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Main Accounting Policies

2. Main accounting Policies

2.1 The use of estimates and judgments

The preparation of consolidated financial statements in conformity with
IFRS requires the use of certain accounting estimates and assumptions
that affect the reported amounts of assets and liabilities as at the re-
porting date and the amount of income and expenses in the reporting
period. Although these estimates are based on the management’s best
knowledge of current events and activities, actual results may differ

from these estimates.

Accounting estimates and underlying assumptions are reviewed on an
on-going basis. A change in an accounting estimate is recognised for
the period to which the estimate refers as well as for any future periods
affected.

The most important uncertainty estimates and decisive judgments pre-

pared by the management while applying the accounting principles and

having the strongest impact on the figures in the financial statements

are the following:

= Insurance technical provisions: Provisions are calculated on the
basis of insurance contracts and past trends in occurred loss events
and adjusted for future expectations. The accounting policies are
presented in Section 2.19, the main assumptions in Section 3, and
an analysis of changes in these provisions in Section 6.13. A liability
adequacy test as at 31 December 2011 is also given.

= Calculation of the fair value of financial assets and impairment
thereof: An estimate of the fair value of financial assets, the price of
which cannot be determined in an active capital market, has been
made on the basis of several assumptions. Possible changes in these
assumptions are reflected in the amount or even the impairment
of these assets. Due to the financial crisis, the assessed fair value is
subject to greater uncertainty. The accounting policies are presented
in Sections 2.7, 2.8 and 2.9. The parameters and assumptions ap-
plied in the valuation of non-quoted financial assets are presented
in Section 3.5. The values of individual types of assets are reported
in Section 6.5. Sensitivity analysis for the calculation of fair values is

presented in Section 4.3.

2.2 Functional and presentation currency

Items included in the separate financial statements of each of the Group
entities are measured using the currency of the primary economic envi-
ronment in which the respective entity operates (functional currency).
The consolidated financial statements are presented in euros, which is

the presentation currency of the Group.

Foreign exchange differences arising from changes in the amortised cost
of monetary items, denominated in foreign currency and classified as
available-for-sale financial assets, are recognised in the income state-

ment. Foreign exchange differences from non-monetary items, such as

equity instruments classified as financial assets measured at fair value
through profit or loss, are recognised in the income statement. Foreign
exchange differences from non-monetary items, such as equity instru-
ments classified as available for sale financial assets, are recognised in
equity as fair value reserve together with the effects of the measure-

ment at fair value under other comprehensive income.

The financial statements of Group entities that have a functional cur-

rency different from the presentation currency are translated into the

presentation currency as follows:

= assets and liabilities are translated at the final exchange rate as at
the balance sheet date; and

= income, expenses and costs at the average exchange rate for the

year.

For the consolidation of equity items the historical exchange rate is used.
Differences arising from the use of the historical exchange rate are dis-

closed as a separate equity item: currency translation differences.

2.3 Intangible assets

Intangible assets are accounted for using the cost model. After initial rec-
ognition, an intangible asset is carried at its cost less any accumulated

amortisation and any accumulated impairment loss.

Amortisation is calculated using the straight-line amortisation method.

Annual amortisation rate

Software 20.0%

Other economic rights 1.0% - 20.0%

The amortisation period and the amortisation method for an intangible
asset with a finite useful life are reviewed at least at the end of each
business year. If the expected useful life of an asset differs from previous

estimates, the amortisation period is adjusted accordingly.

Intangible assets with an indefinite useful life are not amortised, but are
subject to impairment tests on an annual basis. These assets are im-

paired if their carrying amount exceeds their recoverable amount.

Upon acquisition of a subsidiary or associated company, the difference be-
tween the Group’s share in the fair value of assets and liabilities acquired
and the fair value of the given consideration is calculated. Where the con-

sideration exceeds the net assets acquired, goodwill is recognised.

Intangible assets governed by IFRS 4 also include assets that in business

combinations are recognised as:

«  contractual rights arising from insurance contracts acquired in a
business combination (the list of insurance policyholders) accounted
for as intangible assets with an indefinite useful life;

«  thevalue arising from insurance contracts as the difference be-

tween fair value and the value actually accounted for in accordance



with accounting policies (the value of business acquired-VOBA). At
initial recognition, the measurement of these assets depends on the
measurement of the underlying insurance obligations on the basis
of which these assets were recognised (provisions for outstanding

claims).

