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Acronyms Used

SMA
GDP
BS
ANVA
D.S.U.
ECB
EOM
ETF

KAD

KaD.Net
KDD
KS PPS

KVPS
MLFSA
SB
PDP
VSPI
PDU
PN1K
PN1P
PNJU K
PPS

RS
SBI 20
SODPZ

SAS

$

GNVA
ZDDPO-2
ZPIZ
ZPIZ-1

ZVPSJU

Securities Market Agency

Gross domestic product

Balance sheet

Actual net value of assets

Druzba za svetovanje in upravljanje, d. 0. 0.

European Central Bank

Effective interest rate

Exchange-traded funds

Euro — currency of the European Union

Kapitalska druzba pokojninskega in invalidskega zavarovanja, d. d.

(Pension Fund Management)

Website for secure data exchange

Centralna klirinSko depotna druzba, d. d. (Clearing and Depository Corporation)
Long-term business fund of Prvi pokojninski sklad Republike Slovenije

(First Pension Fund of the Republic of Slovenia)

Kapitalski vzajemni pokojninski sklad (Mutual Pension Fund)

Ministry of Labour, Family and Social Affairs

Supervisory Board

Posebna druzba za podjetnisko svetovanje, d. d.

Voluntary supplementary pension insurance

Posebna druzba za upravljanje, d. d.

Pension plan for collective voluntary supplementary pension insurance
Pension plan for individual voluntary supplementary pension insurance
Pension plan for collective supplementary pension insurance for civil servants
Prvi pokojninski sklad Republike Slovenije (First Pension Fund of the Republic
of Slovenia)

Republic of Slovenia

Slovenian stock market index

Sklad obveznega dodatnega pokojninskega zavarovanja Republike Slovenije
(Fund of Compulsory Supplementary Pension Insurance of the Republic of Slovenia)
Slovenian Accounting Standards

U.S. Dollar

Guaranteed net value of assets

Corporate Income Tax Act

Pension and Disability Insurance Institute of the Republic of Slovenia

Pension and Disability Insurance Act (official consolidated text, ZP1Z-1, UPB-4,
Official Gazette of the RS, no. 109/06)

Zaprti vzajemni pokojninski sklad za javne usluzbence (Closed Mutual Pension
Fund for Civil Servants)
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Highlights of the Annual Report

1. Net sales revenues reached 12.8 million euros in 2009, a 16.8% increase from 2008.

2. Financial income totalled 49.6 million euros in 2009.

3. Payments to the fund of the ZP1Z amounted to 49 million euros as at the end of 2009. Kapitalska
druzba paid a total of 395.3 million euros into the fund of the ZPIZ.

4. The total value of investments reached 1.2 billion euros as at the end of 2009.

5. Assets under management totalled 996 million euros as at 31 December 2009.

6. The number of insured persons/members saving for additional pension in the pension funds of
Kapitalska druzba was 302,237 as at the end of 2009.

7. Kapitalska druzba paid monthly or annual supplementary pension from Prvi pokojninski sklad to
7,167 insured persons as at the end of 2009.

8. The company had 111 employees as at the end of 2009.
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Presentation of Kapitalska druzba

Presentation of Kapitalska druzba

General information

2.1.1 The Company

Name of the company: Kapitalska druzba pokojninskega in invalidskega zavarovanja, d. d.
Short company name: Kapitalska druzba, d. d.

Company name in English: Pension Fund Management

Registered office: Dunajska cesta 119, Ljubljana

Company id. number: 5986010000

VAT id. number: S159093927

Entry in the Companies Register: Regional Court of Ljubljana, reg. no. 1/28739/00
2.1.2 Shareholder Structure and Share Capital
The sole shareholder of Kapitalska druzba as at 31 December 2009 was the Republic of Slovenia.

The share capital of 304,809,480.50 euros is divided into 730,450 ordinary registered no-par value
shares. Each no-par value share has an identical share and the pertaining amount in share capital.
Pursuant to the fourth paragraph of Article 243 of the Pension and Disability Insurance Act (Official
Gazette of the Republic of Slovenia, No. 109/2006 - official consolidated text UPB 4; hereinafter:
the ZPIZ-1), the Republic of Slovenia is the sole founder of Kapitalska druzba.

2.1.3 Company Activities

The activities of Kapitalska druzba are laid out in the ZP1Z-1 and the Articles of Association of the
company.

Pursuant to Article 244 of the ZPIZ-1, Kapitalska druzba performs the following activities:

*. the management and administration of securities and other assets obtained through the
ownership transformation of enterprises;

I management of the First Pension Fund in accordance with the First Pension Fund of the
Republic of Slovenia and the Transformation of Authorized Investment Corporations Act;

[ management of the Compulsory Supplementary Pension Insurance Fund in accordance with the
ZPIZ-1;

*. the management of mutual pension funds pursuant to the ZP1Z-1.

table of
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Presentation of Kapitalska druzba

Under the Articles of Association, Kapitalska druzba engages in the activities listed below in line
with the purpose of its incorporation:

58.110
58.120
58.130
58.140
58.190
58.290
59.200
62.010
62.020
62.030
62.090
63.110
63.120
64.200
64.300
64.990
65.300
66.210
66.290
68.100
68.200
69.200

70.100
70.220
73.200
85.590
85.600

Publishing books

Publishing directories and mailing lists

Publishing newspapers

Publishing journals and periodicals

Other publishing activities

Other software publishing

Sound recording and music publishing activities
Computer programming activities

Information technology consulting activities

Computer facilities management activities

Other information technology service activities

Data processing, hosting and related activities

Web portals

The activities of holding companies

Trusts, funds and similar financial entities

Other financial intermediation n.e.c.

Pension funding

Risk and damage evaluation

Other activities auxiliary to insurance and pension funding
Buying and selling own real estate

Renting and operating own or leased real estate
Accounting, bookkeeping and auditing activities, tax consultancy
(except for auditing activities)

Activities of head offices

Business and other management consultancy activities
Market research and public opinion polling

Other education and training n.e.c.

Educational and support activities

2.1.4 Bodies of the Company

Kapitalska druzba was managed in 2009 by the Management Board with the following
composition:

] Borut Jamnik, President

o[ Helena BeSter, MSc, Member until 06/03/2009

] Mateja Bozi¢, MSc, Member until 30/06/2009

*[ Stojan Nikoli¢, Member until 02/07/2009

+] Anja Strojin Stampar, MSc, Member since 03/07/2009

The Management Board is appointed by the General Meeting in a public invitation procedure.
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The Supervisory Board of Kapitalska druzba had the following composition in 2009:
*] BoStjan Aver, DSc, Chairman

. Roman Dobnikar

«! Klemen Ferjanci¢, MSc

o[ Uro§ Glavan

o Ciril Pucko

I Milan Petek

«] Branimir Strukelj

] Boris Gaberscik, DSc

*l Jani Kavti¢nik

The Supervisory Board of Kapitalska druZba is appointed by the Government of the Republic of
Slovenia.

