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Report of the Board
Type of activity

SAF Tehnika (the “Group”) is a designer, producer and distributor of digital microwave data
transmission equipment. The Group offers comprehensive, cost-effective PDH, SDH and IP
broadband wireless connectivity solutions for digital voice and data transmission to fixed and
cellular network operators, data service providers, governments and private enterprises as an
alternative to cable communications channels.

Activity of the Group in the reporting year

The Group’s net sales for the 12-month period of the financial year 2008/2009 were LVL 8.83
million (EUR 12.56 million) representing 83% of the previous financial year’s net sales. The results
were mainly impacted by slowing sales in CIS and Asia markets. Europe formed the largest sales
portion (29.51%) and represent a slight decrease on a year-on-year basis (-0.8%). Although sales
in the CIS decreased substantially from the beginning of the calendar year 2009, it was the second
largest region by sales contribution in the financial year 2008/2009 (19.37%). The largest revenue
increase (+26.38%) was reached in the African region where intensive sales endeavours brought
results and 1.37 million LVL (EUR 1.95 million) sales were recorded. The Group’s products were
sold in 79 countries during financial year 2008/2009. 11 of them were new markets. The Group's
aggregate exports for the reporting period is LVL 8.41 million (EUR 11.97 million) comprising 95.3%
from total net sales which is by largely on par with the prior financial year. The sales strategy of
servicing a wider geographical customer base continues to provide a buffer in the current
challenging environment.

The net loss of the Group for the financial year 2008/2009 is LVL 1.242 million (EUR 1.767 million)
which mainly reflects lower sales and falling margins due to a lack of funding for investments for
SAF Tehnika's clients and increasing competition. The loss was notably impacted by allowances
recorded for bad and doubtful trade receivables for one Russia client amounting to 245 thousand
LVL (348 thousand EUR) due to information received about significant liquidity problems of it (sales
were originally made during the second half of 2008). An extraordinary item relating to the
divestment of a subsidiary SAF Tehnika Sweden amounting to LVL 437 thousand (EUR 621
thousand) was a further contributor.

During the reporting year the Group invested LVL 139 thousand (EUR 197 thousand) in product
certification, development and production software, production equipment and IT.

In order to promote the popularity of SAF brand, present Group's product news, strengthen the
positions of SAF in the telecommunication market and to find new clients and partners SAF Tehnika
has participated in several regional and international telecommunication and information technology
exhibitions. Among them "CeBIT 2009" in Hannover, Germany, and "Sviaz ExpoComm 2009" in
Moscow, Russia were the largest. Participation was co-financed by European Regional
Development Fund in those events.

Research and development

The Group keeps an ongoing focus towards the development of latest CFIP product line, to expand
it beyond already well received CFIP 108 Mbps FODU all Outdoor radio system. Continuous
product support and maintenance is provided for CFM and CFQ product line radios.
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Foreign branches and representation offices

An agreement on the buy-out of the capital shares of the Swedish subsidiary “SAF Tehnika
Sweden” was signed in November 2008 between SAF Tehnika and a company representing the
current management of "SAF Tehnika Sweden" — “Trebax”. Since then the former subsidiary
operates as an independent company, but continues to provide services for SAF Tehnika on
development of data transmission equipment.

A joint Group in Russian Federation under the name of SAF Tehnika RUS Ltd (CA® TexHuka PYC
0O00) and Russian Group named "MoGunbHble TexHonormn" OOOQ as its co-founder was
established in November 2008 with the aim to increase the sales of SAF Tehnika products in
Russia, but has not started its operations due to economical situation in the region and currently is
dormant.

Future prospects

Even in such tough conditions SAF Tehnika continues to roll out new products from the CFIP family
to satisfy customer needs for higher capacity products and recover reducing sales for CFM
products. The Group is planning to launch new products outside the scope of traditional licensed
point to point MW radios in 7-38Ghz during coming periods. A solid financial condition (net cash
rather than net debt) allows the Group to maintain general operations at their previous level and
increase the sales team’s local presence in all regions. The Group’s focus will be the further
development of sales activities in North America where significant sales growth is expected already
in the first part of financial year 2009/2010 and Asia where the Group has already established a
solid local presence. Further growth is planned in the present most active region — Africa. There will
be ongoing attention on the reduction of production expenses by looking for more efficient product
design and improvement of internal processes with the goal to end the financial year 2009/2010
with a profit.

Normurids Bergs
Chafrman of the Board

Riga, 28 October 2009

The annual report was approved by the shareholders’ meeting on 2009.

Chairman of the shareholders’ meeting
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STATEMENT OF BOARD’S RESPONSIBILITIES

The Board of SAF Tehnika A/S (hereinafter — the Company) is responsible for preparing the
consolidated financial statements of the Group and its subsidiary (hereinafter — the Group).

The consolidated financial statements set out on pages 8 to 40 are prepared in accordance with the
source documents and present fairly the financial position of the Group as at 30 June 2009 and the
results of its financial performance and cash flows for the year then ended.

The above mentioned financial statements are prepared in accordance with International Financial
Reporting Standards as adopted by the EU on a going concern basis. Appropriate accounting
policies have been applied on a consistent basis. Prudent and reasonable judgements and
estimates have been made by the management in the preparation of the consolidated financial
statements.

The Board of SAF Tehnika A/S is responsible for the maintenance of proper accounting records,
the safeguarding of the Group’s assets and the prevention and detection of fraud and other
irregularities in the Group. The Board is also responsible for the compliance with the laws of the
countries in which the Group’s companies are operating (Latvia and Sweden).

For the Board,

Normunds Beérgs
Chairmarf of the Board

28 October 2009
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INDEPENDENT AUDITOR’S REPORT

To the shareholders of “SAF Tehnika”A/S:

Report on the financial statements

We have audited the accompanying consolidated financial statements of “SAF Tehnika” A/S and its subsidiaries
(the Group), which comprise the Group’s consolidated balance sheet as at 30 June 2009, and the consolidated income
statement, 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.

Management s responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these financial statements in accordance with
International Financial Reporting Standards as adopted by the European Union. This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and fair presentation of financial
statements that are free from material misstatement, whether due to fraud or error; selecting and applying appropriate
accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are free
from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial
statements. The procedures selected depend on the auditor’s judgment, including the assessment of the risks of
material misstatement of the 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 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 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 of the Group give a true and fair view of the financial position of

the Group as of 30 June 2009, and its financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards as adopted by the European Union.

Report on the management reports

We have read the report of the Management Board (pages 4 to 5) of the annual report and we have not identified any
material discrepancies between the historical financial information presented in these reports and the financial
statements for the year ended 30 June 2009.

Deloitte Audits Latvia SIA
License No. 43

P

Inguna Stasa
Board member
Sworn Auditor
Certificate No. 145

Riga, Latvia
28 October 2009

Ka Sveices Verein - ne Deloitte Touche Tohmatsu, ne jebkura tas dalibnieku sabiedriba neatbild viena par otras darbibu vai bezdarbibu. Katra dalibnieku sabiedriba
ir atseviska un neatkariga juridiska persona, kas darbojas ar Deloitte, Deloitte & Touche, Deloitte Touche Tohmatsu vai citiem saistitiem nosaukumiem. Lai sanemtu
detalizétu informaciju par Deloitte Touche Tohmatsu un saistito uznémumu juridisko struktiiru, [dzu apmeklét méajaslapu www.deloitte.com/lv/about

Member of Deloitte Touche Tohmatsu

VRN 40003606960, PVN req. Nr. LV40003606960
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Consolidated balance sheet

ASSETS
Non-current assets

Property, plant and equipment

Intangible assets
Non-current financial assets
Deferred tax assets

Current assets

Inventories

Corporate income tax prepaid
Trade receivables

Other receivables

Prepaid expense

Derivatives

Cash and cash equivalents

Total assets

EQUITY

Share capital

Share premium

Currency transiation reserve
Retained earnings

Total equity

LIABILITIES
Current liabilities
Payables
Borrowings
Deferred income
Total liabilities

Total equity and liabilities

Notes

—_—
r -

10
11

12
13

14

16
17

30 June 30 June
2009 2008 2009 2008
LVL LVL EUR EUR
717 950 1007 978 1021 551 1434 223
67 273 529 420 95 721 753 297
590 590 839 839
51 025 100 051 72 602 142 359
836 838 1638039 1190713 2330718
2 552910 2895414 3632464 4119 802
20 297 95 410 28 880 135 756
1746 412 2521670 2484920 3588 013
124 742 106 215 177 492 151 131
24 837 75 376 35340 107 252
- 61 - 87
2 346 818 1950035 3339221 2 774 650
6816 016 7644181 9698 317 10 876 691
7 652 854 9282220 10 889 030 13 207 409
2970 180 2970180 4226185 4 226 185
2 004 204 2004204 2851725 2851725
- 5106 - 7 265
1676 448 2918194 2 385 371 4152 216
6 650 832 7897684 9463 281 11 237 391
955 609 1379377 1359709 1962 677
1 896 5159 2698 7 341
44 517 - 63 342 -
1 002 022 1384536 1425749 1970 018
7 652 854 9282220 10889 030 13 207 409

The accompanying notes on pages 13 to 40 are an integral part of these consolidated

financial statements.

