d.d., Zagreb  (2,947) -

Končar-Niskonaponske sklopke i prekidači d.o.o., Zagreb  - (1,964)

Končar-Generatori i motori d.d., Zagreb  (14,417) (6,954)

Total  (17,364) (8,918)

8.3.  Subsidiar ies’  current year loss

Investments into subsidiary companies is stated at cost method, and due to this fact, losses of the subsidiary 
companies for 2006 amounting to 17,36� thousand HRK are not shown as expense of the Company in the Profit 
and loss account for 2006.

The applicable income tax rate in the Republic of Croatia for 2006 and 2005 was 20%

9.2. Tax losses to be carried forward for the purpose of reducing taxable profit are available for the Company in 
the period of next five (5) years. As at 31 December 2006, total net losses carried forward are determined in the 
amount of 16,76� thousand HRK.
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As at 31/12/2007   6,018

As at 31/12/2009    805

As at 31/12/2011    9,941

The benefits of tax losses carried forward have not been recognized in these financial statements because of 
uncertainty as to whether the conditions to utilize them will exist in the future periods.

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

   2006 2005

Net profit (in 000 HRK)  17,696 11,722

Weighted average number of shares  2,517,053 2,517,053

Gains per share (in HRK)  7.03 4.66

10. Gains per share

11. Long-term tangible assets

The Company has pledged land and buildings having a net book value of 169,0�8 thousand HRK as of 31 December 
2006 (2005: in the amount of 172,510 thousand HRK) as insurance for loans, payment guarantees and perform-
ance bonds that banks granted to the Company and its subsidiaries.

   Machinery Assets
  Land and and held for
  buildings equipment sale Total

Cost or valuation    

31 December 2005  264,620 12,840 130,787 408,247

Additions  902 1,538 - 2,440

Disposals or retirements  (1,052) (465) (148) (1,665)

31 December 2006  264,470 13,913 130,639 409,022

Accumulated depreciation    

31 December 2005  104,516 7,998 23,638 136,152

Depreciation charge for 2006  3,536 1,554 - 5,090

Disposals or retirements  (429) (434) (100) (963)

31 December 2006  107,623 9,118 23,538 140,279

Net book value    

31 December 2006  156,847 4,795 107,101 268,743

31 December 2005  160,104 4,842 107,149 272,095

   2006 2005

Investments in subsidiaries  702,619 682,674

Investments in associates  67,722 86,051

At 31 December  770,341 768,725

12. Investments in subis id iar ies and associates

The availability of net tax losses carried forward expires as follows:
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12.1.  Investments in subsidiar ies

   Share in   Share in
  Ownership the voting Carrying Ownership  the voting Carrying
  interest rights  amount at interest rights amount at
  (in %) (in %) year-end (in %) (in %) year-end

  2006 2006 2006 2005 2005 2005

Končar-Kućanski aparati d.o.o., Zagreb  100.00 100.00 132,321 100.00 100.00 132,321

Končar-Mali električni strojevi d.d., Zagreb 100.00 100.00 48,600 100.00 100.00 48,600

Končar-Električna vozila d.d., Zagreb  100.00 100.00 48,520 100.00 100.00 48,520

Končar-Metalne konstrukcije d.d., Zagreb 100.00 100.00 22,268 100.00 100.00 22,268

Končar-Inženjering za energetiku  

i transport d.d., Zagreb   100.00 100.00 21,301 100.00 100.00 23,060

Končar-Energetika i usluge d.o.o., Zagreb 100.00 100.00 56,691 100.00 100.00 56,999

Končar-Dizala i servis d.o.o., Zagreb  100.00 100.00 6,136 100.00 100.00 6,136

Končar-Institut za elektrotehniku d.d., Zagreb 100.00 100.00 60,936 100.00 100.00 60,936

Končar-Elektronika i informatika d.d., Zagreb 100.00 100.00 51,590 100.00 100.00 52,914

