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SUMMARY

High revenue growth in the first quarter of 2007, operation consistent with the
business plan

In the first quarter of 2007, net sales revenues of the Mercator Group amounted to
EUR 537 million, which is 23 % more than in the same period of 2006. Net profit of the
Group in the first quarter amounted to EUR 8.1 million, which is 26.5 % of the total
profit planned for the year, and exceeds the figure for the previous year by 2.4 %.

Excluding the revenues of the company M-Rodi , d.o.0., which was merged with the
Mercator Group in the last quarter of 2006, net revenues of the Mercator Group have grown
by 9.4 %. High revenue growth at the Group level was generated by successful sales in
Slovenia where Mercator managed to increase the revenues from retail operations by 6 %
despite the harsh competition, as well as strong sales in all other markets of our operations.

Net profit in the first quarter of 2007 is not completely comparable to the profit for the same
period of 2006, because during the latter period, Mercator Group generated considerably
more extraordinary proceeds from disposal of fixed assets (EUR 2.8 million) than in the first
quarter of 2007 (EUR 0.5 million). Comparable profit before taxes, decreased by the
effect of extraordinary proceeds from disposal of fixed assets thus amounted in the
first quarter of 2007 to EUR 9.3 million, which is 31 % more than in the same period of
2006 (EUR 7.1 million).

Gross cash flow from operating activities amounted to EUR 37.6 million, which is 34.2 %
more than in the same period of last year, and represents 24.5 % of the plan for 2007. High
growth of gross cash flow is a result of successful operations in the first quarter of 2007, and
the inclusion of the company M-Rodi , d.o.0., into the Mercator Group.

As at March 31 2007, there were 19,209 employees in the Group, of which 29.6 % were
employed abroad.

Among the events and factors that influenced positively the operations and
performance of the Mercator Group in the period | - Ill 2007, the following should be
stressed: favorable economic conditions in all markets of our operation, successful
marketing activities, integration of the company M-Rodi , d.o.o., into the Group, the effect of
newly opened and refurbished retail units, improved operation in foreign markets, favorable
operating schedule in March 2007, opening the retail outlets on Sundays, strong sales of
hardware and electronics due to a mild winter, improvement of procurement conditions and
terms in Croatia due to the procurement partnership Mercator-Plodine, d.o.o., and the effects
of implementing the project of cost optimization of the Mercator Group.



Among the events and factors that have had a negative effect on the operations and
performance of the Mercator Group in the period | - Ill 2007, the following should be
stressed: further growth of interest rates (Euribor), effects of pricing policy in Slovenia upon
the adoption of euro, weaker sales of textile and sports equipment due to mild winter, euro
adoption costs, and the costs of implementing the new SAP IT solution in Slovenia.

The Management Board estimates that performance in the first quarter of 2007 was
successful, and that it was consistent with the business plan.



KEY EVENTS IN THE PERIOD I- 111 2007

CORPORATE GOVERNANCE

In the first quarter, the Supervisory Board of the company Poslovni sistem Mercator, d.d.,
met once and discussed the unaudited financial statements of the Mercator Group and the
company Poslovni sistem Mercator, d.d., for the year 2006, as well as the report on the
implementation of strategic optimization projects in 2006, and on the redesign of the
financing policy of the Mercator Group. The Supervisory Board also adopted a new Rules of
Procedure of the Supervisory Board of the company Poslovni sistem Mercator, d.d.

DEVELOPMENT OF RETAIL NETWORK

On January 18" 2007, we opened a Hura! discount store in Radovljica, and a
supermarket in Bovec.

On January 25™ 2007, we opened in Velenje Mercator's largest center of hardware,
electronics, and construction material in Slovenia.

On March 30™ 2007, we opened a trade center in Bohinjska Bistrica.

MARKETING ACTIVITIES

In January 2007, we won the silver prize at the EFFIE competition of communication
efficiency, for our advertising campaign for the private label line 'Zdravo ivljenje —
Zdravo je pravo' (‘Healthy life' — ' Healthy is the way to go"), and bronze prize for the
advertising campaign for the project '5 na dan' ('Five a day").

Consistently with Mercator's plan to maintain or improve the reputation of the
Maximarket department store, we founded on February 1% 2007 a special club Maxi
that offers our loyal customers additional benefits and services in their favorite
department store, including the loyalty program. Simultaneously with founding the
club, we launched the www.klubmaxi.si website.

In Mercator hypermarkets in Celje and Koper, we installed four self-service cashiers
called 'tik-tak’, on which the customers may complete their shopping by themselves.



On February 14™ 2007, we organized eighth Mercator marketing days, intended for
meeting our business partners; on March 30" 2007, we held the traditional meeting
with all financial partners of the Mercator Group.

STRATEGIC ALLIANCES

On March 29" 2007, the owner and president of the Swisslion-Takovo Group and the
president of the Management Board of the company Poslovni sistem Mercator, d.d., signed a
letter of intent on a strategic alliance. The letter of intent on a strategic alliance defined the
key areas of strategic partnership:

combining the trade part of the Mercator Group with the trade part of the Swisslion-
Takovo Group, thus fortifying the market position in the Serbian market;

forming strategic capital ties between the Swisslion-Takovo Group and Mercator's
alimentary manufacturing company in Slovenia, whereby the Swsslion-Takovo Group will
strengthen its market position in Slovenia, and consequently in the European Union;
signing a long-term agreement on commercial cooperation in the field of procurement
and sales of alimentary products, within which Mercator will enable the sale of Swisslion-
Takovo Group products in its retail network on all markets in the region of Mercator's
presence;

currently, preparatory activities for implementation of partnership agreements are under
way.

ISSUE OF NEW SECURITIES

Based on the decision dated December 28" 2006, the Ljubljana Stock Exchange included on
January 3" 2007 the 174,517 newly issued shares, issued for the purpose of partial payment
of the 76 % share in the company M-Rodi , d.o.0., into the stock market listing. The number
of Mercator shares being traded on the Ljubljana Stock Exchange thus amounts to
3,765,361.

KEY INFORMATION FOR THE SHAREHOLDERS

As at March 31% 2007, the average price per share of the company Poslovni sistem
Mercator, d.d., as traded in the regular official market of the Ljubljana Stock Exchange, d.d.,
with the code MELR, amounted to EUR 247.78.

Share book value, calculated as the ratio between the value of the equity of the company
Poslovni sistem Mercator, d.d., as at March 31% 2007, and the weighted average number of
ordinary shares in the period at hand, excluding treasury shares, amounts to EUR 169.4.
Basic net earnings per ordinary share, calculated as the ration between net profit of the
company Poslovni sistem Mercator, d.d., and weighted average number of ordinary shares in
the period at hand, excluding the treasury shares, amounts to EUR 2.3.



KEY EVENTS FOLLOWING THE BALANCE SHEET DATE

After the end of the accounting period 1-3 2007, the following major events affected the
operations of the Mercator Group:

In April, Mercator's offer was supplemented with the service M Holidays which
includes marketing tourist arrangements in cooperation with the tourist agency
Kompas.

In April, we carried out a sales promotion campaign for the private label line 'Zdravo

ivljenje' (‘"Healthy Life"), with the main slogan 'Do something good for yourself'. We
issued a flyer presenting the products included in the product line, with promotional
prices discounted up to 20 %. The campaign for which strong media support was
provided, included various activities in the field of health and raising awareness of a
healthy lifestyle; these activities took place in Mercator Centers.

As a socially accountable company, we started to include the products of the Fair
Trade into our largest trade centers. In the first phase, mostly fruit will be offered
(bananas, mango); in the second phase, products of the dry program (coffee, tea,
chocolate) and non-alimentary products (soaps, creams) will also be included in our
offer.

We also launched a new customer loyalty program. This time, our customers will be
awarded by discounted prices of Svilanit towels made of Egyptian cotton,and high-
guality Bosch products for personal care and for the home. Customer loyalty program
will be completed at the end of July.



FINANCIAL HIGHLIGHTS FOR THE PERIOD | — 11l 2007

Mercator Group

1-32006 | Plan20o7 | 1-32007 |"MGX 207 '”dslxa:;m !
Net sales revenues (in EUR 000) 436,346 2,338,722 536,511 123.0 22.9
Profit / loss from operating activities (in EUR 000) 16,208 81,463 19,923 122.9 24.5]
Profit / loss before taxes (in EUR 000) 9,947, 43,798 9,865 99.2 22.5]
Net profit for the financial period (in EUR 000) 7,875 30,436 8,068 102.4] 26.5]
Gross cash flow from operating activities (in EUR 000) 27,991 153,093 37,556 134.2 24.5]
Capital expenditure (in EUR 000) 48,190 202,282 17,544 36.4 8.7
Long - term financial investments (in EUR 000) 4,243 0 257 6.1 -
Return on equity* 6.3%) 4.9%) 5.5%) 87.3 112.2
Return on sales 1.8% 1.3% 1.5% 83.3 115.6
Gross cash flow from operating activities / sales 6.4%) 6.5%) 7.0%) 109.1 106.9
Number of employees based on hours worked 16,342 19,363 18,523 113.3 95.7
Number of employees as at 31. March 2007 17,477 20,683 19,209 109.9 92.9

* The indicator is adjusted to the annual level.




COMPANY PROFILE

Full name Poslovni sistem Mercator, d.d.
Abbreviated name Mercator, d.d.
Activity G 52.110

Retail in non-specialized food retail outlets

Identification number

5300231

VAT Tax Code

45884595

Court registry number

1/02785/00

Court registry date

October 12" 1995

Company share capital as at
March 31 2007

SIT 37,653,610,000.00

Nominal value of one share SIT 10,000
Number of shares quoted at the
Ljubljana Stock Exchange as at | 3,765,361

March 31 2007

Share listing

Ljubljana Stock Exchange, official market, prime
market, trading code MELR

President of the Management
Board & CEO

iga Debeljak

Management Board Members

Vera Aljan i Fale , Mateja Jesenek, Peter Zavrl

Chairman of the Supervisory
Board

Robert Sega

Deputy chairman of the
Supervisory Board

Kristjan Susinski




COMPOSITION AND ORGANIZATION OF THE MERCATOR GROUP

December 31° 2006

March 31°' 2007

TRADING COMPANIES IN SLOVENIA

Poslovni sistem Mercator, d.d.

Poslovni sistem Mercator, d.d.

M.COM, d.0.0. (100.0 %)*

M.COM, d.0.0. (100.0 %)*

TRADING COMPANIES

IN FOREIGN MARKETS

M - H, d.o.o., Hrvaska (99.9 %)

M - H, d.o.o., Hrvaska (99.9 %)

M - S, d.o.o., Srbija (100.0 %)

M - S, d.o.o., Srbija (100.0 %)

M — Rodi , d.o.o., Srbija (76.0 %)

M — Rodi , d.o.o., Srbija (76.0 %)

M - BH, d.o.0., Bosna in Hercegovina (100.0 %)

M - BH, d.o.0., Bosha in Hercegovina (100.0 %)

Mercator Makedonija, d.o.0., Makedonija (90.0 %)

Mercator Makedonija, d.o.0., Makedonija (90.0 %)

NON — TRADIN

G COMPANIES

Pekarna Grosuplje, d.d. (79.9 %)

Pekarna Grosuplje, d.d. (80.7 %)

- Belpana, d.o.o., Hrvaska (100.0 %)

- Belpana, d.o.o., Hrvaska (100.0 %)

Eta, d.d. (97.3 %)

Eta, d.d. (97.3 %)

M - Emba, d.d. (76.8 %)

M - Emba, d.d. (78.8 %)

M - Optima, d.0.0. (100.0 %)

M - Optima, d.0.0. (100.0 %)

M Hotel, d.o.0. (100.0 %)

M Hotel, d.o.0. (100.0 %)

* The company was founded in 2006, but it has not commenced its operations.
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COMPANY OWNERSHIP STRUCTURE

On March 31% 2007 the Share Register of the company Poslovni sistem Mercator, d.d.,
indicated 17,127 shareholders or 70 less compared to the situation as at December 31
2006.