Deferred acquisition costs for non-life insurance contracts, determined

proportionally to unearned premiums, are also a part of intangible assets.

Deferred acquisition costs for life insurance contracts are considered in
the calculation of mathematical provisions using the Zillmer method.
Negative reserves after the application of this method are not capital-
ised. A change in the deferred acquisition cost of life insurance contracts

is recognised as a change in the mathematical provision.

Accounting policies regarding the impairment of intangible assets are
described in Section 2.15.

2.4 Property, plant and equipment

Property, plant and equipment are accounted for using the cost model.
The cost of an item of property, plant and equipment comprises its
purchase price and any other costs directly attributable to bringing the
asset to the location and the conditions necessary for it to be capable of

operating.

After initial recognition, an item of property, plant and equipment is car-
ried at its cost less any accumulated depreciation and any accumulated
impairment losses. Depreciation is calculated using the straight-line

depreciation method. Depreciation rates are given below.

Annual depreciation rate

Buildings 1.5%-5.0%
Transport vehicles 12.5%
Computers and hardware 50.0%

Office and other furniture 10.0% - 20.0%

Other equipment 6.7% - 25.0%

Depreciation of an asset begins when it is available for use. The deprecia-
tion charge for each period is recognised in profit or loss. Depreciation of

an asset ceases as at the date that the asset is derecognised.

The residual value and useful life of an asset are reviewed as at the re-
porting date and adjusted in the event expectations differ from previous

estimates.

The gain or loss from the derecognition of property, plant and equip-
ment is determined as the difference between the net disposal proceeds
and the carrying amount of the item and is included in profit or loss

when it is derecognised.

Maintenance and repair costs are recognised in the income statement
as incurred. Further investments that increase future economic benefits

increase the value of property, plant and equipment.
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Accounting policies regarding the impairment of property, plant and

equipment are described in Section 2.15.

2.5 Investment property

Investment property is property held to earn rentals. Property is classi-
fied as investment property if not used by the holder for performing its
business activities or if only a minor part of the building is used for that

purpose.

Investment property is accounted for using the cost model. The cost of
purchased investment property comprises its purchase price and any
directly attributable expenditure. After initial recognition, investment
property is carried at its cost less any accumulated depreciation and any

accumulated impairment losses.

Investment property is depreciated and impaired using the same meth-
od as that used for property, plant and equipment described under 2.4.

Fair values for disclosure purposes are based on a valuation by an in-
dependent appraiser who holds a recognised and relevant professional

qualification.

All income arising from investment property is rental income and is

shown in the income statement under »Other income«. Expenses arising
from investment property consist of the depreciation charges and main-
tenance costs of the investment property. In the income statement, they

are disclosed under »Other expenses«.

Accounting policies regarding the impairment of investment property

are described in Section 2.15.

2.6 Investments in associates

Associates are those entities in which the Group has a significant influ-
ence. In the consolidated financial statements, investments in associates
are accounted for using the equity method. The part of the profit or loss

of associates attributable to the Group is recognised in the income state-
ment. The percentage of change in the other comprehensive income of the

associate is recognised in the other comprehensive income of the Group.

2.7 Financial assets (excluding operating
receivables and cash)

Financial assets are classified into the following groups: financial assets
at fair value through profit and loss, financial assets held to maturity,
loans and receivables and available-for-sale financial assets. Their clas-
sification depends on the initial intent at the time of their purchase.
Management decides on the classification of assets at the date of initial

recognition.

At initial recognition, financial assets are measured at fair value plus,

in the case of financial assets not at fair value through profit or loss,
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transaction costs that are directly attributable to the acquisition of the
financial asset (allowances to agents, consultants, and brokers, fees paid

to the Stock Exchange and other transfer related fees).

The trade date is used for the initial recognition of financial assets, ex-

cept for loans and receivables, for which the settlement date is used.

Available-for-sale financial assets

Available-for-sale financial assets are those non-derivative financial
assets that are classified as available for sale and not classified as loans
and receivables, financial assets held to maturity, or financial assets

recognised at fair value through profit and loss.

