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The companies of the Tallinna Kaubamaja group are mostly engaged in the retail and wholesale trade. At the end
of 2005, the Tallinna Kaubamaja group employed over 1 900 employees.

Legal address: Gonsiori 2
10143 Tallinn
Republic of Estonia

Commercial Registry No. 10223439
Telephone: +372 6673 200
Fax: +372 6673 205
E-mail.: kaubamaja @ kaubamaja.ee
Beginning of financial year: 01.01.2005
End of financial year: 31.12.2005
Auditor: AS PricewaterhouseCoopers
Bank: AS Hansapank

AS SEB Eesti Uhispank
Law office: Teder & Partnerid AS
Lawyer: Helda Truusa

Subsidiaries and associated

companies:

A-Selver AS Share capital: EEK 22.0 million
Ownerships: 100%

AS Tartu Kaubamaja Share capital: EEK 8.3 million
Ownerships: 100%

Tartu Kaubamaja Kinnisvara OU Share capital: EEK 40 thousand

| Ownerships: 100%

Tallinna Kaubamaja Kinnisvara AS Share capital: EEK 0.4 million
Ownerships: 100%

Réivala Parkla AS Share capital: EEK 10.0 million

Ownerships: 50%

All subsidiaries and associated companies are registered in the Republic of Estonia.

The Annual Report consists of the Management Report, the Financial Statements, the Auditor’s Report
and the Proposal for the Distribution of Profit.

P 'l:-l.‘.ln“”ﬂh‘m:p
Fh
n*
ot § .}l.
. L ‘..Ir I ) I:I‘.;'{
ﬁ”"y 1.4-‘" :;f"? P
. ] . |
¢ .,of"":;»: )
¢¢¢¢¢ ﬁpl - {\L
||||| 'F_-\.-F.?{-,‘i i __lr-\: “:”“
ey P!
. 57 o
- ’ ‘"ﬁw!”.:#:ﬁpﬁ'f;fﬁf ,-\--.:«:.-.l"-'"-.ﬂ‘*
.-'-':_|5 ot .-\.'-"'. ‘a_-:f:'rj:z.s‘? d”_{__.:,
-\..-" ¥ 1 1 ;,-_I “.H?l
e P ]#,n’ "
! £ e o .ac?':\u.:l o
.I Ly
" Lt e
g P
r--'\-...n“-' 0y e, Ly by HHNMIMHWQ'\::?W;;;F
.:I-\.pri‘c'stj:_lp .\F.ﬁ.l
Tk .;a;r‘_f,,.,-:}
..I'-\.-\.-"“l _jl-r.ll;ﬁ.-::-ﬁ
g i
!'?IIWII{M
'
L -
w
“"uu.,.u.l



TALLINNA KAUBAMAJA AS

Consolidated 2005 annual report
In thousands Estonian kroons

(Translation of the Estonian original)

Table of Contents
MANAGEMENT REPORT ..ottt e e e e e e e e e e e e e e e e e e et 3
CONSOLIDATED FINANCIAL STATEMENTS .....coooivitviiivriooseoeeeeeseeeeeeeeeseseeese e seseseseseseeesee e esee e srenn 9
Management Board’s confirmation to the consolidated financial StAtEMENTS ...vveeeeeeeee e, 9
CONSOLIDATED BALANCE SHEET ... et et e e e e e e e e e e e e e e e e e e nens 10
CONSOLIDATED INCOME STATEMENT ...ttt e e e e e e 11
CONSOLIDATED CASH FLOW STATEMENT ....ooiiiiii oo eee e e e e ee e e e aeeen 12
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY oottt eeeeeeeseaena e, 13
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS.......cooiiiiiiieieiieseeeeeeee e, 14
Note I Summary of Significant ACCOUNTING POLICIES ...............oveeieieieeeeeeeeeeeeeeee e e e e e e ee e e, 14
Note 2 Cash and cash @QUIVALEINES ..........coocoooiiiiiiii ettt se e 22
INOLE 3 THAAC FOCOIVADLES ..o e e e et e e ettt ee e e e 22
INOLE 4 OIREE FECEIVADIES ..o oot ettt et e e et e e e et e e e e v e raeean e, 22
NOTE D PFePAIA @XPEISES ...ccovveeeieieisiee i ettt e et e e e e et et e e e e e e e e e e e e e en e es e s e e e e e e rearaaenes 22
INOTE O INVENIOFIES .coeoiiii it s et e e e e e e e e s e e e e e e e et e e e e e e ettt renaaaaeeeeeesaeaneeteeneeee e aneanenes 22
INOLE 7 SUDSIAIATIES ..iocoieeeee e e e ettt e e e e e et e e e e e e e ae e et e aeae e e e e e e aeeeseesreans 23
INOLE 8 INVESTIIENLS [1 (ASSOCIALES .. oeeeeeveviiiet e e e ettt e e e ettt e e e e e r e e e e e e e s aeeerenraaaaeaaaeren, 23
INOIE G LOGNS GUANLCU c.....eoiioooeeeeeee ettt e e et ae e e e reee e e e e ereeeae e e e e e, 24
Note 10 Property, plant Qnd eQUIDIIENT..................covviiieiiii ittt r et e e e e e et aaa e, 24
Note 11 BOTFOWINZS..c.coiviiiiii ettt e e e er e e e et e e e e e e et aeeaaaaas .25
INOLE 12 LOASES wevvaeeiveee ettt et et e e e e, 26
Note 13 OIher SROTE-1ETIN PAYADLES «.....ceeioie ettt e e ee e e e e e e e e e e e eaeeae, 27
Note 14 SIAFC CAPTEAL....cooovoeeeininiieei ettt ettt et e e e e e e e e e, 28
Note 15 SALES e e e e e e e e et e et ettt e rer et e e et rerer e aenaans 28
Note 16 OFNEE THCOMIC. ... ivieeii ettt e e et e e e r e e e e e e aeraraanaaeen, 28
Note 17 OPCFAIING EXPEILSES ... eee it ee et eer e e e ettt e e ee e e e e e e e e e e e e ettt e e e et e e e aerer s eseer e aaaeeeen. 28
Note 18 PEFSONNEL EXPEISES ..ottt et et e et ee e et e e e e e e e e et e et s e e e e e e e e e e e e er e e enenen e eaenenenes 28
Note 19 ITUBEFEST @XPCIISES c..oveieieei e ettt et e et ettt e e e bt e et et et e e e e e e reraeaeens 29
Note 20 BQFTIRGS DEF SAGFC....c.iviiiiiiiiiiiieee e ettt e e e et e e e e e e e e e e ae e e e e eaaaesereseseeannnn, 29
Note 21 Loan collateral and pledged ASSEtS..............c.coviininueieeieeeeeeeeeee e, 29
Note 22 Off-balance-sheet assets and contingent Liabilities. ...........ooovemeieiiiiieeeee e 30
Note 23 POSE DALARCE SOEE @VEILS ... coeiieeieeee sttt e e e e ee e e s e e ee e e e e erraeeans 30
Note 24 Related PAFty THANSACIIONS ....ouvueeieiieiiieee ettt ee e eee e ae e 30
Note 25 FInancial TISK MUAIGAGEIEHL..........ccoc.oouueiie i ettt e et ees e etee s e e e an e e e raesereennn, 31
Note 26 FOQUE VALUE. ....oeeviiiiiiiaeeeeee ettt e e e e e et e et e et e e ee e e e e e e e e e e e aaaane e 32
Note 27 Interests of the members of the Supervisory BOGrd...................coveiiiiieieieeiiiiiiiieieiiaieeeeeeeeeeeaen, .32
Note 28 Shareholder holding over 5% of the shares of Tallinna Kaubamaja AS..................ccccccocii.. 32
Note 29 Restrictions on allocation of ret@ined €ArniNgGS ...........ccoouvvceiiiiiiiiii it 32
Note 30 Financial information on the PArent COMPAINY........ccuueeeeieeireeieiiieie st ee s eereeemrerareeeareariraanns 33
AUDITOR’S REPORT ..ottt ettt ss sttt ettt et ees s s eesenenenenas eteeeree et 38
PROFIT ALLOCATION PROPOS AL ..o oot e ettt ae e e e e e e en e e e eanneeaneens 39
SIGNATURES OF THE MANAGEMENT BOARD AND SUPERVISORY BOARD TO THE ANNUAL
REPORT 2000 . et e e e e e e e et e et es e e e s en e s esem e s e et an e e e e ereeeessannnnens ORISR 40



TALLINNA KAUBAMAJA AS (Translation of the Estonian original)
Consohidated 2005 annual report
In thousands Estonian kroons

MANAGEMENT RI]

PORT

The main activity of the companies in the Tallinna Kaubamaja Group 1s retail and wholesale trade.
As at 31 December 2005, the Group consisted of the following companies:
Participation 31.12.2005 Participation 31.12.2004

A-Selver AS 100% 100%
AD Tartu Kaubamaja 100% 100%
Tartu Kaubamaja Kinnisvara QU 100% 100%
Tallinna Kaubamaja Kinnisvara QU 100% 100%
Révala Parkla AS 50% 50%

All subsidiaries and associates of the Group have been registered in the Republic of Estonia.

Economic development and its impact

In 2005, the Estonian economy as a whole grew by 10.8%. According to the preliminary data of the Estonian
Statistical Office, retail sales (excluding motor vehicles and fuel) increased by 14.3% in 2005 as compared to
2004, whereas the respective figure was 18.6% for non-specialty stores (mostly groceries). According to the
preliminary data of the Estonian Statistical Office, the share of non-specialty stores was approximately 43% of
total retail sales. The growth of the retail market has been propelled by higher purchasing power of consumers,

low interest rates, decrease of unemployment which in turn create a more favorable environment and good
development conditions for retail chains.

In 2005, the retail market was characterized by the concentration and expansion of retail chains into different
regions of Estonia. At the beginning of 2005, ICA Baltic and Kesko Food set up a joint entity Rimi Baltic AB
for operating in the grocery market of the Baltic countries, as a result of which the brand Citymarket was
replaced by the brand Rimi Hiipermarket. In addition to Rimi’s hypermarkets and supermarkets, the other
entities belonging to the Group are the value store chain of Saistumarket, a small wholesale warehouse
SuperNetto and a logistics centre. In April, Selver acquired the long-term operating rights to the retail chain of
Trsi. In 2005, competition among value store chains intensified and T-Market of the Lithuanian trade group
Vilniaus Prekyba aggressively grabbed the market share. Vilniaus Prekyba increased its market share by almost

four times as compared to the previous year and became the fifth largest retail chain in terms of net sales in the
Estonian market.

In 2005, the activities of the companies in the Tallinna Kaubamaja Group were characterized by expansion in
the region of South Estonia. Six of nine supermarkets of Selver were opened in the region of South Estonia, four
m Tartu, one in Voru and one in Valga. Expansion in the sector of department stores has taken place as well.
lartu Kaubamaja has expended to new spaces. As a result, the sales space has increased by more than threefold

The most significant change in the legislative environment affecting the operations of the Tallinna Kaubamaja
Group was the Package Excise Act entered into force at 07.01.2005 and amended at 10.07.05. The Act
established additional economic instruments in terms of the obligation to accept back packages and deposits.

Key events of the companies in the Tallinna Kaubamaja Group in 2005

- At the beginning of 2005, A-Selver AS announced its mtention to double its existing sales space by the end
of 2007:

- due to the death of a member of the Supervisory Board Indrek Vanaselja, the Supervisory Board of
Tallimna Kaubamaja AS continued from 8 January 2005 with five members:

- At 10 February 2005, A-Selver AS announced its intention to acquire the operating rights to supermarkets
in Tartu belonging to Tirsi Grupp OU. The transaction took place in April, on the basis of which
A-Selver AS obtained the operating rights to supermarkets and the related assets and liabilities.