As at March 31% 2007, the ownership structure of the company Poslovni sistem Mercator,
d.d., was the following:

Banka Koper, d.d.

Other legal entities 12.56%

24.88%

Pivovarna Union, d.d.
12.33%

Individuals
15.38%
Infond holding, d.d.
12.01%

Investment funds

4.25%
° Istrabenz, d.d.

10.15%
Pivovarna Lasko, d.d.
8.43%

Major shareholders

As at March 31% 2007, the following ten largest shareholders combined owned 67.8 % of the
company:

Shareholder Country N';rr?::;rsm Share
1|Banka Koper, d.d. Slovenia 472,915 12.56%
2|Pivovarna Union, d.d. Slovenia 464,390 12.33%
3|Infond Holding, d.d. Slovenia 452,198 12.01%
4|Istrabenz, d.d. Slovenia 382,364 10.15%
5|Pivovarna Lasko, d.d. Slovenia 317,498 8.43%
6[Rodi M & B Trgovina Serbia 174,517 4.63%
7|Radenska, d.d., Radenci Slovenia 96,952 2.57%
8|Pom-invest, d.d. Slovenia 65,973 1.75%
9|Poslovni sistem Mercator, d.d. Slovenia 63,906 1.70%
10|Smallcap World Fund USA 63,333 1.68%
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Foreign shareholders

As at March 31% 2007, the share of foreign investors in the company Poslovni sistem
Mercator, d.d., amounted to 13.6 %, which is 0.16 percentage points more than at the end of
2006.

CORPORATE GOVERNANCE
Management Board
The Management Board of the company Poslovni sistem Mercator, d.d., consists of the
president and three members who assumed their respective 5-year terms on January 1%

2006.

As at March 31° 2007, members of the Management Board owned the following number of
company shares:

First and last name Number of shares | Ownership share
iga Debeljak 1,100 0.02921%
Vera Aljan i Fale 30 0.00080%
Mateja Jesenek 1,000 0.02656%
Peter Zavrl 60 0.00159%
TOTAL 2,190 0.05816%

Supervisory Board

As at March 31%* 2007, the company Supervisory Board comprised ten members. The
following table shows the number of Mercator shares and the share owned by the members
of the Supervisory Board of the company Poslovni sistem Mercator, d.d.

President of the Supervisory Board Number of shares | Ownership share
1. |Robert Sega 0 0.00000%
Members of the Board (representatives of capital)
2. |Matja Bo i 0 0.00000%
3. |Dusgan Mohorko 0 0.00000%
4. |Kristjan Susinski 300 0.00797%
5. |Mateja Vidnar 0 0.00000%
Members of the Board (workers representatives)
6. |Ksenija Bra i 0 0.00000%
7. |Jo e Cvetek 2,000 0.05312%
8. |Dragica Derganc 0 0.00000%
9. |Jelka ekar 500 0.01328%
10. |jvica upeti 0 0.00000%
TOTAL 2,800 0.07436%
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BUSINESS REPORT

BUSINESS STRATEGY OF THE MERCATOR GROUP

Vision

To be the leading retail chain with FMCG program (market program) in South-East
Europe.

Mission

Our business is aimed at creating:
benefit for customers,
benefit for employees,
benefit for suppliers,
benefit for owners,
benefit for wider environment.

Corporate values

We are bound by trust and mutual respect.

Nobody understands customer preferences better than us.

Our operations are diligent and transparent in each moment and at all levels.
We expand with solid corporate culture.

Strategic policies

Remain the largest retailer in Slovenia;

Become leading retailer on neighboring markets of SE Europe: in Croatia, in Serbia, and
in Bosnia and Herzegovina,

Enter other SE Europe markets on long-term;

Develop non-market programs;

Provide profitable business operations.

Strategic objectives
Growth of net revenues from trading operations in the annual average of 5% (organic

growth without partnerships).
Target market quotas until the year 2010:

o Slovenia 40 %,
o Croatia 12 %,
o Serbia 10 %,

0 Bosnia and Herzegovina 5%.
The said market shares include growth by strategic partnerships.

13



Investments: EUR 130 — 150 million annually;
Increase business productivity and efficiency.

Detailed assumptions regarding the strategic policies of the Mercator Group are contained in
the Mercator Group Annual Report for the year 2006 and in the Mercator Group Business
Plan for the year 2007. Both documents have been published at the electronic dissemination
information system of the Ljubljana Stock Exchange, d.d., called SEOnet, and the company
website www.mercator.si.

IMPACT OF ECONOMIC CONDITIONS ON BUSINESS OPERATINOS
IN THE PERIOD 1 — 3 2007
Economic conditions in the period 1 - 3 2007 were favorable to Mercator's operations in all
markets of our presence.

In 2007 we are expecting the continuation of the consolidation trend, development of modern
store formats, and increased competitiveness in all markets. In all foreign markets of our
operation, we will strengthen our presence by expanding our own retail network, as well as
by looking for suitable strategic partnerships.

In 2007, Slovenia successfully adopted the euro as its national currency, which will positively
affect further economic development. Contrary to some expectations about price increases in
retail outlets due to the introduction of euro, results of an analysis conducted by the
Slovenian Association of Consumers indicated that price increases were more common
among service providers than they were

among trade companies. M ovements of the 6M Euribor
4.05%
The first quarter of 2007 also saw a steep |, -//
. Rt V
growth of the European inter-bank offered
rate — the Euribor. 3.95%

3.90% A
Hence, six-month Euribor rose by 0.19 //\/
percentage point in the first quarter, which  3.85%

. . . 2.1.2007 31.1.2007 1.3.2007 30.3.2007
caused further rise of variable interest
rates.

In January 2007, parliamentary elections were held in Serbia. Serbian Radical Party won the
most vote, but it has not succeeded in forming a government to this date. In Serbia, the issue
of Kosovo's status remains unresolved. Growing direct investments continue to fuel sound
economic growth in the beginning of 2007; however, political instability, poor liquidity of the
banking sector, and other factors, including warnings by international institutions on risks in
the country, investment is growing slower than expected.

In the beginning of 2007, Croatia resumed its accession negotiations for admission into the
European Union; however, final decision on the admission date has not been defined yet.
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Croatian Central Bank adopted in the first quarter of 2007 some restrictive measures in order
to reduce Croatian foreign debt. On the other hand, some restrictive fiscal measures also
seem necessary, although they are quite unlikely in the face of the upcoming elections.

In the beginning of 2007, preparations for privatization of state-owned companies were
continued in Bosnia and Herzegovina, which caused serious interest of the international
investors for Bosnian securities. Bosnia and Herzegovina still hasn't managed to sign the
important Agreement with the EU on Stabilization and Accession, which would surely have a
favorable effect on the further development of the country. Despite numerous political,
economic, and social problems, progress can still be observed in the country. Withdrawal of
the office of senior representative of the international community was announced for the first
half of 2007, as well as the withdrawal of a part of international forces.

DEVELOPMENT AND INVESTMENT ACTIVITIES

Investment into fixed assets

In the period 1 — 3 2007, Mercator Group invested EUR 17,544 EUR into fixed assets, which
means that 8.7 % of the annual investment plan has been carried out. Of this sum, EUR
11,786 (67.2 %) was invested abroad. The scope of investment complies with the planned
annual dynamics; most investments shall be allocated to construction of shopping centers.

Country 1-32007 Structure
(in EUR 000) (in %)

Slovenia 5,758 32.8%
Investment within trade operations 5,365 30.6%
Investment within non-trade operations 393 2.2%
Croatia 7,996 45.6%
Bosnia and Herzegovina 27 0.2%
Serbia 3,763 21.4%
TOTAL 17,544 100.0%

SLOVENIA:
On March 30™ 2007, we opened the Trade Center Bohinjska Bistrica which operates
in the ground floor of a commercial-residential building. The facility is located in a
landed property of 7,003 m?. The Trade Center has a total area of 1,517 m? and it
includes 92 outdoor parking lots. It comprises a 992 m? supermarket with a sales area
of 668 m?, a Modiana, and four outlets with a total area of 160 m? that are leased to
select supplementary service providers.
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Other openings:

- opening of the supermarket Bovec (total area of 718 m?),

- opening of a Hura! discount store in Radovljica (total area of 537 m?),

- opening of a Modiana in Europark Maribor (total area of 154 m?),

- opening of a Beautigue and an expanded and refurbished Modiana in Mercator
Center Koper (combined total area of both 578 m?).

FOREIGN MARKETS:

The second phase of refurbishment of the Mercator Center Pula has been completed;
construction of Mercator Center Zagreb, Mercator Center Rijeka, Mercator Center Novi Sad,
and other facilities according to plan, has been under way with intense pace.

Long-term financial investments

In the period 1 — 3 2007, long-term financial investment of the Mercator Group amounted to
EUR 257 thousand; this includes the acquisition of an additional share in the company
Mercator-Emba, d.d., and Pekarna Grosuplje, d.d.

MARKETING

Customer Relationship Management

As at March 31% 2007, there were 698,270 Mercator Pika card holders in Slovenia, 134,615
in Croatia, 56,943 in Serbia, and 62,351 in Boshia and Herzegovina. In all markets
combined, there are 952,179 Mercator Pika card holders. Compared to the end of 2006,
the number of card holders rose in the first quarter by a total of 37,464. This is primarily the
result of marketing activities related to the Mercator Pika card in all markets of our operation,
as well as issuing Mercator Pika cards to the employees of Pivovarna LaSko (Lasko
Brewery), TP Vesna Ljutomer, and founding the Maxi club. In foreign markets, the increase
in the number of card holders was also motivated by the option of payment in 12 monthly
installments, with zero-interest and without any additional costs.

In Slovenian market, the share of payments made by the Mercator Pika card reached 48 %
of total retail revenues of the first quarter of 2007. In Croatian market, payments with the
Mercator Pika card represented 32 % of total revenues, while the figure amounted to 25 % in
the Serbian market, and 36 % in Bosnia and Herzegovina.

In the period 1 — 3 2007, the following activities were successfully carried out in the field of
customer relationship management:

Within the Pika day that took place on March 24™ 2007 in MC Koper, an

entertainment program accompanied the drawing of prizes upon the completion of the
16" benefit period; also, promotion of the projects within the customer relationship

16



management service was carried out (M mobil, ('Healthy Living’) — 'U ivajmo zdravo'
club, Mercator Pika card).

We carried out the monthly sales promotion activities for the Mercator Pika card
holders in all Mercator's sales programs, as well as with Mercator's partner
companies in the Mercator Pika card system.

In February 2007, we introduced the Mercator Pika flyer (which is distributed
monthly to 550,000 households), indicating and emphasizing all monthly benefits for
the holders of the Mercator Pika card both in Mercator and with Mercator's partner
companies in the Mercator Pika card system.

In February 2007, we launched the website www.klubmaxi.si, and we founded the
Maxi club and developed a customer loyalty program for club members.

We introduced new services within the strategy of linking the 'M mobil' project to the
trade offer — "More on the line, more on Pika", aimed at communicating the
introduction of the 'M mobil' bonus system that will link the consumption on the 'M
mobil' account to the Mercator Pika card.

In March, the fourth issue of the 'U ivajmo zdravo' (‘Healthy Living’) club magazine
was issued (the club is intended for people of all generations who share the idea of a
healthy lifestyle), and the club website www.uzivajmozdravo.si was redesigned; the
website offers the club members the possibility to stay in touch with club activities and
contents. At the end of March, club membership exceeded 12,000. A brochure was
enclosed with the magazine 'U ivajmo zdravo', printed on recycled paper; the
brochure was titled "Time for Changes", and it contains practical advice for improved
protection of our planet.

In February and March 2007, promotional 'M mobil' prize competitions were carried
out at points of sale, titled 'Come on, answer the phone!'.

