PROKarITal

AS PRO KAPITAL GRUPP

(Established and organized with limited liability in Estonia)

Public Offering of up to 37,000,000 Ordinary Shares
Offer Price Range EUR 1.90 to 2.05 per Offer Share

This is the offering and listing prospectus (the “Prospectus”) for (i) the public offering of newly issued shares in AS Pro Kapital Grupp
(the “Company”, the Company together with its consolidated subsidiaries is hereinafter the “Group”) and (ii) the listing of all shares of
the Company (the “Shares”) on the Main List of NASDAQ OMX Tallinn (the “Tallinn Stock Exchange”).

The Company is offering up to 37,000,000 newly issued shares of the Company with the nominal value of EUR 0.2 each (the “Offer
Shares”). The offering of the Offer Shares is made (i) to the public in Estonia, Latvia and Lithuania (the “Retail Offering”) and (ii) to
qualified investors in and outside of Estonia, Latvia and Lithuania (the “Institutional Offering”; the Retail Offering and the Institutional
Offering are hereinafter jointly referred to as the “Offering”). The Institutional Offering will be made outside the United States in reliance
on Regulation S (“Regulation S”) under the United States Securities Act of 1933, as amended (the “Securities Act’) and in the United
States to qualified institutional buyers (“QIBs”), as defined in and in reliance on Rule 144A (“Rule 144A”) under the Securities Act.

The subscription period for the Offer Shares will commence on 27 August 2012 at 10.00 am (Eastern European Time — Estonian, Latvian
and Lithuanian time) and expire on 7 September 2012 at 04.00 pm (Eastern European Time — Estonian, Latvian and Lithuanian time).
The offer price per Offer Share (the “Offer Price”) will be determined through a book-building process and will be the same for all inves-
tors in the Retail Offering and the Institutional Offering. The Offer Price range for the Offer Shares is EUR 1.90 to 2.05 (the “Offer Price
Range”). The final Offer Price will be published by means of a stock exchange release on or about 10 September 2012 and on the
Company’s website www.prokapital.com.

The Company has granted the Global Coordinator an option to require the Company to issue up to an additional 1,000,000 new Shares
(the “Over-Allotment Shares”) in the course of the Offering at the same time with the issuance of the Offer Shares for purposes of
covering possible over-allotments. The Company has also granted the Global Coordinator an option, exercisable within 30 days of the
date of commencement of trading in the Shares in Tallinn Stock Exchange, to undertake stabilisation in accordance with European
Commission Regulation (EC) No 2273/2003. Please also read Section 12 (Stabilisation) of Part 11l (Offering).

There is currently no public market for the Shares. The Company has filed an application with the Tallinn Stock Exchange regarding the
listing of the Shares on the Main List of the Tallinn Stock Exchange (the “Listing”). The trading of the Shares is expected to commence
on Main List of the Tallinn Stock Exchange on or about 14 September 2012 following the registration of the Offer Shares with the Estoni-
an Central Register of Securities (“ECRS”). Please read Section 11 (Settlement and Trading) of Part Il (Offering) in respect of the terms
and conditions for the clearing and settlement of the Offer Shares.

Once the Offer Shares are registered with the ECRS, the Offer Shares will rank pari passu with all the existing Shares and the Offer
Shares will be eligible for any dividends declared and paid on the Shares for the financial period starting on 1 January 2012, and for any
dividends declared and paid thereafter. Possible dividends paid by the Company to shareholders who are not generally subject to taxa-
tion in Estonia may be subject to deduction of Estonian taxes as described in Part XV (Taxation).

YOU SHOULD READ THE WHOLE OF THIS PROSPECTUS. IN PARTICULAR, YOU SHOULD READ “RISK FACTORS” FOR A
DISCUSSION OF CERTAIN FACTORS THAT YOU SHOULD CONSIDER BEFORE INVESTING IN THE OFFER SHARES. THE
CONTENTS OF THIS PROSPECTUS ARE NOT INTENDED TO BE CONSTRUED AS LEGAL, FINANCIAL OR TAX ADVICE. EACH
PROSPECTIVE INVESTOR SHOULD CONSULT OWN LEGAL ADVISOR, FINANCIAL ADVISOR OR TAX ADVISOR FOR SUCH
ADVICE. IF YOU ARE IN ANY DOUBT ABOUT THE CONTENTS OF THIS PROSPECTUS OR THE ACTION YOU SHOULD TAKE,
YOU SHOULD IMMEDIATELY CONSULT A PERSON WHO SPECIALIZES IN ADVISING ON THE ACQUISITION OF SHARES AND
OTHER SECURITIES.

The Offering is not directed to persons whose involvement in the Offering requires any extra registration, prospectus or other
measures in addition to those necessary under Estonian law and taken by the Company. No action has been or will be taken
in any jurisdiction by the Company that would permit the offering of the Offer Shares other than in Estonia, Latvia and Lithua-
nia, and the Offering is not being made in any jurisdiction in which it would not be permissible to offer the Offer Shares. The
Offer Shares have not been, and will not be, registered under the Securities Act, nor under the securities laws of any state of
the United States, nor under any other jurisdiction except Estonia, Latvia and Lithuania. The Shares, including the Offer
Shares, may not be offered, sold, resold, allotted or subscribed to, directly or indirectly, in the countries where it is unlawful to
do so without meeting additional requirements, unless any applicable exemption of those requirements exists. Please read
Section 14 (Selling and Transfer Restrictions) of Part lll (Offering). Distribution of copies of the Prospectus or any related
documents are not allowed in those countries where such distribution or participation in the Offering requires any extra
measures or is in conflict with the laws and regulations of these countries. Persons who receive this Prospectus or any related
document should inform themselves about any restrictions and limitations on distribution of the information contained in this
Prospectus and on acceptance of the Offering. The Company is not liable in cases where persons or entities take measures
that are in contradiction with the restrictions mentioned in this paragraph.

Neither the delivery of this Prospectus nor any subscription or purchase made under this document shall, under any circum-
stances, create any implication that there has been no change in the affairs of the Company and/or the Group since, or that the
information contained herein is correct as of any time subsequent to, the date of this document.

Advisor to the Company Global Coordinator and Book-runner

PORTA/ e LHVpank

The date of this Prospectus is 22 August 2012.



CERTAIN INFORMATION ON THE PROSPECTUS

This Prospectus has been prepared by the Company in connection with the Offering and the Listing in
accordance with the Estonian laws implementing Directive 2003/71/EC of the European Parliament
and of the Council of 4 November 2003 on the prospectus to be published when securities are offered
to the public or admitted to trading and amending Directive 2001/34/EC, as amended (the “Prospec-
tus Directive”) and in accordance with the Commission Regulation (EC) No 809/2004 of 29 April 2004
implementing the Prospectus Directive, as amended (the “Prospectus Regulation”).

This Prospectus has been registered with the Estonian Financial Supervision Authority (Fi-
nantsinspektsioon) (the “Estonian Authority”) and has been validly notified to the Financial and Capi-
tal Market Commission of Latvia (Finansu un Kapitala Tirgus Komisija) (the “Latvian Authority”) and
the Bank of Lithuania (Lietuvos Bankas) (the “Lithuanian Authority”; each of the Estonian Authority,
the Latvian Authority and the Lithuanian Authority are hereinafter the “Authorities” and each an “Au-
thority”).

Prospective investors should rely only on the information contained in this Prospectus. No person has
been authorized to give any information or to make any representation in connection with the Offering
or Listing other than as contained in this Prospectus. If given or made, such information or representa-
tion must not be relied upon as having been authorized by the Company, the Advisor, the Global Co-
ordinator or the Book-runner. Neither the delivery of this Prospectus nor any sale or assignment based
thereon shall, under any circumstances, create any implication that the information contained in the
Prospectus is correct as of any time subsequent to the date hereof or that the operations of the Com-
pany have not since changed.