- At 3 March 2005, Vilja Selver was opened in Voru;
- At26 May 2005, Anne Selver was opened in Tartu;

e

- At2 June 299;,, Ringtee Selver was opened 1n Tartu;
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- In June, Tartu Kaubamaja Kinnisvara OU announced that it had found tenants for its total sales space

located in the soon-to-be-opened Tartu Kaubamaja. The new Tartu Kaubamaja was opened at
12 October 2005;

- At 18 September 2005, Suurejde Selver was opened in Pérnu;
- At 15 September 2005, Valga Selver was opened in Valga;
- At 29 September 2005, Sole Selver was opened in Tallinn;
- At 13 October 2005, Mustakivi Selver was opened in Tallinn;

- In November, Tallmna Kaubamaja AS announced its intention to close the fashion store at Rocca al Mare
shopping centre in order to develop sales spaces in the centers of Tallinn and Tartu:

- At 8 December 2005, Sobra Selver was opened in Tartu;
- At 15 December 2005, Veeriku Selver was opened in Tartu;

- A-Selver AS announced its intention to open Selver in Jdhvi in spring of 2006 and another one in Pirnu in
spring of 2007.

Results of operations

The net sales of the Tallinna Kaubamaja Group increased by 42 per cent in 2005 as compared to 2004, to almost
2.9 billion kroons which is 856 million kroons more than the year before.

Net profit was approximately 7 mullion kroons smaller than in 2004. However, in 2004, 41 million kroons of the
99 mullion net profit was extraordinary profit from the sale of registered immovables. Thus, in 2005, without
considering extraordinary profit in 2004, net profit growth achieved from ordinary activities was 58% as

compared to 2004.

FINANCIAL DATA 2001-2005

Group’s consolidated financial statements 2005 2004 2003 2002 2001
INCOME STATEMENT (EEK million)

Net sales 2 878 2 022 1 761 1 532 1 450
Operating profit 97 105 75 59 48
Net profit 92 99 66 45 36
BALANCE SHEET (EEK million)

Inventories 290 224 176 171 173
Total current assets 363 340 264 219 258
Total non-current assets 1 337 694 545 557 441
Total assets 1 700 1 035 809 776 699
Current | hiabilities 499 286 254 257 267
Non-current liabilities 211 102 119 144 33
Total liabilities 710 388 373 400 300
Equity 089 647 435 376 399
Equity ratio (%) 38% 63% 54% 48% 57%
RATES OF GROWTH (%)

Net sales growth 42% 15% 15% 6% 22%
Operating profit growth -7% 41% 35% 16% -35%
Net profit growth -T% 49% 4'7% 26% -41%
Asset growth 64% 28% 4% 11% 2%
Equity growth 53% 49% 16% -6% 3%
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PROFITABILITY RATIOS (%)

Return on equity (ROE) 11% 18% 16% 12% 9%
Return of assets (ROA) 7% 11% 8% 6% 3%
Net profit margin 3% 5% 4% 3% 2%
LIQUIDITY RATIOS

Quick ratio 0,73 1,19 1,04 0,85 0,97
Debt ratio 0,42 0,37 0,46 0,52 0,43
Net sales per sales space (EEK thousand) 56,4 51,4 53,8 53,5 34,8
Net sales per employee (EEK million) 1,5 1,4 1,4 1,3 1,1
Sales space per employee (m2) 26,8 27,2 25,4 22,7 19,6
Inventory turnover 9,62 8,36 10,01 8,96 8,37
Shares

Number of shares (1000 pieces) 6 788 6 788 6 788 6 788 6 788
Earnings per share (EEK/share) 145,8 95,3 64,1 55,4 58,8
Closing price of share (EEK/share) 348,1 116,9 73,1 53,8 59,8
Net profit per share (EEK/share) 13,5 14,5 9,7 6,6 5,3
P/E ratio 25,7 8,0 7,5 8,1 11,3
Investments (EEK million) 1 903 1 445 1 289 1215 1 346
Average number of employees 51 008 39 327 32715 27 629 26 449
Average sales space (m2) 30% 20% 18% 4% 32%
Growth of sales space (%) 6 788 6 788 6 788 6 788 6 788
Share of equity = BEquity / Balance sheet total * 100%

Return on equity (ROE) = Net profit / Average equity * 100%

Return on assets {(ROA) = Net profit / Average volume of assets* 100%

Net sales per sales space = Net sales / Average sales space

Net sales per employee = Net sales / Average number of employees

Sales space per employee = Average sales space / Average number of employees
Inventory turnover (ratio) = Net sales / inventories

Net profit margin = Net profit / Net sales * 100%

P/E ratio = Closing price of share / earnings per share

Quick ratio = Current assets / Current liabilities

Debt coefficient = Total liabilities / Balance sheet total

As at 31 December 2005, the balance sheet total of the Tallinna Kaubamaja Group was 1 699.6 mullion kroons,
mcreasing by 665 million kroons or 63% in a year. Asset growth was 64% and equity growth 53%.

T'he number of loyal customers with Partner cards increased to 189 000 people by the end of 2005, growing by
35% as compared to the year before.
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Seasonality of business activities

T'he results of operations of the Tallinna Kaubamaja Group differ from season to season. 42-45% of annual net
sales are generated in the first half of the year and the rest in the second half of the year. The fourth quarter is

the most effective among the Group companies, 30% and more of annual net sales are generated in the last
guarter.

Net sales of the Tallinna Kaubamaja Group 2004-2005 (EEK million)
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Securities market

The shares of Tallinna Kaubamaja AS have been listed in the main list of Tallinn Stock Exchange since
19 August 1997. A total of 6788.2 thousand shares have been issued with the nominal value of 10 kroons each.

In 2005, the share price increased significantly, growing by 198%. The closing price per share in 2004 was
116.9 kroons and 348.1 kroons in 2005.

Share price in Estonian kroons and trading statistics in Tallinn Stock Exchange in 2005.
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Tallinna Kaubamaja AS and Tartu Kaubamaja AS

The keywords for the department stores in 2005 were increase of efficiency pf Tallinna Kaubamaja, which has
expanded i Viru Centre in 2004, and opening the new Tartu Kaubamaja. As a result, the sales space of Tartu
Kaubamaja increased by more than threefold and new brands such as Tom Tailor, S.Oliver, Blend of America,
ITrek & Travel, Tintoretto, Gelco, Your Face were introduced in the market of South Estonia.

T'o increase efficiency and achieve cost savings, intra-group reorganizations took place: Tallinna Kaubamaja AS
started to operate thgﬁﬁq}epartment store opened 1n Tartu in October. At 25 August 2005, Tallinna Kaubamaja AS
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TALLINNA KAUBAMAJA AS (Translation of the Estonian original)
Consolidated 2005 annual report

In thousands Estonian kroons

entered 1nto a long-term lease agreement with Tartu Kaubamaja Kinnisvara OU for operating the department
store.

Tallinna Kaubamaja AS acquired the inventories and assets of its wholly-owned subsidiary Tartu Kaubamaja

AS between 23 September and 20 December 2005. Before the transaction the assets and inventories were
revalued to the market price.

With regard to customer service, the Company continued with its activities already started in 2005. Keywords in
customer service are proactive servicing, cheerfulness, helpfulness and reliability. The number of employees
increased in conjunction with the opening of the new Tartu Kaubamaja.

With regard to the loyal customer programme, the activities are continuously targeted at keeping existing
customers and better meeting their needs. Continuous increase in the number of loyal customers is relates
mainly to opening of new Selver stores. Activities and offers directed at smaller target groups have also
mcreased. The loyal customer magazine Hooaeg (Season) with its circulation of 75 000 copies has increased in
popularity. Hooaeg has become an advertising channel to be reckoned with in the Estonian advertising market.

In order to handle and store the goods more efficiently, business partners LP-Logistika and Smarten have been

engaged 1n the project. The cooperation project has been successfully launched and in 2005 , the goods of Tartu
Kaubamaja were handled and stored with the help of these business partners.

With the intention of laying the main emphasis on the development of sales spaces in the centers of Tallinn and
Tartu, the fashion store of Kaubamaja was closed at the end of the year at Rocca al Mare shopping centre.

A-Selver AS

In 2005, the Company’s main emphasis was on increasing its market share. The main target was an aggressive
expansion in the region of South Estonia. In April, the long-term rental agreement has concluded, which
included obtaining the right to operate three supermarkets of OU Tirsi Grupp, operating 1n the retail market in
lartu, and the related assets and rights of the Company. The Company continued to operate under the brand of
Tirst until the summer of 2005, when a transfer to the concept and brand of Selver took place.

A total of 13 540 m? of sales space was added.

In 2005, a concept for purchasing grocery products from abroad was developed on the basis of which direct
supplies from foreign suppliers specifically purchased for the chain of Selver will take place. The objective of
the concept was to differentiate itself from its competitors, offer a wider range of goods and the assortment of

Private Label products to its customers. The product development of goods under the brand of Selver K6k will
continue actively.

Tallinna Kaubamaja Kinnisvara AS

In 2005, Tallinna Kaubamaja Kinnisara AS made investments in the total amount of 92.5 million kroons.
Immovable propertics were acquired in Keila, Pdrnu and the front of the building located at Gonsiori 2 in
Tallinn and the building of Punane Selver were renovated. Also, the construction work of the building of Sole
Selver was launched.

In 2005, the construction of the new department store continued in Tartu. The subsidiary Tartu Kaubamaja
Kinnisvara OU was engaged in the development of the project, the opening of the new building and the leasing
of office space.

Tartu Kaubamaja Kinnisvara QU

In 2005, the main activity of Tartu Kaubamaja Kinnisvara OU was the opening, administration, maintenance
and leasing of sales spaces of the shopping centre of Tartu Kaubamaja located at Riia mnt. 1, Tartu.

lartu Kaubamaja was opened to customers at 12.10.2005. The building has 32 123 m? of useful space of which
15281 m* 18 sales space. One half of the space is under 2 parking stores with the area of 7326 m? and
227 parking lots. There are 62 tenants in the building; the anchor tenant is Tallinna Kaubamaja AS. The most
well-known and largest tenants operating on the leased spaces also include Vero Moda, Terranova, House,
Sportland, Mediapoint, Apollo Raamatud, Home 4 You, Monton, PTA, Suurtiiki Kingaéri, Chicco, The Body

Shop, etc. Approximately 14 000 people visit Tartu Kaubamaja daily.

nTy

& o ; e
-J"'M .efﬁ ﬁﬁﬁ)’f e
J,:-I:;:Fp‘d o ~ r\-'rl:ﬁ.‘r wt
l_-\.'\-'.: .n"":r Im..ﬁ‘ ﬁ"'l :n_-u?-"'"
w ’ l.\_.-\.l"""“"-I F|l':"":"all rt":?:-..-'-":'"{l
-.l"'\"'a‘l ||'\-‘:"'. .dﬁ,al‘!'l l-\.'\."'Ed,q,:"'
: r.?""'uw lwﬁg-‘""
' ?
f W
:"'l.{
e ;
.ﬁ'!".l:'l I"’l-ln...l-a-'\ﬂ""'°"""'“""\'.l'-'aI
N e o MW
.-.-'-!"‘ﬁ"':j:'- e
.l'\'.l.'\-u'l'- '''' F,ﬁil I : 'QJJ?]II.
erwﬂ{b&
aaaa L



TALLINNA KAUBAMAJA AS (Translation of the Estonian original)

Consolidated 2005 annual report
In thousands Estonian kroons

Staff

In 2005, the average number of employees at the Tallinna Kaubamaja Group was 1 903 people, increasing by
32% 1n a year (average number of employees at the end of IV quarter was 2 316 people, increasing by 53% as
compared to IV quarter of previous year). In 2004, the average number of employees was 1 445 average number
of employees at the end of IV quarter was 1 509 people). Total staff costs (wages and salaries with social
security costs) were 253.2 million kroons, increasing by 42% as compared to the year before.