On Valentine's day, 'M mobil' prize competition took place at points of sale, within
which couples could take their picture in front of an 'M mobil' billboard, and keep the
photographs. The best photos were generously awarded.

Development of private label lines

In the first quarter of 2007, Mercator Group attained the following goals defined in our
business plans:

SLOVENIA
Mercator products

In the first three months of 2007, we took up the redesign of packaging of the Mercator
line products; we wish to redesign the entire line as soon as possible. At the end of
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March 2007, the said line comprised 381 products, of which packaging for 124 products
has already been redesigned.

We also took up in-depth analyses by categories, aimed at optimizing the nhumber and
position of private label products within individual categories.

In March, the M-lottery ticket was introduced on our shelves, prepared in cooperation
with the Sports Lottery.

Popolna nega (‘'Total Body Care')
At the end of March, the line included 67 products.

M-line (Ambient)

In February 2007, we confirmed the new line that will replace and upgrade the M-line.
The Ambient line shall include products for the home — products for the inner table,
decorative accessories, ambience furniture etc. The line also features a new
comprehensive graphical image; it will be linked to the new store format called Home.
Simultaneously, M-line shall gradually be abandoned and the products will be relocated
accordingly. Other products currently comprised in the M-line and do not follow the new
line's guidelines, will be transferred to the Mercator line. At the end of March 2007, this
line comprised 377 products.

Lumpi

Lumpi is a line of products intended for children up to the age of six. At the end of March
2007, 278 products were included in the line. The Lumpi line is following a long-term
communication strategy which is not only focused on product range expansion, but also
in the development of the brand identity to which attributes of education and didactics are
added. At the beginning of the year, intensive 'clean+ing' of the line was carried out in
order to make it friendly to both children and their parents. We teamed up with the
Institute of Health Protection Kranj that will set rigorous criteria for including the products
into the line. With Lumpi, we also took part in events in elementary schools — spring fairs
in March with Lumpi's promotional products.

'Mizica, pogrni se!' (The Whishing Table'")

Select products of the 'Mizica, pogrni se!' (‘The Wishing Table") line should prove helpful
to people with a fast lifestyle, who still wish to take advantage of their free time by
devoting it to their families, sports, and friends. This line enables simple preparation of a
guality and tasty meal, while saving preparation time. At the end of March 2007, 120
products were included in this line.

Zdravo ivljenje (‘Healthy Life")

Select products of this line follow the recommendations and contemporary trends in the
field of healthy nutrition. Within the 'Zdravo ivljenje' (‘'Healthy Life") line, we started to
adapt intensively the declarations to new European regulations. By the end of March
2007, 80 products were included in the line.

18



In the first quarter, we prepared the campaign 'Zdravo ivljenje (‘Healthy Life"); in the
future, we are planning more activities in cooperation with Slovenian celebrities, aimed at
raising the awareness about the healthy lifestyle.

Eco products

Demand for eco-products (organic and environment-friendly products) in the market is
rising. In Mercator, we decided to include eco products into all existing lines of our private
label. For this purpose, we developed the sign EKO, and teamed up with University of
Maribor (Faculty of Agriculture) for advice on the selection of products and for testing and
certifying their suitability.

Generic line

At the end of March 2007, 28 products were included into the line. From March 1% to 14™
2007, advertising of the new line took place by billboards, ads in Mercator flyers, and
posters at points of sale. The aim of the line is to offer the most favorable shopping in the
market.

As at March 31 2007, a total of 1,331 products were included into the Mercator private label
(including various flavors, colors, types, sizes, and fragrances), of which 53 were newly
developed in the first quarter of 2007. The number of products disregarding various flavors,
colors, types, sizes, and fragrances, amounted to 900. In Slovenian market, sale of products
of the Mercator private label lines represent approximately 14 % of total retail revenues in
2007.

5nadan
Also a part of the development of private label lines is the project '5 na dan — obarvajmo
ivljenje' ('Five a Day — let some color into your life"), aimed at improving the awareness
with our customers that consuming fruits and vegetables of different colors several times
a day has a favorable effect on health and shape. In January, we carried out an extensive
advertising campaign aimed at boosting sales of fruits and vegetables. According to the
value purchased, customers were presented various gifts. Customers were presented
3,245 gifts.

FOREIGN MARKETS

Products of the Mercator private label lines are developed in all markets of Mercator's
operations. In Croatia, 568 products were included into the Mercator private label line at the
end of the first quarter 2007; in Serbia, there were 691, and in Bosnia and Herzegovina there
were 635.

In Croatian market, sales of private label products amounted to 3 % in March 2007; in
Serbia, the figure amounted to 1 %, and in Bosnia and Herzegovina it totaled at 2.5 % of total
retail revenues.

Key projects within the Mercator private label lines, on which we were building our

distinctiveness and positive image in the first quarter of 2007, and which received strong
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communication support, were '5 a day' and 'Healthy Life'. Furthermore, we carried on the
redesign of the Mercator private label line products, we redesigned and upgraded the M-line
into the new line for the home (Ambient), and maintained and improved the distinctiveness of
other private label lines, and proceeded with their development.

Sales promotion projects

Consistently with the planned, we carried out the following projects in the first quarter of
2007:

'"Trajno nizka cena' ('Every Day Low Prices"), which included around 860 products;
'Klicaj!" (‘"Exclamation mark!"), which comprised about 210 products,

'Slovenska ko3arica' ('Slovenian basket'), comprising 45 products in the period from
December 1% 2006 to February 28"™ 2007, and 41 products in the period from March
1% to May 31% 2007. At the end of February, the campaign was advertised on
television.

Among the short-term activities, we performed regular campaigns and hypermarket
campaigns, within which we are offering our customers the most favorable shopping. In the
first quarter we carried out 4 hypermarket campaigns, 4 regular campaigns, and 1 cash &
carry campaign.

In the beginning of 2007, we intensified the weekend campaigns that also received ample
communication support. The emphasis of these campaigns is on fresh program, particularly
fruit and vegetables, while other attractive products are also included. In the first quarter we
carried out 13 weekend campaigns. From March forward, we are building our weekend
campaigns offer of on added value (bonus offer).

The 'Vitamin of the Day' campaign that takes place once a week — from Tuesday to
Wednesday — is aimed at boosting the sales of fruit and vegetables, and particularly at
motivating our customers for healthy nutrition. In the first quarter, we carried out 12
campaigns 'Vitamin of the Day'.

In the Hura! stores, we prepared several regular campaigns and one opening campaign in
Radovljica in the first quarter of 2007. Campaigns are prepared in relation to current topics
('Valentine's Day', 'Do It Yourself', 'Taking Care of Our Body', 'Everything for Your Garden’).
These campaigns are supported with the new Hura! news published in cooperation with the
Delo, d.d., newspaper who provides the layout, as well as articles on currently interesting
topics, and a prize crossword puzzle. Otherwise, more emphasis is laid on seasonal and
technical products, offering the best price to quality ratio. Our favorable offer was advertised
in different media, from radio stations, newspapers, local newspapers, and billboards.
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Sales promotion projects were carried out in all markets, within both market and non-
market programs.

Consistently with the execution of the marketing plan for 2007, we provided in the period 1 —
3 2007 the required distinctiveness of our offer from the hardware and electronics stores
(in all four programs: Household Appliances and Consumer/Entertainment Electronics,
Construction and Installation Material, Garden and Agriculture, and Furniture and
Equipment), by carrying out the following sales promotion activities:

we carried out four out of thirteen planned regular sales promotion campaigns;

in March, we prepared the first of four planned special sales promotion campaigns,
intended exclusively for the outlets 'M Gradnja' (‘"M Construction’) and 'M Pohistvo' (‘M
Furniture";

upon the opening of the refurbished 'M Center tehnike in gradnje' (‘M Center of
Hardware, Electronics, and Construction’) in Velenje, we prepared in January a
specialized sales promotion campaign with a festive opening.

At the same time, the segment of hardware and electronics included its offer into regular
monthly projects related to the Mercator Pika card — special Pika discounts, market program
sales promotion projects — theme-oriented hypermarket campaigns, and customer relations
management projects (‘M mobil' and 'Healthy Living).

In addition to the winter after-season clearance sale, we carried out within the textile
program in the period 1 — 3 2007 in all Modiana units the campaign of home textile, an
Easter campaign, and several supplier-related campaigns. In March 2007, we advertised in
the magazines Ona and Polet, in order to present the new collections of our most prestigious
brands. We were present in various fashion editions by providing styling for various
trademarks. In March, members of the Maxi club and our loyal customers in the outlets Maxi,
Modna hiSa Maribor, and Modiana Celje, were sent a spring letter offering exclusive
discounts. We also took part in the project Special Pika discount.

In Beautique perfume stores and drugstores, we carried out three regular campaigns and
two co-marketing activities with the suppliers Orbico (Max Factor) and Oblak Commerce
(cosmetics Juvena).

Within the Intersport program, we carried out in the period 1 — 3 2007 the campaigns
Warming Up for the Clearance Sale, a seasonal clearance sale of textile, footwear and
equipment, two regular sales promotion campaigns, co-brand campaign Atomic — Intersport
and Asics — Intersport, seasonal discount in the outlets in Kranjska Gora, and we took part in
the projects Special Pika discount and ‘M mobil'.

In March 2007, we were one of the sponsors of the event Jure KoSir Ski Legend in Kranjska

Gora, which attracted over 10,000 visitors, and which featured domestic and foreign ski
legends.
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Also in March, we published on the internet the redesigned web presentation that is set up
and designed following the IIC Intersport International Company model for all national
organizations.

We organized a skiing event Hit cup & Intersport Ski test 2007. The event took place in ski
resorts in Kranjska Gora, Krvavec, and Rogla.

Other sales promotion activities:

'TO' ('"'YES!) coupon
In the special sales promotion campaign 'Kupon TO!" ('YES! coupon'), any customer that
buys products in the value of 50 EUR or more on any Tuesday, receives the 'YES!
coupon'. In the first quarter, this project was supported by advertising in printed media.

loyalty program
On March 30™ 2007, we completed the Chic customer loyalty campaign; due to the vast
response, we decided to extend the campaign to April 30" 2007.

Sales promotion activities that have proven successful in Slovenia, are also carried
out in foreign markets. In 2007, we are focused on all markets on improving price
competitiveness and localization of all marketing projects.

CATEGORY MANAGEMENT AND SUPPLIER RELATIONS

Category Management

Consistently with the implementation and execution of strategic optimization projects for the
operations of the Mercator Group, we carried on with the activities in the field of Category
management in 2007; in cooperation with the suppliers, these activities will enable efficient
assortment management and consequently better fulfillment of customer requirements,
gaining an edge over the competition, and boosting profitability of both the trade company
and the supplier.

In the beginning of 2007, we carried out the implementation of measures prepared for the
improvement of pilot categories in the test hypermarkets. We implemented measures in the
field of assortment and space, we introduced the system of structured reporting on
overlapping of planograms and realograms, we prepared the template and carried out the
first analyses for monitoring financial results of the implementation.

Due to a transition to active category management, the organization must be adjusted to the
process. We prepared a standard model of organization for all executive areas, with clearly
defined control and decision-making procedures, and clearly defined tasks and
responsibilities. Further rationalization will be performed through the functionality of the
Category Management Process in practice.

22



Procurement of trade goods and supplier relations

On February 14™ 2007, we presented to our suppliers the main emphases in our purchasing
policy in this year. Cooperation with the suppliers is based on the following:

0 establishment of mutual relations based on the principles of category
management concept,

0 increasing benefit or efficiency for both partners, based on cutting costs, and
improving productivity, and

o marketing healthy and safe food and products.

We demand from our suppliers that their assortment is marketable and appealing, and
adjusted to the requirements of a contemporary consumer. In line with the said concept, the
assortment is constantly optimized or redesigned in compliance with the category
management principles.