After initial recognition, financial assets classified as available for sale are
measured at their fair value, without deducting transaction costs that
may occur in their sale or other disposal. Financial instruments not listed
on a stock exchange are measured at fair value on the basis of their pric-
es in the latest transactions (official price offers by stock broking firms or
banks for certain securities) or using different pricing models (discount-
ing of expected cash flow). Details on valuation models are described in
Section 3.5. Equity instruments not quoted in an active market and for

which the fair value cannot be reliably measured are measured at cost.

Changes in fair value are recognised directly in other comprehensive
income as an increase (gain) or decrease (loss) in the revaluation surplus,
with the exception of asset impairments and foreign exchange differ-
ences regarding monetary items, such as debt securities recognised in

the income statement.

When available-for-sale financial assets are derecognised, the accumu-
lated losses or gains, previously recognised under other comprehensive

income, are transferred to the income statement.

Held-to-maturity financial assets
Financial assets held to maturity are non-derivative financial assets with
fixed or determinable payments and fixed maturities that the Group

definitely intends to hold and is able to hold to their maturity.

Financial assets held to maturity are measured at amortised cost re-

duced for impairment.

Financial assets at fair value through profit and loss

This category is divided into two groups: financial instruments held for
trading and financial instruments measured at fair value through profit

and loss.

Afinancial asset is classified as such if the underlying purpose of its ac-
quisition was for resale within a short period of time, if it forms part of a
portfolio of financial instruments aimed at short-term profit generation
or if this classification was decided on by the management. Derivative
financial instruments are always classified as financial instruments held

for trading.

A financial asset designated at fair value through profit and loss is an asset:

= heldin long-term business funds® for the purpose of covering liabilities
arising from insurance contracts, relating to a change in the fair value of
these assets; such a classification eliminates or reduces any mismatches
that might arise from the measurement of assets and liabilities or the
recognition of gains and losses arising from various contracts; or

=  managed and its performance measured based on fair value in ac-

cordance with the Group’s investment policy.

After initial recognition, financial assets measured at fair value through
profit or loss, excluding derivative financial markets not traded and not
quoted on stock markets, are measured at fair value on the basis of

prices quoted in an active market.

Gains and losses arising from a change in fair value are recognised in the

income statement.

The category of financial assets designated at fair value through profit
and loss also includes financial assets with embedded derivative financial

instruments. These are measured at fair value through profit and loss.

Loans and receivables
Loans and receivables (excluding receivables from insurance operations)
are non-derivative financial assets with fixed or determinable payments

not listed in an active market.

After initial recognition, loans and receivables are measured at cost and
later at amortised cost using the effective interest method. The impair-
ments of loans and receivables are recognised if there is objective evi-
dence that the receivable will not be recovered in accordance with the

contractual terms.

Derivative financial instruments

After initial recognition, derivatives are measured based on their fair value,
with effects recognised in the income statement. The fair value is deter-
mined on the basis of the price quoted in an active market. If the price is
not known, the fair value is determined on the basis of the latest transac-
tions or by using another pricing model (discounting of expected cash
flow: the Black-Scholes option pricing model). Derivatives include financial
instruments used for protecting cash flows against interest rate risk as well
as for protecting the cash flows of individual financial instruments and
other items. All of the documented gains and losses due to changes in fair

value are recognised in profit or loss through financial income or expenses.

2.8 Fairvalue of financial assets

The fair value of financial instruments traded on organised financial
markets is measured on the basis of their prices quoted as at the report-
ing date. In the event no quoted price is available, the price offered by

stock brokers is used as the reference price.

6 Long-term business funds include the assets of insured persons arising from life
insurance, supplementary voluntary pension insurance and unit-linked insurance.



If there is no active market for a financial instrument, its fair value is
measured by valuation techniques. These valuation techniques include
the use of recent arm’s length transactions (if any), comparison with the
current fair value of another instrument with similar key features, dis-
counted cash flow analyses and option pricing models. If there is a valu-
ation technique commonly used by market participants for establishing
instrument prices and if such a technique has yielded reliable estimates
of prices used in actual market transactions, such a technique is applied

by the Group.

In the discounted cash flow method, future cash flows and discount
rates are applied as estimated by the management, reflecting interest

rates on comparable instruments.

When the fair value of financial instruments cannot be reliably meas-
ured, the financial instruments are measured at cost (paid or received

amount) increased by expenses incurred in the underlying transaction.

For disclosure purposes, a price level hierarchy has been applied for all

financial assets measured at fair value as follows:

= Level 1: valuation through market prices quoted for identical assets
in an active market (stock exchange prices and Bloomberg generic
prices).