T'he remuneration and bonuses with social security costs of the members of the Management and Supervisory
Boards ot Tallinna Kaubamaja AS totaled 6 260 thousand kroons in 2005.

Investments

Assets acquired during the year were revalued in the non-current asset group “Land and buildings” of Tallinna
Kaubamaja. An opinion of an independent real estate expert was used as the basis. An estimate of the fair value
of non-current assets was given using the discounted cash flow method or the method of comparative market

transactions. The discount rates applied were in the range of 10-10.2%, and the estimated revenue growth rate of
0.7-1.5%.

In 2005, Tartu Kaubamaja and Sole Selver were opened, existing department stores were renovated, computer
equipment, department store fittings and equipment were acquired:

Opening of Tartu Kaubamaja and Sdéle Selver 270.7 million kroons;
Renovation of department stores 18.1 million kroons;

Computer equipment and fittings and acquisition of
equipment related to the expansion of Tallinna Kaubamaja 38.9 million kroons;

Computer equipment and fittings and acquisition of
equipment related to the expansion of A-Selver AS 94.1 million kroons.

Plans for future

T'he year 2006 will be a year of stable development and growth in retail trade. Due to changes in the market in
previous years, almost 80% of the market 1s divided between major retail chains. In 2006, a newcomer in the
market 1s Vilniaus Prekyba with its Maxima retail chain which is similar to the concept of Selver with its
concept and choice of products.

The keywords for Selver in 2006 are continuing growth of market share and differentiation from competitors. In
May 2006, a new store will be opened in Narva mnt 4a, Johvi. The planned size of the sales space is 1 379 m*
and the volume of investments is planned at 9.8 million kroons.

T'he objective of the Selver chain 1s to open approximately ten new stores over the next two years (2006 — 2007).

TI'he objective of Tallinna and Tartu Kaubamaja in 2006 is to develop existing sales environments and make the
business operations more effective.

With regard to real estate, the development of registered immovables acquired in previous periods will continue
in 20006. Also, cooperation with Selver will continue in respect of finding appropriate locations for new real
estate development projects and the preparation of existing projects for construction.
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CONSOLIDATED FINANCIAL STATEMENTS
Management Board’s confirmation to the consolidated financial statements

The Management Board confirms the correctness and completeness of Tallinna Kaubamaja AS's consolidated
financial statements as presented on pages 9-37.

The Management Board confirms that:

. the accounting principles used n preparing the financial statements are in compliance with International
Financial Reporting Standards;

2. the financial statements present a true and fair view of the financial position, the results of the operations
and the cash flows of the parent and the group;

3. Tallinna Kaubamaja AS and its subsidiaries are going concern.

Raul Puusepp

Chairman of thé Management Board

Tallinn, 31 March 20006
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TALLINNA KAUBAMAJA AS (Translation of the Estonian original)
Consolidated 2005 annual report
In thousands Estonian kroons

CONSOLIDATED BALANCE SHEET

31 December 2005 31 December 2004

Note EEK EUR* EEK EUR®*
ASSETS
Current assets
Cash and bank 2 18 290 1 169 77 967 4 983
Trade recervables 3 28 565 1 826 14 222 909
Other receivables 4 18 072 1155 6 148 393
Accrued 1nterest income 0 0 80 5
Prepaid expenses 5 7 520 4381 17 439 1114
Inventories 6 290 390 18 559 224 366 14 340
Total current assets 362 837 23190 340 222 21 744
Non-current assets
Prepaid expenses 8 47 331 3025 0 0
Shares in associates 8 9032 577 6 769 433
Other long-term receivables 9 9 828 628 12 328 788
Property, plant and equipment 10 1 270 549 81 203 675 242 43 156
Total non-current assets 1 336 740 85 433 694 339 44 377
TOTAL ASSETS 1 699 577 108 623 1 034 561 66 121
LIABILITIES AND SHAREHOLDERS'
EQUITY
Current liabilities
Borrowings 11 83 571 5 341 31457 2 010
Customer prepayments for goods and
service 7 592 485 5529 353
Trade payables 338 012 21 603 191 343 12 229
Other short-term payables 13 70 262 4 491 57 175 3654
Total current liabilities 499 437 31 920 285 504 18 247
Non-current liabilities
Borrowings 11 210 651 13463 102 416 6 546
Total non-current liabilities 210 651 13 463 102 416 6 546
TOTAL LIABILITIES 710 088 45 383 387 920 24 793
SHAREHOLDERS' EQUITY
Share capital 14 67 882 4 338 67 882 4 338
Statutory legal reserve 7269 465 7 269 4635
Revaluation reserve 504 307 32 231 260 506 16 649
Retained earnings 318 255 20 340 212 251 13 565
Net profit for financial year 91776 > 866 08 733 6311
TOTAL SHAREHOLDERS'
EQUITY 989 489 63 240 646 641 41 328
TOTAL LIABILITIES AND
SHAREHOLDERS' EQUITY 1 699 577 108 623 1 034 561 66 121

* For reader convenience, the financial statements are also presented in thousands of euros (EUR)

The notes on pages 14 to 37 are an integral part of these consolidated financial statements
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TALLINNA KAUBAMAJA AS
Consolidated 2005 annual report
In thousands Estonian kroons

(Translation of the Estonian original)

CONSOLIDATED INCOME STATEMENT

2005 2004
Note EEK EUR¥* EEK EUR*

Revenue
Sales 15 2 877 784 183 924 2 021 830 129 218
Other income 16 58 391 3732 89 041 5691
Cost of goods sold -2 165 612 -138 408 -1 524 271 -97 419
Operating expenses 17 -339 285 -21 685 -240 683 -15 382
Personnel expenses 18 -253 207 -16 183 -177 800 -11 364
Depreciation 10 =70 087 -4 479 -58 898 -3 764
Amortization of goodwill 0 0 938 60
Miscellaneous expenses -10 485 -670 -5 107 -326
Operating profit 97 499 6 231 105 050 6714
Finance cost 19 -8 731 -588 -8 861 -566
Iinancial imncome 745 78 1202 77
Share of profit of associates 8 2 263 145 1 342 86
T'otal financial income and expenses -5 723 -365 -6 317 -403
NET PROFIT FOR FINANCIAL
YEAR 91 776 5 866 98 733 6311
Basic earnigs per share (EEK/EUR) 20 13,52 0,86 14,54 0,93
Diluted earnings per share (EEK/EUR) 20 13,52 0,86 14,54 0,93
* For reader convenience, the financial statements are also presented in thousands of euros (EUR)
The notes on pages 14 to 37 are an integral part of these consolidated financial statements
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TALLINNA KAUBAMAJA AS
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In thousands Estonian kroons

(Translation of the Estonian original)

CONSOLIDATED CASH FLOW STATEMENT

2005 2004
Note EEK EUR?* EEK EUR*

CASH FLOWS FROM OPERATING ACTIVITIES
Net profit 91776 5 866 08 733 6311
Adjustments for:

Interest expense 19 8 731 558 8 861 566

Interest income 19 -963 -62 -1 475 -94

Depreciation 10 70 087 4 479 57 960 3 704

Profit (loss) from disposals of non-

current assets 211 14 -40 469 -2 586

Share of profit of associates 8 -2 263 -145 -1 342 -86
Change 1n inventories -66 024 -4 220 -48 395 -3 093
Change 1n receivables and prepayments
related to operating activities -61 679 -3942 -23 095 -1 476
Change 1n liabilities and prepayments
related to operating activities 161 696 10 334 50 327 3215
NET CASH GENERATED FROM
OPERATING ACTIVITIES 201 572 12 882 101 105 6 461
CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of property, plant and
equipment 10 -417 283 -26 669 -179 908 -11 498
Proceeds from sales of property, plant
and equipment 2 750 176 127 047 & 120
Loans granted to associates 24 0 0 -300 -19
[Loan repayments received {rom
associlates 24 500 32 0 0
Interest received 1 043 67 1427 91
NET CASH USED IN INVESTING
ACTIVITIES -412 990 -26 394 -51 734 -3 306
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from loans 140 001 8 948 14 717 941
Proceeds from 1ssuance of bonds 33 862 2 164 0 0
Redemption of bonds -15 000 -959 0, 0
Repayments of loans received -13 016 -832 -47 067 -3 008
Change 1n overdraft balance 17 264 1104 0 0
Finance lease payments -3 709 -237 -3 459 -221
Interest paid -7 661 -490 -8 906 -569
NET CASH USED IN FINANCING
ACTIVITIES 151 741 9 698 -44 715 -2 857
NET CASH FLOWS -39 6777 -3 814 4 656 298
Cash and cash equivalents at the
beginning of the year 2 77 967 4 983 73 311 4 685
Cash and cash equivalents at the end of
the year 2 18 290 1 169 77 967 4 983
Change in cash and cash equivalents -59 677 -3 814 4 656 298

* For reader convenience, the financial statements are also presented m thousands of euros (EUR)

The notes on pages 14 to 37 are an integral part of these consolidated financial statements
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TALLINNA KAUBAMAJA AS
Consolidated 2005 annual report
In thousands Estonian kroons

(Translation of the Estonian original)

CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Share  Revaluation Statutory Retained

capital reserve  legal reserve earnings Total
Balance as of 31.12.2003 67 882 152 016 7 269 208 164 435 331
Revaluation, land and buildings 0 112 577 0 0 112 577
Depreciation transfer, land and
buildings O -4 087 0 4 087 0
Net profit for financial year 0 0 0 98 733 98 733
Balance as of 31.12.2004 67 882 260 506 7 269 310 984 646 641
Revaluation, land and buildings 0 251072 0 0 251072
Depreciation transfer, land and
butldings 0 -7 271 0 7271 0
Net profit for financial year 0 0 0 91776 91776
Balance as of 31.12.2005 67 882 504 307 7269 410 031 989 489

In thousands of EUR*
Share ~ Revaluation Statutory legal Retained

capital reserve reserve carnings Total
Balance as of 31.12.2003 4 338 9716 465 13 304 27 823
Revaluation, land and buildings 0 7 194 0 0 7194
Depreciation transfer, land and
buildings 0 -261 0 261 0
Net profit for financial year 0 0 (O 6311 6311
Balance as of 31.12.2004 4 338 16 649 465 19 876 41 328
Revaluation, land and buildings 0 16 046 0 0 16 046
Depreciation transfer, land and
buildings 0 -464 0 464 0
Net profit for financial year 0 0 0 5 866 5 866
Balance as of 31.12.2005 4 338 32 231 465 26 206 63 240

* For reader convenience, the financial statements are also presented in thousands of euros (EUR)

Additional information about share capital is presented in Note 14.

The notes on pages 14 to 37 are an integral part of these consolidatedﬁnancz’al statements
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Note I Summary of significant accounting policies

General information

Tallinna Kaubamaja AS (‘the Company’) and its subsidiaries (together ‘the Group’) are active in retail
distribution ot goods through its chain of retail stores in Estonia. Tallinna Kaubamaja AS in its current form has

been registered on 18 October 1994 and the shares of Tallinna Kaubamaja AS are listed on Tallinn Stock
Exchange.

The consolidated tinancial statements were authorized for issue by the Management Board on 31 March 2006.

Basis of preparation

The consolidated financial statements of AS Tallinna Kaubamaja have been prepared in accordance with
International Financial Reporting Standards (IFRS) as adopted by the European Union.