NOTICES TO INVESTORS

RESPONSIBILITY

This Prospectus has been prepared by the Company in connection with the Offering and the Listing
and solely to enable potential investors to consider subscribing for the Offer Shares.

The information contained in this Prospectus has been provided by the Company and other sources
identified herein. It is prohibited to copy or distribute the Prospectus or to reveal or use the information
contained herein for any other purpose than considering the subscription for the Offer Shares.

The Company accepts responsibility for the information contained in this Prospectus. To the best of
the knowledge and belief of the Company, having taken all reasonable care to ensure that such is the
case, the information contained in this Prospectus is in accordance with the facts and contains no
omission likely to affect its import.

The information appearing in the Prospectus concerning estimates of the Group’s real estate portfolio
investment value is based on the Investment Value Summary — Pro Kapital Property Portfolio Estonia,
Germany, Latvia and Lithuania (the “Appraisal Report”) incorporated hereto by reference. Please see
Part XVIII (Information Incorporated by Reference). The Appraisal Report has been prepared by SIA
“NEWSEC VALUATIONS LV”, a company registered in the Commercial Register of the Republic of
Latvia kept by the Latvian Enterprise Register (the “Latvian Commercial Register”) with the registra-
tion No 40103216919 (“Newsec”). The business address of Newsec is 1 Zala street, Riga, LV-1010.
Newsec is an independent firm providing real estate valuations. In the Appraisal Report, Newsec has
confirmed to the Company that it has taken all reasonable care to ensure that the information con-
tained in the Appraisal Report is, to the best of its knowledge, in accordance with the facts and con-
tains no omission likely to affect its import. Newsec has received, and will receive, professional fees
for its preparation of the Appraisal Report. However, none of Newsec or its directors, staff or subcon-
tractors who contributed to the Appraisal Report has any interest in the Group or the Group’s real es-
tate portfolio or the outcome of the Offering. The Appraisal Report is incorporated hereto with the con-
sent of Newsec. Further, Newsec has given and not withdrawn its consent to the inclusion of its name
and all references to Newsec in this Prospectus. The Company confirms that there have been no ma-
terials changes to the properties valued pursuant to the Appraisal Report as from the date of their
valuation.

Tallinn, 22 August 2012
Management Board of AS Pro Kapital Grupp
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Mr Paolo Vittorio Michelozzi Mr Allan Remmelkoor
Chief Executive Officer Chief Operating Officer

RESTRICTIONS ON DISTRIBUTION OF PROSPECTUS AND OFFER AND SUBSCRIPTION

No person has been authorized to give any information or to make any representation in connection
with the Offering other than as contained in this Prospectus and, if given or made, such information or
representation must not be relied upon as having been authorized by the Company or by any of the
Advisor, the Global Coordinator and the Book-runner (the "Managers”). This Prospectus does not
constitute an offer to sell or issue or a solicitation of an offer to buy or subscribe for any of the Offer
Shares or other Shares in any jurisdiction to any person to whom it is unlawful to make such an offer
or solicitation in such jurisdiction. The distribution of this Prospectus and the offering for subscription or
sale of the Offer Shares in certain jurisdictions is restricted by law. No action has been taken to regis-
ter or qualify the Offer Shares to be offered in the Offering or otherwise permit a public offering of the
Offer Shares in any jurisdiction outside of Estonia, Latvia and Lithuania. Accordingly, any person who
resides in any country other than Estonia, Latvia and Lithuania may not be permitted to receive this
Prospectus and no Offer Shares are offered to any such person in the course of the Retail Offering.
Persons into whose possession this Prospectus may come are required by the Company and the
Managers to inform themselves of and observe all such restrictions. Neither the delivery of this Pro-
spectus nor any offer for subscription or sale made in connection with the Offering shall, under any
circumstances, create any implication that the information contained herein is correct as of any time
subsequent to the date hereof or that the affairs of the Company have not since changed. This Pro-
spectus may not be distributed or published in connection with the Offering in such countries or other-
wise in such circumstances in which the Offering, such distribution or publication would be unlawful or
require measures other than those required under Estonian laws and taken by the Company. Further
information with regard to restrictions on offering and sale of the Offer Shares and the distribution and
publication of this Prospectus is set out in Section 14 (Selling and Transfer Restrictions) of Part IlI
(Offering).

The Offer Shares have not been and will not be registered under the Securities Act and may not
be offered or sold in the United States or to, or for the account or benefit of, U.S. persons (as
defined in Regulation S) except pursuant to an exemption from, or in a transaction not subject
to, the registration requirements of the Securities Act. Accordingly, the Offering may be made
(i) to QIBs as defined in Rule 144A in compliance with Rule 144A or another exemption from, or
transfer not subject to, the registration requirements of the Securities Act and (ii) outside the
United States in reliance on Regulation S. Any other person in the Unites States other than the
QIB who obtains a copy of this Prospectus is requested to disregard the contents of this Pro-
spectus. Offer Shares issued and/or sold to persons in the United States are subject to transfer
restrictions set out in Section 14 (Selling and Transfer Restrictions) of Part lll (Offering) of this
Prospectus. In connection with the Offering, each person subscribing for any Offer Shares will
be deemed to have made the representations as described in Section 14 (Selling and Transfer
Restrictions) of Part Il (Offering) of this Prospectus. Prospective investors are hereby notified
that the Company may be relying on the exemption from the provisions of Section 5 of the Se-
curities Act provided by Rule 144A. Additionally, each purchaser of the Offer Shares purchas-
ing such shares in accordance with Rule 144A will be deemed to have represented, agreed and
acknowledged that the purchaser is a QIB and is aware that the Sale of the Offer Shares to it is
being made in reliance on Rule 144A and such acquisition will be for the account of a QIB.

The Offer Shares have not been approved or disapproved by the United States Securities and Ex-
change Commission (the “SEC”), any state securities commission in the United States or any United
States regulatory authority, nor have any of the foregoing authorities passed upon or endorsed the
merits of the Offering or the accuracy or adequacy of this Prospectus. Any representation to the con-
trary is a criminal offence in the United States.

In the United States, this Prospectus may be furnished on a confidential basis solely for the purpose of
enabling a prospective investor to consider subscribing for the Offer Shares described herein. The
information contained in this Prospectus has been provided by the Company and other sources identi-
fied herein. Any reproduction or distribution of this Prospectus in the United States, in whole or in part,
and any disclosure of its contents to any other person, is prohibited.
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The Offer Shares may not be lawfully offered or sold to persons in the United Kingdom except in cir-
cumstances which do not constitute an offer to the public in the United Kingdom within the definition of
the Financial Services and Markets Act 2000 (the “FSMA”) as amended or otherwise in compliance
with all applicable provisions of the FSMA. Neither this nor any other document issued in connection
with the offer of the Offer Shares has been approved by an authorized person for the purposes of sec-
tion 21 of the FSMA and hence may not be passed on to any person in the United Kingdom unless
that person is entitled to receive this document by virtue of him falling into one of the categories of
exemptions under the FSMA (Financial Promotion) Order 2005 or is a person to whom the document
may otherwise lawfully be issued or passed on.