The General Meeting of Kapitalska druzba had the following composition in 2009:
o[ Aleksander SvetelSek, Chairman
«] Ziga Debeljak, MSc

*[ Tedo Djekanovi¢, MSc

* lvan Gorjup

*l Branko Tomazi¢

o[ Vinko MoZe

] Gregor Strm¢nik

«/ Danilo Toplek, MSc

o[ Aldo Ternovec

«] Francka Cetkovi¢

. Ana Bilbija

*! Leopold TurnSek

] Maja Verbek

* Valter Drozg, MSc

o[ Nada Skuk

The General Meeting of Kapitalska druzba is appointed by the Government of the Republic of
Slovenia with a third of its members being representatives of pensioners and persons with
work-related disabilities, a third representatives of employers and insured persons and a third
representatives of the Government of the Republic of Slovenia.
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The Management Board of
Kapitalska druzba:

Bachtiar DJALIL
Member of the Management Board

Borut JAMNIK
President of the Management Board

Anja STROJIN STAMPAR, MSc
Member of the Management Board
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Address by the Management Board

Despite a modest economic recovery, the performance of Kapitalska druzba was significantly
better in 2009 than in 2008. The modest economic recovery in important countries in 2009 was
mostly a result of extensive fiscal and monetary measures to mitigate the consequences of the
economic crisis. The Slovenian economy contracted by 7.8% year-on-year in 2009, mostly due
to lower investments, export demand and household consumption. Consequently, industrial
production fell sharply and unemployment shot up.

Those adverse economic effects reflected in the performance of Slovenian companies that
have an important impact on performance of Kapitalska druzba, which recorded a loss of -12.2
million euros in 2009 — a much lower figure than the loss of -115.7 million euros recorded in 2008.
The loss was then mostly due to impairments of investments and expenses due to provisions

for failing to reach the guaranteed return of pension funds as a result of a fall in all major world
share indices. The indices rose on average in 2009, the German DAX stock market index, for
example, rose by 23.8%, the US Dow Jones was 15.7% higher in euro terms while the Slovenian
SBI 20 index gained 10.4%.

Despite the adverse economic conditions, Kapitalska druzba managed to increase sales
revenues substantially in 2009. They rose by 16.8% on average compared with 2008, reaching
12.8 million euros. The most important element of sales revenues was the revenues from
pension fund management, which rose by 7.6% compared to the previous year to 11.2 million
euros. The biggest increase in sales revenues was recorded in rent income, which exceeded 1.5
million euros in 2009, a more than 200% increase compared to 2008. The reason was renting of
newly acquired investment property.

The Management Board of Kapitalska druzba also responded to the economic crisis in 2009

by cost cutting and organisational streamlining. Business processes in Kapitalska druzba

were given a new organisational structure, enabling improved decision-making efficiency and
ensuring the more optimal performance of all business processes. Cost streamlining resulted in
11.0% lower costs of services and 4.5% lower labour costs compared to 2008.

Revenues from derecognising provisions for not achieving the guaranteed return of 19.5 million
euros had an important effect on operating profit in 2009. No such revenues were posted in 2008
because Kapitalska druzba needed to establish provisions for the reasons referred to above in
accordance with the regulations resulting in expenses of 62.1 million euros.
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Address by the Management Board

The net financial income was also significantly higher in 2009 than in 2008. The finance income
totalled 49.6 million euros in 2009 — less than in 2008 — however financial expenses were also
much lower. Financial expenses equalled 36.8 million euros in 2009, roughly 70 million euros

less than the respective amount in 2008. The decrease in financial income was due to lower
received dividends and less company disposals. The substantially lower amount required for the
impairment of investments was the key reason for the lower finance expenses.

The main purpose of the efficient management of fixed assets of Kapitalska druzba is the
provision of additional funding for the first pillar of the pension system in Slovenia. Kapitalska
druzba remitted 49 million euros to the pension fund at the end of 2009. Kapitalska druzba has
remitted 395 million euros of additional funding to the pension fund since it was established. In
accordance with a decision of the Government of the Republic of Slovenia, Kapitalska druzba
will have to remit 100 million euros of additional funding to the pension fund annually in 2010 and
2011, which will have a major impact on profits.

The business goals of the pension funds were aimed at the optimal management of the assets
of the insured persons in 2009. Improved management efficiency and a calmer situation on

the financial markets resulted in substantially better returns on all pension funds managed

by Kapitalska druzba in 2009 compared to 2008 so that the pension funds of Kapitalska druzba
took the top spots by return in 2009 compared to both the domestic and foreign competitors.
Revenues from the derecognised provisions for not achieving the guaranteed return,
established in 2008 and mostly derecognised in 2009 as the funds performed better, were
reduced for the amount that Kapitalska druzba had to remit as a grant to the Closed Mutual
Pension Fund for Civil Servants (ZVPSJU) in accordance with a decree of the Securities Market
Agency (SMA). The decree required Kapitalska druzba to apply the guaranteed and not the
actual value of the funds of the ZVPSJU when calculating the value of the units of assets of the
ZVPSJU for September, October and November 2008. The resulting liability equalled 25.6 million
euros and was fully settled in 2009.

The company PDP, Posebna druzba za podjetnisko svetovanje, d. d., was established in 2009,
to which the shareholders (Kapitalska druzba, d. d., Slovenska odSkodninska druzba, d. d., and
D.S.U., druZba za svetovanje in upravljanje, d. 0. 0.) transferred their investments requiring
active involvement. The transfer combined the management rights in the PDP, which optimised
management. Investments are actively managed with the orientation towards increasing their
value (and thus the shareholder value of the PDP).
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The year 2009 was a year of many challenges for Kapitalska druzba, which has become one
of the most important financial institutions in the country during the more than a decade

of its existence. We believe this will also be the case in 2010. The key challenges such as
managing the company’s liquidity to provide an increased amount of payments to the pension
fund, specifying optimal investment policies, IT support for the front and back office and the
preparation of foundations for the transformation of Kapitalska druzba will be overcome by
the qualified staff, who are the core pillar of the development, quality and performance of any

company.
| Mu\}/ %D"“%\_. ﬁ‘”“” >
” |
Bachtiar DJALIL Anja STROJIN STAMPAR, MSc Borut JAMNIK
Member of the Member of the President of the
Management Board Management Board Management Board
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Report of the Supervisory Board of Kapitalska druzba for 2009

Pursuant to Article 282 of the Companies Act (hereinafter: ZGD-1), the Supervisory Board of
Kapitalska druzba submits the following report to the General Meeting:

a) Report of the Supervisory Board on the Method and Scope of Review of the Management of the
Company during the Financial Year

The Supervisory Board of Kapitalska druzba had the following composition in 2009: Dr. BoStjan
Aver (Chairman), Ciril Pucko (Deputy Chairman), Roman Dobnikar, Klemen Ferjanci¢, MSc Dr. Boris
Gabersgik, Uros Glavan, Jani Kavticnik, Milan Petek and Branimir Strukelj. All the members of the
Supervisory Board were appointed by the decision of the Government of the Republic of Slovenia,
no. 01411-29/2008/10 of 10/12/2008 for a four-year term.