In the first quarter of this year, we allocated a lot of attention to creating innovative sales
promotion activities that are especially oriented towards marketing the products from target
categories (e.g. fruits and vegetables, fresh programs, non-alimentary products), and other
long-term projects, such as 'Permanently Low Prices', Slovenian Basket, and private labels.
We also commenced the operationalization of contracts signed with the suppliers for this
business year. We also focused on our business relations with suppliers in foreign markets,
especially to the optimization of supplier relations (improving purchasing terms and
conditions through negotiation) in Croatia and Serbia.
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SALES AND STORE FORMATS

Mercator Group
In the period 1 - 3 2007 Mercator Group realized EUR 536,511 thousand of net revenues
from sales, which is 23.0 % more than the same period last year and represents 22.9 % of

the planned figure for the year 2007.

Within the trading segment Mercator Group realized 96.9 % of net revenues from sales, of
which 71.7 % in Slovenia and 28.3 % abroad.

Net revenues from sales for the Mercator Group by branches and regions
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In the period 1 - 3 2007 trading companies in Slovenia recorded nominal increase in
revenues from sales for 8.1 % compared to the same last year period, which is mainly the
consequence of successful marketing activities, opening of new and modernized retalil
outlets, working on Sundays, and favorable distribution of working days in March 2007.

Trading companies abroad recorded in the period 1 - 3 2007 nominal increase in net
revenues from sales of 91.0 % compared to the same period last year, which is mostly the
conseqguence of integrating the business of the company M — Rodi , d.o.o., into the Mercator
Group in the last quarter of the year 2006. Without the integration of the company M — Rodi ,
d.o.0., into the Mercator Group the increase of net revenues from sales for the Mercator
Group would be 9.4 %.
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Structure of retail outlets

Structure of retail outlets of the Mercator Group by the type of shops, particular selling
programs, and by particular markets as at March 31% 2007:

ACTIVITY

Slovenia

Croatia

Serbia

Number of units

No. of
units

Mercator Group
Net sales area
(in m%)

Gross sales
area (in mz)

Hypermarkets 201,997 125,358
Supermarkets 122 16 18 1 157 175,274 112,440
Superettes 309 23 18 | 350 149,431 84,745
Self - service stores 96 11 5] - 112 16,175 8,903
Cash & Carry 9 - - - 9 13,385 10,471
Hard discount stores 15 - 11,131 8,292
TOTAL FMCG programme 571 58 567,393 350,209
Technical programme 122 13 158,937 84,150
Technical programme 85| 11 - - 96 118,865 54,351
Furniture programme 37 2 2 - 41 40,072 29,800
Clothing programme and
drugstores 102 28 6 5 141 51,960 42,803
Clothing programme 84 28| 4 4 120 49,221 40,668
Drugstores and perfumeries 18 - 2 1] 21 2,739 2,135
Intersport 26 14 2 4 46 22,769 17,514
Restaurants 31 15| 4 8 58 22,236 15,288]

TOTAL specialised programmes 281 70 382 255,902

TOTAL 852 128 22 1,065 823,295

Franchisestores | 203] 31 | | 234 44,180 28,393

TOTAL with franchise stores 1,055 159 1,299 867,475 538,358

Development of new technologies in Mercator shops

Introduction of self-check-outs cash registers in Mercator Centers Celje and Koper

Following the models of numerous trading companies in Western Europe who had
introduced the self-check-outs, Mercator also started to introduce the first self-check-outs in
Slovenia in the Hypermarkets of the Mercator center Celje and Mercator Center Koper in the
beginning of 2007. The self- check-outs help the customer to personally read the EAN code
of all selected articles after filling the trolley, enter any discounts and bonuses, and
independently conclude the shopping by paying for the goods, selecting also the desired
mode of payment. First reactions of customers using the new method are extremely positive.
Mercator therefore plans to expand the described technology during the year to certain other
hypermarkets.

Trial setting up of seasonal tents in front of Mercator centers

One of the Mercator target product groups used by any trading company to build its
competitive edge and make a difference on the market is the group of seasonal goods. Since
the existing selling floors today may not offer suitable available space for the extended and
variable range of seasonal articles (not even in the largest hypermarkets), in March 2007 we
decided to exhibit such seasonal goods to buyers for the first time within the seasonal tents
located in front of two Mercator centers (MC Kranj | and MC Koper).
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LOGISTICS

Within the logistics services we continued to provide quality logistic services for all
consumers. First quarter of the year 2007 was characterized by the following activities:

Integration and consolidation of warehouses:
Elimination of the fruit-vegetables warehouse in Dekani, and organization of
reloading operations at that location;
Arrangement of new warehousing capacities in Novo Celje;
Moving goods and closing the Postojna warehouse;
Resignation of hired storage capacities Postojna and Kazarije;
To provide additional covered storage capacities we set up the tent, to be used for
the storage of Agrooprema goods.

Within the logistic infrastructure optimization program we have undertaken the following:
Worked out the new feasibility study for the construction of Mercator Logistic
Center;

Reexamined and approved the warehouse flow of goods forecasts for the 5-year
and 10-year periods;

In accordance with the approved municipal location plan of Dom ale Municipality
started the activities on the sanitary arrangements of the location and satisfying all
other conditions to obtain the construction permit for the commencement of
building the Mercator Logistic Center elodnik.

HUMAN RESOURCES

Employee structure of the Mercator Group

No. of employees No. of employees|No. of employees
based on hours
worked in 1 -3 based as at 31 based as at 31
March 2007 December 2006
2007

Poslovni sistem Mercator, d.d. 12,137 12,832 12,957
Trade in Slovenia 12,137 12,832 12,957
Mercator - H, d.o.o. 2,257 2,445 2,484
Mercator - S, d.o.o. 471 477 512
M - Rodi , d.o.o. 2,427 2,194 2,300
Mercator - BH, d.o.o. 568 577 596
Mercator Makedonija, d.o0.0. 0 0 0
Trade abroad 5,722 5,693 5,892
Total trade 17,859 18,525 18,849
Pekarna Grosuplje, d.d. 244 244 246
Belpana, d.o.o. 0 0 0
Eta, d.d. 216 232 235
Mercator - Emba, d.d. 117 119 121
Mercator - Optima, d.o.o0. 38 41 37
M Hotel, d.o.o. 49 48 51
Total non - trade 664 684 690
Total Mercator Group 18,523 19,209 19,539
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Human Resources Development

We adopted the system of internal recruitment which pursues the basic rule:
managers in Mercator facilitate transfer of quality workers if this is their wish and if the
transfer is feasible!

In the beginning of the year we issued a comprehensive recruitment request for
different jobs in professional field and administrative services.

Within the Prospective Future Manager Selection the management of the Mercator
Group assessed the list of competences, separately for professionals and for
managerial staff. Based on the assessments we defined key competences which will
be required by the future generations of professional and managerial staff for their
efficient work.

On April 3™ 2007 the agreement negotiated between the company Poslovni sistem
Mercator, d.d., and both representative Trade Unions determines that starting from
March 1% 2007 the refunds for lunch and for transportation to and from work are
calculated in accordance with the Tariff of the Standard Worker's Contract for trading
branch in Slovenia.

Education and training

We adopted the Education Plan for the year 2007; until March 1%, 2007 the training
and education comprised 22.4 % of all planned participants, and carried out 15.0 % of
all planned hours of functional education and training.

The management adopted the proposal of introducing e-education for all employees
in administrative services. This year such form of e-education will comprise a total of
100 participants, and in the following years around 200 participants annually.

We have modernized the program of training for safety at work, whose new format is
synchronized with the specific requirements of particular workplaces.

We commenced the performance of Human Resources Academy intended for all
employees of the Human Resources Sector, with the purpose of increasing the level

of professional expertise, and indirectly enhance relevant services to our employees.

We commenced the preparations for the Store Manager School program which is
anticipated to receive first participants in autumn of 2007.

We prepared the development plan for Coach Network on all markets of Mercator
business operations.
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ORGANIZATION AND QUALITY OF OPERATIONS

Within the activities related to organization and quality assurance, we focused in the period 1
— 3 2007 on the rationalization of business processes, development of organizational
structures and standards of operation, and preventing any discrepancies:

We carried out the priority tasks related to information technology, particularly
development of a tool for more accurate planning of flexible allocation of working hours in
stores, upgrade of the solution for automatic processing of orders by outlets sent to
distribution centers and commercial departments of our suppliers, implementation of a
warehouse management system and the system for transport route planning.

We prepared the standards for defining minimum and correction number of staff for non-
market outlets and started the process of defining the minimum and correction number of
staff in subsidiaries (Croatia)

We renovated the internal evaluation process; now, the findings are analyzed and
concentrated, which in turn serves as the basis for corrective measures.

Within the Slovenian Chamber of Commerce, we took part in the preparation of Guidelines of
Sound Hygienic Practice based on the principles of the HACCP system, for fresh meat and
fish departments. The preparation of Rules and Regulations of sound hygienic practice
based on the HACCP system in catering activity is also under way.

Within the implementation of the project of general optimization of Mercator Group's
operations, intended for the improvement of efficiency and lowering operational costs, we
carried out the following:

Developed a methodology for managing outlet productivity, and prepared a system of
reporting and taking measures aimed at improving the productivity of individual
outlets.

We defined the plan and carried out consistently with it all priority IT tasks that enable
the realization of planned savings, along with changes to process and micro
organization of work.

We carried out the training for employees in 547 stores in Slovenia, in order to
improve their knowledge and operation of the tool for planning flexible allocation of
working ours in outlets, automatic ordering, and use of e-mail and e-bulletin.

INFORMATION TECHNOLOGY

In the period 1 - 3 2007, we carried out the activities of IT redesign in the following key areas:
In the field of support functions, we started to employ as of January 1% 2007 the IT

solution SAP, the implementation and introduction of which took place last year. At the
same time, we carried out the transition from tolar to euro.
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Within the material operation project we completed the project business model and thus
defined the functional requirements for the implementation of the software solution
G.O.L.D. Also prepared is the implementation time schedule for the entire material
operation, including central management, retail, wholesale, logistics, and supply chain
management. According to the plan, the system G.O.L.D. will have been implemented
and put into operation by December 2009, in all trade companies of the Mercator Group.

In the company M-Rodi , d.o.o., we continued the harmonization of IT support for retail
an wholesale in compliance with the standards of support to the companies of the
Mercator Group in new markets.

We also carried out other activities for IT support to the operations of the Mercator Group.

FINANCIAL OPERATIONS

Financial liabilities, including liabilities from financial lease, fell by 2.6 % in the Mercator
Group in the first quarter of 2007 compared to the end of 2006; this is primarily the result of
revised policy of current liability management in 2007.

As at March 31% 2007, the Mercator Group reached the capitalization ratio of 1 : 1.17 (this
ratio was 1 : 1.21 at the end of the year 2006) between share capital which includes balance
sheet share capital and provisions for liabilities and charges, and debt capital which includes
non - current and current financial liabilities and non - current liabilities from financial lease.

As at March 31% 2007, the long- term coverage of non — current term assets with non —
current liabilities for the Mercator Group amounted to 86.9 %, which is at approximately at
the same level compared to the end of 2006, when the coverage was 85.7 %.

The share of non - current financial liabilities in total financial liabilities as at March 31° 2007
amounted to 66.9 %, while current financial liabilities represented the remaining 33.1 %; this
indicates a slight increase in the share of non - current financial liabilities in total financial
liabilities, compared to the end of 2006.
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In the period 1 — 3 2007, Mercator granted both long-term and short-term bilateral loans for
financing new investment activities, as well as for refinancing the existing sources. During
this period, we also signed two agreements on financial lease for the facilities of MC Rijeka
and TC Nove JarSe, in the total value of EUR 25.3 million.