The consolidated financial statements on pages 8 to 40 were approved by the Board

and signed on its behalf by:

Normunds Ber
Chairman of tife Board

28 October 2009
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Consolidated income statement

Sales

Cost of sales

Gross profit

Seliing and marketing
costs

Administrative expense
Other income
Financial revenue
Financial expense
Loss on sale of long-
term investment
Loss before taxes

Corporate income tax
Loss for the year

Attributable to: ]
Shareholders of the
Group

Earnings per share attributable to

Notes

24

the shareholders of the Group

(LVL per share)

- basic
— diluted

25
25

Year ended 30 June

Year ended 30 June

2009 2008 2009 2008

LVL LVL EUR EUR

8 825 628 10650128 12 557 737 15 153 767
(7 307 556) (9 169 084) (10 397 715) (13 046 431)
1518 072 1481 044 2 160 022 2107 336
(1613 713) (1450 140) (2 296 107) (2 063 363)
(867 182) (741029) (1233 889) (1 054 389)
56 542 334 202 80 452 475 526

102 402 31124 145 705 44 286

(4 170) (90 297) (5 933) (128 482)
(436 562) - (621 172) -
(1 244 611) (435096)  (1770922) (619 086)
2 865 (37 396) 4077 (53 210)
(1241 746) " (472492) (1 766 845) (672 296)
(1241 746) (472492) (1766 845) (672 296)
-0.42 -0.16 -0.59 -0.23

-0.42 -0.16 -0.59 -0.23

The accompanying notes on pages 13 to 40 are an integral part of these consolidated

financial statements.

The consolidated financial statements on pages 8 to 40 were approved by the Board

and signed on its behalf by:

Normunds Ber
Chairman of4#e Board

28 October 2009



Consolidated statement of changes in equity

SAF TEHNIKA A/S
CONSOLIDATED ANNUAL REPORT
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Share capital Share Currency Retained Total
premium translation earnings
reserve
LVL LVL LVL LVL LVL

Balance as at 30 June 2007 2970180 2 004 204 15 968 3 390 686 8 381 038
Currency translation
difference - - {10 862) - (10 862)
Total income and expense for
the year recognized directly in
equity - - (10 862) - (10 862)
Loss for the year - - - (472 492) (472 492)
Total income and expense for
the year - - (10 862) (472 492) (483 354)
Balance as at 30 June 2008 2970180 2004 204 5106 2918 194 7 897 684
Currency translation
difference - - (5 106) - (5 106)
Total income and expense for
the year recognized directly in
equity - - (5 106) - (5 106)
Loss for the year - - - (1241746) (1241 746)
Total income and expense for
the year - - (5 106) (1241 746) (1 246 852)
Balance as at 30 June 2009 2970180 2004 204 - 1676 448 6 650 832

The accompanying notes on pages 13 to 40 are an integral part of these consolidated financial

statements.

The consolidated financial statements on pages 8 to 40 were approved by the Board

and signed on its behalf by:

Normunds Bepefs
Chairman ojthe Board

28 October 2009

10



Consolidated statement of changes in equity

SAF TEHNIKA A/S
CONSOLIDATED ANNUAL REPORT
FOR THE YEAR ENDED 30 JUNE 2009

Share capital Share Currency Retained Total
premium translation earnings
reserve
EUR EUR EUR EUR EUR

Balance as at 30 June 2007 4 226 185 2851725 22720 4 824 512 11 925 142
Currency translation
difference - - {15 455) - (15 455)
Total income and expense for
the year recognized directly in
equity - - (15 455) - (15 455)
Loss for the year - - - (672 296) (672 296)
Total income and expense for
the year - - (15 455) (672 296) (687 751)
Balance as at 30 June 2008 4 226 185 2851725 7 265 4152 216 11 237 391
Currency translation
difference - - (7 265) - (7 265)
Total income and expense for
the year recognized directly in
equity . - - (7 265) - (7 265)
Loss for the year - - - (1766 845) (1766 845)
Total income and expense for
the year - - (7 265) {1 766 845) (1774 110)
Balance as at 30 June 2009 4226 185 2851725 - 2 385 371 9 463 281

The accompanying notes on pages 13 to 40 are an integral part of these consolidated financial

statements.

The consolidated financial statements on pages 8 to 40 were approved by the Board

and signed on its behalf by:

Normunds Bgrgs
Chairman gf the Board

28 October 2009

11
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Consolidated cash flow statement

Loss before tax

Adjustments for:
- depreciation
- amortization

- changes in allowance for slow-moving inventories

- changes in accruals for unused annual leave
- changes in allowances for bad debtors

- interest income

- interest expense

- (gain)/loss from revaluation of derivative financial

instruments
- receipt of government grant
- (gain)/loss from sale of PPE
- loss on sale of subsidiary
Cash (used in) operations before changes in
working capital
Inventories increase
Receivables increase
Payables (decrease)/ increase
Cash generated from operating activities
Receipt of government grant
Interest paid
Income tax received
Net cash generated from operating activities

Cash flow from Investing activities
Purchases of property, plant and equipment
Proceeds from sale of PPE

Purchases of intangible assets

Net cash received from sale of subsidiary
Interest received

Net cash generated from (used in) investing activities

Cash flows from financing activities

Repaid borrowings

Net cash (used in) financing activities

Effect of exchange rate changes

Net increase in cash and cash equivalents

Cash and cash equivalents at the beginning of the year
Cash and cash equivalents at the end of the year

Note

23

23
22

22
23

13

Year ended 30 June Year ended 30 June
30.06.2009 30.06.2008 30.06.2009 30.06.2008
LVL LVL EUR EUR
(1244 611) (435 096) (1770 922) (619 086)
351 364 482 383 499 946 686 369
104 636 172 891 148 884 246 002
(33 439) (144 280) (47 580) (205 292)
(31 903) (26 936) (45 394) (38 326)
256 535 (45 856) 365 016 (65 247)
(83 481) (31 063) (118 783) (44 199)
4170 24 070 5933 34 249
61 61) 87 (87)
(50 730) (309 723) (72 182) (440 696)
334 252 475 359
436 562 - 621 172 -
(290 502) (313 419) (413 348) (445 954)
359 131 2678 633 510 997 3811351
482616 44 939 686 701 63 942
(267 001) 377 282 (379 908) 536 824
284 244 2787 435 404 442 3966 163
64 985 292 814 92 465 416 637
4 170) (24 070) (5 933) (34 249)
75978 255 676 108 107 363 794
421 037 3311855 599 081 4712345
(73 856) (132 485) (105 088) (188 509)
529 16 274 753 23156
(28 843) (109 366) (41 040) (155 614)
48 437 - 68 920 -
75978 28 077 108 107 39 950
22245 (197 500) 31 652 (281 017)
(3 263) (1 462 257) (4 643) (2 080 604)
(3 263) {1 462 257) {4 643) {2 080 604)
(43 236) (1651) (61 519) (2 349)
396 783 1 650 447 564 571 2348 375
1950 035 299 588 2774 650 426 275
2346 818 1950 035 3339 221 2774 650

The accompanying notes on pages 13 to 40 are an integral part of these consolidated financial statements.

The consolidated fina

behalf by:
Normunds Ber, hd
Chairman ofAhe Board

28 October 2009

12

ements on pages 8 to 40 were approved by the Board and signed on its
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Notes to the consolidated financial statements
1. General information

The core business activity of SAF Tehnika A/S and its subsidiaries (hereinafter — the Group)
comprises the design, production and distribution of microwave radio data transmission
equipment offering an alternative to cable channels. The Group offers approximately 200
products to mobile network operators, data service providers (such as Internet service
providers and telecommunications companies), as well as state and private companies.

SAF Tehnika A/S owned 100% subsidiary “SAF Tehnika Sweden” AB until November 2008
when it was sold to “SAF Tehnika Sweden” AB management.

A joint company in the Russian Federation under the name of "SAF Tehnika RUS" Ltd (CA®
TexHuka PYC OQOQ) with a Russian company named "Mo6BunsHble TexHonorun" (Mobile
Technology) OOQ as its co-founder was established in the November 2008. "SAF Tehnika"
A/S (hereinafter — the Company) owns 51% of the shares of "SAF Tehnika RUS” Ltd. Up to
now "SAF Tehnika RUS” has not started its operations.

The Company is a public joint stock company incorporated under the laws of the Republic of
Latvia. The address of its registered office is Ganibu dambis 24a, Riga, Latvia. The shares of
the Company are listed on NASDAQ OMX Riga Stock Exchange, Latvia.

These financial statements were approved by the Board on 28 October 2009.

2. Summary of significant accounting policies

The principal accounting and measurement policies adopted in the preparation of these
consolidated financial statements are set out below:

A Basis of preparation

The consolidated financial statements of SAF Tehnika have been prepared in accordance
with International Financial Reporting Standards (IFRSs) as adopted by the EU. IFRS as
adopted by the EU do not currently differ from IFRS as issued by the International Accounting
Standards Board (IASB) and currently effective for the purpose of these financial statements,
except for certain hedge accounting requirements under IAS 39, which have not been
adopted by the EU. The Group has determined that the unendorsed hedge accounting
requirements under IAS 39 would not impact the Group’s financial statements had they been
endorsed by the EU at the balance sheet date.

