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CONSOLIDATED FINANCIAL STATEMENTS
PREPARED IN ACCORDANCE WITH 

INTERNATIONAL FINANCIAL REPORTING 
STANDARDS AS AT 31 DECEMBER 2014



To the Shareholders of KORADO, a.s.:

We have audited the accompanying consolidated financial 
statements of KORADO Group which comprise the consolidated 
balance sheet as at 31 December 2014, and the consolidated 
statement of comprehensive income, consolidated statement 
of changes in equity and consolidated cash flow statement for 
the year then ended, and a summary of significant accounting 
policies and other explanatory notes. For details of the Group 
see Note 1 to the consolidated financial statements.

Management‘s Responsibility for the Consolidated Financial 
Statements

Our responsibility is to express an opinion on these consolidated 
financial statements based on our audit. We conducted our 
audit in accordance with the Act on Auditors and International 
Standards on Auditing as amended by implementation guidance 
of the Chamber of Auditors of the Czech Republic. Those 
standards require that we comply with ethical requirements 
and plan and perform the audit to obtain reasonable assurance 
whether the consolidated financial statements are free from 
material misstatement.

An audit involves performing procedures to obtain audit evidence 
about the amounts and disclosures in the consolidated financial 

statements. The procedures selected depend on the auditor‘s 
judgment, including an assessment of the risks of material 
misstatement of the consolidated financial statements, whether 
due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity‘s preparation 
and fair presentation of the consolidated financial statements 
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 entity‘s internal control. An audit also 
includes evaluating the appropriateness of accounting policies 
used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the 
consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient 
and appropriate to provide a basis for our audit opinion.

Opinion 

In our opinion, the consolidated financial statements present 
fairly, in all material respects, the financial position of the KORADO 
Group as at 31 December 2014, and its financial performance 
and its cash flows for the year then ended in accordance with 
International Financial Reporting Standards, as adopted by the 
EU.
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Auditor’s report

Ernst & Young Audit, s.r.o.
License No. 401

Petr Vácha, Auditor
License No. 1948

13 March 2015
Prague, Czech Republic



(In CZK thousands) Note 31 December 
2014

31 December 
2013

(restated 
Note 2.b)

1 January 
2013

(restated 
Note 2.b)

ASSETS

      Non-current assets

      Property, plant and equipment, net 3 1,604,619 1,614,519 1,665,555

      Intangible assets, net 4 31,191 32,534 25,326

      Other non-current assets 2,759 2,669 496

      Deferred tax asset 19 537 490 327

Total non-current assets 1,639,106 1,650,212 1,691,704

Current assets

Inventories, net 6 203,792 186,426 140,317

Accounts receivable, net 7 143,269 149,794 132,909

Prepayments and other current assets 8 25,819 22,115 18,302

Share subscription receivable 5 33,766 - -

Income tax receivable 939 49 84

Cash and cash equivalents 9 156,227 84,320 10,995

Total current assets 563,812 442,704 302,607

Total assets 2,202,918 2,092,916 1,994,311

EQUITY AND LIABILITIES 

Shareholders’ equity

      Share capital 10 840,700 840,700 840,700

      �Retained earnings, funds and translation reserve 10 510,008 460,175 420,914

      ��Total shareholders’ equity attributable to equity holders 
of the parent

1,350,708 1,300,875 1,261,614

      Non-controlling interest 31,046 1,662 1,519

      Total shareholders’ equity 1,381,754 1,302,537 1,263,133

Non-current liabilities

      Long-term debt, net of current portion 11 281,919 281,465 170,523

      Deferred tax liabilities 19 75,021 74,858 71,420

      Total non-current liabilities 356,940 356,323 241,943

Current liabilities

      �Short-term borrowings and current portion of long-term 
debt

11 81,062 68,150 176,574

      �Payables and other current liabilities 12 376,711 357,251 306,581

      �Provisions for liabilities and charges 13 6,337 5,858 6,080

      Income tax payable 114 2,797 -

      Total current liabilities 464,224 434,056 489,235

Total equity and liabilities 2,202,918 2,092,916 1,994,311

The accompanying notes are an integral part of these consolidated financial statements.
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(In CZK thousands) Note 2014 2013

Revenues from sales, net 14 1,749,891 1,602,014

Cost of materials, energy and purchased goods 15 (1,023,026) (956,702)

Depreciation and amortization (116,368) (116,054)

Wages and salaries (324,800) (289,867)

Purchased services 16 (185,723) (169,738)

Other expenses, net 17 (18,755) (1,767)

Interest expense, net of capitalized interest (8,002) (10,298)

Interest income 68 83

Foreign exchange gains / (losses), net (1,881) (4,779)

Negative goodwill 5 - 4,390

Other financial expenses, net 18 (4,433) (4,848)

Profit before income taxes 66,971 52,434

Income taxes 19 (4,439) (2,091)

Profit after income taxes 62,532 50,343

Other comprehensive income 

Items that may be reclassified subsequently to 
statement of income:

Currency translation differences 2,771 4,183

Items not to be reclassified subsequently to statement 
of income:

Re-measurement losses on defined benefit plans (728) (182)

Total comprehensive income 64,575 54,344

Profit after income taxes attributable to:

Equity holders of the parent 62,197 50,200

Non-controlling interest 335 143

62,532 50,343

Total comprehensive income attributable to:

Equity holders of the parent 64,240 54,201

Non-controlling interest 335 143

64,575 54,344

The accompanying notes are an integral part of these consolidated financial statements.	
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(In CZK thousands) Share 
Capital

Translation 
Reserve

Retained 
Earnings and 

Funds
(Note 10)

Total Equity 
Attributable 

to Equity 
Holders of 
the Parent

Non-
controlling 

Interest

Total 
Shareholders’ 

Equity

Balance as at 
31 December 2012, 
as previously reported

840,700 (37,495) 471,409 1,274,614 1,519 1,276,133

Correction of error (Note 2.b) - - (13,000) (13,000) - (13,000)

Balance as at 
1 January 2013, restated

840,700 (37,495) 458,409 1,261,614 1,519 1,263,133

Profit after income taxes - - 50,200 50,200 143 50,343

Other comprehensive income - 4,183 (182) 4,001 - 4,001

Total comprehensive income - 4,183 50,018 54,201 143 54,344

Dividends - - (14,940) (14,940) - (14,940)

Balance as at 
31 December 2013, restated

840,700 (33,312) 493,487 1,300,875 1,662 1,302,537

Profit after income taxes - - 62,197 62,197 335 62,532

Other comprehensive income - 2,771 (728) 2,043 - 2,043

Total comprehensive income - 2,771 61,469 64,240 335 64,575

Deemed disposal of non-
controlling interest (Note 5)

- 791 14,801 15,592 29,049 44,641

Dividends - - (19,999) (19,999) - (19,999)

Interim dividends - - (10,000) (10,000) - (10,000)

Balance as at 
31 December 2014

840,700 (29,750) 539,758 1,350,708 31,046 1,381,754

The accompanying notes are an integral part of these consolidated financial statements.	
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(In CZK thousands) Note 2014 2013

OPERATING ACTIVITIES

Profit before income taxes 66,971 52,434

Adjustments for:

Depreciation and amortization 116,368 116,054

Receivables and loans write-off 17 395 5,302

Finance costs, net 7,935 10,215

Change in impairment provisions and provisions, net 17 13,382 (1,550)

Foreign exchange (gains) / losses, net 1,881 4,779

Negative goodwill 5 - (4,390)

Gain on sale of property, plant and equipment 17 (563) (789)

Changes in assets and liabilities:

     Inventories (17,851) (24,756)

     Receivables and other current assets 2,519 9,547

     Payables and other current liabilities 28,751 (4,004)

Income taxes (paid) / recovered (7,896) 297

Net cash from operating activities 211,892 163,139

INVESTING ACTIVITIES

Purchases of property, plant and equipment (126,401) (30,348)

Proceeds from sale of property, plant and equipment 68 1,174

Acquisition of subsidiary, net of cash acquired 5 - (30,858)

Interest received 889 83

Change in other non-current assets (93) 380

Net cash from investing activities (125,537) (59,569)

FINANCING ACTIVITIES

     Debt drawings 406,606 415,490

     Repayments of debt (393,750) (417,067)

     Change in lease obligation (218) (211)

     Dividends paid (29,999) (14,940)

     Interest paid, net of capitalized interest (8,025) (10,299)

     Proceeds from share capital increase in subsidiary 5 10,875 -

     Net cash from financing activities (14,511) (27,027)

Net increase in cash 71,844 76,543

Cash and cash equivalents at beginning of year 9 84,320 10,995

Effect of exchange rate changes on cash and cash equivalents 63 (3,218)

Cash and cash equivalents at end of year 9 156,227 84,320

The accompanying notes are an integral part of these consolidated financial statements.
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1. Parent Company and Group Description

KORADO, a.s. (“the Parent Company” or “the Company”) is 
a  Czech Republic joint stock company. It engages primarily 
in manufacturing, installing and repairing central heating and 
ventilation. It was incorporated on 1 September 1996 and its 
legal site is Bří Hubálků 869, Česká Třebová, Czech Republic.

As at 31 December 2014 and 2013 the shareholders of the 
Parent Company were as follows:

Menclík František 9.16%

Petr Ludvík 9.16%

Vobora Miroslav 9.16%

Ing. Brabec Bedřich 9.16%

European Bank for Reconstruction and De-
velopment

29.14%

Ministry of Finance of the Czech Republic 34.22%

KORADO, a.s. is the parent company of the KORADO Group (“the Group”), which includes the following subsidiaries over 
which the Company exercises control:

2014
% of voting and 

equity share

2013
% of voting and 

equity share

Country of 
incorporation

Activity

KORADO Deutschland GmbH 100 100 Germany Distribution of radiators

KORADO Polska, Sp. z o.o. 100 100 Poland Distribution of radiators

KORADO Austria GesmbH. 100 100 Austria Distribution of radiators

KORADO UK 100 100 Great Britain Distribution of radiators

KORADO Bulgaria AD * 98 98 Bulgaria Manufacturing of radiators

LICON HEAT s.r.o. 100 100 Czech republic Manufacturing of convectors

* �In 2014 new share capital was subscribed in subsidiary KORADO Bulgaria AD (Note 5). As a result, the present ownership 
interest effectively changed from original 98.2% to 85.7%.

2. Summary of Significant Accounting Policies

a) Statement of Compliance

The accompanying consolidated financial statements have been 
prepared in accordance with International Financial Reporting 
Standards (“IFRS”) as adopted by the European Union.

b) Basis of Preparation

The consolidated financial statements have been prepared 
under the historical cost convention, except when IFRS require 
other measurement basis as disclosed in the accounting policies 
below.

The financial statements have also been prepared on the 
going concern basis, as management believes it has access to 
sufficient financing to ensure the continuity of operations.

Correction of Error

In 2014 the Parent Company corrected an error in the valuation 
of a painting that was carried on the balance sheet at the amount 
of CZK 13,000 thousand. Independent assessment proved the 
painting is not authentic. Since this information could have been 
reasonably available when the value of the painting had been 
determined in the past, the Company retrospectively reduced 
the carrying value of the painting by CZK 13,000 thousand 
and restated the comparative amounts for the earliest period 
presented, i.e. 1 January 2013. 