Končar-Niskonaponske sklopke  

i prekidači d.o.o. Zagreb  100.00 100.00 78,932 100.00 100.00 78,932

Končar-Alati d.d., Zagreb  100.00 100.00 21,278 98.13 100.00 20,096

Končar-Ugostiteljska oprema d.d., Zagreb 100.00 100.00 21,571 94.67 99.92 20,214

Končar-Generatori i motori d.d., Zagreb  100.00 100.00 32,176 100.00 100.00 19,176

Končar-Električni aparati srednjeg  

napona d.d., Zagreb  41.77 69.87 12,213 41.77 69.87 15,579

Končar-Mjerni transformatori d.d., Zagreb 41.58 72.35 10,846 41.58 72.35 11,945

Končar-Električni visokonaponski  

aparati d.d., Zagreb  40.26 50.70 9,968 40.26 50.70 10,061 

Končar-Distributivni i specijalni  

transformatori d.d., Zagreb  51.71 67.79 41,990 44.90 58.84 31,519

Končar-Montažni inženjering d.d., Zagreb  38.27 76.51 5,635 38.27 76.51 6,611

Končar-Sklopna postrojenja d.d.,  

Sesvetski Kraljevec  45.71 66.85 15,649 42.29 65.59 12,648

Total domestic subsidiaries    698,621   678,535

       

Kones AG, Zürich, Switzerland  64.00 77.50 3,495 64.00 77.50 3,628

Končar-Intertrade, Kuala Lumpur,  

Malaysia (dormant)  58.41 58.41 261 58.41 58.41 281

Končar-MORAVIA, spol.s.r.o. Brno,  

Czech Republic   100.00 100.00 242 100.00 100.00 230

Total foreign subsidiaries    3,998   4,139

At 31 December     702,619   682,674
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   2006 2005

Loans granted   

Končar-Električna vozila d.d., Zagreb   - 498

Končar-Generatori i motori d.d., Zagreb  2,613 7,580

At 31 December  2,613 8,078

13. Long-term f inancia l  assets

12.2.  Investment in associates

   Share in   Share in
  Ownership the voting Carrying Ownership  the voting Carrying
  interest rights  amount at interest rights amount at
  (in %) (in %) year-end (in %) (in %) year-end

  2006 2006 2006 2005 2005 2005

Končar-Energetski transformatori d.o.o., Zagreb 49.00 49.00 67,722 49.00 49.00 75,687

Končar-Električni uređaji d.d., Split  - - - 33.73 33.73 9,563

Končar-Termotehnika d.o.o., Sesvetski Kraljevec - - -  26.00 26.00 249

Končar-Protueksplozivni zaštićeni uređaji 

i sistemi d.d., Zagreb  - - - 27.12 28.69 552

At 31 December    67,722   86,051

15. Other long-term receivables

   2006 2005

Receivables for assets sold to subsidiaries  541 722

Receivable for flats sold  23,306 26,559

Foreign sale receivables  6,385 6,454

Receivables for shares and portions sold  - 250

Receivables under bank guarantees  5,002 8,744

Other loans  189 197

At 31 December  35,423 42,926

   2006 2005

Bond of the Republic of Croatia  10,263 13,952

Shares of Zagrebačka banka d.d. / Varaždinska banka d.d.  1,459 850

Shares of Croatia osiguranje d.d., Zagreb  2,496 1,302

At 31 December  14,218 16,104

1�. Avai lable for sale and other investments

1�.1. Investments in Croatian Government Bonds represent rights of the Company based on sold apartments, 
which were included in state capital since the privatization. A portion of these apartments, according to effective 
regulations, was sold for convertible foreign currencies paid into the state budget. Simultaneously, the Company 
acquired the right on government bonds equal to 100% of the foreign currencies paid in, repayable in five year 
period, by applying the interest rate of 1% per annum.
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16.  Trade and other receivables
   2006 2005