The accounting policies used by the Group are consistent with those used in the previous
accounting period. The consolidated financial statements have been prepared under the
historical cost convention except for certain financial assets (e.g. derivatives are measured at
fair value).

Standards and Interpretations effective in the current period

In the current year, the Group has adopted:

e IFRIC 14, ‘IAS 19 — The limit on a defined benefit asset, minimum funding
requirements and their interaction’, provides guidance on assessing the limit in IAS 19 on the
amount of the surplus that can be recognised as an asset. It also explains how the pension
asset or liability may be affected by a statutory or contractual minimum funding requirement;

e IFRIC 12 Service Concession Arrangements (effective for accounting periods
beginning on or after 1 January 2008, however, not yet adopted by EU). The interpretation
addresses how service concession operators should apply existing International Financial
Reporting Standards to account for the obligations they undertake and rights they receive in
service concession arrangements.

¢ IFRIC 13 Customer Loyalty Programmes (effective for accounting periods beginning
on or after 1 July 2008). The interpretation specifies how customer loyalty programs should
be accounted for.

The adoption of the above Standards and Interpretations did not have an impact on the
financial statements of the Group.

13
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Notes to the financial statements (cont'd)
2. Summary of significant accounting policies (cont'd)
B Consolidation and business acquisition

Subsidiaries involved in the consolidation are companies in which the Parent Group directly or
indirectly owns more than a half of the voting rights or has otherwise obtained the power to
govern their operations. The existence and effect of potential voting rights that are currently
exercisable or convertible are considered when assessing whether or not the Parent Group
controls another Group.

Subsidiaries are fully consolidated from the date on which control is transferred to the Group.
They are de-consolidated from the date that control ceases. Inter-Group transactions,
balances and unrealised gains on transactions between group companies are eliminated.
Unrealised losses are also eliminated unless the transaction provides evidence of an
impairment of the asset transferred.

Accounting policies of subsidiaries have been changed where necessary to ensure
consistency with the policies adopted by the Group.

The Group uses the purchase method of accounting to account for the acquisition of
subsidiaries or businesses.

The cost of an acquisition is measured as the fair value of the assets given, equity
instruments issued, and liabilities incurred or assumed on the acquisition date, plus costs
directly attributable to the acquisition. ldentifiable assets acquired and liabilities and
contingent liabilities assumed in a business combination are initially measured at their fair
values on the acquisition date, irrespective of the extent of any minority interest. The excess
of the cost of acquisition over the fair value of the Group’s share of the identifiable net assets
acquired is recorded as goodwill.

C Foreign currency translation

(a) Functional and presentation currency

Items included in the financial statements of each of the Group’s entities are measured using
the currency of the primary economic environment in which the entity operates (the functional
currency). The consolidated financial statements are presented in lats (LVL), which is the
Group’s functional and presentation currency. According to the requirements of NASDAQ
OMX Riga Stock Exchange, all balances are also stated in euros (EUR). For disclosure
purposes, the currency translation has been performed by applying the official currency
exchange rate determined by the Bank of Latvia, i.e. EUR 1 = LVL 0.702804.

(b) Transactions and balances

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 at year-end exchange rates
of monetary assets and liabilities denominated in foreign currencies are recognised in the
income statement.

(c) Group companies

The results and financial position of the Group entities (none of which having the currency of
a hyperinflationary economy) that have a functional currency different from the presentation
currency are translated into the presentation currency as follows:

(i) Assets and liabilities are translated at the closing rate at the date of the respective balance
sheet;

(i) income and expenses are translated at average exchange rates (unless this average is not
a reasonable approximation of the cumulative effect of the rates prevailing on the transaction
dates, in which case income and expenses are translated at the dates of the transactions);
and

(iii) all resulting exchange differences are recognised as a separate component of equity.

14



SAF TEHNIKA A/S
CONSOLIDATED ANNUAL REPORT
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Notes to the consolidated financial statements (cont'd)
2. Summary of significant accounting policies (cont'd)

Goodwill and fair value adjustments arising on the acquisition of a foreign entity or business
are treated as assets and liabilities of the foreign entity and translated at the closing rate.

D Property, plant and equipment

Property, plant and equipment are stated at cost less accumulated depreciation and
accumulated impairment in value. Such cost includes the cost of replacing part of such plant
and equipment if the asset recognition criteria are met.

Subsequent costs are included in the asset's carrying amount or recognised as a separate
asset, as appropriate, only when it is probable that future economic benefits associated with
the item will flow to the Group and the cost of the item can be measured reliably.

Current repairs are charged to the income statement during the financial period in which they
are incurred.

Depreciation is calculated on a straight-line basis over the estimated useful lives of the assets
to allocate their cost less the estimated residual values by applying the following depreciation
rates:

% per annum

Mobile phones 50
Technological equipment 33.33
Transport vehicles 20
Other fixtures and fittings 25

Leasehold improvements are amortized on a straight-line basis over the shorter of the
estimated useful life of leasehold improvement and the term of lease.

The assets residual values, useful lives and methods are reviewed, and adjusted if
appropriate, at each financial year-end. An asset's carrying amount is written down
immediately to its recoverable amount if the asset’s carrying amount exceeds its estimated
recoverable amount (see Note G).

Gains and losses on disposals are determined by comparing proceeds with the respective
carrying amount and included in the income statement.

E Intangible assets other than goodwill

(a) Intangible assets arising from development

Intangible assets arising from development are measured on initial recognition at cost.
Subsequently, these are measured at cost less any accumulated amortisation and any
accumulated impairment losses. The cost of intangible assets acquired in a business
combination corresponds to their fair value on the acquisition date.

Amortization is charged from the moment when the underlying assets are available for use.
The amortization is calculated using the straight line method to allocate the cost of product
prototypes over the estimated useful life of 10 years.

(b) Trademarks and licenses
Trademarks and licenses have a definite useful life and are carried at cost less accumulated
amortisation and any accumulated impairment losses. Amortisation is calculated on a
straight-line basis to allocate the costs of trademarks and licenses over their estimated useful
life, which usually is 3 years.

(c) Software

Acquired computer software licenses are capitalised on the basis of the purchase and
installation costs. These costs are amortised over their estimated useful lives of three years.
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Notes to the consolidated financial statements (cont'd)
2. Summary of significant accounting policies (cont'd)
F Research and development

Research costs are expensed as incurred. An intangible asset arising from the development
expenditure on an individual project is recognized only when the Group can demonstrate the
technical feasibility of completing the intangible asset so that it will be available for use or
sale, its intentions to complete and its ability to use or sell the asset, how the asset will
generate future economic benefits, the availability of resources to complete and the ability to
measure reliably the expenditure during the development. Following the initial recognition of
the development expenditure, the cost model is applied requiring the asset to be carried at
cost less any accumulated amortisation and any accumulated impairment losses. Any
expenditure capitalized is amortized over the period of the expected future sales from the
related project.

G Impairment of assets

Intangible assets that are not put in use or have an indefinite useful life (incl. goodwill) are not
subject to amortisation and are reviewed for impairment on an annual basis. Assets that are
subject to amortisation and depreciation are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying amount may not be recoverable. An
impairment loss is recognised for the amount by which the asset's carrying amount exceeds
its recoverable amount. The recoverable amount is the higher of an asset's fair value less
selling costs and value in use. For the purposes of assessing impairment, assets are grouped
at the lowest levels for which there are separately identifiable cash inflows (cash-generating
units).

H Segments

A geographical segment provides products or services within a particular economic
environment that is subject to risks and benefits different from those of components operating
in other economic environments. A business segment is a group of assets and operations
providing products or services that are subject to risks and benefits different from those of
other business segments.

| Inventories

Inventories are valued at the lower of cost and net realisable value. Cost is stated on a first-in,
first-out (FIFO) basis. Net realisable value is the estimated selling price in the ordinary course
of business, less the estimated costs necessary to make the sale. Costs of finished goods
and work-in-progress include cost of materials.

J Receivables

Receivables are initially recognised at fair value and subsequently measured at amortised
cost using the effective interest method. Allowance for impairment of receivables is
established when there is objective evidence that the Group will not be able to collect the full
amount due according to the original terms. The amount of the allowance is measured as the
difference between the carrying amount and the present value of estimated future cash flows
discounted at the financial asset's original effective interest rate. Change in allowance is
recognised in the income statement.
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Notes to the consolidated financial statements (cont'd)
2. Summary of significant accounting policies (cont'd)
K Cash and cash equivalents

Cash and cash equivalents comprise current bank accounts balances and deposits, and
short-term highly liquid investments with an original maturity of three months or less.

L Share capital

Ordinéry shares are classified as equity. Incremental costs directly attributable to the issue of
new shares are charged against the share premium account.