The following tables summarize the effect of correction of error on individual lines in the consolidated financial statements:

2013 2012
as previously 

reported
Effect 

of correction 
of error

2013
restated

as previously 
reported

Effect 
of correction 

of error

1 Jan 2013
restated

Property, plant and equipment, net 1,627,519 (13,000) 1,614,519 1,678,555 (13,000) 1,665,555

Total assets 2,105,916 (13,000) 2,092,916 2,007,311 (13,000) 1,994,311
Retained earnings, funds and 
translation reserve

473,175 (13,000) 460,175 433,914 (13,000) 420,914

Total equity and liabilities 2,105,916 (13,000) 2,092,916 2,007,311 (13,000) 1,994,311
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c) Principles of Consolidation

Business combinations and goodwill
The consolidated financial statements of the Group include the 
Parent Company and its subsidiaries. 

Subsidiaries are those entities which the Group controls. 
Specifically, the Group controls an investee if, and only if, the 
Group has:

	 -	� Power over the investee (i.e. existing rights that give it the 
current ability to direct the relevant activities of the investee) 

	 -	� Exposure, or rights, to variable returns from its involvement 
with the investee 

	 -	� The ability to use its power over the investee to affect its 
returns

Generally, there is a presumption that a majority of voting rights 
results in control. To support this presumption and when the 
Group has less than a majority of the voting or similar rights of an 
investee, the Group considers all relevant facts and circumstances 
in assessing whether it has power over an investee, including:

	 -	� The contractual arrangement with the other vote holders of 
the investee

	 -	 Rights arising from other contractual arrangements
	 -	 The Group’s voting rights and potential voting rights 

Subsidiaries are consolidated from the date on which control is 
transferred to the Group and cease to be consolidated from the 
date on which control is transferred out of the Group. Where there 
is a  loss of control of a  subsidiary, the consolidated financial 
statements include the results for the part of the reporting year 
during which the Group had control.

Business combinations are accounted for using the acquisition 
method. The cost of an acquisition is measured as the aggregate 
of the consideration transferred, measured at acquisition date 
fair value and the amount of any non-controlling interest in the 
acquiree. For each business combination, the acquirer measures 
the non-controlling interest in the acquiree either at fair value 
or at the proportionate share of the acquiree’s identifiable net 
assets. Acquisition-related costs are recognized in profit or loss 
as incurred.

When the Group acquires a business, it assesses the financial 
assets and liabilities assumed for appropriate classification and 
designation in accordance with the contractual terms, economic 
circumstances and pertinent conditions as at the acquisition 
date. 

Any contingent consideration is recognized at fair value at the 
acquisition date. Subsequent changes to the fair value of the 
contingent consideration which is deemed to be an asset or 
liability are recognized in accordance with IAS 39 either in profit 
or loss or as a change to other comprehensive income. Changes 
in the fair value of contingent consideration classified as equity 
are not recognized.

Goodwill is initially measured at cost being the excess of the 

aggregate of the consideration transferred and the amount 
recognized for non-controlling interest over the net identifiable 
assets acquired and liabilities assumed with the exception of 
goodwill arising on the acquisition of KORADO Bulgaria AD. If 
this consideration is lower than the fair value of the net assets 
of the subsidiary acquired (“negative goodwill”), then the Group 
first reassesses the identification and measurement of the 
acquiree’s identifiable assets, liabilities and contingent liabilities 
and the measurement of the cost of the combination. Any excess 
remaining after the reassessment is recognized immediately in 
profit or loss.

Since most of the consolidated subsidiaries were established by 
the Parent Company, no goodwill is recorded in the consolidated 
financial statements except for the goodwill arising on acquisition 
of KORADO Bulgaria AD.

Goodwill arising on the first inclusion of KORADO Bulgaria AD 
in the consolidation of KORADO Group as of 1 January 2004 
was measured at deemed cost being the difference between 
the cost in the Company’s separate financial statements of its 
investment in KORADO Bulgaria AD and the Company’s interest 
in the carrying amounts of assets and liabilities. Following initial 
recognition, goodwill is tested for impairment.

In addition, the Company elected to use in its first financial 
statements the exemption described in paragraph 16 of IFRS 1 
and to use the fair values of tangible fixed assets as at 1 January 
2004 in KORADO Bulgaria AD as its deemed costs at that date.

Non-controlling interest represents the interest in KORADO 
Bulgaria AD which is not held by the Group.

Identical accounting principles are used for similar transactions 
and other accounting events in the consolidated financial 
statements. If needed, adjustments are made to the financial 
statements of controlled companies so that the accounting 
procedures used correspond to the requirements and procedures 
used by the Group. 

Intercompany balances and transactions, including intercompany 
profits and unrealized profits and losses are eliminated. 
Unrealized losses are eliminated similarly but only to the extent 
that there is no evidence of impairment of the asset transferred.

Investment in an associate
The Group’s investment in its associate is accounted for using 
the equity method. An associate is an entity in which the Group 
has significant influence.

Under the equity method, the investment in the associate is 
carried in the balance sheet at cost plus post acquisition changes 
in the Group’s share of net assets of the associate. In case of 
loss of control of subsidiary where the Group retains significant 
influence, the Group measures and recognizes any retaining 
investment at the fair value as at the date of loss of control.

The statement of comprehensive income reflects the share of 
the results of operations of the associate. If an investor‘s share 
of losses of an associate equals or exceeds its interest in the 
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associate, the investor discontinues recognizing its share of 
further losses. After the investor‘s interest is reduced to zero, 
additional losses are provided for, and a liability is recognized, only 
to the extent that the investor has incurred legal or constructive 
obligations or made payments on behalf of the associate. If the 
associate subsequently reports profits, the investor resumes 
recognizing its share of those profits only after its share of the 
profits equals the share of losses not recognized.

Where there has been a change recognized directly in the equity 
of the associate, the Group recognizes its share of any changes 
and discloses this, when applicable, in the statement of changes 
in equity. Unrealized gains and losses resulting from transactions 
between the Group and the associate are eliminated to the extent 
of the interest in the associate.

The financial statements of the associate are prepared for the 
same reporting period as the Parent Company. Where necessary, 
adjustments are made to bring the accounting policies in line 
with those of the Group. 

The Group determines at each reporting date whether there is 
any objective evidence that the investment in the associate is 
impaired. If this is the case the Group calculates the amount of 
impairment as the difference between the recoverable amount of 
the associate and its carrying value and recognizes the amount 
in the statement of comprehensive income.

Upon loss of significant influence over the associate, the Group 
measures and recognizes any retaining investment at its fair 
value. Any difference between the carrying amount of the 
associate upon loss of significant influence and the fair value 
of the retaining investment and proceeds from disposal is 
recognized in profit or loss.

d) Use of Estimates

The preparation of financial statements in conformity with IFRS 
requires management to make estimates and assumptions 
that affect the reported amounts of assets and liabilities and 
disclosure of contingent assets and liabilities at the date of the 
financial statements and the reported amounts of revenues and 
expenses during the year. Actual results could differ from those 
estimates.

Estimates and judgments are continually evaluated and are 
based on historical experience 
and other factors, including expectations of future events that are 
believed to be reasonable under the circumstances.

The estimates and assumptions that might have a significant risk 
of causing an adjustment to the carrying amounts of assets and 
liabilities within the next year are discussed below:

Impairment of fixed assets
The level of demand for Group’s products has been affected by 
several adverse changes over the past years: (i) external factors 
(currency devaluations, sanctions imposed on Russia, war 
conflict in Ukraine), (ii) decreased spending in the construction 
industry, (iii) price pressures from competitors, (iv) change in 

customer behavior with more focus on low prices and less on 
quality. The management of the Company believes that they will 
be able to overcome these challenging market conditions by 
finding new opportunities and customers on current markets 
or extending the presence at current markets. In the opinion 
of the Company’s management, the discounted value of future 
cash flows to be generated up to the end of the useful life of 
fixed assets (“value in use”) will exceed the carrying value of 
fixed assets; therefore, there is no need to account for additional 
impairment of fixed assets. 

The value in use in case of major plant in Ceska Trebova was 
determined based on a 5-year business plan using a discount 
factor of 8.7%. An average annual growth in post-tax cash-
flows (before working capital changes and capital expenditure) 
is estimated at 36% over the 5–year period. The model also 
assumes zero growth in perpetuity. If the expected average 
annual growth in post-tax cash-flows is less than 19% over this 
5–year period, all other variables held constant, the model would 
indicate additional impairment of fixed assets.

Useful lives and residual values of non-current assets
The asset‘s residual values, useful lives and depreciation methods 
are reviewed, and adjusted if appropriate, at each financial year 
end in respect of new knowledge of actual assets conditions and 
related investment plan in future years.

Deferred income taxes
The Group created a  provision for deferred income taxes in 
consideration of the temporary differences. There are many 
transactions and calculations for which the ultimate tax 
determination is uncertain during the ordinary course of business 
and the measurement of deferred tax assets and liabilities 
reflects the tax consequences that would follow from the manner 
in which the Group expects to recover or settle the carrying 
amount of assets and liabilities. Where the final tax-deductible 
expenses are different from the amounts that were calculated, 
such differences will impact the current income and deferred tax 
provisions in the period in which such determination is made. 

The Parent Company included in its calculation of deferred tax 
a tax credit from investment incentive (see Note 19) and as a result 
no change in deferred tax of the Parent Company was recorded 
in 2014 compared to the balance as at 31 December 2013. 
The management of the Company believes that future taxable 
profits will be available against which the unused tax credit can 
be utilized and plans to meet all relevant criteria for drawing 
these funds and use the investment incentive in the future. The 
extent to which the investment tax credit will be utilized depends 
on the level of taxable profits that will be achieved until 2019. 
The management of the Company believes that possibly higher 
investment tax credit can be utilized until 2019 than the one for 
which deferred tax asset was recognized as at 31  December 
2014. However, with regard to uncertainties related to projected 
taxable profits, the Company recognized deferred tax asset 
of CZK 40,297 thousand and CZK 30,249 thousand as at 31 
December 2014 and 2013. The management of the Company 
considers this amount can reasonably be expected to be utilized 
in the medium term (up to 3 years). 
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Goodwill
The Group assesses at each reporting date whether there is any 
indication that goodwill may be impaired taking into consideration 
both internal and external sources of information. However 
goodwill does not generate cash flows independently of other 
assets or groups of assets and the assessment of its carrying 
value is significantly impacted by the management’s assessment 
of the performance and expected future performance of the 
operation (cash-generating unit) to which the goodwill relates.

The impairment test involves determining the recoverable amount 
of the cash-generating unit, which corresponds to the value in 
use. Value in use is the present value of the future cash flows 
expected to be derived from a cash-generating unit. Value in use 
is determined on the basis of an enterprise valuation model and 
is assessed from a company internal perspective. Value in use 
is determined based on cash flow projection for a period of five 
years. The cash flow projection is based on the past experience, 
as well as on future market trends. The carrying amount of 
goodwill was CZK 13,743 thousand as at 31 December 2014.

e) Foreign Currency

The consolidated financial statements are presented in Czech 
crowns (CZK), which is the Company’s functional and presentation 
currency. Each entity in the Group determines its own functional 
currency and items included in the financial statements of each 
entity are measured using that functional currency.

Foreign currency transactions are translated into the functional 
currency using the exchange rates prevailing at the dates of the 
transactions. Foreign exchange gains and losses resulting from 
the settlement of such transactions and from the translation of 
monetary assets and liabilities denominated in foreign currencies 
are recognized in the statement of comprehensive income.

The assets and liabilities of foreign subsidiaries are translated 
into presentation currency at the rate of exchange ruling at the 
balance sheet date. The items in the statement of comprehensive 
income of foreign subsidiaries are translated at average exchange 
rates for the year. Components of equity are translated into the 
presentation currency using the historical rates. The exchange 
differences arising on the retranslation are taken directly to 
other comprehensive income in equity. On disposal of a foreign 
entity, accumulated exchange differences are recognized in the 
statement of comprehensive income as a component of the gain 
or loss on disposal.

