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Uniting All Our
Advantages

The Port of Koper and Slovenia: a port and a country representing
a crossroads in the full meaning of the word, and therefore much
larger than a map can reveal. Besides their exceptional position
at the junction between north and south, east and west, they
share much more. First of all, the desire for their guests, and

in Luka Koper their goods and customers, to be satisfied. They
also share quality, for which they are both receiving international
awards, followed by endeavours for sustainable development,
which is keeping pace with social responsibility. That is why our
business report for a year marked by high achievements speaks
of our connectedness with the environment in which we work. We
are combining its advantages and using them to build our joint
reputation. Join us for a stroll through the past year and through
the Port of Koper.

At Luka Koper, d.d. we are proud of the EFQM European award
for business excellence received in 2005.






Dear Sir or Madam,

before you is the Annual Report of Luka Koper, d.d. and the Luka
Koper Group. Its purpose is to present the business operation of
the Company and the group in 2005, significant achievements, and
our plans for the future.

The basis of the Annual Report is the business operation of Luka
Koper, d.d. and its subsidiaries, the financial report of Luka Koper,
d.d. and the consolidated financial report of the Luka Koper Group.
Luka Koper, d.d. is the most important company in the Luka Koper
Group, which is why the Business Report is focused primarily on
the business operation of the controlling company. The financial
statements of Luka Koper, d.d. have been prepared in conformity
with the provisions of Slovene Accounting Standards. This report,
featuring key findings in connection with the Luka Koper Group
and observing the provisions of International Financial Reporting
Standards (IFRS), is for easier comprehension included in the
consolidated financial report of the Luka Koper Group.






Contents

Selected Performance Indicators

Company Profile

Organizational Structure of the Luka Koper
Group

Statement of the Chairman of the Management
Board

Report of the Supervisory Board

Corporate Governance Report

Observation of the Corporate Governance Code
Shareholders’ Rights

Informing Shareholders and the General Public

Two General Meetings in 2005

The Supervisory Board

The Management Board

Management and Governance of Associated Companies
Financial Calendar for the Year 2006

Key Achievements and Growth

Significant Events in 2005

Business Report

Development Strategy

Vision

Mission

Strategic Orientations

Business Policy

Key Opportunities

Plans for the Year 2006

Macroeconomic Environment and Current
Situation in the Sector

Analysis of Business Performance
Basic Operating Ratios

Internal Audit

Risk Management

Investment Policy

Marketing and Customers

Business Excellence

Firstin Slovenia to receive the European Award for
Business Excellence

An Integrated Management System

Oriented Towards Customers

Plans for the Year 2006

Human Resources Management
Shareholder Satisfaction

Ownership Structure

Trading in Shares

Dividend Policy

Report on Sustainable Development
Active Partnership with the Local Environment
Plans for a Higher Quality of Living

o]

28
29
30
36
36
37
40
A

Lt
A
45
45
47
51
51
53
54
58
58
59

Luka Koper, d.d., 2005 Annual Report

Environmental Report
Environmental Goals in 2006
Operations of Subsidiaries

Financial Report of Luka Koper, d.d.
Auditor’s Report

Income Statement

Balance Sheet

Cash Flow Statement

Statement of Changes in Equity

Financial Statements with Notes

Accounting Policies and Disclosures

Notes to the Financial Statements

Contractual Relationship with the Republic of Slovenia
and the Management of Port Infrastructure
Distributable Profit of the Parent Company
Business Cooperation with Subsidiary Companies
Post-balance Sheet Events

Statement of Responsibility of the Management
Transition to International Standards of Financial
Reporting

Financial Report of the Luka Koper Group
Auditor’s Report

Transition to International Standards of Financial
Reporting

Consolidated Income Statement

Consolidated Balance Sheet

Consolidated Cash Flow Statement

Consolidated Statement of Changes in Equity
Financial Statements with Notes

Accounting Policies and Disclosures

Disclosure of Effects of the Transition to International
Standards of Financial Reporting

Notes to the Financial Statements for the

Financial Year ended 31 December 2005,

Prepared In Accordance With IFRS

Relations of the Parent Company with Subsidiaries
and Associates and Relations between

Subsidiary Companies

Contractual Relationship with the Republic of Slovenia
and the Management of Port Infrastructure
Post-balance Sheet Events

Statement of Distributable Profit

Statement of Responsibility of the Management

Representative Offices

60
b4
65

107
108

NN NN
~O

~N o N W - O

5



It is still night. When day

breaks,

mountains will appear on the northern horizon behind the port. At times it
seems we can touch the alpine peaks with our hands. In the morning, containers
will continue their journey towards Vienna, Milan, the Czech Republic, or maybe
to Bavaria.

TRITON |

({Kalmar
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Selected Performance

Indicators

Operating revenues (millions of SIT)

Cargo throughput (millions of tons)

Net profit (millions of SIT)

Equity (millions of SIT)

EPS (SIT) *

Return on equity (%)

Added value per employee [thousands of SIT)

Number of employees on 31 December

* All shares were included in the calculation of the earnings-per-share ratio (EPS).

Company
Proftile

Name:

Luka Koper, Port and Logistics System, joint stock company
Abbreviated name:

Luka Koper, d.d.

Registered office:

Vojkovo nabrezje 38, Koper

Entered in the register of:
The District Court of Koper, entry number 066/10032200

Registration number: 5144353
Tax number: 82190033

Share capital: SIT 14,000,000,000

Number of shares: 14,000,000

of which 7,140,000 ordinary shares

6,860,000 preference participating shares with limited voting
rights

Nominal value of shares of both classes: SIT 1,000
Quotation of shares: Ljubljana Stock Exchange, quotation of
ordinary shares on the stock exchange

Share symbol: LKPG

Chairman of the Management Board: Robert Casar, LLB

Chairman of the Supervisory Board: Marko Starman, LLM

2001
12,854
9.35
3,638
52,666
259.9
7.29
13,121
633

2002 2003 2004 2005
12,967 14,506 16,733 20,694
9.43 11.04 12.40 13.07
4,494 3,885 4,182 4,189
55,636 57,610 60,604 63,116
321 277.5 298.7 299.2
8.3 6.86 7.07 6.77
12,449 13,029 14,038 16,501
630 647 650 679

Luka Koper manages the Slovene cargo port and is among the
leading service companies in Slovenia. Since its establishment
in 1957, our business results and achievements have enabled
us to build a sound reputation and tradition in the international
environment.

Luka Koper as a port system:

- has 11 specialized and modernly equipped terminals for various
types of cargoes,

- manages the free-trade zone, which covers the entire area of
the Port of Koper,

- is responsible for the maintenance and development of port
infrastructure,

- disposes with 30 hectares of covered warehouses and 96
hectares of open warehouse space on 255 hectares of land,

- offers 25 ship moorings on 3,134 metres of shore alongside 173
hectares of sea area,

- is developing into a logistic system providing integral support to
goods traveling through the Port of Koper.



Organizational Structure
of the Luka Koper Group

parent company

Luka Koper, d.d.

subsidiary companies

Luka Koper INPO, d.o.o.
100 %

Luka Koper Pristan d.o.o.
100 %

Luka Kopar Beograd d.o.o.

90 %

Adria-Tow, d.o.o.
50 %
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associated companies

Adria Transport d.o.o.
50 %

Avtoservis Koper, d.o.o.
49 %

Adriafin d.o.o.
39.45 %

Actual I.T., d.o.o.
26 %

Kopinvest Netherlands BV
25%

Intereuropa d.d.
24.56 %

Golf Istra d.o.o.
20 %

9
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At the Beginning
of a New
Development
Cycle

Luka Koper is the principal developer of Slovene port activities
and one of the main generators of services in the entire transport-
logistics sector in the country. This is written in the introduction

to our new Development Strategy for the Period up to the Year
2015 and, together with the strengthening of our international
competitiveness, represents the basic orientation of the
Management Board which assumed the management of Luka
Koper, d.d. in the autumn of 2005.

For Luka Koper, d.d. and the Port of Koper itself, the past year
was in many respects a turning point. The stable growth and
development of the Port of Koper have been our constants for
almost five decades, ever since the first ship arrived at our port.
This development has intensified in the past decade, notably after
Slovenia’s attainment of independence. For the first time in its
history, Luka Koper, d.d. had to seriously confront the fact that the
environment in which it is developing and growing is not without
limits. The time had therefore come for serious reflection on

the long-term strategy that we will implement through concrete
development decisions.