M Borrowings

Borrowings are initially recognised at fair value, net of transaction costs incurred. Borrowings
are subsequently stated at amortised cost; any difference between the proceeds (net of
transaction costs) and the redemption value is recognised in the income statement over the
period of the borrowings using the effective interest rate method. Borrowings are classified as
current liabilities unless the Group is entitled to postpone the settlement of the liability for at
least 12 months after the balance sheet date.

Borrowing costs are recognized as an expense when incurred.
N Deferred tax

Deferred tax is provided in full, using the liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the consolidated
financial statements. However, if the deferred tax arises from initial recognition of an asset or
liability in a transaction other than a business acquisition that at the time of the transaction
affects neither accounting nor taxable profit nor loss, it is not accounted for. Deferred tax is
determined using tax rates (and laws) that have been enacted by the balance sheet date and
are expected to apply when the related deferred tax asset is realised or the deferred income
tax liability is settled.

Deferred tax assets are recognised to the extent that it is probable that future taxable profit
will be available against which the temporary differences can be utilised.

Deferred tax is provided on temporary differences arising on investments in subsidiaries,
except where the timing of the reversal of the temporary difference is controlled by the Group
and it is probable that the temporary difference will not reverse in the foreseeable future.

O Employee benefits

The Group makes social insurance contributions under the State's heaith, retirement benefit
and unemployment schemes at the statutory rates in force during the year, based on gross
salary payments. The Group pays fixed contributions to a privately administered pension
insurance plan. The Group will have no legal or constructive obligations to pay further
contributions if the statutory fund or the private pension plan cannot settle their liabilities
towards the employees. The cost of these payments is included into the income statement in
the same period as the related salary cost.
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Notes to the consolidated financial statements (cont'd)

2. Summary of significant accounting policies (cont'd)
P Revenue recognition

Revenue comprises the fair value of the goods and services sold, net of value-added tax,
discounts and inter-Group saies. Revenue is recognised as follows:

(a) Sale of goods

Sale of goods is recognised when a Group entity has passed the significant risks and rewards
of ownership of the goods to the customer, i.e. delivered products to the customer and the
customer has accepted the products in accordance with the contract terms, and it is probable
that the economic benefits associated with the transaction will flow to the Group..

(b) Rendering of services
Revenue is recognised in the period when the services are rendered.

R Leases

Leases of property, plant and equipment in which a significant portion of the risks and
rewards of ownership are retained by the lessor are classified as operating leases. Payments
made under operating leases (net of any incentives received from the lessor) are charged to
the income statement on a straight-line basis over the lease period.

S Dividend payment

Dividends payable to the Group's shareholders are recognised as a liability in the Group's
financial statements in the period in which the dividends are approved by the Group's
shareholders.

T Government grants

Government grants are recognized where there is a reasonable assurance that the grant will
be received and all attaching conditions will be complied with. When the grant relates to an
expense item, it is recognized as income over the period necessary to match the grant on
systematic basis to the costs that is intended to compensate. Where the grant relates to an
asset, the fair value is credit to a deferred income account and is released to the income
statement over the expected useful life of the relevant asset by equal annual instaiments.
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Notes to the consolidated financial statements (cont'd)

2. Summary of significant accounting policies (cont'd)

U Standards and Interpretations in issue not yet adopted

At the date of authorisation of these financial statements the following Standards and
Interpretations were in issue but not yet effective:

IAS 23 (Revised) Borrowing Costs (effective for accounting periods beginning on or
after 1 January 2009). According to this amendment borrowing costs, that are directly

" attributable to the acquisition, construction and production of a qualifying asset,

should form part of the cost of that asset;

IAS 1 (Revised), ‘Presentation of financial statements’ (effective from 1 January
2009). The revised standard will prohibit the presentation of items of income and
expenses (that is, ‘non-owner changes in equity’) in the statement of changes in
equity, requiring ‘non-owner changes in equity’ to be presented separately from
owner changes in equity. All non-owner changes in equity will be required to be
shown in a performance statement, but entities can choose whether to present one
performance statement (the statement of comprehensive income) or two statements
(the income statement and statement of comprehensive income). Where entities
restate or reclassify comparative information, they will be required to present a
restated balance sheet as at the beginning of the comparative period in addition to
the current requirement to present balance sheets at the end of the current period
and comparative period,;

IFRS 2 (Amendment), ‘Share-based payment’ (effective from 1 January 2009). The
standard deals with vesting conditions and cancellations;

IAS 32 (Amendment), ‘Financial instruments: Presentation’, and IAS 1 (Amendment),
‘Presentation of financial statements’ — ‘Puttable financial instruments and obligations
arising on liquidation’ (effective from 1 January 2009);

IAS 27 ‘Consolidated and separate financial statements’ (effective from 1 January
2009). The standard requires the effects of all transactions with non-controlling
interests to be recorded in equity if there is no change in control and these
transactions will no longer result in goodwill or gains and losses. The standard also
specifies the accounting when control is lost.

IFRS 3 (Revised), 'Business combinations’ (effective from 1 July 2009), (not yet
endorsed by EU). The standard continues to apply the acquisition method to business
combinations, with some significant changes. For example, all payments to purchase
a business are to be recorded at fair value at the acquisition date, with contingent
payments classified as debt subsequently re-measured through the income
statement. There is a choice to measure the non — controlling interest either at fair
value or at the non-controlling interest's proportionate share of the acquiree’s net
assets. All acquisition related costs should be expensed;

IFRS 5 (Amendment), ‘Non-current assets held-for-sale and discontinued operations’
(and consequential amendment to IFRS 1, ‘First-time adoption’) (effective from 1 July
2009), (not yet endorsed by EU). The standard clarifies that all of a subsidiary’'s
assets and liabilities are classified as held for sale if a partial disposal sale plan
results in loss of control.
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Notes to the consolidated financial statements (cont'd)
2. Summary of significant accounting policies (cont'd)
U Standards and Interpretations in issue not yet adopted (cont’d)

+ IFRS 8 Operating Segments (effective for accounting periods beginning on or after 1
January 2009); The standard sets out requirements for disclosure of information
about an entity’s operating segments and also about the entity’s products and
services, the geographical areas in which it operates, and its major customers;

e |AS 39 (Amendment), ‘Financial instruments: Recognition and measurement' and
IFRS 7 "Reclassification of Financial Assets (effective from 1 January 2009). The
standard clarifies that it is possible for movements into and out of fair value through
profit and loss category where derivative commences or ceases to qualify as a
hedging instrument in cash flow or net investment hedge. The standard also clarifies
that a financial asset or liability that is part of portfolio of financial instruments
managed together with evidence of an actual recent pattern of short- term profit
making is included in such portfolio on initial recognition. The standard also clarifies
the application of hedge accounting at segmental level and effective interest rate to
be applied when remeasuring the carrying amount of a debt instrument on cessation
of fair value accounting.

The Group anticipates that adoptions of the above Standards and Interpretations will have no
material impact gn the financial statements of the Group in the period of initial application.

3. Financial risk management
(1) Financial risk factors
The Group'’s activities expose it to a variety of financial risks:

(a) Foreign currency risk;

(b) Credit risk;

(c) Liquidity risk.

(d) Cash flow interest rate risk

The Group's overall risk management focuses on the unpredictability of financial markets and
seeks to minimise its potential adverse effects on the Group's financial performance. The
Group uses derivative financial instruments to hedge certain risk exposures.

The responsibility for risk management lies with the Finance Department. The Finance
Department identifies and evaluates risks and seeks for solutions to avoid financial risks in
close co-operation with other operating units of the Group.

(a) Foreign currency risk
The Group operates internationally and is exposed to foreign currency risk mainly arising from
U.S. dollar fluctuations.

Foreign currency risk primarily arises from future commercial transactions and recognised
assets — cash and trade receivables and liabilities — accounts payables and borrowings. To
manage the foreign currency risk arising from future commercial transactions and recognised
assets and liabilities, the Group uses forward foreign currency contracts. The foreign currency
risk arises when future commercial transactions and recognised assets and liabilities are
denominated in a currency different from the entity's functional currency. The Finance
Department analyses the net open position in each foreign currency. The Group might decide
to enter into forward FX contracts or to maintain borrowings (in form of credit line) in
appropriate currency and amount.
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Notes to the consolidated financial statements (cont'd)
3. Financial risk management (cont'd)

(b) Credit risk

From time to time the Group has significant exposure of credit risk with its customers. The
Group's policy is to ensure that wholesale of products is carried out with customers having
appropriate credit histories. If the customers are residing in countries with high credit risk,
then Letters of Credit issued by reputable credit institutions are used as credit risk
management instruments. In situations where no Letters of Credit can be obtained from
reputable credit institutions, the prepayments from the customers are requested.

As at 30 June 2009, the Group’s credit risk exposure to a single customer amounted to
17.00 % of the total trade receivables (30.06.2008: 17.01%). With respect to credit risk arising
from the other financial assets of the Group, which comprise cash and cash equivalents and
derivatives, the Group’s exposure to credit risk arises from the default of the counterparty,
with a maximum exposure equal to the carrying amount of these instruments. The Group’s
maximum credit risk exposure amounts to LVL 4263 696 or 55.71% to total assets
(30.06.2008: LVL 4 749 358 or 51.17% to total assets).