Goodwill arising on the acquisition of a foreign entity is treated as 
an asset of the foreign operation and is translated at the closing 
exchange rate.

f) Property, Plant and Equipment

Property, plant and equipment are stated at cost less accumulated 
depreciation and accumulated impairment losses. Such cost 
includes the cost of replacing part of the plant and equipment 
when that cost is incurred, if the recognition criteria are met. 
When assets are sold or retired, their cost and accumulated 
depreciation are eliminated from the accounts and any gain or 

loss resulting from their disposal is included in the statement of 
comprehensive income.

The initial cost of property, plant and equipment and paintings 
comprises its purchase price, including import duties and non-
refundable purchase taxes and any directly attributable costs of 
bringing the asset to its working condition and location for its 
intended use including the borrowing costs (see Note 2m). 

Expenditures incurred after the fixed assets have been put 
into operation, such as repairs and maintenance, are normally 
charged to expense in the period in which the costs are 
incurred. When each major inspection is performed, its cost is 
recognized in the carrying amount of the plant and equipment as 
a replacement if the recognition criteria are satisfied.
 
Depreciation is provided using the straight-line method at 
rates based on the following estimated useful lives:

    Years

Buildings, halls and constructions 30 – 50

Computers 4

Machinery and equipment 8 – 20

Vehicles 4 – 8

Other tangible fixed assets 2 – 4

The asset‘s residual values, useful lives and depreciation 
methods are reviewed, and adjusted if appropriate, at each 
financial year end.

Leased assets are depreciated over the useful life of the asset. 
However, if there is no reasonable certainty that the Group will 
obtain ownership by the end of the lease term, the asset is 
depreciated over the shorter of the estimated useful life of the 
asset and the lease term.

Construction-in-progress represents plant and properties under 
construction and is stated at cost. 

This includes cost of construction, plant and equipment and 
other direct costs. Construction-in-progress is not depreciated 
until such time as the relevant assets are completed and put into 
operational use.

g) Intangible Assets

Intangible assets are initially valued at their acquisition cost 
and related expenses. Intangible assets are recognized if it is 
probable that the future economic benefits that are attributable to 
the asset will flow to the enterprise and the cost of the asset can 
be measured reliably. After initial recognition, intangible assets 
are measured at cost less accumulated amortization and any 
accumulated impairment losses. Intangible assets are amortized 
on a straight-line basis over the best estimate of their useful lives 
that generally does not exceed 6 years. The amortization period 
and the amortization method are reviewed annually at each 
financial year-end.
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Goodwill is initially measured at cost being the excess of the 
aggregate of the consideration transferred and the amount 
recognized for non-controlling interest over the net identifiable 
assets acquired and liabilities assumed with the exception of 
goodwill arising on the acquisition of KORADO Bulgaria AD 
(see Note 2c). Following initial recognition, goodwill is measured 
at cost less any accumulated impairment losses. Goodwill is 
reviewed for impairment, annually or more frequently if events or 
changes in circumstances indicate that the carrying value may 
be impaired.

Costs incurred in order to restore or maintain the future economic 
benefits that an enterprise can expect from the originally 
assessed standard of performance of existing intangible 
assets are recognized as an expense when the restoration or 
maintenance work is carried out.

h) Investments

All investments are initially recognized at cost, being the fair value 
of the consideration given. If there is a decrease in the carrying 
value of investments that are not revalued at the balance sheet 
date, the difference is considered a diminution in value and is 
recorded as impairment.

Investments include in particular financial investments, and 
granted loans and borrowings.

i) Inventories

Inventories, including work-in-progress, are valued at the lower 
of cost and net realizable value. Net realizable value is based 
on the normal selling price, less further costs expected to be 
incurred to complete and sell the stock. Cost of purchased 
inventory is determined on the basis of actual cost with the use 
of the standard cost method. Cost of finished goods and work-in-
progress is determined on the basis of actual cost with the use of 
the standard costs method.

Costs of purchased inventory include purchase price and 
related costs of transport, customs duties, etc. For processed 
inventory, costs include direct material and labour costs and 
production overheads. Production overhead costs include 
mainly depreciation, repair and maintenance of the production 
lines and energy used.

j) Accounts Receivable

Accounts receivable are recognized and carried at original 
invoice amount less an impairment provision for uncollectible 
amounts. An estimate for doubtful debts is made when collection 
of the full amount is no longer probable. 

k) Cash and Cash Equivalents

Cash includes cash on hand and cash with banks. Cash 
equivalents are short-term, highly liquid investments that are 
readily convertible to known amounts of cash with original 
maturities of three months or less and that are subject to an 
insignificant risk of change in value.

l) Interest-bearing Loans and Borrowings

All loans and borrowings are initially recognized at the fair value 
of the consideration received less directly attributable transaction 
costs. After initial recognition, interest bearing loans and 
borrowings are subsequently measured at amortized cost using 
the effective interest method. Gains and losses are recognized in 
the statement of comprehensive income when the liabilities are 
derecognized as well as through the amortization process.

Any portion of long-term loans and borrowings, which is due 
within one year of the balance sheet date or for which there was 
a breach in the loan covenant and the approval of breach was not 
received until year-end, is classified as short-term.

m) Borrowing Costs

Borrowing costs are capitalized if they are directly attributable 
to the acquisition, construction or production of a  qualifying 
asset. Capitalization of borrowing costs commences when the 
activities to prepare the asset are in progress and expenditures 
and borrowing costs are being incurred. Borrowing costs are 
capitalized until the assets are ready for their intended use. 
Borrowing costs include interest charges and other costs 
incurred in connection with the borrowing of funds. In determining 
the amount of borrowing costs eligible for capitalization during 
a period, any investment income earned on borrowed funds is 
deducted from the borrowing costs incurred. Borrowing costs 
other than those which meet the criteria for capitalization are 
expensed as incurred.
 
n) Income Taxes

The provision for corporate tax is calculated in accordance 
with local tax jurisdictions of respective countries. For Czech 
entities corporate tax is calculated in accordance with Czech 
tax regulations and is based on the income or loss reported 
under Czech accounting regulations, adjusted for appropriate 
permanent and temporary differences from Czech taxable 
income. In the Czech Republic, income taxes are calculated 
on an individual company basis as the tax laws do not permit 
consolidated tax returns. Current income taxes are provided at 
a rate of 19% for the years ended 31 December 2014 and 2013, 
respectively, after adjustments for certain items which are not 
deductible for taxation purposes. The Czech corporate income 
tax rate for 2015 will be 19%.

Certain items of income and expense are recognized in different 
periods for tax and financial accounting purposes. Deferred 
taxes are calculated using the balance sheet liability method. 
Deferred income taxes are provided on temporary differences 
between the carrying amounts of assets and liabilities for 
financial reporting purposes and the amounts used for income 
tax purposes. Deferred tax assets and liabilities are measured 
using the tax rates expected to apply to taxable income in the 
years in which those temporary differences are expected to be 
recovered or settled based on tax rates enacted or substantially 
enacted at the balance sheet date.
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Deferred tax assets and liabilities are recognized regardless of 
when the timing difference is likely to reverse. Deferred tax assets 
and liabilities are not discounted and are classified as non-current 
assets (liabilities) in the consolidated balance sheets. Deferred 
tax assets are recognized when it is probable that sufficient 
taxable profits will be available against which the deferred tax 
assets can be utilized. A deferred tax liability is recognized for all 
taxable temporary differences.

The carrying amount of a deferred tax asset is reassessed and 
reduced at each balance sheet date to the extent that it is no 
longer probable that sufficient taxable profit will be available to 
allow the benefit of part or entire deferred tax asset to be utilized.

Deferred tax assets and liabilities are offset if they relate to income 
taxes within the same tax jurisdiction and the Group intends to 
settle its due tax payables and receivables on a “net basis”.

o) Revenue Recognition

Revenue is recognized when it is probable that the economic 
benefits associated with the transaction will flow to the enterprise 
and the amount of the revenue can be measured reliably. Sales 
are recognized net of sales taxes and discounts when delivery 
has taken place and transfer of risks and rewards has been 
completed.

Interest is recognized on a time proportion basis that reflects the 
effective yield on the asset.

p) Provisions

A  provision is recognized when, and only when an enterprise 
has a  present obligation (legal or constructive) as a  result of 
a  past event and it is probable (i.e. more likely than not) that 
an outflow of resources embodying economic benefits will be 
required to settle the obligation, and a reliable estimate can be 
made of the amount of the obligation. Provisions are reviewed at 
each balance sheet date and adjusted to reflect the current best 
estimate. Where the effect of the time value of money is material, 
the amount of a provision is the present value of the expenditures 
expected to be required to settle the obligation.

q)  Leases

Leases are classified as finance leases whenever the terms of the 
lease transfer substantially all the risks and rewards of ownership 
to the lessee. All other leases are classified as operating leases. 
Assets held under finance leases are recognized as assets of the 
Group at the lower of their fair value at the date of acquisition and 
the current value of minimum lease payments. The corresponding 
liability to the lessor is included in the balance sheet as a finance 
lease obligation. The interest element of the rental obligation 
is charged to the statement of comprehensive income so as to 
produce a constant periodic rate of charge. Financial expenses 
are directly charged to the statement of comprehensive income 
except for the instances where they are directly associated with 
the qualifying asset and are capitalized in accordance with 
accounting rules and procedures regarding borrowing costs. 
Rentals in respect of operating leases are recognized as an 
expense on a straight line basis over the lease term.

r) Impairment of Assets

Financial Instruments
Financial instruments are reviewed for impairment at each 
balance sheet date. For financial assets carried at amortized 
cost, whenever it is probable that the company will not collect all 
amounts due according to the contractual terms of receivables 
or held-to-maturity investments, an impairment or bad debt 
loss is recognized in the statement of comprehensive income. 
Reversal of impairment losses previously recognized is recorded 
when the decrease in impairment loss can be objectively related 
to an event occurring after the write-down. Such reversal is 
recorded in income. However, the increased carrying amount is 
only recognized to the extent it does not exceed what amortized 
cost would have been, had the impairment not been recognized.

If an available-for-sale asset is impaired, an amount comprising 
the difference between its cost (net of any principal payment 
and amortization) and its current fair value, less any impairment 
loss previously recognized in the statement of comprehensive 
income, is transferred from other comprehensive income to profit 
or loss. Reversals in respect of equity instruments classified as 
available for sale are not recognized in profit or loss; increases in 
their fair value after impairment are recognized directly in other 
comprehensive income. Reversals of impairment losses on debt 
instruments are reversed through the profit or loss if the increase 
in fair value of the instrument can be objectively related to an 
event occurring after the impairment loss was recognized in the 
profit or loss.

Other Assets
Other assets are reviewed for impairment whenever events or 
changes in circumstances indicate that the carrying amount of 
an asset may not be recoverable. Whenever the carrying amount 
of an asset exceeds its recoverable amount, an impairment loss 
is recognized in income. The recoverable amount is the higher of 
an asset’s net selling price and value in use. The net selling price 
is the amount obtainable from the sale of an asset in an arm’s 
length transaction.

Value in use is the present value of estimated future cash flows 
expected to arise from the continuing use of an asset and from 
its disposal at the end of its useful life. Recoverable amounts are 
estimated for individual assets or, if this is not possible, for the 
cash-generating unit to which the asset belongs.

