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ADDRESS TO THE SHAREHOLDERS AND BUSINESS PARTNERS

Dear shareholders and business partners,

The year 2010 was a year of slow recovery tarimational financial markets. However, adverse
conditions in the Slovenian capital market continued as it did not follow this positive trend abroad.

Adverse conditions in the Slovenian market, wh
highlighted more than ever before the importance of responsible management. Slovenska
odgkodninska drugba d.d. successfully handl ed

particularly the structuring and optimisation of debt and more active involvemiret aperation of

some companies in which we hold an equity interest. We were successful in our mission and, in spite
of unfavourable economic conditions, provided sufficient resources for meeting our legal obligations.
We managed the property entrustedisonith due care and responsibility in order to meet all our
obligations with our own financial resources in the long term.

The year 2010 was also important from the viewpoint of adopting new regulations governing the operation
of Sl ovenskar wghl&,0ddh.ich.stka idn May 2010, the Corpol
Investments Act was adopted and, among other things, determined that the role of the general meeting of
Slovenska odgkodninska drugba, d. d. mensAgeneybfdheb e a
Republic of Slovenia. At the same time, this Act also laid down the principles and procedures for

managing capital investments of the Republic of Slovenia and provided for the adoption of a strategy of
capital investments of the Repubtit Slovenia which would also determine strategic investments of
Slovenska odgkodninska drugba, d.d.; in July 201
accordance with the provisions of the Companies Act, introduced-tiemsystem of margement

through a management board and a supervisory board; in October 2010, the Act Regulating the
Transformation of Pension Fund Management and Investment Policy of Investment Fund Management and
Sl ovenska odgkodni nska drnggjlaichdowndhe ohethod ofvexercising,thea mo n
rights and restrictions on disposal of certain a

I n the first hal f of 2010, Sl ovenska odgkodni nsk
optimum lorrowing method to meet its statutory obligations and took the right opportunity to borrow and
choose an appropriate instrument under the most favourable borrowing terms prevailing at that time.

Slovenska odgkodni nska dweaognteats imimady.areas alsoifocAd0Hat e s
We will continue to effectively manage assets and maximise asset value by taking into consideration
the current legislation in providing funds to meet our statutory obligations.

MSc.Tomag Kuntaril
Presidentof the Management Board

Ljubljana, 22 April 2011



Sl ovenska odgk o GampangakdGradip ugb a Annual Report 2010

1. REPORT OF THE SUPERVISORY BOARD ON VERIFICATION OF
THE ANNUAL REPORT OF THE COMPANY AND THE GROUP
FOR THE FINANCIAL YEAR 2010

This written report was prepared by the Supervisory Board in accordance with the provisions of
Article 282 of the Companies Act which determines that the Supervisory Board has a duty to
verify the final annual report and the proposal for distribution of profits submitted by the
Management Board. In this report, the Supervisory Board is also obliged to indicate to what
extent it verified the management of the Company during the financial year. In this report, the
Supervisory Board should also take its position on the auditor's report and finally provide its
comments and express its approval or disapproval of the annual report.

1.1 Verification of the audited annual report

The annual report is a special statutory document of a commercial company, which is composed
of two parts: a financial report and a business report. The financial report consists of financial
statements and notes to the financial statements, constituting an integral hole. The business
report provides a textual explanation of the numerical data of financial statements. The business
report should include at least a fair presentation of the development of the company's operations
and results and its financial position, including a specification of the principal types of risk and
uncertainties to which the company is exposed.

The Supervisory Board examined the audited annual report of the Company and the Group for
the financial year 2010 according to the formal and substantive rules.

At its eighth regular meeting held on 7 June 2011, the Supervisory Board established that the
annual report included all formal financial statements prepared in conformity with legal provisions
and adopted the following decisions:

1. The Supervisory Board of the Company approves the audited annual report of the
Company and the Group for the financial year 2010.

2. The Supervisory Board of the Company expresses a positi
report for 2010, prepared by the auditing company Deloitte Revizija, d.o.o.

3. The Supervisory Board of the Company proposes to the Company's general meeting, i.e.
to the Capital Assets Management Agency of the Republic of Slovenia, to adopt a
resolution to give discharge to the President and to the two members of the Management
Board and to the Supervisory Board of the Company for the financial year 2010 on the
basis of the adopted annual report of the Company and the Group for 2010 and the
positive opinion on the auditor's report for 2010.

1.2. The manner and extent to which the Supervisory Board verified the
management of the Company during the financial year

In 2010, the supervisory function in the Company was per f ormed by the
Directors, the Monitoring Committee and the Supervisory Board. in July 2010, new articles of
association were adopted which, in accordance with the provisions of the Companies Act,
introduced a two-tier system of management through a management board and a supervisory
board; After the adoption of amendments to articles of association, the director and two deputy
directors continued their term of office as President and Members of the Management Board, and
members of the Board of Directors continued their term of office as members of the Supervisory
Board that represents the interests of the shareholder. The Monitoring Committee was abolished.

ve O0f

Co my
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In 2010, the Monitoring Committee, consisting of Marjan Somrak as Chairman, Toma g Gl agar
as Deputy Chair man, and Mat ej Kurent, Ciril Peve
regular meetings and four meetings of the Monitoring Committee's commission in order to:

- take note of the draft Business and Financial Plan of the Company for 2010 and give

its comments and proposals;

- take note of the Company's annual report for the year ended on 31 December 2009,
the consolidated annual report of the Company and the Group for the year ended 31
December 2009, report of the Company's Board of Directors, the report of the Board
of Directors' audit committee and the report on activities of the Internal Audit
Department for 2009;

- examine the randomly selected procedures for the obligation imposed by the Return
of Investments in the Public Telecommunications Network Act, randomly selected
denationalisation procedures, randomly selected procedures for compensation to
victims of war and post-war violence and to examine the calculation of costs of labour
for the Company's management;

- adopt a plan of activities for 2010 and approv the report of the Supervisory Board for
the period May-December 2009 and take note of the Company's interim report on the
implementation of requests and recommendations by the Court of Auditors of the
Republic of Slovenia;

- regularly take note of the measures adopted by the Board of Directors and the topical
information provided by the director as well as the information on the Company's
individual equity investments.

The Board of Directors composed of Dr  Uram,gAlekRanden Mekvar, DE€gutg i r m
il ar

Chairman, Igor Janez Zajec, Member, Bojan De j a k , Me mber , Stane Sen
regular meetings, two meetings by correspondence and two meetings of working commissions of
the Board of Directors and

- regularly took note of the Companybs period

on t he management of t he Companyo6s equit
Denationalisation Department and Bond Issue and Delivery Department, unrealised
decisions of the Audit Committee of the Board of Directors;

- adopted amendments to Employment relationship rules, Rules on the procedures and
measures for personal data protection and Rules on investments of funds, and
adopted the Rules on public procurement under the public procurement procedure for
awarding low-value public procurement contracts and Rules laying down the rights of
member s of the Companybés management or Ma r
contracts pursuant to the provision of Article 6 of the Act Regulating the Incomes of
Managers of Companies owned by the Republic of Slovenia and Municipalities
(ZPPOGD);

- appointed a deputy manager for the division of settlement of liabilities under
regulations governing denationalisation;

- gave its approval to the audited unconsolidated annual report of the Company for
2009 and to the audited consolidated annual report of the Group for 2009 and
submitted them to the general meeting for approval,

- gave its approval to borrowing by obtaining long-term loans from banks, secured by
as government guarantee totalling EUR 300 million;

- proposed to the general meetingtoadopt a new wording of the C
association, to take note of the Rules laying down the rights of members of the
Companybés management or Management Board in
the provision of Article 6 of the Act Regulating the Incomes of Managers of
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Companies owned by the Republic of Slovenia and Municipalities (ZPPOGD) and to
appoint an auditor to review the financial statements of the Company and the Group
for 2010;
- took note of the Companyodsr®0Osi ness and Fin

The Audit Committee of the Board of Directors held two regular meetings and a meeting by
correspondence. The Audit Committee discussed the audited consolidated and unconsolidated
annual report of the Company for 2009, the opinion delivered by the auditing company Deloitte
Revizija, d.o.0., on the audit of the consolidated and unconsolidated financial statements of the
Company for 2009, the annual report of the Internal Audit Department for 2009, the annual plan
of activities of the Internal Audit Department for 2010, and Internal Audit Department's quarterly
reports. The Audit Committee also regularly monitored the implementation of the adopted
decisions.

The Supervisory Board composed of Dr Urog Rotnik, Chair mar
Chairman |, l gor Janez Zajec, Me mber , Bojan Dej ak, M
Babil, Member (who participated only in the | ast

late appomtment) held three regular meetings in 2010 at which the Board
determined the continuity of function of the Supervisory Board that succeeded the

Board of Directors, appointed a Deputy Chairman of the Supervisory Board, adopted
rules of procedure of the Supervisory Board and took note of the activities performed
by the Company's Monitoring Committee which was dissolved pursuant to the
Corporate Governance of State Capital Investments Act;

- regularly took note of the Company's periodic financial statements, topical information
on the management of t he C o ang zatey adivities,qui t vy
periodic reports on solvency verification for the Company, reports of the
Denationalisation Department and Settlement of Liabilities Department, unrealised
decisions of the Supervisory Board and decisions of the Audit Committee and of the
Supervisory Board;

- took note of the amended Internal Organisation Rules, Rules on the procedures of
holding and acquisition of equity investments by the Company, Job Specification
Rules, methodology for determining job complexity and evaluation, a list of jobs with
annexes and Rules of Procedure for the Management Board.

|t is the responsibility of the Supervisory Boa
operations and to give its approvals to d¢lesef Mana
association and individual decisions of the Supervisory Board. The Supervisory Board oversaw

the operation of the Company within its powers and responsibilities laid down by the regulations

and the Companyds articl es poirtof gewstioecSuparvisory Boar r o m t
discussed all issues of importance for the Company.

After the enforcement of amendments to the Compa
of the Audit Committee of the Supervisory Board was called to discussthe Company6s unat
consolidated and unconsolidated semi-annual report, the contract for auditing services for 2010

concluded with the auditing company Deloitte Revizija, d.o.0., and quarterly reports of the

Internal Audit Department. The Audit Committee also regularly monitored the implementation of

the adopted decisions.
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1.3. Relations with the Management Board

The Supervisory Board actively cooperated with the Management Board throughout the year.
The Chairman of the Supervisory Board also cooperated with the Management Board in
preparations for Supervisory Board meetings within the scope of his responsibilities.

Members of the Supervisory Board received comprehensive professionally prepared materials for
their meetings. They had access to appropriate reports, information and data which the
Management Board accompanied by additional clarifications at Supervisory Board meetings as
necessary, which enabled the Supervisory Board members to oversee and monitor the
Company's operations and decision-making. The Management Board's reports showed
economic categories in a comprehensive manner an
comparison with previous periods and achievement of the levels planned for the current year.
This allowed the Supervisory Board to monitor the performance of the Company and to exercise
its supervisory function in an appropriate manner.

The Supervisory Board rated the work of the Management Board as successful.

1.4. Audit committee

The Audit Committee examined the annual report of the Company and the Group for the financial
year 2010 in accordance with its responsibilities. After careful examination of the annual report of
the Company and the Group for 2010, the requested additional documents, clarifications
received from the Management Board, specialist services and certified auditors and based on the
auditor's opinion, the Audit Committee proposed to the Supervisory Board to approve the annual
report of the Company and the Group for 2010.

A

1.5. Position on the auditords opinion

TheCompanybés Management Board presented the annua
for 2010 together with the auditor's report at the eighth regular meeting of the Supervisory Board

which was held on 7 June 2011. The auditing company Deloitte Revizija , d.0.0., expressed a
positive opinion on the Companyé6és financi al St
financial position as at 31 December 2010 and its profit or loss and cash flow for the year then

ended in all material aspects in accordance with Interanational Accounting Standards. The

auditing company expressed a qualified opinion for the Group as a result of the fact that the

auditing company Deloitte Revizija, d.o.0., did not audit the financial statements of associates. In

all other aspects, the consolidated financial statements present fairly the financial position of the

Group as at 31 December 2010 and its comprehensive income and cash flows in accordance

with International Accounting Standards.

The Supervisory Board of the Company expressesa posi ti ve opinion on the
2010, prepared by the auditing company Deloitte Revizija, d.o.o0.

1.6. Approval of the audited annual report

The Supervisory Board finally expresses its positive opinion and declares that it has no remarks
regarding the audited annual report of the Company and the Group for 2010 and that it gives its
approval to the audited annual report of the Company and the Group for 2010 submitted to the
Supervisory Board by the Company's Management Board.

10
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2. SLOVENSKAK@®MDNS NSKA DRUGBA, d. d.