IN ADDITION TO AND NOTWITHSTANDING THE ABOVE, THIS PROSPECTUS DOES NOT
CONSTITUTE AN OFFER TO SELL OR ISSUE OR A SOLICITATION OF AN OFFER TO BUY OR
SUBSCRIBE FOR ANY OF THE OFFER SHARES TO ANY PERSON WITHIN THE UNITED
STATES, CANADA, JAPAN OR AUSTRALIA OR ANY OTHER JURISDICTION TO ANY PERSON
TO WHOM IT IS UNLAWFUL TO MAKE SUCH AN OFFER OR SOLICITATION IN SUCH
JURISDICTION. NONE OF THE COMPANY NOR ANY OF THE MANAGERS OR ANY OF THEIR
RESPECTIVE AFFILIATES ACCEPTS ANY LEGAL RESPONSIBILITY FOR ANY SUCH
VIOLATIONS, WHETHER OR NOT A PROSPECTIVE INVESTOR SUBSCRIBING FOR THE OFFER
SHARES IS AWARE OF SUCH RESTRICTIONS. PLEASE ALSO READ SECTION 14 (SELLING
AND TRANSFER RESTRICTIONS) OF Part Il (OFFERING).

Each prospective investor subscribing for the Offer Shares must comply with all applicable laws and
regulations in force in any jurisdiction in which it purchases, subscribes for, offers or sells the Offer
Shares or possesses or distributes this Prospectus and must obtain any consent, approval or permis-
sion required by it for the purchase, offer or sale by it of the Offer Shares under the laws and regula-
tions in force in any jurisdiction to which it is subject or in which it makes such purchases, subscrip-
tions, offers or sales, and none of the Company and the Managers shall have any responsibility for
these obligations.

The Managers are acting exclusively for the Company in relation to the Offering and will not be re-
sponsible to anyone other than the Company for providing the protections afforded to their respective
clients or for providing any advice in relation to the Offering. Apart from the responsibilities and liabili-
ties, if any, which may be imposed on the Managers by Estonian law or the regulatory regime estab-
lished thereunder or under the regulatory regime of any jurisdiction where exclusion of liability under
the relevant regulatory regime would be illegal, void or unenforceable, none of the Managers accepts
any responsibility whatsoever for the contents of this Prospectus or for any other statement made or
purported to be made by it, or on its behalf, in connection with the Company, the Offer Shares or the
Offering. Each of the Managers accordingly disclaims all and any liability whether arising in tort, con-
tract or otherwise (save as referred to above), which it might otherwise have in respect of such docu-
ment or any such statement.

NOTICE TO NEW HAMPSHIRE RESIDENTS

NEITHER THE FACT THAT A REGISTRATION STATEMENT OR AN APPLICATION FOR A
LICENCE HAS BEEN FILED UNDER CHAPTER 421-B OF THE NEW HAMPSHIRE REVISED
STATUTES WITH THE STATE OF NEW HAMPSHIRE NOR THE FACT THAT A SECURITY IS
EFFECTIVELY REGISTERED OR A PERSON IS LICENSED IN THE STATE OF NEW HAMPSHIRE
CONSTITUTES A FINDING BY THE SECRETARY OF STATE OF NEW HAMPSHIRE THAT ANY
DOCUMENT FILED UNDER RSA 421-B IS TRUE, COMPLETE AND NOT MISLEADING. NEITHER
ANY SUCH FACT NOR THE FACT THAT AN EXEMPTION OR EXCEPTION IS AVAILABLE FOR A
SECURITY OR A TRANSACTION MEANS THAT THE SECRETARY OF STATE HAS PASSED IN
ANY WAY UPON THE MERITS OR QUALIFICATIONS OF, OR RECOMMENDED OR GIVEN
APPROVAL TO, ANY PERSON, SECURITY OR TRANSACTION. IT IS UNLAWFUL TO MAKE, OR
CAUSE TO BE MADE, TO ANY PROSPECTIVE PURCHASER, CUSTOMER OR CLIENT ANY
REPRESENTATION INCONSISTENT WITH THE PROVISIONS OF THIS PARAGRAPH.

The contents of this Prospectus are not to be construed as legal, business or tax advice. Each pro-
spective investor should consult with its own legal adviser, business adviser or tax adviser as to legal,
business and tax advice.
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AVAILABILITY OF THE PROSPECTUS

This Prospectus and its Estonian, Latvian and Lithuanian language summaries are available as of 27
August 2012 in an electronic form on the website of the Estonian Financial Supervision Authority
(www.fi.ee) and on the website of the Company (www.prokapital.com).

Any interested party may request delivery of a copy of the Prospectus and its Estonian, Latvian and
Lithuanian language summaries from the Company and the Global Coordinator without charge. The
Prospectus and its Estonian, Latvian and Lithuanian language summaries are available without charge
as a paper copy as of 27 August 2012 at the office of the Company at Pdhja pst 21, 10414 Tallinn,
Estonia. The Prospectus and its Estonian language summary is also available without charge as a
paper copy as of 27 August 2012 at the office of the Global Coordinator (AS LHV Pank) at Tartu mnt
2, Tallinn 10145, Estonia. The Prospectus and its Latvian language summary are also available with-
out charge as a paper copy as of 27 August 2012 at the office of the Global Coordinator (AS LHV
Pank) at Duntes iela 6, Riga, LV-1013 Latvia. The Prospectus and its Lithuanian language summary
are also available without charge as a paper copy as of 27 August 2012 at the office of the Global
Coordinator (AS LHV Pank) Gyneju 16, Vilnius, LT-01109 Lithuania.

PRESENTATION OF FINANCIAL AND CERTAIN OTHER INFORMATION
Financial Information

The division of the Company was registered with the Estonian commercial register (the “Estonian
Commercial Register”) on 23 November 2011 (the “Division”). Please read “Division of the Compa-
ny” in Section 9 (Material Contracts) of Part XI (Business) in respect of the terms and conditions of the
Division. The Division resulted in a significant gross change in the size of the Company. For that rea-
son the following has been included in this Prospectus:

- AS Pro Kapital Combined Financial Statements For Financial Years ended 31 December 2011,
2010 and 2009 (the “Special Purpose Combined Financial Statements”) and the Independent
Auditor’'s Report on Combined Financial Statements which are incorporated hereto by reference
(please see Part XVIII (Information Incorporated by Reference)); and

- AS Pro Kapital Grupp Interim Report 01.01.-30.06.2012 (the “Interim Financial Statements”; the
Special Purpose Combined Financial Statements and the Interim Financial Statements are re-
ferred to as the “Financial Statements”) and Certified Auditor's Report on Review of Interim Fi-
nancial Information, which are incorporated hereto by reference (please see Part XVIII (Infor-
mation Incorporated by Reference)).

Due to the Division, the Interim Financial Statements contain un-audited adjusted financial information
for the interim period ended 30 June 2011. Such un-audited adjusted financial information is intended
to give prospective investors a better understanding of what the Company’s financial position and
results would have been, had the Division taken place at the commencement of the period being re-
ported on or at the date reported.

For reference the consolidated annual reports of the Company for the financial years ended 31 De-
cember 2009, 2010 and 2011 are available on the website of the Company (www.prokapital.com) and
in the Estonian Commercial Register. However, each investor should note that the financial infor-
mation set out in the consolidated annual reports of the Company for the financial years ended 31
December 2009, 2010 and 2011 is incomparable with the financial information contained in this Pro-
spectus due to the Division and the financial information contained in this Prospectus has not been
derived from such financial statements for the given reason.

The financial information relating to the Group, as set out in the Part | (Summary), Part VI (Capitalisa-
tion and Indebtedness), Part VIl (Selected Financial Information), Part IX (Operating and Financial
Review and Prospects) and the Financial Statements incorporated hereto by reference (please see
Part XVIII (Information Incorporated by Reference)) have been prepared in accordance with the Inter-
national Financial Reporting Standards (the “IFRS”) issued by the International Accounting Standards
Board (IASB) and the interpretations of International Financial Reporting Interpretations Committee
(IFRIC) as adopted in the European Union (the “IFRS-EU”) and the Estonian Accounting Act. The
Special Purpose Combined Financial Statements have been audited and the Interim Financial State-
ments have been reviewed by the Company’s independent auditor AS Deloitte Audit Eesti, as set forth
in their audit reports incorporated hereto by reference.
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IFRS-EU differs in certain respects from IFRS as published by the International Accounting Standards
Board. The preparation of financial statements in accordance with IFRS-EU requires the use of certain
critical accounting estimates. It also requires the Management Board to exercise judgement in the
process of applying the Group’s accounting policies. The areas involving a higher degree of judge-
ment or complexity, or areas where assumptions and estimates are significant to the consolidated
financial statements as well as management’s judgements and methodology used to implement them,
are disclosed in respective notes to the financial statements. Please refer to Part IX (Operating and
Financial Review and Prospects) for further information.