Reversal of impairment losses recognized in prior years is 
recorded when there is an indication that the impairment losses 
recognized for the asset no longer exist or the losses have 
decreased. However, the increased carrying amount of an asset 
due to a  reversal of an impairment loss is recognized to the 
extent it does not exceed the carrying amount that would have 
been determined (net of amortization or depreciation) had no 
impairment loss been recognized for that asset in prior years.

s) Contingencies

Contingent liabilities are not recognized in the financial 
statements. They are disclosed unless the possibility of an 
outflow of resources embodying economic benefits is remote.
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A contingent asset is not recognized in the financial statements 
but disclosed when an inflow of economic benefits is probable.

t) Subsequent Events

Post-year-end events that provide additional information about 
a  company’s position at the balance sheet date (adjusting 
events), are reflected in the financial statements. Post-year-end 
events that are not adjusting events are disclosed in the notes 
when material.

u) New IFRS Standards and Interpretations

The accounting policies adopted are consistent with those of 
the previous financial year, except for as follows. The Group has 
adopted the following new or amended and endorsed by EU 
IFRS and IFRIC interpretations as of 1 January 2014:
	 -	� IAS 28 Investments in Associate and Joint Ventures (revised), 

effective 1 January 2014 
	 -	� IAS 32 Financial Instruments: Presentation (Offsetting 

Financial Assets and Financial Liabilities), effective 1 January 
2014

	 -	� IAS 36 Impairment of Assets (Recoverable Amount Disclosure 
for Non-Financial Assets), effective 1 January 2014

	 -	� IAS 39 Financial Instruments: Recognition and Measurement 
(Novation of Derivatives and Continuation of Hedge 
Accounting), effective 1 January 2014

	 -	� IFRS 10 Consolidated Financial Statements, effective 
1 January 2014

	 -	 IFRS 11 Joint Arrangements, effective 1 January 2014
	 -	� IFRS 12 Disclosure of Involvement with Other Entities, effective 

1 January 2014
	 -	� Investment Entities (Amendments to IFRS 10, IFRS 12, IAS 27 

and IAS 28)
	 -	 IFRIC 21 Levies, effective 1 January 2014

The impact of the adoption of standards or interpretations on the 
financial statements or performance of the Group is described 
below:

IAS 28 Investments in Associate and Joint Ventures (revised)
As a  consequence of the new IFRS 11 and IFRS 12, IAS 28 
has been renamed IAS 28 Investments in Associates and Joint 
Ventures, and describes the application of the equity method 
to investments in joint ventures in addition to associates. The 
amendment does not have an impact on the financial position or 
performance of the Group.

IAS 32 Financial Instruments: Presentation (Offsetting 
Financial Assets and Financial Liabilities)
In December 2011, International Accounting Standards Board 
(“IASB”) issued an amendment to IAS 32, which is intended to 
clarify existing application issues relating to the offsetting rules 
and reduce level of diversity in current practice. The amendment 
is effective for financial statements beginning on or after January 
1, 2014. The amendments clarify that rights of set-off must not 
only be legally enforceable in the normal course of business, 
but must also be enforceable in the event of default and the 
event of bankruptcy or insolvency of all of the counterparties 
to the contract, including the reporting entity itself. The IAS 32 

offsetting criteria require the reporting entity to intend either 
to settle on a  net basis, or to realize the asset and settle the 
liability simultaneously. The amendment clarifies that only gross 
settlement mechanisms with features that eliminate or result in 
insignificant credit and liquidity risk and that process receivables 
and payables in a single settlement process or cycle would be, 
in effect, equivalent to net settlement and, therefore, meet the 
net settlement criterion. The amendment had no impact on the 
Group’s financial statements.

IAS 36 Impairment of Assets (Recoverable Amount 
Disclosure for Non-Financial Assets) 
The amendment clarifies the disclosure requirements in respect 
of fair value less costs of disposal. When IAS 36 Impairment of 
Assets was originally changed as a  consequence of IFRS 13, 
the IASB intended to require disclosure of information about the 
recoverable amount of impaired assets if that amount was based 
on fair value less costs to sell. An unintended consequence of the 
amendments was that an entity would be required to disclose the 
recoverable amount for each cash-generating unit for which the 
carrying amount of goodwill or intangible assets with indefinite 
useful lives allocated to that unit was significant in comparison 
with the entity’s total carrying amount of goodwill or intangible 
assets with indefinite useful lives. This requirement has been 
deleted by the amendment.

In addition, the IASB added two disclosure requirements:
	 -	� Additional information about the fair value measurement of 

impaired assets when the recoverable amount is based on fair 
value less costs of disposal.

	 -	� Information about the discount rates that have been used 
when the recoverable amount is based on fair value less costs 
of disposal using a present value technique. The amendment 
harmonizes disclosure requirements between value in use 
and fair value less costs of disposal.

The amendment is effective for financial statements beginning 
on or after 1 January 2014. The amendment had no impact on 
the Group’s financial statements.

IAS 39 Financial Instruments: Recognition and Measure-
ment (Novation of Derivatives and Continuation of Hedge 
Accounting)
The amendment provide an exception to the requirement to 
discontinue hedge accounting in certain circumstances in which 
there is a  change in counterparty to a  hedging instrument in 
order to achieve clearing for that instrument. 

The amendment covers novations:
	 -	� That arise as a  consequence of laws or regulations, or the 

introduction of laws or regulations
	 -	� Where the parties to the hedging instrument agree that one or 

more clearing counterparties replace the original counterparty 
to become the new counterparty to each of the parties

	 -	� That did not result in changes to the terms of the original 
derivative other than changes directly attributable to the 
change in counterparty to achieve clearing.

All of the above criteria must be met to continue hedge 
accounting under this exception. The amendments cover 
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novations to central counterparties, as well as to intermediaries 
such as clearing members, or clients of the latter that are 
themselves intermediaries. For novations that do  not meet the 
criteria for the exception, entities have to assess the changes 
to the hedging instrument against the derecognition criteria for 
financial instruments and the general conditions for continuation 
of hedge accounting.

The amendment is effective for financial statements beginning 
on or after 1 January 2014. The amendment had no impact on 
the Group’s financial statements.

IFRS 10 Consolidated Financial Statements
IFRS 10 replaces the portion of IAS 27 Consolidated and 
Separate Financial Statements that addresses the accounting 
for consolidated financial statements. It also includes the issues 
raised in SIC-12 Consolidation - Special Purpose Entities, which 
resulted in SIC-12 being withdrawn. IAS 27, as revised, is limited 
to the accounting for investments in subsidiaries, joint ventures, 
and associates in separate financial statements. 
IFRS 10 establishes a  single control model that applies to 
all entities including special purpose entities. The changes 
introduced by IFRS 10 will require management to exercise 
significant judgment to determine which entities are controlled, 
and therefore, are required to be consolidated by a  parent, 
compared with the requirements that were in IAS 27. Control 
exists when an investor has:
	 -	� Power over the investee (defined in IFRS 10 as when the 

investor has existing rights that give it the current ability to 
direct the relevant activities)

	 -	� Exposure, or rights, to variable returns from its involvement 
with the investee

		  and
	 -	� The ability to use its power over the investee to affect the 

amount of the investor’s returns. 

This standard is effective for annual periods beginning on or after 
1 January 2013. The endorsement process within EU adopted 
the standard and decided that the standard should be applied, 
at the latest, as from the commencement date of a financial year 
starting on or after 1 January 2014. The standard had no impact 
on the Group’s financial statements, but may affect the treatment 
of future acquisitions.
 
IFRS 11 Joint Arrangements
IFRS 11 replaces IAS 31 Interests in Joint Ventures and  
SIC-13 Jointly-controlled Entities - Non-monetary Contributions 
by Venturers. 

Joint control under IFRS 11 is defined as the contractually agreed 
sharing of control of an arrangement, which exists only when the 
decisions about the relevant activities require the unanimous 
consent of the parties sharing control. ‘Control’ in ‘joint control’ 
refers to the definition of ‘control’ in IFRS 10. IFRS 11 also 
changes the accounting for joint arrangements by moving from 
three categories under IAS 31 to the following two categories:
	 -	� Joint operation - An arrangement in which the parties with 

joint control have rights to the assets and obligations for the 
liabilities relating to that arrangement. In respect of its interest 
in a joint operation, a joint operator must recognize all of its 

assets, liabilities, revenues and expenses, including its relative 
share of jointly controlled assets, liabilities, revenue and 
expenses.

	 -	� Joint venture - An arrangement in which the parties with joint 
control have rights to the net assets of the arrangement. 
Joint ventures are accounted for using the equity method. 
The option in IAS 31 to account for joint ventures (as defined 
in IFRS 11) using proportionate consolidation has been 
removed.

Under these new categories, the structure of the joint 
arrangement is not the only factor considered when classifying 
the joint arrangement as either a joint operation or a joint venture, 
which is a  change from IAS 31. Under IFRS 11, parties are 
required to consider whether a separate vehicle exists and, if so, 
the legal form of the separate vehicle, the contractual terms and 
conditions, and other facts and circumstances.

This standard becomes effective for annual periods beginning 
on or after 1 January 2013. The endorsement process within 
EU adopted the standard and decided that the standard should 
be applied, at the latest, as from the commencement date of 
a financial year starting on or after 1 January 2014. The standard 
had no impact on the Group’s financial statements.

IFRS 12 Disclosure of Involvement with Other Entities
IFRS 12 includes all of the disclosures that were previously in 
IAS 27 related to consolidated financial statements, as well as 
all of the disclosures that were previously included in IAS 31 
and IAS 28. These disclosures relate to an entity’s interests in 
subsidiaries, joint arrangements, associates and structured 
entities. Some of the more extensive qualitative and quantitative 
disclosures of IFRS 12 include: provision of summarized 
financial information for each subsidiary with a  material non-
controlling interest; description of significant judgments used by 
management in determining control, joint control and significant 
influence, and the type of joint arrangement (i.e. joint operation 
or joint venture); provision of summarized financial information 
for each individually material joint venture and associate; and 
description of the nature of the risks associated with an entity’s 
interests in unconsolidated structured entities. 

This standard becomes effective for annual periods beginning 
on or after 1 January 2013 and affects the disclosures in the 
notes to financial statements. The endorsement process within 
EU adopted the standard and decided that the standard should 
be applied, at the latest, as from the commencement date of 
a financial year starting on or after 1 January 2014.
 
Investment Entities (Amendments to IFRS 10, IFRS 12, IAS 
27 and IAS 28)
In October 2012 IASB issued the amendments that are effective 
for annual periods beginning on or after 1 January 2014. These 
amendments will apply to investments in subsidiaries, joint 
ventures and associates held by a  reporting entity that meets 
the definition of an investment entity. An investment entity will 
account for its investments in subsidiaries, associates and 
joint ventures at fair value through profit or loss in accordance 
with IFRS 9 (or IAS 39, as appropriate), except for investments 
in subsidiaries, associates and joint ventures that provide 
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services that relate only to the investment entity, which would 
be consolidated or accounted for using the equity method, 
respectively. An investment entity will measure its investment in 
another controlled investment entity at fair value. Non-investment 
entity parents of investment entities will not be permitted to retain 
the fair value accounting that the investment entity subsidiary 
applies to its controlled investees. For non-investment entities, 
the existing option in IAS 28, to measure investments in 
associates and joint ventures at fair value through profit or loss, 
will be retained. The standard had no effect on the consolidated 
financial statements as the parent company does not meet the 
definition of an investment entity.