2.1. COMPANY PROFILE
Company name:

Registered office:

Activity code:

VAT ID no:

Registration no:

Management:

Workforce as at 31 December 2010:
Registered legal form:

Date of incorporation:

Initial capital:

Members of the Management Board

before 29 July 2010 and members of the
Supervisory Board since 29 July 2010:

Members of the Supervisory Board before
29 July 2010:

Members of the Audit Committee:

Slovenska odgkodninska drughba

Mala ulica 5, 1000 Ljubljana, Slovenia
K 64.990

SI 46130373

5727847

M.Sc.Toma g Ku ntidentiofithe M&@agement
Board, (Director before the amendment of Articles of
Association)

Matjag Jauk, Member of the Ma
(Deputy Director before the amendment of Articles of
Association) for the area of management and holding

of securities and other assets)

Zdenko Neuvirt, Deputy Director of the division for
settlement of liabilities under the regulations
governing denationalisation until 14 March 2010

Krego Gavril, Member of the N
(Deputy Director before the amendment of Articles of
Association) for the area of settlement of liabilities

under the regulations governing denationalisation)

since 15 March 2010

56

joint-stock company registered with the District Court
of Ljubljana, reg. no. 1/21883/00

19 February 1993
EUR 166,917.04

Dr Urog Rotni k, PMergai dent ; Al
Deputy President, Igor Janez Zajec, member; Bojan

Dejak, member; Stanislav S e n i |Imammber; Mateja
TominVul kovi |, me mber20Ont i | 1 C
T o maBg b mémber since 29 November 2010

Marjan Somrak, Chairman; Tomag Gl agar ,
Deputy Chairman, Matej Kurent, member;
Ciril Pevec, me mber ; Zdravko

Mateja Tomin Vulkovil, Chairw
1 October 2010, Bojan Dejak, Chairman since

1 October 2010 Viktorija Vehovec, member;

IgorJanezZaj ec, member; Tomag Bab
since 29 November 2010
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211. Sl ovenska odgkodmdidnhighlghtssr ugb a

42 active investments in Slovenia as at 31 December 2010

16.332.451 SOS2E bonds delivered before 31 December 2010

EUR 1,290 million  in assets as at 31 December 2010

67,5% of the Companyds total assets placed a:
EUR 146.2 million  of settled statutory liabilities in 2010

EUR 12.2 million inflows from equity investments in 2010

3 equity investments sold for a cash consideration in 2010

EUR 189.4 million  payments for reimbursement of investments in public telecommunications
network before 31 December 2010

212. Sl ovenska odgkuogdhndidnmdfiee dr

Sl ovenska odgkodni(hesaiter: 50D, @.4. ar, Condpany,.depending on the
context) is organised as a joint stock company, the Republic of Slovenia being its sole founder
and sharehol der. The ¢ Magulicay, bjuljamae ad of fi ce i s at

Governing bodies of SOD, d.d., and their powers and responsibilities are defined by the

Sl ovenian Compensation Fund Act and the Company
down the Company6s i nt edtnlasdiness procésses ard organisefddnnai s at i
functional manner in individual departments and services.

In May 2010, the Corporate Governance of State Capital Investments Act was adopted which,
among other things, det er mi ne dnerallmadting wdseo longel e o f
assumed by the Government of the Republic of Slovenia but the Capital Assets Management

Agency of the Republic of Slovenia.

in July 2010, new articles of association were adopted which, in accordance with the provisions

of the Companies Act, introduced a two-tier system of management through a management

board and a supervisory board; Until the amendment of articles of association, the Company's
governing bodies were the Management Board, the Board of Directors, the Monitoring
Committee and the general meeting. Under the new articles of association, the Board of

Directors has been replaced by the Supervisory Board, and the Monitoring Committee has been
abolished. The Companyds management ma n atpress and
The Supervisory Board oversees the Company's operatins.

12
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2.1.3. Organisation chart

Management Board

Advisors to the
ManagemenBoard

Department of Legal and
Personnel Affairs

Department of Financial and Denationalisation Liabilities Department of
Treasury and Accounting Department Settlement Capital Investment
Portfolio Department Department Management
Investments

Information Management Internal Audit

Technology Board Office Department

Department

2.1.4. MissionofSIl ovenska odgkugdgdidns ka dr

The Company is a financial organisation whose mission is to settle liabilities to rightful claimants
under the Denationalisation Act, Cooperatives Act and other regulations governing the restitution
of nationalised property and to settle liabilities under the Act Regulating the Issuing of Bonds in
Compensation for Confiscated Property Pursuant to Abrogation of the Penalty of Confiscation of
Property and Act Regulating the Payment of Compensation to War and Post-War Violence
Victims. The Company also effects settlements in favour of rightful claimants under the
Reimbursement of Investments in Public Telecommunications Network Act.

For this purpose, SOD, d.d., issues bonds and manages and holds securities and other assets
acquired according to the law and performs all other duties required to meet the above-
mentioned obligations.
2.1.5. Objectives and anticipated developmentof Sl ovenska odgkodmidnska d
The objectives of SOD, d.d. and anticipated development of the Company are the following:
- to gain sufficient assets to meet all liabilities of the Company, to efficiently manage these
assets and maximise their value;
- to identify consistently and accurately the amount of compensation in bonds to be
delivered to beneficiaries under the Denationalisation Act and other acts governing the
restitution of nationalised property;
- to issue, on a regular basis, decisions on the amount of compensation to all rightful
claimants of compensations to war and post-war violence victims for which the company
obtained the complete information from competent authorities;
- to implement final decisions on the amount of compensation for confiscated property
pursuant to abrogation of the penalty of confiscation of property submitted by individual
beneficiaries;
- to implement written settlements and final decisions in favour of rightful claimants for
reimbursement of investments in public telecommunications network;
- to develop the quality of operations and operational functions as a going concern
notwithstanding that the Company was established for the purpose of denationalisation,
the duration of which depends on the duration of legal and judicial proceedings. An

13
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effective and quality control of all processes within the Company hinges upon
modernisation of various areas of its operations. The Company was assigned new duties
under various legal acts in the past, which were not associated solely with the
denationalisation process, which is also to be expected in the future.

2.1.6.

Activities of SI

ovenska

o d g kuogdhrdidn s ka dr

SLOVENSKA ODGKODNI NSKA DRUGBA, D. D.

Compensations

Asset and portfolio
management

Zavarovalnica
Triglav

Telekom

Denationalisation,
compensations for
confiscated
property,
compensation to
victims of war and
post-war violence

Management of
equity and debt
investments and
risk management

Implementation
of the
Ownership
Transformation
of Insurance
Companies Act

Reimbursement of
investments in
public
telecommunication
s network

2.1.7. Employmen

t structureof S| ovenska

odgkodmidnska

No new recruitments and no terminations of employment were made in 2010.

drugba

The company strives to shape optimum staffing and educational levels of its workforce. In
addition to its employment policy, it is also induced to do so by the system of remuneration and
career advancement and the possibility of on-the-job training.

Employees by education level

Education level As at 31 Dec. Average no. of
2008 employees in 2010

Secondary education V 8 8

Higher education first tier diploma VI 7 7

Higher education VII 38 38

Masterds degree V 3 3

Total 56 56

14
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2.1.8. Basic information on bonds issued by Slovenska od gk odni ns §,bdad,d

(SOS2E)

Basic features of SOS2E bonds

Characteristic features SOS2E

Commencement of accrual of interest 1.7.1996
Maturity date 1.6.2016
Annual rate of interest EUR + 6%
Method of payment of coupons twice a year 1.6.1a1n2d
Denomination value EUR 51.13

The Company delivers bonds on the basis of final denationalisation decisions.

Trading information for SOS2E bonds for 2010

Trading information Value

Value as at 31 December 2010 (%) 106.30
Maximum value in 2010 (%) 106.60
Minimum value in 2010 (%) 104.30
Stock exchange turnover in

thousands of EUR 42,205
Market capitalisation in thousands of

EUR 579,350
Number of transactions 2,707

Overview of movement of bonds and Stock Exchange Index SBITOP

SOS2E

106,5 |

| ] o el ,"'-.'r I
1060 “lr {\ P Illl'.

I I I I ! 1 I I I I
jan.10 4eb.10 mar. 10 apr.10 maj.10 jun.10 avwg.10 sep 10 okt10 nowll  dec.10

SBITOP
1.020
1.000
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2.2. MAJOR POST BALANCE SHEET EVENTS

Post balance sheet events are described in greater detail in points 6.11 and 7.12 of the Annual
Report.

2.3. CODE OF GOVERNANCE, INTERNAL CONTROL SYSTEM AND RISK
MANAGEMENT

In 2010, SOD, d.d., had no special code of governance. On 14 December 2009, SOD, d.d.,
signed a statement of support to the Code of Governance of Public Limited Companies and has
been striving to implement the recommendations of the Code in the field of its activity ever since.

The Company has in place a system of internal controls. The Internal Audit Department was
established with a view to performing supervisory activities for all processes and situations within
the Company for the purpose of identifying whether:
- the information and report on the operation of individual divisions and the Company as a
whole were reliable and accurate,
- the Company's operations were efficient and cost-effective in accordance with
regulations, the Company's business policy and defined business processes.

The Company's Internal Audit Department assessed the appropriateness and effectiveness of
established internal controls. In 2010 the Internal Audit Department carried out independent
audits and gave assurances that a system of internal controls was established, operational and
effective in the audited areas. There are possibilities for its improvement; for this reason, the
Internal Audit Department put forward a number of recommendations and also regularly checked
their implementation. In addition to the audited unit, the Internal Audit Department also notified
the Companyb6s Management Board and the Audit

Risk management and control is an important part of the Company's system of management and
governance and has a significant impact on its business decisions. The Company has in place
some general guidelines for managing and controlling financial risks, and, at the time of deep
economic and financial crisis, also makes day-to-day decisions in order to produce a maximum
effective impact on risk control procedures and thus contribute to the attainment of the
Companybs set objectives.

For the purposes of auditing the Companydson
internal controls and risk management.

2.4. VERIFICATION OF THE COMPANY'S SOLVENCY as at 31 December 2010

During the preparation of the annual report for 2010, the Company established that, due to the
newly sustained loss and decline in surplus from revaluation of financial investments, its capital
was negative. For this reason, the Company established a claim towards the Republic of
Slovenia for the amount of the determined negative capital and increased its operating income
for the same amount in accordance with the Act Regulating the Issuing of Bonds in
Compensation for Confiscated Property pursuant to Abrogation of the Penalty of Confiscation of
Property (hereinafter: ZIOOZP) and Article 4 of the Act on payment of compensation to victims of
war and post-war violence (hereinafter: ZSPOZ).

After having examined the situation and known facts, the Company established the following:
a) As at 31 December 2010, the value of t he
moreover:
At its 24th session held on 2 February 2011, the National Assembly of the Republic of
Slovenia adopted the Act Amending the Act Regulating Compensation to Victims of War
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b)

and Post-War Violence. Wi t h t he enf orcement of t hese

assets were no longer one of the sources of payment of compensations, which applies to
the entire duration of the implementation of the act. It means that the Company will
establish a claim to the state in its opening balance up to the amount of EUR 118.6 million
and reduce the loss brought forward, which will result in an increase of capital (since the
company previously recorded compensation and interest income). The claim will be paid
in six years. A contract was signed between the government of the Republic of Slovenia
and the Company on 11 April 2011.

A procedure was also initiated to amend ZIOOZP, in which the Company will establish a
claim to the Republic of Slovenia for funds advanced for payment of compensations

under ZIOOZP which will be repaid in sixyears. Th e Co mp a n ywillalsoaat beeat s

source of payment of compensations. Amendments to the act are expected to be
discussed at the May session of the National Assembly. After the enforcement of
amendments to ZIlI O0OZP, the Companyds c adits
liabilities will decrease by EUR 31.6 million. These amounts are based on the balances as
at 31 December 2010. The dynamics of repayment of the advanced funds will be
regulated by a special contract.

Some financial investments could be sold at a higher price than that determined by the
Ljubljana Stock Exchange.

The uncovered loss significantly exceeded one half of the initial capital; however, at the
same time, the Company has a relatively high surplus from revaluation of financial
investments, which will be converted into other capital categories in the next few years.

The company meets all its current liabilities in due time. Wages were paid to the employees
regularly in accordance with their contracts of employment. Taxes and contributions from
wages are always paid on the pay date.

In 2009 and 2010, the Company raised several long-term loans with commercial banks,
particularly with a view of depositing its own funds for payment of compensations to
beneficiaries under the Reimbursement of Investment in Public Telecommunications
Network Act and for the purpose of maintaining liquidity. All loans are secured by a
guarantee issued by the Government of the Republic of Slovenia.

According to the Const it d-140/84n0a 14 D€&embertl9Ps, thal e c i s |
Republic of Slovenia is obliged to provide the Company with additional funds in the event
t hat the Companyds resources prove insuffi
obligations under the Denationalisation Act, the Cooperatives Act and other regulations
governing the restitution of property.

In view of the foregoing, the Company has established that:

it meets all its obligations on time;

it is not late with the payment of wages and wage-related taxes and contributions;

all loans obtained from commercial banks are secured by a guarantee of the Government
of the Republic of Slovenia;

the above-me nt i oned Constitutional Courtods deci

Republic of Slovenia the obligation to provide the Company with additional funds to meet
its obligations for property restitution when necessary;

amendments to ZSPOZ on the basis of which the loss arising from payment of
compensations to the victims of war and post-war violence have already been adopted.
The claim for the advanced funds will be paid in six years, and funds advanced by the
Company in 2011 and later will be repaid in 30 days after the end of each month;

the process of amending ZIOOZP, according to which the Company meets the obligations
on behalf of the Republic of Slovenia, is already in progress. According to the proposed
amendment, the Companyds assets wil/ be
This will apply to the entire duration of the act, and the Company will establish a claim
towards the Republic of Slovenia with retroactive effect and regularly repay the advanced
funds for meeting its obligations under ZIOOZP in the future.