The Supervisory Board held 22 meetings in 2009 (15 regular and 7 correspondence meetings).
Supervision of operations included supervising the management of the fixed assets of Kapitalska
druzba, supervising the management and rendering supplementary pension insurance of pension
funds managed by Kapitalska druzba (First Pension Fund of the Republic of Slovenia — PPS, Fund
of Compulsory Supplementary Pension Insurance of the Republic of Slovenia — SODPZ, Mutual
Pension Fund — KVPS, Closed Mutual Pension Fund for Civil Servants — ZVPSJU, long-term
business fund of the First Pension Fund of the Republic of Slovenia — KS PPS).

In the first quarter of 2009, the Supervisory Board approved the Corporate Governance Code of
Kapitalska druzba, the aim of which is to specify clearly and publicly the principles, procedures
and criteria applied by Kapitalska druzba in exercising its ownership rights. The Management
Board informed the Supervisory Board of the decree issued by the SMA related to not achieving
the guaranteed return for the Closed Mutual Pension Fund for Civil Servants (ZVPSJU) and on
further activities. The Supervisory Board supported the Management Board in its efforts to
resolve the professional disagreement over the manner of providing the necessary guarantee by
the manager. The General Meeting also supported the activities of the Management Board and
the Supervisory Board at the AGM in September 2009 and deemed them appropriate. Because
of the serious nature of the issue, all the management bodies called upon the Government of
the Republic of Slovenia to align the provisions of the Collective agreement for supplementary
pension insurance for civil servants, the Pension plan and the Rules of the ZVPSJU with the
applicable legislation, which would enable Kapitalska druzba to manage mutual pension funds
in accordance with the law and with the aim of providing additional funding for the compulsory
pension insurance.
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Report of the Supervisory Board of Kapitalska druzba for 2009

The Supervisory Board supported the project of establishing an independent company for
corporate consultancy (PDP), the purpose of which is to combine management rights held directly
or indirectly by the state with the aim of providing the necessary conditions for the efficient
restructuring of companies and the resulting increased value of investments. The Supervisory
Board gave its approval for the incorporation of PDP, Posebna druzba za podjetnisko svetovanije,
d. d. in March 2009.

At the beginning of 2009, the Supervisory Board proposed to the General Meeting a decrease in
session fees for the chairman and members of the Supervisory Board and members of committees
of the Supervisory Board in line with a decree of the Government of the Republic of Slovenia

(the gross session fee for the chair of the General Meeting and the chairman of the Supervisory
Board equals 357.50 euros and 275 euros for members of the General Meeting and the Supervisory
Board) and gave a proposal by which the Management Board would require the preliminary
approval of the Supervisory Board for purchase, sale or pledge of all types of securities if the
amount of a transaction exceeded 0.5% of the company’s share capital or 1,524,047 euros. The
General Meeting approved the two proposals. The Supervisory Board adopted an additional
resolution in October 2009, laying down that the Management Board shall also obtain preliminary
approval from the Supervisory Board if the value at risk in a transaction exceeds 0.5% of the share
capital and at the same time exceeds the difference between the net value of assets and the
guaranteed value of assets of a fund managed by Kapitalska druzba.

The Supervisory Board discussed and approved increase in the capital of the following companies
in 2009: Adria Airways, d. d., Casino Ljubljana d. d. (the conversion of bonds into equity) and PDP,
Posebna druzba za podjetnisko svetovanje, d. d., (an increase in capital by non-cash contribution)
and granted approval to the Management Board for the purchase or sale of securities where the
transaction amount exceeded 1,524,047 euros.

At its 149" meeting on 24 April 2009, the Supervisory Board approved the Annual Report of
Kapitalska druzba for 2008, adopted the report on the work of the Supervisory Board in 2008,
acknowledged the report on the work of the Internal Audit Department in 2008 and audited
business reports of the funds managed by Kapitalska druzba. At its 153rd meeting on 10 June
2009, the Supervisory Board approved the Annual Report of the Kapitalska druzba Group for 2008
and prepared a proposal to the General Meeting for the appointment of the auditor for 2009. The
General Meeting issued relief to the Management Board and the Supervisory Board for 2008.

At its 155" meeting on 6 July 2009, the Supervisory Board was informed of the project for
establishing PDU, Posebna druzba za upravljanje, d. d., 100% owned by Kapitalska druzba, with the
purpose of utilising investment opportunities with limiting the assumed risk. The Supervisory Board
approved the issue of a guarantee for liabilities of the PDU related to obtaining a bid bond and
issuing a guarantee for a loan to fund the purchase of shares of Mercator. As the shares were not
sold, the guarantee was not granted.
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The planned strengthening of the role of Kapitalska druZzba in supplementary pension insurance
resulted in changes to the company’s corporate structure. The Supervisory Board supported
the Management Board’s proposal and approved changes to the corporate structure aimed at
achieving flexibility, enabling efficient decision-making and ensuring the optimal performance
of all business processes. Since September 2009, Business processes have been performed in
departments covering three key areas of activity and back office activities are performed within
services reporting directly to the Management Board (management support services).

In the last quarter of 2009, the Supervisory Board discussed and approved amendments to the
business plan and gave approval to amendments to the budget for 2009 based on a 10% cut in
operating costs, substantially reduced the disposals of companies compared to previous plans
and derecognised the excess provisions for not achieving the guaranteed return resulting from the
improved profitability of pension funds.

At its 162nd meeting on 12 November 2009, the Supervisory Board approved the business plan of
Kapitalska druzba for 2010 and gave approval of the budget for 2010. The Supervisory Board also
approved the action plan of the Internal Audit Department for 2010.

In 2009, the Supervisory Board constantly supervised and discussed the quarterly business reports
of Kapitalska druzba, the pension funds under its management and its subsidiaries: Adria Airways,
d. d., Fotona d. d., Elektrooptika d. d. and PDP, d. d. The Management Board regularly reported to
the Supervisory Board on the management of investments in Steklarska nova Rogaska Slatina

d. 0. 0., Skimar (Elan skupina, d. 0. 0.) and Paloma, d. d. and informed the Supervisory Board
regularly about the progress of transforming Kapitalska druzba.

In 2009, in line with its competencies, the Supervisory Board carried out all the procedures for
the appointment of members of the Management Board by public invitation and by drafting
proposals to the General Meeting, which, under the company’s Articles of Association, is
competent to appoint members of the Management Board of Kapitalska druzba. Upon a proposal
from the Supervisory Board, the General Meeting appointed Borut Jamnik the President of the
Management Board in March 2009 and agreed with the termination by agreement of the contract
of the member of the Management Board Helena BeSter, MSc. Anja Strojin Stampar, MSc., was
appointed a member of the Management Board in July 2009 and the contract with the member

of the Management Board Mateja Bozi¢, MSc., was terminated by agreement. Upon a proposal
from the Supervisory Board, the General Meeting in November 2009 appointed the third member
of the Management Board, Bachtiar Djalil, who began his term of office on 1 January 2010. All the
members of the Management Board were appointed for a five-year term.
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Report of the Supervisory Board of Kapitalska druzba for 2009

At its 161st meeting on 27 October 2009, the Supervisory Board of Kapitalska druzba appointed an

Audit Committee with the following members:

] Audit Committee Chairman: Ciril Pucko, BA in economics

I Audit Committee Member: Uro$ Glavan, BA in economics and

1 Audit Committee Member: Ivana Kuhar, BA in economics, certified auditor and government
internal auditor

The Work of the Audit Committee of the Supervisory Board

The Audit Committee of the Supervisory Board held three meetings in 2009. Its work complied
with the Recommendations of the Association of Supervisory Board Members for audit committee
members and the recommendations of the Slovenian Institute of Auditors. The Committee drafted
its Rules of Procedure, which were adopted by the Supervisory Board, and adopted the action
plan:

o[ areview of the salaries of a selected sample with regard to the reorganisation;

*! areview of the work of the Internal Audit Department;

. areview of all the securities transactions in February, May and September 2009; and

o[ areview of the reporting of the Finance & Accounting Department to the Management Board.