IFRIC 21 Levies  
The interpretation is applicable to all levies other than outflows that 
are within the scope of other standards (e.g. IAS 12) and fines or 
other penalties for breaches of legislation. Levies are defined in 
the interpretation as outflows of resources embodying economic 
benefits imposed by government on entities in accordance with 
legislation. The interpretation clarifies that an entity recognizes 
a  liability for a  levy when the activity that triggers payment, as 
identified by the relevant legislation, occurs. It also clarifies that 
a  levy liability is accrued progressively only if the activity that 
triggers payment occurs over a period of time, in accordance with 
the relevant legislation. For a levy that is triggered upon reaching 
a minimum threshold, the interpretation clarifies that no liability is 
recognized before the specified minimum threshold is reached. 
The interpretation does not address the accounting for the debit 
side of the transaction that arises from recognizing a liability to 
pay a levy. Entities look to other standards to decide whether the 
recognition of a liability to pay a levy would give rise to an asset 
or an expense under the relevant standards. The interpretation 
is effective for annual periods beginning on or after 1 January 
2014. The new interpretation had no impact on the Group.	

All other standards and interpretations whose application was 
mandatory for the period beginning on or after 1 January 2014 
have no material impact on the Group’s consolidated financial 
statements.

v) �New IFRS Standards and Interpretations either not yet 
Effective or not yet Adopted by the EU

The Group is currently assessing the potential impacts of the new 
and revised standards and interpretations that will be effective or 
adopted by the EU from 1 January 2015 or later. Standards and 
interpretations most relevant to the Group’s activities are detailed 
below: 

IFRS 9 Financial Instruments – Classification and 
measurement
The IFRS 9 was originally issued in November 2009 and is 
intended to replace IAS 39 Financial Instruments: Recognition 
and measurement. The standard introduces new requirements 
for classifying and measuring financial assets and liabilities. 
In October 2010 the IASB added to IFRS 9 the requirements 
for classification and measurement of financial liabilities and 
derecognition of financial assets and liabilities. Most of the 
requirements in IAS 39 for classification and measurement of 
financial liabilities and derecognition of financial assets and 
liabilities were carried forward unchanged to IFRS 9. The standard 

eliminates categories of financial instruments currently existing 
in IAS 39: available-for-sale and held-to-maturity. According to 
IFRS 9 all financial assets and liabilities are initially recognized at 
fair value plus transaction costs.
 
Financial assets
Debt instruments may, if the fair value option (FVO) is not invoked, 
be subsequently measured at amortized cost if:
	 -	� The asset is held within a  business model that has the 

objective to hold the assets to collect the contractual cash 
flows

		  and
	 -	� The contractual terms of the financial asset give rise, on 

specified dates, to cash flows that are solely payments of 
principal and interest on the principal outstanding.

All other debt instruments, where the above mentioned conditions 
are not met, are subsequently measured at fair value.

All equity investment financial assets are measured at fair value 
either through other comprehensive income (OCI) or profit or 
loss. Equity instruments held for trading must be measured at fair 
value through profit or loss. Entities have an irrevocable choice of 
recognizing changes in fair value either in OCI or profit or loss by 
instrument for all other equity investment financial assets.

Financial liabilities
For FVO liabilities, the amount of change in the fair value of 
a  liability that is attributable to changes in credit risk must be 
presented in OCI. The remainder of the change in fair value is 
presented in profit or loss, unless presentation of the fair value 
change in respect of the liability’s credit risk in OCI would create 
or enlarge an accounting mismatch in profit or loss.

Impairment
The impairment requirements are based on an expected credit 
loss (ECL) model that replaces the IAS 39 incurred loss model. 
The ECL model applies to: debt instruments accounted for at 
amortized cost or at FVOCI; most loan commitments; financial 
guarantee contracts; contract assets under IFRS 15; and lease 
receivables under IAS 17 Leases.

Entities are generally required to recognize either 12-months or 
lifetime ECL, depending on whether there has been a significant 
increase in credit risk since initial recognition (or when the 
commitment or guarantee was entered into). For some trade 
receivables, the simplified approach may be applied whereby the 
lifetime expected credit losses are always recognized.

Hedge accounting
New chapter on hedge accounting has been added to IFRS 9. 
This represents a major overhaul of hedge accounting and puts 
in place a new model that introduces significant improvements 
principally by aligning the accounting more closely with risk 
management. There are also improvements to the disclosures 
about hedge accounting and risk management.

IFRS 9 is effective for annual periods beginning on or after 
1 January 2018, with early application permitted. The standard 
has not yet been endorsed by EU. Retrospective application is 
required, but comparative information is not compulsory. The 
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adoption of IFRS 9 will have an effect on the classification and 
measurement of the Group’s financial assets and liabilities.

IFRS 14 Regulatory Deferral Accounts
IFRS 14 is an optional standard that allows an entity, whose 
activities are subject to rate-regulation, to continue applying most 
of its existing accounting policies for regulatory deferral account 
balances upon its first-time adoption of IFRS. Entities that adopt 
IFRS 14 must present the regulatory deferral accounts as 
separate line items on the balance sheet and present movements 
in these account balances as separate line items in the statement 
of profit or loss and other comprehensive income. The standard 
requires disclosures on the nature of, and risks associated with, 
the entity’s rate-regulation and the effects of that rate-regulation 
on its financial statements. IFRS 14 is effective for annual periods 
beginning on or after 1 January 2016. This standard will not have 
any impact on the Group.

IFRS 15 Revenue from Contracts with Customers
IFRS 15 was issued in May 2014. The standard outlines the 
principles an entity must apply to measure and recognize 
revenue. The core principle is that an entity will recognize 
revenue at an amount that reflects the consideration to which the 
entity expects to be entitled in exchange for transferring goods 
or services to a customer. 

The principles in IFRS 15 will be applied using a five-step model: 

1.	 Identify the contract(s) with a customer 
2.	 Identify the performance obligations in the contract 
3.	 Determine the transaction price 
4.	� Allocate the transaction price to the performance obligations 

in the contract 
5.	� Recognize revenue when (or as) the entity satisfies 

a performance obligation 

The new revenue standard is applicable to all entities and will 
supersede all current revenue recognition requirements under 
IFRS. Either a  full or modified retrospective application is 
required for annual periods beginning on or after 1 January 2017 
with early adoption permitted. The standard has not yet been 
endorsed by EU. The Group is currently assessing the impact 
of IFRS 15 and plans to adopt the new standard on the required 
effective date.

Amendments to IAS 1 Disclosure Initiative
The amendments to IAS 1 Presentation of Financial 
Statements clarify, rather than significantly change, existing IAS 
1 requirements.

The amendments clarify:
	 -	� The materiality requirements in IAS 1
	 -	� That specific line items in the statement(s) of profit or loss and 

OCI and the balance sheet may be disaggregated
	 -	� That entities have flexibility as to the order in which they 

present the notes to financial statements
	 -	� That the share of OCI of associates and joint ventures 

accounted for using the equity method must be presented in 
aggregate as a single line item, and classified between those 
items that will or will not be subsequently reclassified to profit 
or loss

The amendments are effective for annual periods beginning 
on or after 1 January 2016, with early adoption permitted. The 
standard has not yet been endorsed by EU. These amendments 
are not expected to have a significant impact to the Group, but 
will assist in in applying judgment when meeting the presentation 
and disclosure requirements.

Amendments to IAS 16 and IAS 38: Clarification of 
Acceptable Methods of Depreciation and Amortization
The amendments clarify the principle in IAS 16 and IAS 38 
that revenue reflects a  pattern of economic benefits that are 
generated from operating a business (of which the asset is part) 
rather than the economic benefits that are consumed through 
use of the asset. As a  result, a  revenue-based method cannot 
be used to depreciate property, plant and equipment and may 
only be used in very limited circumstances to amortize intangible 
assets. The amendments are effective prospectively for annual 
periods beginning on or after 1 January 2016, with early 
adoption permitted. These amendments are not expected to 
have any impact to the Group given that the Group has not used 
a revenue-based method to depreciate its non-current assets.

Amendments to IAS 16 and IAS 41: Bearer Plants
The amendments change the accounting requirements for 
biological assets that meet the definition of bearer plants. Under 
the amendments, biological assets that meet the definition 
of bearer plants will no longer be within the scope of IAS 41. 
Instead, IAS 16 will apply. After initial recognition, bearer plants 
will be measured under IAS 16 at accumulated cost (before 
maturity) and using either the cost model or revaluation model 
(after maturity). The amendments also require that produce 
that grows on bearer plants will remain in the scope of IAS 41 
measured at fair value less costs to sell. For government grants 
related to bearer plants, IAS 20 Accounting for Government 
Grants and Disclosure of Government Assistance will apply. The 
amendments are retrospectively effective for annual periods 
beginning on or after 1 January 2016, with early adoption 
permitted. These amendments are not expected to have any 
impact to the Group as the Group does not have any bearer 
plants.

Amendments to IAS 19 Defined Benefit Plans: Employee 
Contributions
The amendments to IAS 19 are intended to simplify the accounting 
for contributions that are independent of the number of years of 
employee service, for example, employee contributions that are 
calculated according to a fixed percentage of salary. The Group 
does not expect the amendment will have a significant impact on 
its consolidated financial statements.

Amendments to IAS 27: Equity Method in Separate Financial 
Statements
The amendments will allow entities to use the equity method 
to account for investments in subsidiaries, joint ventures and 
associates in their separate financial statements. Entities already 
applying IFRS and electing to change to the equity method in 
its separate financial statements will have to apply that change 
retrospectively. For first-time adopters of IFRS electing to use the 
equity method in its separate financial statements, they will be 
required to apply this method from the date of transition to IFRS. 
The amendments are effective for annual periods beginning 
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on or after 1 January 2016, with early adoption permitted. 
These amendments will not have any impact on the Group’s 
consolidated financial statements.

Amendments to IFRS 11 Joint Arrangements: Accounting 
for Acquisitions of Interests
The amendments to IFRS 11 require that a  joint operator 
accounting for the acquisition of an interest in a joint operation, in 
which the activity of the joint operation constitutes a business must 
apply the relevant IFRS 3 principles for business combinations 
accounting. The amendments also clarify that a previously held 
interest in a joint operation is not remeasured on the acquisition 
of an additional interest in the same joint operation while joint 
control is retained. In addition, a scope exclusion has been added 
to IFRS 11 to specify that the amendments do not apply when the 
parties sharing joint control, including the reporting entity, are 
under common control of the same ultimate controlling party.
The amendments apply to both the acquisition of the initial 
interest in a joint operation and the acquisition of any additional 
interests in the same joint operation and are prospectively 
effective for annual periods beginning on or after 1 January 
2016, with early adoption permitted. These amendments are not 
expected to have any impact to the Group.
 
Amendments to IFRS 10, IFRS 12 and IAS 28 Investment 
Entities: Applying the Consolidation Exception
The amendments to IFRS 10 clarify that the exemption from 
presenting consolidated financial statements applies to a parent 
entity that is a  subsidiary of an investment entity, when the 
investment entity measures all of its subsidiaries at fair value. 
Furthermore, the amendments to IFRS 10 clarify that only 
a  subsidiary of an investment entity that is not an investment 
entity itself and that provides support services to the investment 
entity is consolidated. All other subsidiaries of an investment 
entity are measured at fair value. The amendments to IAS 28 allow 
the investor, when applying the equity method, to retain the fair 
value measurement applied by the investment entity associate 
or joint venture to its interests in subsidiaries. The amendments 
are effective for annual periods beginning on or after 1 January 
2016, with early adoption permitted. These amendments are not 
expected to have any impact to the Group.