Traffic-logistic activities have all the natural features and other
possibilities enabling them to become one of the most important
generators of economic development in Slovenia in the coming
decades. The Management Board’s principal task was to prepare
a new strategy that will direct the Port of Koper and the Luka
Koper stock company upon their entry into a new development
cycle. In March of this year, the Supervisory Board will discusse
and aprove the Development Strategy of the Company up to the
year 2015, in which the Management has set some very ambitious
tasks. Luka Koper, d.d. has retained its fundamental vision - to
become the leading port and logistic system for the countries of
Central Europe. Our key development orientations include settling
relations with the state and the local community, utilizing and
constructing facilities that are justifiable from the business aspect
and environmentally acceptable, and improving the structure

of services through active marketing. The strategy foresees

that, in the next decade, the total cargo handled will increase by

approximately 40 percent and reach 18 million tons. In particular
car and container cargoes will increase at an accelerated rate,
while general cargoes will remain on the same level.

In the past year, the Company operated for the first time as an
internal port of the European Union for a whole year. This new
status did not cause any serious problems, as Koper has been
(though unofficially) a European port for several years. Now that
Koper is formally included in the network of European ports, we
must also consider the expectations and requirements embodied
in the adopted traffic policy of integrated Europe. This policy
strongly emphasizes Slovenia’s role as a traditional meeting point
and crossroads of transit routes. Yet it is our task in particular

to determine the degree of significance that Koper will have in
future, and with it the entire Slovene transport route.

In order to keep pace with our competitors, we will need to
expand our capacities. To satisfy growing demands, we will need
additional warehouse areas, especially new operational shores
enabling the entry of large modern ships. Preparations for the
construction of a new pier met with strong opposition from part of
the local community. The representatives of the Government and
competent ministries managed to appease passions by bringing
the debate to a professional and political level. This revealed the
need to comprehensively assess the role and significance of the
Port of Koper and its possibilities, and define its development
goals.

At the beginning of the year, an interdepartmental working

group was established with the task of preparing guidelines for
development, for the comprehensive settlement of legal and
property relations between Luka Koper and the state, and for
assessing the justification of the state land use plan for the entire
port infrastructure. This group completed an enormous task in
the past year, one of its principal achievements being the approval
of a state land use plan for the new Koper-Divaca railway line.
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Through its successful work and business operation, the Luka
Koper stock company is proving that it is a good, economical

and development-oriented provider of port and logistic services
in Slovenia’s only cargo port. This is more than evident in our
results. Just before the end of the year, an anticipated record was
attained - 13 million tons of handled cargo. More important is the
fact that operating revenues increased by 24 percent over 2004,
and operating profit by an amazing 167 percent, reaching the
amount of SIT 3.9 billion. These results prove that our business
orientation towards increasing the share of cargoes with higher
added value, such as containers, cars, fruit, and other general
cargo groups, was the proper choice.

For Luka Koper, d.d., the year 2005 was marked by several other
significant shifts and achievements. Normal, nonconflicting
communications were established with the state as our

majority owner, which is crucial for resolving all open issues
and development dilemmas. Cooperation with the Municipality
of Koper has also been renewed on the basis of mutual trust,
which is a good foundation for the successful development of
the municipality, port and society. Two projects involving the
construction of a northern by-pass road and a new passenger
terminal are currently in progress.

In cooperation with the Municipality of Koper and the local
community, we initiated a project of local partnership entitled
“Living with a Port”, which will function as a platform for resolving
open issues relating to the coexistence of the Port of Koper with
the natural and social environments.

Sustainable development and environmental management is
also one of our most important areas of activity. An anti-dust
protection system is being installed in the most exposed areas of
the Dry Bulk Cargo Terminal and will be fully completed in 2006.
Technical improvements for cleaner work are being introduced
at other terminals. Measurements of dust particle and noise
emissions, which have been regularly conducted for several
years, were upgraded with measurements of imissions in exposed
residential areas. Additional measurements have confirmed that
emissions from the port into the surroundings are far below the
prescribed limit values.

In the area of marketing, we have achieved an important
acquisition with the arrival of a large Chinese ship operator,
COSCO, which currently maintains a regular route between Koper
and Naples. It is essential that we strengthen our position in
those market segments that are strategically significant for Luka
Koper, d.d.. The status of a European port allows us to function as
a major distribution point for fruit and other perishables arriving
in the European Union from Israel. We have also gained a strong
position on the Egyptian market for the same types of cargoes.
Stable growth was repeatedly achieved in car cargoes. Koper has
become the main distribution point in the Mediterranean for cars
from overseas countries. A growing trend was again registered in
container cargoes, where Luka Koper has assumed primacy in the

Hungarian market. The high quality of all our services continues
to be one of the Company’s most important competitive factors.
This has additionally been confirmed by the most prestigious
European award for business excellence, which was granted to
Luka Koper, d.d. by the EFQM foundation.

Among the first important tasks of the Management Board,

which took over the management of the Company in October/
November 2005, is the settlement of relations with the Slovene
Railway Company, one of the key partners in the port’s transport
and logistic links with the hinterland. We have proved that good
partner cooperation is the best way to successfully resolve
difficulties, eliminate operational deadlocks and increase cargo
handling results. Mutual cooperation will be upgraded by the joint
marketing of specific logistic products.

We expect that all dilemmas regarding the role and development
of Luka Koper as a port and as a stock company will be resolved in
2006. It will be necessary to create a model of port management
that is comparable to other European ports and will enable the
undisturbed conduction of business and the development of the
stock company as its operator.

At present we are in a period of long-term strategic positioning
of northern Adriatic ports. In order to develop, ports require
adequate spatial capacities and equipment. Preparations for new
projects are already under way in neighbouring ports, with the
goal of attracting additional container traffic. In Koper as well,
adequate solutions will need to be found as soon as possible in
order to satisfy the expected growth, particularly in container
and car cargoes. The Management promptly began preparations
for the initiation of the most urgent projects, such as the
reorganization and upgrading of existing warehouse areas and
rooms, the completion of the Car Terminal, and the modernization
of some other terminals. In all development steps taken by

the Company, we shall consistently observe the principles of
sustainable development and rational use of the limited, yet
extremely valuable area of the Slovenian coast.

Of key significance in the context of corporate policy is the
cooperation of all participants in modern transport and logistic
chains. Our cooperation with the Slovene Railway Company

must strengthen the competitiveness of transits via the Port of
Koper, ensure timely and safe transport, and acceptable prices
to customers. The Port of Koper must be connected with as many
regular ship lines as possible. Competitive terms will be offered
to ship operators, while the flow of goods should be sufficient to
ensure the maximum filling of ship space. Our goal is for our port
to be linked to hinterland and overseas markets by the largest
possible number of high-quality logistic chains.

In the area of marketing, the Company will be primarily oriented
towards improving the cargo structure. Special emphasis will

be devoted to increasing container and car cargoes. At the same
time, it will be necessary to gradually restructure those cargoes



12
Luka Koper, d.d., 2005 Annual Report

Statement of the Chairman of the Management Board

that are unacceptable to the port and its immediate surroundings.
In this respect the Company is oriented towards upgrading the
basic cargo and warehouse services with services having a higher
added value, as well as making use of the advantages of the
economic zone. All these activities will simultaneously strengthen
the role of Luka Koper as a goods distribution centre for the
broader area.

Our results so far and particularly our ambitious plans prove
that Luka Koper, d.d. is a successful, stable and socially
responsible company with exceptional development potentials
and opportunities. By increasing revenues from the sale of
services, economical operation and the effective management of
financial assets, we will ensure the stable and long-term growth
of profitability and of the property of all our owners.

Robert Casar, LLB
Chairman of the Management Board of Luka Koper, d.d.

Koper, 16" February 2006



Report of the

Supervisory
Board

In 2005 the Supervisory Board conducted its activities in two
compositions. For the first half-year, the Supervisory Board was
chaired by Miha Kozinc. Until July, the Supervisory Board had two
regular and two extraordinary meetings. At the end of February
2005, discussed and adopted the Company’s annual report for
the year 2004, which was audited by the audit firm Deloitte &
Touche Revizija, d.o.0., and supported the proposed allocation of
distributable net profit. The shareholders adopted a resolution
on the allocation of distributable net profit at the 10" General
Meeting held on 7t July 2005. They approved the proposed
allocation of profit to dividends, reserves and profit from previous
periods. The shareholders discharged the Chief Executive Officer
and members of the Supervisory Board of their duties in the 2004
business year, and adopted a resolution specifying that the Annual
Report of Luka Koper, d.d. for 2005 would be audited by the same
auditors as in 2004. Other important resolutions adopted by the
Supervisory Board in its previous composition included the sale
of 288,683 shares of the company Autocommerce, d.d., the sale
of Logistic Service, d.o.0., and the approval of the report on the
business operation of the Luka Koper Group in the first quarter of
2005.