The financial information relating to the Group, as set out in the Part | (Summary), Part VI (Capitalisa-
tion and Indebtedness), Part VIl (Selected Financial Information), Part IX (Operating and Financial
Review and Prospects) and the Financial Statements incorporated hereto by reference (please see
Part XVIII (Information Incorporated by Reference)) was not prepared in accordance with accounting
principles generally accepted in the U.S. (“U.S. GAAP”), not audited in accordance with the auditing
standards generally accepted in the U.S. (“U.S. GAAS”), or the auditing standards of the U.S. Public
Company Accounting Oversight Board (the “PCAOB Standards”). No opinion or any other assurance
with regard to any financial information was expressed under U.S. GAAP, U.S. GAAS or PCAOB
Standards, and the financial information relating to the Group is not intended to comply with SEC re-
porting requirements. Compliance with such requirements would require the modification, reformula-
tion or exclusion of certain financial measures. In addition, changes would be required in the presenta-
tion of certain other information. Potential investors should consult their own professional advisers to
gain an understanding of the financial information relating to the Group.

Certain financial information presented in this Prospectus has been obtained directly from the audited
Financial Statements of the Company, while certain other financial information presented herein have
been recomputed by the Company from amounts contained in the audited Financial Statements or
have been derived or recomputed by the Company from un-audited records. Financial information
obtained from or recomputed on the basis of the audited Financial Statements should be viewed only
together with the respective audited Financial Statements as a whole. Financial information obtained
from or recomputed on the basis of the unaudited Financial Statements should also be viewed only
together with the respective unaudited Financial Statements as a whole.

Approximation of Numbers

Numerical and quantitative values in this Prospectus (e.g. monetary values, percentage values etc.)
are presented with such precision, which is considered by the Company to be sufficient in order to
convey adequate and appropriate information on the relevant matter. From time to time, quantitative
values have been rounded to the nearest reasonable decimal or whole value in order to avoid exces-
sive level of detail. As a result, certain values presented do not necessarily add up to the respective
totals due to the effects of the approximation. Exact numbers may be derived from the Financial
Statements of the Company, to the extent that the relevant information is reflected therein.

Currencies

Unless otherwise indicated in this Prospectus, all references to “EUR” or “euro” are to the currency
introduced at the start of the third stage of European Economic and Monetary Union pursuant to the
Treaty establishing the European Community and all references to “EEK” are to the Estonian kroon,
which was the lawful currency of Estonia until 31 December 2010. All references to “LVL”, “LTL” and
“USD” refer to the lawful currencies of Latvia, Lithuania and the United States of America.

In this Prospectus, financial information is presented in EUR. When used in the Prospectus, financial
information has been converted into EUR using the official exchange rates: EUR 1 = EEK 15.6466,
EUR 1 =LVL 0.702804 and EUR 1 = LTL 3.4528.

For reference, please see the table below with information about EUR/USD currency exchange rates:

As at 31 December As at 30 June
Currency exchange rate 2009 2010 2011 2011 2012
EUR/USD 1.4406 1.3362 1.2939 1.4453 1.2590

Source: European Central Bank
Documents on Display

For the period of validity of this Prospectus, the Articles of Association of the Company, the Financial
Statements, the consolidated annual reports of the Company for the financial years ended 31 Decem-
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ber 2009, 2010 and 2011 and the Appraisal Report are available for inspection on the website of the
Company (www.prokapital.com), on the website of the Global Coordinator (www.lhv.ee) and on the
website of the Tallinn Stock Exchange (www.nasdagomxbaltic.com). Any interested party may down-
load a copy of these items from the above-referred websites without charge.

The Company is not required to file periodic reports under Sections 13 or 15(d) of the United States
Securities Exchange Act of 1934, as amended (the “Exchange Act’). In the event the Company is
neither subject to Section 13 or 15(d) of the Exchange Act nor exempt from reporting under the Ex-
change Act pursuant to Rule 12g3-2(b) thereunder, in order to preserve the exemption for resales and
transfers under Rule 144A, the Company will provide upon request to the holder of any Share, and to
each prospective purchaser designated by any such holder, the information specified in, and meeting
the requirements of Rule 144A(d)(4).

Third Party Information

Where certain information contained in this Prospectus has been derived from third party sources,
such sources have been identified herein. The Company confirms that such third party information has
been accurately reproduced herein and as far as the Company is aware and is able to ascertain from
information published by that third party, no facts have been omitted, which would render the repro-
duced information inaccurate or misleading.

Market and Industry Data

Certain information relating to market share and other industry data contained in this Prospectus is
based on independent industry publications, information published by the Statistics Estonia or other
published independent sources. The Company has not independently verified market share, ranking
or other industry data from such third party sources.

Updates

The Company will update the information contained in this Prospectus only to such extent, at such
intervals and by such means as required by applicable law or considered necessary and appropriate
by the Company at its absolute discretion. The Company is under no obligation to update or modify
forward-looking statements included herein.

FORWARD-LOOKING STATEMENTS

Certain statements in this Prospectus are not historical facts and are “forward-looking”. Forward-
looking statements appear in various locations, including in Part | (Summary), Part Il (Risk Factors),
Part V (Background, Reasons for Offering and Use of Proceeds), Part VIl (Dividends and Dividend
Policy), Part IX (Operating and Financial Review and Prospects) and Part X| (Business), and located
elsewhere in this Prospectus regarding the prospects of the Group’s industry and the Group’s pro-
spects, plans, financial position and business strategy. Forward-looking statements can often be iden-
tified by the use of terms such as “estimates”, “projects”, “anticipates”, “expects”, “intends”, “believes”,
“will”, “may”, “should” or the negative of these terms. All forward-looking statements, including discus-
sions of strategy, plans, objectives, goals and future events or performance, involve risks and uncer-
tainties.

While these statements are based on sources believed to be reliable and on the current knowledge
and best belief of the Management Board, they are merely estimates or predictions and cannot be
relied upon. They are subject to certain risks, uncertainties and assumptions. The Company cannot
assure prospective investors that future results will be achieved. Factors, risks and uncertainties, in-
cluding those described in Part Il (Risk Factors), may cause actual outcomes and results to be materi-
ally different from those indicated, expressed, projected or implied in the forward-looking statements
used in this Prospectus.

This list of important factors in Part Il (Risk Factors) is not exhaustive. When relying on forward-looking
statements, prospective investors should carefully consider those factors and other uncertainties and
events, especially in light of the political, economic, social and legal environment in which the Group
operates. Such forward-looking statements speak only as of the date on which they are made. Accord-
ingly, the Company does not undertake any obligation to update or revise any of them, whether as a
result of new information, future events or otherwise, except to the extent required by applicable law.
The Company does not make any representation, warranty or prediction that the results anticipated by
such forward-looking statements will be achieved, and such forward-looking statements represent, in
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each case, only one of many possible scenarios and should not be viewed as the most likely scenario.
These cautionary statements qualify all forward-looking statements attributable to the Company or
persons acting on the Company’s behalf.

The Company does not intend, and does not assume any obligation, to update the forward looking
statements included in this Prospectus as at the date set forth on the cover.