Receivables from subsidiaries  37,820 42,846

Receivables from associates  10,120 900

Trade receivables  8,815 8,811

Interest receivable  333 318

Other short-term receivables  86 93

Prepayments  74 103

Undue collection of income  62 1,036

At 31 December  57,310 54,107

   2006 2005

Končar-Institut za elektrotehniku d.d., Zagreb  289 287

Končar-Elektronika i informatika d.d., Zagreb  175 163

Končar-Mali električni strojevi d.d., Zagreb  690 736

Končar-Generatori i motori d.d., Zagreb  2,329 3,374

Končar-Mjerni transformatori d.d., Zagreb  1,837 3,017

Končar-Distributivni i specijalni transformatori d.d., Zagreb  287 679

Končar-Inženjering za energetiku i transport d.d., Zagreb  2,745 2,704

Končar-Električni aparati srednjeg napona d.d., Zagreb  223 117

Končar-Električna vozila d.d., Zagreb  7,687 4,394

Končar-Sklopna postrojenja d.d., Sesvetski Kraljevec  1,010 3,831

Končar-Dizala i servis d.o.o., Zagreb  1,928 1,344

Končar-Kućanski aparati d.o.o., Zagreb  2,824 2,835

Končar-Niskonaponske sklopke i prekidači d.o.o., Zagreb   313 1,290

Končar-Ugostiteljska oprema d.d., Zagreb  574 753

Končar-Montažni inženjering d.d., Zagreb  218 294

Končar-Alati d.d., Zagreb  478 679

Končar-Električni visokonaponski aparati d.d., Zagreb  763 4,272

Končar-Metalne konstrukcije d.d., Zagreb  397 978

Končar-Energetika i usluge d.o.o., Zagreb  13,025 11,075

Končar-Inženjering d.d., Zagreb  24 24

Kones AG, Zürich, Switzerland  4 -

At 31 December  37,820 42,846

16.1.  Receivables from subsidiar ies

15.1. Receivables for assets sold to subsidiaries relates to receivables from the company Končar-Generatori i 
motori d.d., Zagreb.

15.2. Under the Law on the Sale of Flats with Tenancy Rights, flats owned by the Company were sold at an an-
nual interest rate of 1%, with an average repayment period of 28 years and with a currency clause linked to EUR, 
pursuant to which the receivables are increased or decreased if the exchange rate for EUR changes by more than 
5.1% in relation to the original exchange rate at the date of execution of the underlying contract on the sale of 
flats. Outstanding installments in DEM were converted to EUR under the fixed rate of DEM 1.95583 for 1 EUR. 
Collateral for these receivables is mortgage on the flat sold.

15.3. The receivables for foreign sales represent amounts receivable from sales in Bosnia and Herzegovina 
through the firm TAKRAF, Germany, which was taken over by KfW Bank, Berlin.

15.�. Receivables under bank guarantees relate to receivables from OTP Bank d.d., Dubrovnik under guarantee  
issued by the bank in favour of the Company and represent receivables from Globus Holding d.o.o., Zagreb.
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   2006 2005