= level 2: valuation through comparable market data (other than
prices of identical listed assets), acquired directly or indirectly for an
identical or similar asset.

= Level 3: valuation through valuation models operating mostly based

on unobservable market inputs.

2.9 Derecognition of financial assets

A financial asset is derecognised when:

= the contractual rights to cash flows from the financial asset expire;

= the Group retains the contractual rights to cash flows from the
financial asset and assumes the obligation to pay cash flows to one
or several payees by agreement;

= the Group transfers the contractual rights to cash flows from the
financial asset, and:
- has transferred all of the risks and benefits arising from the finan-

cial asset, or

- has not retained or transferred the risks and benefits arising from

the financial asset, but has transferred control over that asset.

2.10 Reinsurers' share of technical
provisions

Reinsurers’ share of technical provisions is an asset arising from reinsur-

ance contracts.

The value of these assets is measured based on the expected losses, i.e.
claims provisions for reinsured claims in accordance with reinsurance

contracts and taking into account unearned premiums.
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Assets from reinsurance contracts are derecognised when the rights
from the underlying insurance contracts expire or are transferred to a

third party.

2.11 Receivables from insurance
operations

Receivables from insurance operations are recognised when insured
persons are charged the premium. Receivables from active reinsurance
are recognised based on estimates and calculations based on valid re-
insurance contracts. After initial recognition, receivables are measured
at fair value reduced by the impairment allowance, so as to show their

expected recoverable amount.

Subrogation receivables are recognised when the first instalment is paid
by the debtor, after a receivable has been tested in court or based on an
agreement made with the subrogation debtor. In credit insurance, subro-

gated receivables are recognised upon occurrence.

2.12 Other assets

Other assets include inventories, deferred expenses and accrued revenue.

At initial recognition inventories are measured at cost. The cost of inven-
tory comprises all costs of purchase. The cost of inventories is assigned

by using the first-in, first-out (FIFO) formula.

Short-term deferred expenses are amounts that will impact profit or loss
in the following accounting periods. They are accrued in order to ensure
their even impact on profit or loss, or to accrue prepaid expenses not yet

incurred.

Accrued revenue refers to revenue earned in the current accounting

period but that will be collected in a subsequent period.

2.13 Cash and cash equivalents

Cash and cash equivalents include cash at bank and cash in hand.

2.14 Non-current assets held for sale

Non-current assets held for sale include assets that meet the criteria to
be classified as such in accordance with IFRS 5. These assets are meas-

ured at the lower of the carrying amount and fair value less costs to sell.

2.15 Impairment

Intangible assets and property, plant and equipment

At the reporting date, the value of intangible assets is estimated to
determine whether there are any objective signs of impairment. In the
event there are objective signs of impairment, the recoverable amount is

assessed. The recoverable amount of intangible assets with an indefinite
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useful life and of intangible assets not yet put into use is measured on

an annual basis, irrespective of any objective signs of impairment.

The value of goodwill and contractual rights is tested as at the reporting
date so as to ascertain if there are any objective signs of impairment.
Impairment of goodwill and contractual rights is recognised for a cash
generating unit, which represents an individual company. In the event
signs of impairment are present, the recoverable amount of assets is

estimated that represent its value in use.

Goodwill impairment testing is carried out in compliance with the In-
ternational Valuation Standards (IVS). The testing and the estimation of
potential impairment is carried out in accordance with the estimated
recoverable amount. The basis for the explicit forecast period are the
available plans of the management and assessors’ estimates of market
convergence towards more developed ones, taking into account the
forecasted economic convergence of international financial institutions
and other EU regulators. The discount rate is calculated by applying the
CAPM method and surpluses for specific risks. Goodwill impairment tests

are carried out on an annual basis.

At the reporting date, the value of property, plant and equipment is
estimated to determine whether there are any objective signs of impair-
ment. In the event there are objective signs of impairment, the recover-
able amount (the higher of an asset's fair value less costs to sell and its
value in use) is assessed. If the recoverable amount exceeds the carrying

value, the assets are not impaired.

If the carrying amount of an asset or group of assets exceeds their recov-
erable amount, an impairment loss is recognised in the amount equal-

ling the difference between the two.