Amendments to IFRS 10 and IAS 28 Sale or Contribution 
of Assets between an Investor and its Associate or Joint-
Venture
The amendments address the conflict between IFRS 10 and 
IAS 28 in dealing with the loss of control of a  subsidiary that 
is sold or contributed to an associate or joint venture. The 
amendments clarify that the gain or loss resulting from the sale 
or contribution of assets that constitute a business, as defined 
in IFRS 3 Business Combinations, between an investor and 
its associate or joint venture, is recognized in full. Any gain or 
loss resulting from the sale or contribution of assets that do not 

constitute a business, however, is recognized only to the extent 
of unrelated investors’ interests in the associate or joint venture. 
The amendments are effective for annual periods beginning on 
or after 1 January 2016, with early adoption permitted. These 
amendments are not expected to have any impact to the Group.

Annual Improvements to IFRSs 2010 - 2012
In December 2013 the IASB issued a collection of amendments 
to IAS and IFRS in which they focused on areas of inconsistency 
in IFRSs and IASs or where the clarification of wording was 
required. The following standards were amended:

IFRS 2	 Share-based Payment
IFRS 3	 Business Combinations
IFRS 8	 Operating Segments
IFRS 13	 Fair Value Measurement
IAS 16	 Property, Plant and Equipment
IAS 24	 Related Party Disclosures
IAS 38	 Intangible Assets

The Group will apply these improvements from 1 January 2015.

Annual Improvements to IFRSs 2011 - 2013
In December 2013 the IASB issued a collection of amendments 
to IAS and IFRS in which they focused on areas of inconsistency 
in IFRSs and IASs or where the clarification of wording was 
required. The following standards were amended:

IFRS 1	� First-time Adoption of International Financial 
Reporting Standards

IFRS 3	 Business Combinations
IFRS 13	 Fair Value Measurement
IAS 40	 Investment Property

The Group will apply these improvements from 1 January 2015.
 
Annual Improvements to IFRSs 2012 - 2014
In September 2014 the IASB issued a collection of amendments 
to IAS and IFRS in which they focused on areas of inconsistency 
in IFRSs and IASs or where the clarification of wording was 
required. The following standards were amended:

IFRS 5	� Non-Current Assets Held for Sale and Discontinued 
Operations

IFRS 7	 Financial Instruments: Disclosures
IAS 19	 Employee Benefits
IAS 34	 Interim Financial Reporting

These improvements have not yet been endorsed by EU.

These changes will have no significant impact on the Group’s 
consolidated financial statements.
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3. Property, Plant and Equipment, Net

The movements in 2014 were as follows:
	

Land Buildings Machinery 
& Vehicles

Fixtures Construction 
in Progress

Total

COST
As at 31 December 2013 28,527 1,728,249 2,797,733 68,936 24,643 4,648,088
Additions - 1,092 19,635 9 92,384 113,120

Disposals - - (3,886) - (2,889) (6,775)

Transfers - 463 106,769 3,253 (110,485) -

Translation difference 41 629 1,127 9 - 1,806

As at 31 December 2014 28,568 1,730,433 2,921,378 72,207 3,653 4,756,239

ACCUMULATED DEPRECIATION AND IMPAIRMENT
As at 31 December 2013, 
restated

- (684,874) (2,297,586) (51,109) - (3,033,569)

Depreciation - (37,581) (71,091) (2,086) - (110,758)

Disposals - - 3,522 - - 3,522

Impairment loss recognized - - - (9,653) - (9,653)

Translation difference - (346) (807) (9) - (1,162)

As at 31 December 2014 - (722,801) (2,365,962) (62,857) - (3,151,620)
Net book value 28,568 1,007,632 555,416 9,350 3,653 1,604,619

	

The movements in 2013 were as follows:

Land Buildings Machinery & 
Vehicles

Fixtures Construction 
in Progress

Total

COST
As at 31 December 2012 28,246 1,723,268 2,765,428 67,861 4,997 4,589,800
Additions 1 187 6,497 55 31,859 38,599

Acquisition of subsidiary - 440 21,870 - - 22,310

Disposals - - (10,344) - (2,895) (13,239)

Transfers - 45 8,229 855 (9,318) (189)

Translation difference 280 4,309 6,053 165 - 10,807

As at 31 December 2013 28,527 1,728,249 2,797,733 68,936 24,643 4,648,088

ACCUMULATED DEPRECIATION AND IMPAIRMENT
As at 31 December 2012, 
as previously reported

- (644,885) (2,230,936) (35,424) - (2,911,245)

Correction of error (Note 2.b) - - - (13,000) - (13,000)

As at 1 January 2013, 
restated

- (644,885) (2,230,936) (48,424) - (2,924,245)

Depreciation - (37,783) (71,074) (2,526) - (111,383)

Disposals - - 10,344 - - 10,344

Translation difference - (2,206) (5,920) (159) - (8,285)

As at 31 December 2013, 
restated

- (684,874) (2,297,586) (51,109) - (3,033,569)

Net book value, restated 28,527 1,043,375 500,147 17,827 24,643 1,614,519
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Assets pledged as security for loans as at 31 December were as follows:

Assets Lien creditor Carrying amount
31 December 

2014

Carrying amount
31 December 

2013

Buildings and halls Československá obchodní banka, a.s./ 
UniCredit Bank Czech Republic, a.s.

701,654 722,644

Land Československá obchodní banka, a.s./ 
UniCredit Bank Czech Republic, a.s.

11,638 11,638

Machinery and equipment UniCredit Bank Czech Republic, a.s. - 354,102

Receivables Československá obchodní banka, a.s./ 
UniCredit Bank Czech Republic, a.s.

124,088 66,845

Inventories Československá obchodní banka, a.s./ 
UniCredit Bank Czech Republic, a.s.

141,998 124,729

Bank accounts UniCredit Bank Czech Republic, a.s. - 55,515

Total 979,378 1,335,473

Part of tangible fixed assets consists of items, which were acquired under finance lease arrangements (see Note 11). The 
following summarizes assets acquired under finance leases as at 31 December:

2014 2013

Leased 
equipment at 

cost

Net book value
of leased 

equipment

Leased 
equipment at 

cost

Net book value 
of leased 

equipment

Machinery and vehicles 428 403 1,357 409

Assets which are being used under an operating lease as at 31 December 2014 and 2013 include:

Description Expense* in 2014 Expense* in 2013

Copy machines 1,349 1,310

Fork lifts 2,737 4,964

Buildings 8,605 2,522

Total 12,691 8,796

* Annual rent expense includes also operational maintenance services.

Future minimum rentals payable under non-cancellable operating leases as at 31 December are as follows: 

2014 2013

Within one year 15,391 12,072

After one year but not more than five years 55,642 23,518

Total 71,033 35,590
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4. Intangible Assets, Net

The movements in 2014 were as follows:

Software Trademark Customer 
contracts

Intangibles in 
progress

Goodwill Total

COST

As at 31 December 2013 186,006 4,218 2,716 997 13,578 207,515

Additions 67 - - 4,033 - 4,100

Transfers 3,246 - - (3,246) - -

Translation difference (2) - - - 165 163

As at 31 December 2014 189,317 4,218 2,716 1,784 13,743 211,778

ACCUMULATED AMORTIZATION

As at 31 December 2013 (174,688) (180) (113) - - (174,981)

Amortization (4,444) (711) (453) - - (5,608)

Translation difference 2 - - - - 2

As at 31 December 2014 (179,130) (891) (566) - - (180,587)

Net book value 10,187 3,327 2,150 1,784 13,743 31,191
 
The movements in 2013 were as follows:

Software Trademark Customer 
contracts

Intangibles in 
progress

Goodwill Total

COST

As at 31 December 2012 182,681 - - 462 12,446 195,589

Additions 76 - - 3,398 - 3,474

Acquisition of subsidiary 148 4,218 2,716 - - 7,082

Disposals (10) - - - - (10)

Transfers 3,052 - - (2,863) - 189

Translation difference 59 - - - 1,132 1,191

As at 31 December 2013 186,006 4,218 2,716 997 13,578 207,515

ACCUMULATED AMORTIZATION

As at 31 December 2012 (170,263) - - - - (170,263)

Amortization (4,378) (180) (113) - - (4,671)

Disposals 10 - - - - 10

Translation difference (57) - - - - (57)

As at 31 December 2013 (174,688) (180) (113) - - (174,981)

Net book value 11,318 4,038 2,603 997 13,578 32,534
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5. Changes in the Group

Increase of shares capital in subsidiary KORADO Bulgaria AD

In 2014 KORADO Bulgaria AD decided to increase share capital 
and offered 2,576,786 new shares in public offering for the total 
amount of BGN 7,086 thousand. The issue price for one share 
was 2.75 BGN (nominal value of shares is 1.00 BGN). All new 
shares were subscribed in December 2014.

The external investors subscribed to 1,143,636 new shares 
(equivalent to BGN 3,145 thousand) and until 31 December 2014 
these external investors paid CZK 10,875 thousand. The Parent 
Company subscribed to 1,433,150 new shares (equivalent to 
BGN 3,978 thousand). 

After subscription of new shares the ownership interest of the 
Parent Company in KORADO Bulgaria AD decreased from 98.2% 
to 85.7% and non-controlling interest held by external investors 
increased from 1.8% to 14.3%.

The amount due from external investors of CZK 33,766 
thousand was presented as Share subscription receivable 
as at 31  December 2014. The amount due was repaid by all 
shareholders in February 2015 (see Note 22).

The following table shows summarized financial information of 
KORADO Bulgaria AD for the year ended 31 December 2014 
and 2013:

2014 2013

Ownership share of non-controlling 
interest at 31 December

14.3% 1.8%

Non-current assets 139,875 62,753

Current assets 177,137 75,601

Non-current liabilities (4,409) (3,690)

Current liabilities (95,522) (37,560)

Equity 217,081 97,104

Attributable to:

     Equity holders of parent 186,035 95,442

     Non-controlling interests 31,046 1,662

Revenues 294,375 228,328

Profit after income taxes 18,600 7,951

Attributable to:

     Equity holders of parent 18,265 7,808

     Non-controlling interest     * 335 143

Total comprehensive income 19,400 8,630

Attributable to:

     Equity holders of parent 19,065 8,487

     Non-controlling interest  * 335 143

* The non-controlling interest held by external investors increased from 1.8% to 14.3% in December 2014.
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Acquisition of LICON HEAT s.r.o.

On 1 October 2013, the Group acquired 100% interest in LICON HEAT s.r.o. which deals with the production and sale of heating 
convectors.

The fair values of acquired identifiable assets and liabilities as of the date of acquisition were as follows:

Property, plant and equipment 22,310

Intangible assets 7,082

Other non-current assets 2,555

Inventory 16,898

Accounts receivable, net 19,618

Cash and cash equivalents 22,364

Prepayments and other current assets 1,575

Debt (1,895)

Deferred tax liability (3,719)

Payables and other current liabilities (20,616)

Total net assets 66,172

Negative goodwill (4,390)

Total purchase consideration 61,782

Less:

Cash and cash equivalents in the subsidiary acquired (22,364)

Payables from acquisition (8,560)

Cash outflow on acquisition of the subsidiary 30,858

If the combination had taken place at the beginning of the year 2013, the profit for the Group as of 31 December 2013 would have 
been CZK 64,722 thousand and the revenues CZK 1,687,424 thousand.

6. Inventory, Net

The following items are included in inventories:

31 December 2014 31 December 2013

Raw materials 136,751 137,350

Work-in-progress 7,516 7,534

Finished goods 59,525 41,542

Total 203,792 186,426

Excess, obsolete and slow-moving inventory at gross amount 
of CZK 2,664 thousand and CZK 2,342 thousand has been 
reduced to net realizable value through the impairment provision 
account of CZK 2,466 thousand and CZK 1,981 thousand as 

at 31 December 2014 and 2013, respectively. The impairment 
provision is determined by management based on the aging 
analysis of inventory and the estimated realizable value.