Končar - Protueksplozivni zaštićeni uređaji i sistemi d.d., Zagreb  - 211

Končar - Energetski transformatori d.o.o., Zagreb  10,120 17

Končar - Električni uređaji d.d., Split  - 670

Končar - Termotehnika d.o.o., Sesvetski Kraljevec  - 2

At 31 December  10,120 900

N O T E S  T O  T H E  F I N A N C I A L  S T A T E M E N T S 

For the year ended 31 December 2006
All amounts expressed in thousand of Kuna 

   2006 2005

Cash in hand and account balances with banks  2,073 15,238

Short-term deposits with banks  67,696 59,986

At 31 December  69,769 75,224

18. Cash with banks and in hand

   2006 2005

Končar - Generatori i motori d.d., Zagreb  24,599 27,183

Končar - Dizala i servis d.o.o., Zagreb  507 838

Končar - Električna vozila d.d., Zagreb   26,301 32,255

Končar - Alati d.d., Zagreb   -

Končar - Elektronika i informatika d.d., Zagreb  - 4

Končar - Metalne konstrukcije d.d., Zagreb  86 -

Končar - Inženjering za energetiku i transport d.d., Zagreb  69 8,100

Končar - Električni visokonaponski aparati d.d., Zagreb  1,725 262

Končar - Ugostiteljska oprema d.d., Zagreb  1,715 -

Končar - Kućanski aparati d.o.o., Zagreb  1,852 -

At 31 December  56,854 68,642

17.1.  Loans to subsidiar ies

Weighted average interest rate at given short-term loans is 7% per annum.

   2006 2005

Loans to subsidiaries  56,854 68,642

Other loans  29 29

At 31 December  56,883 68,671

17. Short - term f inancia l  assets

16.2.  Receivables from associates
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19.  Registered capita l

Share capital is established in a nominal value amounting to 1,006,821 thousand HRK (2005: in the same amount) 
and consists of 2,517,053 ordinary shares, with a nominal value of �00 HRK per share.

There were no movements in the share capital of the Company in either 2006 or 2005 reporting periods.

The owners’ structure of the Company is as follows:

  Number of shares Holding in % Number of shares Holding in %

Shareholder  2006 2006 2005 2005

PBZ d.d. (Kapitalni fond d.d., closed-end investment Fund)  724,515 28.78 724,515 28.78

HZMO (Croatian Pension Insurance Institute)  384,628 15.28 384,628 15.28

Croatian Privatization Fund  223,862 8.89 223,854 8.89

Dom Holding d.d.   189,744 7.54 189,744 7.54

Floričić Kristijan  135,714 5.39 135,714 5.39

PBZ d.d. (The Bank of New York as custodian)  108,787 4.32 101,932 4.05

PBZ d.d. (Collective Custodian Account)  129,496 5.14 85,628 3.40

Hrvatska poštanska banka d.d. (Victoria Fund)  39,902 1.59 47,300 1.88

Hypo-Alpe-Adria-Bank d.d.  46,718 1.86 22,497 0.89

RBA d.d.  25,761 1.02 37,146 1.48

Siemens AG  - - 32,448 1.29

Other shareholders  472,415 18.78 520,156 20.67

Končar d.d. (treasury shares)  35,511 1.41 11,491 0.46

  2,517,053 100.00 2,517,053 100.00

At 31 December 2006, the Company has held 35,511 treasury (own) shares (2005: 11,�91 shares) with an intention 
to be sold to the Company’s management.

20.  Provis ions

20.1. Provisions for contingent liabilities on guarantees issued for the return of prepayments in the amount of 
115,167 thousand HRK (2005: in the amount of 128,730 thousand HRK) relate to a Croatian kuna equivalent 
amount of prepayments in the amount of 20,6�5,127 USD made to enterprises of the former Rade Končar group, 
which went into bankruptcy. The prepayments were made for projects agreed with Iraq government institution 
prior to 1990, which are now inactive because of the situation in Iraq. The Company is making efforts to continue 
the work under these projects. Guarantees for prepayments received were issued in various currencies, and at 
31 December 2006 the equivalent amount in Croatian kuna was 63,2�1 thousand HRK (31 December 2005 in the 
amount of �6,680 thousand HRK).

 Provisions Other
 for given long-term
 guarantees provisions Total

At 31 December 2005 128,730 94,570 223,300

Reversal of provisions (13,563) (7,630) (21,193)

At 31 December 2006 115,167 86,940 202,107
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20.2. Of other long-term provisions in the total amount of 86,9�0 thousand HRK (2005: 9�,570 thousand HRK), 
the amount of 59.800 thousand HRK relates to legal actions outstanding against the Company (2005: in the same 
amount), to the restructuring provision and privatization of the companies out of basic activity of Holding company 
the total amount of 26,900 thousand HRK (2005: 3�,�00 thousand HRK) and for potential costs of regular jubilee 
awards to employees and retirement (regular jubilee awards and severance pays) relates the amount of 2�0 
thousand HRK (2005: the amount of 370 thousand HRK).