July 2005 brought changes in the management of the Supervisory
Board as well as in its composition. At the 10" Regular General
Meeting held on 7" July 2005, the shareholders recalled five
members of the Supervisory Board: Janez Pozar, MSc, Dr. Igor
Jakomin, Tomaz Moze, Borut Jamnik and Miha Kozinc. Its new
members were elected for a term of four years. As of 7t July 2005,
the Company’s majority owner - the Republic of Slovenia - is
represented in the Supervisory Board by Marko Starman, MSc, Dr.
Peter Verli¢ and Boris Zadel; the Funds of the Republic of Slovenia
are represented by Marko Valentinci¢, and other shareholders

by Metod Mezek. The members from the previous composition
who are continuing their term of office are: Boris Popovi¢ as the
representative of the Municipality of Koper, and Tatjana Jazbec,
Robert Jerman and Alverino Pavletic as the representatives of
employees.
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The constitutive meeting of the new Supervisory Board was held
on 25 July 2005. Marko Starman was elected Chairman, and

Dr. Peter Verli¢ was elected Deputy Chairman of the Supervisory
Board. At the same session, the Supervisory Board accepted

the resignation of the Company’s Chief Executive Officer, Bruno
Koreli¢. Marjan Babic, Assistant to the Chief Executive Officer
responsible for economics and finance, was appointed to the post
of Acting Chief Executive Officer until the appointment of a new
Management Board.

At the 11" regular General Meeting of the Company held on

26 July 2005, the shareholders approved the amendments to the
Articles of Association proposed by the Republic of Slovenia as

a shareholder of the Company. The most important amendment
was the change in the composition of the Company’s Management
Board. According to the adopted amendments, the Management
Board is now comprised of four members: the chairman, deputy
chairman, member, and the employee director. The Supervisory
Board met immediately after the General Meeting and decided to
select three members of the Management Board on the basis of
a public invitation for applications, while the fourth member - the
employee director - would be selected by the Employee Council.
The public invitation for applications was announced in the
beginning of August. Interviews with candidates who fulfilled the
formal competition requirements were conducted in September.
On 24 October 2005 the Supervisory Board unanimously appointed
Robert Casar to the post of Chairman of the Management

Board and Marjan Babic to the post of Deputy Chairman of the
Management Board for a term of five years. On 4" November
2005, Aldo Babi¢ was appointed member of the Management
Board and Pavle Krumenaker was appointed Employee Director
on the proposal of the Employee Council.

The Supervisory Board of the stock company Luka Koper, d.d.,
appointed by the General Meeting in July 2005, had eight regular
meetings and one circular meeting. The new management team
regularly informed the Supervisory Board on day-to-day business
activities of the Company and its subsidiaries. Among other items,
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the Supervisory Board discussed the report on transactions that
were subsequently approved by the Supervisory Board in line
with the provisions of the Articles of Association, and transactions
whose value exceeded five percent of the share capital of the
Company (sales or purchases of shares in companies) within a
period of one year. The Supervisory Board discussed the status
of the former Chief Executive Officer and adopted a resolution
establishing that the former Chief Executive Officer is bound

by the Articles of Association of the stock company to directly
observe the noncompetition clause. The Management Board was
instructed to examine all other forms of responsibility linked to
the employment contract of the former Chief Executive Officer.

The Supervisory Board discussed and approved the report on
business performance in the first six months of 2005 at its
meeting held at the end of July, and the report on nine-month
business operation at its 7" regular meeting in November 2005.
The Supervisory Board discussed the report on open issues
regarding spatial problems associated with current business
activities, regular major repairs and investments in Luka Koper,
d.d.. In line with the future strategy of the Company and before a
different proposal for the spatial utilization of facilities is obtained,
the Management Board was instructed to obtain a relevant study
presenting data on comparable neighbouring ports.

In discussing the bases of the 2006 business plan at its 8" regular
meeting, the Supervisory Board called on the Management

Board to give more emphasis in the business report to the
intensification of activities for the reclassification of cargo

types. The Management Board was also instructed to prepare a
more detailed analysis of all activities relating to the history of
measurements and impacts on the environment.

In accordance with the starting guidelines of the Inter-
departmental Committee for the coordination and effective
implementation of spatial development of the Port of Koper and
its surroundings, as well as the settlement of relations between
the state and Luka Koper, d.d., the Supervisory Board entrusted
the preparation of a new Strategy of development of Luka Koper
up to the year 2015 to the Management Board. The strategy was
discussed at the 8™ regular meeting of the Supervisory Board held
on 9" December 2005 and will be approved after the completion
of discussions at one of its first meetings in 2006. In planning
the Company’s future development, the Management Board
proceeded from anticipated trends in the area of transport and
logistics, the needs and demands for the optimal utilization of
limited space and the preservation of a clean environment, and
with the goal of stable growth and profitable operation.

The Company’s business plan for the year 2006 was discussed
by the Supervisory Board and approved at its 9" regular meeting
in January 2006. No major increases in sales are foreseen

in 2006, as the Company’s market activities will be oriented
towards improving the cargo structure, in particular the growth

of container and vehicle traffic, and the restriction of certain
environmentally sensitive dry bulk cargoes.

The Supervisory Board discussed the 2005 Annual Report at

its regular session held in March 2006. It was unanimously
established that the Annual Report had been compiled in
accordance with applicable legal regulations and that it clearly
presents and explains all business events influencing the
company’s business operation in 2005. An opinion on the financial
statements and their consistency with the Annual Report was
also prepared by the auditors of Deloitte & Touche Revizja,

d.o.o.. In their opinion, the financial statements present fairly, in
all material respects, the financial position of the company, its
income statement, cash flow statement and statement of changes
in equity for the year 2005. The Supervisory Board discussed

and positively assessed the independent auditor’s report. The
Supervisory Board approved the 2005 Annual Report of Luka
Koper, d.d. and Luka Koper Group with qualifications.

The Supervisory Board approved the Management Board's
proposal for the allocation of distributable profit for the year

2005 in the amount of SIT 5,988,243,661.49, and proposes to

the General Meeting of Shareholders that SIT 2,308,196,151.14

be allocated to shareholders and SIT 2,000,000,000.00 to other
reserves, while the allocation of the remainder of the distributable
profit in the amount of SIT 1,680,047,510.35 shall be decided in
subsequent business years. The Supervisory Board also approved
the proposed value of a gross dividend per ordinary share in 2005,
which shall amount to SIT 260.00.

Luka Koper, d.d. is a successful company with numerous
competitive advantages and exceptional development
opportunities. Through its business operations the Company

is decisively contributing to the promotion of the transport

route via the Port of Koper. A well-organized business system,
technological improvements, qualified personnel and a
responsible attitude towards the environment are a guarantee
that the Company is on the right path of development into a
leading port and logistic system for the region of Central Europe
and beyond.

(v, )
2t

Marko Starman, MSc
Chairman of the Supervisory Board

Koper, 6™ March 2006
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Corporate
(Governance
Report

The Management Board of Luka Koper, d.d. manages the
Company in accordance with its Articles of Association, the
Companies Act, and the Corporate Governance Code for Joint
Stock Companies.

The Company observes the Corporate Governance
Code

The Corporate Governance Code for Joint Stock Companies was
adopted on 18 March 2004. At the end of 2005, the representatives
of the Managers’ Association of Slovenia, the Association of
Supervisory Board Members of Slovenia and the Ljubljana Stock
Exchange signed the first amendments to the Code, which came
into effect on the date of their signing. The Management Board of
Luka Koper, d.d. adopted the following declaration:

The Management Board of the Company has, in the period from
the last publication of its Statement of Conformity to the Code

on 27 July 2005 until the publication of a summary of the Annual
Report on 28 February 2005, observed the provisions of the
Corporate Governance Code for Joint Stock Companies, with the
exception of certain digressions relating to individual items of the
Code.