It follows from the above that the Company's short-term and long-term solvency will be assured.
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3. SLOVENSKA ODINGKNSKA DRUGBA GROUP

3.1. STRUCTURE AND ORGANISATION OF THE GROUP

As at 31 December 2010, SOD, d.d., was the controlling company whose task was to prepare a
consolidated annual report for all companies within the Group.

As at 31 December 2010

- SOD, d.d., was the controlling company of the following group of companies:
1. PS ZA AVTO, d.o.o0., Trgagka cesta 133, Ljublj
2. CASINO BLED, d.d., Cesta svobode 15, Bled;

- SOD, d.d., exercised a significant influence on the following companies considered as its
associates:

1. CASI NO PORTOROG, d.d., Obala 75 a, Portorog,
2. GIO, d.o.0., in liquidation, Dunajska cesta 160, Ljubljana,

3. HIT, d.d., Delpinova ulica 5, Nova Gorica,

4. PDP, d.d., Dunajska cesta 119, Ljubljana,

5. POZAVAROVALNICA SAVA, d.d., Dunajska cesta 56, Ljubljana,

6. ZAVAROVALNI CA TRI GLAV, d.d., Miklogileva cest a

3.1.1. Equity interest of the controlling company in its affiliates

Equity interest of the parent company SOD, d.d., in its subsidiaries and associates as at 31
December 2010 is shown in the chart below.

Sl ovenska odgkodn

Ljubljana

PS ZA AVTO, d.o.o., Ljubljana CASINO BLED, d.d., Bled

Share capitalP0% Share capitak3%

Management shar80% Management shar&5.43%
CASI NO PORTORO GIO, d.d., Ljubljand HIT, d.d., Nova Gorica
Portorog v likvidaciji
Share capita0% Share capital1.23% Share capitaR0%
Management shar@0% Management shard1.23% Management shar83.33%
PDP, d.d., Ljubljana POZAVAROVALNICA ZAVAROVALNICA

SAVA, d.d., Ljubljana TRIGLAV, d.d., Ljubljana

Share capital22.96% Share capita5% Share capita720%
Management shar@2.96% Management shar@5% Management shar@8.07%

Note: subsidiary
associates
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3.1.2. Employee information

Atthe yearrend 2010, Slovenska odgkodninska drugba Gr
workforce of 109,

Quialification structure of the staff as at 31 December 2010

Education level Casino Bled, PS ZA
SOD, d.d. d.d. AVTO, d.o.o. The Group

Vocational education 0 9 0 9
Secondary education 8 30 1 39
Higher education first tier diploma 7 7 0 14
Higher education 38 5 1 44
Masterds degree 3 0 0 3
Total 56 51 2 109

3.2. BASIC ONFORMATION ON SUBSIDIARIES WITHIN THE GROUP
3.2.1. PSZAAVTO,d.o.0., Ljubljana
Registered office: Tr gagka cesta 133, 1000 Ljubljana

Management
Director: Brane Obal

Ownership structure and capital
The company PS ZA AVTO, d.o.o0., is 90% owned by

Basic activity

The companyds basic act ity The pasié¢ ativilieg @ the cogpany 83 o f
ZA AVTO, d.o.o. is sale of property, resolution of denationalisation disputes and other litigations,

and management of the company's assets with due care.

Operations in 2010

In 2010, the company earned EUR 208.000 income from leasing out property, representing a
11.9% decrease on the preceding year. The company closed its operations in 2010 with a net
profit of EUR 399,000.

3.2.2. CASINO BLED, d.d., Bled
Registered office: Cesta svobode 15, 1000 Ljubljana

Management
Director: Boris Kitek

Ownership structure and capital

SOD, d.d. became majority owner of Casino Bled, d.d., in 2003 when it acquired 650,000

ordinary shares in the company in an out-of court settlement with the Government of the

Republic of Slovenia. As a result, equity interest of SOD, d.d. increased from 6.14% to 75.43% of

initial capital of the company CasinoBled,dd.1 n 2009, the companydés capi
non-cash contributions of the company Gold Club, d
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The company's initial capital was divided into 1,645.720 shares, of which 822,860 ordinary and

822,860 preference shares. As a result of this capital increase in 2009, equity interest of SOD,

d.d., in the company decreased to 43% on 31 December 2010. Holders of the company's
ordinary shares are also Gold Club, d. o. o., Seg
Kapital ska idPrd gdkaninskidklad (0,35%). The increase in capital was legally
registered on 28 December 2009, and new shares were issued by KDD on 02.03.10. The newly

i ssued preference shares held by the company Gol
on 13 April 2011. As at 31 December 2010, SOD, d.d., had a controlling interest of 75.43%.

As at 31 December 2010, the Companyés capital wa

Basic activity
The company's basic activity is organisation of games of chance in its casino in Bled and its
gambling salon Vulkan in Jesenice.

Operations in 2010

In 2010, the company's net income was EUR 4.2 million, which was 34% more than in the
preceding year . In 2010, the companyds operation
The loss for 2010 exceeded that sustained in 2009 by 37%.

3.3. BASIC ONFORMATION ON ASSOCIATES WITHIN THE GROUP
331. CASI NO PORTOROG, d.d., Portorog
Registered office:Obal a 75 a, Portorog

Management
President of the Managing Board: Marjan Bolka
Member of the Managing Board: Du gan Mes

Ownership structure and capital

The company Casino Portorog, d. d. , i s 20% own
shareholder is Kapitalska drugba, d.d., with a I
Kragki Z700y Municigalgdy of Piran (5.93%) and Casino Riviera which is the largest
preference shareholder with a holding of 32. 38%
63.3% of ordinary shares and 36.6% of preference shares. Since no dividends were paid to

holders of preference shares, these shares are voting shares. The controlling interest of SOD,

d.d., equalled its equity interest in the company.

As at 31 December 2010, the companyo6s capital wa
Basic activity

The companyds basi don afespediavgameg of chanceo Gagnasrof chaade are
organised in Grand Casino Portorog and Grand Cas

The company Casino Portorog, d. d. , is also the
Segana, d. d. , orvatlgaming comacespidn iwighdhe fntention of opening a casino in
Fernetili in 20009; however, no concession was gfr

Operations in 2010

In 2010, the company's net sales revenues totalled EUR 21.1 million or 10.51% less than in the
previous year and had a negative result of EUR 2.1 million. The information was taken from
unaudited financial statements.
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3.3.2. GIO, d.o.o0. Ljubljana, in liquidation
Registered office: Celovgka cesta 160, 1000 Ljub

Management
Liguidator: DSU, d.o.0., Ljubljana

Ownership structure and capital
The company GIO, d.o.o0., in liquidation is 41.23% owned by SOD, d.d.

Basic activity

Prior to the commencement of liquidation proceedings, the company GIO, d.o.o0., in liquidation,
performed two activities: renting out the office building and commercial aviation. By selling its

share of the Smelt office building (sales agreement of 8 August 2008 between GIO, d.o.o., and

SOD, Kapitalska drugba, d. d. and DSU, d. ojio.),
renting out property. By resolution of the company's general meeting of 13.06.08, its commercial
aviation activity was transferred to its subsidiary GIO Poslovna aviacija, d.o.o.,

On 25.09.08, the general meeting of the company GIO, d.o.0. adopted a resolution on voluntary
winding up of the company, and on 15 October 2008 the voluntary winding up of the company
was legally registered.

The company GIO, d.o.o., under receivership, sold its subsidiary Smelt Intag AG Zurich in 2009,
and in February 2011 also its subsidiary GIO Poslovna aviacija, d.0.0. The company GIO, d.o.0.,
under receivership, was also a 100 per cent owner of the company Smelt Intag TC, for which
winding up proceedings commenced in 2010. The winding-up proceedings have already been
completed and the company Smelt Intag TC, d.o.0. was struck off the court register of companies
on 5 January 2011.

Liabilities of the company GIO, d.o.0., in liquidation to its owners as at 31 December 2009 were
EUR 13.1 million (of which initial capital EUR 10.1 million and retained net profit from previous
periods until the date of institution of liquidation proceedings EUR 2.96 million).

3.3.3. HIT, d.d., Nova Gorica
Registered office: Delpinova 7a, Nova Gorica

Management Board

President of the Managing Board: Drago Podobnik

Member of the Managing Board: St oj an Pl i ber gek

Member of the Management Board: Kravos Urog
Member of the Managing Board: Zahar Marjan

Ownership structure and capital

The company Hit, d. d. , i s 20% o wn eagital isyividedimlg d. d
60% of ordinary shares and 40% of preference shares. Since preference dividends were paid for

the previous year, preference shares have no voting rights. The controlling interest of SOD, d.d.,

was 33.33%.

As at 31 December 2010,the company 6s capital was EUR 94,540, C
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31.12.2010 31.12.2009
Direct and indirect Direct and indirect
Share in voting Share in voting
Direct share Rights - % Direct share rights - %

Associated companies in HIT Group In capital - % In capital - %
HIT Alpinea, d.d., Kranjska Gora 63.20 95.60 62.00 94.30
Casino Kobarid d.d., Kobarid 60.00 100.00 60.00 100.00
ICI T d.d., Ge 0.00 0.00 60.00 100.00
HI'T Gentil] d. d. , 100.00 100.00 100.00 100.00
HIT Bovec d.o.o., Bovec 100.00 100.00 100.00 100.00
HIT Larix, d.d., Kranjska gora 75.30 75.90 75.30 75.90
HI' T MontenegroBudva, ol 75.00 75.00 75.00 75.00
HIT International, d.o.o., Beograd 90.00 90.,00 90.00 90.00
HIT Coloseum, d.o.o., Sarajevo, BIH 100.0 100.00 66.70 66.70
Casino Kristal, d.o.0., Umag 51.0 51.00 51.0 51.00
Basic activity
The companyés basic activity is organisation of
activity, the company is also active in the hotel industry, restaurants, organisation of events and
recreational activities. Games of chance are organised in Casino Park in Nova Gorica, Casino
Perla in Nova Gorica, Casino Corona in Kranjska gora, Casino Fontanai n Rogagka Sl at.

Casino Drive in Vrtojba.

Operations in 2010

In 2010, the company's net income was EUR 132.2 million, which was 9.8% less than in the
preceding year. In 2010, the company had a negative result of EUR 12.3 million; however, its
loss was two thirds that of the preceding year. The decline in turnover in 2010 was, to a large
extent, directly or indirectly due to strikes. Due to the poor performance of its subsidiaries, the
company is exposed to a high risk of exercise of sureties and guarantees given to its subsidiaries
(more than EUR 30 million) for which no provisions had been made.

334, PDP, Posebna drugba za podjetnigko svetovanj

Registered office: Dunajska cesta 119, 1000 Ljubljana

Management
Executive Director: Matej Golob Matzele

Ownership structure and capital

The company PDP, Posebna danegddalherxiaaftgr: ®OF, cedk) wasg k o s
established in May 2009, and SOD, d.d., became its joint owner in the process of capital increase
by in-kind contributions, which was completed in December 2009. In-kind contributions of SOD,
d.d., were its equity interests in the following companies: Adria Airways, d.d., Paloma, d.d., Unior,
d.d., and Vegrad, d.d. In exchange for the above-mentioned in-kind contributions, SOD, d.d,
acquired 410,271 shares of PDP, d.d., or 22.96% equity interest in this company. The largest
sharehol der of PDP, d. d. , i s KAD, d. d. , whi
D.S.U., d.o.o. has a 3.06% interest in the company.

ch ov

As at 31 December 2010, the capital of PDP, d.d., was EUR 43,551,000.

Basic activity

The basic activity of PDP, d.d., is the activity of holding companies within which it manages
companies in its ownership, provides corporate and commercial advice and other financial
services. At the end of 2010, the PDP, d.d., managed equity holdings in Aero, d.d. (32.60%),
Adria Airways, d.d. (86.02%), Adria Airways Tehnika, d.d. (18.24%), Elektrooptika, d.d. (70.48%),
Elan Skupina, d.o.o0. (66.37%), Fotona, d.d. (70,48%), Novoles, d.d. (16.69%), Paloma, d.d.
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(70.97%), Rimske Terme, d.o.0. (17.02%), Unior, d.d. (37.11%) and Vegrad, d.d.- under
receivership (29.00%).

Operations in 2010

With regard to the date of establishment and the date of acquisition of equity holdings, activities
of the company PDP, d.d., were, at the beginning of 2010, associated mainly with the
establishment of a system of regular reporting by companies in its ownership and recruitment for
key positions. In 2010, the bulk of PDP d.d.'s activities were focused on companies in a difficult
financial situation, either facing solvency or a risk of insolvency (Novoles, d.d., Vegrad, d.d.,
Rimske Terme, d.d., Adria Airways, d.d.). A number of activities were carried out in the company
Paloma, d.d., for which the process of finding a strategic partner was initiated in 2010.

In 2010, PDP d.d.'s operating income and operating expenses totalled EUR 14,000 and EUR
444,000, respectively, so that the company's operating loss was EUR 430,000. In 2010, PDP,
d.d., sustained a net loss of EUR 28.3 million. This high loss resulted from EUR 28 million
financial expenses for investments impaired and written off (Adria Airways, d.d., Novoles, d.d.,
Paloma, d.d., and Vegrad, d.d., under receivership). The information was taken from unaudited
financial statements.