(c) Liquidity risk

Prudent liquidity risk management implies maintaining sufficient cash and the availability of
funding through short-term borrowings secured by the Letters of Credit terms. Due to the
dynamic nature of the core operations, the Finance Department aims to maintain flexibility in
funding by obtaining available credit lines.

During the reporting period 3 million EUR multi-currency credit line was available assigned by
Nordea bank Finland plc Latvia branch. Since April 2009 the credit line amount was
decreased to 1 million EUR evaluating potential necessity. The assigned overdraft facility has
not been used as at 30 June 2009. (see Note 17 Borrowings).

(d) Cash flow interest rate risk

As the Group does not have significant interest bearing assets, the Group's income and cash
flows are largely independent of changes in market interest rates. The Group's cash flows
from interest bearing liabilities are dependent on current market interest rates.

(2) Accounting for derivative financial instruments

The Group uses derivative financial instruments such as forward currency contracts to hedge
its risks associated with foreign currency fluctuations. Such derivative financial instruments
are initially recognized at fair value on the date on which derivative contract is entered to and
are subsequently remeasured at fair value. Derivatives are carried as assets when the fair
value is positive and as liabilities when the fair value is negative.

Any gains or losses arising from changes in fair value of derivatives that do not qualify as
hedge accounting are taken directly to profit or loss for the year.

The fair value of forward currency contracts is calculated by reference to current forward
exchange rates for contracts with similar maturity profiles.

(3) Fair value

The carrying amounts of all financial assets and liabilities approximate their fair value.
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Notes to the consolidated financial statements (cont'd)

4. Management of the capital structure

The Group manages its capital to ensure that the Group will be able to continue as a going
concern while maximizing the return to stakeholders through the optimization of the debt and
equity balance.

The capital structure of the Group consists of debt, which includes the borrowings disclosed in
note 17, cash and cash equivalents and equity, comprising issued capital, retained earnings.

The geafing ratio at the year-end was as follows:

30/06/2009 30/06/2008 30/06/2009 30/06/2008

LVL LVL EUR EUR
Debt 1002 022 1384536 - 1425749 1970018
Cash and cash in bank (2 346 818) (1 850 035) (3 339 221) (2774 650)
Net debt (-cash) (1 344 796) (565 499) (1913472) (804 632)
Equity 6 650 832 7 897 684 9463 281 11 237 391
Debt to equity ratio 15% 18% 15% 18%
Net debt to equity ratio -20% ~7% -20% -7%

5. Key estimates and assumptions

International Financial Reporting Standards as adopted by the EU and the legislation of the
Republic of Latvia require that in preparing the financial statements, the management of the
Group makes estimates and assumptions that affect the reported amounts of assets and
liabilities and the disclosure of off-balance sheet assets and liabilities at the date of the
financial statements and the reported amounts of revenues and expenses during the reported
period. Actual results could differ from those estimates.

The following are the critical judgements and key assumptions concerning the future, and
other key sources of estimation uncertainty at the balance sheet date, that have a significant
risk of causing a material adjustment to the carrying amounts of assets and liabilities within
the next financial year:

= the Group reviews the estimated useful lives of property, plant and equipment at the
end of each annual reporting period. The management of the Group uses their
judgment in estimating useful lives of property, plant and equipment. Their
assumptions may change and new amounts calculated;

= the Group reviews property, plant and equipment and intangible assets recoverability
whenever events or changes in circumstances indicate that the carrying amount may
not be recoverable. An impairment loss is recognised for the amount by which the
asset's carrying amount exceeds its recoverable amount. The recoverable amount is
the higher of an asset's fair value less selling costs and value in use. The Group does
not believe that any material adjustments due to impairment of the Group’s assets are
needed at the balance sheet date considering the planned production and sales
levels;

= the Group estimates allowance for impairment of receivables. The Group believes
that impairment allowances recorded in the financial statements correctly reflects net
present value of expected future cash flows from these receivables and estimate is
made based on the best available information.
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6. Property, plant and equipment

Leasehold Equipment Other Prepay- Totatl
improvements and assets ments for
machinery assets
LVL LVL LVL LVL LVL

Year ended 30/06/2008
Opening net carrying amount 591638 574 853 199 998 109 1 366 598
Additions 4389 89753 15170 - 109 312
Reclassified - - - 23173 23173
Depreciation charge (68 477) (349 351) (64 555) - (482 383)
Disposals - (602) (7 531) - (8 133)
Result of FX rate changes - (580) (9) - (589)
Closing net carrying amount 527 550 314 073 143 073 23282 1007978
Year ended 30/06/2009
Opening net carrying amount 527 550 314 073 143 073 23282 1007 978
Additions - 71088 2768 - 73 856
Reclassified - 23282 - (23 282) -
Depreciation charge (68 807) (230 822) (51 735) - (351 364)
Disposals - - (529) - - (529)
Wirite-off on sale of long-term - (11 374) (617) - (11 991)
investment
Closing net carrying amount 458 743 165718 93489 - 717 950
As at 30/06/2007
Cost 755 447 1968 188 412 813 109 3136557
Accumulated depreciation (163809) (1393335) (212815) - (1769 959)
Net carrying amount 5§91 638 574 853 199 998 109 1366 598
As at 30/06/2008
Cost 759 836 2 057 339 420 452 23282 3260909
Accumulated depreciation (232 286) (1743 266) (277 379) - (2252 931)
Net carrying amount 527 550 314 073 143 073 23282 1007 978
As at 30/06/2009
Cost 759 836 2 130 850 422 475 - 3313161
Accumulated depreciation (301093) (1965132) (328 986) - (2595 211)
Net carrying amount 458 743 165718 93 489 - 717 950

During the reporting year, the Group did not enter into any operating or finance lease
agreements.

Depreciation of LVL 252 870 (2007/2008: LVL 375 969) is included in the income statement
caption Cost of sales; depreciation of LVL §9 513 (2007/2008: LVL 49 562) — in Selling and
marketing costs; and depreciation of LVL 37 208 (2007/2008: LVL 54 949) — in Administrative
expense and depreciation of LVL 1773 (2007/2008: LVL 1 903) — in Other administration
expense.

The acquisition cost of fully depreciated property, plant and equipment that is still in use at the
end of financial year amounted to LVL 1 554 404 (2007/2008: LVL 1 314 733).
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6. Property, plant and equipment

Leasehold Equipment Other Prepay- Total
improvements and assets ments for
machinery assets
EUR EUR EUR EUR EUR

Year ended 30/06/2008
Opening net carrying amount 841 825 817 942 284 572 155 1944 494
Additions 6 245 127 707 21586 - 155 538
Reclassified - - - 32972 32972
Depreciation charge (97 434) (497 081) (91 854) - (686 369)
Disposals - (857) (10 716) - (11 573)
Result of FX rate changes - (825) (14) - (839)
Closing net carrying amount 750 636 446 886 203 574 33127 1434223
Year ended 30/06/2009
Opening net carrying amount 750 636 446 886 203 574 33127 1434 223
Additions - 101 149 3939 - 105 088
Reclassified - 33127 - (33 127) -
Depreciation charge (97 903) (328 430) (73612) - (499 945)
Disposals ’ - (753) - - (753)
Write-off on sale of long-term - (16 184) (878) - (17 062)
investment
Closing net carrying amount 652 733 235795 133 023 - 1021551
As at 30/06/2007
Cost 1074 904 2 800 479 587 381 155 4462919
Accumulated depreciation (233079) (1982537) (302 809) - (2518 425)
Net carrying amount 841 825 817 942 284 572 155 1 944 494
As at 30/06/2008
Cost 1081 149 2927 329 598 250 33127 4639855
Accumulated depreciation (330513) (2480443) (394 676) - (3205 632)
Net carrying amount 750 636 446 886 203 574 33127 1434223
As at 30/06/2009
Cost 1081149 3031926 601128 - 4714203
Accumulated depreciation (428 416) (2796 131) (468 105) - (3692 652)
Net carrying amount 652 733 235795 133 023 - 1021551

During the reporting year, the Group did not enter into any operating or finance lease
agreements.

Depreciation of EUR 359 802 (2007/2008: EUR 534 957) is included in the income statement
caption Cost of sales; depreciation of EUR 84 678 (2007/2008: EUR 70 520) - in Selling and
marketing costs; and depreciation of EUR 52 942 (2007/2008: EUR 78 185) — in Administrative
expense and depreciation of EUR 2 523 (2007/2008: EUR 2 707) in Other administration
expense.

