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Independent Auditors’ Report to the Shareholders of Petrokemija d.d. 

Qualified Opinion 

We have audited the separate financial statements of Petrokemija d.d. (“the Company”), which 
comprise the separate statement of financial position as at 31 December 2016, the separate 
statements of comprehensive income, changes in equity and cash flows for the year then 
ended, and notes, comprising significant accounting policies and other explanatory information. 

In our opinion, except for the effects of the matters described in the Basis for Qualified Opinion 
section of our report, the accompanying separate financial statements give a true and fair view 
of the financial position of the Company as at 31 December 2016, and of its financial 
performance and its cash flows for the year then ended in accordance with International 
Financial Reporting Standards as adopted by the European Union (“EU IFRS”). 

Basis for Qualified Opinion 

As described in note 29, the Company has a legal obligation to restore its landfill site in Kutina 
to its original condition. In accordance with IAS 37 Provisions, contingent liabilities and 
contingent assets, the Company is required to recognize a provision for the costs of land 
restoration and site closure. No such provision was recognized in the separate financial 
statements as at 31 December 2016 and 31 December 2015. Had this provision been recognised 
in accordance with IAS 37, adjustments would have been made to increase non-current 
liabilities and decrease equity by HRK 155,356 thousand as at 31 December 2016 (31 December 
2015: HRK 148,520 thousand) and decrease the net result for the year then ended by HRK 6,836 
thousand (2015: HRK 6,541 thousand). Our opinion on the separate financial statements for the 
preceding period was also qualified in respect of this matter. 

As described in note 18, as at 31 December 2016, inventory of spare parts stated at HRK 91,414 
thousand (31 December 2015: HRK 93,662 thousand) includes items relating to major spare 
parts and stand-by equipment which the Company expects to use during more than one period. 
IAS 16 Property, plant and equipment, requires that such items are classified as part of property, 
plant and equipment and depreciated accordingly. We have requested the Company to prepare 
an assessment quantifying the adjustments with respect to this matter. No such assessment 
was performed.  

As described in note 14, as at 31 December 2016, the Company’s property, plant and equipment 
and related spare parts and materials include items stated at HRK 14,567 thousand and HRK 
20,140 thousand, respectively (31 December 2015: HRK 16,483 thousand and 20,174 thousand), 
for which indications exist that their carrying amounts may not be recovered. Pursuant to IAS 16 
Property, plant and equipment and IAS 2 Inventories, the Company is therefore required to 
assess, respectively, the recoverable amounts and net realisable values of the above assets. No 
such assessment was performed. 

It was not practicable for us to quantify the effects of the departures from EU IFRS discussed in 
the preceding two paragraphs on the stated amounts of property plant and equipment, 
inventories, accumulated losses and provisions as at 31 December 2016 and 31 December 2015 
as well as on the stated amounts of depreciation, impairment losses and net result for the years 
then ended. Our opinion on the separate financial statements for the preceding period was also 
qualified in respect of these matters. 

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our 
responsibilities under those standards are further described in the Auditors’ Responsibilities for 
the Audit of the Separate Financial Statements section of our report. We are independent of the 
Company in accordance with the ethical requirements that are relevant to our audit of financial 
statements in the Republic of Croatia, and we have fulfilled our other ethical responsibilities in 
accordance with these requirements. We believe that the audit evidence we have obtained is 
sufficient and appropriate to provide a basis for our qualified opinion. 