21.  Long-term borrowings

   2006 2005

Foreign borrowings  14,985 26,546

Domestic borrowings  870 -

Less: Current portion  (4,060) (9,442)

At 31 December  11,795 17,104

21.1. Foreign debt is related to loans used during the former Yugoslavia. Loans are transferred to State refinanc-
ing program over the London and Paris Clubs, where Zagrebačka banka d.d. is a financial intermediary for those 
loans. During 1996. agreement between the Republic of Croatia and government representatives of the countries 
concerned was reached to reprogram these debts. At the end of the year 2005 the Agreement between the 
Government of the Republic of Croatia and the Republic of Italy was signed, in respect of consolidation of debt of 
the Republic of Croatia, and afterwards no unregulated liabilities on foreign currency loans exist. So, all bilateral 
agreements confirming the said Agreement with a Paris Club have been signed. New repayment periods for out-
standing loans have been agreed with Zagrebačka banka d.d., Zagreb, and as such, all the loans were put for the 
repayment. The Bank has collateralized the repayment of these loans by establishing mortgage on the Company’s 
property. Interest rate for debt stated in USD is LIBOR + 13/16 % annually, and for the debt stated in ATS the 
interest rate is Austrian Statutory Export Promotion Scheme + 0.6 % per year, while for the debts stated in EUR 
the interest rate is variable 6 months EURIBOR + 0.5% per year.

Domestic loan relates to the loan granted by Fond za zaštitu okoliša i energetsku učinkovitost (Environment and 
energetic effectiveness protection Fund) for the financing of the project “Energetic effectiveness increase in the 
reconstruction of business building”. Loan is bearing no interest with a 2 (two) year period of a moratorium and 
the repayment period of 5 (five) years.

21.2. Changes in long-term borrowings during the year are as follows:

At 31 December 2005   26,546

New borrowings   870

Amounts repaid   (9,442)

Decrease of debt   (1,165)

Foreign exchange differences   (954)

   15,855

Less: Current portion   (4,060)

At 31 December 2006   11,795
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21.3. The borrowings are repayable as follows:

Due in one to two years   4,520

Due in two to three years   5,005

Due in three to five years   2,270

Total   11,795

   2006 2005

Due to subsidiaries   164 540

Accrued interest not yet due on foreign borrowings  291 9,391

Trade payables  1,125 1,829

Taxes and contributions payable  2,169 1,696

Due to employees   978 361

Liabilities for flats sold  340 315

Other liabilities  2,034 1,465

At 31 December  7,101 15,597

22. Trade and other payables

   2006 2005

Končar - Elektronika i informatika d.d., Zagreb  110 506

Končar - Inženjering za energetiku i transport d.d. Zagreb  4 5

Končar - Mali električni strojevi d.d., Zagreb   3 -

Končar - Dizala i servis d.o.o., Zagreb  4 7

Končar - Niskonaponske sklopke i prekidači d.d., Zagreb  12 -

Končar - Kućanski aparati d.o.o., Zagreb  31 22

At 31 December  164 540

22.1.  L iabi l i t ies to subsidiar ies

23. Related part ies

Related party transactions are disclosed in Notes 3, 7, 8, 12, 13, 15, 16, 17 and 22 to the financial statements.