For material assets, impairments are assessed on an individual basis. The
impairment of the remaining financial assets is carried out collectively,

on the basis of the nature of their exposure to risk.

The previously recognised impairment losses of property, plant and
equipment and intangible assets are reversed only if their recoverable
amount increases and if this increase can be objectively related to an
event occurring after the previous impairment was recognised. An
impairment loss of an asset is derecognised only up to the amount of
the carrying amount that would have resulted after the depreciation
charge, if in previous periods no impairment loss had been recog-

nised.

Investment property

The value of investment property is estimated on an annual basis in
order to determine whether there are any objective signs of impairment.
In the event of any sign of impairment of investment property, the recov-
erable amount (the higher of an asset's fair value less costs to sell and its
value in use) is assessed. If the carrying amount of investment property
exceeds its recoverable amount, an impairment loss is recognised in an

amount equalling the difference between the two.

Financial assets and investments in associates
Objective signs of the impairment of investments in associates are re-
viewed on an annual basis. Underperformance of an associate may rep-

resent an objective sign of impairment.

The impairment loss of an available-for-sale financial asset is calculated
on the basis of its current fair value. If there is objective evidence of the
impairment of an available-for-sale financial asset, the accumulated
loss, previously recognised in other comprehensive income, is transferred
to the income statement. For equity securities, objective evidence of
impairment includes statutory changes (bankruptcy, liquidation, etc.),

a significant decrease in the fair value of a security (above 40%) or a
long-term decrease in the fair value of a security (continuing for more
than nine months). For debt securities, objective evidence of impairment
includes statutory changes (bankruptcy, liquidation, etc.), payment ar-
rears or other significant negative events related to the creditworthiness

of the issuer.

The reversal of the previously recognised impairment losses of equity
instruments, classified as available-for-sale financial assets, is recognised

in other comprehensive income.

The impairment loss of a financial asset, measured at amortised cost, is
calculated as the difference between that asset’s carrying amount and
the present value of expected future cash flows, determined on the basis

of the historical effective interest rate.

A reversal of previously recognised impairment of financial assets meas-
ured at amortised cost and debt instruments classified as available for
sale is recognised in the income statement. Impairment may be reversed
if such a reversal can be objectively related to an event occurring after

the previous impairment was recognised.

Insurance receivables

The adequacy of the value disclosed is tested for each group of receiva-
bles. All insurance receivables are tested for impairment or impairment
reversal at least at the end of the business year. Impairments are re-
corded as an adjustment of the value of receivables and are formed indi-
vidually or collectively for receivables with similar credit risk. Credit risk
is assessed based on the classification of receivables by maturity and the
experience of previous years regarding the recovery of receivables with
the same maturity. Impairment loss is recognised as an expense from

insurance operations.

Reinsurers’ share of technical provisions

Reinsurers’ share of technical provisions (assets from reinsurance con-
tracts) is tested for impairment on an annual basis. These assets are
impaired only if there is objective evidence resulting from an event oc-
curring after the initial recognition of the reinsurance asset showing
that the amounts due from reinsurers in accordance with a contract may
not be recovered and if the event has a reliably measurable effect on the

amounts that will be recovered by Zavarovalnica Triglav from the reinsur-



er. An impairment loss of assets from reinsurance contracts is recognised

in the income statement.

2.16 Equity

Share capital equals the nominal value of paid-up ordinary shares, de-
nominated in euros. When Zavarovalnica Triglav or a subsidiary acquires
shares of Zavarovalnica Triglav, their value is disclosed as a deduction
from the Group’s equity. The same amount is then allocated to treasury

share reserves as required by the Companies Act (hereinafter: »ZGD-1«).

Share premium is formed from the paid-in capital surplus and other
capital contributions in line with the Memorandum and Articles of
Association. Share premium also includes amounts resulting from the
introduction of IFRS (the reversal of a general equity revaluation ad-

justment).

Reserves from profit are legal reserves, statutory and other reserves,
treasury share reserves, credit risk equalisation reserves. Some insurance
companies outside the Republic of Slovenia that are members of the

Triglav Group set aside contingency reserves as well.

The consolidated financial statements also include legal, statutory and
other reserves from profit. Legal reserves are formed and used in line
with the Companies Act (ZGD-1) and the local legislation of each subsidi-
ary. Together with share premium, they have to amount to no less than
10% of the share capital. They represent tied capital set aside in order to

protect creditors’ interests.