The acquisition cost of fully depreciated property, plant and equipment that is still in use at the
end of financial year amounted to EUR 2 211 718 (2007/2008: EUR 1 870 697).
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7. Intangible assets

Product Trademarks Software Prepayments Intangible Total
prototypes and assets under
licenses development
LVL LVL LVL LVL LVL LVL

Year ended
30/06/2008
Opening net
carrying amount 387 046 92 214 31739 20 653 68 683 600 335
Additions - 58 207 51 159 - - 109 366
Reclassified 67 508 7 946 - (7 946) (67 508) -
Amortisation
charge (46 311) (68 055) (58 525) - - (172 891)
Result of FX rate
changes (6 215) - - - (1175) (7 390)
Closing net
carrying amount 402 028 90 312 24 373 12707 - 529 420
Year ended
30/06/2009
Opening net
carrying amount 402 028 90 312 24 373 12707 - 529 420
Additions - 21534 7 309 - - 28 843
Reclassified . - 12 707 - (12 707) - -
Amortisation
charge (16 008) (67 792) (20 836) - - (104 636)
Disposal - - (334) - - (334)
Write-off on sale of
long-term investment_ (386 020) - - - - (386 020)
Closing net
carrying amount - 56 761 10 512 - - 67 273
As at 30/06/2007
Cost 467 373 276 627 271 981 20 653 68683 1105317
Accumulated
amortisation (80 327) (184 413) (240 242) - - (504 982)
Net carrying
amount 387 046 92 214 31739 20 653 68 683 600 335
As at 30/06/2008
Cost 528 666 342 780 323 140 12 707 - 1207293
Accumulated
amortisation (126 638) (252 468) (298 767) - - (677873)
Net carrying
amount 402 028 90 312 24 373 12 707 - 529 420
As at 30/06/2009
Cost - 377 021 330115 - - 707 136
Accumulated
amortisation - (320260) (319 603) - - (639863)
Net carrying
amount S - 56 761 10 512 - - 67 273

Amortisation of LVL 36 588 (2007/2008: LVL 86 119) is included in the income statement caption
Cost of sales; amortisation of LVL 54 189 (2007/2008: LVL 72 913) — in Selling and marketing

costs; and amortisation of LVL 13 859 (2007/2008: LVL 13 859) — in Administrative expense.

The acquisition cost of fully depreciated Intangible assets that are still in use at the end of financial
year amounted to LVL 313 900 (2007/2008: LVL 266 530).
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7. Intangible assets

Year ended
30/06/2008
Opening net
carrying amount
Additions
Reclassified
Amortisation charge
Result of FX rate
changes

Closing net
carrying amount
Year ended
30/06/2009
Opening net
carrying amount
Additions
Reclassified
Amortisation charge
Disposal

Write-off on sale of
long-term investment
Closing net
carrying amount
As at 30/06/2007

Cost
Accumulated
amortisation
Net carrying
amount

As at 30/06/2008

Cost
Accumulated
amortisation
Net carrying
amount

As at 30/06/2009
Cost
Accumulated
amortisation

Net carrying
amount

Product Trademar Software Prepay - Intangible Total
prototy - ks and ments assets under
pes licenses development
EUR EUR EUR EUR EUR EUR
550 717 131 209 45 161 29 387 97 727 854 201
- 82 821 72793 - - 155 614
96 055 11 306 - (11 306) (96 055) -
(65895) (96 834) (83 273) - - (246 002)
(8 844) - - - (1672) (10 516)
572 033 128 502 34 681 18 081 - 753 297
572 033 128 502 34 681 18 081 - 753 297
- 30 640 10 399 - - 41 039
- 18 081 - (18 081) - -
(22776) (96 459) (29 648) - - (148 883)
- - (475) - - (475)
(549 257) - - - - (549 257)
- 80 764 14 957 - - 95 721
665 011 393 604 386 994 29 387 97 728 1572724
(114 294) (262 396) (341 834) - - (718 524)
550 717 131 208 45 160 29 387 97 728 854 200
752 223 487 732 459 788 18 081 - 1717 824
(180 190) (359 230) (425 107) - - (964 527)
572 033 128 502 34 681 18 081 - 753 297
- 536 453 469 711 - - 1 006 164
- (455689) (454 754) - - (910 443)
- 80 764 14 957 - - 95 721

Amortisation of EUR 52 058 (2007/2008: EUR 122 535) is included in the income statement
caption Cost of sales; amortisation of EUR 77 105 (2007/2008: EUR 103 746) - in Selling and
marketing costs; and amortisation of EUR 19 720 (2007/2008: EUR 19 720) — in Administrative

expense.

The acquisition cost of fully depreciated Intangible assets that are still in use at the end of financial

year amounted to EUR 446 639 (2007/2008: EUR 379 238).

26



SAF TEHNIKA A/S
CONSOLIDATED ANNUAL REPORT
FOR THE YEAR ENDED 30 JUNE 2009

Notes to the consolidated financial statements (cont'd)

8. Non-current financial assets

30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
Loan to Latvijas Elektrotehnikas un
Elektronikas Rlpniecibas Asociacija 44 458 44 458 63 258 63 258
Other loans . 590 590 839 839
Allowance for loan to Latvijas
Elektrotehnikas un Elektronikas
Ripniecibas Asociacija (44 458) (44 458) (63 258) (63 258)
590 590 839 839
9. Inventories
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
Raw materials 540 075 786 448 768 457 1119014
Work in progress 1 566 727 1843 850 2229 252 2623 562
Finished goods 623 742 500 143 887 505 711 639
Allowance for slow-moving items (177 634) (235 027) (252 750) (334 413)
2552910 2895414 3632 464 4119 802

During the reporting year, a decrease in provisions for slow-moving items of LVL 57 393
(EUR 81 663) (2007/2008: LVL 144 280 (EUR 205 292)), were established and included in
cost of sales (LVL 34 024, EUR 48 419) and in loss on sale of long-term investment

(LVL 23 364, EUR 33 244).

10. Trade receivables

30/06/2009 30/06/2008 30/06/2009 30/06/2008

LVL LVL EUR EUR

Trade receivables 2 148 529 2 667 252 3 057 081 3795158
Allowances for bad and doubtful

trade receivables (402 117) (145 582) (572 161) (207 145)

Trade receivables, net 1746 412 2521670 2484 920 3588013

Trade receivables comprise 7 Letters of Credit with original payment term up to 180 days for
amount of LVL. 516 458 (EUR 734 854) (2007/2008: LVL 674 418 (EUR 959 610)). As at 30
June 2009, the fair value of receivables approximated their carrying amount.

In the reporting year, the net increase of allowances for bad and doubtful trade receivables
was included in the income statement caption as administrative expense in amount of
LVL 318 995 (EUR 453 889) (2007/2008 — decrease of LVL 33 976 (EUR 48 342)), and
written-off receivables of LVL 62 460 (EUR 88 873) (see Note 21).
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10. Trade receivables (cont'd)
Split of Trade receivables by currencies expressed in LVL

30/06/2009 30/06/2009 30/06/2008 30/06/2008

LVL % LVL %

LVL 6 102 0.28 3015 0.11

UsD 687 221 31.99 1021 291 38.29

EUR 1455 206 67.73 1642 946 61.60

Trade receivables 2 148 529 100% 2 667 252 100%
Aging analysis of Trade receivables

30/06/2009 30/06/2008 30/06/2009 30/06/2008

LVL LVL EUR EUR

Not due 1327 843 2 145 944 1 889 350 3 053 403

Overdue 0-89 . 465 941 399 031 662 975 567 770

Overdue 90 — and more 354 745 122 277 504 757 173 985

2148 529 2 667 252 3 057 082 3795 158

Allowances for bad and doubtful trade receivables

LVL EUR
Allowances for bad and doubtful trade receivables as of 30 June 2008 145 582 207 145
Written-off (62 460) (88 873)
Increase 339 462 483 011
Decrease (20 467) (29 122)
Allowances for bad and doubtful trade receivables at 30 June 2009 402 117 572 161

11. Other receivables

30/06/2009 30/06/2008 30/06/2009 30/06/2008

LVL LVL EUR EUR

Government grant* 40 003 11790 56 919 16 776
VAT receivable 34 274 71406 48 768 101 602
Prepayments to suppliers 25814 19 844 36 730 28 235
Other receivables 24 651 3175 35075 4518
124 742 106 215 177 492 151 131

* - Government grants relates to projects on participation in international exhibitions and
support for further training of employees.

12. Derivatives

30/06/2009 30/06/2008 30/06/2009 30/06/2008
Assets Liabilities Assets Liabilities Assets Liabilities Assets Liabilities
LVL LVL LVL LVL EUR EUR EUR EUR
Forward FX
contracts - - 61 - - - 87 -
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13. Cash and cash equivalents

30/06/2009 30/06/2008 30/06/2009 30/06/2008

LVL LVL EUR EUR

Cash at bank 654 691 . 523824 931 541 745 334
Short-term bank deposits 1692 127 1426 211 2 407 680 2029 316
2 346 818 1950 035 3 339 221 2774 650

As at 30 June 2009 free cash resources were deposited in short term deposits. The average
annual interest rate on short term deposits in lats 27.67% and other currencies 4.53%. There
are no deposits in lats on June 30 2008, but the annual interest rate on short term bank
deposits in other currencies was 4.32% as at 30 June 2008.