The Company expressly disclaims any obligation or undertaking to release publicly any updates or
revisions to any forward-looking statement contained herein to reflect any change in the Company's
expectations with regards thereto or any change in events, conditions or circumstances on which any
such statement is based.

GOVERNING LAW AND JURISDICTION

This Prospectus and the Retail Offering shall be governed by the law of Estonia, except to the extent
the rules of private international law applied by the competent court provide for the mandatory applica-
tion of the laws of any other jurisdiction. Any disputes arising in connection with the Retail Offering
shall be settled by Harju County Court (Harju maakohus) in Estonia unless the exclusive jurisdiction of
any other court is provided for by the provisions of law which cannot be derogated from by an agree-
ment of the parties.

ENFORCEABILITY OF JUDGMENTS

The Company is a public limited company incorporated under the laws of Estonia. All of the directors
and executive officers of the Company are citizens or residents of countries other than the United
States. All or a substantial portion of the assets of such persons and substantially all the assets of the
Company are located outside the United States. As a result, it may not be possible for investors to
effect service of process within the United States upon such persons or the Company, or to enforce or
collect judgments of U.S. courts against them, including judgments predicated upon civil liabilities un-
der the securities laws of the United States or any State or territory of the United States.
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PART . SUMMARY

This summary (the “Summary”) is a brief overview of information disclosed in the prospectus for the offering (the “Offering”) of
up to 37,000,000 newly issued shares of the Company with the nominal value of EUR 0.2 each (the “Offer Shares”) and listing (the
“Listing”) of the shares (the “Shares”) in AS Pro Kapital Grupp (the “Company”; with its subsidiaries also the “Group”), dated
22 August 2012 and published in English language on 27 August 2012 (the “Prospectus”).

This Summary is made up of disclosure requirements known as “Elements”. These elements are numbered in Sections A — E
(A.1 — E.7). This Summary contains all the Elements required to be included in a summary for this type of securities and issuer.
Because some Elements are not required to be addressed, there may be gaps in the numbering sequence of the Elements.
Even though an Element may be required to be inserted in the Summary because of the type of securities and issuer, it is pos-
sible that no relevant information can be given regarding the Element. In this case a short description of the Element is included
in the Summary with the mention of ‘not applicable’.

Section A — Introduction and warnings

Ele- Title Disclosure

ment

A1l Introduction This Summary should be read as introduction to the Prospectus. Any decision to invest in the Shares should be
and warnings based on consideration of the Prospectus as a whole.

An investor must take into account that if the investor wishes to file a claim in court proceedings relating to the
information contained in the Prospectus with an Estonian court, it may be required to bear the costs of translating
the Prospectus into Estonian.

Neither the Company nor its shareholders bear civil liability based on this Summary alone, except if the Summary
is misleading, inaccurate or contradictory when read together with the other parts of the Prospectus or it does not
provide, when read together with the other parts of the Prospectus, key information in order to aid investors when
considering whether to invest in such securities.

Section B — Issuer

Ele- Title Disclosure

ment

B.1 Legal and The legal (business) name of the Company is AS Pro Kapital Grupp.
commercial
name

B.2 Domicile / legal | The Company is a public limited liability company (aktsiaselts) incorporated pursuant to the laws of the Republic of
form / legisla- Estonia. The Company is registered in Estonian Commercial Register and its registered office is located in Péhja
tion / country of | pst 21, 10414 Tallinn, Estonia.
incorporation

B.3 Key factors The Group is active mainly in the development and sales of residential and retail property, lease of developed
regarding retail property and other commercial property and operating of hotels. The real estate portfolio is located in Tallinn,
current opera- Riga and Vilnius, with the exception of one hotel in Bad Kreuznach, Germany.
tions, principal The Group’s operations are spread across four geographical segments: Estonia, Latvia, Lithuania, and Germany.
activities, The Group’s operations in:
categories of - Estonia mainly consist of the development and sales of apartments in premium residential real estate proper-
products sold ties, development and lease of premises in retail and office properties, and management of cash flow generat-
and services ing retail, office and hotel properties;
performed. - Latvia mainly consist of the development and sales of apartments in premium residential real estate properties,
Principal mar- development and lease of office properties, and management of cash flow generating hotel properties;
kets - Lithuania mainly consist of the development and sales of apartments in premium residential real estate proper-

ties; and
- Germany consists of the management of PK Parkhotel Kurhaus located in Bad Kreuznach, Germany.

B.4a Significant The improving macroeconomic background in Baltic States allows the Group to proceed with new development
recent trends projects as the increased consumer confidence and improved availability of financing increase the demand for
affecting the both residential as well as retail real estate. The Company’s management board (the “Management Board”)
industry believes that after bottoming-out during 2009 and 2010, real estate market in 2012 in Estonia, Latvia and Lithua-

nia will continue moderate growth that was observed in 2011, following economic recovery in the Baltic States.

B.5 Group descrip- The Company is the operating parent company of the Group. As at the date of this Prospectus, 22 subsidiaries of
tion. the Company (the “Subsidiaries”) belong to the Group, including:

Position of the - eight subsidiaries in Estonia: AS Pro Kapital Eesti, OU limarise Kvartal, AS Taismaja, AS Tondi Kvartal, Pro
Company Halduse AS, AS Tallinna Moekombinaat, OU Hotel Management Services and Pro Kapital Germany Holdings
within the ou;
Group - nine subsidiaries in Latvia: AS “Pro Kapital Latvia’, PK Latvia SIA, SIA “Kliversala RE”, SIA "Tallina nekustamie
Tpasumi’, SIA "NEKUSTAMO TPASUMU SABIEDRIBA "ZVAIGZNES CENTRS"™, SIA “INVESTHOTEL”, AS
"Pasaules tirdzniecibas centrs "Riga"™, SIA "Nekustamo Tpasumu sabiedriba "PROKURS™ and SIA "Hotel
Management Services";
- three subsidiaries in Lithuania: Pro Kapital Vilnius Real Estate UAB, PK Invest UAB and UAB “Domina Man-
agement”; and
- two subsidiaries in Germany: PRO KAPITAL Germany GmbH and Domina Tourismus GmbH.
B.6 Persons, direct- | According to the data registered in the Estonian Central Register of Securities (‘ECRS”), as at 15 August 2012,

ly or indirectly,
having interest
in the Compa-
ny’s capital or
voting rights
notifiable under
Estonian law
and the amount
of such interest.
Voting rights of
major share-
holders.

following persons held at least 5% of the Shares in their securities’ accounts opened with the ECRS: Clearstream
Banking Luxembourg S.A. Clients (nominee account), Eurofiduciaria S.R.L., Svalbork Invest OU, Sueno Latino
AG, A.F.l. American Financial Investments Ltd., Anndare Ltd., and UNICREDIT BANK AUSTRIA AG (nominee
account).
According to the Management Board’'s knowledge, the following persons control at least 5% or the votes repre-
sented by the Shares:
Controlling person Shares of the Compa-
ny controlled

Shareholding in the
Company (%)

Mr Ernesto Preatoni and his affiliates” 18,352,025 34.51
Mr Ernesto Preatoni 1,759,603 3.31
Mr David Trausti Oddsson 2,716,445 511
Ms Evelyn Tihemets 13,875,977 26.09
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Direct or indi-
rect control of
the Company