3.3.5. POZAVAROVALNICA SAVA, d.d., Ljubljana
Registered office: Dunajska cesta 56, 1000 Ljubljana

Management Board

President of the ManagingBoard:Zvonko | vanugi |
Member of the ManagingBoard:J ogt Dol ni | ar
Member of the ManagingBoard: L ebr on Sr el ko
Member of the Managing Board: Mateja Treven (od 03.02.2011)

Ownership structure and capital
SOD, d.d. is the largest individual shareholder of Pozavarovalnica Sava, d.d., in which it has a
25% equity interest. Other major shareholders of the company as at 31 December 2010 in terms

of equity holdings were Abanka Vipa, d. d . (7 %), P ot eizuaderNexceiverghip €5%), d . d .
Pigljar Marjan (4.75%), and NKBM, d.d. (4. 66%).

As at 31 December 2010, the companyo6s capital

Basic activity

The principal activity of Pozavarovalnica Sava, d.d., is reinsurance. The activity of its subsidiaries
operating in the territory of Slovenia, Croatia, Republika Srbska, Montenegro, Kosovo and
Macedonia is predominantly the insurance business.

Operations in 2010

In the financial year 2010, Pozavarovalnica Sava, d.d., earned a gross premium income of EUR
142.9 million, representing a 2.9% decrease on the preceding year. The decline is a result of a
systematic reduction of dependence on the Slovene insurance market along with a simultaneous
increase in the volume of foreign insurance premiums (15.9% increase in 2010). In terms of loss,
2010 was a very good year for the company since gross claims paid declined by as much as
22.5%, and the net composite ratio* was 96.3%. Pozavarovalnica Sava, d.d., realised a net profit
ofEUR 7.2 million in 2010. As at 31 December
million and technical provisions EUR 173.9 million.

T Net composite ratio = (net claims incurred+operating costs-reinsurance commission income)/net insurance premium income
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3.3.6. ZAVAROVALNICA TRIGLAV, d.d., Ljubljana
Registered office: Mi k1 ogi | eva cesta 19, 1000 Ljubljana

Management Board

President of the Managing Board: Mat j ag Rakovec

Member of the Managing Board: Andrej Slapar

Member of the Managing Board: Igor Stebrnak

Member of the Managing Board: VI adi mi r Mi go Lepl ak

Ownership structure and capital

SOD, d.d., has a 27.20% equity holding in Zavarovalnica Triglav, d.d. and administrates an
additional 0.87% of equity which the beneficiaries from ownership transformation of
Zavarovalnica Triglav, d.d., are entitled to acquire. The largest shareholder of Zavarovalnica

Triglav, d.d., is the Pension and Disability Insurance Institute of the Republic of Slovenia with

34.47% equity holding in the company. Other major shareholders in terms of equity interest as at

31 December 2010 include NLB, d. d. (3. 06 %) , NFD
and Radenska, d.d. (1.61%).

As at 31 December 2010, the companydés capital wa

Basic activity
Zavarovalnica Triglav, d. d. , is Sloveniabs | arge:
on the Slovenian insurance market and provides all types of insurance.

Operations in 2010

In the financial year 2010, Pozavarovalnica Sava, d.d., earned a gross premium income of EUR
721.3 million, representing a 3.1% decrease on the preceding year. The decrease is primarily a
result of portfolio selection and partly the reduced demand as a consequence of the economic
crisis and growing unemployment. In terms of loss, 2010 was a very year for the company since
net claims incurred declined by 12.1%, and the net composite ratio was 92%. Zavarovalnica
Triglav, d.d., realised a net profit of EUR 32.1 million in 2010. As at 31 December 2010, the
company6s dBEBURR,593.1 nilioa and technical provisions EUR 1,985.1 million.
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4. THE MACROECONOMIC ENVIRONMENT IN 2010

In 2010, the world economy emerged from the crisis as economic growth recovered after several
quarters of decline in GDP. The growth of GDP in some countries in 2010 was also
demonstrated through indicators of growth in output of production industries and service
activities. Moreover, a partial improvement was reported in the labour market where dismissal
rate declined. However, an increased job creation and recovery of the property market are
needed for a full recovery. Nevertheless, the encouraging signals from the macroeconomic
environment, together with announcements of positive performance results of companies (higher
performance indicators) convinced investors of the recovery of the world economy, which also
triggered the growth of the worl dés capital
in 2010. Price movements were influenced by announcements of unexpected information which
triggered rapid changes in the capital markets. The highest growth rates were recorded on the
stock markets of developing countries (South America, Asia). Contrary to the majority of the
worl dés stock mar ket s, t he Slrdedraedeciina aiso m 20a0c k

Measures by central banks

I n 2010, centr al banks of the worl dés major
rate. Thus, the rate of interest was 1% in the EU, 0.5% in the United Kingdom, 0 to 0.25% in the
U.S.A,, and 0.10% in Japan. The declining process of the base rates of interest of central banks
of the major developed countries came to a halt, and the focus was directed towards when
individual central banks would start raising their base rates of interest. Interest rate speculations,
i.e. speculations on the overall monetary policy principally related to the decisions of the Chinese
central bank. In 2010, the central bank of Australia was among the first to begin raising its base
rate of interest and raised it on three occasions (the first time as early as 2009). Investors were
surprised by FED, the U.S. central bank, which announced a continuation of a relaxed monetary
policy (quantitative easing or asset purchase programme worth USD 600 million) by which it
wanted to secure sufficient market liquidity as an incentive for a continued economic growth.

Measures by governments and their institutions

mar k

excha

deve

I n 2010, the world was faced particularly with

confidence in the common currency, the euro, and capital markets worldwide. In the opinion of
investors, analysts, government and finance officials, a group of countries referred to as PIGS
(Portugal, Ireland, Greece and Spain) will not be able to repay their debts without outside
financial assistance because of their high debt levels. Greece and Ireland have already received
this assistance and undertook to cut their deficits. The EU and the IMF have earmarked several
billion EUR for resolving the European debt crisis and a special EU Stabilisation Fund was
created for this purpose. As originally planned, the EU and IMF would provide EUR 750 billion
(EUR 500 billion by the EU and EUR 250 billion by the IMF); however, a problem arose in
respect of guarantee since some experts believe that only guarantees provided by AAA-rated
countries are proper guarantees, which increased the pressure on AAA-rate countries such as
Germany to come to the rescue of the debt-ridden countries.

Gross domestic product

GDP rates rose sharply in 2010 and in some countries they came closer to the pre-crisis level.

Germany as Europebs | argest economy recorded

decline in 2009.

25

a

t

p
«



Sl ovenska odgk o GampangakdGradip ugb a Annual Report 2010

Movement of GDP on an annual level

Country 1. 4th2C]$Jf5[er 2. 4‘h2quﬁl)ter 3. 4th2q(l)Jf(;ter 4, 4‘h§gfcl;ter 2010

Slovenia -1,2 2,1 1,7 2,1 1,2
USA 3,70* 1,70* 2,60* 3,20* 29
Germany 2,1 3,9 3,9 4,30** 3,6
China 11,9 10,3 9,6 9,8 10,3
EUT euro zone 0,8 2 19 2,10** 1,70**
United Kingdom -0,3 1,6 2,7 1,7 1,70**
Brazil 9,27 9,16 6,74 5,5 7,50**

SourceBloomberg
Note: Note:* growth rates are shown on a quarterly basis  ** estimate by analysts

Stock markets

Strong fluctuations were recorded on the stock markets in 2010. A major adjustment occurred in
April and May when the MSCI World Index lost more than 15% of its value (in terms of the U.S.
dollar, which is the basic currency for this index) or more than 7% when converted into euros (a
lower loss due to the increase of the dollar against euro rate in the studied period). In 2010, the
MSCI World Index rose by 9.55% (in terms of the U.S. dollar) and 17.48% in terms of the euro.
Share prices rose as a result of positive announcements in the business circles and in the
macroeconomic environment (GDP trends, growth of industrial output and service activities,
lower dismissal rate, etc.). Central banks also played an important role by contributing to this
growth with a highly relaxed monetary policy. The Slovenian stock market recorded a 14.94%
decline in SBI TOP index in 2010. Index declines were particularly sharp in the first half of 2010
when SBI TOP lost 11.97% of its value.

The foreign exchange market

The EUR/USD exchange rate experienced a decline on several occasions; the sharpest decline
of the euro against the dollar was recorded in the first half of 2010, when it lost as much as
16.61% of its value as a result of the European debt crisis. This decline was followed by a
rebound that lasted until early November, whereupon the euro depreciated against the dollar
again. During 2010, the euro | ost 6.75% of
the dollar was boosted further by a recovery of the U.S. economy which was faster than that in
the euro zone.

The money market

In the first quarter of 2010, the declining trend of interest rates continued: 3M Euribor dropped
from 0.7% to 0.634%. This was followed by a rebound in which 3M Euribor rose to 1.006% by the
year-end 2010. 3M Euribor reached its highest value (1.05%) at the beginning of November. 3M
Libor for the dollar rose from 0.258% to 0.539% in the period between mid-March and mid-June.
At the end of August it dropped to around 0.30% and remained practically unchanged until the
end of the year.

The bond market

In order the describe the developments on the bond market, we summarised the movements of
average return on EUR-denominated bonds maturing after five years. In 2010, the return on
these bonds ranged between 3.32% and 4.58%. Investments in bonds, which to some extent
represent a safe investment, were also strongly associated with speculations regarding futher
central bank measures and impact of the debt crisis.
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5. OPERATIONS OF SLOVENSKA ODGKODNI NS,KOD., DRUC
AND THE GROUP BY AREA

The Group is composed of the controlling compan)
two subsidiaries: PS ZA AVTO, d.o.0., and Casino Bled, d.d. The Group is active in nine different
areas.

The principal activities of the controlling company SOD, d.d., are:

- denationalisation;

- compensation for confiscated property pursuant to abrogation of the penalty of
confiscation of property;

- compensation to war and post-war violence victims;

- liabilities under the act regulating reimbursement of investments in public
telecommunications network;

- implementation of the Ownership Transformation of Insurance Companies Act;

- management of equity investments;

- management of investment portfolio.

Subsidiaries operate in two areas:
- gambling industry - organisation of games of chance and
- leasing out of property.

Organisation of games of chance is performed by the subsidiary Casino Bled, d.d., and leasing
out of property by the subsidiary PS ZA AVTO, d.o.0.

5.1. SETTLEMENT OF LIABILITIES ARISING FROM DENATIONALISATION

In 2010, SOD, d.d., continued to participate in denationalisation and in compensation
assessment procedures pursuant to the provision of Article 73 of the Denationalisation Act
(hereinafter: ZDen) since the denationalisation process is not yet complete. According to the
information provided by the Ministry of Justice, 425 cases remained outstanding with
administrative authorities and 47 cases under Article 5 of ZDen as at 31 December 2010, and
there is no information about claims under the provision of Article 73 of ZDen and about claims
for compensation in the form of bonds by reestablished agricultural communities. In 2010, the
procedures were conducted with administrative authorities and courts of justice throughout
Slovenia. In accordance with the Denationalisation Act (hereinafter: ZDen), the Company is liable
to compensation in shares held by the Government of the Republic of Slovenia (i.e. in bonds
when there are no shares available). Compensation in bonds in denationalisation procedures is
relevant when restitution of nationalised property in kind is not possible or when there are
obstacles to such restitution in kind, except in exceptional cases when rightful claimants are
entitled to choose the form of restitution. Compensation assessment procedures for entities liable
for compensation that restituted real property to rightful claimants in kind provide for
compensation in the form of bonds.

In 2010, the Company received a smaller number of claims than in the previoous years; however,
it principally addressed only the most complex cases. Thus, relevant claims were those based on
the provisions of ZDen, Cooperatives Act and Restoration of Agricultural Communities Act, and
claims for assessing the level of compensation to entities liable for restitution of property in kind
(Article 73 of ZDen). The majority of denationalisation procedures were carried out in the first
instance with administrative units and the Ministry of Culture as well as with district and local
courts, and, to a lesser extent, with the Ministry of the Environment and Spatial Planning. In
2010, the Company intensified its participation in mediation procedures for claims dealt with by
the courts of justice (mainly claims by reestablished agricultural communities).
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The Company received 412 claims in 2010. In resolving the claims in 2010, the Company
followed its established practice of careful examination of claims by legal basis, scope and
amount. Like before, the Company endeavoured to consistently identify the right amount of
compensation to be paid to the beneficiary in bonds. The Company assessed the claims on the
basis of the documents received from the authority in charge of the procedure and in some
(particularly more controversial) cases the Company obtained individual documents directly from
various archives throughout Slovenia and even from the archives in Belgrade by itself. When the
Company received incomplete documents when handling the claims, the Company also
accessed the electronic land register, examined orthophoto images, geodetic database, etc. In
answering claims the Company tries to take a position on all facts influencing its decision already
in the initial stage of its response. However, this is not always possible since the authorities
conducting the procedures do not send all the relevant information at the same time.

In 2010, claims received by the Company were accompanied by 173 appraisals and calculations
of the nationalised property. Valuations of buildings and mechanical equipment were, like before,
examined and commented upon by assessors and various experts with which the Company
maintains contractual relations. Other, less frequent, types of property valuation (e.g. works of
art) were not topical in 2010. Calculations of the value of nationalised property (agricultural and
building land, valorisation of real property, purchase price, paid compensations, etc.) were, like
previously, examined by company employees themselves in considering individual cases.

In cases of controversial claims, the company continued with its practice of direct cooperation
with claimants and appraisers also in 2010. In controversial cases the Company organised
discussions intended for finding joint solutions to open issues, direct clarification and obtaining
the necessary documents. The company paid particular attention to settling controversial
valuations. As many as 344 cases of controversial appraisals were recorded since the beginning
of keeping a record of controversial appraisals (11 April 2005). By the end of 2010, as many as
299 valuations were harmonised successfully whereas the harmonisation of 38 valuations was
not successful. Other cases are still in the process of being resolved.