Independent Auditors’ Report to the Shareholders of Petrokemija 
d.d. (continued) 
Material Uncertainty Related to Going Concern 

Without further qualifying our opinion, we draw attention to note 2.4 to the separate financial 
statements, which indicates that the Company incurred net losses of, respectively, HRK 87,310 
thousand and HRK 92,512 thousand, for the years ended 31 December 2016 and 31 December 
2015.  As at 31 December 2016, the Company’s current liabilities exceeded its current assets 
by HRK 469,520 thousand. Furthermore, the Company breached financial covenants on a loan 
facility in the amount of HRK 191,610 thousand and has other liabilities maturing within 
twelve months of the reporting date in the total amount of HRK 313,848 thousand that it does 
not expect to have the ability to repay. In addition, capital expenditure in the amount of HRK 
250,000 thousand would be required by the end of 2018 for the Company to maintain a 
competitive level of production costs and meet various environmental requirements. As 
stated in note 2.4, these events and conditions, along with other matters as set forth in note 
2.4, indicate that a material uncertainty exists that may cast significant doubt on the 
Company’s ability to continue as a going concern. Our opinion is not modified in respect of 
this matter. 

 



Independent Auditors’ Report to the Shareholders of Petrokemija 
d.d. (continued) 
Key Audit Matters 

Key audit matters are those matters that, in our professional judgment, were of most 
significance in our audit of the separate financial statements of the current period. These 
matters were addressed in the context of our audit of the separate financial statements as a 
whole, and in forming our opinion thereon, and we do not provide a separate opinion on 
these matters. In addition to the matters described in the Basis for Qualified Opinion and in 
the Material Uncertainty Related to Going Concern sections, we have determined the matters 
described below to be the key audit matters to be communicated in our report.  
 
 
Carrying amount of property, plant and equipment  

The carrying amount of property, plant and equipment (PPE) as at 31 December 2016 is HRK 
669,538 thousand with related depreciation charge for the year of HRK 80,685 thousand. 

 
Refer to accounting policy 3.4 and note 14 to the separate financial statements.
Key audit matter How our audit addressed the matter 

The Company’s reported property, plant and 
equipment with a total carrying amount of 
HRK 669 million comprises mostly the 
Company’s main production facility in Kutina.  

During the year ended 31 December 2016, 
additions to PPE of HRK 133 million included 
HRK 37 million relating to capitalized own 
costs. Identification of such costs and their 
amount as well as the determination of 
whether they satisfy the capitalization criteria 
generally involves more complex 
assumptions. 

Depending on its nature, expenditure relating 
to fixed assets may be capitalised as PPE or 
expensed as incurred. In making this decision 
management have to consider, inter alia, 
whether the expenditure will generate future 
economic benefits which necessarily involves 
judgment, for example in determining 
whether activities or items are adding value 
or maintaining existing assets. 
 
Useful lives of PPE are reviewed annually and 
judgement is applied primarily taking into 
consideration technical factors which may 
affect the useful life expectancy of assets.

 

With respect to capitalisation of PPE, we have 
performed the following procedures, amongst 
others: 

Assessed the Company’s capitalisation policies 
for compliance with relevant accounting 
standards 

On a sample of items, we traced capitalised 
amount to underlying supporting 
documentation (e.g. invoices).  

Assessed the reasonableness of useful lives 
applied by the Company by reference to useful 
lives applied by companies in the same 
industry, as well as through inquiries with 
relevant technical personnel. 

Inspected a sample of transactions for disposal 
of PPE in order to assess whether significant 
gains or losses on disposal were recognised 
and whether such gains or losses are 
indicative of the depreciation rates not 
reflecting the actual useful lives of those 
assets. 

Challenged the amounts of own costs 
capitalised by reference to budgeted figures 
and our understanding of the nature of the 
work performed.

 

 



Independent Auditors’ Report to the Shareholders of Petrokemija 
d.d. (continued) 
Key Audit Matters (continued) 
 
Carrying amount of property, plant and equipment 

Key audit matter How our audit addressed the matter 

Furthermore, the continued deterioration in 
the Company’s performance as a result of 
adverse market conditions due to decreasing 
market prices of fertilizers and inadequate 
access to market supply of natural gas 
(primary production input) represents 
indicators of potential impairment of the 
Company’s property, plant and equipment. 