Item 1.1.: In revising its Articles of Association, the Company
shall define the maximization of the Company’s value as its
key goal alongside other goals pursued by the Company in the
performance of its activities.

Item 3.4.6.: The members of the Supervisory Board are not
insured against liability.

Item 3.5.5.: More detailed criteria for assessing the existence of
conflicts of interest and the measures to be taken in connection
with them shall be set forth by the Company in the Rules of
Procedure for the work of the Supervisory Board.

Item 6.1.4.: The presence of an auditor at General Meetings of
Shareholders was not required in the past. The Management
Board of the Company undertakes to ensure that the provisions of
item of the Code are observed in future.

Item 7.1.2.: The Management Board of the Company shall ensure
that in future its announcements are also published in the English
language.

Item 7.1.4.: The Company shall publish its unconsolidated
financial statements according to Slovenian Accounting
Standards and its consolidated financial statements according

to International Financial Reporting Standards (IFRS). The

latter shall be published for the first time for the year 2005.

A proposal for the application of the International Financial
Reporting Standards shall be presented to the General Meeting of
Shareholders in 2006.

Item 7.2.2.: The Company’s Articles of Association specify in
detail that the convening of a general meeting is to be published
in the Official Gazette of the Republic of Slovenia and in the
daily newspaper “Delo”. In revising its Articles of Association,
the Company shall also specify the medium to be used for the
publication of all other reports and announcements.

Prospectus for Public Offering

The Company regularly publishes all changes in its prospectus
for public offering. Information on the ten largest shareholders
as at 31 December 2005 and their shareholdings, as well as
data on the total payments, reimbursements and other benefits
of the members of the Management Board of the Company are
published in the following pages of this 2005 Annual Report.
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Rules on trading restrictions and disclosures of
trading with shares of the Company and associated
companies

The Management Board of the Company has examined the need
for prescribing an internal act that will regulate restrictions on
trading with the shares of the Company, and established that it
presently does not require a more detailed act to regulate this
area.

Shareholders’ Rights

In accordance with Article 11 of the Articles of Association of
Luka Koper, d.d., the Company is managed by the shareholders
proportionally to their investments in the share capital of the
Company.

The shareholders exercise their rights at general meetings of
shareholders, which are generally convened once a year. General
meetings are convened by the Management Board, and may also
be convened by the Supervisory Board. The convening of a general
meeting may also be requested in writing by shareholders jointly
holding at least one twentieth of the share capital of the Company.
The holders of all classes of shares and their proxies, as well

as the members of the Supervisory Board and the Management
Board have the right to participate in general meetings of the
Company. The holders of ordinary shares and their proxies have
voting rights.

Notices of general meetings specifying the agenda and proposed
resolutions are published in the Official Gazette of the Republic

of Slovenia and in a newspaper determined by the Supervisory
Board.

Informing Shareholders and the General Public

In line with the Company’s Articles of Association, the
Management Board of Luka Koper, d.d. publishes information and
reports relevant for shareholders in the Company’s bulletin, Luski
delniéar, which is sent to all shareholders three weeks before a
general meeting. Reports are also published in other mass media
determined by the Supervisory Board.

Since the shares of Luka Koper, d.d. are listed on the Ljubljana
Stock Exchange, the Company publishes relevant information on
the stock exchange website, SEOnet.

Two General Meetings in 2005

The most important powers of the General Meeting include
approving proposals for the allocation of distributable net profit,
discharging the members of the Supervisory Board and the
Management Board of their duties, adopting amendments to the
Articles of Association, and recalling and appointing members of
the Supervisory Board.

In 2005 the Management Board convened two general meetings
of shareholders of Luka Koper, d.d.. At the 10% general meeting
held on 7t July 2005, the shareholders approved the proposal
of the Management and Supervisory Boards for the allocation of
distributable net profit. The members of the Management Board
and the Supervisory Board were discharged of their duties for
the 2004 financial year. The General Meeting also approved the
change in the composition of the Supervisory Board.

At the 11" general meeting held on 28 July 2005, the shareholders
adopted the amendments to the Company’s Articles of
Association. The most important among these is the change in the
composition of the Management Board from one member to four
members.

The Supervisory Board

The Supervisory board of Luka Koper, d.d. is comprised of
nine members, who are elected by the General Meeting of
Shareholders with an ordinary majority vote for a term of four
years and with the possibility of re-election.

Three members of the Supervisory Board are proposed by the
Republic of Slovenia, and one member each by the Municipal
Council of the Municipality of Koper, the funds of the Republic
of Slovenia, and by other shareholders. Three members
representing the employees of the Company are elected by the
Employee Council of Luka Koper, d.d..

The Chairman of the Supervisory Board is elected by the
members of the Supervisory Board.

The functioning of the Supervisory Board is defined in more

detail in the Rules of Procedure for the Work of the Supervisory
Board. The tasks of the Supervisory Board are also set forth in the
Articles of Association of Luka Koper, d.d..

The Supervisory Board constitutes a quorum if at least half of

its members are present at a meeting. Resolutions are validly
adopted with a majority of all votes cast. In the event of a tied vote,
the Chairman’s vote is decisive.

In 2005 the composition of the Supervisory Board of Luka Koper,
d.d. was changed. At the 10*" general meeting held on 7" July
2005, the General Meeting recalled three members representing
the State as the majority shareholder, and two members
representing funds and minority shareholders. In their place, the
General Meeting elected five new members of the Supervisory
Board, which is presently comprised of the following members:

- Marko Starman, Master of Laws, Chairman, representative of
the Republic of Slovenia,

- Dr. Peter Verli¢, Doctor of Civil Engineering, Deputy Chairman,
representative of the Republic of Slovenia,

- Tatjana Jazbec, University Graduate in Economics, Member,
representative of the employees of Luka Koper, d.d.,



- Robert Jerman, Graduate Engineer of Traffic Technology,
Member, representative of the employees of Luka Koper, d.d.,

- Metod Mezek, University Graduate in Sociology, Member,
representative of small shareholders of Luka Koper, d.d.,

- Alverino Pavleti¢, University Graduate Engineer of Traffic
Technology, Member, representative of the employees of Luka
Koper, d.d.,

- Boris Popovi¢, secondary school graduate, Member,
representative of the Municipality of Koper,

- Marko Valentincic, University Graduate in Economics, Member,
representative of the Funds of the Republic of Slovenia,

- Bojan Zadel, University Graduate Engineer in Civil Engineering,
Member, representative of the Republic of Slovenia.

The Supervisory Board meets as the need arises, but at least once
every quarterly. The principal powers of the Supervisory Board
are:

- supervising the conduction of the Company’s business,

- examining and approving the annual report and the proposal for
the allocation of distributable profit,

- appointing and recalling the Management Board of the
Company,

- deciding on the establishment of business units within the
country and abroad, and on the Company’s equity participations
in corporate entities in the country and abroad,

- granting approval to the Management Board for the conclusion
of transactions whose value exceeds five percent of the
Company'’s share capital, and

- granting subsequent approval to the Management Board for
the conclusion of transactions related to investments and
the purchase or sale of fixed assets, irrespective of their
value, if such transactions are not included in the Company’s
development or business plan.

Shares held by the Members of the Supervisory Board

On 31 December 2005 the following members of the Supervisory
Board held shares of Luka Koper, d.d.: Tatjana Jazbec - 1,435
shares, Robert Jerman - 704 shares, Metod Mezek - 50 shares,
Alverino Pavletic - 3,167 shares, Marko Starman - 140 shares,
Marko Valentinci¢ - 50 shares. The other members of the
Supervisory Board did not own shares of the Company on the
above-mentioned date.
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The Management Board

Until 24 July 2005, Luka Koper, d.d. had a one-member
Management Board headed by Bruno Koreli¢, who has resigned
his post. On 25 July 2005 the Supervisory Board appointed Marjan
Babi¢, Msc., as Acting Chief Executive Officer.

Luka Koper, d.d. announced a public invitation for applications
for the positions of Chairman and members of the Management
Board. In October 2005 the Supervisory Board of the Company
selected from among the candidates a Management Board
comprised of the following members:

- Robert Casar, University Graduate in Law, Chairman of the
Management Board,

- Marjan Babic, Master of Science, Deputy Chairman of the
Management Board,

- Aldo Babi¢, University Graduate in Economics, Member of the
Management Board,

- Pavle Krumenaker, University Graduate Mechanical Engineer,
MBA, Member of the Management Board - Employee Director.