The Committee held discussions with the Management Board, the head of the Human Resources &
Strategic Communications Office, the executive director of the Finance & Accounting Department
and the head of the Internal Audit Department. The Audit Committee did not participate in the
procedure for appointing the auditor for 2009 as it began to operate on 20 November 2009.

Assessment of the Work of the Management Board and the Supervisory Board

Based on the described current monitoring and the supervising of operations and management

of Kapitalska druzba in the financial year and based on a review of the Annual Report compiled
and submitted by the Management Board, the Supervisory Board assesses that the Annual Report
and the disclosures contained present the actual situation and position of Kapitalska druzba.

The Supervisory Board deems that the Management Board successfully and correctly managed
the operations of Kapitalska druzba in 2009 and successfully met its business objectives, given

the situation and the changed business conditions. The Management Board duly prepared the
material providing quality information and thorough discussion of all the major business categories
and answered any additional questions and initiatives of members of the Supervisory Board in
detail. The reporting of the Management Board in 2009 enabled the Supervisory Board to perform
its supervisory role adequately.
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b) The Position of the Supervisory Board on the Auditor’s Report

In accordance with the second paragraph of Article 282 of the Companies Act, the Supervisory
Board reviewed and discussed the auditor’s report on the audit of the financial statements

of Kapitalska druzba for 2009 made by the audit company Ernst & Young from Ljubljana. The
Supervisory Board found that the auditor performed its tasks in line with the law, the auditing
rules and the International Standards on Auditing. The Supervisory Board had no objections to the
auditor’s report.

¢) Resolution on the Approval of the Annual Report for 2009

Pursuant to Article 282 of the Companies Act, the Supervisory Board approved the Annual Report
of Kapitalska druzba for 2009.

d) Proposal to the General Meeting to Issue Relief to the Management Board and the Supervisory
Board

Based on a), b) and c) hereunder, the Supervisory Board proposes that the General Meeting

of Kapitalska druzba adopt a resolution, in accordance with Article 294 of the Companies Act,
whereby the Management Board and the Supervisory Board of Kapitalska druzba shall be issued
relief for 2009.

Bostjan Aver, DSc
Chairman of the Supervisory Board

Ljubljana, 7 May 2010
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The Organisation of Kapitalska druzba in 2009

The planned strengthening of the role of Kapitalska druzba in supplementary pension insurance
resulted in changes to the company’s corporate structure. Therefore, the company reorganisation
project was initiated in March 2009 with the aim of achieving a flexible corporate structure
enabling efficient decision-making and ensuring the optimal performance of all business
processes while preserving the current number of employees.

The reorganisation of Kapitalska druzba followed the following goals:

. amore flexible corporate structure;

*[ an efficient decision-making process;

* reducing the number of main organisational units;

*[ organising the key activities in departments;

«. improve job flexibility;

o[ abolish disproportions in pay for different jobs;

« streamline the costs of business processes;

o[ strengthen the role of the human resources function with the emphasis on human resources
management, the introduction of targeted management and setting up a transparent system of
bonuses and promotions.

The reorganisation process was completed at the end of August and the new corporate structure
was introduced on 1 September 2009. Consultations with the Workers’ Council were successfully
completed by concluding an agreement on the harmonised position of the Management Board
and the Workers’ Council on the draft amendments and supplements to the Rules on the corporate
structure of Kapitalska druzba.

Business processes are performed in three departments, which cover the three key areas of the
work of Kapitalska druzba:

] The Pension Insurance Division;

o[ The Asset Management Division and

*] The Accounting & Finance Division.

The divisions are headed by executive directors who are directly subordinate to the competent
Management Board member and who coordinate the work of their respective subordinated
services. Establishing these divisions reduced the number of main organisational units and the
Management Board transferred a portion of its responsibilities and decision-making powers to the
executive directors of the divisions.
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Back office business processes are performed by services reporting directly to the Management
Board — the management support services:
*! The Office of the Management Board;
*! The IT and Communications Department;
[ The Human Resources & Strategic Communications Department;
*] The Corporate Management Department;
*l The Internal Auditing Department;
*l The Legal Department;
*! The Risk Management Department.
Figure 1: The Corporate Structure — Organisational Chart of Kapitalska druzba as at 31 December 2009
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Mastering the work, knowledge and skills, efforts for good performance and professional
development are the key elements promoted by Kapitalska druzba among its employees. The aim
is to further develop a system of organisation capable of adapting to changes in the environment
and developing in line with the set business objectives.

Reporting on Employees

The company employed 111 people as at 31 December 2009, a decrease of 5% from the respective
number of 117 in 2008.

Ten employees left the company in 2009. The most common reason was termination of the
employment contract by agreement (eight terminations by employees, one expiration of the term of
office of a member of the Management Board and one retirement). The company hired four people
in the same period, of which two were for a fixed term to replace staff on maternity leave.

The average number of employees by hours worked was 103 and 108 in 2009 and 2008 respectively.
Ten employees were on maternity and childcare leave at the end of 2009; the respective number in

2008 was eight.

Below are tables presenting the number of employees by organisational unit and education level.

Table 1: Number of Employees by Department Before the Reorganisation

Organisational Unit As at As at
31/12/2008 31/08/2009
Management Board 3 2
Office of the Management Board 6 8
Analyses Department 4 4
Information & Communications Technology Department 13 12
Controlling Department 4 4
Internal Audit Department 2
Pension Insurance Department 27 26
Legal Department 7 5
Accounting Department 10 10
General Affairs & Human Resources Department 11 11
Strategic Communications Department 4 4
Department for the Management of Equity Investments
Asset Management Department 11 11
Treasury Department 9 10
Total 117 116
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Table 2: Number of Employees by Department after the Reorganisation

Organisational Unit As at As at
01/09/2009 31/12/2009

Management Board 2 2

Advisors to the Management Board 5 4

Accounting and Finance Division 22 22

IT and Communications Department 12 11

Office of the Management Board 6

Internal Auditing Department 2

Pension Insurance Division 27 27

Legal Department 7

Risk Management Department 2

Human Resources and Strategic Communication Department 8

Asset Management Division 14 12

Corporate Management Department 9 8

Total 116 111

Figure 2: Number of Employees by Educational Level in 2008 and 2009
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Kapitalska druzba employs 66.6% of staff with at least level VII education (university), of which
17.5% have a master's degree. The staff consists of 73.3% women and 26.7% men. The average
employee age is 38.6 years and the average total employment period is 14.86 years.
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the future. Stability is the
only basis for realistic
planning of one’s future.
Therefore, stability lies at
the core of our corporate
vision. Prudent strategic
decisions also ensure the
company'’s stability into the
future.
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Macroeconomic Framework of Operations
6.1.1 Inflation

The consumer price index rose by 1.8% at the annual level in 2009. The inflation rate was higher in
2008, namely 2.1%.