2�.  F inancia l  instruments and r isk management 

a) Market r isk 

The Company operates in the Croatian and international markets. The management determines the prices of its 
products separately for domestic and foreign markets by reference to the market prices. 

b) Interest rate r isk 

Interest rate risk is the risk that the value of a financial instrument will fluctuate due to changes in market rates 
relative to the interest rate applicable to the financial instrument. Interest rate cash flow risk is the risk that the 
interest cost of an instrument will fluctuate over time.
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c) Credit  r isk 

Financial assets that potentially expose the Company to credit risk consist mainly of cash, loans and trade re-
ceivables. Trade receivables have been adjusted for the allowance for bad and doubtful accounts. The Company’s 
cash is held with Zagrebačka banka d.d., Zagreb. There are no significant concentrations of credit risk for the 
Company.

d) Currency r isk

The official currency of the Company is Croatian kuna. However, certain transactions denominated in foreign cur-
rencies are translated to Croatian kuna by applying the exchange rates in effect at the balance sheet date. Gains and 
losses resulting from translation are credited or charged to the income statement but do not affect the cash flows.

e) Fair  value of f inancia l  instruments 

Held-to-maturity financial instruments are recorded at the lower of cost and net amount less portion repaid. Fair 
value represents the amount for which an asset could be exchanged between knowledgeable, willing parties in 
an arm’s length transaction, except in the event of a forced sale or liquidation. Fair value of a financial instrument 
is its quoted market price, or the amount obtained using the discounted cash flow method.

At 31 December 2006, the carrying amounts of cash, short-term deposits, receivables, short-term liabilities and 
charges included, and of short-term borrowings approximate their fair values due to the short-term maturity of 
these financial instruments. 

25.  Cont ingent l iabi l i t ies and l i t igat ion 

Potential liabilities of the Company are established on the basis of available documentation, as follows:

•  Total outstanding guarantees issued by the Company amount to 512,971 thousand HRK (2005: in the amount of 
631,930 thousand HRK) of which the amount of 385,037 thousand HRK (2005: in the amount of �7�,�96 thou-
sand HRK) relates to performance bonds. The provision for contingent liabilities as recorded by the Company 
amounts to 115,167 thousand HRK (2005: in the amount of 128,730 thousand HRK).

•  The Company has lost a legal case in Syria, relating to the delivery of electronic equipment, according to the 
three agreements from 198�, amounting to �,028 thousand USD, the Company is needed to pay indemnity 
amounting to 13,617 thousand USD. The government of Syria has filed legal proceedings in Switzerland to 
enforce payment of this amount. A Swiss court has ruled in favour of the Company, however the government 
of Syria has appealed to this decision. Management of the Company does not expect significant losses in this 
case and has therefore not provided any amounts regarding this legal case, other than legal fees in the amount 
of 6,100 thousand HRK in previous years.

•  There are several other legal proceedings outstanding against the Company. For the potential costs arising from these 
litigation cases, the management of the Company decided to accrue 53,700 thousand HRK in previous years.

26.  Approval  of  the f inancia l  statements

The financial statements set out on pages �9 to 71 were approved by the Management Board of Končar - Ele-
ktroindustrija d.d., Zagreb, and authorized for issue on 12 March 2007.

 For Končar-Elektroindustrija d.d., Zagreb:

 
 

 Darinko Bago, President of the Management Board
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MANAGEMENT BOARD

Darinko Bago, Chairman of Management Board

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3667 188, +385 1 3667 195, fax: +385 1 3667 196
e-mail: koncar.head@koncar.hr

Marina Kralj Miliša, Member of Management Board in Legal Affairs and HR

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3667 169, fax: +385 1 3667 192
e-mail: kralj.dd@koncar.hr

Jozo Miloloža, Member of Management Board in the Financial Affairs

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3667 606, fax: +385 1 3666 562
e-mail: koncar.finance@koncar.hr

Davor Mladina, Member of Management Board for Business Area Industry and Trade

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3667 198, fax: +385 1 3667 601
e-mail: koncar.ind.trade@koncar.hr

Božidar Piller, Member of Management Board for Business Area Energy and Transport

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3667 507, +385 1 3667 �18, fax: +385 1 3667 19�
e-mail: koncar.energy@koncar.hr

Vladimir Plečko, Member of Management Board for Corporative Development and ICT

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3666 �15, fax: +385 1 3667 179
e-mail: koncar.plecko@koncar.hr

A D D R E S S  B O O K
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BUSSINES AREA ENERGY AND TRANSPORT

KONČAR - Power Plant and Electric Traction  
Engineering Inc.