All International Financial Reporting Standards issued by the IASB and effective at the time of preparing these
consolidated financial statements have been adopted by the EU through the endorsement procedure established
by the European Commission, with the exception of the International Accounting Standard IAS 39 "Financial
Instruments: Recognition and Measurement”. Following recommendations from the Accounting Regulatory
Committee, the Commission adopted the Regulations 2086/2004 and 1864/2005 requiring the use of IAS 39,
minus certain provisions on portfolio hedging of core deposits, by all listed companies from 1 January 2005.
Since the Company 1s not affected by the provisions regarding portfolio hedging that are not required by the

EU-endorsed version of IAS 39, the accompanying financial statements comply with both IFRS as adopted by
the European Union and IFRS issued by the IASB.

The consolidated financial statements have been prepared under the historical cost convention, except for the
modification in respect of revaluation of land and buildings as explained in the respective accounting policy.

The principal accounting policies applied in the preparation of these consolidated financial statements are set out
below. These policies have been consistently applied to all the years presented, unless otherwise stated.

Critical accounting estimates and judgments

The preparation of financial statements 1n conformity with IFRS requires the use of certain critical accounting
estimates. It also requires management to exercise its judgement in the process of applying the Company’s
accounting policies. Although these estimates are based on management’s best knowledge of current event and
actions, actual results ultimately may ditfer from those estimates. The effect of changes in an accounting
estimate 1s recognized prospectively by including it in profit or loss in the period of the change.

The areas involving a higher degree of judgement or complexity, or areas where assumptions and estimates are
stgnificant to the consolidated financial statements are as follows:

e  [Lstimates of useful lives of property, plant and equipment: the Group has several newly built stores, where
the useful life of items of property, plant and equipment 1s estimated based on the technical projects’ data.
However, economic useful life may ditfer from the originally estimated one.

e  The need for recurring revaluation of land and buildings: land and buildings were revalued at the end of
2004 and the Group’s management estimates that fair values of similar assets have not changed
significantly during 2005.

e  (Classification of leases at the inception of the lease: the Group has entered into lease agreements for some
locations, where classification between finance and operating lease depends on the estimation of fair value
of the asset leased by the Group. The fair values have been estimated in such cases by the external valuer.

Changes in accounting policies in 20035

New [FRS standards and several changes in existing standards were implemented since 1 January 2005. The
adoption of these changes became obligatory for the Group from the financial year started on 1 January 2005.

In 2005 the Group adopted all new and revised standards that are effective from or before 1 January 2005. The

amended standards, which are applied from 1 January 2005, are the following:
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TALLINNA KAUBAMAJA AS (Translation of the Estonian original)
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In thousands Estonian kroons

IAS 1 (revised 2003) Presentation of Financial Statements

IAS 2 (revised 2003) Inventories

IAS 8 (revised 2003) Accounting Policies, Changes in Accounting Estimates and Errors
IAS 10 (revised 2003) Events After Balance Sheet Date

IAS 16 (revised 2003) Property, Plant and Equipment

IAS 17 (revised 2003) Leases

IAS 21 (revised 2003) The Effects of Changes in Foreign Exchange Rates
IAS 24 (revised 2003) Related Party Disclosures

IAS 27 (revised 2003) Consolidated and Separate Financial Statements

IAS 28 (fevised 2003) Investments in Associates

IAS 32 (revised 2003) Financial Instruments: Disclosure and Presentation
IAS 33 (revised 2003) Earnings per Share

IAS 36 (revised 2004) Impairment of Assets

IAS 38 (revised 2004) Intangible Assets

[AS 39 (revised 2003) Financial Instruments: Recognition and Measurement
IAS 40 (revised 2004) Investment Property

The 1ssued new standards and interpretations, which get into force for the period starting from 1 January 2005
and are applied respectively, are the tollowing:

IFRS 2, Share-based Payments

[FRS 3, Business Combinations (for the period starting from 31 March 2004 )

IFRS 4, Insurance Contracts

IFRS 5, Non-current Assets Held for Sale and Discontinued Operations

IFRIC 1, Changes in Existing Decommissioning, Restoration and Similar Liabilities
[FRIC 2, Members’ Shares in Co-operative Entities and Similar Instruments

Applying these amendments and interpretations to standards, which are applicable to the Group, did not cause
significant changes to the accounting principles used previously and did not have influence to the Group results.

According to the requirements the presentation of information is changed and the additional information is
disclosed 1n the notes. There were no significant reclassifications or adjustments into comparatives.

Supplementary parent entity of the group

To comply with the requirements of the Estonian Accounting Law the separate principal reports of parent
company should be disclosed together with the consolidated financial statements. The respective disclosure 1s
presented in Note 30. The principal reports of parent company are prepared using the same accounting policies
as in the preparation of consolidated financial statements. The change of accounting policy applicable to parent
company separate principal reports is described below.

Changes in the accounting policies applicable to the parent company

The financial information of the parent company is disclosed in the note (Note 30). According to the revised
IAS 27 Consolidated and Separate Financial Statements the accounting principle for the measurement of
investment in subsidiaries and associates is changed. The subsidiaries and associates are reported 1n the separate
report at cost; previously the equity method was used. The effect of the amendment to the accounting policy was
accounted for retrospectively as at 1 January 2004 as an adjustment to the balance of investments in subsidiaries
and associates as well as to the retained earnings in the amount of 300 889 thousand kroons, likewise,

cains/losses from subsidiaries and associates were adjusted in the 2004 income statement in the amount of
99 497 thousand kroons.
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TALLINNA KAUBAMAJA AS (Translation of the Estonian original)
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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 Estonian kroons, which is the functional and presentation currency of
AS Tallinna Kaubamaja.

Transactions and balances

Foreign currency transactions are translated into the functional currency usmg the Estonian Central Bank’s
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 recognized in the income statement. Translation differences on
non-monetary financial assets and liabilities are reported as part of the fair value gain or loss.

I'ranslation of the principal financial statements presented as supplementary information

The principal financial statements translated into euro are presented as supplementary information for
convenience of the users. Because Estonian kroon is pegged with euro with the fixed exchange rate
(IEUR=15,6466 kroons), no translation differences occurs.

Consolidation

Subsidiaries

Subsidiary 1s an entity controlled by the parent company. Control is presumed to exist when the parent owns,
directly or indirectly through subsidiaries, more than one half of the voting power of an enterprise or otherwise
has power to govern the financial and operating policies. Subsidiaries are consolidated from the date on which
control is transferred to the Group and are no longer consolidated from the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries. The cost of an
acquisition 1s measured at the fair value of the assets given up, equity instruments issued and liabilities incurred
or assumed at the date of exchange, plus costs directly attributable to the acquisition. Identifiable assets
acquired and liabilities and contingent liabilities assumed in a business combination are measured mitially at
therr fair values at 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 1s recorded as
goodwill. If the cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the
difference 1s recognized directly in the income statement.

In the consolidated financial statements, the financial statements of the subsidiaries under the control of the
parent company are combined on a line-by-line basis. Intercompany transactions, balances and unrealized gais
on transactrons between group companies are eliminated; unrealized losses are also eliminated unless the cost
cannot be recovered.

Where necessary, accounting policies of subsidiaries have been changed to ensure consistency with the policies
adopted by the Group.

Associates

Associate 18 an enterprise in which the Group has significant influence, but which it does not control. Generally

significant influence is presumed to exist when the Group holds between 20% and 50% of the voting power of
the investee.

In the consolidated financial statements investments in associates are accounted for using the equity method of
accounting, whereby the initial investment is adjusted by the profit/loss obtained from the company and the
received dividends. According to the equity method, the unrealized profits and losses created by transactions
between the Group and the associated company are proportionally eliminated from the investor’s shareholding
1n the share capital.

Unrealized gains on transactions between the Group and its associates are eliminated to the extent of the

Group’s interest in the associates. Unrealized losses are also eliminated unless the transaction provides evidence
of an impairment of the asset transferred.

When the Group’s share of losses in an associate equals or exceeds its interest in the associate, the investment is
reported at nil value-and further losses are recognized as off-balance-sheet item, unless the Group has incurred
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obligations or made payments on behalf of the associates — in which case the Group recognizes the liability and
1ts share of losses in an associate in the balance sheet.

Where necessary, accounting policies of associates have been changed to ensure consistency with the policies
adopted by the Group.

Segment reporting

A business segment is a group of assets and operations engaged in providing products or services that are
subject to risks and returns that are different from those of other business segments.

A geographical segment is engaged in providing products or services within particular economic environment

that are subject to risks and returns that are different from those of segments operating in other economic
environments.

Because the Group operates on a single geographical area and in a business area with similar risks and returns,
there is no segment to report on separately. The Group has expanded during 2005 and its property mvestment
activities and rental income will likely become a separate segment in 2006. If the criteria for a separate segment
will be met, the Group starts segment reporting in its 2006 financial statements

For the purposes of the balance sheet and the cash flow statement, cash and cash equivalents comprise cash on
hand as well as bank account balances (except for overdraft) and term deposits with original maturities of three
months or less. Overdraft is included in short-term borrowings.

Financial assets

The Group’s financial assets fall only in the category of loans and receivables. The classification depends on the
purpose for which the financial assets were acquired. Management determines the classification of its financial
assets at nitial recognition and re-evaluates this designation at every reporting date.

Loans and receivables are carried at amortized cost using the effective interest method, less allowance for
impairment. Impairment testing of trade receivables is described under “Trade receivables”. Loans and
receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in an
active market. They are included in current assets, except for maturities greater than 12 months after the balance
sheet date. These are classified as non-current assets. Loans and receivables are classified as “Trade and other
recelvables” in the balance sheet.

Trade receivables

lrade receivables are recognized initially at fair value and subsequently measured at amortized cost using the
effective interest method, less provision for impairment. A provision for impairment of trade receivables is
established when there is objective evidence that the Group will not be able to collect all amounts due according
to the original terms of receivables. Significant financial difficulties of the debtor, probability that the debtor
will enter bankruptcy or financial reorganization, and default or de inquency In payments are considered
indicators that the trade receivable is impaired. The amount of the provision is the difference between the asset’s
carrying amount and the present value of estimated future cash flows, discounted at the effective interest rate.

Inventories

Inventories are mitially recognized at cost, consisting of purchase price, customs duty and other non-refundable
taxes and direct transportation costs related to the purchase, less discounts and rebates. Cost is determined using
the first-in, first-out (FIFO) method. Inventories are stated at the lower of cost and net realizable value. Net
realizable value is the estimated selling price in the ordinary course of business, less applicable variable selling
expenses.

Property, plant and equipment

Assets with expected useful life of more than one year are capitalized as fixed assets, if it is probable that future
economic benefits associated with the asset will flow to the enterprise.

Land and buildings are carried at revalued amount, being its fair value at the date of the date of the revaluation
less any subsequent accumulated depreciation and subsequent accumulated losses. Revaluations are based on
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date of revaluation is eliminated against the gross carrying amount of the asset, and the net amount is restated to
the revalued amount of the asset.

Increases in the carrying amount arising on revaluation of land and buildings are credited to other reserves in
shareholders” equity. Decreases that offset previous increases of the same asset are charged against other reserves
directly 1 equity; all other decreases are charged to the income statement. Each year the difference between

depreciation based on the revalued carrying amount of the asset charged to the income statement and depreciation
based on the asset’s original cost is transferred from “Revaluation reserve” to “Retained earnings”.

All other property, plant and equipment are recorded at cost, comprising of purchase price and any costs directly
attributable to the acquisition of the items. Property, plant and equipment are stated at historical cost less
accumulated depreciation and any impairment.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as appropriate, only
when it 1s probable that future economic benefits associated with the item will flow to the Group and the cost of the

item can be measured reliably. All other repairs and maintenance are charged to the income statement during the
tinancial period 1 which they are incurred.