SHAREHOLDER RELATIONS

Key Information for the Shareholders

Shareholder information 31.3.2007

Number of shares registered in Court Register 3,765,361
Market capitalization (in EUR) 932,981,149
Market value per share (in EUR) 247.78
Book value per share (in EUR) 169.41
Annual low (in EUR) 217.82
Annual high (in EUR) 250.37
Weighted average market price, excluding block and cross traders (in EUR) 233.94
Earnings per share (in EUR) 2.26

Mercator Share

Share capital of the company Poslovni sistem Mercator, d.d., as at march 31* 2007, was
divided into 3,765,361 shares. They are listed on the prime market of the Ljubljana Stock
Exchange, d.d., under the code MELR.

The following chart shows the movement of average price per MELR share in the period 1-3
2007, compared to the movement of the SBI20 index:
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Dividend Policy

Supervisory Board of the company Poslovni sistem Mercator, d.d., adopted at its regular
meeting held on April 17" 2007 the company dividend policy for the period 2007 — 2010.
Based on the newly adopted dividend policy, the Supervisory Board and the company
Management Board will propose to the Shareholders Assembly in the years 2007 — 2010 the
payment of dividend in the following sums: EUR 4.00 per share in 2007, EUR 4.25 per share
in 2008, EUR 4.50 per share in 2009, and EUR 4.75 per share in 2010. Supervisory Board
and the Management Board estimate that adopted dividend policy — considering the
development, taxation, and other factors — represents an appropriate compromise between
dividend vyield of the shareholders and employment of net profit for financing company
investment plans; on one hand, this will enable long-term maximization of shareholder
benefit, while on the other hand it will support long-term growth and development of the
Mercator Group. The actual sum of dividend per share in each respective year will be subject
to the decision of the Shareholders Assembly; the Supervisory Board and the company
Management Board must only submit a harmonized proposal of the allocation of the
distributable balance sheet profit for each business year.

RISK MANAGEMENT

In line with the Rules and Regulations on Risk Management in the Mercator Group, the
process of risk management was carried on with in 2007. By systematic monitoring, analysis,
and control of risks, we perceive effectively the critical factors that may occur or that occur in
all process of company operations, particularly in the critical ones.

In Mercator, we monitor and control the risks classified into three groups: business risks,
financial risks, operational risks; the established register of risks is supplemented as
required, and the exposure to individual types of risks is constantly evaluated.

Exposure of the Mercator Group to critical risks did not change considerably in the period 1 —
3 2007, compared to the end of 2006.

ENVIRONMENT PROTECTION ACTIVITIES

Activities in the field of reducing the use of raw materials and energy in Mercator Group
trading companies for the period 1 - 3 2007 include the following:

In March 2007 the collective scheme of the company for handling waste electrical and
electronic equipment Zeos formally started to operate. Mercator signed an agreement to
join the above scheme, and we are currently in the process of negotiating the agreement
on the services of handling the waste electrical and electronic equipment related to the
services of collection, transport, and temporary storage of waste electrical and electronic
equipment in the company Poslovni sistem Mercator, d.d.
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At collection points we had collected 35 tons of waste electrical and electronic equipment
delivered by our customers, thereby contributing to the higher level of recycling waste
raw materials and to the correct handling of hazardous substances in Slovenia.

In accordance with the agreement, the new supplier of electric power has been
submitting monthly reports of power quantities consumed by particular users. This
system provides the possibility of central monitoring of power consumption by specific
users.

We have been collecting data regarding the consumption of types of energy for heating of
facilities and regarding the details for each particular user (type of energy, energy
supplier, fuel container, connected thermal power).

We have prepared the feasibility study for the heating system using wood biomass in the
Sentjernej Shopping Center, which is the basis for providing the conditions for the
introduction and execution of heating with biomass on the above location.

In collaboration with the company Procter&Gamble, d.o.o., and the company for the
handling of waste packaging Slopak, d.o.0., we prepared the sponsored activity called
»Lo ujmo, varujmol« (Separate and Save). The purposes of the action are to raise the
consciousness of the public regarding the importance of separate collection of waste and
at the same time provide to the children from 60 selected Slovenian primary schools the
required infrastructure to start separating waste packaging in their respective schools.
With the purpose of educating employees, the monthly internal magazine started
publishing the series of popular articles dealing with the protection of environment and
safe consumption of energy.

SOCIALLY ACCOUNTABLE ACTIONS

Integration into the social environment

In the beginning of the year 2007 the Mercator Group continued to take part in humanitarian
activities and important sponsorships in Slovenia and in other markets where Mercator is
present.

SLOVENIA

Among large Mercator donations in the beginning of the year 2007 were the
donations to the Hospital for Women Conditions Postojna, and the Institute for
Rehabilitation Ljubljana.

In the beginning of the year Mercator enabled four humanitarian organizations the
collection of tolar coins for their humanitarian activities.

Among sponsorships in the field of science we supported the Faculty of Economics of
the Ljubljana University in the preparation of the EFA Conference (European
Financial Association); Mercator is also the co-founder of the Research and
Innovation Institute.

In the field of culture, in the first quarter of 2007 the largest sponsorship funds of
Mercator went to Cankarjev dom (the Cankar Hall) and the National University
Library.
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In the field of sport Mercator remains loyal to handball by sponsoring the handball
club Krim-Mercator, National Handball Association, as well as numerous local sport
clubs and projects.

Among interesting projects Mercator importantly contributed to the activities called 'Z
glavo na zabavo' (Think and Party), an incentive for healthy fun and party without
harmful substances, as well as the aforementioned activity”"Lo ujmo var ujmo!”
(‘Separate and Save!') which teaches young generation to handle waste responsibly.

CROATIA

The company Mercator - H, d.o.o., sponsored the children masquerade carnival and
the graduation parade, Athlete of the Year pageant, and donated funds for the dental
prevention care program in kindergartens.

SERBIA

The company Mercator - S, d.o.0., continued its donation activities by allocating RSD
250,000 for the painting artistic workshop »Praise the hand« for children with the
Down syndrome.

BOSNIA AND HERZEGOVINA

The company Mercator - BH, d.o.0., sponsored the members of the Karate
Association of BH, the European vice champions, who are very successful in top level
competitions both at home and abroad.

In Mercator centers we organized the promotion of healthy food, and we also
organized public checking of blood pressure and giving advice to the visitors in regard
to the prevention of hypertension.

Communication with Customers

In the period 1 - 3 2007 we continued with the development of the monthly magazine Mesec
('Month') in Slovenia and in Croatia. The last issued copy is the 'Mesec April' (April Month).
We also prepared the monthly electronic version of the magazine, called 'eMesec'.
(http://mesec.mercator.si). The magazine Mesec contains news regarding different events,
latest news and presentations of articles from the Mercator shops, as well as useful and
interesting tips for improved quality of life.

On February 1%, 2007 Mercator founded the Maxi Club and opened the
relevant web site www.klubmaxi.si with the loyalty program for the Club
members. The Club is intended for all customers who like shopping in well
organized and tranquil ambient, require quality and professional services,
and generally set high shopping standards.
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In the middle of February for the second time in a row we presented the Best Sales Person
Award. Over 15,000 voting cards were sent by customers from Slovenia, Croatia and Bosnia
and Herzegovina, giving awards to 14 salesmen and sales women.

Communication with employees

At the 1° meeting, the international editing committee agreed on the issuance of the first
number of the publication called asomer (The Timekeeper), intended for the
requirements of local markets (editions of the publication will be issued in local
languages, and the contents will comprise 20 % of corporate and 80 % of local topics).

Financial operations of the Mercator Group for the year 2006 and the plans for the year
2007 were presented by the Mercator management to all employees at managerial and
professional level.

The company conducted the research of national cultural features in Slovenia, Croatia,
Bosnia and Herzegovina, and Serbia, in order to improve cultural sensitivity and
understanding of associates employed at those markets.

At its 1% meeting this year the Worker's Council discussed the financial results in the year
2006 and the plans for the year 2007, as well as other issues. Meeting was also attended
by the representatives of both trade unions.

We have entered the contest for obtaining the Family Friendly Company certificate.

Communication with financial community

In the year 2007 the Group continues with the policy of prompt, transparent and professional
information of shareholders and financial community. In February 2007 in the electronic
information and dissemination system SEOnet the management published the non-audited
financial statements of the company and the Group for the year 2006. Likewise, via the
SEOnet the shareholders and financial community were kept informed in regard to all major
business events and issues.

End of March 2007 Mercator organized the 7™ traditional meeting of financial partners of the
Mercator Group. The participants were presented the business results for the past year, and

business plans and financial policy for the year 2007.

Communication with business partners

On February 14, 2007, for the eighth year in a row, Mercator prepared the Mercator
Marketing Days, a traditional meeting of the company management with the largest suppliers
and partners from Slovenia, Croatia, Serbia and Boshia and Herzegovina. Over four hundred
participants of this year's meetings were gathered in Cankarjev dom (Cankar Hall) where
they were presented the strategy of development of the Mercator Group for the current year.
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FINANCIAL REPORT

ACCOUNTING POLICIES

All financial statements of the Mercator Group and the company Poslovni sistem Mercator,
d.d., for the period 1 — 3 2007, were compiled in compliance with the International Financial
Reporting Standards, and they are unaudited.

In the preparation of financial statements of the Mercator Group and the company Poslovni
sistem Mercator, d.d., the same accounting policies were applied as in the most recent
Annual Report 2006.

CONSOLIDATED FINANCIAL STATEMENTS OF THE MERCATOR GROUP

Consolidated statements of the Mercator Group include the company Poslovni sistem
Mercator, d.d., and 11 subsidiaries, in which the controlling company holds directly or
indirectly a majority interest. These subsidiaries are the following:

in__Slovenia: Eta, d.d., Pekarna Grosuplie, d.d., Mercator — Emba, d.d.,
Mercator — Optima, d.o.o., M Hotel, d.o.o.

abroad: Mercator — H, d.o.0., Croatia, Belpana, d.o.o., Croatia, Mercator — S, d.o.0.,

Serbia, M — Rodi , d.o.0., Serbia, Mercator — BH, d.o.0., Bosnia in Herzegovina, Mercator
Macedonia, d.o.o0., Macedonia.

36



Consolidated Income Statement

in EUR 000
Index 1-3 | Index 1-3
Type of revenue / expense / cost 1-32006 Plan 2007 1-32007 |2007/1-3]2007/Plan

2006 2007

1 2 3 4 5 6=5/3 7=5/4
A. |SALES 436,346 2,338,722 536,511 123.0 229
1. |Revenue from products sold 6,131 29,225 7,157 116.7 24.5
2. |Revenue from services sold 29,731 160,111 41,378 139.2 25.8
3. |Revenue from goods and material sold 400,484 2,149,386 487,976 121.8 22.7
B. |COST OF GOODS SOLD -312,524 -1,714,619 -388,161 124.2 22.6
1. |Production costs -10,316 -44,343 -10,469 101.5 23.6
2. |Purchase value of goods and material sold -307,025 -1,677,969 -379,853 123.7 22.6
3. |Received cassasconts 5,318 8,743 2,467 46.4 28.2
4. |Other expenses -502 -1,050 -306 61.1 29.2
C. |GROSS PROFIT/LOSS 123,822 624,103 148,350 119.8 23.8
D. [Selling and marketing costs -92,029 -435,242 -107,994 117.3 24.8
E. |[Administrative expenses -20,097 -115,650 -22,588 112.4 19.5
F. |Other gains - net 4512 8,252 2,155 47.8 26.1
G. |OPERATING PROFIT/LOSS 16,208 81,463 19,923 122.9 245
H. |Financial revenues 1,340 6,070 1,063 79.3 17.5
I. |Financial costs -7,601 -43,736 -11,120 146.3 254
J. |PROFIT/LOSS BEFORE INCOME TAX 9,947 43,798 9,865 99.2 225
K. |Income tax expense -2,552 -12,705 -2,283 89.5 18.0
L. |Deferred tax 480 -657 486 101.2 -
M. [PROFIT/LOSS FOR THE FINANCIAL PERIOD 7,875 30,436 8,068 102.4 26.5
N. [Profit/loss attributable to equity holders of the Company 7,767 29,352 7,738 99.6 26.4
O. |Profit/loss attributable to minority interest 108 1,084 330 305.4 30.4
P. |GROSS CASH FLOW FROM OPERATING ACTIVITIES 27,991 153,093 37,556 134.2 245
R. |Number of employees based on hours worked 16,342 19,363 18,523 113.3 95.7
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Consolidated Balance Sheet