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3667 512, +385 1 3667 513
fax: +385 1 3667 515
e-mail: info@koncar-ket.hr

KONČAR - Generators and Motors Inc.

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3655 3�0, +385 1 3667 �99
fax: +385 1 3666 56�
e-mail: gim@koncar-gim.hr

KONČAR - High Voltage Switchgear Inc.

Borongajska bb, 10000 Zagreb, Croatia
phone: +385 1 2322 100, +385 1 2331 981
fax: +385 1 2318 590
e-mail: tafra@koncar-hvs.com

KONČAR - Medium Voltage Apparatus Inc.

Borongajska bb, 10000 Zagreb, Croatia
phone: +385 1 233� 867
fax: +385 1 2331 058
e-mail: uprava@koncar-easn.hr

KONČAR - Switchgear Inc.

Strojarska cesta 10, 10361 S. Kraljevec, Croatia
phone: +385 1 2030 500
fax: +385 1 2030 505
e-mail: uprava@koncarsp.hr

KONČAR - Distribution and Special Transformers Inc.

Josipa Mokrovića 8, 10090 Zagreb, Croatia
phone: +385 1 3783 777
fax: +385 1 379� 051
e-mail: manage@koncar-dst.hr

KONČAR - Instrument Transformers Inc.

Josipa Mokrovića 10, 10090 Zagreb, Croatia
phone: +385 1 379� 07�, +385 1 3795 209
fax: + 385 1 379� 0�0
e-mail: info@koncar-mjt.hr

A D D R E S S  B O O K

KONČAR - Electronics and Informatics Inc.

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3655 900
fax: +385 1 3655 550
e-mail: inem@koncar-inem.hr

KONČAR - Metal Structures Inc.

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3666 560, +385 1 3667 233
fax: +385 1 3667 235
e-mail: kmk@koncar-mk.hr

KONČAR - Electric Vehicles Inc.

Velimira Škorpika 7, 10090 Zagreb, Croatia
phone: +385 1 3�96 959, +385 1 3�96 957
fax: +385 1 3�96 960, +385 1 3�96 963
e-mail: uprava@koncar-kev.hr, info@koncar-kev.hr

KONČAR - Engineering for Plant Installation  
& Commissioning Inc.

Borongajska bb, 10000 Zagreb, Croatia
phone: +385 1 2355 111, +385 1 2355 125
fax: +385 1 2333 717
e-mail: kmi@koncar-kmi.hr
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BUSINESS AREA INDUSTRY

KONČAR - Small Electrical Machines Inc.

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3667 275, +385 1 3667 273, fax: +385 1 3667 622
e-mail: info@koncar-mes.hr

KONČAR - Tools Inc.

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3670 999, fax: +385 1 3667 257
e-mail: alati@koncar-alati.hr

KONČAR - Elevators and Services Ltd.

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3655 90�, fax: +385 1 3655 515
e-mail: info@koncar-dizala.hr

KONČAR - Catering Equipment Inc.

Žitnjak bb, 10000 Zagreb, Croatia
phone: +385 1 2�0� 88�, +385 1 2�0� 339, +385 1 2�09 3�5
fax: +385 1 2�0� 1�1, +385 1 2�09 3��
e-mail: dir@koncar-ugo.hr, prodaja@koncar-ugo.hr

BUSINESS AREA TRADE

KONČAR - Household Appliances Ltd.

Žitnjak bb, 10000 Zagreb, Croatia
phone: +385 1 2�8� 555, +385 1 2�0� 608, fax: +385 1 2�0� 102
e-mail: kucanski@koncar-ka.hr

KONČAR - Low Voltage Switches and Circuit Breakers Ltd.