Depreciation on other assets is calculated using the straight-line method to allocate their cost or revalued
amounts to their residual values over their estimated useful lives as follows:

¢  Buildings and facilities 12-50 years
e  Machinery and equipment 5 years

e [T — equipment and software 3 years

e  Vechicles and other fixtures 5 years

¢ Improvements of rented premises 4-10 years

Land 1s not depreciated

Depreciation of an asset is started when it is available for use, i.e. when it is in the location and condition
necessary for 1t to be capable of operating in the manner intended by management. Depreciation of an asset
ceases at the earlier of the date that asset is classified as held for sale (or included in a disposal group that is
classified as held for sale) and the date the asset is derecognized.

At each reporting date the management assess whether there is any indication of impairment of property, plant
and equipment. If any such indication exists, the management estimates the recoverable amount, which is
determined as the higher of an asset’s fair value less costs to sell and its value in use. The carrying amount is
reduced to the recoverable amount and the impairment loss is recognized in the income statement. An
impairment loss recognized for an asset in prior years is reversed if there has been a change in the estimates
used to determine the asset’s value in use or fair value less costs to sell.

Gans and losses on disposals determined by comparing proceeds with carrying amount are recognized in profit
or loss n the mncome statement item “Other operating income™/ “Other operating expenses”.

Impairment of non-financial assets

Assets that are subject to amortization 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 recognized 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 costs to sell and value in use. For the purposes of assessing impairment, assets
are grouped at the lowest levels for which there are separately identifiable cash flows (cash-generating units).
Non-financial assets that suffered impairment are reviewed for possible reversal of the impairment at each
reporting date.

L.eases

Leases of property, plant and equipment where the company has substantially all the risks and rewards of
ownership are classified as finance leases. Other leases are classified as operating leases.

Group as a lessee

Fmance leases are capitalized at the inception of lease at the lower of the fair value of the leased property or the
present value of the minimum lease payments. Each lease payment is allocated between the liability and finance
charges (interest expense) so as to achieve a constant rate on the finance balance outstanding. The corresponding
rental obligations, net of finance charges, are included in borrowings. The interest element of the finance cost is
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charged to the income statement over the lease period so as to produce a constant periodic rate of interest on the
remaining balance of the liability for each period.

The property, plant and equipment acquired under finance leases is depreciated over the shorter of the useful life
of the asset or the lease term.

Payments made under operating leases are charged to the income statement on a straight-line basis over the
period of the lease.

Group as a lessor

Assets leased out under operating leases are included in property, plant and equipment in the balance sheet.
They are depreciated over their expected useful lives on a basis consistent with similar owned property, plant
and equipment. Rental income is recognized on a straight-line basis over the lease term.

Kinancial liabilities

After 1nitial recognition, all financial liabilities (trade payables, other short and long-term payables, borrowings,
bonds) are measured at amortized cost (net of transaction costs incurred) using the effective interest rate method.

Amortized cost of the short-term liabilities normally equals to their nominal value, therefore the short-term
liabilities are stated in the balance sheet in their redemption value. Long-term liabilities are recognized 1nitially
at fair value of the proceeds received (net of transaction costs incurred) and subsequently measured at amortized
cost; any difference between proceeds (net of transaction costs) and the redemption value is recognized 1n the
income statement over the period of the borrowings using the effective interest rate method.

Fiancial liabilities are classified as current when it is due to be settled within twelve months after the balance
sheet date; or the entity does not have an unconditional right to defer settlement of the hability for at least
12 months after the balance sheet date.

Borrowing costs are not capitalized but expensed in the period they occurred.

Emplovee benefits

Termination benefits

lermination benefits are payable when employment is terminated by the Group before the normal retirement
date, or whenever an employee accepts voluntary redundancy in exchange for these benefits. The Group
recognizes termination benefits when it is demonstrably committed to either: terminating the employment of
current employees according to a detailed formal plan without possibility of withdrawal;, or providing
termination benefits as a result of an offer made to encourage voluntary redundancy. Benefits falling due more
than 12 months after the balance sheet date are discounted to present value.
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no deferred tax assets and liabilities arise. Instead of taxing the net profit, the distribution of retained earnings 1s
subject to mcome tax 23/77 of net dividend paid (until 31 December 2005 the tax rate was 24/76 and until
31 December 2004 the tax rate was 26/74). The corporate income tax arising from the payment of dividends is

accounted for as an expense in the period which dividends are declared, regardless of the actual payment date or
the period for which the dividends are paid for.

Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for the sale of goods and services

in the ordinary course of the Group’s activities. Revenue is shown net of value-added tax, returns, rebates and
discounts and after eliminated sales within the Group.

Revenue from the sale of goods is recognized when the Group has transferred to the buyer the significant risks

and rewards of ownership of the goods, the amount of revenue can be measured reliably, it is probable that the
economic benefits associated with the transaction will flow to the entity and the costs incurred or to be incurred
in respect of the transaction can be measured reliably.

Sales of goods - retail

Revenue from the sale of goods is recognized at the time of selling the goods to the customer at the retail store,

generally for cash or by card payment. The sales price also includes fees for credit card transactions recognized
as “Cost of goods sold”.

Sales of services

Sales of services are recognized in the accounting period in which the services are rendered, by reference to

completion of the specific transaction assessed on the basis of the actual service provided as a proportion of the
total services to be provided.

Interest income

Interest mcome 1s recognized on a time-proportion basis using the effective interest method. When a receivable
1s 1mpaired, the Group reduces the carrying amount to its recoverable amount, being the estimated future cash
flow discounted at original effective interest rate of the instrument, and continues unwinding the discount as
interest income. Interest income on impaired loans is recognized using the original effective interest rate.

Dividend income

Dividend income 1s recognized when the right to receive payment is established.

Statutory reserve

Statutory legal reserve is formed to comply with the requirements of the Estonian Commercial Code. During
cach financial year, at least one-twentieth of the net profit shall be entered in the statutory legal reserve, until the
reserve reaches to one-tenth of the share capital. The statutory legal reserve can be used to offset losses from the
prior pertods or to increase share capital. No distributions can be made from the statutory legal reserve.

Farnings per share

Basic earnings per share are determined by dividing the net profit for the financial year by the period’s weighted
average number of shares 1ssued. Diluted earnings per share are determined by dividing the net profit for the
financial year by the weighted average number of shares taking also into consideration the number of dilutive
potential shares. As the Group has not issued any potential ordinary shares, the diluted earnings per share equals
to the basic earnings per share.

Standards, interpretations and amendments to published standards that is not vet effective

Certain new standards, amendments and interpretations to existing standards have been published that are

mandatory for the Group’s accounting periods beginning on or after 1 January 2006 or later periods but which
the Group has not early adopted, as follows:

o 1AS 19 (Amendment), Employee Benefits (effective from 1 January 2006. This amendment introduces
the option of an alternative recognition approach for actuarial gains and losses. It may impose additional
recognition requirements for multi-employer plans where insufficient information is available to apply
defined benefit accounting. It also adds new disclosure requirements. These amendments are not relevant
to the Gmup S operations. e e e

méémwwﬁ W%Mw@g mm,m %ﬁ:ﬁ%ﬁm éﬁfﬁﬁwaﬁsﬂm%wm
dnitlakied forcthe purpose of ﬁ&ﬁ@@ﬁaﬁﬁﬁﬁmémﬁ only

s igalid/initiale {j& ffﬁmﬂ,mwmwwwmm

Kuupaevidate O u. ﬂ“’w O

o L  om A e




TALLINNA KAUBAMAJA AS (Translation of the Estonian original)
Consolidated 2005 annual report
In thousands Estonian kroons

IAS 39 (Amendment), Cash Flow Hedge Accounting of Forecast Intragroup Transactions (effective
from 1 January 2006). These amendments are not relevant to the Group’s operations.

IAS 39 (Amendment), The Fair Value Option (effective from 1 J anuary 2006). This amendment
changes the definition of financial instruments classified at fair value through profit or loss and restricts the

ability to designate financial instruments as part of this category. These amendments are not relevant to the
Group’s operations.

IAS 39 and IFRS 4 (Amendment), Financial Guarantee Contracts (effective from 1 January 2006).
This amendment requires issued financial guarantees, other than those previously asserted by the entity to
be msurance confracts, to be initially recognized at their fair value, and subsequently measured at the
higher of (a) the unamortized balance of the related fees received and deferred, and (b) the expenditure
required to settle the commitment at the balance sheet date. Management considered this amendment to
IAS 39 and concluded that it is not relevant to the Group.

IFRS 1 (Amendment), First-time Adoption of International Financial Reporting Standards and
IFRS 6 (Amendment), Exploration for and Evaluation of Mineral Resources (effective from
I January 2006). These amendments are not relevant to the Group’s operations.

IKRS 7, Financial Instruments: Disclosures, and a complementary Amendment to IAS 1,
Presentation of Financial Statements - Capital Disclosures (effective from 1 January 2007). IFRS 7
introduces new disclosures to improve the information about financial instruments. It requires the
disclosure of qualitative and quantitative information about exposure to risks arising from financial
Instruments, including specified minimum disclosures about credit risk, liqudity risk and market risk,
mcluding sensitivity analysis to market risk. It replaces IAS 30, Disclosures in the Financial Statements of
Banks and Similar Financial Institutions, and disclosure requirements in IAS 32. Financial Instruments:
Disclosure and Presentation. It is applicable to all entities that report under IFRS. The amendment to IAS 1
introduces disclosures about the level of an entity’s capital and how it manages capital. The management is
going to consider the impact of these amendments.

IFRIC 4, Determining whether an Arrangement contains a Lease (effective from 1 January 2000).
IFRIC 4 requires the determination of whether an arrangement is or contains a lease to be based on the
substance of the arrangement. It requires an assessment of whether: (a) fulfilment of the arrangement 1s
dependent on the use of a specific asset or assets (the asset); and (b) the arrangement conveys a right to use
the asset. The management is going to consider the impact of IFRIC 4.

IKRIC 5, Rights to Interests arising from Decommissioning, Restoration and Environmental
Rehabilitation Funds (effective from 1 January 2006). IFRIC 5 is not relevant to the Group’s operations.

IFRIC 6, Liabilities arising from Partiaipating in a Specific Market — Waste Electrical and
Electronic Equipment (effective from 1 December 2005). IFRIC 6 is not relevant to the Group’s
operations.

IFRIC 7, Applying the restatement approach under IAS 29 Financial reporting in hyperinflationary
economies (effective: Annual periods beginning on or after 1 March 2006). IFRIC 7 is not relevant to the
Group’s operations. At the date of the issuance of these financial statements this interpretation has not been
yet adopted by the EU.

IFRIC 8, Scope of IFRS 2 (effective: Annual periods beginning on or after 1 May 2006). IFRIC 8 is not
relevant to the Group’s operations. At the date of the issuance of these financial statements this
interpretation has not been yet adopted by the EU.
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Note 2 Cash and cash equivalents

31 December 2005 31 December 2004

Cash 1n hand 2773 1 891
Cash at bank 2 080 68 174
Cash 1n transit 13 437 7 902
Total cash and cash equivalents 18 290 77 967

Note 3 Trade receivables

31 December 2005 31 December 2004

Credit card receivables 18 014 5 357
Other trade receivables 10 551 8 865
Total trade receivables 28 565 14 222

Note 4 Other receivables

31 December 2005 31 December 2004

Bonuses receivable from suppliers 14 116 5 502
Recetrvables from related parties (Note 24) 2 429 312
Other short-term receivables 1527 334
T otal other receivables 18 072 6 148

Note 5 Prepaid expenses

31 December 2005 31 December 2004

Value added tax 173 16 316
Corporate income tax payable on fringe benefits 2 0
Social security tax 2 O
Total prepaid taxes 177 16 316
Prepaid rental expenses 6 148 O
Other prepaid expenses 1 195 1123
l'otal short-term prepaid expenses 7520 17 439
Prepaid rent 47 331 0
Total long-term prepaid expenses 47 331 0

The Group has concluded rent agreements in the same arrangement with acquiring operating rights for stores in
Tartu. The fee paid for operating rights is recorded as the rent prepayment, because it is considered to be a
payment made for acquiring leasehold.