As required by relevant financial reporting 
standards, individual items of property, 
plant and equipment or cash generating 
units (CGUs) for which impairment 
indicators exist are required to be tested by 
the Company for potential impairment. Any 
such impairment would be recognised in the 
amount by which the carrying amount of the 
asset (or a related CGU) exceeds its 
recoverable amount. 

The estimation of the recoverable amount of 
these assets, which is generally considered 
to be their value in use (based on discounted 
cash flow models) or, in some cases fair 
value less costs to sell, relies on significant 
judgments and assumptions about the 
future, including: future profitability growth, 
capital expenditure, working capital, 
inflation and the most appropriate discount 
rate. These projections are exposed to 
significant variability due to changing 
market conditions.  

 
Therefore, the assessment of fair values and 
impairment testing of property, plant and 
equipment is determined to be a key audit 
matter.

 

With respect to impairment risk, we have performed 
the following procedures, amongst others:  

Reviewed the Company’s controls over the 
identification of impairment triggers; 

Assessed the appropriateness of the Company’s  
judgments regarding identification of assets or 
CGUs which may be impaired; 

Assessed the appropriateness of allocation of 
assets to CGUs; 

Critically assessed the Company’s assumptions 
and estimates used to determine the recoverable 
amounts of property, plant and equipment and any 
impairment losses recognised, using our own 
valuations specialists. This included: 

challenging management’s assessment of the  
projected financial performance by comparing 
actual results to the prior periods’ budgeted 
figures as well as to forecasts for future periods;  

testing the integrity of the model, including its 
mathematical accuracy, and evaluating the key 
assumptions applied (such as forecast sales 
volumes, market prices of fertilizers and natural 
gas in the forthcoming period) for 
reasonableness compared to both externally 
derived data and historical financial 
performance; 

compared management’s key assumptions with 
respect to expected capital expenditure included 
in the model with the existing capital 
commitments and historical capital expenditure 
levels;  

Assessed the Company’s analysis of the sensitivity 
of the impairment tests’ results, in particular in 
respect of the assumptions with the greatest 
potential effect on the test results, e.g. those 
related to discount rates; 

Evaluated the adequacy and completeness of 
disclosures in respect of impairment. 



Independent Auditors’ Report to the Shareholders of Petrokemija 
d.d. (continued) 

Key Audit Matters (continued) 
 
Valuation of finished products 

Inventory of finished products as at 31 December amounts to HRK 164,943 thousand. 
Refer to accounting policy 3.6s, and note 18 to the separate financial statements.
 

Key audit matter How our audit addressed the matter 

The Company is primarily engaged in the 
production and distribution of fertilizers to 
customers in Croatia, and other countries 
both within and outside of the European 
Union. Market prices of fertilizers are 
significantly influenced by volatility of 
demand for agricultural products which may 
not necessarily correlate to changes in 
market prices of natural gas, which is the 
Company’s key production input and the 
most significant component of finished 
goods inventory costing. Accordingly, there 
is a risk that market prices of fertilizers at a 
specific point in time may fall below their 
production cost. 

At each reporting date, as required by 
relevant accounting standards, the Company 
determines whether the carrying amount of 
its inventory exceeds its net realizable 
value.  The Company’s inventory of finished 
products is tested for potential decline of 
their expected selling prices below 
production cost. 

 
We focused on this area as arriving at the 
carrying amount of inventory requires 
significant management judgment, which 
relies on the assumptions such as, primarily, 
the market prices of fertilizers achievable in 
the future as well as the expected levels of 
market demand for fertilizers.  Changes to 
these assumptions could result in a material 
change in the carrying value of inventory 
and the associated effect on the results of 
operations.

 

We have performed the following procedures, 
amongst others: 

Testing internal controls over inventory 
valuation and the estimation of net realisable 
value;  

Analysing gross profit margins by product to 
identify inventory sold at low or negative 
margins prior to the reporting date to give an 
indication of any items in the year-end 
balance that might be impaired; 

On a sample basis, considering whether the 
write-down to net realizable value applicable 
to individual items of inventory is reasonable 
by reference to their selling prices and 
estimated costs to sell after the reporting 
date;  

Assessing the adequacy of disclosures about 
the degree of estimation involved in arriving 
at the net realizable value of inventory and 
any related write-down. 