Mr Viadimir Maslov® 6,132,598 11.53

Mr Giuseppe Prevosti and his affiliates® 4,447,597 8.36
1) In the above table the following Shares are considered as being controlled by Mr Preatoni because the Man-
agement Board believes that Mr Preatoni is able to control the use of voting rights by such persons: (a) OU Sval-
bork Invest, Estonian company controlled by Ms Evelyn Tihemets which holds 6,839,938 Shares representing
12.86% of the share capital of the Company, (b) Sueno Latino A.G., a Liechtenstein company controlled by Ms
Evelyn Tihemets, which controls 4,528,531 Shares representing 8.51% of the share capital of the Company; (c)
2,507,508 Shares representing 4.71% of the share capital of the Company, which are held through a nominee
account opened by Clearstream Banking Luxembourg and are held for the benefit of Ms Evelyn Tihemets; (d)
2,716,445 Shares representing 5.11% of the share capital of the Company held through a nominee account
opened by Clearstream Banking Luxembourg for the benefit of Mr David Trausti Oddsson; (e) 612,872 Shares
representing 1.15% of the share capital of the Company held by Katmandu Stiftung, a Liechtenstein company
controlled by Mr Ernesto Preatoni; and (f) 1,146,731 Shares representing 2.16% of the share capital of the Com-
pany held by A.F.I American Financial Investments Ltd, a Liechtenstein company for the benefit of Mr Ernesto
Preatoni.
2) 11.53% of all Shares, which are held through the nominee account opened by Clearstream Banking Luxem-
bourg, are controlled by Mr Vladimir Maslov, a Russian citizen.
3) 8.36% of all Shares are owned by Mr Giuseppe Prevosti and his affiliates. Mr Giuseppe Prevosti is a member of
the Company’s supervisory council (the “Supervisory Council”), who owns directly and indirectly Shares of the
Company, including 1,058,060 Shares representing 1.99% of the share capital of the Company owned directly by
Mr Prevosti, 2,987,801 Shares representing 5.62% of the share capital of the Company held for the benefit of Mr
Prevosti in the nominee account opened by UNICREDIT BANK AUSTRIA AG, 365,807 Shares representing
0.69% of the share capital of the Company held through the company Zunis S.A a Luxembourg company and
35,929 Shares representing 0.07% of the share capital of the Company held directly by Mr Prevosti’s wife Dona-
tella Grigioni.
The Company is neither a party to, nor is the Management Board aware of any shareholders’ agreements among
shareholders of the Company in relation to their holdings of Shares.
None of the shareholders have any different voting rights compared to other shareholders. As at the date of this
Prospectus, neither the Company nor any of its Subsidiaries owns any of the Shares.

B.7

Selected histor-
ical key finan-
cial information.
Narrative
description of
significant
change to the
Company’s
financial condi-
tion and operat-
ing results
subsequent to
the period
covered by
selected histor-
ical key finan-
cial information.

The following tables set forth selected financial information as at the end of and for each of the three financial
years ended 31 December 2009, 2010 and 2011, and as at the end of and for the six months ended 30 June 2011
and 30 June 2012. The tables below set forth selected financial information that has been derived from the
Group’s Special Purpose Combined Financial Statements for the three financial years ended 31 December 2009,
2010, 2011, and from the Interim Financial Statements for the six months period ended 30 June 2012 (the “Fi-
nancial Statements”). Such Special Purpose Combined Financial Statements and Interim Financial Statements
have been prepared in accordance with the International Financial Reporting Standards issued by the Internation-
al Accounting Standards Board (IASB) and the interpretations of International Financial Reporting Interpretations
Committee (IFRIC) as adopted in the European Union.

The financial position of the Group has experienced significant changes during financial years ended 31 Decem-
ber 2009, 2010 and 2011. While performance of the Group has been relatively stable in terms of revenues, the
profitability and indebtedness of the Group has changed significantly. Sale of Kristiine Shopping Centre in 2011
has had the strongest impact on the financial position of the Group. As a result of that transaction the net profit of
the Group increased to EUR 50.1 million in 2011 in comparison to EUR 7.0 million and EUR 1.3 million losses in
2010 and 2009 respectively. Leverage of the Group has also decreased substantially with total liabilities decreas-
ing to EUR 41.4 million as at 31 December 2011 from EUR 111.9 million and EUR 91.4 million as at 31 December
2010 and 2009 respectively.

Six months ended 30 June 2012 have seen steady development of financial position of the Group. Relatively low
inventory level has prevented higher sales amid recovering Baltic real estate market. Financial leverage of the
Group has been kept under control with further repayments of outstanding debt decreasing the Group’s overall
liability level to EUR 33.6 million.

Financial year ended 31 December Six months ended 30
June

PROFIT AND LOSS ACCOUNT (‘000
EUR) 2009 2010 2011 2011 2012
Total revenue 21,999 21,051 17,449 8,016 9,932
Cost of goods sold -17,917 -17,015 -16,407 | -5,756 -8,070
Gross profit 4,082 4,036 1,042 2,260 1,862
Marketing expenses -1,103 -609 -352 -169 -289
Administrative expenses -4,130 -4,029 -5,237 -2,776 -2,707
Other operating income 1,357 219 54,280 | 54,692 118
Other operating expenses -1,397 -4,600 -1,875 -471 -1,220
Operating profit / loss -1,191 -4,983 47,858 | 53,536 -2,236
Financial income 2,733 2,120 4,770 659 16
Financial expenses -2,883 -4,174 -2,877 -2,155 -679
Profit / loss before tax -1,341 -7,037 49,751 | 52,040 -2,899
Income tax 26 17 351 7 14
Profit / loss for the period -1,315 -7,020 50,102 | 52,047 -2,885
Net profit / loss attributable to:
Equity holders of the parent -3,455 -7,413 21,931 | 23,909 -2,889
Non-controlling interest 2,140 393 28,171 28,138 4

As at 31 December As at 30 June
BALANCE SHEET ('000 EUR) 2009 2010 2011 2012
Cash and bank accounts 3,159 1,194 8,637 2,142
Current receivables 11,304 9,562 2,865 2,857
Inventories 67,935 58,736 53,186 49,395
Non-current assets held for sale 0 50,044 0 0
Total current t 82,398 119,536 64,688 54,394
Non-current receivables 12,492 19,949 152 152
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Deferred tax assets 0 0 370 368
Tangible assets 10,207 12,049 21,863 21,393
Investment property 61,785 26,600 26,111 26,111
Intangible assets 264 307 288 284
Total non-current assets 84,748 58,905 48,784 48,308
TOTAL ASSETS 167,146 178,441 113,472 102,702
Current debt 16,080 83,271 14,002 6,898
Customer advances 2,962 1,352 838 579
Current payables 2,825 3,648 1,791 1,497
Taxes payable 479 178 95 106
Short-term provisions 284 4,184 1,091 1,755
Total current liabilities 22,630 92,633 17,817 10,835
Long-term debt 67,929 18,717 21,462 20,673
Other long term liabilities 300 0 0 132
Deferred income tax liability 445 419 1,962 1,878
Long-term provisions 97 166 173 52
Total non-current liabilities 68,771 19,302 23,597 22,735
TOTAL LIABILITIES 91,401 111,935 41,414 33,570
Share capital 33,992 33,992 10,637 10,637
Share premium 45,089 45,089 0 0
Statutory legal reserve 2,938 2,938 0 0
Revaluation reserve 0 0 11,330 11,337
Foreign currency differences -1,373 -1,382 -1,130 -1,130
Retained earnings -30,836 -36,388 27,693 49,624
Profit / loss for the period -3,455 -7,413 21,931 -2,889
Total equity attributable to equity
holders of the parent 46,355 36,836 70,461 67,579
Non-controlling interest 29,390 29,670 1,597 1,553
TOTAL EQUITY 75,745 66,506 72,058 69,132
TOTAL LIABILITIES AND
EQUITY 167,146 178,441 113,472 102,702
Financial year ended 31 December Six months ended 30
June
Cash flow ('000 EUR) 2009 2010 2011 2011 2012
Net cash from / used in operating
activities 11,286 933 -19,394 -11,578 -3,158
Net cash from / used in investing
activities -403 -14,768 95,764 95,361 -289
Net cash from / used in financing
activities -9,604 11,870 -68,927 -64,733 -3,048
NET CASH FLOW 1,279 -1,965 7,443 19,050 -6,495
Financial year ended 31 December Six months ended
30 June
KEY RATIOS AND INDICATORS 2009 2010 2011 2011 2012
53,185, | 53,185,42
Number of shares 53,185,422 53,185,422 53,185,422 422 2
Earnings per share, EUR -0.06 -0.14 0.41 0.45 -0.05
Gross profit margin, % 19% 19% 6% 28% 19%
Operating profit margin, % -5% -24% 274% 668% -23%
Net profit margin, % -16% -35% 126% 298% -29%
Return on assets, % -2% -4% 15% n/a -3%
Return on equity, % -7% -18% 41% n/a -4%
Equity ratio, % 28% 21% 62% n/a 66%
Current ratio 3.6 1.3 3.6 n/a 5.0

Calculation of key ratios:

Earnings per share, EUR = Net profit attributable to equity holders of the parent divided by average number of
common shares outstanding.