The biggest increase in prices in 2009 was in the following groups: alcohol and tobacco (8.0%),
housing (6.3%), miscellaneous goods and services (3.6%), transport (2.9%), catering and
accommodation, education (2.6%), culture and recreation (1.7%), housing equipment (1.5%) and
health (0.3%).

Figure 3: Monthly and Annual Consumer Price Index Changes in 2009 (%)
15 25

20

r 15

1.0

I | 05
0.0

I 05

-1.0

10

Z

Annual price growth rate

Monthly price growth rate
= &
I
I
|
I

Jan. Feb. Mar. Apr. May Jun. Jul. Aug. Sep. Oct. Nov. Dec.

Il Monthly growth rate Annual growth rate

Source: Statistical Office of the Republic of Slovenia
6.1.2 Gross Domestic Product

Changes in the gross domestic product in 2009 were strongly influenced by the global economic
downturn. The Slovenian economy contracted by 7.8% year-on-year in 2009. The GDP contracted
strongly in the first quarter of the year at the rate of -8.2% year-on-year. The economic activity
continued to decline in the second quarter, bringing the fall in the GDP to -9.2% year-on-year while
the GDP contraction slowed somewhat in the third quarter bringing the change to -8.3% year-on-
year. Gross domestic product fell by 5.5% year-on-year in the fourth quarter — a better result than
in the previous quarters.
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Figure 4: Changes in GDP growth year-on-year in 2009 by quarter (%)
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6.1.3 Employment and Wages

According to the Statistical Office of the Republic of Slovenia, the number of active persons in
Slovenia was 941,327 in 2009. The number of people in employment was 844,655, 4% less than
at the end of December 2008. The number of registered unemployed persons was 96,672 as at
the end of December 2009, an increase of 30,433 from the previous year. The level of registered
unemployment was 10.3% (9.6% for men and 11.2% for women). The respective share one year
before was 7.0%.

The average monthly gross salary for December 2009 was 1,488.19 euros. It was 5.2% lower than
in November 2009. The substantial decrease in the average gross monthly salary for December
was primarily due to lower extraordinary payments to employees, which were mostly made with
the salary for November 2009. The average monthly gross wage in 2009 was 1,438.96 euros, 3.4%
higher than the respective amount in 2008. The average monthly net salary in 2009 was 930.00
euros. The average monthly gross and net salary in 2009 rose by 2.5% in real terms from 2008.

6.1.4 Money Market
6.1.4.1 Interest Rates

The interest rates on existing household consumer loans with maturity over 5 years equalled
5.64% in December 2009 (7.31% in January 2009) and 2.64% for corporate loans to non-financial
companies (4.40% in January 2009). The price of short-term loans fell for households and non-
financial companies in December 2009 compared to January 2009. The interest rate on existing
short-term household loans was 7.16% in December 2009 (8.12% in January 2009), while it was
slightly higher for non-financial companies at 5.62% (5.56% in January 2009).
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The interest rates on existing household time deposits with maturity over two years fell from 4.45%
in January 2009 to 3.92% in December 2009 and for non-financial companies from 4.27% in January
to 4.20% in December 2009.

Figure 5: Changes in Interest Rates on Existing Deals in 2009 (%)
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Source: Bulletin of the Bank of Slovenia

The reference interbank interest rate in the Eurozone, six-month EURIBOR, stood at 2.176% in the
beginning of 2009 and fell to 0.994% by the end of the year. Changes in the interbank interest rate
were mostly related to the financial crisis and the resulting low level of trust between participants
on the financial markets. The fall was mostly due to the aggressive cutting of interest rates by
central banks. The ECB cut its reference interest rate from 2% to 1% between January and May
2009 and left it unchanged until the end of the year.

The yield to maturity of ten-year German government bonds was 2.957% and 3.387% at the beginning
and end of 2009, respectively.

Figure 6: Changes in the Yield to Maturity of Ten-Year German Government Bonds and Six-Month EURIBOR in
2009 (%)
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6.1.4.2 Exchange Rate

The US dollar fell by less than 3% to the euro from January to December 2009. The exchange rate
at the end of the year was 1.4331 US dollars to 1 euro. The average exchange rate in 2008 was
1.3944 US dollars to 1 euro.

Figure 7: Changes in US Dollar/Euro Exchange Rate in 2009 ($/€)
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6.1.5 Capital Market
6.1.5.1 Equity Market

Share indices rose in 2009 after the initial fall. The German DAX stock market index was the
best performer in euro terms among the indices monitored (23.8%). After high losses in 2008, the
Slovenian SBI 20 index first rose faster and then slower than the major global indices. The index
thus rose by only 10.4% in 2009. In euro terms, the US Dow Jones stock market index and the
Japanese Nikkei stock market index rose by 15.7% and 14.6%, respectively.

Figure 8: Changes in the Slovenian SBI 20 Stock Market Index and Selected Foreign Stock Market Indices in
2009 (31/12/2009 = 100) in EUR
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6.1.5.2 Debt Market

Bond investments made a positive return to investors in 2009, as was the case with shares. The
index of European government bonds (IBOXX EUR Sovereigns TR index) gained 4.34% in 2009. The
year 2009 was in many ways a record one for corporate bonds in terms of new issues and returns.
The index of European corporate bonds (IBOXX EUR Corporates TR index) gained 16.02% in 2009.

Figure 9: Changes in the Index of Government Bonds (IBOXX EUR Sovereigns TR index) and the Index of
Corporate Bonds (IBOXX EUR Corporates TR Index) in 2009 (31/12/2009 = 100)
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6.1.6 Oil Prices

The price of non-refined oil rose from $ 44.6 at the beginning of 2009 to $ 79.4 per barrel (159 litres)
at the end of the year. The price fell to $ 34 per barrel in the beginning of February and rose to $
81.4 per barrel at the end of October. The average price was $ 61.9 in 2009, which was 38% less
than in 2008.

Figure 10: Changes in the Prices of Non-Refined Oil (West Texas Intermediate) in 2009 ($ and € Per Barrel)
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6.2 Investment Management

Kapitalska druzba classifies investments into three groups by the method of management, namely:
o[ equity investments,

*[ portfolio investments and

. money market investments.

The corporate structure of Kapitalska druzba is adapted to the aforementioned management
methods. The table below presents the composition of investments and there follows a detailed
description of the groups.

Table 3: The Composition of Investments of Kapitalska Druzba by the Management Method as at 31 December 2009
In 000 EUR

Item Amount Stake
Total investments 1,187,641 100.0%
Equity investments 761,875 64.2%
Portfolio investments 425,735 35.8%
Portfolio equity investments 101.923 8,6%
Portfolio debt investments 315.415 26,6%
Money market investments 8.397 0,7%
Artwork 31 0.0%

6.2.1 Management of Equity Investments
6.2.1.1 Composition of Equity Investments

The equity investments of Kapitalska druzba represent long-term domestic equity investments,
namely investments in shares and stakes of non-financial companies, banks, insurance companies
and other financial institutions, which Kapitalska druzba mostly acquired in the ownership
transformation process.