 



Independent Auditors’ Report to the Shareholders of Petrokemija 
d.d. (continued) 
 

Other Information 

Management is responsible for the other information. The other information comprises the 
information included in the Annual Report, but does not include the separate financial 
statements and our auditors’ report thereon.  

Our opinion on the separate financial statements does not cover the other information. 

In connection with our audit of the separate financial statements, our responsibility is to read 
the other information and, in doing so, consider whether the other information is materially 
inconsistent with the separate financial statements or our knowledge obtained in the audit or 
otherwise appears to be materially misstated. If, based on the work that we have performed, 
we conclude that there is a material misstatement of this other information, then we are 
required to report that fact. Except for the misstatements of the other information with respect 
to items where departures from EU IFRS have been identified, as described in the Basis for 
Qualified Opinion section, we have nothing to report in this respect.  

With respect to the Management Report and the Statement of implementation of corporate 
governance code, we have also performed the procedures required by Article 20 of the 
Croatian Accounting Act.  These procedures include considering whether the Management 
Report and the Statement of implementation of corporate governance code include the 
disclosures required by Articles 21, 24 and 22 of the Croatian Accounting Act and obtaining 
evidence regarding specified information provided in the Statement of implementation of 
corporate governance code. 

Based solely on the work required to be undertaken in the course of the audit of the separate 
financial statements and the procedures above, in our opinion, and taking into account the 
fact that our audit opinion on the separate financial statements is qualified: 

the information given in the Management Report and the parts of the Statement of 
implementation of corporate governance code, containing the information referred to in 
Article 22, paragraph 1, items 3 and 4 of the Croatian Accounting Act and Article 24 
paragraph 2 (hereinafter, "extracts of Statement of implementation of corporate 
governance code) for the financial year for which the separate financial statements are 
prepared, is consistent, in all material respects, with the separate financial statements on 
which we have issued a qualified audit opinion; and 

the Management Report and the extracts of the Statement of implementation of corporate 
governance have been prepared, in all material respects, in accordance with the applicable 
legal requirements of the Croatian Accounting Act. 

the Statement on implementation of corporate governance code includes information 
required by Article 22 paragraph 1, items 2, 5, 6 and 7 of the Croatian Accounting Act.  



Independent Auditors’ Report to the Shareholders of Petrokemija 
d.d. (continued) 
 

Responsibilities of Management and Those Charged with Governance for the Separate 
Financial Statements 

Management is responsible for the preparation of the separate financial statements that give a 
true and fair view in accordance with EU IFRS and for such internal control as management 
determines is necessary to enable the preparation of separate financial statements that are 
free from material misstatement, whether due to fraud or error.  

In preparing the separate financial statements, management is responsible for assessing the 
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to 
going concern and using the going concern basis of accounting unless management either 
intends to liquidate the Company or to cease operations, or has no realistic alternative but to 
do so.  

Those charged with governance are responsible for overseeing the Company’s financial 
reporting process. 

Auditors’ Responsibilities for the Audit of the Separate Financial Statements 

Our objectives are to obtain reasonable assurance about whether the separate financial 
statements as a whole are free from material misstatement, whether due to fraud or error, and 
to issue an auditors’ report that includes our opinion. Reasonable assurance is a high level of 
assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always 
detect a material misstatement when it exists. Misstatements can arise from fraud or error 
and are considered material if, individually or in the aggregate, they could reasonably be 
expected to influence the economic decisions of users taken on the basis of these separate 
financial statements. 