The company entered settlement agreements in cases in which appropriate conditions were
satisfied. Since the effective date of the
in procedures under the regulations governing denationalisation, which was adopted by the
Company's Board of Directors at its meeting on 11 May 2007, the Company entered into 59
settlement agreements by the yeari end 2010.

Rul es

After the completed assessment procedure, but prior to issuing a decision laying down the
compensation, the body in charge of conducting the denationalisation procedure shall draw up a
report on the established actual and legal state of the affair. The report is thus a kind of a
conclusion of the procedure which points to the possible decision by the administrative authority.
The Company received 173 reports in 2010: In cases in which the Company had no comments
on the reported actual and legal state because it considered that a claim was justified, the
Company proposed to the relevant authority to issue an appropriate decision.

Denationalisation T report on procedures

Total before | Total before | Total before

31.12.2008 | 31.12.2009 | 31.12.2010 2010
Received claims 20,926 21,457 21,869 412
Received valuations and calculations 19,612 19,871 20,044 173
Received reports on identified actual
and legal status of individual cases 21,639 21,898 22,071 173
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In 2010, the Company received 206 first instance decisions (administrative and judicial) with
compensation in bonds. For as many as 210 decisions of this kind a preclusive period was
determined. The Company lodged 57 appeals and brought six actions against these decisions
and made five proposals for amending the operative part of these decisions and appeals.
Proposals for amending operative parts of decisions were appeals in a subordinate meaning only
since they were particularly a result of inadequate operative parts of decisions that could
generally be carried out or were incorrect for being non-executable.

In 2010, the Company received 33 second instance (administrative and judicial) decisions that
decided on its appeals against fist instance decisions relating to compensation in bonds, of which
the majority were administrative decisions. Out of the total second instance decisions received,
25 were issued in the Company's favour. In 2010, the Company initiated 11 administrative
disputes with the Administrative Court of the Republic of Slovenia. The Company brought five
actions against decisions of second instance administrative authorities (ministries), six actions
against first instance decisions laying down compensations issued by Ministry of Culture.

In 2010, the Company received 19 judgments by the Administrative Court of the Republic of
Slovenia that decided on its administrative actions brought against second instance decisions
relatingtocompensati on in bonds. Eleven judgments
In 2010, the Company filed six requests for review with the Supreme Court of the Republic of
Slovenia, of which four requests for administrative review of judgments of the Administrative
Court and two requests for review of decisions by higher courts in non-litigious matters. In 2010,
the Company received only three judgments by the Supreme Court of the Republic of Slovenia

The Company lodged appeals against decisions laying down compensation only when it had a
well-founded reason to do so also in 2010. Appeals were lodged mainly in cases of incompletely
or incorrectly established actual conditions and wrong application of the substantive law and
normally not due to the breach of procedure if the actual and legal conditions had been correctly
established. In 2010, reasons for appeal were primarily the incorrectly defined level of
compensation or lack of evidence of obstacles to restitution of property in kind. In many cases,
there was a controversy over the basis of the claim. The Company notified the Board of
Director s, i.e. the Supervisory Board of all
records as at 31 December 2010 show that the Company lodged appeals on the grounds of a
controversial legal basis of the claims totaling EUR 4.4 milion (DEM 8,603,069) in 13
denationalisation cases. Appeals were lodged against issued decisions for a total of EUR 1.5
million (DEM 2,999,502) in compensation. As at 31 December 2010, the total amount of
compensations to be paid after the Company lodged the appeals was EUR 635,000 (DEM
1,242,773), which means that the Company succeeded in either reducing or reversing the
originally determined amount of compensation. However this is not the final amount since some
procedures are still in progress. The above-mentioned data, particularly the data on the amount
of claims and the amount of compensations under the first issued decisions points to the
Company's activity during procedure. It also points to the merits of the appeal. This is also
reflected in the decisions that have already become final in the absence of appeal: of the
originally claimed total amount of EUR 699,000 (DEM 1,367,098) the level of compensations
under the issued decisions totalled EUR 394,000 (DEM 771,056), and after the lodging of
appeals and on the date when the decisions became final only EUR 41,000 (DEM 80,648). This
means that the Company succeeded in reducing the amount of compensations by EUR 353,000
(DEM 690,408).

29

wer e

apr



Sl ovenska odgk o GampangakdGradip ugb a Annual Report 2010

Denationalisation decisions

Total before bTe?:)&:L Total before

31.12.2008 31 122009 31.12.2010 2010
Received decisions on compensation
in bonds 19,495 19,787 19,997 210
Appeals lodged for decisions with a
preclusion period 4,812 4,872 4,929 57
Percentage of appeals against
decisions on compensation in bonds 24.68 24.62 24.65 27.14
Initiated legal actions and reviews 801 823 840 17

In 2010, the Company recorded a total of 9,798 of various applications. These were the
applications received from the authorities conducting the procedures, participants in these
procedures, various institutions and individuals. The applications recorded also included a
number of applications associated with inquiries about the progress of claims handled by the
Company. In 2010, the Company examined all active claims according to the computer record
and inquired about the real possibility of resolving these claims with authorities in charge of
conducting the proceedings. In 2010, the Company carried out all possible activities necessary to
assess its future obligations. In 2010, the Company prepared written answers to authorities in
charge of conduction denationalisation procedures and other participants in these procedures
and drew up internal protocols justifying the payment of compensations in bonds as determined
by reports and decisions in 5,508 cases.

As it is generally known, only the most complex denationalisation issues remain unresolved.
From the substantive aspect of resolving denationalisation issues, 2010 was certainly one of the
most difficult years. The Company decided on extremely comprehensive matters and high
compensation claims and complex legal issues. Case law was also established for some
unresolved legal issues. The Company's objection that a compensation to persons whose
property had been expropriated by nationalisation did not mean an acquisition of real property for
a consideration in terms of Article 73 of ZDen was successful, which will also have a significant
influence on resolving additional claims under this provision. 2010 was also marked by the
finding of a treaty between the Federal Republic of Germany and the Republic of Austria on the
settlement of damages to deportees, resettled and displaced persons, settlement of other
financial issues and issues relating to social area or to the Financial and Compensation Treaty,
including Bad Kreuznach Abkommen agreement of 27 November 1961. This treaty, which has so
far been unknown in denationalisation practice, could have a significant influence on the
resolving of still topical denationalisation cases. Under this treaty, the Federal Republic of
Germany approved the payment of a certain amount of funds to the Republic of Austria as
compensation for damages, which are, among other things, also for the consequences of World
War Il. In this regard, this compensation could be regarded as compensation in terms of the
second paragraph of Article 10 of ZDen. This could restrict the number of beneficiaries to
denationalised property. The original owners whose property was nationalised on the basis of a
decision of AVNOJ or the Act Transferring the Enemy's Property to State Ownership, and who
had a permanent residence in Austria on 1 January 1960 and Austrian or German citizenship or
belonged to the German ethnic community on 27 November 1961, were also entitled to receive a
compensation for the confiscated property from the Republic of Austria for under this treaty and
some Austrian laws in the territory of the Federative People's Republic of Yugoslavia (FLRJ).
The Company obtained a legal opinion on this issue from prominent legal experts. The Company
started raising this objection in concrete cases in the second half of 2010.

In terms of the provision of the first indent of Article 59, SOD, d.d., carries denationalisation
decisions into effect if compensation is to be paid in bonds. SOD, d.d., also carries out the
decisions issued by the Ministry of the Environment and Spatial Planning pursuant to the
provision of the fourth paragraph of Article 125 of the Housing Act (hereinafter: SZ) and the
provision of the third paragraph of Article 173 of the Housing Act (hereinafter: SZ-1). For the
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purpose of complying with obligations these laws and other regulations governing the restitution
of property, the Company, pursuant to the provision of Article 6 of the Slovenian Compensation
Fund Act, issues bonds and other securities, manages and holds securities and other assets
acquired according to the law. The Company floated seven bond issues and issued bonds
bearing a designation SOS2E. These bonds are bearer bonds issued for the total value of EUR
895 million. The bonds were issued in denominations of EUR 51.13.

Decisions issued on the basis of the above-mentioned regulations are carried out by transfer
posting of bonds from suspense account to the
depotna d r U @engal fecudties Clearing Corporation. If the person entitled to
compensation according to ZDen dies, bonds are delivered to trustees in specific cases or to his

legal successors according to a final decree of distribution. The Decree on the issue of bonds

and enforcement of compensation decisions imposed on the Slovene Compensation Fund
(hereinafter: Decree) determines that the Company delivers bonds subject to a complete request

for delivery which should include the data specified in the first paragraph of Article 15 of the
Decree. The execution of decisions is completed by delivery of a certain number of bonds.

For the purpose of complying with its duties laid down by Article 2 of ZSOS, the Company
delivered 16,332,451 bonds to 25,574 beneficiaries by 31 December 2010.

The number of SOS2E bonds delivered by years
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In 2010 the Company delivered 331,665 bonds to 1036 beneficiaries, of which 324,961 bonds to
996 beneficiaries under ZDen and other regulations governing denationalisation (98.0%). In
accordance with SZ and SZ-1, the Company delivered 6,704 bonds (2.0%), and paid cash
compensation of EUR 845 to 46 beneficiaries.

In addition to individuals, legal entities are also entitled to compensation according to ZDen.
Individuals received 268,727 (81.0%), and legal entities received 62,938 (19.0%) bonds.

I n accordance with paragraph 8 of Arti cltides@&7 of
Association, the Company exchanges letters of acknowledgement issued by the Farmland and

Forest Fund of the Republic of Slovenia for cash. A letter of acknowledgement is a security

issued to the name of the beneficiary and to a specified amount that can be paid to the
beneficiary on maturity. If the beneficiary does not buy agricultural land or forests or does not sell

the | etter of acknowledgement, he may exchange i

5.2. SETTLEMENT OF LIABILITIES ARISING FROM COMPENSATIONS FOR
CONFISCATED PROPERTY PURSUANT TO ABROGATION OF THE
PENALTY OF CONFISCATION OF PROPERTY

With the adoption of the Act Regulating the Issuing of Bonds in Compensation for Confiscated
Property pursuant to Abrogation of the Penalty of Confiscation of Property (hereinafter: ZIOOZP),
the duties of SOD, d.d., which originally included the meeting of obligations according to
regulation governing denationalisation, were extended to the issue, delivery, payment and
calculation of interest for bonds issued by the Republic of Slovenia for the payment of
compensation under the above-mentioned act on 1 February 2001. In accordance with Article 1
of ZIOOZP, the Government of the Republic of Slovenia issued two million bonds in an amount
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totalling EUR 83 million. The bonds are issued as registered bonds in denominations of EUR
41.73 and are designated by the code number RS21.

The Decree Regulating the Issuing of Bonds in Compensation for Confiscated Property pursuant
to Abrogation of the Penalty of Confiscation of Property (hereinafter: Decree) regulates in greater
detail the method and time limits for payment of the principal and interest on RS21 bonds as well
as the method of implementation of the provisions laying down the compensation for confiscated
property. Bonds may be claimed by beneficiaries in accordance with a final decision laying down
the amount of compensation for confiscated property and legal successor of the beneficiary by
submitting a valid decree of distribution or other valid titte. The Company must carry out the
decisions on compensation for confiscated property within 15 days of receipt of a complete
application by delivering an appropriate number of bonds plus interest. Due to the changing case
law regarding the interpretation of the fifth paragraph of ZIOOZP, the Company calculates
interest from the date when a decision on abrogation of the penalty of confiscation of property
and fixing the level of compensation in bonds becomes final. The bonds are delivered by way of
transfer from the Company's special account with the Securities Clearing Corporation to the
account of the beneficiary.

The Company delivered 1,473,621 RS21 bonds by 31 December 2010.

The number of delivered RS21 bonds
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In 2010, the Company carried out 18 competent court decisions and delivered 73,800 RS21
bonds to beneficiaries and their legal successors. The Company carried out practically the same
number of decisions and delivered 49.2% less RS21 bonds than in 2009. The reason for a lower
number of delivered bonds as compared to the same number of issued compensation decisions
is the type of property for which compensation is determined.

5.3. SETTLEMENT OF LIABILITIES FOR COMPENSATIONS TO THE VICTIMS OF
WAR AND POST-WAR VIOLENCE

With the enforcement of the Act on Payment of Compensation to Victims of War and Post-War
Violence (hereinafter: ZSPOZ), the Company took up the proceedings of issuing decisions on the
level of compensation and administrative and began carrying out administrative and technical
procedures for their implementation. On 1 January 2002, the Republic of Slovenia issued 30
million bonds totalling EUR 125.1 million and on 7 April 2009 additional EUR 2.5 million bonds
totalling EUR 10.4 million for compensation to the victims of war and post-war violence. The
bonds designated by the code number RS39 are registered bonds issued in denominations of
EUR 4.17. Compensations recognised before April 2009 were paid in two parts: up to EUR
1,251.88 in cash and the rest in bonds.