Note 6 [nventories

31 Pecember 2005 31 December 2004

Good held for resale | 284 913 221 677
Ravag matertals 5477 2 689

—_——rn

Total inventories 290 390 224 366
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The write-down and write-off of inventories and the inventory shortages are recorded in the income statement
under “Cost of goods sold” as follows:

2005 2004
Write-down and write-off of inventories 27 561 15179
Inventory shortages 15991 13 244
Total 43 552 28 423

As ot 31.12.2005, the group's inventories, recorded at net realizable value, amounted to 5 162 thousand kroons
(2004: 6 279 thousand kroons).

Information on pledged assets is provided in Note 21.

Note 7 Subsidiaries

The Tallinna Kaubamaja group incorporates:

Company Location Field of activity Ownership Cost
A-Selver AS Tallinn Parnu mnt.238 Retail trade 100% 22 000
AS Tartu Kaubamaja Tartu Rua 2 Retail trade 100% 15 849
Tallinna Kaubamaja Real estate

Kinnisvara QU Tallinn Gonsiori 2 administration 100% 46 285
Cost of subsidiaries as of

31 December 2005 84 134
Subsidiary of Tallinna Kinnisvara AS:

Tartu Kaubamaja Real estate

Kinnisvara QU Tartu Riia 1 administration 100%

Under the resolution of the Supervisory Board of Tallinna Kaubamaja AS, the subsidiary Tallinna Kaubamaja
Suomi OY was dissolved in the financial year.

Note 8 Investments in associates

Tallinna Kaubamaja AS has an ownership in Révala Parkla AS, which is rendering parking house services in Tallinn.

2005 2004
Number of shares at the end / (at beginning) of year 501/ (501) 501/ (501)
Ownership % at the end / (at beginning) of year 50/ (50) 50/ (50)
Beginning of the year
Acquisition cost 6 500 6 500
Participation in associate’s equity 6 769 5427
Profit from the equity method 2 263 1 342
KEnd of the year
Acquisition cost 6 500 6 500
Participation in associate’s equity 9032 6 769

Financial information of the associate:

31 December 2005 31 December 2004

Assets 65 764 65 774
Liabilities 47702 52 237
Revenues 7 594 6 819
Profit 4 525 2 684
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Note 9 Loans granted

Loans granted to associates (Note 24) 11 828 12 328
Repayable:
no later than 12 months 2 000 0
between land 5 years 9828 12 328
Interest rate 4% 4-7%

T'he fair value of the loan granted to the associate is not materially different of its carrying value.

Note 10 Property, plant and equipment

Pre-
Land & Vehicles & Other payments to Construction

buildings  machinery  equipment suppliers  in progress Total
31.12.20603
Cost or valuation 487 343 101 862 165 416 5716 9 858 770 193
Accumulated depreciation -43 729 -07 511 -130 721 0 0 -241 961
Net book amount 443 614 34 351 34 695 5716 0 858 528 234
Changes occurred in 2004 -
Additions 37 191 30 048 44 845 242 67 582 179 908
Transfers 11 784 1355 2435 -5716 -9 838 0
Disposals -85 399 913 -267 0 0 -86 579
Revaluation surplus 112 577 0 0 0 0 112 577
Impairment charge -1 039 0 0 0 0 -1 039
Depreciation charge -19 048 -18 629 -20 182 0 0 -57 839
31.12.2004
Cost or valuation 518 068 117 591 172 926 242 07 582 876 409
Accumulated depreciation -18 388 =71 379 -111 400 0 0 -201 167
Net book amount 499 680 46 212 61 526 242 67 582 675 242
Changes occurred in 2005
Additions 221 164 69 226 63 495 83 63 315 417 283
Transfers 67 615 26 186 -242 -67 585 0
Disposals 0 -2 621 -340 0 0 -2 961
Revaluation surplus 251072 0 0 0 0 251 072
Depreciation charge -21 894 -24 586 -23 607 O 0 -70 087
31.12.2005
Cost or valuation 1047 126 174 782 224764 83 63 312 1 510 067
Accumulated depreciation -29 489 -86 525 -123 504 0 0 -239 518
Net book amount 1 017 637 88 257 101 260 83 63 312 1 270 549

In 2005, land and buildings for which the development ended during the year were revalued. The basis for
revaluation was an assessment of an independent real estate expert. The discounted cash flow method as well as
the market-based evidence were used for the determination of the fair value of the land and buildings. Following
assumptions have been used: discount rates of 10-10.2% and the growth rates of 0.7-1.5%. The PIEVIOUS
revaluation was carried out on the “Land and buildings” group at the end of 2004. According to the management
estimates, there has not been significant changes in the fair values of land and buildings as no major changes
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occurred at the commercial space market in the year. Therefore, all items in the group of land and buildings ,
have not been revalued in 2005. "

The carrying value of revalued non-current assets would have been the tollowing, if they had been accounted for
at cost, less accumulated depreciation and impairment losses:

as 0of 31.12.2005: 239 174 thousand kroons
as 0f31.12.2004: 291 598 thousand kroons

During the financial year, computer technology, furnishings and equipment of the department stores were |
acquired for 132 933 thousand kroons, incl. larger acquisitions relating to the expansion of Tallinna Kaubamaja |
AS 1m the amount of 38 874 thousand kroons, and expansion of A-Selver AS in the amount of 94 059 thousand
kroons. The existing department stores were renovated for 18 087 thousand kroons. In 2005, the company |

opened department stores “Tartu Kaubamaja” and “Séle Selver”, with investments totalling 270 692 thousand
kroons. :

forcthe purncse of 1

As of 31 December 2005, property, plant and equipment with the net book amount of 910 600 thousand kroons
had been pledged as collateral for the liabilities (Note 21). |

— = L
o o e
o o et
-

Ihe book value of assets leased under finance lease amounted to 26 725 thousand kroons as of

finance lease only include buildings. See Note 13 for information on the liabilities related to the non-current
assets acquired under finance lease.

Note 11 Borrowings

31 December 2005 (31 358 thousand kroons as of 31 December 2004). Non-current assets acquired under ™™ = ™ |

Payable
not later between
Balance at than lTand$ over
2005 31.12.2005 12 months years 5 years Maturity Interest rate
6 month
EURIBOR
SEB Eesti Uhispank 71 952 13 297 57 393 [ 262  28.01.2011 +0,4%
6 month
EURIBOR
SEB Eesti Uhispank 140 001 14 364 94 333 31304  19.03.2012 +0,4%
Long-term bank loans 211 953 27 661 151 726 32 566
Bonds issued 34 668 34 664 () () 7.04.2006 3.28%
Overdraft (Note 24) 17 264 17 264 0 0
Finance lease liabilities
(Note 12) 30 337 3978 18 8§27 7032 7.04.2012 7%
Total borrowings 294 222 83 571 170 553 40 098
Payable
not later between
Balance at than andj over
2004 31.12.2004 12 months years 5 years Maturity Interest rate
6 month
EURIBOR
Long-term bank loans 84 968 12 889 25 749 16 330  28.01.2011 +0,4%
Bonds 1ssued 14 859 14859 0 0  31.03.2005 3,80%
Finance lease liabilities
(Note 12) 34 046 3709 17 598 12739 8.02.2012 7%
Total borrowings 133 873 31 457 73 347 29 069

Bank loans are denoted in euros, bonds issued, overdraft and finance lease liabilities are denoted in Estonian
kroons. Loan collaterals are disclosed in Note 21.

Bank loans have floating interest rates related to EURIBOR. The borrowings in amount of 211 953 thousand
kroons (2004: 84 968 thousand kroons) are repriced after every 6 months, which is the Group’s exposure on
XL
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TALLINNA KAUBAMAJA AS
Consolidated 2005 annual report
In thousands Estonian kroons

(Translation of the Estonian original)

Interest rate changes when borrowings reprise. Bonds issued and finance lease agreements are based on fixed
interest rates, and therefore 65 005 thousand kroons (2004: 48 905 thousand kroons) are exposed to interest rate

change when borrowings mature.

The fair values of the borrowings are not materially different from their carrying amounts.

Note 12 Leases

The group as a lessee

Finance lease

The group leases buildings under a finance lease terms:

31 December 2005 31 December 2004

Cost — capitalized finance leases
Accumulated depreciation
Net book amount

43 951 43 951
-15 930 -11 5335
28 021 31416

31 December 2005 31 December 2004

Minimum lease payments

No later than 1 year 5 976 5975
Later than 1 year and no later than 5 years 23 7747 23 789
Later than 5 years 7911 13 845
Total 37 634 43 609
Future interest expense -7 297 -9 563
Present value of future minimum lease payments

(Note 11) 30 337 34 046
Present value of future minimum lease payments

No later than 1 year 3978 3709
Later than 1 year and no later than 5 years 18 827 17 598
Later than 5 years 7532 12 739
Total (Note 11) 30 337 34 646

Subleases of buildings rented under a finance lease:

The future minimum sublease payments expected to be received under the non-cancellable subleases:

31 December 2005 31 December 2004

incl. up to 1 year 1 161 1 537
incl. 1-5 years 497 2 400
Total 1 6358 3 937

Operating lease

The future minimum lease payments to be made under the non-cancellable operating lease terms are as follows:

31 December 2005 31 December 2004

Up to 1 year 140 552 128 713
1-5 years 368 177 224 867
Over 5 years 154 903 185 250
Total 663 632 538 830

Operating lease expenses include the rental expenses for leasing the retail outlet spaces. The future minimum
lease payments under non-cancellable operating leases is calculated based on the non-cancellable periods of the

leases. i S
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TALLINNA KAUBAMAJA AS (Translation of the Estonian original)
Consolidated 2005 annual report
In thousands Estonian kroons

Subleases of buildings rented under operating lease:

The future minimum sublease payments to be received under the non-cancellable subleases are as follows:

31 December 2005 31 December 2004

Upto 1 year 46 373 14 122
1-5 years 145 555 34 458
Over 5 years 127 556 3016
Total 319 484 51 596

The group as a lessor

Operating lease

Operating lease income includes rental income for spaces.

Buildings leased by the Group to third parties under operating leases with the following carrying amounts:

2005 2004
Cost / revalued amount 1 030 048 466 782
Accumulated depreciation as 1 January ﬂ -54 732 -44 124
Depreciation charge for the period -13 947 -10 608
Net book amount 961 369 412 050

The future minimum lease payments receivable under the non-cancellable operating leases (excluding sublease
payments to be received as disclosed above) are as follows:

31 December 2005 31 December 2004

Upto 1 year 11441 9435
1-5 years 25 485 27 138
Over 5 years 1 228 1 488
Total 38 154 38 061

The Group’s rent agreements are not binding for long term. Most of rent agreements are concluded for periods
from 7 to 10 years and rent conditions are re-negotiated usually before the rent term approaches. The rent
agreements can be terminated on mutual agreement or with two to six months notice. Termless rent agreements
are expected to be valid for 5 years.

Lease payments recognized in the income statement for the period are disclosed in note 17.

Rental income from leases and sub-leases recognized in the income statement is disclosed in note 16.