The number of such investments stood at 82 at the end of 2009, of which 66 were active
investments — 59 in public limited companies and 7 in limited liability companies. Beside the active

investments, Kapitalska druzba held 13 investments in bankruptcy and 3 investments in liquidation.

The value of equity investments stood at 761,875 thousand euros as at 31 December 2009
increasing by 47,059 thousand euros from 2008.



table of

Annual Report of Kapitalska druzba for 2009 contents

Operations of Kapitalska druzba in 2009

Table 4: Equity Investments of Kapitalska druzba as at 31 December 2009

In 000 EUR
Number of investments Amount
Strategic investments! 142 447.535
Market investments 25 215,333
Non-market investments 27 95,951
Bankruptcy and liquidation 16 3,056
Total 82 761,875

The prevailing investments are those where Kapitalska druzba holds less than a 20% stake. There are
55 and 11 of these investments among the active investments and those in bankruptcy and liquidation
respectively. A more detailed overview of the structure of investments by the size of the stake is given
in table 5.

Table 5: The Composition of Investments by the Size of the Stake as at 31 December 2009

Equity stake in companies of the equity investment group Active  Bankruptcy and

investments liquidation
Up to and including 9.99% 41 7
From 10.00% to and including 19.99% 14 4
From 20.00% to and including 49.99% (associates) 9 4
From 50.00% to and including 100.00% (subsidiaries) 2 1
Total number of investments 66 16

6.2.1.2 The Disposal of Companies

The adverse economic conditions in 2009 resulted in less interest in the acquisition of stakes in
companies. We received 36 offers in 2009 for the purchase of shares and stakes in companies
owned by Kapitalska druzba and the First Pension Fund, which was much less than the 203 offers
received in 2008.

As regards equity investments, Kapitalska druzba completely sold off 13 companies for 50,375
thousand euros in 2009. Of which a part of the market investment was sold for 430 thousand euros,
3 non-market investments were completely sold off for 1,824 thousand euros and 10 investments of
48,121 thousand euros were transferred to the subsidiary PDP in the form of an increase in capital
by non-cash contribution.?

Sales were mostly conducted through public invitations to submit a bid and by selling shares on
the stock exchange to ensure the transparency of the sales procedures and the equal treatment of
bidders. Buyers were also actively sought to maximise the sales value of investments.

1 Investments are classified as strategic investments in line with a decision of the Government of the Republic of Slovenia from 2006.
2: In two companies classified as strategic investments, Kapitalska druzba holds both preference and ordinary shares, which was accounted as a

single investment.

3. See more in the section Incorporation of the PDP.
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Table 6: Disposals of Companies in 2009

In 000 EUR

Number of companies  Proceeds
completely sold off
Disposal of market investments 0 430
Disposal of non-market investments 3 1,824
Transfer of investments to the subsidiary PDP as a part of 10 48,121
the increase in capital by non-cash contributions
Total 13 50,375

6.2.1.3 The Acquisitions of Companies

As opposed to the sales side, there was an increased interest in the purchase side in 2009 — from

other participants on the capital markets to sell their investments to Kapitalska druzba. Kapitalska

druZba received 53 offers for the sale of equity stakes to Kapitalska druzba and the First Pension
Fund in 2009, while the respective figure in 2008 was only 23. The offers mostly related to the
acquisition of equity stakes in companies in which Kapitalska druzba or the First Pension Fund

have already been shareholders. Kapitalska druzba also receive a number of offers for the

purchase of shares or stakes in companies in which Kapitalska druzba is not a shareholder.

We acquired stakes in four companies for 151 thousand euros in 2009 and participated in

increases in capital of three companies with the highest amount for the increase in capital of

the PDP by a non-cash contribution in the form of equity stakes in 10 companies worth 48,121

thousand euros.

Table 7: Acquisitions and Increases in Capital of Companies in 2009

In 000 EUR

Number of companies  Expenses
Acquisitions of market investments 1 11
Acquisitions of non-market investments 3 140
Increase in capital by cash or non-cash contributions 3 58,356
Total 7 58,507

6.2.1.4 Dividends from Domestic Companies

The economic situation reflected in the income made by Kapitalska druzba in 2009 from dividends

paid by domestic companies. This totalled 12,632 thousand euros in 2009, which was more than 8

million euros less than in 2008. The top ten companies by dividend paid accounted for as much as

94.6% of the total dividend received by Kapitalska druzba from domestic companies. The respective

share was 78.5% in 2008. Dividends were paid by 25 domestic companies in which Kapitalska druzba

holds a stake, of which three were limited liability companies. Forty companies paid dividends in

2008. The table below presents the largest receipts from dividends in 2009 by company.
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Table 8: Top Ten Dividend Payouts in 2009

No. Issuer Dividend per Total dividend

share (in EUR) (In 000 EUR)
1. Krka, d. d. 1.05 3,668
2. Telekom, d. d. 6.00 2,191
3. Elektrooptika, d. d. 3.50 1,622
4, Sava, d. d. 3.10 1,164
5. Loterija Slovenije, d. d. 57.00 1,058
6. Petrol, d. d. 5.90 1,019
7. Terme Cate?, d. d. 5.00 591
8 Nova kreditna banka Maribor, d. d. 0.20 250
9. NFD 1 investicijski sklad, d. d. 0.21 226
10. Grand hotel Union, d. d. 0.49 165

6.2.1.5 Corporate Governance Code and Exercising Ownership Rights on Annual General Meetings

Kapitalska druzba tries to introduce into practice corporate governance methods aimed at

achieving principles, procedures and criteria clearly and publicly specified in advance; these will

be used in exercising ownership rights. For that purpose, we adopted three documents at the

beginning of 2009 that laid out the conduct of the representatives of Kapitalska druzba at annual

general meetings, namely:

«] The Corporate Governance Code, specifying the policy and procedures for exercising the
ownership rights of Kapitalska druzba in companies where stakes are held;

< positions for voting by representatives of Kapitalska druzba at annual general meetings in
2009, laying down the policy for the remuneration of supervisory boards, board of directors
and management boards, dividend policy, the use of distributable profit, the increase in capital
through approved capital, the redemption of treasury shares and the introduction of the one-tier
management structure;

< position regarding profit participation by employees based on the Financial Participation Act.

Management rights were enforced at all the convened annual general meetings of companies in
which Kapitalska druzba manages an equity stake on its own behalf or on behalf of the pension
funds. We attended all the annual general meetings of companies in which we hold at least a 5%
equity stake on our own behalf or on behalf of the pension funds. Kapitalska druzba also attended
the annual general meetings of companies in which it holds a lower stake if it was deemed that
participation at the annual general meeting was needed.
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Kapitalska druzba was entitled to participate at 156 annual general meetings in 2009 on its own
behalf or on behalf of the managed pension funds. Representatives of Kapitalska druzba attended
117 annual general meetings, of which 93 AGMs were attended by its staff and 24 AGMs were
attended by proxies of Kapitalska druzba. Kapitalska druzba decided not to attend 35 annual
general meetings and 4 AGMs were cancelled.