Considering the fact that the War and Post-War Victims Act (hereinafter: ZZVN) and the
Redressing of Injustices Act (hereinafter: ZPkri), which serve as the basis for recognition of
entitlement to compensation according ZSPOZ, do not specify the time limit for filing claims, the
decision recognising the rights and consequently also the amount of compensation was
postponed until after the maturity date of RS39 bonds (15.09.08). With entry into force of
amendments and modifications to ZSPOZ, compensation to beneficiaries to whom decisions

32



Sl ovenska odgk o GampangakdGradip ugb a Annual Report 2010

were issued after 07.04.09 is paid only in cash pursuant to the provision of Article 13 of this Act.
The total amount received by a beneficiary under ZSPOZ may not exceed EUR 8,345.85.

On the basis of acts by which competent authorities decide on beneficiaries and their rights
according to ZPkri, ZZVN and Act Governing the Specific Rights of Victims of the 1991 War for

Slovenia and criteria laid down by ZSPOZ the Company calculates the level of compensation and

issues appropriate decisions based on these acts.

Deci si ons i ssued pursuant to ZSPOZ are <carried
accounts and transfer posting of bonds from th
beneficiaries6 registered account s.

The Company delivered 31,443,027 RS39 bonds by 31 December 2101.

The number of delivered RS39 bonds
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In 2010, the Company issued 1,838 decisions on the amount of compensation and paid EUR
7,106,417 in cash and delivered 253,485 RS39 bonds.

The amount of compensation paid in RS39 bonds declined by 78.7% on the preceding year as a
result of amendments to ZSPOZ, according to which decisions are issued and compensation is
paid in cash. Discrepancies between issued and executed decisions arise from the fact that a
considerable proportion of decisions are issued to deceased beneficiaries. The fourth paragraph
of Article 12 of ZSPOZ determines that, when a person entitled to compensation dies,
compensation is paid to his heirs according to the regulations governing inheritance. The time of
implementation is, therefore, postponed for the time necessary for issuing a deed of inheritance
by the court.

In the total number of decisions issued on individual legal bases between 1 January 2010 and 31
December 2010, decisions issued according under ZPkri predominated (71.4%). Decisions
issued according to ZZVN (28.6%) were of lesser importance to the Company in terms of both
amount and number. The percentage of these obligations was higher at the year-end 2010 due
to the application of the Act Amending ZZVN that determined new types of beneficiaries. In
addition to basic decisions, the Company also issued supplementary decisions to beneficiaries.
Individual beneficiaries may also receive several supplementary decisions; however, the total
amount received by each beneficiary according to ZPOZ may not exceed EUR 8,345.85.

In the performance of its duties according to ZSPOZ, in 2010 the Company received 10,538
claims from beneficiaries, their legal successor and plenipotentiaries, by which these persons
supplement and communicate the information necessary for issue and execution of
compensation decisions.
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5.4. LIABILITIES UNDER THE REIMBURSEMENT OF INVESTMENTS IN PUBLIC
TELECOMMUNICATIONS NETWORK ACT

In addition to its other obligations, SOD, d.d. is in charge of reimbursement of investments in
public telecommunications network on behalf of the Republic of Slovenia which is liable for
reimbursement of these investments under the second paragraph of Article 3 of the
Reimbursement of Investments in Public Telecommunications Network Act (hereinafter:

ZVVJITO) . On 30 March 2007, the archives of Dr u¢
liquidation (hereinafter: D.S.U., d.0.0.), which performed administrative activities to the Company
and to which beneficiaries sent concluded written settlements, were transferred to the Company
under the Act Amending ZVVJTO. The Company settled its liabilities on the basis of these acts
within six months of the effective date of amendments and modifications of ZVVJTO. Payment of
liabilities under the titles received directly from attorneys general of the Republic of Slovenia is
effected by the Company within sixty days of receipt of these titles.
The Company paid reimbursements for investments in telecommunications totalling EUR 189.4
million by 31 December 2010.
Payments under ZZVJTO by years in EUR
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In 2010, the amount settlements between the Government of the Republic of Slovenia and
individual local communities and housing cooperatives and their legal successors was by 73.5%
lower than in 2009.
ZZ\VJTO'T payments in 2010 in EUR 000
Amount % | No. of persons | %

Legal entities 7,164| 99.8 61| 79.2

Individuals 12 0.2 16| 20.8
TOTAL 7,175| 100 77| 100
Unresolved claims included more complex claims in terms of both content and amount. Reaching
settlements with local communities and housing cooperatives required more time; moreover,
these entities were involved in several settlements at a time, which is reflected in liabilities of the
Company whose duty is to comply with its liabilities under such settlements within a statutory
limit. If the attorney general rejects a claim or fails to prepare a proposal for settlement in writing
or fails to respond to the claimantds request wi

proposal for resolving the claim.
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5.5. IMPLEMENTATION OF OWNERSHIP TRANSFORMATION OF INSURANCE
COMPANIES ACT

The Ownership Transformation of Insurance Companies Act (hereinafter: ZLPZ-1) entered into
force at the end of May 2002, and has been enforced since February 2003, when the
Constitutional Court concluded the procedure of assessing its constitutionality.

In the process of ownership transformation of the Zavarovalnica Triglav (hereinafter: Insurance
Company) which was conducted in accordance with the provisions of ZLPZ-1, the Company held

in custody 36.8% of [ nsurélnmeforlﬁ@frmrﬂéﬁm%osbares ofi ti al
which 659,436 basic shares® and 1,386,647 capital increase shares” to which private law legal
entities were entitled. Entite s ent i tl ed to I nsurance Companyos
Company were obliged to redeem the shares not later than within one year after the decision
granting them the right to take over Il nsurance
redeemed by beneficiaries within the specified period became property of the Company.

The process of ownership transformation of the Insurance Company by private law legal entities

is in its final stage. For this reason, the Company conducted to a minor extent only administrative
procedures for determining persons entitled to
positive administrative decisions.

The bul k of t he Companyo6s activity i n connect
transformation of the Insurance Company in 2010 related to the custody of the Insurance
Companyés shares, as anticipated by the Company
number of final decisions under which the beneficiaries were given the possibility to purchase the
Insurance Companyb6s shares in 2010, and primarily d
of the I nsurance Companyds shares was considerab
beneficiaries could acquire them during ownership transformation, no contracts on the transfer of
the I nsurance Companyds shares were concluded wi

received no purchase monies for basic shares in the period between 1 October 2009 and 30
September 2010, the Company made no payment to the budget of the Republic of Slovenia in
2010.

As at 31.12.10, the Company had 6,380,728 I nsur a
7.2

6,183, 399 shares accounting for 2 7. % of l nsur .
custody 197,329 sharesaccounting for 0.9% of I nsurance Comp
| n 2010, t here was no change i n tot al number 0
Company. The number of l nsurance Companyds share

failure of some beneficiaries to purchase these shares within one year of the date when the
declaratory decision became final. On the other hand, some administrative disputes were settled.

The decrease in the number of the I nsurfededen Comp
the number of shares held by the Company in the same amount.

2 At the beginning of the process of ownership transformation, the Insurance Companyé initial capital was SIT 5,562,660,000 (EUR
23,212,568.85). In 2006 it was increased to EUR 23,701,391.79. All holdings are calculated according to the current initial capital

amount.

*Basic shares were issued in the process of ownership traniaslformati
capital to the share of capitalwi t h no i dentified owners in the Insurance Companyds
share was determined on the basis of estimated value of the Insurance Company as at 01.01.2001 and was revaluated by the cost of

living index from that date to the date of payment. The purchase monies received for basic shares belong to the Republic of Slovenia.

* The Company acquired capital increase shares by payment of EUR 36.2 million in order to ensure that the share of the Insurance

Co mp any 6 switke e jpdentifiad owners remained unchanged after 2000 even after both initial capital increases. The price per

capital increase share equalled the issue amount of EUR 2.82 per share paid by the Company, plus the cost of financing from the

date of payment by beneficiary. The purchase monies received for capital increase shares belong to the Company.
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Movement of the number of I nsurance Companyo6s

December 20097 31 December 2010

Share in initial capital of Insurance
Number of shares Company (%)

31.12.2009 | 31.12.2010 | Difference | 31.12.2009 | 31.12.2010 | Difference
Held by the
Company 5,943,317 6,183,399| 240,082 26.1 27.2 1.1
Held in custody at
the Company 437,411 197,329 | -240,082 1.9 0.9 -1.1
Total 6,380,728 | 6,380,728 0 28.1 28.1 0

The Company originally anticipated that the process of ownership transformation of the
Insurance Company would mainly be completed in 2006, which did not come true due to the
verification of regularity of bases for determining the price of basic shares. In 2006, the Company
issued to all beneficiaries entitled to acquire basic shares for a consideration the decisions on
renewal of the procedure and substitute decisions entitling them to redeem basic shares at the
price determined in the renewed procedure. In 2008 and 2009, the Company received several
decisions of the Supreme Court of the Republic of Slovenia that acceded to the decision on

auditing beneficiaries in these matters and

procedure. Due to the confusion in connection with legal consequences, the decision of the
Supreme Court of the Republic of Slovenia, the Company obtained a legal opinion on this matter
from the Institute for Comparative Law in 2009 and 2010 and shaped its positions with regard to
further ownership transformation procedures of the Insurance Company. The Company
advocates a position that beneficiaries may acquire basic shares only on the basis of the share
price resulting from the verification of assessment’.

® According to the original assessment, the value of the Insurance Company was set at EUR 253 million and its share to EUR 28.23.
In the process of assessment verification, the value of the Insurance Company was set at EUR 508 million and its share to EUR
56.70.
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5.6. MANAGEMENT OF EQUITY INVESTMENTS OF THE GROUP
5.6.1. State of investments

On 31 December 2010, SOD, d.d., was a shareholder and member of 42 companies established
in the Republic of Slovenia. The Company had equity interests in 36 companies, four banks and
two insurance companies, which had been acquired by it gratuitously in ownership transformation
procedures and for a consideration based on other legal grounds through purchase or exchange.
These equity interests are referred to as active investments for which the parent company
exercises all ownership rights. They also include investments in companies in which the process
of liquidation is still in progress (GIO, d.o.o., KLI Logatec, d.d., Sora, d.d). The remaining equity
interests are held in companies under receivership (inactive investments), a total of five at the
end of the year.

The subsidiaries held shares in eight companies, of which in three companies in which SOD,
d.d., was also a shareholder.

Movement of the number of equity interests of SOD, d.d.

Type of equity investment As at 31 Dec. 2010 Balance as at 31 Dec. 2009
Active investments 42 43
Inactive investments 15 16
Total 57 59

The number of active investments declined by a single investment as compared with the year -
end 2009. In 2010, SOD, d.d., received gratuitously two new investments from D.S.U., d.o.0. in
accordance with regulations governing the closure of the process of ownership transformation
and denationalisation: 4.2% interest in equity of the company Her z, d. d. ,

0.07% interest in equity of Agroemona, d.o.0. On the basis of legal registration of capital increase
and the newly acquired shares in these grounds, SOD, d.d. also acquired shares of the company

Unior, d.d., which account ed f or 2.81% interest i n t his

these shares during the public capital increase process at the end of 2009, which formally ended
with legal registration of Unior, d.d.'s capital increase in March 2010.

Due to the adverse economic situation, the declining trend in disposal of equity interests, which
had been ongoing since 2008, also continued in 2010. During the same year, SOD, d.d,
concluded three contacts for the sale equity interests. It also carried out a public offering

Gmar t

C O |

procedure for its equity invest men Bimultameoldsly With r |, d.

the sale of this equity interest, a process of selling the controlling block of shares of the company

Vel er, d. d. , owned by uthvadnot carrigd odt due towpgsitidn framtthea t e d

Competition Protection Office of the Republic of Slovenia. Bankruptcy proceedings were
completed in two companies (Pomurski tisk, d.d., and MP instalacija, d.d) and commenced
against the company Casino Ljubljana, d.d., of which SOD, d.d., had a minority holding of 3.29%.

There were no changes in the shares of the two subsidiaries in their eight equity investments as
compared with the year-end 2009.