Tasks of the Management Board

The Chairman of the Management Board represents and acts
on behalf of the joint-stock company independently and without
limitations. In the Chairman’s absence this task is performed by
his/her deputy.

Each member of the Management Board represents and acts on
behalf of the Company within his/her area of responsibility, and
is competent and responsible for giving instructions, managing,
organizing, coordinating and supervising business operation and
the conclusion of business transactions.

The functioning of the Management Board is set forth in the
Rules of Procedure for the Work of the Management Board,
and its powers are defined in the Articles of Association of Luka
Koper, d.d..

Shares Owned by the Members of the Management
Board

On 31 December 2005 the members of the Management Board
owned 4,256 shares of Luka Koper, d.d., of which Deputy
Chairman Marjan Babi¢ held 928 shares, and member Pavle
Krumenaker held 3,328 shares. The Chairman and the fourth
member of the Management Board did not own shares of the
Company.
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Management and Governance of Associated
Companies

Companies in which Luka Koper, d.d. has at least a five percent
ownership share and which own shares of Luka Koper, d.d.
(on 31 Dec 2005):

Company Share of Luke Koper, Participation of other company
d.d. in other company in the capital of Luka Koper, d.d.
(in %) (in %)
Intereuropa d.d. 24.56 0.03
Banka Koper d.d. 10.00 0.87

The owners of at least five percent of LKPG shares on 31 Dec 2005
are:

- the Republic of Slovenia

- Slovenska ods$kodninska druzba (Slovene Restitution Company)
- The Municipality of Koper, and

- Kapitalska druzba.

There are no cross-holdings between any of the above-mentioned
companies.

Financial Calendar for the Year 2006

28 February

31 March

31 May

End of June /

beginning of July

31 August

September

30 November

Publication of unconsolidated financial statements.

Publication of consolidated financial statements.

Publication of a summary of the audited, unconsolidated
and consolidated annual report.

Publication of interim report for the first quarter.

General meeting of shareholders.

Dividend belongs to owners who are entered in the share
register of Luka Koper, d.d. after the general meeting.

Publication of a summary of the semi-annual report.

Payment of dividends.

Publication of interim report for the nine-month period.
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new container crane
European Energy Terminal
new warehouses on Pier Il

parking garage

Car Terminal

Alumina Terminal
Grain silo

Dry Bulk Cargo Terminal

Container Terminal

railway line Koper - Presnica

Other Major Business

Achievements in the Past
Decade

1996: ownership and organizational transformation into a stock
company.

1997: 1S0O 9002 Quality Certificate.

2000: ISO 14001 Certificate for environmental management
system and I1SO 9001 Certificate.

2001: concession for the management of the Container Terminal
in Trieste, Italy.

2002: acknowledgement of the Republic of Slovenia for business
excellence.

2003: ISO 9001:2000 Certificate, commencement of systematic
marketing of integral logistic services.

2004: status of a EU port and border inspection post for goods
entering and leaving the EU customs zone.

2005: European Quality Award for business excellence granted
by EFQM; initiation of project entitled “Living with a Port” and
intensified, planned cooperation with the local community and
reconciliation of open issues with the state.
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Significant
Events in 2005

January

- The Veterinary Administration of the Republic of Slovenia issued
a decision under which a category 1 intermediate plant for the
temporary storage of ship kitchen wastes was registered in
Luka Koper, d.d..

February

- A consultation entitled “Development Dilemmas of Luka Koper”
was held in the National Assembly of the Republic of Slovenia.

March

- Discussions on the development of the port were conducted with
members of the local communities of Semedela, Za gradom,
Zusterna and Hrvatini.

April

- The Government of the Republic of Slovenia adopted the Decree
on the state land use plan for the second railway track on the
Koper-Divaca line.

May

- The process of building a local partnership between the
municipality, Luka Koper, d.d. interest groups and local
communities was initiated in the form of gatherings and
workshops under the title of “Living with a Port".

July

- The Company received the European Award for Business
Excellence granted by the European Foundation for Quality
Management.

- A new container crane was acquired.

September

- An agreement was signed with the Government on the
performance of services relating to the prevention of sea
pollution and the elimination of its consequences.

October

- A two-day conference entitled “Port Management & Logistics”
was organized by the Company in PortoroZ for the second
consecutive year.

November

- A presentation of our Company was given at the London Stock
Exchange on Slovene Capital Market Day.

December

- The Company handled a record total cargo volume of 13 million
tons.

- The Company received a decision of the Ministry of the
Environment and Spatial Planning confirming the plan for the
acceptance of ship-generated waste and cargo residues in the
Port of Koper.
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The flow of goods traveling
through the Port of Koper
is growing day by day.

We are approaching 15 million tons of handled cargo per year. New goods

are also arriving because of Slovenia’s openness, its position in the heart of
Europe, and our position at the crossroads of two important European corridors
- the fifth and tenth corridors. But most important of all is still the quality and
reliability that we guarantee to our partners, buyers and co-workers.
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Development
Strategy

The Supervisory Board of the Company adopted the “Development
Strategy of Luka Koper, d.d. for the Period up to the Year 2015 at
its meeting held in the beginning of March 2006.

Vision

Luka Koper, d.d. will be the main port and logistics system for the
countries of Central Europe.

Mission

To offer the easiest way of establishing business connections as a
provider of port and logistic services on the shortest route to the
heart of Europe.

In the new development period, Luka Koper, d.d. will further
upgrade its past achievements and fulfill its vision on the basis of
the following values:

- knowledge,

- enterprise,

- partnership,

- respect,

- responsibility.

Strategic Orientations

- By controlling all links in the transport chain, we continue to be
a recognizable provider of logistic services.

- We have developed an efficient port system and distribution
centre by creating added value on the basis of technologically
optimized processes and highly diversified commodity groups.

- We are preserving a long-term successful business system
through the development of modern and coordinated internal
operation which improves profitability and ensures the growth of
asset value.

- We are devoting attention to sustainable development and
maintaining a balance in relations with the entrepreneurial,
natural and institutional environments and other interest
groups.

Based on the fundamental values observed by the Company in all
areas of its operation, we are implementing our orientations in
five key business segments:

- marketing and development of our services,

- organization and management of personnel,

- infrastructural and technological development,

- management of financial assets,

- attitude towards the broader society in general.

Business Policy

The development of Luka Koper, d.d. and the Luka Koper Group is
based on three key guidelines:

1. Efficient and high-quality performance of services.
- We are upgrading the attained quality level of services.
- We are ensuring long-term competitiveness.

2. Long-term and successful business operation.

- We are preserving and improving profitability.

- We are augmenting the scope and improving the structure of
business operations to the benefit of more profitable services.

- We are effectively controlling costs.

3. Observance of the principles of sustainable development from

the environmental, spatial, social and broader societal aspects.

- We are reducing the potential burdening effects of our activities
on the environment.

- We are introducing technological solutions aimed at minimizing
the impacts of our activities on the environment.

- We are efficiently managing the Port of Koper area.
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- We are actively cooperating with educational, research, health,
cultural and sports institutions in the area and in the broader
region.

Key Opportunities

In our future business operations and activities, Luka Koper, d.d.
will consider the following key orientations:

- integral management of specialized terminals for all types of
goods at a single location;

- smooth-running business, adaptable and quality services
tailored to meet the demands of customers;

- growing recognizability of the transport route through Koper and
the Company’s trademark;

- motivated and qualified personnel;

- successful and efficient business operation and stable financial
position;

- geographic position close to attractive developed and emerging
markets;

- growth of international trade;

- development of goods distribution activities in the direct
hinterland - generating new activities.

Plans for the Year 2006

- We will increase the volume of handled cargo at the Fruit,
Container, Car and Liquid Cargo Terminals.

- We will continue to implement our policy of planning and
constant development of human resources potentials.

- We will invest approximately SIT 6.5 billion in the modernization
and enlargement of port capacities.

- We will continue to expand the scope of port and logistic
services. We will increase the quantity of handled cargo to 13.1
million tons.

- We shall maintain and improve profitability by increasing and
in particular improving the structure of services to ensure their
greater profitability on the one side and by effective cost control
on the other side.

- We shall attain 17.4 units of net result per 100 units of operating
revenues and generate total revenues in the amount of SIT 3.6
billion.

- We shall endeavour to carry out projects involving the
development of traffic infrastructure, particularly in the 5th
European corridor, and bear responsibility for maintaining a
balance between entrepreneurial interests and the principles of
sustainable development.