Split of Cash and cash equivalents by currencies expressed in LVL

30/06/2009 30/06/2009 30/06/2008 30/06/2008

LVL % LVL %
LVL 380 275 16.20 249 390 12.79
usb 84 655 3.61 90 339 4.63
EUR 1 881 884 80.19 1331 449 68.28
SEK 4 0.00 278 857 14.30
Cash at bank and deposits 2 346 818 100 1950 035 100

14. Share capital
As at 30 June 2009, the registered, issued and paid-up share capital is LVL 2970 180

(EUR 4 226 185) and consists of 2 970 180 ordinary bearer shares with unlimited voting rights
(2007/2008: 2 970 180 shares).
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15. Deferred corporate income tax (asset)/ liability

Year Year Year Year
ended ended ended ended
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
Deferred tax-(asset)/ liability at the
beginning of the year (100 051) (138 680) (142 359) (197 324)
Write-off on sale of long term
investment 51 891 - 73 834 -
Change in deferred tax liability during
the reporting year (see Note 24) (2 865) 37 396 (4 077) 53 210
Changes in foreign exchange rates - 1233 - 1755
Deferred tax (asset)/ liability at the
end of the year (51 025) (100 051) (72 602) (142 359)

Deferred tax has been calculated from the following temporary differences between assets
and liabilities values for financial accounting and tax purposes:

30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR

Temporary difference on fixed asset

depreciation and intangible asset

amortisation '

(to be reversed after more than 12

months) (4731) 1598 (6 732) 2274
Temporary difference on vacation pay

reserve

(to be reversed within 12 months) (17 546) (18 009) (24 966) (25 624)
Temporary difference on allowance

for slow-moving and obsolete

inventories (to be reversed within 12

months) (26 645) (31 749) (37 912) (45 175)
Temporary difference on tax losses

carried forward - (51 891) - (73 834)
Temporary difference on provisions

for guarantees (2 103) (2 992)

Deferred tax (asset)/ liability, net (51 025) (100 051) (72 602) {142 359)

" No offsetting of deferred tax liabilities and assets arising in different jurisdictions has been
performed.

Deferred income tax asset for the Group is recognised to the extent that the realisation of the
related tax benefit through the future taxable profits is probable.

The Group has accumulated tax losses in the amount of LVL 1 374 569 (EUR 1 955 835)
(2007/2008: LVL 633 102 (EUR 858 137)). These tax losses can be used to offset taxable
profit for 8 proceeding taxable years from the year of origination of tax loss. Due to
uncertainty of realisation of the accumulated tax losses the Group has not recognised
deferred tax asset related to these losses.
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16. Payables

30/06/2009 30/06/2008 30/06/2009 30/06/2008

LVL LVL EUR EUR

Trade payables 365 925 733 702 520 664 1 043 964

Advances from customers 148 606 70 836 211 447 100 791

Vacation pay reserve 116 971 223 323 166 435 317 760
Taxes and social insurance

contributions 54 385 114 585 77 383 163 040

Other payables 269722 236 931 383780 337 122

955 609 1379 377 1 359 709 1962 677

During the reporting period decrease in unused vacation pay included in Income Statement
amounted to LVL 106 352 (EUR 151 325) (2007/2008: increase LVL 26 936 (EUR 38 326)).

Split of Trade payables by currencies expressed in LVL

30/06/2009 30/06/2009 30/06/2008 30/06/2008
LVL % LVL %
LVL 79 842 21.82 106 701 14.54
usD 98 894 27.03 226 003 30.80
EUR 186 779 51.04 374 320 51.02
GBP 410 0.11 1753 0.24
SEK ~ - - 24 925 3.40
Trade payables 365 925 100 733702 100
17. Borrowings
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
Bank overdrafts and credit cards 1 896 5159 2 698 7 341

The Group has not used assigned multi-currency overdraft facility LVL 702 804
(EUR 1 000 000) as at 30 June 2009. The balance of unused overdrafts as at 30 June 2008
was LVL3 514 020 (EUR 5 000 000). The bank overdraft has been secured by a commercial

pledge of all the Group’s assets.
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18. Segment information

a) The Group’s operations may be divided into two major structural units by product type -
CFM (PDH) and CFQ (SDH) product lines. These structural units are used as a basis for
providing information about the primary segments of the Group, i.e. business segments.
Production, as well as research and development are organised and managed for each
product line (CFM and CFQ) separately.

The CFM product line, or plesiochronous digital hierarchy radio equipment, is offered as a
digital microwave radio communications system operating over 7, 8, 13, 15, 18, 23, 26, and
38 GHz frequency bands, as well as ensuring wireless point-to-point channels for digitalised
voice and data transmission. CFM is available with 4, 8, 16, or 34 Mbps full-duplex data
transmission rate. The demand for this product in Asia basically accounts for this market
share.

CFIP radio is capable to provide up to 108Mbps of bit rate to all interfaces combined. This
product family provides a perfect solution for a user looking for higher than PDH E3 capacity
without need for STM-1 capacity. Apart from the full system capacity of 108Mbps, it is
possible to configure the radio to any of 7 MHz, 14 MHz and 28MHz channel bandwidths.

The CFQ product line, or synchronous digital hierarchy radio equipment, is a digital point-to-
point radio systém providing high capacity (up to 155 Mbps) data transmission over from 7 to
38 GHz frequency bands. The product is basically exported to developed European countries
where the demand for high capacity data transmission possibilities is dominating.
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18. Segment information (cont'd)

CFQ CFM Other Total
2008/9 2007/8 2008/9 2007/8 2008/9 2007/8 2008/9 2007/8
LVL - LVL LVL LVL LVL LVL LVL LVL

Assets
Segment assets 1385792 1349 690 3223325 4880449 439 315 658 257 5048 432 6 888 396
Undivided assets . 2604 422 2393824
Total assets 7 652 854 9 282 220
Segment liabilities 214 237 256 586 520 346 824736 116 625 180 124 851 208 1261 446
Undivided
liabilities 150 814 123 090
Total liabilities 1002 022 1384 536
Income 2 246 456 1444 963 5255622 7553502 1323 550 1651 663 8825628 10650 128
Segment results 450 758 (405 397) 674 812 1457 705 280 254 315 812 1405 824 1368 120
Undivided
expense (2368647) (2078 245)
Loss from
operations (962 823) (710 125)
Other income ' 56 542 334 203
Financial income
(expense), net 98 232 (59 174)
Loss on sale of
long-term
investment (436 562) -
Loss before
taxes ) (1 244 611) (435 096)
Corporate income
tax 2 865 (37 396)
Loss for the year {1 241 746) (472 492)
Other information
Additions of
property plant and
equipment and
intangible assets 23 955 1302 65 683 94 206 - 210 89638 95718
Undivided
additions of
property plant and
equipment and
intangible assets 49 049 122 960
Total additions
of property plant
and equipment
and intangible
assets 138 687 218 678
Depreciation and
amortization 49 817 101 864 238 348 352 045 1292 3213 289 457 457 122
Undivided
depreciation and
amortization 166 543 198 152
Total
depreciation and
amortization 456 000 655 274
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18. Segment information (cont'd)

CFQ CFM Other Total
2008/9 2007/8 2008/9 2007/8 2008/9 2007/8 2008/9 2007/8
EUR EUR EUR EUR EUR EUR EUR ~ EUR

Assets
Segment assets 1971 804 1920 436 4586 378 6 944 253 625 088 936 616 7183 270 9 801 305
Undivided assets - 3705760 3406 104
Total assets . 10889 030 13 207 409
Segment liabilities 304 832 365 089 740 386 1173 494 165 942 256 293 1211160 1794 876
Undivided
liabilities 214 589 175 142
Total liabilities 1425749 1970018
Income 3196 419 2 055 997 7 478 076 10 747 665 1883 242 2350105 12557737 15153767
Segment results 641 371 (576 828) 960 171 2074127 398 765 449 360 2000 307 1946 659
Undivided
expense (3370281) (2957 076)
Loss from
operations . (1369974) (1010417)
Other income 80 452 475528
Financial income
(expense), net 139772 (84 197)
Loss on sale of
long-term
investment (621 172) -
Loss before
taxes (1770 922) (619 086)
Corporate income
tax 4077 (53 210)
Loss for the year (1 766 845) (672 296)
Other information
Additions of
property plant and
equipment and
intangible assets 34 085 1853 93 458 134 043 - 299 127 543 136 195
Undivided
additions of
property plant and
equipment and )
intangible assets 69790 174 957
Total additions
of property plant
and equipment
and intangible
assets 197 333 311152
Depreciation and
amortization 70 883 144 939 339139 500 915 1838 4572 411 860 650 426
Undivided
depreciation and
amortization 236 969 281 945
Total
depreciation and .
amortization 648 829 932 371
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18. Segment informationﬂ (cont'd)

b) This note provides information about division of the Group’s turnover and assets by

geographical segments (customer location).