7. Accounts Receivable, Net

Accounts receivable, net, are as follows:

31 December 2014 31 December 2013

Trade receivables 159,590 161,729

Advances received 5,924 7,287

Other 892 1,153

Impairment provision (23,137) (20,375)

Total 143,269 149,794
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At 31 December 2014 and 2013 the ageing analysis of accounts receivable, net is as follows:

31 December 2014 31 December 2013

Within due date 128,777 127,065

Past due but not impaired1):

Less than 3 months 13,734 22,303

3 – 6 months 717 54

6 – 12 months 7 161

More than 12 months 34 211

Total 143,269 149,794

1) �Past due but not impaired receivables also include net receivables, for which the Group recorded an impairment provision based 
on the collective assessment of impairment of receivables that are not individually significant.

Movements in impairment provision for receivables:

2014 2013

As at 1 January 20,375 22,516

Additions 5,599 2,229

Reversals (2,837) (4,370)

As at 31 December 23,137 20,375

8. Prepayments and Other Current Assets

31 December 2014 31 December 2013

VAT receivable 15,070 13,536

Prepayments and other 10,749 8,579

Total 25,819 22,115

9. Cash and Cash Equivalents

31 December 2014 31 December 2013

Cash with banks 155,444 83,594

Cash on hand 783 726

Total 156,227 84,320

10. Shareholders’ Equity

Share Capital
The share capital of the Parent Company as at 31 December 
2014 and 2013 is comprised of 2,402 registered shares fully 
subscribed and paid, with a nominal value of CZK 350 thousand 
per share. All shares have equal voting rights.

Distributable Retained Earnings
Distributable retained earnings of the Parent Company amounted 
to CZK 451,115 thousand and CZK 362,354 thousand as at 31 
December 2014 and 2013, respectively.

In 2014 the Parent Company paid dividends of CZK 19,999 
thousand (CZK 8,326 per share) and interim dividend of CZK 
10,000 thousand (CZK 4,163 per share). 

Capital Management
The primary objective of the Group’s capital management is 
to ensure that it maintains healthy capital ratios in order to 
support its business, maximize shareholder value and meet loan 
covenants specified in agreements with banks.

On 9 April 2014, the Company signed a new financing agreement 
with Československá obchodní banka, a.s. (see Note 11). The 
new financing agreement includes bank loan covenants which 
must be fulfilled. The Company monitors net debt /  EBITDA 
ratio which shoud not be higher than 3.2 and equity ratio 
(equity/total assets) which must be at least 58%. Equity is 
defined as equity less intangible assets and deferred tax assets 
and total assets are defined as total assets less intangible 
assets and deferred tax assets. EBITDA is the operating profit 
/ (loss) (the sum of revenues and expenses presented above 
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interest expense, net of capitalized interest in the consolidated 
statement of comprehensive income) adjusted for depreciation 
and amortization and change in impairment provisions and 

provisions, net. Net debt is defined as bank loans less cash and 
cash equivalents. Both ratios are evaluated using consolidated 
financial statements as follows:

31 December 2014

Equity 1,381,754

Total assets 2,202,918

Less intangible assets (31,191)

Less deferred tax assets (537)

Equity less intangible assets, deferred tax assets 1,350,026

Total assets less intangible assets, deferred tax assets 2,171,190

Equity ratio 62.2%

Bank loans 357,475

Less cash and cash equivalents (156,227)

Net debt 201,248

Operating profit / (loss) 81,219

Depreciation and amortization 116,368

Change in impairment provisions and provisions, net 13,382

EBITDA 210,969

Net debt / EBITDA ratio 0.95

In 2014 the Parent Company met both ratios.  
 

In 2013, the Group primarily monitored capital using the equity 
ratio which is equity minus goodwill divided by total assets minus 
goodwill. The Group’s goal was to keep this ratio above 60% in 
2013 which is also consistent with the requirements of banks. In 
addition, the Group also monitored capital using a net debt to 
EBITDA ratio, which is bank loans and bank guarantees issued 
less cash and cash equivalents divided by operating profit plus 
depreciation. Operating profit / (loss) is the sum of revenues and 

expenses presented above interest expense, net of capitalized 
interest in the consolidated statement of comprehensive income. 
The Group’s policy was to keep the net debt to EBITDA ratio 
below 3.0 in 2013 which is also consistent with the requirements 
of banks. The calculation and evaluation of the ratios was done 
using consolidated numbers before restatement of 2013 financial 
statements recorded in 2014:

31 December 2013

Equity 1,315,537

Total assets 2,105,916

Less goodwill (13,578)

Equity less goodwill 1,301,959

Total assets less goodwill 2,092,338

Equity ratio 62.2%

Bank loans 344,182

Bank guarantee issued 38,052

Less cash and cash equivalents (84,320)

Net debt 297,914

Operating profit / (loss) 67,886

Depreciation and amortization 116,054

EBITDA 183,940

Net debt / EBITDA ratio 1.62

In 2013 the Parent Company met both ratios. 
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11. Debt

Long-term debt, net of current portion consists of the following:

31 December 2014 31 December 2013

Bank loans 276,475 276,262

Other loans 1,034 1,513

Other 4,410 3,690

Total 281,919 281,465

Short-term borrowings and current portion of long-term debt are as follows:

31 December 2014 31 December 2013

Current portion of long term debt  
and short-term borrowings

81,000 67,920

Current portion of lease obligations 62 230

Total 81,062 68,150

Bank loans of the parent company consist of the following:

2014

Bank Terms Interest rate (%) Maturity Total limit
(thousands)

Amount 
in foreign 
currency 

(in thousands)

Amount 
in CZK 

thousands

KORADO, a.s.
   �Československá 

obchodní banka, a.s.
Investment 1M PRIBOR+1.55% 24.5.2019 CZK 405,000 - 357,750

   �Československá 
obchodní banka, a.s.

Operational 
overdraft

1D PRIBOR+1.45%
1D EURLIBOR+1.45%

- CZK 100,000 - -

   �Československá 
obchodní banka, a.s.

Operational 
overdraft

1D PRIBOR+1.45% - CZK 1,000 - -

Bank charges (275)

Total 357,475
Less current portion (81,000)

Net 276,475

2013

Bank Terms Interest rate (%) Maturity Total limit
(thousands)

Amount 
in foreign 
currency 

(in thousands)

Amount 
in CZK 

thousands

KORADO, a.s.
   �UniCredit Bank 

Czech Republic, a.s.
Investment 1M PRIBOR+2.4% 31.12.2017 CZK 145,000 - 130,500

   �UniCredit Bank 
Czech Republic, a.s.

Investment 1M PRIBOR+2.0% 31.12.2017 CZK 270,000 - 216,000

   �UniCredit Bank 
Czech Republic, a.s.

Operational 
overdraft

1D PRIBOR+1.5% 15.3.2015* CZK 20,000 - -

   �UniCredit Bank 
Czech Republic, a.s.

Operational 
overdraft

1D EURIBOR+1.5% 15.3.2015* EUR 1,300 - -

Bank charges (2,318)

Total 344,182
Less current portion  (67,920)

Net 276,262

* The Parent Company has an option to prolong its overdraft financing by 15 March 2017.
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On 9 April 2014, the Company signed a new financing agreement 
with Československá obchodní banka, a.s. The Company repaid 
all bank loans with UniCredit Bank, a.s. on 30 April 2014 and 
drawned a new bank loan from Československá obchodní banka, 
a.s. The new financing agreement provided the Company with 
better parameters refinancing (lower interest rate, prolonging 
final maturity, new finaning sources available, cheaper bank 
transfers).

The interest expense related to bank loans for the years ended 
31 December 2014 and 2013 amounted to CZK 7,856 thousand 
and CZK 10,115 thousand.

Bank loans provided to the Group are secured by pledged assets 
at carrying values of CZK 985,643 thousand and CZK 1,335,473 
thousand as at 31 December 2014 and 2013, respectively (see 
Note 3). Bank loans of the Parent Company are also secured 

by the cession of receivables from property insurance benefits 
exceeding CZK 10,000 thousand per insurance claim. Bank 
loans of the Parent Company are also secured by the cession 
of receivables from inventory insurance benefits exceeding CZK 
5,000 thousand per insurance claim.

Loan agreement include covenants: equity ratio and net debt to 
EBITDA ratio (see Note 10 for detailed calculations) to be fulfilled 
by the Company so that the loan structure and interest can be 
maintained. As at 31 December 2014 and 2013 the Company 
met the covenants.

At 31 December 2013 the Company, through the UniCredit 
Bank Czech Republic, a.s., provided a bank guarantee of EUR 
1,387,500 to secure the liability of the subsidiary KORADO 
Bulgaria AD for the acquisition of new production equipment.

The aggregate maturities of bank loans are as follows:

31 December 2014 31 December 2013

2014 - 67,920

2015 81,000 67,920

2016 80,920 67,920

2017 80,920 140,422

2018 80,920 -

2019 33,715 -

357,475 344,182

Future minimum lease payments for finance leases are as follows:

31 December 2014 31 December 2013

Within one year 66 245

After one year but not more than five years 12 69

Total minimum lease obligations 78 314

Interest (6) (24)

Present value of minimum lease 
obligations

72 290

Representing finance lease liabilities:

- current 62 230

- non-current 10 60

12. Payables and Other Current Liabilities

Current liabilities comprise the following:

31 December 2014 31 December 2013

Trade payables 307,754 301,609

Payables to employees 26,172 25,777

Accruals and other current liabilities 42,785 29,865

Total 376,711 357,251
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13. Provisions for Liabilities and Charges

Summary of provisions:

Warranty provisions Other Total

As at 31 December 2012 5,240 840 6,080

Creation of provisions 5,083 775 5,858

Provisions used (5,240) (840) (6,080)

As at 31 December 2013 5,083 775 5,858

Creation of provisions 5,539 798 6,337

Provisions used (5,083) (775) (5,858)

As at 31 December 2014 5,539 798 6,337

The warranty provision is calculated based on the actual development of the warranty costs taking into account expectations on 
future developments.

14. Revenues from Sales, Net

Activity 2014 % 2013 %

Sales of radiators 1,710,480 97.7% 1,570,718 98.0%

Other 39,411 2.3% 31,296 2.0%

Total 1,749,891 100.0% 1,602,014 100.0%

Other sales include mainly sales of fittings, assembly complements for radiators and sales of services. 

Sales by region are as follows:

Country 2014 % 2013 %

Czech Republic 655,225 37.4% 624,225 39.0%

Ukraine 84,922 4.8% 157,968 9.9%

Slovakia 152,090 8.7% 133,882 8.4%

Austria 98,385 5.6% 94,135 5.9%

Germany 106,291 6.1% 73,192 4.6%

Russia 182,100 10.4% 107,916 6.7%

Slovenia 32,666 1.9% 39,541 2.5%

Poland 79,115 4.5% 71,893 4.5%

Netherlands 25,173 1.4% 17,336 1.1%

Romania 78,416 4.5% 76,807 4.8%

Sweden 30,933 1.8% 27,718 1.7%

United Kingdom 8,506 0.5% 6,983 0.4%

Bulgaria 21,266 1.2% 18,968 1.2%

Hungary 45,765 2.6% 40,798 2.5%

Other countries 149,038 8.6% 110,652 6.9%

Total 1,749,891 100.0% 1,602,014 100.0%

Annual Report 2014 73

KORADO Group
Notes to the Consolidated Financial Statements for the Year Ended 31 December 2014



15. Cost of Materials, Energy and Purchased Goods

(v tis. Kč) 2014 2013

Materials and supplies 919,342 870,356

Energy 50,629 59,647

Purchased goods 53,055 26,699

Total 1,023,026 956,702

Purchased goods include different specialized products purchased that represent a part of the range of products offered to the 
customers.