We shall contribute to the achievement of our goals through the
integral management of financial resources as well as financial
and other business risks. We shall also continue to strengthen
business excellence in profit centers and subsidiaries, and
repeatedly conduct a self-assessment to verify the effectiveness
of implemented improvements.
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Macroeconomic
Environment and
Current Situation
in the Sector

Current Situation in the
Sector

For several years now, the transport-logistics sector has
witnessed a strong tendency towards the containerization

of goods. Logistic providers are also adapting to this trend.
Terminals constructed at logistic knots and at the crossroads

of transport routes are being transformed into distribution
centers. The desire for the most complete integration of individual
providers in the logistic chain is reflected in the collection and
centralization of information in order to ensure more effective
supervision of integrated chains, the optimization of processes
within these chains, and the quality management of transport-
logistic services tailored to the needs of customers. This is
followed by increasingly more integral support to customers,
enabling them to carry out all their obligations in simplified
procedures and at a single location.

Transport and logistics are sectors which control the complex
infrastructural systems of national and interstate departments.
Consequently, in line with EU directives, which give priority to
competitive market conditions, the liberalization of the market of
(still] controlled services and the privatization of public property,
where ports and railways are of key significance, are currently

in progress. Particularly important in this respect is to define

the appropriate legal forms and provisions regulating purchase
or concession relations between private administrators and the
state.

A major trend in this sector is also the redirection of goods
transport from roads to more environment-friendly means

of transport. This is an opportunity for railway and maritime
highways, where ship cargoes are generally transported for
shorter distances. For our port, the most interesting areas are the
Adriatic-lonic region, and the eastern and western Mediterranean
regions.

Increasingly more relevant in the transport-logistic sector are
environmental issues that are linked to the impacts of large
quantities of goods being handled and the infrastructural
interventions required for this purpose.

Macroeconomic Environment

In its economic forecast for the period between 2005 and 2007,
the European Commission predicted increased economic growth
in EU member states. The forecast for this year is 2.1 percent,
and 2.4 percent in 2007. Slightly lower economic growth is
foreseen in the Euro zone, with a 1.9 percent forecast for this year
and 2.1 for next year. The Commission also announced a lower
unemployment rate, which in comparison with 2004 is expected to
drop 0.9 percent by the year 2007. The forecast is less optimistic
for inflation, which will presumably rise due to high oil costs. The
inflation rate is expected to drop back to 1.9 percent by 2007.

The revival of economic growth in the European Union was,
among other, also influenced by world economic growth, which

in the current year is assessed at 4.3 percent. High growth rates
continue to be recorded in international trade, which according

to the estimates of the European Commission, will attain seven
percent this year.

The European Commission nevertheless calls attention to certain
risks, such as the further increase of oil prices.

The growth rate of basic necessities in Slovenia was 2.3 percent
on an annual level. In the period from 1° January to 31 December
2005, the value of the American dollar according to the medium
exchange rate of the Bank of Slovenia rose 14.9 percent and was
on average worth SIT 192.80. The average value of the European
currency (EUR) was SIT 239.6.
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Analysis of
Business

Performance
Sharp Rise of Net Profit

In 2005 Luka Koper, d.d. recorded an operating profit of SIT

3.896 billion, which is 167 percent higher than the previous year.
The ratio of operating profit to total revenues was equal to 18.8
percent and is 116 percent higher than the same ratio at the end
of 2004.

The Company registered SIT 4.189 billion in net profit, which is on
the level of net profit realized in 2004.

The depreciation costs were increased by SIT 5.3 billion in 2001
due to the reconciliation of the carrying value of warehouses
for general cargos, air-conditioned warehouses for fruit,
reservoirs, silos and railway infrastructure. In 2002, owing to
less favourable market results and the consequently poorer
utilization of capacities, the carrying value was reconciled with
the replacement value for individual assets in accordance with
Slovene Accounting Standards. The difference of SIT 6.9 billion
was applied towards the decrease of purchase value and asset
allowances in the balance sheet, while the same amount was
recorded under revaluatory operating expenses of fixed assets in
the income statement.

Movement of net profit, operating profit, ratio of net profit to total revenues and return on equity ratio for Luka Koper, d.d.
in the period from 2001 to 2005

6,000,000 35%
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4,000,000
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2,000,000
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-15%
-4,000,000
12 %
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net profit margin
net profit or loss for the current year
— net return on equity ratio
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Higher Operating Revenues

The Company generated SIT 20.69 billion in operating revenues

in 2005, which is 24 percent more than in the previous year. This
may primarily be attributed to the record 13.07 million tons of
cargo volume and the improved structure of services with an
increased share of container and car cargoes. Also contributing
to the disclosed operating revenues were revaluatory revenues

in the amount of SIT 618 million, generated through the sale

of certain fixed assets to the Municipality of Koper for the
construction of the northern bypass road. The growth of operating
revenues was further influenced by the increased scope of logistic
services.

Growth of operating revenues of Luka Koper, d.d. in the
period from 2001 to 2005

Year

20,693,887 2005

16,732,937 2004

14,505,505 2003

12,967,444 2002

12,854,360 2001
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in thousands of SIT

Within the scope of operating revenues, 80 percent of revenues
are recorded in foreign currencies, of which 63 percent in EUR.

Currency structure of operating revenues in Luka Koper, d.d.

Currency Amount in Amount in Percent Index 2005/04
currency 000 SIT

EUR 54,671,380 13,101,038 63 132

SIT 4,090,382,830 4,090,383 20 156

usb 18,133,804 3,502,465 17 84

Total (SIT) 20,693,887 100 124

Basic Operating Ratios
Revenue Profitability

The net profit margin (net profit/operating revenues) shows a
trend of decreasing profit after tax in operating revenues as the
consequence of lower profit from financing activities, which in
past years generated high revenues from the sale of financial
investments.

Per every SIT 100 of sales, the Company realized SIT 20 of net
profit, which is 19 percent below the 2004 figure. The net profit to
total revenues ratio [net profit/total revenues) amounted to 18.5
percent, which is 7 percent less than the previous year.

The net profit to total operating revenues was 18.8 percent in 2005
and exceeded the 2004 value by 116 percent.

Return on Equity

The net return on equity ratio (net profit for the year/average
capital (excluding net operating profit for the year] discloses,
on the last day of the year, a five percent lower value than in the
previous year.
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Change of revenue profitability and return on equity in Luka Koper, d.d.

2001 2002 2003 2004 2005 Index 2005/04
Net profit margin (%) 28.3 34.7 26.8 25.0 20.2 81
Net profit to total revenues (%) -26.3 -42.6 13.7 8.7 18.8 216
Net profit to total revenues ratio (%) 16.8 18.3 21.8 19.8 18.5 93
Net return on equity 0.076 0.087 0.071 0.073 0.070 96
Dividend to basic equity capital 0.199 0.121 0.143 0.157 0.157 105
Return on owner’s capital (%) 7.3 8.3 6.9 7.1 6.77 96
Movements in return on shareholders’ equity in Luka Koper, d.d.
for the period from 2001 to 2005
Year
6.77 2005
7.07 2004
6.86 2003
8.30 2002
7.29 2001
0 2 4 6 8 10
(%)
Operating Efficiency Added Value per Employee
The total efficiency ratio, which shows the relation between total In 2005 Luka Koper, d.d. realized SIT 16.5 million of added value
revenues and expenses, is lower than in the previous year due to per employee, which represents an 18 percent increase over
lower financial revenues. the previous year. The total added value amounted to SIT 11,204
The operating efficiency ratio shows only the relation between billion or 23 percent above the previous year's figure.
operating revenues and expenses, and reveals the operating
revenues generated by the Company per SIT 100 of operating
expenses. Both ratios disclose operating efficiency under the
conditions that the Company actually discloses some level of net
profit.
Efficiency and added value per employee in Luka Koper, d.d.
2001 2002 2003 2004 2005 Index 2005/04
Operating efficiency ratio* 1.18 1.12 1.16 1.10 1.23 112
Total efficiency ratio 1.23 1.25 1.30 1.30 1.28 99
Added value per employee (000 SIT) 13,121 12,449 13,029 14,038 16,501 118

* To enable a realistic presentation, the additional depreciation costs recorded in 2001 and the revaluatory operating expenses of tangible assets for 2002 have been excluded from the data
used for calculation of the operating efficiency ratio. A ratio value above one indicates the intensity of profit generation.
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Growth of added value per employee in Luka Koper, d.d. in the
period from 2001 to 2005

Year

16,501 2005

14,038 2004
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13,121 2001
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Operating Costs

Operating costs amounted to SIT 16.8 billion, which is ten percent
higher than in the previous year. This was mainly the consequence
of subcontractors and forwarding costs as integral parts of
logistic services involving the transport of fruit, vegetables, coal,
glass and cars. In addition to costs relating to the volume of cargo
handled, operating costs also increased due to the payment of
costs of cleaning the sea and coast due to an oil spill in the port
aquatorium. The procedure for the payment of such costs by the
polluteris in progress. Increased costs were also influenced by
stallage and indemnity items, which until 1¢* January 2005 were
disclosed under extraordinary expenses.