Gross profit margin, % = Gross profit divided by total revenue.

Operating profit margin, % = Operating profit divided by total revenue.

Net profit margin, % = Net profit attributable to equity holders of the parent divided by total revenue.

Return on assets, % = Net profit attributable to equity holders of the parent divided by average total assets.

Return on equity, % = Net profit attributable to equity holders of the parent divided by average equity attributable
to equity holders of the parent.

Equity ratio, % = Equity attributable to equity holders of the parent divided by total assets.

Current ratio, % = Current assets divided by current liabilities.

There have been no significant changes in the Company’s key financials since the period covered by the historical
key financial information.

B.8 Selected key Not applicable: no pro forma financial information is outlined in this Summary.
pro forma
financial infor-
mation

B.9 Profit forecast Not applicable: the Company has not issued a profit forecast.
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B.10

Qualifications in
the audit report
on the historical
financial infor-
mation

The audit reports issued with respect to Financials Statements have not included qualifications. Notwithstanding
the foregoing, the independent sworn audit report regarding AS Pro Kapital Grupp Financial Statements for the
Year ended 31 December 2010 included the following qualifications: (a) the auditors were unable to obtain suffi-
cient audit evidence for consolidated other income in the amount of EEK 31,052,933 (EUR 1,984,644) and ex-
penses in the amount of EEK 30,601,956 (EUR 1,955,821) arising from Multiservice S.l.r (a subsidiary at that
time) and (b) as of 31 December 2010, the Management Board had not performed the impairment test on the
financial investments into subsidiaries at their cost value of EEK 2,137,460 (EUR 136,609).

B.11 Working capital | The Management Board believes that, taking into account the Group’s existing assets, financial condition, ex-
pected development plans and expected minimum net proceeds of the Offering in the amount of EUR 10,000,000
the Group’s working capital is sufficient to meet all the liabilities for at least the 12-month period following the date
of this Prospectus, and no further external financing is required to satisfy the working capital needs.

Section C — Securities
Ele- Title Disclosure
ment
C.1 Type and class | Security: AS Pro Kapital Grupp ordinary shares
of securities ISIN code: EE3100006040 (during the Offering the Offer Shares will have temporary ISIN code EE3800046676)
and Security
identification
number

C.2 Currency of the | EUR
issue

C.3 Number of As at the date of this Prospectus, the Company’s registered share capital is EUR 10,637,084.40 divided into
shares issued 53,185,422 authorised, fully paid and issued Shares with a par value of EUR 0.2 each. There are no Shares
and fully paid / issued but not fully paid.
issued but not On 14 August 2012, the General Meeting of Shareholders has resolved to conditionally increase the share capital
fully paid. Par of the Company by the aggregate of EUR 8,805,151.6 up to maximum of EUR 19,442,236 to enable the Company
value per share | to issue the Offer Shares and Over-Allotment Shares (as defined in Section E.3 below) and to convert 4,025,758

convertible bonds issued by the to 4,025,758 new Shares.
C4 The Company has one class of shares. Shares rank pari passu.
General Meetings of Shareholders
Each Share entitles its holder to one vote at the Company’s general meeting of shareholders (the “General Meet-
ing of Shareholders”).
The Supervisory Council of the Company usually determines the agenda of the General Meeting of Shareholders.
If the shareholders or the auditor convene a General Meeting of Shareholders, they also determine the agenda of
that meeting. The Management Board or one or more shareholders, whose shares represent at least one tenth
(or, upon Listing, one twentieth) of the share capital of the Company, are entitled to request that items be included
on the agenda of a General Meeting of Shareholders, if such a request is made not later than 15 days before the
day of the General Meeting of Shareholders.
In order to have the right to attend and vote at a General Meeting of Shareholders, a shareholder must be regis-
tered in the shareholders’ register on the cut-off date which is seven days before the meeting. Voting rights may
not be exercised by a shareholder whose shares are registered in the name of a nominee unless the nominee
account holder has given a power of attorney to the shareholder.
Rights attached | A shareholder may attend and vote at a General Meeting of Shareholders in person or by proxy. At a General
to the securities | Meeting of Shareholders, resolutions generally require the approval of a majority of the votes represented at the
meeting.
Shareholder’s right to information
Shareholders have the right to receive information on the activities of the Company from the Management Board
at the General Meeting of Shareholders. The Management Board may refuse to give information if there is a basis
to presume that this may cause significant damage to the interests of the Company. If the Management Board
refuses to give information, the shareholder may demand that the General Meeting of Shareholders decide on the
legality of the shareholder's request or to file, within two weeks after the General Meeting of Shareholders, a
petition to a court by way of proceedings on petition in order to oblige the management board to give information.
Right to dividends
All Shares will be eligible for dividends. Offer Shares will be eligible for any dividends declared and paid on the
Shares starting from 1 January 2012 and any time thereafter. Under the Estonian Commercial Code, a general
meeting of shareholders may authorize the payment of dividends on the terms and conditions set out in the profit
distribution proposal presented by the Management Board. The Supervisory Council has the right to make chang-
es to the proposal of the Management Board before submission to the General Meeting of Shareholders.
C.5 Restrictions on Free transferability of the Shares has not been restricted in the Company’s articles of association (the “Articles of
free transfera- Association”). The Shares are not subject to any general transfer restrictions.
bility of securi-
ties
C.6 Admission to An application has been made to the NASDAQ OMX Tallinn (the “Tallinn Stock Exchange”) for the Listing on the
trading / Name Main List of the Tallinn Stock Exchange.
of the regulated
market

C.7 Dividend policy | The Group intends to pay dividends taking into account the capital needs, the stage of the development of the
Group’s main projects, the financial situation of the Group, the development cycle of the real estate sector and
other relevant aspects. It is not expected that the dividend payments will commence in financial years 2013 and
2014.

The payment and the amount of any dividend will be subject to the discretion of the General Meeting of Share-
holders of the Company and will depend on available cash balances, anticipated cash needs, results of operations
and financial condition of the Group and any financing agreement restrictions binding the Company as well as
other relevant factors.

Section D — Risks

Ele- Title Disclosure

ment

D.1 Key risks Risks relating to the Group’s Business
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specific to the
Company or
the industry

The Group is exposed to various risks due to long duration of real estate development projects.

The Group’s acquisition and development activities are subject to significant risks of non-completion and loss due
to: (a) changing market conditions; (b) competition from other market participants; (c) the Group’s inability to
acquire land at commercially acceptable terms or obtain detailed planning; (d) budget overruns and completion
delays; (e) the Group’s potential inability to obtain financing on favourable terms or at all; (f) failure to meet the
covenants in financing agreements; (g) defects in the legal title to land acquired by the Group, or defects in ap-
provals or other authorisations relating to land held by the Group; (h) defects in acquired or developed properties;
(i) potential significant amendments to the existing governmental rules and regulations or fiscal or monetary poli-
cies; and (j) potential liabilities relating to the acquired land.