16. Purchased Services

2014 2013

Repairs and maintenance 7,968 6,974

Rent 14,179 9,850

Travelling and training expenses 12,698 10,597

Marketing 51,284 51,241

Transportation expenses 34,534 26,528

Legal and advisory services 16,127 15,243

Operational services 33,751 31,538

Other 15,182 17,767

Total 185,723 169,738

17. Other Expenses, Net

2014 2013

Receivables and loans written off 395 5,302

Change in impairment provisions and provisions, net 13,382 (1,550)

Taxes and levies 2,094 1,413

Gain on sale of fixed assets (563) (789)

Other, net 3,447 (2,609)

Total 18,755 1,767

18. Other Financial Expenses, Net

2014 2013

Bank charges 3,431 4,354

Other 1,002 494

Total 4,433 4,848

19. Taxes

The components of the income tax expense are as follows: 

2014 2013

Current tax 4,323 2,535

Deferred tax 116 (444)

Total income tax expense 4,439 2,091
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Income Tax Legislation

Corporate income tax of the Parent Company is calculated in accordance with the Czech tax regulations at the rate of 19% in 2014 
and 2013, respectively.

Income Tax Expense

A reconciliation of the theoretical amount of expected income tax that would arise using the tax rate in the Czech Republic to the 
actual total income tax expense for the year ended 31 December 2014 and 2013 is as follows:

(v tis. Kč) 2014 2013

Profit before tax 66,971 52,434

Statutory income tax rate 19% 19%

“Expected” income tax expense 12,724 9,962

Add  / (deduct) tax effect of:

Permanent differences 2,832 1,045

Change in valuation allowance (1,313) 380

Change in deferred tax asset from tax credit (10,048) (8,393)

Negative goodwill - (834)

Other 244 (69)

Actual income tax expense 4,439 2,091

Effective tax rate 7% 4%

Deferred income taxes at 31 December 2014 and 2013 consist of the following:

2014 2013

Receivables impairment provision 1,153 246

Inventory impairment provision 468 235

Provisions 1,496 1,449

Accumulated losses carried forward 25,465 40,488

Elimination of intra-group profit from inventories 147 82

Tax credit from investment incentive 40,297 30,249

Other 438 365

Total deferred tax assets 69,464 73,114

Less valuation allowance to deferred tax asset (9,192) (10,505)

Offset with deferred tax liabilities (59,735) (62,119)

Deferred tax assets in the balance sheet 537 490

Difference between net book value of non-current assets 
for accounting and tax purposes

(134,756) (136,977)

Total deferred tax liabilities (134,756) (136,977)

Offset with deferred tax assets 59,735 62,119

Deferred tax liabilities in the balance sheet (75,021) (74,858)
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Movements in deferred tax liability, net were as follows:

2014 2013

As at 1 January 74,368 71,093

Change in deferred tax recorded in statement of income 116 (444)

Acquisition of subsidiary - 3,719

As at 31 December 74,484 74,368

Out of the total tax losses of subsidiaries generated since 1999, 
CZK 36,861 thousand and CZK 42,564 thousand can be carried 
forward as of 31 December 2014 and 2013, respectively. In 2014 
and 2013, valuation allowance was established in full against 
deferred tax asset arising from tax losses of subsidiaries as it is 
not probable the losses will be utilized. The tax losses from the 
Parent Company were reflected in deferred tax asset in full; the 
Company expects their utilization in future periods. The deferred 
tax liability of the Parent Company represents in particular the 
difference between net book value of non-current assets for 
accounting and tax purposes.

In 2008, the Parent Company launched the 4th production line 
which entitled the Company to use the investment incentives. 
The amount of potential investment tax credit related to capital 
expenditures already incurred is approximately CZK 176 million 
as at 31 December 2014 and 31 December 2013 and this 
balance can be drawn until 2019. The Company plans to meet all 
relevant criteria for drawing these funds and use the investment 
tax credit in the future. The Company recognized a deferred tax 
asset from the investment tax credit of CZK 40,297 thousand 
and CZK 30,249 thousand as at 31 December 2014 and 2013 
(see Note 2.d). Total unrecognized portion of deferred tax asset 
from investment tax credit is approximately CZK 136 million as at 
31 December 2014.

20. Related Party Transactions

As at 31 December 2014 and 2013, members of the Board of 
Directors and Supervisory Board owned 660 and 660 shares of 
the Parent Company, respectively.

In 2014 and 2013 short-term employee benefits (salaries and 
bonuses including social and health insurance) related to 
management personnel of Group companies (36 and 35 people 
in total, respectively) amounted to CZK 87,540 thousand and 
CZK 81,378 thousand, respectively.

In 2014 and 2013 members of Board of Directors and Supervisory 
Board of the Parent Company received remuneration of CZK 
2,523 thousand and CZK 3,777 thousand, respectively.

In 2014 and 2013 there were no transactions with related parties 
controlled by the Ministry of Finance of the Czech Republic or 
European Bank for Reconstruction and Development.

21. Financial Instruments and Financial Risk Management

Interest Rate Risk
The Group’s exposure to the risk of changes in market interest 
rates relates primarily to the Group’s long-term debt obligations 
with floating interest rates (see Note 11). The floating interest rate 
is mostly based on PRIBOR and EURLIBOR/EURIBOR rates and 
for the Československá obchodní banka, a.s. loans it amounted 
to 1.81% as at 31 December 2014 and UniCredit Bank Czech 
Republic, a.s. loans to 1.7% - 2.7% and 1.7% as at 31 December 
2013, respectively. 

The following tables demonstrate the sensitivity to a reasonably 
possible change in interest rates, with all other variables held 
constant, of the Group’s profit / loss before tax (through the 
impact on floating rate borrowings). There is no impact on the 
Group’s equity and the impact of capitalized interest is not 
reflected:

2014 2013

Increase/decrease 
in basis points

Effect on profit / loss 
before tax

 Increase/decrease 
in basis points

Effect on profit / loss 
before tax

50 (1,789) 50 (1,733)

(50) 1,789 (50) 1,733

Credit risk

The Group has no uncovered significant concentration of credit 
risk with any single counter-party or group of counter-parties 
having similar characteristics.

Credit risk arises from the possibility that customers may not be 
able to settle obligations to the Group within the normal terms of 
trade. To manage this risk the Group periodically assesses the 
financial viability of customers.
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Since the Group experienced significant weaknesses in its credit 
management in the past, new procedures were established to 
manage credit risk, such as control by the application of credit 
approvals, limits and monitoring procedures.

The maximum exposure to the credit risk is represented by the 
carrying amount of each financial asset in the balance sheet. 
The Group considers that its maximum exposure is equal to the 
amount of cash and cash equivalents, loans granted, accounts 
receivable, prepayments and other assets, net of impairment 
provision recognized at the balance sheet date.

Foreign Exchange Risk

The Group enters into some contracts denominated in foreign 
currencies. The Group has transactional currency exposures. 
Such exposures arise from sales or purchases in currencies 
other than the functional currency. The Group tries to naturally 
hedge against exchange risks when acquiring tangible assets in 
foreign currency by borrowing in the same currency.

The foreign currency accounts receivable and payable represent 
an exchange rate risk for the Group. At 31 December 2014 and 
2013, the Group did not have any exchange rate hedges in place 
to mitigate the overall foreign currency exposure.

The following tables demonstrate the sensitivity to a reasonably possible change in the exchange rates between functional currencies 
and foreign currencies, with all other variables held constant, of the Group’s profit before tax (due to the change in the fair value of 
monetary assets and liabilities):

2014 2013

Increase/decrease  
in exchange rate *

Effect on profit / loss 
before tax

Increase/decrease  
in exchange rate *

Effect on profit / loss 
before tax

EUR +5% (629) +5% (278)

GBP +5% 77 +5% 140

PLN +5% 1,414 +5% 1,192

USD +5% 258 +5% 166

EUR (5%) 629 (5%) 278

GBP (5%) (77) (5%) (140)

PLN (5%) (1,414) (5%) (1,192)

USD (5%) (258) (5%) (166)

* �Increase means depreciation of functional currency against foreign currency. Decrease means appreciation of functional 
currency against foreign currency.

Liquidity risk

The Group monitors its risk of shortage of funds by considering 
the maturity of both its financial assets and financial liabilities 

and projected cash flows from operations. The Group uses bank 
overdrafts to meet its short-term cash needs and long-term bank 
loans to finance its long-term investments.

The tables below summarize the maturity profile of the Group’s financial liabilities as at 31 December 2014 and 2013 based on 
contractual undiscounted payments (nominal amount and interest) provided that the Group meets the loan agreement covenants 
(see Note 10): 

31 December 2014 Less than 
3 months

3-12 months 1-5 years Total

Bank and other loans 21,806 64,869 285,087 371,762

Finance lease obligations 16 50 12 78

Payables and other current liabilities 376,711 - - 376,711

Total 398,533 64,919 285,099 748,551
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31 December 2013 Less than 
3 months

3-12 months 1-5 years Total

Bank and other loans 19,044 56,501 288,801 364,345

Finance lease obligations 61 184 69 314

Payables and other current liabilities 357,251 - - 357,251

Total 376,356 56,685 288,870 721,910

The management of the Company believes the Group will be 
able to generate sufficient cash flows to repay its liabilities or 
obtain other adequate funding from banks/prolong existing 
overdraft facilities.

Fair Value
Fair value is defined as the amount at which the instrument could 
be exchanged in a current transaction between knowledgeable 
willing parties in an arm‘s length transaction, other than in 
a forced or liquidation sale.

The following methods and assumptions are used to estimate the 
fair value of each class of financial instruments:

Cash and Cash Equivalents
The carrying amount of cash and cash equivalents approximates 
fair value due to the relatively short-term maturity of this financial 
instrument.

Other non-current assets
The carrying amount of other non-current assets approximates 
fair value.

Receivables, Payables and Other Current Liabilities
The carrying amount of receivables, payables and other current 
liabilities approximates fair value due to the short-term maturity of 
these financial instruments.

Short-term Debt
The carrying amount approximates fair value because of the 
short period to maturity of those instruments.

Long-term Debt
The determination of fair value of long-term debt is based on the 
quoted market price for the same or similar debt instruments or 
on the current rates available for debt with the same maturity 
profile. The fair value of long-term debt and other payables with 
variable interest rates approximates their carrying amounts.

Carrying amounts and the estimated fair values of financial instruments as at 31 December 2014 were as follows:

Carrying amount Fair value

Assets

Other non-current assets 2,759 2,759

Accounts receivable, net 143,269 143,269

Share subscription receivable 33,766 33,766

Cash and cash equivalents 156,227 156,227

Liabilities

Payables and other current liabilities 376,711 376,711

Short-term borrowings and current portion of long-term debt 81,062 81,062

Long-term debt, net of current portion 281,919 281,919
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Carrying amounts and the estimated fair values of financial instruments as at 31 December 2013 were as follows:

Carrying amount Fair value

Assets

Other non-current assets 2,669 2,669

Accounts receivable, net 149,794 149,794

Cash and cash equivalents 84,320 84,320

Liabilities

Payables and other current liabilities 357,251 357,251

Short-term borrowings and current portion of long-term debt 68,150 68,150

Long-term debt, net of current portion 281,465 281,465

22. Subsequent Events

All amounts due for subscribed additional share capital in 
KORADO Bulgaria AD were paid in February 2015 (Note 5).
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We hereby certify that the information stated in the Annual Report for the year 2014 is truthful and that no important facts that we were 
aware of and may have an effect on the accurate and correct assessment of KORADO a.s have been omitted.
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