When assessing the draft AGM resolutions and when forming positions for voting at AGMs,
Kapitalska druzba complied with the Corporate Governance Code, the internal positions for voting
at annual general meetings and the decisions of the Government of the Republic of Slovenia
(notably as regards the remuneration of members of supervisory boards). We acted in accordance
with the Corporate Governance Code at all the annual general meetings attended in 2009.

Table 9: Attendance at Company Annual General Meetings

Form of participation Number of AGMs
Participation by staff of Kapitalska druzba 93
Participation by proxies 24
Not attending 35
Cancelled 4
Total 156

6.2.1.6 The Incorporation of the PDP

With regard to investments in the equity stakes of companies with prolonged poor performance, a
distinct need presented itself for more active involvement of the owners in managing companies
not restricted solely to the provision of additional funds (e.g. as increases in capital). It was found
that other managers 100% or partially owned by the state also faced similar problems. It was

also found that in the majority of these investments, the ownership structure includes several
institutions that are 100% or majority owned by the state as portfolio investors.

The company PDP, Posebna druzba za podjetnisko svetovanje, d. d. was incorporated in 2009 as
a solution to these issues. In December 2009, Kapitalska druzba increased the capital of the PDP
by a non-cash contribution in the form of equity stakes in 10 companies worth 48,121 thousand
euros. Slovenska odSkodninska druzba, d. d., and D.S.U., d. 0. 0. also participated in the increase
in capital of the PDP by non-cash contributions in the form of investments. After the increase in
capital, the PDP became the holder of equity stakes in eight public limited companies and two
limited liability companies listed in the table below.
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Table 10: List of Investments Owned by the PDP with the Pertaining Equity Stakes after the Increase in Capital
by Non-Cash Contributions

No. Investment Equity holding (in %)
1. Adria Airways, d. d. 87.38
2. Fotona ,d. d. 70.48
3. Elektrooptika, d. d. 70.48
4, Paloma, d. d. 70.97
5. Elan Skupina, d. 0. 0. 66.37
6. Unior, d. d. 45.05
7. Aero, d. d. 32.60
8. Vegrad, d. d. 29.00
9. Novoles, d. d. 19.61
10. Rimske Terme, d. 0. 0. 15.88

The investments were transferred to the PDP by Kapitalska druzba, Slovenska odSkodninska druzba,
d.d.,, and D.S.U., d. 0. 0. with the aim of optimising management by transferring the management

of investments to just one institution owned by the state instead of two or three institutions.
Management of investments from the portfolio of the PDP will be aimed towards increasing

their value and thus the shareholder value of the PDP. As regards companies where the need for
restructuring presents itself, the PDP will be actively involved in such procedures and will cooperate
with other shareholders and the bodies of those companies within the legal options for exercising
corporate rights. The PDP will also actively seek strategic partners for companies in its portfolio.

After the increase in capital of the PDP by non-cash contributions, Kapitalska druzba has a 73.98%
stake in the PDP; the increase in capital of the PDP was entered in the Companies Register on

30 December 2009 and the additional shares were entered in the central register of book-entry
securities on 21 January 2010.

6.2.2 Managing Portfolio Investments
6.2.2.1 Portfolio Equity Investments

Long-term portfolio equity investments comprise foreign shares and investment units of
investment funds of domestic and foreign issuers. Kapitalska druzba traded 45 different securities
within this portfolio in 2009. Assets of portfolio equity investments totalled 101,923 thousand

euros as at 31 December 2009. The top five investments in the portfolio equity investments as

at 31 December 2009 were: an index fund tracking the German DAX index (DAXEX GR), the Teva
pharmaceutical company (TEVA US), an index fund tracking consumer goods industry (XLP US), an
index fund tracking the US S&P 500 index (SPY US) and an index fund tracking the Japanese MSCI
Japan index (EWJ US).

The total turnover of assets of portfolio equity investments exceeded 40 million euros in 2009.
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Table 11: The Composition of Portfolio Equity Investments as at 31 December 2009

In 000 EUR
Type of investment Balance Share
Foreign shares 43,594 42.8%
Private equity funds 186 0.2%
Investment funds 58,143 57.0%
Domestic investment funds 1,652 1.6%
Foreign investment funds 56,491 55.4%
Total 101,923 100.0%
Table 12: The Top Five Traded Securities Between 1 January and 31 December 2009
In 000 EUR
Investment Turnover Share in total turnover
DB Platinum Advisors (XGLE GY) 5,468 13.5%
SPDR S&P 500 ETF Trust (SPY US) 3,644 9.0%
Lyxor International Asset Management (CRB FP) 2,106 5.2%
ETFS Commodity Securities Ltd. (PHAG LN) 2,022 5.0%
Barclays Global Fund Advisors (IXJ US) 2,002 4.9%

Table 13: The Top Five Stockbroking Companies in Trading Within the Portfolio Equity
1 January and 31 December 2009

Investments Between

In 000 EUR
Partner Turnover Share in total turnover
MF Global Ltd. 22,228 54.9%
Ak Jensen Inc. 10,993 27.2%
Deutsche bank AG 5,468 13.5%
Abanka Vipa, d. d. 918 2.3%
Factor banka, d. d. 430 1.1%

The return on the portfolio was 30.12% in euro terms in 2009 while the return on the reference index

S&P GLOBAL 1200 was 25.92% in euro terms in the same period.
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As at 31 December 2009, the portfolio of portfolio equity investments had the biggest exposure
to the health industry with 15.3% of the invested assets of the portfolio, followed by the financial
industry with 15.2% and the energy industry with 11.2%. The biggest exposure in currency terms
was to the US dollar (60.5%), followed by the euro (32.1%), the Hong Kong dollar (4.4%) and the
Swiss franc (1.3%), while the remaining currencies accounted for less than 2%. In geographic
terms, Kapitalska druzba had 37.5% of the portfolio invested in securities of European issuers,
35.8% in equity investments of North and South American issuers, 15.8% in securities of Asian
issuers and the remainder in other regions.

At first, the share prices continued to fall in 2009, which was followed by a relatively quick rebound
in the second quarter and a rally that lasted until May. During that time, it became obvious that

no other major bank would be allowed to fail in the USA and that everything possible would be
undertaken to stabilise the global financial system. Also, the Asian economy showed the first signs
of recovery, notably in China and certain smaller countries (Singapore and South Korea), and the
fall decelerated in the West. Layoffs in the USA continued, albeit at an increasingly slower pace
since March. The government stimulus evidently began to work; although the unemployment
continued to rise at the end of the year, layoffs were increasingly fewer. Thus the number of
people in employment fell by 61,000 in the USA in December 2009 while their number fell by as
many as 700,000 in March when the situation was at its worst. After a minor correction in the
spring, share prices continued to climb until the end of the year. Doubt about the recovery was still
felt as unexpectedly bad news quickly led to minor corrections. Otherwise, the performance of
companies was better than expected on average in the last quarter of the year, which somewhat
improved the confidence in the recovery of stock markets.