in EUR 000
L Plan Structure Index
Type of assets / liabilities 31.12.2006 31.12.2007 31.3.2007 31.3.2007 3113:;22(())(())76/3
ASSETS
A. |INON-CURRENT ASSETS 1,418,675 1,510,712 1,411,609 75.8 % 99.5
I. |Property, plant and equipment 1,303,811 1,404,411 1,299,824 69.8 % 99.7
Il. |Investment property 13,094 13,094 13,015 0.7 % 99.4
I1l. |Intangible assets 86,678 82,636 83,617 4.5 % 96.5
1V. |Deferred income tax assets 5,572 2,665 6,060 0.3 % 108.7
V. [Derivative financial instruments 1,986 903 3,111 0.2 % 156.7
VI. |Trade and other receivables 2,147 0 597 0.0 % 27.8
VII. |Long-term financial investments 5,387 7,003 5,386 0.3 % 100.0
B. [CURRENT ASSETS 442,500 420,586 450,229 24.2 % 101.7
I. |Inventories 225,803 219,509 224,587 12.1 % 99.5
1. |Trade and other receivables 198,415 191,369 211,227 11.3 % 106.5
111. |Current income tax assets 247 0 339 0.0 % 137.2
1V. |Cash and cash equivalents 18,035 9,708 14,077 0.8 % 78.1
TOTAL ASSETS 1,861,175 1,931,298 1,861,838 100.0 % 100.0
A. |[EQUITY 647,880 648,984 653,552 35.1 % 100.9
Majority interest 606,975 608,395 612,935 32.9% 101.0
I. |Ordinary shares 157,126 157,126 157,126 8.4 % 100.0
1. |Share premium 193,298 193,298 193,298 10.4 % 100.0
I1l. |Revenue reserves 143,801 145,219 143,801 7.7 % 100.0
1V. [Revaluation reserve 48,537 48,537 48,537 2.6 % 100.0
V. |Reatined net profit 57,912 47,699 59,217 3.2% 102.3
VI. |Net profit for the financial year 0 12,527 7,738 - -
VII. [Currency translation reserve 6,301 3,989 3,217 0.2 % 51.1
Minority interest 40,905 40,589 40,617 2.2% 99.3
LIABILITIES
B. [NON-CURRENT LIABILITIES 567,397 635,703 573,750 30.8 % 101.1
I. |Borrowings 515,057 586,696 522,535 28.1 % 101.5
1l. |Derrivative financial instruments 180 0 0 0.0 % -
11l. |Deferred income tax liabilities 16,211 16,514 16,199 0.9 % 99.9
1V. [Retirement benefit obligations 19.045 19.470 19.019 1.0% 99.9
V. [Provisions for iabilities and charges 16,904 13,023 15,998 0.9 % 94.6
C. [CURRENT LIABILITIES 645,898 646,611 634,536 34.1% 98.2
|. |Trade and other payables 356,805 384,049 374,073 20.1 % 104.8
1. |Current income tax liabilities 1,724 0 1,687 0.1 % 97.9
11l. |Borrowings 287,369 262,562 258,776 13.9 % 90.0
TOTAL LIABILITIES 1,213,295 1,282,314 1,208,286 64.9 % 99.6
TOTAL EQUITY AND LIABILITIES 1,861,175 1,931,298 1,861,838 100.0 % 100.0
Number of employees as at 31 March 19,539 20,683 19,209 98.3
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Consolidated Cash Flow Statement

in EUR 000
Cash flows Plan 2007 | 1 -3 2007
A OPERATING ACTIVITIES
Cash generated from operations 218,393 43,156
1 Interest paid -43.736 -10.959
2 Income tax paid -12.705 -2.283
1 Net cash generated from operating activities 161,952 29,914
B INVESTING ACTIVITIES
1 |Acauisition of subsidiaries, net of cash acauired 0 =257
2 Purchases of property, plant and eauipment (PPE) -191.007 -17.170
3 Purchases of intanaible assets -11.275 -374
4 Purchases of non-current investments 0 0
5 Purchases of current investments (0] (0]
6 Loans made -204 -3.330
7 Proceeds from sale of PPE 12,193 1.881
8 Proceeds from sale of intanaible assets 21 (0]
9 Proceeds from sales of non-current investments 207 0
10 [Proceeds from sale of current investments 375 0
11 linterest received 6.033 872
12 [Dividends received 0 0
13 [l oan repavments received 0 5.718
1l Net cash used in investing activities -183,656 -12,661
C FINANCING ACTIVITIES
Proceeds / repavments of borrowinas 33.250 -21.115
Dividends paid to Companv's shareholders -10.213 0
1] Net cash used in financing activities 23,037 -21,115
1 Increase of cash and cash equivalents 1,333 -3.862
At the beainina of the period 8.250 18.035
3 Exchanae aains/losses in cash 125 -96
IV |Cash at the end of the period 9.708 14,077
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Consolidated Statement of Changes in Equity

in SIT 000

Share
Revenue reserves
capital
Currency
Share Reserves —— Revaluation | Retained [ Profit for the e Minority Total
Ordinary | Premium Legal o Treasury | DT reserve earnings year reserve interest
shares reserves | treasury shares
reserves
shares
Balance as at1 January 2007 157,126/ 193208 13.389 4,900 -4.900 130412 48,537 57,912 [0] 6301 40,905 647,880/
Profit for the financial period 0 0 0 0 0 0 0 0 7.738| 0 330 8.068|
Cash flow hedge net of tax 0 0 0 0 0 0 0 1.305| 0 0| 0 1.305
Currency translation differences 0 0 0 0 0 0 0] 0 0 -3.084] 0] -3.084
Change in share capital of subsidiaries 0 0 0 0 0 0 0 0 0 0 —61% -618
Balance as at 31 March 2007 157.126] 193.298 13.389 4.900 -4.900 130.412) 48,537 59.217] 7.738| 3217, 40.617 653,551

Notes to the Consolidated Financial Statements

NOTES TO THE CONSOLIDATED INCOME STATEMENT

Net revenues from sales

Net revenues from sales for the period 1 — 3 2007 amounted to EUR 536,511 thousand and
arrived at 22.9 % of planned net revenues from sales for the year 2007, and exceed the
figures from the comparable period last year by 23.0 %, which is considerably the
consequence of the integration of the company M - Rodi , d.o.o., into the Group, as of
October 1% 2006.

Revenues resulting from the sale of goods and materials take 91.0 % of net revenues from
sales, while the remaining 9.0 % originates from revenues from sales of products and
services.

Without revenues originating from the company M - Rodi , d.o.0., Mercator Group would
have realized EUR 477,370 thousand of net revenues in the period 1 — 3 2007, which would
represent a 9.4 % increase compared to the same period in the year 2006.

Cost of goods sold
Costs of goods sold including production costs, purchase value of sold goods and materials
and other operating expenditures in the relevant period amounted to EUR 388,161 thousand,
and exceed the same category by 24.2 % compared to the last year figures, which is mostly
the consequence of increased scale of operations.

Gross profit
Gross profit from sales for the period 1 — 3 2007 amounted to EUR 148,350 thousand, which

is an 19.8 % increase compared to the period 1 — 3 2006 and represents 23.8 % of the 2007
plan.
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Selling costs and administrative expenses

Selling costs and administrative expenses amounted to EUR 130,583 thousand and exceed
the figures for the comparable period last year by 16.5 %, representing 23.7 % of the 2007
plan. Growth of costs is a result of the increased scale of operations, inclusion of the
company M - Rodi , d.o.0., into the Group, and the growth of prices in some cost elements
(power, transport, etc.).

Expenses by nature

in EUR 000
Index 1-3 Index 1-3
Type of Cost 1-3 2006 Plan 2007 1-32007 07/13 06 07/Plan

2007

1 2 3 4 5 6=5/3 7=5/4
1 |Costs of material 16,232 78.906 18.871 116.3 23.9
2 [Costs of services 27,594 160.856 33.055 119.8 20.5
3 [Depreciation and amortisation 16.637 74,969 19.023 1143 254
4 |l abour costs 60,496 296,224 66.903 110.6 24.9
5 [Other expenses 1,985 10.250 3.505 176.6 34.2
6 _|Cost of goods sold 301,707 1.671.305 377,386 125.1 22.6
7 |TOTAL COSTS 424,649 2,265,510 518,743 122.2 22.9

Cost of material amounted to EUR 18,871 thousand, and recorded a 16.3 % increase
compared to last year.

Costs of services amount to EUR 33,055 thousand, and have risen by 19.8 % compared to
the same period of the last year. Increase in the costs of services is predominantly a result of
the inclusion of the company M - Rodi , d.o.0., into the Group, and intensive marketing
activities.

Labor costs amounted to EUR 66,903 thousand, which is 10.6 % more than in the same
period last year. The growth is lesser than the increase in the number of employees.

Also included among the administrative expenses are the losses from the disposal of PPE in
the amount of EUR 233 thousand, and adjustments in current assets in the amount of EUR
491 thousand.

Other revenues from operations

Other revenues from operations amounted to EUR 2,155 thousand, of which EUR 745
thousand is related to proceeds from sale of fixed assets, while the remaining other revenues
from operations relate to various other revenues (compensations, donations, subsidies,
written-off receivables). In the period 1 — 3 2007, proceeds from the disposal of PPE
amounted to EUR 2,915 thousand.
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Operating profit

Operating profit for the period 1 - 3 2007 amounts to EUR 19,923 thousand, which is EUR
3,715 thousand, or 22.9 % more than the same figure for the period 1 — 3 2006; this is mostly
the result of higher net revenues and improved cost efficiency. Operating profit represents
24.5 % of the 2007 plan.

Financial revenues

Financial revenues amounted to EUR 1,063 thousand, which is EUR 277 thousand less than
in the period 1 — 3 2006.

Financial costs

Financial costs for the relevant period amount to EUR 11,120 thousand, of which a major
portion relates to costs from interest paid to commercial banks, financial lease, and bonds.
Compared to the same period last year, they represent a 46.3 % increase, mostly resulting
from increases in interest rates and higher financial liabilities.

Profit for the financial period

In the period 1 — 3 2007 the Mercator Group realized EUR 8,068 thousand of net profit,
which is EUR 193 thousand more than in the same period last year, and represents 26.5 %
of net profit planned for the year 2007.

Profit for the periods 1 — 3 2007 and 1 — 3 2006 are not entirely comparable, because the
company M - Rodi , d.o.0., entered the Group in the last quarter of 2006 in Serbia.

Gross cash flow from operating activities

Gross cash flow from operating activities of the Mercator Group for the period 1 — 3 2007
amounted to EUR 37,556 thousand, which is 34.2 % more compared to the period 1- 3 2006,
arriving at 24.5 % of the 2007 plan.

The calculation is indicated in the following chart:

in EUR 000

Index 1-3 | Index 1-3

1-32006 | Plan 2007 | 1 -3 2007 07/ 1.3 06 | 07/plan 07
Profit for the year 7.875 30,436 8.068 102.4 26.5
Income tax 2,072 13,362 1,797 86.7 13.4
Depreciation and amortisation 16.637 74,969 19,023 114.3 25.4
Net gains from sale and impairment of property, plant and equipment -2,818 -3.708 -512 18.2 13.8
Net movements in provisions -994 368 -906 91.1 -
Net gains/losses from sale of financial assets 0 -37 0 - -
Net interest paid 5,219 37,704 10,087 193.3 26.8
Gross cash flow from operating activities 27,991 153,093 37,556 134.2 24.5
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NOTES TO THE CONSOLIDATED BALANCE SHEET

Property, plant and equipment, investment property and intangible assets

As at March 31% 2007, the value of PPE, investment prpperty, and intangible assets amounts
to EUR 1,396,456 thousand, which is EUR 7,127 thousand less than at the beginning of the
year; these assets represent 75.0 % of total assets. The change in value was affected by
new investment, depreciation, disposal of commercially unviable assets, and exchange rate
differences.