Note 13 Other short-term payables

31 December 2005 31 December 2004

Value added tax 13 271 23 301
Personal mcome tax > 617 4 015
Social security tax 11 512 7 352
Corporate income tax payable on fringe benefits 540 376
Unemployment insurance premium 398 306
Mandatory pension funds 443 259
lotal indirect tax payables 31 781 35 609
Payables to employees 37 138 19 510
Interest payable 152 29
Other accrued expenses 70 814
Prepayments received from lessees 1121 1213
Yotal other short-term payables 70 262 37175
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TALLINNA KAUBAMAJA AS

Consolidated 2005 annual report
In thousands Estonian kroons

(Translation of the Estonian original)

Note 14 Share capital

As of 31 December 2004 as well as of 31 December 2005, the share capital of 67 882 thousand kroons consisted

of 6 788 200 ordinary shares with the nominal value of 10 kroons per share. Under the articles of association,
the maximum number of shares allowed is 27 152 800 shares.

Dividends were neither announced nor paid to the shareholders in 2004 and in 2005.

For restrictions on the allocation of retained earnings, please refer to Note 29.

Note 15 Sales

2005 2004
Retail 2 846 007 2 006 972
Wholesale 11 656 9 185
Services and catering ' 20 121 5673
Total sales 2 877784 2021 830

100% of the sales of the parent company and the group occurred in Estonia.

Note 16 Other income

2005 2004
Rental income 32 803 30 255
Profit from the sale of tangible assets 359 40 699
Other iIncome 25 108 [§ 033
Foreign exchange gains 121 54
Total other income 58 391 39 041

Rental income includes income from subleases in amount of 29 131 thousand kroons (2004: 26 120 thousand
kroons).

Note 17 Operating expenses

2005 2004
Rental expenses 117 594 81 963
Utilities 34 014 23 189
Advertising costs 43940 38 434
Bank fees 17 514 12 343
Security costs 19 939 13 466
Heat and electricity costs 32 250 23 313
Costs of materials 39 545 20 394
Computer and communications expenses 13112 11 449
Business trip expenses 3257 3 341
Training expenses 3591 2931
Insurance costs 924 744
Other expenses 13 605 9116
Total operating expenses 339 285 240 683
Note 18 Personnel expenses

2005 2004
Wages and salaries 189 416 132 942
Soclal security tax 63 791 44 858

¥
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TALLINNA KAUBAMAJA AS (Translation of the Estonian original)
Consolidated 2005 annual report
In thousands Estonian kroons

2005 2004
Average monthly wages and salaries per employee
(kroons) 8 295 7 667
Average number of employees during the financial
year 1 903 1 445

Statt costs also include accruals for holiday pay earned as well as unpaid bonuses related to year 2003.

Note 19 Interest expenses

2005 2004
Interest on bank loans -4 584 -3 425
Interest on finance leases -2 266 -2 516
Interest on bonds -94°7 -1 798
Interest on overdraft -129 -1 080
Other 1mterest expenses -805 -42
Total interest expenses -8 731 -8 861

Note 20 Earnings per share

lallinna Kaubamaja AS has issued only ordinary shares. The basic earnings per share have been calculated by
dividing net profit with the number of shares.

2005 2004
Net profit (in thousands kroons) 91776 98 733
Weighted average number of shares in a year 6 788 200 6 788 200
Earnmings per share (in kroons) 13,52 14,54

Note 21 Loan collateral and pledged assets

The group companies have following collaterals for the loans received:

* A commercial pledge on the movable property of Tallinna Kaubamaja AS in the amount of
58 410 thousand kroons for the benefit of AS Hansapank.

*  Tallinna Kaubamaja Kinnisvara AS has set a mortgage on the registered immovable located at Gonsiori
2 / Kaubamaja 1, Tallinn (land register part no. 1324 at the Tallinn Land Registry Division) in the
amount of 139 500 thousand kroons, with the annual interest rate of 20% and additional claims in the

amount of 13 950 thousand kroons for the benefit of AS SEB Eesti Uhispank. As of 31 December
2005, the carrying amount of the pledged assets was 381 000 thousand kroons.

*  Tallinna Kaubamaja Kinnisvara AS has set a mortgage on the registered immovable located at Punane
46, Tallinn (land register part no. 3122 at the Tallinn Land Registry Division) in the amount of
5 700 thousand kroons, with the annual interest rate of 20% and additional claims of 570 thousand
kroons for the benefit of AS Hansapank. As of 31 December 2003, the carrying amount of the pledged
assets 1s 19 600 thousand kroons.

»  Tartu Kaubamaja Kinnisvara OU has set a mortgage on the registered immovable located at Kiitini 14,
Tartu (land register part no. 319 at the Tartu Land Registry Division), on the registered immovable
located at Vanemuise 2, Tartu (land register part no. 1719 at the Tartu Land Registry Division), on the
registered immovable located at Riia 1, Tartu (land register part no. 9221 at the Tartu Land Registry
Division) in the amount of 125 000 thousand kroons for the benefit of AS SEB Eesti Uhispank. As of

31 December 2005, the carrying amount of the pledged assets is 510,000 thousand kroons.

° A commercial pledge on the movable property of AS Tartu Kaubamaja in the amount of
10 000 thousand kroons for the benefit of AS Hansapank
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TALLINNA KAUBAMAJA AS
Consolidated 2005 annual report
In thousands Estonian kroons

(Translation of the Estonian original)

The group has issued the following guarantees:

Tallinna Kaubamaja AS has guaranteed 50% of the loan of Rivala Parkla AS in the amount of
37 120 thousand kroons from AS SEB Eesti Uhispank.

Note 22 Off-balance-sheet assets and contingent liabilities

Taxes

The tax authorities may at any time inspect the books and records up to 6 years subsequent to the reported tax
year, and may impose additional tax assessments and penalties. Tax audits were not conducted in 2005. The

Company S management 1s not aware of any circumstances which may give rise to a potential material lability
i this respect.

Note 23 Post balance sheet events

On 31 August 2005, A-Selver AS and Marketon Baltic concluded a 10-year operating lease agreement on the
Selver store to be opened in May 2006 in J3hvi.

Note 24 Related party transactions

In preparing the consolidated financial statements of Tallinna Kaubamaja AS, the tollowing entities have been
considered as related parties:

a.  owners (parent company and parties having control or significant influence over parent company)
(Note 28);

b associates

c.  other entities in the consolidation group (incl. fellow subsidiaries):

d.  management and supervisory boards;

e close relatives of the persons mentioned above and the companies over which they have control or

significant influence.

In 2005, Tallinna Kaubamaja group purchased and sold goods and rendered services as follows:

2005 2004
Purchases Sales Purchases Sales
Parent company 742 130 42 289
Associates 0 1119 347 24
Other related parties 84 575 1 993 58 589 1 231
Total purchase/sale of goods and
services 35 317 3297 58 978 1 544

Purchases from other related parties constitutes mostly from goods purc
company consist mostly from management services provided by parent

mostly services rendered.

hased for resale. Purchases from parent
company. Sales to related parties are

Loans to associates

2005 2004
Balance at the beginning of the year (Note 9) 12 328 12 028
Loans granted 0 300
L.oan repayments received -500 0
Balance at the end of the year (Note 9) 11 828 12 328
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TALLINNA KAUBAMAJA AS (Translation of the Estonian original)

Consolidated 2005 annual report
In thousands Estonian kroons

Balances with the related parties:
31 December 2005 31 December 2004

Parent company 24 21
Other related parties 4035 291
Short-term portion of loans granted to associates

(Note 9) 2 000 0
Total short-term receivable (Note 4) 2 429 312
Loans granted to associates (Note 9) O 828 12 328
Total receivables from related parties 12 257 12 640
Parent company 303 0
Other related parties 11 591 7729
Group account payable (overdraft) (Note 11) 17 264 0
Total liabilities to related parties 29 158 7729

The related party transactions of the group in 2005:

AS Tartu Kaubamaja, A-Selver AS and Tallinna Kaubamaja Kinnisvara AS, as well as Tartu Kaubamaja
Kinnisvara OU have a joint group account with Tallinna Kaubamaja AS. This group as a subgroup has in turn
joined the group account of NG Investeeringud AS (hereinafter main group), which also includes Balbiino AS,
Liviko AS, Kitman AS, OU NG Kapital, Ganiger Invest OU and Roseni Majad OU. Since autumn 2001, the
Tallinna Kaubamaja group has kept its free funds at the main group account, earning interest income on the
deposits. In 2005, the Tallinna Kaubamaja group earned interest income 1n the amount of 121 thousand kroons
(2004: 260 thousand kroons) on the deposits of its free funds. As of 31 December 2005, Tallinna Kaubamaja
oroup had used 17,264 thousand kroons (2004: O kroons) of the funds available on the main group account and
the interest paid on the use ot the funds available on the main group account in 2005 amounted to 729 thousand
kroons (2004: 0 kroons). The average annual interest rate earned on deposited funds on the
NG Investeeringud OU group account was 3.6 % (3.6% in 2004) and the average interest rate on the funds used
was 3%. According to the group account contract, the group members are jointly responsible for the unpaid
balances to the bank.

Key management compensations

The Tallinna Kaubamaja group paid a total of 6 260 thousand kroons (2004: 5 244 thousand kroons) in
remuneration to the members of the Management Board in the financial year.

Termination benefits

As of 31 December 2005, the amount of potential termination benefits arising from employment contracts in
force does not exceed 2 million kroons.

Note 25 Financial risk management

The Group’s activities expose it to a variety of financial risks: foreign exchange risk, credit risk, hquidity risk
and interest rate risk.

Foreign exchange risk

The Group has no significant concentrations of foreign exchange risk. The Group does not use any hedging of
the foreign currency risk arising from future commercial transactions and recognized assets and liabilities.
Foreign exchange risk arises when future commercial transactions or recognized assets or liabilities are
denominated in a currency that is not the entity’s functional currency. Group companies have minimized foreign
currency net open balances. The main used currencies are the functional currencies of the Group companies or
euros, which are fixed to functional currencies.

Credit risk

Due to the nature of retail business the Group has no significant concentrations of credit risk. The credit risk
OCCUrsS only on the rents of premises which has been immaterial for the Group It has policies in place to ensure

AT BT M %k i LR A o e Y i O LA P ERTE e v

g %@mmmwmsmawm %
_Inltia ﬁim ‘%M“ M@ Wm%w M %mﬁm ication only

Npwaterhous @mg&@f Sy f aiimzz

St e [ T R T e T LT D T



TALLINNA KAUBAMAJA AS (Translation of the Estonian original)
Consohidated 2005 annual report

In thousands Estonian kroons

Interest rate risk

The interest rates related to the loans and borrowings of the Group are fixed or related to Euribor. The Group
has not applied any hedge instrument.

Liquidity risk

TI'ne Group’s current liabilities exceeded current assets as at 31 December 2005. This situation is temporary and
it 1s due to expansion of the number of stores during last quarter of 2005. Management has prepared cash-flow
forecasts before the expansion has been started and the liquidity position at the end of 2005 is in accordance
with the original forecast. The Group has strong positive operating cash-flows and profitability that enable the
working capital to become positive again by the end of 2006. In addition, the Group’s overdraft facility with its
parent company NG Investeeringud can be increased in case of the need for additional cash.

Note 26 Fair value

According to the management’s opinion there are no significant differences between the carrying values and fair
values of financial assets and liabilities and for revalued land and buildings. The expert opinions for revaluation
of the buildings, which were taken into use in 2005, have demonstrated that the fair value for the commercial
land and buildings has not changed significantly during the year.

Note 27 Interests of the members of the Supervisory Board

T'he tollowing members of the Supervisory Board have shares in Tallinna Kaubamaja AS.