Borongajska bb, 10000 Zagreb, Croatia
phone: +385 1 235� 600, +385 1 233� �0�, 
fax: +385 1 2303 897
e-mail: i.jeren@koncar-nsp.hr

Location Zlatar:

Zagrebačka 31, �9250 Zlatar, Croatia
phone: +385 �9 588 555, +385 �9 588 562, fax: +385 �9 588 561
e-mail: tomo.hendija@koncar-nna.hr

A D D R E S S  B O O K
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SPECIAL ACTIVITIES

KONČAR - Institute for Electrical Engineering Inc.

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3667 315, fax: +385 1 3667 317
e-mail: scar@koncar-institut.hr, info@koncar-institut.hr

KONČAR - Infrastructure and Services Ltd.

Fallerovo šetalište 22, 10000 Zagreb, Croatia
phone: +385 1 3795 555, +385 1 379� 0�6, 
fax: +385 1 379� 1�9
e-mail: koncar-eu@zg.htnet.hr

ASSOCIATED COMPANIES

KONČAR - Power Transformers Ltd.

Josipa Mokrovića 6, 10090 Zagreb, Croatia
phone: +385 1 3795 555, +385 1 3795 50�, fax: +385 1 379� 0�5
e-mail: kpt@siemens.com

A D D R E S S  B O O K
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KONČAR ABROAD

Companies

KONES AG - Switzerland

CH - 803� Zurich, Muhlebachstrasse 17�, 
Postfach 1136, Switzerland
phone: +�1 �� 383 5612, +�1 �� 389 8890 
fax: +�1 �� �22 6609, +�1 �� 389 8899
e-mail: konesag@swissonline.ch

Office in Zagreb: 

Fallerovo šetalište 22, 10000 Zagreb, HR
phone/fax: +385 1 3667 365
e-mail: koncar.kones@koncar.hr

KONES AG - O.S., Czech Republic

Korunni 89, 13000 Praha-3, Czech Republic
phone: +�20 222 51� 728
phone/fax: +�20 222 512 961
e-mail: kones-koncar@volny.cz

KONČAR - MORAVIA s.r.o., Czech Republic

Smetanova 8, 60200 Brno, Czech Republic
phone: +�20 5 �155 6106, fax: +�20 2 3901 7206
e-mail: koncar@sky.cz

A D D R E S S  B O O K

Representat ive off ices

KONČAR Electrical Industries Inc. - Representative 
office Moscow, Russian Federation

Katelnicheskaja nab. 1/15 Ap. 170, 1092�0 Moscow, 
Russian Federation
phone: +7 �95 915 022�, fax: +7 �95 915 �680
e-mail: s.nenadic@koncar.hr

Office in Zagreb: 

Fallerovo šetalište 22, 10000 Zagreb, HR
phone: +385 1 3667 60�, fax: +385 1 3655 755, 3667 602

KONČAR Electrical Industries Inc. - Representative 
office Mostar, Bosnia and Herzegovina

Dr. Ante Starčevića 10, 88000 Mostar-BIH
phone: +387 36 327 721, fax: +387 36 327 72�
e-mail: koncar-mostar@tel.net.ba, ciro.grubisic@koncar.hr

Office in Zagreb: 

Fallerovo šetalište 22, 10000 Zagreb, HR
phone: +385 1 3655 98�, fax: +385 1 3655 118

KONČAR Electrical Industries Inc. - Representative 
office Belgrade, Serbia

Bulevar Mihajla Pupina 10Ž/�2�, 11070 Novi Beograd, Srbija
phone: +381 11 3017 321, +381 11 3017 322
fax: +381 11 21�5 �85
e-mail: koncar.office@koncar.co.yu, 
koncar.unkovic@koncar.co.yu

Office in Zagreb: 

Fallerovo šetalište 22, 10000 Zagreb, HR
phone: +385 1 3655 610, fax: +385 1 3667 179
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