Derivative financial instruments

As at March 31% 2007, the value of derivative financial instruments intended for the hedging
the risks related to cash flow, amounts to EUR 3,111 thousand, which is EUR 1,125
thousand more than at the end of 2006. In the period 1 — 3 2007, no new agreements on
derivative financial instruments were signed.

Non-current trade and other receivables

Non - current trade and other receivables as at March 31% 2007 amount to EUR 597
thousand; they include long-term loans granted and deposits.

Non - current financial investments
Non - current financial investments as at March 31 2007 amount to EUR 5,386 thousand,
which is the same as at December 31° 2006.

Inventories

Inventories of raw materials, material, and trade goods as at March 31% 2007 amount to EUR
224,587 thousand, and represent 49.9 % of the total current assets. Compared to the
beginning of the year, the value of inventories decreased by EUR 1,216 thousand, or 0.5 %.

Current trade and other receivables

As at March 31% 2007, current trade and other receivables amounted to EUR 211,227
thousand, which is EUR 12,812 thousand or 6.5 % more than at the beginning of the year,
primarily due to the growth in prepaid expenses. Other current receivables include short-term
loans granted, deposits, and short-term financial investments, which together amount to EUR
5.517 thousand as at March 31% 2007.

Equity

In the period 1 — 3 2007, the majority interest of the Group rose by EUR 5,959 thousand. The
changes are primarily related to the following:

0 increase by net profit of the majority interest holder attained in the period 1 - 3 2007, in
the amount of EUR 7,738 thousand,;
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0 increase in equity by the adjustment of fair value of derivative financial instruments in the
amount of EUR 1,305 thousand;

0 decrease in equity due to exchange rate differences in the translation of financial
statements of foreign companies into the representation currency, in the amount of EUR
3,084 thousand.

Borrowings

Non — current financial liabilities as at March 31% 2007 amount to EUR 522,535 thousand,
and have increased by EUR 7,478 thousand compared to the beginning of the year.

Current financial liabilities as at March 31% 2007 amount to EUR 258,776 thousand, and
have decreased by EUR 28,593 thousand compared to the beginning of the year.

Compared to the beginning of the year, the maturity of financial liabilities has changed. Non —
current financial liabilities now represent 66.9 % of the total financial liabilities, and current
liabilities represent the remaining 33.1 % (as at December 31 2006, the ratio between non -
current and current financial liabilities was 64.2 vs. 35.8).

In the composition of financial liabilities by currencies, financial liabilities in EUR represent
96.7 %, and financial liabilities in other currencies represent the remaining 3.3 %.

The share of financial liabilities by variable interest rate in the total financial liabilities
amounts to 47.7 %, while liabilities with fixed or hedged interest rate represented the
remaining 52.3 % of total liabilities.

Retirement benefit obligations

As at March 31% 2007, the total retirement benefit obligations amount to EUR 19,019
thousand and they have not changed considerably compared to the beginning of the year.
During the year, the value of retirement benefit obligations may change due to the exchange
rate differences in companies abroad; at the end of the year, the obligations are re-measured
and adjusted as necessary.

Provisions for liabilities and charges

As at March 31% 2007, the provisions amounted to EUR 15,998 thousand. Compared to the
beginning of the year, provisions have decreased by EUR 906 thousand.

Deferred taxes
In 2007, Mercator Group has recognised both deferred income tax assets and deferred

income tax liabilities. As at March 31%' 2007, the net deferred income tax liabilities totaled
EUR 10,139 thousand.
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Trade and other payables

Trade and other payables as at March 31% 2007 amounted to EUR 374,073 thousand, which
is EUR 17,268 thousand more than at the beginning of the year. The increase is primarily the
result of the increased scale of operations, and the revised policy of current payables
management.

During a recent case in 2006, Slovenian law practitioners adopted the view that normative
and tariff part of the collective labor agreement for trade industry related to commuting refund
are not in line with each other; as a result, employees are receiving more benefits than
stipulated. Mercator has already taken steps to protect its interest. Since probability and
amount of any liabilities of Slovenian companies of the Mercator Group, related to these

proceedings, cannot be estimated, they are not included among the potential liabilities.

Financial indicators

Mercator Group

1-32006 Plan 2007 | 1 -3 2007
Indicators of Profitability
Return on Equity 6.3 % 4.9 % 5.5%
Return on Sales 1.8 % 1.3 % 1.5%
Indicators of Financial Structure
Borrowings / Equity 1.34 1.31 1.20
Equity and Long-term Provisions to Total Liabilities 36.1 % 34.3% 36.0 %
Borrowings to Total Liabilities 47.3 % 44.0 % 42.0 %
Trade and Other Payables to Total Liabilities 14.3 % 19.9 % 20.1 %
Indicators of Operating Efficiency and Productivity
Labor Costs per work hours (in EUR 000) 16.3 13.9 15.9
Sales / Labor Costs 7.2 8.7 8.0
Revenues per Employee per work hours (in EUR 000) 117 121 127
Value Added per Employee per work hours (in EUR 000) 23.8 21.8 24.8
Gross Cash Flow from Operating Activities / Sales 6.4 % 6.5 % 7.0 %
Total Costs without Depreciation and Provisions / Sales 22.1% 20.4 % 20.8 %
Invested Capital (in EUR 000) 1,283,800 1,496,549 1,504,371
Gross Cash Flow from Operating Activities / Invested Capital 9.6 % 10.2 % 11.0 %

Note: Value added is calculated as the sum of gross cash flow from operating activities and labor costs. Indicator
costs of sales and overhead activities without depreciation and provisions on net revenues is calculated as the
ratio between total costs (without the purchase value of goods sold, costs of depreciation and provisions) and net
revenues. Invested capital represents the differences between total liabilities and current trade and other
payables at the beginning of the financial period.
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FINANCIAL STATEMENTS OF THE COMPANY POSLOVNI SISTEM MERCATOR, D.D.

Financial statements of the company Poslovni sistem Mercator, d.d., for the period 1 — 3
2007, also comprise the operations of the companies merged in the last quarter of the year
2006.

The company Poslovni sistem Mercator, d.d., has a double role in the Mercator Group:
it is the parent company that owns all ownership shares in the Group's subsidiaries;
simultaneously, it is the operative company, carrying out all trade and other activities
in Slovenia. Thus, the application of financial statements of the company Poslovni
sistem Mercator, d.d., for economic analysis of the operation of the Mercator Group is
not appropriate. For such analysis, it would be more sensible to apply only the
consolidated financial statements that represent the performance of the Mercator

Group as a uniform business entity.

Income Statement

in EUR 000

Type of revenue / expense / cost 1-32006 Plan 2007 1-32007 Index Index

1 2 3 4 5 6 =5/3 7=5/4
A. |NET SALES REVENUES 353,719 1,611,509 382,542 108.1 23.7
1. |Revenues from products sold 313 2,544 781 249.6 30.7
2. |Revenues from services sold 25,409 133,558 33,308 131.1 24.9
3. |Revenues from goods and material sold 328,403 1,476,375 349,078 106.3 23.6
4. |Decrease of sales for given discounts -406 -968 -625 154.2 64.6
B. |COST OF GOODS SOLD -253,160 -1,153,322 -272,463 107.6 23.6
1. [Production costs -159 0 -409 257.0 -
2. |Purchase value of goods and material sold -257,264 -1,157,594 -273,546 106.3 23.6
3. |Received discounts 4,331 4,453 1,551 35.8 34.8
4. |Other expenses -68 -180 -59 86.3 32.7
C. |GROSS PROFIT 100,559 458,187 110,079 109.5 24.0
D. [Selling and marketing costs -70,181 -317,387 -74,665 106.4 23.5
E. |Administrative expenses -16,724 -83,920 -20,020 119.7 23.9
F. |Other gains - net 3,901 6,254 1,003 25.7 16.0
G. |OPERATING PROFIT 17,555 63,134 16,396 93.4 26.0
H. |Financial revenues 833 5,957 521 62.6 8.8
I [Financial costs -4,958 -30,544 -6,811 137.4 22.3
J. |PROFIT BEFORE INCOME TAX 13,429 38,547 10,106 75.3 26.2
K. |Income tax expense -2,382 -10,458 -2,223 93.4 21.3
L. [Deferred tax 417 -659 487 116.7 -
M. [PROFIT FOR THE FINANCIAL PERIOD 11,465 27,430 8,370 73.0 30.5
N. [Number of employees based on hours worked 12,263 12,425 12,137 99.0 97.7
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Balance Sheet

in EUR 000
. Plan Structure et
Type of assets / liabilities 31.12.2006 31.12.2007 31.3.2007 31.3.2007 31.3.2007/
31.3.2006
1 2 3 4 5 6 7=5/3
ASSETS
A. |[INON-CURRENT ASSETS 1,199,494 1,241,526 1,196,170 78.2 % 99.7
I. |Property, plant and equipment 722,427 776,983 717,297 46.9 % 99.3
1. [Investment property 12,893 12,596 12,817 0.8 % 99.4
11l. |Intangible assets 9,947 18,103 9,850 0.6 % 99.0
1V. |Deferred income tax assets 5,536 2,638 6,023 0.4 % 108.8
V. |Derivative financial instruments 1,986 903 3,111 0.2 % 156.7
VI. |Trade and other receivables 592 592 554 0.0 % 934
VII. [Long - term financial investments 446,112 429,711 446,519 29.2 % 100.1
B. [CURRENT ASSETS 321,908 300,248 334,099 21.8% 103.8
I. |Inventories 162,817 146,680 161,363 10.5% 99.1
1I. |Trade and other receivables 156,597 147,856 171,346 11.2% 109.4
11l. |Current income tax assets 0 0 0 0.0 % -
IV. |Cash and cash equivalents 2,493 5,712 1,390 0.1 % 55.7
TOTAL ASSETS 1,521,402 1,541,773 1,530,269 100.0 % 100.6
A. |EQUITY 617,398 615,714 627,073 41.0% 101.6
I. |Ordinary shares 157,126 157,126 157,126 10.3% 100.0
Il. _|Share premium 193,298 193,298 193,298 12.6 % 100.0
1. |Revenue reserves 69,867 69,867 69,867 4.6 % 100.0
1V. |Revaluation reserves 74,988 74,988 74,988 4.9 % 100.0
V. |Reatined net profit 112,429 93,006 123,424 8.1 % 109.8
VI. |Net profit for the financial year 9,691 27,430 8,370 0.5 % 86.4
LIABILITIES
B. [NON-CURRENT LIABILITIES 440,939 415,960 431,017 28.2 % 97.7
I. |Borrowings 397,384 376,249 387,916 25.3 % 97.6
I1. |Derrivative financial instruments 180 0 0 0.0 % -
I1l. |Deferred income tax liabilities 13,490 13,401 13,490 0.9 % 100.0
IV. [Retirement benefit obligations 16,105 15,092 16,105 1.1% 100.0
V. |Provisions for liabilities and charges 13,779 11,218 13,505 0.9 % 98.0
C. |CURRENT LIABILITIES 463,065 510,099 472,179 30.9% 102.0
|. |Trade and other payables 252,233 280,014 277,258 18.1 % 109.9
1l. |Current income tax liabillities 1,235 0 1,557 0.1 % 126.0
11l. |Borrowings 209,597 230,085 193,365 12.6 % 92.3
TOTAL LIABILITIES 904,004 926,059 903,196 59.0 % 99.9
TOTAL EQUITY AND LIABILITIES 1,521,402 1,541,773 1,530,269 100.0 % 100.6
Number of employees as at 31 March 12,957 13,079 12,832 99.0
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Cash Flow Statement