As part of an audit in accordance with ISAs, we exercise professional judgment and maintain 
professional scepticism throughout the audit. We also: 

Identify and assess the risks of material misstatement of the separate financial 
statements, whether due to fraud or error, design and perform audit procedures 
responsive to those risks, and obtain audit evidence that is sufficient and appropriate to 
provide a basis for our opinion. The risk of not detecting a material misstatement 
resulting from fraud is higher than for one resulting from error, as fraud may involve 
collusion, forgery, intentional omissions, misrepresentations, or the override of internal 
control. 

Obtain an understanding of internal control relevant to the audit in order to design audit 
procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the Company’s internal control. 

Evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by management. 

Conclude on the appropriateness of management’s use of the going concern basis of 
accounting and, based on the audit evidence obtained, whether a material uncertainty 
exists related to events or conditions that may cast significant doubt on the Company’s 
ability to continue as a going concern. If we conclude that a material uncertainty exists, 
we are required to draw attention in our auditors’ report to the related disclosures in the 
separate financial statements or, if such disclosures are inadequate, to modify our 
opinion. Our conclusions are based on the audit evidence obtained up to the date of our 
auditors’ report. However, future events or conditions may cause the Company to cease 
to continue as a going concern. 

Evaluate the overall presentation, structure and content of the separate financial 
statements, including the disclosures, and whether the separate financial statements 
represent the underlying transactions and events in a manner that achieves fair 
presentation. 



Independent Auditors’ Report to the Shareholders of Petrokemija 
d.d. (continued) 
 

Auditors’ Responsibilities for the Audit of the Separate Financial Statements (continued) 

We communicate with those charged with governance regarding, among other matters, the 
planned scope and timing of the audit and significant audit findings, including any significant 
deficiencies in internal control that we identify during our audit. 

We also provide those charged with governance with a statement that we have complied with 
relevant ethical requirements regarding independence, and communicate with them all 
relationships and other matters that may reasonably be thought to bear on our independence, 
and where applicable, related safeguards. 

From the matters communicated with those charged with governance, we determine those 
matters that were of most significance in the audit of the separate financial statements of the 
current period and are therefore the key audit matters. We describe these matters in our 
auditors’ report unless law or regulation precludes public disclosure about the matter or 
when, in extremely rare circumstances, we determine that a matter should not be 
communicated in our report because the adverse consequences of doing so would 
reasonably be expected to outweigh the public interest benefits of such communication.  

The engagement partner on the audit resulting in this independent auditors’ report is Igor 
Gošek. 

 
 
 
 

KPMG Croatia d.o.o. za reviziju 13 April 2017 
Croatian Certified Auditors  
Eurotower, 17th floor  
Ivana Lu i a 2a  
10000 Zagreb  
Croatia  
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for the year ended 31 December 2016  

(in thousands of HRK) Note
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(forming part of the financial statements) 

(31 December 2015: 1,617 employees). 

Company bodies 

Management Board 

Supervisory Board 

General Assembly 

2.1 Statement of compliance 



(continued) 

2.2 Basis of measurement 

2.3 Functional and presentation currency  

2.4 Going concern  

(31 December 
2015: HRK 92,512 thousand)

(31 December 2015: HRK 378,053 thousand)



(continued) 

(continued)

2.4. Going concern (continued) 



(continued) 

(continued)

2.4. Going concern (continued) 



(continued) 

3.1 Investments in subsidiaries and associates 

(i) Subsidiaries 

(ii) Associates 

3.2 Foreign currency transactions 

Transactions in foreign currencies 

3.3 Intangible assets 

(i) Software licences and project documentation 

(ii) Subsequent expenditure 

(iii) Amortisation 



(continued) 

(continued) 

3.4 Property, plant and equipment 

Owned assets 

3.5 Financial instruments 
Non-derivative financial instruments 

Cash and cash equivalents 



(continued) 

(continued)

3.6 Inventories  

3.7 Impairment  

(i)  Financial assets 

(ii)  Non-financial assets 



(continued) 

(continued) 