Asia
America
Africa
Europe

cis

Middle East

Unallocated assets

Asia
America
Africa
Europe

cis

Middle East

Unallocated assets

Net sales Assets

2008/9 2007/8 30/06/2009 30/06/2008
LVL LVL LVL LVL
1136 468 2 072 583 454 728 113 757
1 339 548 1598 122 337 145 503 111
1371 203 1084 962 158 600 86 592
2 604 506 2625372 652 917 482 207
1 709 801 2640707 98 195 526 660
664 102 628 382 44 827 809 343
8 825 628 10 650 128 1746 412 2521670
- - 5906 442 6 760 550
8 825 628 10 650 128 7 652 854 9 282 220

Net sales Assets
2008/9 2007/8 30/06/2009 30/06/2008
EUR EUR EUR EUR
1617 048 2949 020 647 020 161 862
1 906 005 2273923 479 714 715 862
1 951 046 1543 762 225 667 123 209
3705877 3 735567 929 017 686 119
2 432 828 3 757 387 139 719 749 370
944 933 894 108 63 783 1151 592
12 557 737 15153767 2 484 920 3588 014
- - 8 404 110 9619 395
12 557 737 15153 767 10 889 030 13 207 409
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19. Cost of sales

Purchases of components and
subcontractors services

Salary expenses

(including accruals for vacation pay)
Depreciation and amortization

(see Note 6-7)

Social insurance

(including accruals for vacation pay)
Rent of premises

Inventory impairment

Public utilities costs

Low value inventory

Car expenses

Other production costs

Research and development related expenses of LVL 1178 730 (EUR 1677 182)
(2007/2008: LVL 1 400 489 (EUR 1 992 716) are included in the income statement caption

cost of sales.

20. Selling and marketing costs

Advertising and marketing costs

Wages and salaries

(incl. vacation pay reserve)

Business trips

Delivery costs

Depreciation and amortisation (see Note
6-7)

Social insurance contributions

(incl. vacation pay reserve)

Other selling and distribution costs

Year Year Year Year

ended ended ended ended

30/06/2009 30/06/2008 30/06/2009 30/06/2008

LVL LVL EUR EUR

5 543 991 6 385 563 7 888 388 9085838

962 478 1 362 223 1 369 483 1938 269

289 456 462 088 411 859 657 492

238 063 360 879 338 733 513 485

90 232 108 273 128 388 154 059

(33 439) 144 280 (47 579) 205 292

93 945 98 076 133 672 139 550

2149 9 228 3057 13130

24 428 23738 34 758 33775

96 253 214 736 136 956 305 541

7 307 556 9169 084 10 397 715 13 046 431
Year Year Year Year
ended ended ended ended
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
633 896 483 941 901 953 688 586
404 379 398 287 575 379 566 711
153 800 175 926 218 838 250 320
116 467 105 025 165718 149 437
113 702 122 475 161 783 174 266
96 468 86 824 137 262 123 539
95 001 77 662 135174 110 504
1613713 1450 140 2 296 107 2 063 363
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21. Administrative expense

Wages and salaries

(incl. vacation pay reserve)
Depreciation and amortisation
(see Note 6-7)

IT services

Social insurance contributions
(incl. vacation pay reserve)
Representation expense
Bank charges

Sponsorship

Office maintenance costs
Business trips
Communications expense
Allowance for bad and doubtful
receivables

Other administration expense

22. Other income

Government grant
Other income

The Group has received payment

(2007/2008 — LVL 292 814 (EUR 416 637)) of the government grant. The residual amount
LVL 40 003 (EUR 56 919) is recorded as receivable (see Note 11).

23. Financial expense

Interest expense
Currency exchange loss, net

Year Year Year Year
ended ended ended ended
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
213 194 270 397 303 348 384 740
51 067 68 808 72 662 97 905
35354 43 139 50 304 61 381
48 889 66 090 69 563 94 038
14 601 26 218 20775 37 305
21473 31323 30 553 44 569
4 050 6 000 5763 8 537
4082 10 326 5808 14 692
1181 12 817 1680 18 237
5958 7 416 8 477 10 552
318 995 (33 976) 453 889 (48 342)
148 338 232 471 211 067 330 775
867 182 741 029 1 233 889 1 054 389
Year Year Year Year
ended ended ended ended
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
50730 309 723 72182 440 696
5812 24 479 8 270 34 830
56 542 334 202 80 452 475 526
amounting to LVL 10 727 (EUR 15 263)
Year Year Year Year
ended ended ended ended
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
4170 24 070 50933 34 249
- 66 227 - 94 233
4170 90 297 5933 128 482
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24. Corporate income tax

Year Year Year Year
ended ended ended ended
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
Change in deferred tax asset
(see Note 15) (2 865) 37 396 (4 077) 53 210
Corporate income tax charge for the
current reporting year - - - -
(2 865) 37 396 (4 077) 53 210
Corporate income tax differs from the theoretically calculated tax amount that would arise
applying the statutory 15% rate to the Group’s profit before taxation:
Year ended Year ended Year ended Year ended
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
Loss before taxes (1244 611) (435 096) (1770 921) (619 086)
Tax rate 15% 15% 15% 15%
Theoretically calculated tax (186 692) (65 264) (265 638) (92 863)
Expenses not deductible for tax
purposes 53 895 (2 934) 76 686 (4 175)
Effect of different tax rates 5807 17 864 8 262 25419
Other 12 905 (7 236) 18 362 (10 295)
Unrecognized deferred tax asset 111 220 94 966 158 252 135 124
Tax charge (2 865) 37 396 (4 077) 53 210
The State Revenue Service may inspect the Group’s books and records for the last 3 years
and impose additional tax charges with penalty interest and penalties. The Group’s
management is not aware of any circumstances, which may give rise to a potential material
liability in this respect. (The State Revenue Service had not performed all-inclusive tax audit
at the balance sheet date).
25. Earnings per share
Basic earnings per share are calculated by dividing the profit by the weighted average
number of shares during the year.
Year Year Year Year
ended ended ended ended
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
(Loss)/Profit for the reporting year (a) (1 241 746) (472 492) (1766 845) (672 296)
Ordinary shares as at 1 July (b) 2970180 2970180 2970 180 2970180
Basic earnings per share for the
reporting year (a/b) -0.42 -0.16 -0.59 -0.23
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26. Related party transactions

Remuneration to the Board and the Council

Year Year Year Year
ended ended ended ended
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
Remuneration to the Board Members
- salaries 130 850 120 026 186 183 170 782
- social insurance contributions 27 292 23 578 38 833 33 548
Remuneration to the Council
Members
- salaries 76 795 62 415 109 269 88 809
- social insurance contributions 18 500 14 291 26 323 20334
Total 253 437 220 310 360 608 313 473
During the period from 1 July 2008 until 30 June 2009, the Company sold its products to
related parties for the total amount of LVL 199 659 (EUR 284 089) and provided services —
LVL 5 253 (EUR 7 474).
During the period from 1 July 2008 until 30 June 2009, the Company bought goods from
related parties for the total amount of LVL 12 260 (EUR 17 444), bought tangible assets —
LVL 59 732 (EUR 84 990) and received services — LVL 8 680 (EUR 12 351).
As at 30 June 2009, the Company has not paid to related parties for the total amount
LVL 2 150 (EUR 3 059).
27. Personnel expense
Year Year Year Year
ended ended ended ended
30/06/2009 30/06/2008 30/06/2009 30/06/2008
LVL LVL EUR EUR
Wages and salaries 1 580 051 2 030906 2 248 210 2889718
Social insurance contributions 383 420 513793 545 558 731 062
Contributions to pension funds* 16 399 88 975 23 334 126 600
Total 1979 870 2633674 2817102 3747 380

* Contributions to pension funds are made on behalf of the employees of SAF Sweden Tehnika
AB.

28. Average number of employees of the Group

Year ended Year ended
30/06/2009 30/06/2008

Average number of personnel employed by the group
during the reporting year: 152 172

Till November 2008 the average number of employees includes 13 employees hired for
subsidiary “SAF Tehnika Sweden” AB.
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29. Operating lease

Lease agreement No. S-116/02, dated 10 December 2002, was signed with Dambis A/S.
According to the agreement, the lessor commissions and “SAF Tehnika” AS accepts
premises in the total area of 5 851 m? for consideration till 16.09.2009. Since 17.09.2009 total
leased area was decreased to 5672 m?. The premises are located at Ganibu dambis 24a,
Riga, Latvia. The agreement expires on 1 March 2016.

According to' the signed agreement, the Group has the follewing lease payment commitments
as at 30 June 2009.

LVL EUR
1 year 98 713 140 456
2 -5 years 392 239 558 106
More than 5 years 163 433 232 544

654 385 931 106

30. Contingent liabilities

The Group has given guarantees in the ordinary course of business amounting to LVL 59 716
(EUR 84 968) (2007/2008: LVL 51 584 (EUR 73 397) to third parties.

31. Going concern

The Group closed the reporting year with positive operating cash flow of LVL 421 thousand
(EUR 599 thousand), (2007/2008: LVL 3 312 thousand (EUR 4 712 thousand)), its cash
position amounts to LVL 2 347 thousand (EUR 3 339 thousand), but liquidity ratio was 6.8 at
the end of financial year.

Net loss for the reporting period amounted to LVL 1 242 thousand (EUR 1 767 thousand).

The management believes that although the existing situation is challenging, global
competition increases and customers suffer from lack of financing, the new CFIP product line
has a potential due to it’s functionality and competitive pricing.

There are no outstanding borrowings. Currently the Group is operating utilising its own
resources.

32. Events after balance sheet date

As of the last day of the reporting year until the date of signing these financial statements
there have been no events which would have any material impact on the financial position of
the Group as at 30 June 2009 or its financial performance and cash flows for the year then
ended.
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