in EUR 000
Cash flows Plan 2007 | 1 -3 2007
A Operating activities
1 Cash generated from operations 179,824 37,124
2 Interest paid -30,544 -6,793
3 Income tax paid -10,458| -2,223
Net cash generated from operating activities 138,821 28,108
B Investing activities
1 Acquisition of subsidiaries, net of cash acquired -12,364 -407
2 Purchases of property, plant and equipment (PPE) -89,698| -5,041
3 Purchases of intangible assets -7,603 -322
4 Purchases of non-current investments 0 0
5 Purchases of current investments 0 0
6 Loans made 0 -500
7 Proceeds from sale of subsidiaries 0 0
8 Proceeds from sale of PPE 11,726 1,700
9 Proceeds from sale of intangible assets 0 0
10 |Proceeds from sales of non-current investments 0 0
11 |Proceeds from sale of current investments 0 0
12 |Interest received 5,920 475
13 |Dividends received 0 0
14 [Loan repayments received -571 584
Net cash used in investing activities -92,590) -3,511
C Financing activities
1 Proceeds from issuance of shares 0 0
2 Proceeds/repayments of borrowings -35,879 -25,701
3 Purchase of treasury shares 0 0
4 Dividends paid to Company's shareholders -10,213 0
Net cash used in financing activities -46,093 -25,701
Net increase/decrease in cash 139 -1,104
Movements of cash and cash equivalents
At the begining of the period 5,573 2,493
Increase/Decrease 139 -1,104
At the end of the period 5,712 1,389
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Statements of Changes in Equity

in EUR 000

Share

. Revenue reserves
capital

Share Reserves Revaluation | Retained | Profit for

Ordinary | Premium Legal for Treasury Other reserve earnings | the year

revenue
shares reserves | treasury shares

reserves
shares

Total

Balance as at 1 January 2007 157,126 193,298 13,389 4,900 -4,900| 56,478 74,988 122,119 0 617,398

Net profit for the financial period 0| 0| 0] 0| 0| 0| 0] 0| 8,370 8,370

Cash flow hedge net of tax 0| 0| 0] 0| 0| 0| 0] 1,305 0| 1,305

Balance as at 31 March 2007 157,126 193,298 13,389 4,900 -4,900| 56,478 74,988 123,424 8,370 627,073

Notes to the financial statements

NOTES TO THE INCOME STATEMENT

Net revenues from sales

Net revenues from sales for the period 1 — 3 2007 amounted to EUR 382,542 thousand,
which is an increase over the comparable period last year by 8.1 %, and represents 23.7 %
of planned net revenues from sales for the year 2007.

Revenues resulting from the sale of goods and materials amounted to EUR 349,078
thousand, which is EUR 20,675 thousand or 6.3 % more compared to the same period last
year. Net increase is largely the consequence of the following:

- acquisition of retail units from the company Era, d.d., Velenje, in January 2006;

- reopening of retail units on Sundays, and

- opening of new and refurbished retail units.

Revenues from sales of products and services amounted to EUR 34,089 thousand, which is
a 32.5 % increase compared to the same last year period.

Cost of goods sold

Costs of goods sold including production costs, purchase value of goods and materials and
other operating expenditures in the relevant period amounted to EUR 272,463 thousand, and
exceed the same category by 7.6 % compared to the last year figures, which is mostly the
conseqguence of increased scale of operations.

Gross profit

Gross profit for the period 1 - 3 2007 amounted to EUR 110,079 thousand, which is 9.5 %
more than in the period 1 — 3 2006, and represents 24.0 % of the 2007 plan.
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Selling costs and administrative expenses

Selling costs and administrative expenses amount to EUR 94,686 thousand, which is 8.9 %
more than n the same period last year; the figure represents 23.6 % of the planned value for

2007.

Expenses by nature

in EUR 000

Type of Cost 1- 32006 Plan 2007 1- 32007 Index Index

1 2 3 4 5) 6=5/3 7=5/4
1. [Costs of material 7,571 35,588 9,391 124.0 26.4
2. |Costs of services 19,913 107,629 20,738 104.1 19.3
3. [Depreciation and amortisation 9,718 42,793 10,124 104.2 23.7
4. |Provisions for other liabilities and charges 0 0 0 - -
5. |Labour costs 48,731 207,612 52,398 107.5 25.2
6. [Other expenses 972 7,684 2,034 209.3 26.5
7. |Cost of goods sold 253,160 1,153,322 272,463 107.6 23.6
8. |TOTAL COSTS 340,066 1,554,629 367,148 108.0 23.6

Cost of material amounted to EUR 9,391 thousand, and recorded a 24.0 % increase
compared to last year, which is mostly due to higher energy costs.

Costs of services amount to EUR 20,738 thousand, and have risen by 4.1 % compared to
the same period of the last year. Increase in the costs of services is predominantly a result of
the rising costs of transport and telecommunications, costs of insurance premiums, and
trade, intellectual, and personal services.

Labor costs amounted to EUR 52,398 thousand, which is 7.5 % more than in the same
period last year. The growth a result of labor costs in acquired retail units and labor costs in
newly opened outlets.

Also included among the administrative expenses are the losses from the disposal of PPE in
the amount of EUR 57 thousand, and adjustments in current assets in the amount of EUR
491 thousand.

Other revenues from operations

Other revenues from operations in the period 1 — 3 2007 amounted to EUR 1,003 thousand,
which is 74.3 % less than in the same period last year. In the period 1 — 3 2007, proceeds
from the disposal of PPE amounted to EUR 592 thousand, while the remaining part relates to
other revenues; proceeds from disposal of PPE in the period 1 — 3 2006 amounted to EUR
2,854 thousand.

Operating profit

Operating profit for the period 1 - 3 2007 amounts to EUR 16,396 thousand, which is EUR
1,159 thousand less than the same figure for the period 1 — 3 2006. Lesser profit is a result
of lower extraordinary revenues related to proceeds from disposal of PPE, which were EUR
2.2 million lower than in the same period last year.
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Financial revenues

Financial revenues which amounted to EUR 521 thousand in the period 1 — 3 2007, relate
mostly to revenues from default interest from current trade receivables. Compared to the
same period last year, financial revenues are lower by EUR 311 thousand, mostly due to
lower default interest received.

Financial costs

Financial costs in the period 1 — 3 2007 amounted to EUR 6,811 thousand, which is EUR
1,852 thousand more than in the same period last year. Financial costs relate to payments of
regular loan interest to commercial banks.

Profit for the financial period

Company net profit for the period 1 — 3 2007 amounted to EUR 8,370 thousand, which is
EUR 3,095 thousand less than in the same period of the last year, and represents 30.5 % of
the 2007 plan.

NOTES TO BALANCE SHEET

Property, plant and equipment, investment property and intangible assets

As at March 31°% 2007, the value of PPE, investment property, and intangible assets amounts
to EUR 739,964 thousand, which is EUR 5,303 thousand less than at the beginning of the
year. These assets represent 48.4 % of total assets. The change in value is a result of the
change in investment, depreciation, and disposal of commercially unviable assets.

Derivative financial instruments

As at March 31% 2007, the derivative financial instruments intended for hedging the risks to
cash flow, with positive fair value, amounted to EUR 3,111 thousand, which is EUR 1,125
thousand more than at the end of 2006.

Non — current trade and other receivables
Non - current trade and other receivables as at March 31% 2007 amount to EUR 554
thousand, which is the same as at the beginning of 2007.

Long term financial investments

Long-term financial investment as at March 31 2007 amount to EUR 446,519 thousand, and
are primarily related to ownership shares in the subsidiaries of the Mercator Group in
Slovenia and abroad. Compared to the beginning of the year, long-term financial investments
have increased by EUR 407 thousand, which relates mostly to the purchase of additional
share in the subsidiaries Pekarna Grosuplje, d.d., and Mercator - Emba, d.d.
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Inventories

Inventories of raw materials, material, and trade goods as at March 31% 2007 amount to EUR
161,363 thousand, and represent 48.3 % of total current assets. Compared to the beginning
of the year, the value of inventories fell by EUR 1,454 thousand, or 0.9 %.

Current trade and other receivables

As at March 31% 2007, current trade and other receivables amounted to EUR 171,346
thousand, which is EUR 14,748 thousand or 9.4 % more than at the beginning of the year.
Among other current receivables are the short - term loans granted, deposits, and short -
term financial investments, which amounted to EUR 1,298 as at March 31°' 2007.

Equity

In the period 1 — 3 2007, company equity rose by EUR 9,675 thousand. The changes relate

to the following:

- increase by net profit attained in the period 1 - 3 2007, in the amount of EUR 8,370
thousand,

- increase in equity by the adjustment of fair value of derivative financial instruments in the
amount of EUR 1,305 thousand.

The company Poslovni sistem Mercator, d.d., did not buy or sell treasury shares in the
period 1 — 3 2007. As at March 31% 2007, the company Poslovni sistem Mercator, d.d., held
64,906 own / treasury shares with a total value of EUR 4,900 thousand.

Basic return on equity calculated as the ratio between net profit and average equity in the
period at hand amounts to 6.0 %.

Borrowings

As at March 31% 2007, financial liabilities amounted to EUR 681,280 thousand, which is EUR
25,701 thousand less than at the end of 2006. The increase is related to the revised policy of
current payables management in 2007.

Compared to the beginning of the year, the maturity of financial liabilities has changed. Non -
current financial liabilities now represent 66.7 % of the total financial liabilities, and current
liabilities represent the remaining 33.3 % (as at December 31 2006, the ratio between non -
current and current financial liabilities was 65.5 vs. 34.5).

Retirement benefit obligations

As at March 31% 2007, the total retirement benefit obligations amounted to EUR 16,105
thousand, and they have not changed considerably compared to the beginning of the year.
During the year, the value of retirement benefit obligations will not be changed; at the end of
the year, the obligations shall be re-measured and adjusted as necessary.
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Provisions for liabilities and charges

As at March 31% 2007, the provisions amounted to EUR 13,505 thousand. Compared to the
beginning of the year, provisions have decreased by EUR 274 thousand. The changes are
related to drawing of provisions in compliance with the drawing plan.

Deferred taxes

In the period 1 — 3 2007, the company has recognized both deferred income tax assets and
liabilities. As at March 31% 2007, the net deferred income tax liabilities totaled EUR 7,467
thousand.

Trade and other payables

Trade and other payables as at March 31% 2007 amounted to EUR 277,258 thousand, which
is EUR 25,025 thousand more than at the beginning of the year.

During a recent case, Slovenian law practitioners adopted the view that normative and tariff
part of the collective labor agreement for trade industry related to commuting refund are not
in line with each other; as a result, employees are receiving more benefits than stipulated.
Mercator has already taken steps to protect its interest. Since probability and amount of any
liabilities of Slovenian companies of the Mercator Group, related to these proceedings,
cannot be estimated, they are not included among the potential liabilities.

Financial indicators

Poslovni sistem Mercator, d.d.

1-32006 Plan 2007 1-3 2007
Indicators of Profitability
Return on Equity 16.7 % 4.6 % 6.0 %
Return on Sales 3.2% 1.7% 22%
Indicators of Financial Structure
Borrowings / Equity 0.98 0.98 0.93
Equity and Provisions to Total Liabilities 41.5 % 40.7 % 41.9 %
Borrowings to Total Liabilities 39.9 % 39.3 % 38.0 %
Trade and Other Payables to Total Liabilities 16.7 % 18.2 % 18.2 %
Indicators of Operating Efficency and Productivity
Labor Costs per work hours (in EUR) 17,485 16,709 18,996
Sales / Labor Costs 7.3 7.8 7.3
Revenues per Employee per work hours (in EUR) 126,915 129,699 138,685
Value Added per Employee per work hours (in EUR) 26,253 24,754 28.328
Total Costs without Depreciation and Provisions / Sales 22.2 % 22.3% 21.9%
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