Statutory reserves represent up to 20% of share capital of the parent
company. Based on a decision by the Management Board, Zavaroval-
nica Triglav may allocate up to 5% of net profit to statutory reserves in
any business year, decreased by any amounts used for covering losses
brought forward and amounts allocated to legal reserves and reserves
from profit. Statutory reserves may be used for covering loss after tax for
the business year or loss brought forward, for treasury share reserves, for
increasing share capital from authorised capital, as well as for dividend

payment policy purposes.

According to the Companies Act, the Management Board of Zavaroval-
nica Triglav may allocate net profit for the current year to other profit
reserves, i.e. up to one half of the net profit remaining after statutory

allocations.

Credit risk equalisation reserves in Slovenia are formed and calculated

in line with the Insurance Act. The Insurance Act defines equalisation
reserves as a liability and requires that they are recognised under in-
surance technical provisions and formed or used through the income
statement. Pursuant to local legislation, such reserves are also formed
by the following subsidiary insurance companies outside the Republic of
Slovenia:

=  Lovéen Osiguranje a.d., Podgorica;

= Triglav Osiguranje, a.d.o., Beograd.
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As this is not in compliance with IFRS, the Group discloses equalisation
reserves under reserves from profit in accordance with IFRS and forms
them from profit for the year in the statement of changes in equity or
from retained profit. Contingency reserves are formed in accordance
with the local legislation of Croatia and Bosnia and Herzegovina. They
amount to no less than one third of net profit for the current year and

are earmarked for covering possible future losses.

2.17 Subordinated liabilities

Subordinated liabilities refer to subordinated debt instruments which
are, in accordance with the underlying agreements, to be paid last in the
event of the issuer’s bankruptcy or liquidation. Subordinated liabilities

are measured at amortised cost.

2.18 Classification of insurance and
financial contracts

All products in the portfolio of the Triglav Group are classified as insur-
ance contracts, because all of the products bear significant insurance
risk. The significance is determined on the basis of additional payments
upon the occurrence of a loss event. The significance of additional
amounts is assessed by comparing the greatest difference between the
value of the payment in the event of a loss event and the payment in
other cases. Percentages from 105% to 110% are used for the assess-

ment of significance.

For the purpose of accounting for assets covering liabilities that arise
from insurance contracts, in addition to assets backing liabilities, three
long-term business funds have been formed: a long-term business fund
for unit-linked products, a long-term business fund for supplementary
voluntary pension insurance and a combined long-term business fund

for life, annuity and voluntary pension insurance.

2.19 Insurance-technical provisions

Unearned premium provisions

Unearned premium provisions are formed for the part of gross writ-

ten premium that refers to the following business year(s). These are
calculated separately for individual insurance contracts using the pro
rata temporis method, except for insurance policies where insurance
coverage changes during their term and where the expiry of insurance
coverage is agreed to be more than one year after the insurance policy is
taken out. Unearned premiums are calculated both for life and non-life

insurance contracts.

Claims provisions
Claims provisions are formed for claims incurred but not settled until the
reporting date. Claims provisions are formed for reported claims as well

as for unreported and inadequately reported claims.
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Provisions for reported claims are set aside on the basis of individual
loss files. Provisions for non-life annuities in Zavarovalnica Triglav are
calculated as a capitalised annuity value based on the German mortality
tables of 1994 and an interest rate of 2.75%, as prescribed by the regula-
tor. Other insurance companies in the Triglav Group use different local

mortality tables.

Provisions for incurred but not reported claims (IBNR) are calculated by

means of »triangle« methods (a combination of Chain Ladder and Born-
huetter- Ferguson methods). The basis for calculation is a sample of past
claims experience with appropriate allowance for future trends. For this

purpose a several-year-long time series of settled claims is applied.

With the exception of annuities, provisions for outstanding claims are
not discounted. The methods used and estimates made are reviewed at

least on an quarterly basis.

Mathematical provisions

Mathematical provisions for life, annuity, pension and unit-linked prod-
ucts are calculated separately for each individual policy. For life, annuity
and pension contracts in the pay-out period, a modified net premium
prospective method is applied, taking into account insurance contract
acquisition costs. For pension contracts in the saving period, where the
nature of products makes the aforementioned method inappropriate,
the retrospective net premium method is applied. The liabilities for unit-
linked insurance contracts are evaluated for each insurance policy as the
fair value of assets in the investment account decreased by capitalised
future management charges on initial units (actuarial funding). For cer-
tain insurance products, additional provisions are formed for covering

contractual risk payments.