6.2.2.2 Managing Portfolio Debt Investments

The balance of debt investments stood at 315,415 thousand euros at the end of 2009. Bonds had
the biggest share of debt investments with 67.2%. Domestic and foreign bonds amounted to 102
million and 106 million euros respectively and the remainder was receivables for acquired and
accrued interest and investments in deposits and deposit certificates.

Because of the increased general level of risk, Kapitalska druzba paid the greatest attention to
safety and preserving the value of assets in 2009.
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Table 14: Composition of Debt Investments as at 31 December 2009
In 000 EUR

Type of investment Balance Share
Bonds 211,963 67.2%
Domestic bonds 101,847 32.3%
Domestic government bonds 44,876 14.2%
Domestic corporate bonds 56,971 18.1%
Foreign bonds 106,101 33.6%
Foreign government bonds 41,458 13.1%
Foreign corporate bonds 64,643 20.5%
Receivables from acquired interest 145 0.0%
Receivables from accrued interest 3,870 1.2%
Deposits 98,150 31.1%
Deposit certificates 5,302 1.7%
Deposit certificates 5,300 1.7%
Receivables from accrued interest 2 0.0%
Treasury bills 0 0.0%
Total debt investments 315,415 100.0%

The portfolio of government bonds yielded 5.80% in 2009 while the benchmark IBOXX EUR
Sovereigns TR index yielded 4.34% in the same period. The portfolio of corporate bonds yielded
8.77% in 2009 while the benchmark index IBOXX EUR Corporates TR yielded 16.02% in the same
period.

The first quarter was marked by sale of risky investments and the purchase of top-rated
government bonds, which resulted in record low yield to maturity. Central banks decided to apply
less customary measures after they had exhausted the classic instruments of monetary policy
(interest rate setting). One of them was increasing the money supply by purchasing government
and corporate bonds on the secondary market. Governments also stepped in by significantly
increasing various stimulus measures to revive the economy and consumption and by increasing
government bond issues. Top-rated countries enjoyed much lower borrowing costs than others.
Rating agencies also contributed to that as they downgraded the ratings of Ireland, Spain, Greece
and Portugal due to increased budget deficits and public debt.

The year 2009 was marked by new issues regarding Slovenian government bonds. The Republic of
Slovenia borrowed by issuing three new government bond series. A new three-year government
bond with a coupon interest rate of 4.25% and the issue amount of 1 billion euros was issued in
February. It was followed at the end of March by the issue of a five-year bond with a coupon interest
rate of 4.875% and the issue amount of 1.5 billion euros and at the beginning of September by a
fifteen-year bond with a coupon interest rate of 4.63% and an issue amount of 1.5 million euros.
Based on the guarantee scheme, Abanka Vipa and the NLB issued bonds with the explicit guarantee
of the Republic of Slovenia. Both are three-year bonds, the former with a variable interest rate of
three-month EURIBOR + 100 basis points and the latter with a fixed coupon of 3.25%.
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The year 2009 was a record one for corporate bonds in terms of both new issues and returns.
Credit gaps fell on average in the first half of 2009 due to the great demand. While the first quarter
was marked by risk aversion and extensive bond issues on the primary market by issuers from
non-cyclical industries, the second quarter brought in the corporate bond market, gradually
increasing the optimism of the investors and a greater appetite for risk. Certain information from
the USA made an important contribution to that, including the performance of certain banks that
exceeds the investors' expectations. The second half of the year first saw the summer pause in
the issue of new corporate bonds but, in the third quarter, new issues arrived on the market and
were welcomed by investors. Lower-rated corporate bonds also found buyers.

The most traded bond on the Ljubljana Stock Exchange in 2009 was, as usual, the second-

issue bond of Slovenska odSkodninska druzba (SOS2E). Issues by Petrol, Zavarovalnica Triglav,
Gorenjska banka and Sava were among those that made it to the market. Nova KBM and Telekom
Slovenije sought buyers for their bonds towards the end of the year. The former offered the
investors a bond with no maturity while the latter issued a bond on the international market with
an issue amount of 300 million euros.

Slovenian government bonds accounted for the major part, i.e. 47.31% of the assets of the portfolio
of government bonds as at 31 December 2009. As regards ratings, AA rated bonds accounted for
nearly half of the portfolio (47.46%).

The biggest exposure of the portfolio of corporate bonds as at 31 December 2009 was to the
financial services industry, in which 60.0% of the portfolio was invested. In terms of rating, the
major part of the issuers were rated A- (28.72% of the portfolio) and BBB (18.08% of the portfolio).
The share of Slovenian issuers was 46.29%.

6.2.2.3 Investments in Cash and Cash Equivalents
The balance of cash and cash equivalents was 8,397 thousand euros at the end of 2009, which was

52,156 thousand euros less than in 2008. The bulk of cash and cash equivalents were short-term
deposits, with 74.6%.

Table 15; Composition of Cash and Cash Equivalents as at 31 December 2009
In 000 EUR

31/12/2009 Share
Cash in hand and in bank accounts 2,136 25.4%
Euro call deposits 6,261 74.6%
Deposits with up to three months original maturity 0 0.0%
Total 8,397 100.0%
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6.2.3 Remittances to the Pension and Disability Insurance Institute

Liquidity management at the annual level was aimed primarily at obtaining funds for equalising the
revenues and expenses of the ZPIZ in 2009. In accordance with a decision of the Government of
the Republic of Slovenia of 22 May 2008, Kapitalska druzba remitted 49,000 thousand euros from
its funds to the account of the ZPIZ. Including the above payment, Kapitalska druzba paid a total of
395,321 thousand euros into the fund of the ZPIZ.

Risk Management

Rapid adaptation to the market conditions brings the need for eliminating and efficiently
managing risks, which is a condition for the sound performance of any company. Therefore, risk
management is crucial in performing activities to the achieve Kapitalska druzba’s goals. The use
of standard methods of risk management enables quality assessment of all types of risk, timely
response and the reduction of risk exposure.

The most important risks in the operations of Kapitalska druzba are credit risk, market risks,
liquidity risk and operational risk. In 2009, the company continued to use derivatives for hedging.
The entire risk management system will continue to be developed and upgraded in 2010, with the
aim of the long-term improvement of asset management. The most important elements include the
completion of the project to introduce IT support for the portfolio method of asset management, an
upgrade to the investment restrictions system and streamlining the risk management process.

6.3.1 Credit Risk

Credit risk in investments in debt securities is managed by setting restrictions on the exposure

to individual issuers. Kapitalska druzba has detailed procedures for monitoring credit exposure

to investments in the instruments of financial institutions. Credit risk is also managed by the
dispersion of investments by industry and by prompt monitoring of the companies’ business.
Within the scope of the company regulations, the ratings of business partners are determined by
applying an internal model and by using the ratings of Standard & Poor's, Fitch and Moody's. The
Management Board of Kapitalska druzba approves investments based on proposals by investment
committees.

6.3.2 The Risk of Changes in the Prices of Securities
The allocation of a portion of Kapitalska druzba’s investments abroad reduced the dependence
of the portfolio of long-term investments on changes in prices on the Slovenian capital market. In

line wiits investment policy, Kapitalska druZba will continue to allocate a portion of its investments
abroad in 2010.
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