The implementation of the planned selling activities by the Company in 2010 was significantly
influenced by the expected system changes in managing equity investments of the Republic of
Sl ovenia and investments made by SOD, d. d. ,
package for this area was adopted in May and September 2010. The Equity Investment Agency
of the Republic of Slovenia, the establishment of which was envisaged by the law, became
operational only after the appointment of its management towards the end of October 2010. The
Company did not carry out its sales activities to a larger extent since the system requirements for
disposal of its equity investments in that period had not yet been finally determined. Moreover,
adverse economic conditions and volatility of the financial markets that continued in 2010
significantly influenced the fact that the Company's equity investments would not be of
noteworthy interest.
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Active equity investments by SOD, d.d., and its subsidiaries as at 31 December 2010

Number of stocks/shas

Reg.no held by the parent or Equity

. Name of company subsidiary company | interest in %
1. Abanka Vipa d.d. 161,120 2.24
2. Aerodrom Ljubljana, d.d. 258958 6.82
3. Agroind Vipava 1894, d.d. 32,118 8.23
4., Banka Celje, d.d. *** 47,686 9.47
5. Banka Koper, d.d. ** 2 0.00
6. Casino Bled, d.d. 707,620 43.00
7. Casino Portorog, d.d 706314 20.00
8. Cetis, d.d. 14,948 7.47
9. Cimos International, d.d. ** 24,000 0.14
10. Cinkarna Celje, d.d. 92,950 1141
11. LZP Veler, d. d. 25,592 10.00
12. Elektro Gorenjska, d.d. 52,907 0.30
13. Elektro Ljubljana, d.d. 116060 0.30
14, GIO, d.o.0., v likvidaciji 1 41.23
15. Gorenjska banka, d.d. ** 1 0.00
16. Hel i os Domgale, d.d. 26,563 9.54
17. Hit, d.d. 1,357,727 20.00
18. Intereuropa, d.d. 474926 6.01
19. Intertrade ITA, d.d. 5,349 7.69
20. Iskra Avtoelektrika, d.d. 113853 7.08
21. KDD, d.d. 50 9.62
22. KLI Logatec, d.d., v likvidaciji 7.653 0.59
23. Krka,d.d. *** 5,314,270 15.00
24. Loterija Slovenije, d.d. 11,142 15.00
25. Luka Koper, d.d. 1,557,857 1113
26. Mariborsla livarna Maribor, d.d. 160177 472
27. Marles, d.d. ** 6,182 0,18
28. Nolik, d.d. 84,564 19.95
29. Nova KBM,d.d. 1,250614 4.79
30. Nova LB, d.d. 449949 5.05
31. PDP, d.d. 410271 22.96
32. Petrol, d.d. 412,009 19.75
33. Pomurske mlekarne, d.d. 3,344 3.34
34. Pozavarovalnica Sava, d.d. 2340631 25.00
35. PS Mercator, d.d. ** 150 0.00
36. PS ZA AVTO, d.o.o. 1 90.00
37. Salus, d.d. 10,693 7.92
38. Sava, d.d. 222,029 1106
39. Slovenijales, d.d. 29,847 1091
40. Sora Medvode, d.d., v likvidéic 1,829 0.93
41. Splogna plovba, d.o. 1 19.80
42. Svea, d.d. 46,772 1557
43, Telekom Slovenije, d.d. 931,387 14.25
44, Terme Olimia, d.d. 28330 4,79
45, Unior, d.d. 65,661 281
46. Zavarovalnica Triglav, d.d. *** 6,189,007 26.34
47. Gito, d.d. 43,636 12.26

Note: * Equity investments in companies in the Republic of Slovenia (with the exclusion of investment companies) habd sdjeouptcy
proceedings
** Equity investment by subsidiaries
*** Equity investment by the controlling and by the subsidiary company
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5.6.2. Sale of equity investments

In 2010, SOD, d.d., concluded agreements on disposal, for a consideration, of three minor
investments in Agroemona, d.o.o., Herz, d.d., and ZIM, d.o.0. and received full purchase money
for all equity holdings disposed of in the same year. The company entered in no option or futures
contracts.

Disposal of equity interests by SOD, d.d., in 2010

2010 2009 Ratio 10/09
Number of sales 3 6 50
Value of salesi in EUR 000 151 369 41

Note: * The data for 2008 relates to the signed contracts on disposal for a cash consideration; in 2009, the Company additionally
disposed of four equity investments as non-cash contribution to the capital increase of the newly established PDP, d.d.

The low amount of purchase monies received is a result of sale in terms both of sales and
holding of small equity investments. A predominant part of purchase monies represents the EUR
140,000 sale of 4.2% interest in the company Herz, d.d. All equity investments were sold
following a tendering procedure.

5.7. INVESTMENT PORTFOLIO AND LIQUIDITY MANAGEMENT

5.7.1. The basic orientation of investment policy of Sl ovenska odgkodni nsKk:
d.d.

Within the framework of its adopted financial plan for 2010 and rules on investment of funds, the
Company pursued its adopted business and investment policies. In accordance with the basic
positions for investments, the Company took into consideration both liquidity and maturity match
between investments and liabilities. The key conclusion is that the Company complied with all its
statutory and contract liabilities in time throughout 2010. The Company maintained current
liquidity by planning its cash flows and maintaining a permanent liquidity reserve.

SOD, d.d., entered a long-term borrowing arrangement for EUR 300 million in October 2009

during the preparation of the annual plan for 2010. In June 2010, the Company obtained the
necessary authorisations to initiate the borrowing procedure and accepted the best offers from

banks. In the third quarter of 2010, the Company obtained long-term borrowing totalling EUR 300

million secured by two guarantees issued by the Government of the Republic of Slovenia. The

purpose of this long-term borrowing arrangement was to meet the Company 6 s statut
obligations in the period 2010-2012 inclusive. Maturity of the obtained loans is five years, and the

principal amount of loan was to be repaid on maturity. The rate of interest applied was variable,

linked to three-month Euribor with an average surcharge of 0.986%.

5.7.2. Cash flows in 2010

The net cash flows achieved in 2010 totalled EUR 446.5 million. Compared with 2009, the
volume of cash flows was higher by EUR 97.3 million. This was due to interim financing of the
Company6s o p e tha Canpamysobtained a short-term loan totalling EUR 70 million
and repaid it in the same year.

The Company provided financial resources predominantly by obtaining loans from banks (83% of
total cash inflows), from matured financial investments and disposal of investments from its
investment portfolio (11% of total cash inflows).

In 2010, the Company carried out all payments of compensations and other statutory payments
on ti me. Cash outflows for meeting the EGR2hgBanyos
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million as compared with 2009. The lagging of payment of statutory liabilities behind the plan was
recorded in all types of obligations. The main reason was a decline in the number of delivered
SOS2E bonds to denationalisation beneficiaries, minor claims for compensations to victims of
war and post-war violence, and a decline in the number of delivered RS21 bonds as compared
with 2009.

The Company continued to make reimbursements for investments in public telecommunications
network pursuant to ZVVJTO and the contract for gratuitous transfer of shares of Telekom.
Payment in 2009 totalled EUR 7.2 million, which is almost four times less than in 2009. By 31
December 2010, reimbursements for investments in public telecommunications network totalled
EUR 189.4 million, of which EUR 149.9 mill:i
was reached with the Ministry of Finance regarding the method of repayment of investments in
telecommunications for 2009 and 2010 under which the Company submitted monthly claims and
was reimbursed for the money laid out for this purpose.

Between July and the beginning of October 2010, the Company obtained long-term loans
totalling EUR 300 million. Due to the favourable interest rates for deposits, the Company placed
excess financial resources as short-term and long-term deposits maturing in 2011 and 2012 and,
to a very limited extent, also as other forms of long-term investments. On 31 December 2010, the
Company's total borrowings from long-term loans obtained from banks were EUR 480 million.

Due to a strong pressure on liquidity, the policy of day-to-day planning of cash flows on annual,
monthly and weekly level played an important role in taking timely action to secure funds.

Cash flow of the Company in 2010 as compared with 2009, in EUR 000

Realised in 2009 Realised in 2010
Opening balance of cash 63 in % 30 in %
CASH INFLOWS 349.169 100 446.450 100
Cash inflows under SOD Act 3.995 1 3.664 1
Cash inflows for ZVVJTO (including
Telekom dividend) 30.912 9 8.691 2
Cash inflows from financial
instruments 70.984 21 51.357 11
Cash inflows from equity investments 14.109 4 12.187 3
- Dividends 13.732 4 12.010 3
- Sale of equity investments 377 0 177 0
Loans obtained from banks 227.991 65 370.000 83
Other cash inflows drom operating act. 1.178 0 551 0
CASH OUTFLOWS 349.189 100 446.442 100
Cash outflows for statutory obligations 160.810 46 139.008 31
- Cash outflows under ZDEN 128.019 37 121.957 27
- Cash outflows under ZSPOZ 21.406 6 8.900 2
- Cash outflows under ZIOOZP 11.385 3 8.151 2
Cash outflows for ZVVJTO 27.039 7 7.175 2
Cash outflows from financing act. 96.264 28 76.461 17
Operating expenses for SOD 4.425 1 3.547 1
Other cash outflows drom operating
act. 1.812 1 2.888 1
New equity investments 58.839 17 217.363 48
Closing balance of cash 43 38

Note: * repaid deposits, interest, bond coupons, investments sold. The cash flow table presents net cash flows.
5.7.3.  The volume and structure of investment portfolio

As at 31 December 2010, the market value of the investment portfolio was EUR 311.6 million and
showed an increase of EUR 170.5 million without taking into account the funds advanced
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according to ZVVJTO. By taking into account these funds, which the Government of the Republic
of Slovenia recognised to the Company pursuant to an annex to the contract on gratuitous
transfer of shares of Telekom, d.d., the value of investment portfolio was EUR 461.5 million.
Receivables under ZVVJTO do not include calculated contractual interest and expenses
associated with the implementation of the act. The increase in the value of investment portfolio
was largely due to the long-term borrowing and the resulting investment of excess funds.

The Company placed the bulk of funds into a liquid and low-risk group of investments, primarily
deposits and bank certificates. At the year-end 2010, debt investments accounted for 84% of the
Company's investment portfolio. The remaining, smaller proportion of investments represented
mainly mutual funds and shares. Fair value of mutual funds increased on 2009 figures as a result
of increase of the value of points of mutual funds and payment into new funds in December and
also as a result of the conversion of shares of the investment company Zvon ena ID into a global
mutual fund. Investments in shares declined particularly due to lower prices of domestic shares
held in investment portfolio.

Structure o the Companyés investment portfolio
31.12.09 31 December 2010
Type of investment INEUR00 | % INEUR00 | %
Debt investments 92,015 65 260,532 84
Deposits 35,869 25 191,500 61
Bonds* 41.146 29 37,232 12
Certificates of deposit 15,000 11 31,800 11
Equity investments 49,145 35 51,094 16
Mutual funds 17,383 12 22,773 7
Shares 31,762 23 28,321 9
TOTAL INVESTMENT PORTFOLIO 141,160 100 311,626 100
Total funds advanced for
telecommunications** 149,448 149,878
Total debt | 180,000 | 480,000

Note: * also includes redeemed SOS2E bonds (own bonds)
** without costs of financing and costs of payment

The structure of investment portfolio by type of investment in EUR
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o -
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Debt investments

At year-end 2010, the market value of debt investments was EUR 260.5 million or EUR 168.5
million more than at the end of previous year.
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Deposits accounting for 61% of the total investment portfolio were a predominant part of debt
investments. These deposits had a different maturity, mainly up to one year, and were used for
meeting statutory and other obligations in 2011 and, to a lesser extent, up to two years, used for
meeting statutory and other obligations in 2012. At the end of 2010, bank certificates of deposit
totalled EUR 31.8 million or 16.8 million more than in the previous year.

Redeemed own SOS2E bonds accounted for a major part of the bond portfolio. The remaining
part of the portfolio included primarily domestic and foreign bank bonds and some corporate
bonds with a maximum maturity (or first redemption date) before 2017. The Company will
gradually reduce bond maturity and adjust it to statutory obligations of its own. As a result of
regular maturities and some bond sales, the bond portfolio declined by EUR 3.9 million. There
were no bond purchases in 2010.

Equity investments in shares of domestic and foreign issuers

The market value of domestic shares in the Company's investment portfolio in 2010 (Krka, Luka,
Petrol, Gito) totalled EUR 22.9 million. There v
the number of shares since the Company did not buy or sell investment portfolio domestic shares

in 2010.

In 2010, investments in investment companies decreased by EUR 0.54 million due to the
reorganisation of the investment company Zvon 1 as a mutual fund. Their market value was EUR

1.54 million.

Investments in foreign shares rose to EUR 3.9 million in 2010 as a result of the growth of prices

of shares in 2010.

Mutual funds

The company made investments in 27 equity, five mixed and four bond funds. In 2010, its mutual
fund portfolio increased by EUR 5.4 million as compared with 2009. Purchases and sales by
mutual funds totalled EUR 5.1 million and EUR 2.2 million, respectively. Returns on fund deposits
were still negative until the end of 2010. The lowest rates of return were achieved by mutual
funds with heavy investments in the Balkans.

5.7.4. Profitability of investment portfolio

The table below shows the profitability achieved by individual segments of investments in
investment portfolio between 2007 and 2010. For securities listed on a regulated market, the
market values on the last day of each year were taken into consideration.

Return on the

Companyds-20llhvest ment portfolio 200

Profitability* in %

Type of investment 2006 2007 2008 2009 2010
Deposits 3.8 4.1 4.5 2.2 2.65
Certificates of deposit 4 4.3 4.8 4.5 3.68
Treasury bills - 3.8 - - -
Bonds 5.6 4.1 3 3.1 3.8
Mutual funds 8.5 12.4 -41.2 28.3 11.35
Domestic shares 62.8 76.7 -69.8 23.7 -11.4
Investment funds 55.4 38.6 -46.8 29.9 2.3
Foreign shares 2.6 3.9 -41.6 66.1 12.38
Assets under management - 1.5 -5.1 3 -
Funds for telecommunications - 4.5 4.5 4.5 4.5
Profitability of investment

portfolio 13.4 16.9 -5.5 4.7 2.86

Note: * Profitability was calculated as internal rate of return (IRR) which is calculated by ADTreasury application. BHepofeability of

investment prtfolio (by taking into account total investments) was calculated for 2006 and 2007 on the basis of a weighted volividuaf ind
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segments of investments at the end of the year. The calculated overall profitability for 2008, 2009 and 2010 is apedapl¢hof cash flows
and investment transactions (according to AdTreasury programme).

In 2010, returns on all segments of investment portfolio were positive with the exception of
domestic shares. By taking into consideration total investments, 2.86% profitability of investment
portfolio was recorded in 2010. The increase in profitability of investment portfolio was largely
due mainly to the segment of foreign shares and mutual funds. The segment of debt investments
carried interest at the upper levels of reference interest rate movements for this period. In
evaluating the results of asset management it should be stressed that the Company's most
important objective was to maintain liquidity of its assets, and, in the long term, a positive growth
of investments, not activities focused on achieving short-term profits. This is also demonstrated
by the fact that average return on investments achieved by the Company in the past five years
was 6.10% per year.