All calculations allow for prudent actuarial assumption bases, the leg-
islation in force and all liabilities to policyholders arising from contracts

and the respective terms and conditions.

Mathematical provisions also contain components for discretionary
benefits allocated to policyholders in the past, based on the terms and

conditions of the underlying contracts.

A portion of fair value reserve of available-for-sale financial assets, which

will be distributed among policyholders after maturity, is also included in

mathematical provisions. The principle of shadow accounting is applied.

All effects from fair value measurement of available-for-sale financial as-

sets are recorded in equity (fair value reserve). The sums are then trans-

ferred to mathematical provisions on the reporting date, as follows:

= the entire fair value reserve from available-for-sale financial assets
(disclosed as investment in the fund covering the Supplementary
Voluntary Pension Insurance Fund (SVPI)) is transferred from other
comprehensive income to mathematical provisions;

= an 80% portion of the entire fair value reserve from available-for-
sale financial assets (disclosed under the life insurance long-term
business fund) is transferred from other comprehensive income to

mathematical provisions.

The applied assumptions and other parameters are presented in greater
detail in Section 2.3.1.

Other insurance-technical provision

Provisions for bonuses in non-life insurance are formed for the part of
the premium that will be reimbursed to those beneficiaries who meet
certain beneficiary criteria set out in insurance conditions (total loss
ratio over the last three years, financial discipline in premium payment
and total insurance premium). An annual analysis and preset criteria are

used to calculate the amount of premium reimbursement.

Provisions for cancellations represent that part of unearned premiums
which is expected to be reimbursed in the event of early cancellation and

for which deferred acquisition costs have been formed.

Provisions for unexpired risk are formed for policies where, based on past
experience, it is assumed that the amount of unearned premiums will

not suffice for covering all future claims.

In Triglav Pojist'ovna, Czech Republic, the provisions are formed accord-

ing to Czech insurance Bureau requirements.

2.20 Other provisions

Employee benefits comprise provisions for jubilee and retirement ben-
efits and unused leave. The calculation of these provisions is made by
using the actuarial evaluation method, i.e. the method of the estimated
relevance of units or the method including profit proportionally to the
work carried out. In line with IAS 19, the calculation is based on the fol-
lowing actuarial assumptions:

= demographic variables (employee mortality and labour turnover),
= financial assumptions, such as:

- discount rate with reference to the yield curve published by the
European Central Bank or other European bonds as at the report-
ing date and estimates of

- future salary increases taking into account inflation, seniority,
promotion and other relevant factors, such as supply and demand

in the labour market.

2.21 Other financial liabilities

At initial recognition financial liabilities are measured at the cost arising
from relevant underlying documents. They are decreased by amortised
costs and increased by accrued interest. In the financial statement fi-
nancial liabilities are disclosed at amortised value. Interest paid on loans
taken is recognised as expense and accordingly accrued over the term of

the underlying loan.



2.22 Operating liabilities and other
liabilities
Operating liabilities and other liabilities are recognised in the statement

of financial position based on the contractual obligation to pay. At initial

recognition, operating and other liabilities are measured at cost.

2.23 Premium income

Net premium income is calculated on the basis of gross written premium
and gross outward reinsurance premium, reduced by reinsurers’ and
retrocessionaires’ share and adjusted depending on the change in gross
provisions for unearned premiums taking into account the reinsurers’
and retrocessionaires’ share in provisions for unearned premiums. The
invoiced premium serves as the basis for recognising gross written pre-

mium.

2.24 Income from financial assets

Income from financial assets arises from interest income, dividends,
changes in fair value, capital gains and other financial income. In the
income statement, interest income is carried at amortised cost using
the effective interest rate, which does not apply to financial assets rec-
ognised at fair value through profit and loss. Income from dividends is
recognised in the income statement once the right to the payment is
obtained. Income from changes in fair value arises from the subsequent
remeasurement of the fair value of financial assets recognised at fair
value through profit and loss. Gains on disposal arise from the derecog-
nition of financial assets other than those recognised at fair value
through profit and loss. The difference between the carrying amount of a

financial asset and its sales value represents a realised gain.