Andres Jarving Represents 796 902 shares of Tallinna Kaubamaja AS
Jiiri Ko Represents 792 3635 shares of Tallinna Kaubamaja AS
Enn Kunila Represents 779 693 shares of Tallinna Kaubamaja AS

Note 28 Shareholder holding over 5% of the shares of Tallinna Kaubamaja AS

31 December 2005 31 December 2004

Shareholder Participation Participation
NG Investeeringud AS (parent company) 66,80% 66,79%
ING Luxembourg A.A. 9,13% 9,68%
Skandinaviska Enskilda Banken Ab 0,52% 5,01%
Nordea Bank Finland PLC Clients Accounts Trading 0 10,41%

As of 31 December 2005 68.75% of the shares of NG Investeeringud OU is owned by NG Kapital OU, which is
the ultimate controlling party.

Note 29 Restrictions on allocation of retained earnings

As of 31 December 2005, the retained earnings of Tallinna Kaubamaja AS were 410 031 thousand kroons
(31 December 2004: 310 984 thousand kroons).

From 1 January 2006, an income tax of 23/77 (24/76 until 31 December 2005) is imposed on the sum of net
dividends paid. Therefore, 1t would be possible to pay out dividends in the amount of 315 724 thousand kroons

(31 December 2004: 236 348 thousand kroons), consequently the maximum potential income tax liability would
amount to 94 307 thousand kroons (31 December 2004: 74 636 thousand kroons).
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TALLINNA KAUBAMAJA AS ({ranslation of the Estonian original)
Consohdated 2005 annual report
In thousands Estonian kroons

Note 30 Financial information on the parent company

The financial information of parent company comprises of separate principal reports of parent company,
disclosure of which is required by Estonian Accounting Law.

BALANCE SHEET

31 December 2005 31 December 2004

FEK EUR FEK FEUR
ASSETS
Current assets
Cash and bank 4 956 317 50 879 3252
Trade receivables 6 226 308 2 392 153
Other receivables 25 228 1 612 2 939 188
Accrued mcome 0 0 79 5
Prepaid expenses 11195 72 691 44
Inventories 144 577 9 240 103 194 6 595
Total current assets 182 106 11 639 160 174 10 237
Non-current assets
Shares in subsidiaries 84 134 5377 84 134 5377
Shares 1n associates 6 500 415 6 500 415
Other long-term receivables 9 828 628 12 328 788
Property, plant and equipment 83 175 5316 62 112 3970
Total non-current assets 183 637 11 736 165 074 10 550
TOTAL ASSETS 365 743 23 375 325 248 20 787
LIABILITIES AND
SHAREHOLDERS' EQUITY
Current habilities
Borrowings 34 668 2216 114 981 7 349
Customer prepayments for goods and
Services 7044 450 3 780 2472
Supplier payables 86 411 5523 56 608 3618
Other short-term payables 64 254 4 106 17 548 1121
Total current liabilities 192 377 12 295 192 917 12 330
TOTAL LIABILITIES 192 377 12 295 192 917 12 330
Shareholders' equity
Share capital 67 882 4 338 67 882 4 338
Statutory legal reserve 7 269 465 7 269 465
Retained earnings 57 180 3654 57 944 3703
Net profit for financial year 41 035 2 623 -764 -49
TOTAL SHAREHOLDERS’
EQUITY 173 366 11 08C 132 331 8 457
TOTAL LIABILITIES AND
SHAREHOLDERS' EQUITY 365 743 23 375 325248 20 787

* For reader convenience, the financial statements are also presented in thousands of euros (EUR)
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TALLINNA KAUBAMAJA AS
Consohdated 2005 annual report

(Iranslation of the Estonian original)

In thousands Estonian kroons

INCOME STATEMENT

2005 2004
EEK EUR EEK EUR
Revenue
Sales 885 214 36 576 631 809 40 380
Other income 51 240 3275 42 607 2723
Cost of goods sold -620 014 -39 626 -454 028 -29 018
Operating expenses -155 398 -9 932 -135 006 -8 628
Personnel expenses -94 480 -6 038 -67 786 -4 332
Depreciation and amortization -17 692 -1 131 -13 028 -833
Miscellaneous expenses -5410 -346 -3 787 -242
Operating profit 43 460 2778 781 50
Financial income and expenses
Interest income and expenses -2 324 -149 -1 340 -36
Other financial income and expenses -101 -6 -203 -13
Total financial income and expenses -2 425 -15835 -1 345 -99
NET PROFIT FOR FINANCIAL
YEAR 41 035 2 623 -764 -49
Basic earnings per share (EEK/EUR) 6,05 0,39 -0,11 -0,01
Diluted earnings per share (EEK/EUR) 0,05 0,39 -0,11 -0,01
* For reader convenience, the financial statements are also presented in thousands of euros (EUR)
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TALLINNA KAUBAMAJA AS

Consolidated 2005 annual report
[n thousands Estonian kroons

(Translation of the Estonian original)

CASH FLOW STATEMENT
2005 2004
EEK EUR EEK EUR

CASH FLOWS FROM OPERATING ACTIVITIES
Net profit 41 035 2 623 -764 -49
Adjustments for:

Interest expense 3577 229 0 O

Interest income -1 253 -80 -1 580 -101

Depreciation and amortization 17 692 1 131 13 028 833

Profit (loss) from disposals of non-current assets -2 0 2 0
Change 1n mmventories -41 383 -2 645 -35 580 -2 274
Change 1n receivables and prepayments related to
operating activities -24 551 -1 569 1701 109
Change 1n liabilities and prepayments related to
operating activities -19 533 -1 249 7 683 491
NET CASH FLOWS GENERATED FROM
OPERATING ACTIVITIES -24 418 -1 560 -15 510 -991
CASH FLOWS FROM INVESTING ACTIVITIEST
Purchase of property, plant and equipment -38 813 -2 481 -55 992 -3 579
Proceeds from sales of property, plant and equipment 60 4 259 17
Interest received 0 0 -300 -19
Loans granted to associates 500 32 0 0
Loan repayments received from associated companies 1 332 85 1 533 98
NET CASH USED IN INVESTING ACTIVITIES -36 921 -2 360 -54 500 -3 483
CASH FLLOWS FROM FINANCING ACTIVITIES
Change 1n the balance of group account 0 0 100 122 6 399
Proceeds from loans 0 0 14 717 941
Proceeds from issuance of bonds 33 862 2 164 0 0
Repayments of loans received -15 000 -959 -35 000 -2 237
Interest paid -3 446 -220 96 6
NET CASH USED IN FINANCING ACTIVITIES 15416 985 79 935 5109
NET CASH FLOWS -45 923 -2 935 0 925 635
Cash and cash equivalents at the beginning of the year 50 879 3252 40 954 2617
Cash and cash equivalents at the end of the year 4 956 317 50 879 3252
Change in cash and cash equivalents -45 923 -2 935 9 925 635
* For reader convenience, the financial statements are also presented in thousands of euros (EUR)
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TALLINNA KAUBAMAJA AS

Consolidated 2005 annual report
In thousands Estonian kroons

STATEMENT OF CHANGES IN EQUITY

(Translation of the Estonian original)

Share  Revaluation Statutory Retained
capital reserve legal reserve earnings Total

Balance at 31 December 2003
As reported 1n 2003 Annual Report 67 882 152 016 7269 208 164 435 331
Etffect of changes in accounting

policies 0 -152 016 0 -150 220 -302 236
Adjusted balance at
1 January 2004 67 882 | 7 269 57 944 133 095
Net profit for 2004 (adjusted) 0 0 0 -764 -764
Balance at 31 December 2004
As reported 1n 2004 Annual Report 67 882 260 506 7 269 310984 646 641
Effect of changes in accounting

policies 0 -260 506 0 -253 804 -514 310
Adjusted balance at
31 December 2004 67 882 0 7 269 57 180 132 331
Book value of holdings under control
or significant influence -90 634
Value ot holdings under control or
significant influence, calculated by
equity method 004 944
Adjusted unconsolidated equity at
31 December 2004 646 641
Net profit tor 2005 0 0 O 41 035 4] 035
Balance at 31 December 2005 67 882 0 7 269 98 215 173 366
Book value of holdings under control
or significant influence -90 634
Value of holdings under control or
significant influence, calculated by
equity method 906 757
Adjusted unconsolidated equity at
31 December 20035 989 489
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In thousands of EUR

Share Revaluation Statutory Retained
capital reserve legal reserve earnings Total

Balance at 31 December 2003
As reported in 2003 Annual Report 4 338 9716 465 13 304 277 823
Effect of changes in accounting

policies 0 9716 0 -9 601 -19 317
Adjusted balance at
1 January 2004 4 338 0 465 3703 8 506
Net profit for 2004 (adjusted) 0 0 0 -49 -49
Balance at 31 December 2004
As reported in 2004 Annual Report 4 338 16 649 465 19 875 41 327
Eftect of changes in accounting

policies 0 -16 649 0 -16 221 -32 870
Adjusted balance at
31 December 2004 4 338 0 465 3 654 8 457
Book value of holdings under control
or significant influence -3 792
Value of holdings under control or
significant influence, calculated by
equity method 38 603
Adjusted unconsoclidated equity at
31 December 2004 41 328
Net profit for 2005 0 0 0 2 623 2 623
Balance at 31 December 2005 4 338 0 465 6 277 11 080
Book value ot holdings under control
or significant influence -5 792
Value of holdings under control or
significant influence, calculated by
equity method 57 952
Adjusted unconsolidated equity at
31 December 2005 63 240

* For reader convenience, the financial statements are also presented in thousands of euros (EUR)
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AS PricewaterhouseCoopers
Parnu mnt. 15

10141 Tallinn

Estonia

WWW.PWC.ee

Telephone +372 6 141 800
Facsimile 4372 6 141 900

AUDITOR’S REPORT

(Translation of the Estonian original)

To the shareholders of AS Tallinna Kaubamaja

We have audited the accompanying consolidated balance sheet of AS Tallinna Kaubamaja and its
subsidiaries (the Group) as of 31 December 2005 and the related consolidated statements of
income, cash flows and changes in shareholders’ equity for the year then ended. These financial
statements as set out on pages 9 to 37 are the responsibility of the Management Board of

AS Tallinna Kaubamaja. 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 plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
Includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audit
provides a reasonable basis for our opinion.

In our opinion, the accompanying consolidated financial statements give a true and fair view of the
financial position of the Group as of 31 December 2005 and of the results of its operations and
cash flows for the year then ended in accordance with International Financial Reporting Standards
as adopted by the European Union.
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Urmas Kaarlep Margus Lutsoja
AS PricewaterhouseCoopers Authorised Auditor

5 April 2006
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PROFIT ALLOCATION PROPOSAL

Retamed earnings of the Tallinna Kaubamaja AS group:

Retained earnings as of 31 December 2004 310 987/ thousand kroons
Change in revaluation reserve 7 268 thousand kroons
Net profit for 2005 91 776 thousand kroons
Retained earnings as of 31 December 2005 410 031 thousand kroons

The Chairman of the Management Board of Tallinna Kaubamaja AS proposes the tollowing profit allocation to
the General Meeting of Shareholders:

I.Payment of dividends (3.00 kroons per share) 20 365 thousand kroons

2.Retained earnings 389 666 thousand kroons
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Raul Puusepp~
Chairman gfthe Management Board

TALLINNA KAUBAMAJA AS (Translation of the Estonian original)
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SIGNATURES OF THE MANAGEMENT BOARD AND SUPERVISORY B
ANNUAL REPORT 2005

The Annual Report 2005 of Tallinna Kaubamaja AS, approved by the General Meetmg of Shareholders on
2006, was signed on - \
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Raul Puusepp ke MM Andres Jarving
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Meehs Mﬂder
Member of thquupervisqpy Board

Enn Kunila
Member of the Supervisory Board
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