3.8 Employee benefits 

(i) Defined pension fund contributions 

(ii) Long-term employee benefits 

(iii) Bonus plans 

3.9 Provisions 

3.10 Revenue 

3.11 Financial income and expenses 



(continued) 

(continued)

3.12 Accounting for leases – where the Company is the lessee  

3.13 Share capital 

3.14 Dividends 

3.15 Segment information 



(continued) 

(continued)

3.16 Taxation 

(i) Income tax 

(ii) Deferred tax assets and liabilities 

(iii) Tax exposures 

(iv) Value added tax (VAT) 

IFRS 15 Revenue from Contracts with Customers 

Revenue
Construction Contracts Customer Loyalty Programmes



(continued) 

(continued) 

IFRS 9 Financial Instruments 

IFRS 16 Leases 

Revenue from Contracts with Customers

Disclosure Initiative (Amendments to IAS 7)  



(continued) 

Critical judgements in applying accounting policies  

.

.

(i) Deferred income tax assets recognition 

(ii) Actuarial estimates used in determining obligations for employee benefits  

(iii) Consequences of certain legal actions  



(continued) 

(continued) 

(iv) Trade receivables - impairment 

(v) Impairment of non-financial assets 

(vi) Impairment of investments in subsidiaries 



(continued) 

Level 1 - 
Level 2 - 

Level 3- 



(continued) 



(continued) 

(2015: 1,617)

(2015: HRK 28,739 thousand)



(continued) 

Effective tax rate reconciliation 

(2015: 20%)

(31
December 2015: HRK 950,890 thousand)
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(continued) 

(in thousands of HRK)



(continued) 

Fair value measurement 



(continued) 

(continued)



(continued) 

(31 December 2015: 12,871,180 shares) 
(31 December 2015: HRK 30)



(continued) 

Maturity of borrowings as at the reporting date was as follows: 

Bank loans  

(2015: HRK 108,889 thousand)

(2015: HRK 15,833 thousand

Related party loans 

Security 

Factoring liabilities  

Other loans and borrowings 

2015: HRK 2,055 thousand)

(2015: HRK 108,525 thousand)

 (2015: HRK 236,361 thousand). 



(continued) 

(continued)

Debt covenants 



(continued) 

(in thousands of HRK)

Court cases 

Jubilee awards and regular retirement benefits 

2015: HRK 108,525 thousand

(2015: HRK 53,443 thousand). 



(continued) 

:

(in thousands of HRK)



(continued) 

(continued)

(continued)

Liquidity risk management  

Liquidity risk analysis 

as at 31 December 2016

Non-interest bearing assets:

Interest bearing assets:

(in thousands of HRK)

as at 31 December 2016

Non-interest bearing liabilities:

Interest bearing liabilities:

(in thousands of HRK)



(continued) 

(continued)
(continued)

Interest rate risk management

(in thousands of HRK)

Interest rate sensitivity analysis  

as at 31 December 2016
(in thousands of HRK)



(continued) 

continued

(continued)

Currency risk management

(in thousands 

(in thousands 

Foreign currency sensitivity analysis  

(in thousands 

(in thousands 



(continued) 

continued

(continued)

Credit risk management  

Sales concentration risk management 

(2015: 28%)
(2015: 72%) 

Price risk 



(continued) 

Procurement of natural gas 

Capital commitments 

Related Party Disclosures

Transactions with subsidiaries 



(continued) 

(continued)

Transactions with subsidiaries (continued) 

Transactions with State related parties 

HBOR

INA d.d.

HŽ Cargo d.o.o.

HEP Opskrba d.o.o.

HPB d.d.

Transactions with key management and Supervisory Board 

(2015: HRK 3,506 
thousand) (2015: 4 persons)

(2015: HRK 204 thousand) 



(continued) 

Environmental provisions 

Limitations with respect to estimating the cost of restoration and closure 

Option 1 

Option 2 

Option 3 

Court cases  