Income from financial assets includes net unrealised gains on unit-linked
life insurance assets. The latter arise from changes in the fair value of

unit-linked life insurance assets.

2.25 Other income from insurance
operations

Other income from insurance operations represents fees and commis-
sion income (asset management fees, reinsurance commissions, en-
trance and withdrawal fees and other) and includes other income from
insurance operations (income from green card sales, loss adjustment
services, assistance services and other). It is recognised in the income

statement once a service has been provided and/or invoiced.

2.26 Other income

Other income includes investment property income, income from intan-

gible assets and property, plant and equipment, as well as other income
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not directly related to insurance operations. Other income is recognised

in the income statement when an invoice is issued.

2.27 Claims incurred

Net claims represent gross claims settled (claims incurred and claim han-
dling costs), reduced by the reinsurers’ share and subrogated receivables,
and adjusted by the change in gross provisions for outstanding claims,
taking into account the reinsurers’ share of these provisions. Claim han-
dling costs consist of external and internal costs of assessing the eligibil-
ity and amount of claims, including court fees and charges, expert fees

and subrogation recovery expenses.

Gross claims are recognised in the income statement once they have

been settled.

2.28 Other operating costs and costs of
insurance acquisition costs

Gross operating costs are recognised as original expenses by natural type
of cost. In the income statement these costs are classified by function.
Claim handling costs are a constituent part of claims incurred, asset
management costs are a constituent part of investment expense, whilst
insurance contract acquisition costs and other operating costs are sepa-
rately disclosed in the statement. All operating costs are disclosed by

natural type and function.

2.29 Expenses from financial assets and
liabilities
Other financial expenses are interest expenses, fair value losses, net real-

ised losses on financial assets, permanent impairment losses and other

financial expenses.

In the income statement, interest expense is recognised using the effec-
tive interest method, which does not apply to the financial assets meas-

ured at fair value through profit and loss.

Expenses due to changes in fair value arise from the subsequent re-
measurement of the fair value of financial assets recognised at fair value

through profit and loss.

Losses on disposal arise from the derecognition of financial assets other
than those measured at fair value through profit and loss. The difference
between the carrying amount of a financial asset and its sales value

represents a loss incurred.

Expenses from financial assets include net unrealised losses on unit-
linked life insurance assets. These expenses reflect the change in the fair

value of unit-linked insurance assets.
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2.30 Other insurance expenses

Other insurance expenses include entrance, withdrawal and manage-
ment fees, losses arising from the impairment of receivables, fire protec-
tion tax, prevention expenses and other insurance-related expenses.
Other insurance expenses are disclosed in the income statement once a

service is provided.

2.31 Other expenses

Other expenses comprise other expenses not directly arising from insur-
ance operations. Other expenses are disclosed in the income statement

once a service is provided.

2.32 Taxes

Tax expense for the year comprises current and deferred tax. Deferred tax
is calculated for all temporary differences between the amounts of assets
and liabilities used for taxation and their carrying amount. The impact

of the recognition of deferred tax receivables or liabilities is disclosed as
income or expense in the income statement, excluding taxes charged on

a business event recognised under other comprehensive income.

In the Republic of Slovenia, current income tax is charged at a 20% tax
rate and in other countries where subsidiaries operate at tax rates en-

acted by local tax laws (as shown in Section 1.6).

In consolidation, temporary differences may be recognised, arising either
from the difference between the official financial statements of a sub-
sidiary and those adjusted for consolidation purposes, or from consolida-

tion procedures.

2.33 Adoption of new and revised IFRS

In the current year the Group has adopted all of the new and revised
Standards and Interpretations issued by the International Accounting
Standards Board (the IASB) and the International Financial Reporting
Interpretations Committee (IFRIC) of the IASB that are effective for ac-
counting periods beginning on 1 January 2011.

The following amendment to published Standards will be effective after
1January, 2011:
= Amendments to IFRS 7: Disclosures — Transfer of Financial Assets

(effective for annual periods beginning on or after 1 July, 2011)

The Amendments require disclosure of information that enables

users of financial statements:

- To understand the relationship between transferred financial as-
sets that are not derecognised in their entirety and the associated
liabilities; and

- To evaluate the nature of, and risks associated with, the entity's

continuing involvement in derecognised financial assets.

The Amendments define »continuing involvement« for the purpose of

applying the disclosure requirements.