Operating costs of Luka Koper, d.d. for the period from 2001 to 2005 (in thousands of SIT)

2001

Operating costs 16,264,742 1
Costs of material and goods sold 1,590
Costs of material 670,126
Costs of services 3,803,393
Allowances 7,944,041
Depreciation 7,895,388
Revaluatory operating expenses 48,653
Long-term provisions 200,000
Labour costs 3,323,939

Other costs 321,653

2002
8,491,520
398
716,735
3,917,804
9,529,795
2,603,703
6,926,092
0
3,837,083
489,705

2003
12,524,421
366
756,308
4,254,434
2,222,654
2,171,191
51,464

0
4,290,421
1,000,238

2004
15,276,262
794
872,188
5,577,637
3,038,987
2,982,481
56,506
116,300
4,521,296
1,149,060

2005
16,797,632
1,002
1,044,007
6,540,941
3,196,274
3,163,272
33,002

0
4,734,017
1,281,391

Index 2005/04
110
126
120
117
105
106

58
0
105
112



Costs of Material

Costs of material increased by 20 percent over the previous year.
The highest increase in comparison with 2004 was registered by
costs of auxiliary materials. This is primarily due to the increased
consumption of wood paint as the result of higher timber cargo
volumes. SIT 19 million was allocated for protective means,
which represented a 40-percent increase over the previous year,
amounting to a value of SIT 215 million.

Our Company’s operation is also influenced by the growth of fuel
prices, which in the cost structure account for two percent of all
costs. The average price of Eurodiesel D2 fuel was approximately
SIT 219, which is 20 percent above the average value in the
previous year. Fuel consumption increased by 2 percent in
comparison with the previous year and amounted to 2.17 million
litres. Energy costs were also higher and accounted for SIT 283
million, which is five percent more than in 2004. The Company
consumed 14.5 million kW hours, representing a five-percent
increase over 2004. Electricity consumption per handled ton of
total cargo volume amounted to 1.08 percent, which is three
percent lower than in the previous year.

Higher Costs of Services

Costs of services represent 39 percent of all operating costs and
amounted to SIT 6.54 billion. In comparison with 2004, these costs
increased by 17 percent.

More than half of all costs of services comprise labour costs

of subcontractors and maintenance costs. The costs of
subcontractors (together with labour contracts) attained SIT 2
billion, which is 20 percent higher than in 2004. These costs were
significantly affected by the higher prices of service providers

and the labour required for handling goods as the result of the
changed cargo structure. Maintenance costs were two percent
lower than those attained in 2004. The Company allocated SIT 323
million for the maintenance of port infrastructure assets, which is
four percent less than in the same period in 2004.

Costs of services also include a lease contract for operational
shore and land in the Port of Koper, which represented a total of
SIT 224.6 million in lease costs.

The costs of transport services, which amounted to SIT 602
million in the previous year, have been rising steadily in recent
years, mostly due to the increased scope of logistic services
involving the transport of fruit, vegetables and coal. The result of
logistic services is also reflected in the costs of other services,
which exceeded the 2004 figure by 67 percent and amounted to
SIT 1.4 billion. Up to the year 2005, the costs of logistic services
were recorded according to the net principle (decrease of
revenues from logistic services).

The amount of funds allocated for employee training increased by
one third over 2004, and amounted to SIT 51 million.

The costs of fairs, advertising, promotion and hospitality also
include sponsorship costs. In the past year SIT 53 million was
allocated for this purpose.

Luka Koper, d.d., 2005 Annual Report
Business Report

The costs of information support were nine percent higher than in
2004. SIT 593 million was allocated for this purpose in 2005.

Depreciation and Revaluatory Operating Expenses

Depreciation costs were 6 percent higher than in 2004 due to the
purchase of fixed assets.

Labour Costs

Labour costs increased by 5 percent over the previous year. This
was due to the increase in the number of employees from 650 to
679 and the growth of the coefficient by 3.5 percent in August.
The average gross salary in Luka Koper, d.d. increased by almost
two percent and amounted to SIT 399 thousand.

Other Costs

Other costs in the amount of SIT 1.28 billion increased by 12
percent over 2004.

Half the costs (SIT 630 million) represent the fee for building land
use. According to the issued decree, the Company paid SIT 804
million for 2005, while accrued liabilities were decreased by SIT
174 million after being recorded too high in 2004.

The costs of stallage, rents and indemnities, which in previous
years were recorded under extraordinary expenses, have now
been transferred to the category of other costs. The total costs
specified in the above-mentioned categories amounted to SIT 207
million.

The Company allocated SIT 240 million for eliminating the
consequences of the oil spill in the port aquatorium.

The donations of the Company amounted to SIT 32 million, which
is 5 percent less than in 2004.

Financing Activities and Extraordinary Items

The fundamental goals of the Company’s financial policy were
oriented towards the rational management of financial assets of
the stock company, ensuring the most favourable payment ability,
profitability and security of investments. Financing activities in
past years generated higher incomes due to the sale of financial
investments.

The total financial revenues amounted to SIT 1.9 billion, which

is 55 percent less than in 2004. The highest share of the total
financial revenues was contributed by revenues from dividends
and other shares in the amount of SIT 838 million, which is mainly
the result of dividends from Banka Koper, Intereuropa, Krka and
Probanka.

Interest revenues decreased by 28 percent in comparison with
the year 2004 and amounted to SIT 464 million. Lower interest
revenues are primarily the result of reduced investments in
deposits, lower interest rates on standard banking products, and
the substantially reduced amounts of loans approved to other
companies.
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Revenues from exchange gains amounted to SIT 186

million. Revenues from the sale of financial investments

are the consequence of the sale of shares of the companies
Autocommerce, Prva Pokojninska Druzba, Probanka and Factor
banka.

Financial expenses were 16 percent below the 2004 figure and
amounted to SIT 735 million. The largest portion of financial
expenses was represented by revaluatory financial expenses

in the amount of SIT 295 million, which were the result of the
revaluation of investments in the Medicor and Bonifika companies
due to impairment. The largest portion of other financial

Review of financial revenues and expenses of Luka Koper, d.d. for the period from 2001 to 2005 (in thousands of SIT)

2001
Financial revenues 8,397,716
Interest revenues 258,220
Revenues from dividends and other shares 913,087
Revenues from revaluation of receivables for value 414,753
preservation
Revenues from loans granted
Gains on sales of investments 6,806,704
Other financial revenues 4,953
Revaluatory financial revenues due to strengthening 0
Financial expenses 1,308,113
Interest expenses 81,922
Expenses from revaluation of debts for value preservation 219,310
Expenses from sale of investments 99,953
Other financial expenses 212
Revaluatory financial expenses from impairment 906,717
Profit from financing 7,089,603

Asset and Liability Structure

The asset and liability structure is dominated by fixed assets and
long-term investments. Fixed assets accounted for a 47-percent
share, while 47 percent of the balance sheet total or the total
assets was represented by long-term and short-term group
investments in the amount of SIT 34 billion.

The Company allocated SIT 4.3 billion for investments in
intangible assets, equipment and buildings.

The asset structure points to the predominantly long-term
character of assets, which is confirmed by the values of long-term
and basic investment ratios. The latter shows the share of fixed
assets in the total assets, while its lower value in recent years is
the consequence of value adjustments of fixed assets.

The high levels of the equity financing rate and the long-term
financing rate exhibit a high coverage of liabilities with capital and
long-term liabilities. Both ratios reflect the high financial stability

expenses, that is SIT 254 million, was represented by interest
expenses and expenses related to exchange losses in the amount
of SIT 184 million.