Returns on selected stock indices, equity investments and mutual funds of the Company in 2010

20,00%

15,00%

10,00%
5,00%
0,00% - : - : :

. S P D e Investicijske MSClWorld Tuje delnice Vzajemni
-5,00% - druzbe skladi
-10,00% -

-15,00% |

-20,00%

Source: Ljubljana Stock Exchange, Bloomberg*

The chart shows that domestic equity investments of the Company's investment portfolio
performed better than SBITOP, the Slovene stock exchange index, while the return on foreign
investments lagged behind the selected benchmark index.

5.8. GAMBLING INDUSTRY i ORGANISATION OF GAMES OF CHANCE

The principal activity of the company Casino Bled, d.d., is organisation of games of chance in its
casino in Bled and gambling salon Vulkan in Jesenice.

The renovation of the Bled casino, which began in 2009 after a capital increase with non-cash
contributions, was completed in January 2010. In the same year, the company Casino Bled,
d.o.o0., succeeded in increasing its revenues as compared with the previous year; however,
higher operating costs resulted in a very high loss. The company did not meet capital
requirement rules since its loss exceeded one half of its initial capital.

5.9. LEASING OUT OF PROPERTY

The principal activity of the company PS ZA AVTO, d.o.0., is leasing out of property. The basic
activities of the company PS ZA AVTO, d.o.o. is sale of property, resolution of denationalisation
disputes and other litigations, and management of the company's assets with due care. The
company employs a single person on a full-time basis and a director with a four-hour working
time.

As at 31 December 2010, the companyés ¢ &.plhet al w
negative capital resulted from creating provisions for litigations. The most important items within

the framework of the c¢ ongnafingndasinvessnenesttotalling BURI4dlde | o
million and short-term financial investments totalling EUR 3.2 million.
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6. RISK MANAGEMENT

SOD, d.d., was exposed to various types of risk associated with managing investments also in
2010. The most important risk types were the market risk and liquidity risk since the Company
was obliged to raise long-term loans. All loans were secured by a guarantee issued by the
Government of the Republic of Slovenia. The Company checked its existing investments and
new financial investments for various risk factors in order to prevent a deterioration of the quality
of the Companyds entire financial assets.

Liquidity risk

Special attention was paid to controlling the liquidity risk. In 2010, the Company was successful
in managing this type of risk after having complied with all its statutory and contractual liabilities
in due time. The Company mitigated its liquidity risk by making accurate projections of maturities
of its statutory and other obligations and planning cash inflows to coincide with its planned cash
outflows for such obligations. Such reconciliation of cash flows was possible by placing fixed-
term deposits with banks and by means of temporary sale of securities with precisely defined
repayment dates. Moreover, liquidity risk was mitigated by accurate planning and daily, weekly
and monthly monitoring of cash flows, by maintaining, at the same time, a permanent liquidity
reserve set up for contingent liabilities.

Due to the constantly poor liquidity of the Slovenian capital market, liquidity risk was present in
the majority of equity investments of the Company. The Company partially avoided this risk by
spreading new investments across international markets in which a much higher liquidity ratio is
guaranteed.

The Companydés approach to liquidity management

size of investments in bank deposits and debt securities as well in the methodology of forecasting
new financial liabilities and monitoring liquidity flows. Long-term borrowing in 2010 provided the
Company with financial resources to meet all planned liabilities until December 2012.

Market risk

The most significant risk facing SOD, d.d., was the risk of change in the market value of shares.
As shown in the table below, the Company was exposed predominantly to changes in the value
of equity investments at home, i.e. the change in the price of shares at home.

Investment structure of the Company as at 31 December 2010, in EUR 000

Type of investment Value %
Domestic marketable shares 698,326 63
- Shares i Prime Market 512,678 46
- Shares i standard listing 170,862 16
Shares i admission listing 14,786 1
Derivative financial instruments 27,286 3
Stocks and shares i domestic, non-
marketable 102,026 9
Mutual funds 22,773 2
Investment funds 1,543 0
Shares, marketable, foreign 3,903 0
Debt investments 260,532 23
Total investments 1,116,389 100
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The above table shows that 74%% of investments represent investments in shares (75% mutual
funds are equity funds in terms of value). The most important category is the category of
domestic marketable shares which accounts for 62% of the Company & s i nve
investments shown in the above table also include redeemed own SOS2E bonds.

An inadequate spread of investments, low liquidity level and inappropriate structure of assets as
compared to the structure of liabilities were the main risks to which the Company was exposed.
The risks could not be avoided on the Company level since a withdrawal from most major equity
investments would require a general consensus and strategic investment policy.

Risk of changes in interest rates

Interest rate risk is present in the majority of investments in debt financial instruments and in
liabilities for long-yrtm borrowing. In 2010, interest rates remained relatively low and started to
rise towards the end of the year. In controlling the risk of volatility of interest rates, the Company
paid particular attention to the rising interest rates resulting from various macroeconomic reasons
and to the anticipated changes in future interest rates. The anticipated and actual rate of inflation
will play a key role in the future. Interest rates are expected to grow along with economic
recovery and expansionary monetary policy of most major countries. The Company has not yet
decided on hedging against this risk but regularly monitors and analyses the movements in
categories and indicators in this area.

Credit risk

The Company regularly checked the solvency of its trading partners in order to reduce its credit
risk exposure. The Company placed a portion of temporarily available funds in deposits and other
financial instruments. The spread of investments was laid down by the Company's internal rules,
credit standing of banks and other issuers of securities was checked regularly, and
implementation of contractual provisions was monitored.

Risk of changes in exchange rates

All assets and liabilities of SOD, d.d., were expressed in euros except a negligible 0.6% of
investments in shares that were maintained in other currencies. Therefore, the Company was not
exposed to currency risk. As compared with 2009, the Company did not increase its exposure to
other currencies in 2010.

Structure of investments by currency and interest rate in EUR 000

Type of investment 31.12.2009 in % 31.12.2010 in %
Investments in EUR 118,167 84 292,082 94
Investments in EUR (Euribor -linked) 21,318 15 17,601 5
Investments in other currencies 1,675 1 1,943 1
TOTAL 141,160 100 311,626 | 100

Krego Gavr | Matjag Jau M.Sc.Tomag Kunt
Member of the Management Member of the Management  President of the Management
Board Board Board

Ljubljana, 26 April 2011
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SLOVENSKA ODSKODNINSKA DRUZBA, d.d.

SLOVENSKA ODGKODNI NSKA DRUGBA COM
GROUP

FINANCIAL REPORT

FOR THE YEAR ENDED 31 DECEMBER 2010
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7. FINANCIAL STATEMENTS OF SLOVENSKA
DRUGBA, D. D. . LJUBLJANA

7.1. GENERAL INFORMATION

I n 20009, Slovenska odgkodninska drugba d. d.
legally registered with the District Court of Ljubljana, decision Srg 199304616, reg. no.
1/21883/00. Under the provisions of Articles 55 and 66 of the Companies Act (ZGD-1) it is a
medium-sized company and is bound to a regular annual audit.

According to the standard classification of activities, the Company is categorised K 64.990 i
other unclassified activities relating to financial services except insurance business and pension
fund activities.

The Company's activity is described in greater detail in Chapter 4 of the Business Report.

The Company is the controlling company of S| ovenska odgkodni nska

in the Republic of Slovenia, Mala ulica 5, Ljubljana. The Company has financial investments in
two subsidiaries and six associated companies. The Company also prepared its consolidated
financial statements as at 31 December 2010, which included the subsidiary company Casino
Bled, d.d., under the full consolidation method, and associated companies under the equity
method. Incorporation of the company PS ZA AVTO into consolidated financial statements is
insignificant from the viewpoint of presenting fair and true financial statements for the Group;
therefore, the company was not included in consolidation. Individual and consolidated financial
statements were prepared in accordance with IFRS as adopted by the European Union.

Subsidiaries as at 31 December 2010:

OD

(hei

drughb

e PS ZA AVTO, d.o.o., Ljubljana, Trgagka cesta

e Casino Bled, d.d., Bled, Cesta svobode 15, the Company's voting rights 75.43%, equity
interest 43%. I n 20009, the company Golladf
Casino Bled, d.d. by issuing preference shares with no voting rights, which were acquired
subsequently on 13 April 2011.

Associated companies as at 31 December 2010:

e Gio d.o.o0., in liquidation, Dunajska cesta the Company's equity interest 41.23%
160, Ljubljana

e Zavarovalnica Tr i gl ¢the Company's equity interest 27.20%
cesta 19, Ljubljana

e Pozavarovalnica Sava, d.d., Dunajska the Company's equity interest 25.00%
cesta 56, Ljubljana

e PDP, d.d., Dunajska cesta 119, Ljubljana the Company's equity interest 22.96%

e Casino Portorog, d . d the Company's equity interest 20.00%

e Hit Nova Gorica, d.d., Delpinova ulica 5 the Company's equity interest 20.00%

In the financial year 2010, the Company had an average workforce of 54.25 employees,
calculated on the basis of the number of hours worked. As at 31 December 2010, the Company
had 56 employees.

The Companydés initial capital t ot-palvalieshgresBviich
are not listed on the stock exchange.

The management approved the publication of the Company's financial statements for the

financial year 2010 on 26 April 2011. The Supervisory Board has the possibility of modifying the
financial statements after the date of approval by the management.
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7.2 STATEMENT BY THE MANAGEMENT BOARD

The Management Board is responsible for the preparation of the annual report so that it presents
fairly and accurately the financial position of the Company and its operation results for 2010.

The Management Board confirms that appropriate accounting policies have been consistently
applied and that accounting estimates have been made on the principle of prudence and
operating efficiency. The Management Board also confirms that financial statements, together
with notes to the financial statements, have been prepared on the assumption of going concern
and in accordance with the valid legislation and International Financial Reporting Standards
adopted by the EU.

The Management Board is also responsible for proper accounting methods, adoption of
appropriate measures to protect the Companyo6s p
detect fraud and other irregularities and illicit acts.

The tax authorities may at any time, within five years from the date when tax became chargeable,

review the Company's operations, which may give rise to additional liability of paying tax, interest

on arrears and penalties for corporate income t
Management Board is not aware of any circumstances that might cause any major liability
thereunder.

The Company has in place a system of internal controls and a system of risk management within
the Company associated with the process of financial reporting.

In accordance with the sixth indent of Article 28 of the Management of Equity Investments of the
Republic of Slovenia Act (ZUKN), the Equity Investment Management Agency of the Republic of
Slovenia performs the function of the General Meeting. Responsibilities of the General Meeting
are specified by Article 293 of the Companies Act (ZGD-1).

The Company has a Supervisory Board. Six members of the Supervisory Board that represent
the interests of shareholders are elected by the General Meeting, and three members of the
Supervisory Board that represent the interests of employees are elected by the Works Council.
The Supervisory Board is vested with all responsibilities laid down by ZGD-1.

The Companyds Management Board i s composed of
company's business report does not include any data required by the sixth paragraph of Article

70 of ZGD-1. The Company is not bound by the provisions of The Mergers and Acquisitions Act
(Zpre-1).

Krego Gavr | Matjag Jau M.Sc.Tomag Kunt
Member of the Management Member of the Management  President of the Management
Board Board Board

Ljubljana, 26 April 2011
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7.3. RELATED PARTY TRANSACTIONS

Related parties are deemed to be all subsidiary companies, the management and members of

the Management Board and of the Supervisory Board, including audit committees. In accordance

with the amendment to the Companydés Articles of
Company6s man ag emambers of the Mamagement Board. Moreover, the Board of

Directors and the Monitoring Committee were abolished, and members of the Board of Directors

became members of the Supervisory Board.

The Company is the controlling company of some subsidiaries. In accordance with Article 545 of
ZGD-1, the Company presents the following report on its related party transactions:

The Company has a more than 20% or more equity interest in the following companies: PS ZA

AVTO, d.o.0., Gio , d.o.o. in liquidation, Casino Bled, d.d., Zavarovalnica Triglav, d.d.,
Pozavarovalnica Sava, d. d. , PDP, d. d. , Casino P
Company has acquired shares and equity interests in the above-mentioned companies pursuant

to the provisions of Ownership Transformation of Enterprises Act and other acts for the purpose

of meeting its liabilities for compensation under claims for restitution of nationalised property and

liabilities for compensation to war and post-war violence victims. The Company maintains no

major business relationships with the above-mentioned companies. In 2010, two bonds in the

total amount of EUR 0.965 million were sold to the company PS ZA AVTO, d.o.o..

The Company as the controlling company entered in no legal transaction in 2010 that might be
detrimental to the operation of its associated companies.

In the financial year 2010, the Company's Management Board provided no binding instructions
as the controlling company. Likewise, no legal transaction was concluded between the controlling
company and its associated company pursuant to binding instructions during the same period.

In accordance with the provisions of Article 545 Of ZGD-1, the Company declares that as the
controlling company it did not take advantage of its influence to induce its associated companies
to carry out a detrimental legal transaction for their own account or act to their own detriment.

Krego Gavr | Matijag Jau MSc.Tomag Kunt
Member of the Management Member of the Management  President of the Management
Board Board Board

Ljubljana, 26 April 2011
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7.4. | NDEPENDENT AUDI TORG6S REPORT
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