2002
11,321,462
1,965,381
153,182
260,633

9,191
8,909,558
23,517

0
1,146,847
206,056
360,311

102,697
477,783
10,174,615

2003
3,105,920
1,110,875

557,469
717,617

6,123
655,635
24,108
34,094
1,159,531
192,189
386,299

38,716
542,328
1,946,389

2004
4,293,395
647,057
768,806
291,131

3,239
2,513,322
26,465
43,374
870,435
420,170
221,877

21,365
207,023
3,422,961

2005
1,936,907
463,972
838,152
185,702

0
353,951
15,641
79,489
735,168
254,448
183,509
1,338
1,202
294,670
1,201,739

Percent
100

24

43

10

18

100
35
25

40

Index 05/04
45
72
109
64

14
59
183
84
61
83

142
35

of operations. This is also confirmed by the equity to operating
fixed assets ratio, which shows that all fixed assets are financed
with the owner’s equity. The current, quick and acid test ratios
also indicate an extremely stable financing situation.



Financing, investing and short-term liability coverage ratios in Luka

Equity financing rate

Long-term financing rate

Operating fixed assets to assets rate
Long-term assets rate

Equity to operating fixed assets

Acid test ratio

Quick ratio

Current ratio

Sources of Funds

Assets in the amount of SIT 75 billion are to a great extent
financed from own sources. The value of ownership capital was
equal to SIT 63 billion at the end of the year and was comprised
of equity revaluation adjustments in the amount of SIT 23.3 billion
and revenue reserves in the amount of SIT 22.2 billion.

Koper, d.d.

2001
0.86
0.88
0.58
0.75
1.49
1.56
1.93
1.93

2002
0.90
0.93
0.46
0.80
1.95
1.83
2.63
2.63

2003
0.84
0.85
0.45
0.86
1.84
0.51
0.91
0.92

2004
0.82
0.87
0.47
0.81
1.75
0.90
1.39
1.39
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2005
0.84
0.95
0.47
0.82
1.77
2.75
4.08
4.08

Business Report

Index 2005/04
103
110
102
100
101
306
293
293

The Company’s operations are not burdened by long-term
operating liabilities, while long-term financial liabilities represent
11 percent of the total assets.

Costs according to functional groups in Luka Koper, d.d. (in thousands of SIT)

Production costs
Costs of material and goods sold
Costs of material
Costs of services
Depreciation
Labour costs
Costs of sales
Costs of material
Costs of services
Depreciation
Labour costs
Other costs
General and administrative service costs
Costs of material
Costs of services
Allowances
Depreciation
Revaluatory operating expenses
Revaluatory operating expenses of operating current assets
Long-term provisions
Labour costs
Other costs

Operating costs

2004
8,961,852
794
660,273
3,482,066
1,944,385
2,875,128
530,362
6,726
273,991
10,183
142,318
97,144
5,783,254
205,189
1,821,579
1,084,420
1,027,913
2,448
54,059
116,300
1,503,850
1,051,916
15,275,468

2005
10,940,875
1,002
801,303
4,989,819
2,164,152
2,985,600
614,870
8,109
300,549
9,653
213,739
82,820
5,240,885
234,596
1,250,572
1,022,470
989,467
2,945
30,057

0
1,534,677
1,198,571
16,796,630

Index 2005/04
121
126
121
141
m
104
116
121
110
95
150
85
91
114
71
94
96
120
56

102
114
267
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Internal Audit

The Internal Auditor performs the independent supervision of
business operations and advises managers on all levels regarding
the accuracy and orderliness of business operation of the Luka
Koper Group. Internal Audit functions within the Internal Audit
and Control Service, which is directly responsible to the Deputy
Chairman of the Management Board of Luka Koper, d.d..

In 2005, Internal Audit conducted internal auditing of the
Company’s business operation in accordance with professional
principles and standards of internal auditing, the code of business
ethics for internal auditors, and the rules for the conduction of
internal audits as adopted by the Company’s Management Board.

On the basis of factors of gross audit risk of an audit unit, which
are classified into ten classes, the Internal Auditor evaluates, on
a yearly basis, the riskiness of an auditing environment. Generally
speaking, the audit risk of audits units on the last day of the
previous year was relatively low. The gross audit risk of most
units range from one to three. There are no units with high audit
risk, that is seven or higher.

The Internal Auditor conducted four regular and two extraordinary
internal audits in 2005. No major violations were determined
during the reviews. The Internal Auditor submitted 73 written
recommendations, of which 87 percent have been implemented.
The remainder are in the course of being completed.

Gross audit risks of audit units as at 31 December 2005

Gross risk
0-1
I 1.1-2
e — | 2.1-3
— 3.1-4
4.1-5
0 1 2 3 4 5 6 7 8 9 10 11 12

profit centers
service departments Ml
companies

number of units

Ongoing supervision is performed by the line management
through the engagement of its employees. The Internal Auditor
conducts independent audit reviews of basic business functions in
all operational-organizational parts of the Luka Koper Group from
the perspective of:

- functioning of internal controls in business processes,

- protection of assets and property of Luka Koper,

- legality, rationality, correctness and orderliness of operations
and whether these are up-to-date,

- rationality and efficiency of business processes and information
systems, as well as the use of information technology,

- cost efficiency and effectiveness of utilized funds and the
implementation of adopted development goals, business policy,
plans and other business decisions,

- reliability, integrity and accuracy of accounting and other data
and information, and

- execution of authorizations for decision-making and use of
funds.

Risk Management
Business Risks

Although our activities strongly depend on macroeconomic,
institutional and infrastructural factors, we have assessed that
the Company’s results to date and our new strategic orientations
point to the careful management of these risks. The reduction of
the Company’s business risks and its solid and promising future
are predominantly influenced by:

- the introduction of integral logistic services, which will enable
the Company to complete equally with other ports and make
better use of the competitive advantages stemming from our
geographic position;

- the growing competition among land transport providers,
which offer our customers greater possibilities in selecting a
transporter; this aspect will particularly gain importance after
the liberalization of the railway operator market and the entry of
foreign service providers;

- the development of partner relations with our customers, which
increases their loyalty and ensures the continuation of existing
business relations;

- the structure of cargoes according to markets and types reveals
the satisfactory diversification of markets and the diversity
of cargoes, thus reducing the risks related to economic and
political conditions in individual markets;

- we are improving the quality of services by encouraging
innovative activities and project collaboration with other
providers in the chain, as well as by scientific-analytical
monitoring and measurement of the level of services.



Financial Risks

Luka Koper, d.d. adequately controls all financial risks. The most

important among these are liquidity and currency risks.

- Liquidity risk is controlled by regularly monitoring cash flows
and matching the maturities of liabilities and receivables. The
absence of liquidity problems in the Company is confirmed
by the credit rating report issued by |, d.o.0., a credit rating

company operating under the authorization of Dun & Bradstreet.
The above-mentioned company also awarded to Luka Koper, d.d.

the highest possible grade for its payment discipline, thatis a
payment key of 80. This means that the Company settles all its
liabilities by their maturity dates.

Exposure to currency risks is reduced primarily by the use

of internal hedging techniques, which have proved to be the

most appropriate for our Company. The negative effects of

changing values of foreign currency receivables are managed
by establishing liabilities in the same underlying currencies
and regularly monitoring exposure levels. By continuing its
systematic transition to the European currency, the Company

significantly reduced its exposure to currency risks in 2005.

Changing interest rates do not represent any major risks to the

Company, as both the structure of our sources of financing and

the credit rating of our Company enable us to obtain funding

under the most favourable terms and with a large degree of
flexibility. The servicing of loans is also maturity-balanced in
relation to financial liabilities and assets according to different
maturities. In 2005 our Company received a higher credit
rating than in the previous year, as the most recent rating is
5A1 (previous rating 5A2). On this basis, our overall business
standing was defined by the credit rating company as excellent
and practically without risk.

- Credit risk is controlled by using an active approach in the
conclusion of financial agreements and adequate security
instruments.

- The counterparty default risk is reduced by actively monitoring
the credit rating reports of our customers. One of our
particularities is doing business through agents, leaving us with
very few direct contacts with customers from around the world.
The Company also makes use of liens on warehoused goods,

which is realized if a customer fails to settle all of its obligations.

Investment Policy
Financial Investments

On the last day of the financial year, long-term financial
investments attained a value of SIT 25.7 billion, representing 34
percent of all 