Ability to acquire appropriate real estate on commercially acceptable terms

Should the Group need to acquire additional real estate for the development, it needs to identify and secure such
real estate on a timely basis and/or for commercially acceptable terms. There can be no assurance that the Group
will successfully identify, lease and/or purchase suitable properties on acceptable terms.

Ability to obtain construction rights, construction and environmental permits and other approvals

In order to develop real estate, detailed planning must have been adopted for respective land unit. The detailed
planning approval process by local municipalities is an administrative process and is subject to strict statutory
requirements. Depending on the results of the process, the intended use of the land, the maximum number of
buildings on the land, the maximum height of the buildings or other details of the plan could be restricted by the
authorities. When the detailed planning has been approved or the lease agreement signed, the Group still needs
to apply for a building permit from the municipal authorities before construction can commence. Therefore, the
Group may experience difficulties or delays in obtaining detailed planning and building approvals from the various
governmental or municipal authorities required to undertake the planned development and construction. Should
the Group fail to obtain approvals and permits on reasonable terms, it may have to give up the project and sell the
land at a sales price which may be lower than the purchase price.

Changes in intended use of land

Municipalities may change the intended use of the land that the Group has acquired or is considering to acquire.
That may have an adverse effect on the business and the financial position of the Group. In case the land the
Group has acquired is needed for public purposes, e.g. for road construction, the state or the municipality is to
acquire the land in question from the Group for compensation that may not be lower than the usual value of the
land. However, such compensation may not be sufficient to cover all the damage caused to the Group.
Dependency on small number of large projects

A relatively small number of large projects in or near the capital cities of the Baltic States form substantially all of
the Group's development business. Concentration of large projects may increase the volatility of the Group's
results and increase its exposure to risks attaching to individual projects. Larger projects may also lead to propor-
tionally larger cost overruns. Geographic focus on three capital cities of the Baltic States makes the Group vulner-
able in case of a downturn in the property market in any of those cities.

Inaccuracy of the forecasts

The Group’s profitability depends on its ability to forecast market prices, rents, property related costs, anticipated
working capital needs, availability of financing, property values etc. If the Group’s projections of development
costs, property values at the time of sale, future market rents, availability of financing and anticipated working
capital etc. are inaccurate, it could experience lower profits, which could have a material adverse effect on its
results of operations and financial condition.

Potential inaccuracy of the appraised investment value of the Group’s real estate portfolio

In total 11 projects, buildings and sites in the Group’s portfolio have been valued in the Group’s real estate portfo-
lio investment value summary regarding Company’s property portfolio in Estonia, Germany, Latvia and Lithuania
(the “Appraisal Report”) prepared by Newsec with investment value of EUR 180.0 million (10 projects located in
Estonia, Latvia and Lithuania were valued in April 2012 at EUR 172.5 million and one project in Germany was
valued in June 2012 at EUR 7.5 million). The Appraisal Report was prepared separately from the preparation of
the Financial Statements. In producing the Appraisal Report, certain assumptions, techniques and methodologies
specified in the Appraisal Report were used, which differ from the assumptions used by the Group when preparing
its Financial Statements. Therefore, the values indicated in the Appraisal Report differ from the values for the
same properties used in the Financial Statements.

In addition, the assumptions used in the Appraisal Report may not reflect the true position of the Group’s portfolio.
The valuation of property is inherently subjective due to the individual nature of each property and is based on a
number of unconfirmed assumptions. The real estate markets of the Baltic States have a limited liquidity and
amount of publicly available data and research as compared to more mature real estate markets. Relevant proper-
ty values may have changed since the dates on which the data were applicable. As a result, there can be no
assurance that a valuation at a more recent date would not produce a different value for the appraised portfolio.
Notwithstanding the foregoing, the Company confirms that (a) to the best of Company’s knowledge and belief, the
information, assumptions and documentation, which were given to Newsec by the Company, was correct and
complete and (b) there have been no material changes to the properties valued pursuant to the Appraisal Report
as from the date of their valuation.

Market values of properties in the countries in which the Group invests may decline in the future.

Lack of insurance cover and specific reserves for indemnifying damages

The properties of the Group could suffer physical damage caused by natural disasters, fire or other causes, result-
ing in losses which may not be fully compensated by insurance. The Group has obtained insurance coverage for
its properties, which it believes to be in line with standard industry practice. However, insurance coverage is
subject to limits and limitations and some risks are not covered by insurance for various reasons. The occurrence
of any of the above referred harmful effects or insufficient insurance coverage may have a material adverse effect
on the business, results of operations and financial conditions of the Group. This inter alia means that the Group
could: (a) lose capital invested in the affected property as well as anticipated future lease income or sale proceeds
from that property; (b) be held liable to repair damage caused by the event or (c) remain liable for any debt or
other financial obligation related to that property.

The Group does not also maintain separate funds nor does it set aside reserves for the above-referred types of
events.

Dependence on building contractors

The Group relies on third party building contractors. If the Group cannot enter into construction arrangements with
third party building contractors on acceptable terms or such construction arrangements are not honoured fully as a
result of the financial position of the building contractor or any other reason whatsoever, the Group will incur
additional costs which will have an adverse effect on its business, results of operations and financial condition.
The contractor’s or subcontractor’s failure to perform may result in legal action by the Group to rescind the con-
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struction agreement or to enforce the contractor’s obligations, which may result in a delay of the project. Further-
more, any delay in the completion of construction may result in an additional cost, which the Group may not be
able to pass on to the purchaser of the property. Furthermore, pursuant to Lithuanian law, in case of a bankruptcy
or liquidation of the contractor, the developer of the real estate project would be held liable against purchasers of
the real estate for any defects that emerge during guarantee period in case of default of the contractor. Thus, in
case of bankruptcy or liquidation of any Lithuanian building constructors of the Group companies, they may be
held liable as indicated above, which may have a material adverse effect on the results of operations and financial
condition of the Group.

Indebtedness and availability of external financing

The Group operates in capital intense industry and needs substantial working capital to support acquisition and
development of properties. Therefore, if internally generated cash flow or cash flow received from sales of devel-
oped real estate is different than anticipated or money available from either local or global lenders is under liquidi-
ty pressures, it could have a material adverse effect on the business, results of operations and financial conditions
of the Group.

In order to develop intended properties, the Group may need to raise debt financing from external sources. The
projects may need to be postponed if there is limited funding available on commercially attractive terms. This
could have a material adverse effect on the business, results of operations and financial conditions of the Group.
Management Board believes that the current leverage ratio of the Group is lower than what is typical for a real
estate development company in the Baltic States. However, the Group has substantial indebtedness. As at 30
June 2012, the Group had EUR 20,673 thousand of consolidated long-term borrowings and EUR 6,898 thousand
of consolidated short-term borrowings. Among other things, the Group’s indebtedness could potentially: (a) limit its
ability to obtain additional financing; (b) limit its flexibility in planning for, or reacting to, changes in the markets in
which it competes; (c) place it at a competitive disadvantage relative to its competitors with less indebtedness; (d)
lead to a partial or complete loss of control over its key subsidiaries or properties; (e) render it more vulnerable to
general adverse economic and industry conditions; or (f) require it to dedicate all or a substantial part of its cash
flow to service its debt.

The Group’s ability to make payments on its indebtedness depends upon its ability to maintain its operating per-
formance at a certain level, which is subject to general economic and market conditions and to financial, business
and other factors, many of which the Group cannot control. If the Group’s cash flow from operating activities
becomes insufficient, the Group may take certain action, including delaying or reducing capital or other expendi-
tures, restructuring or refinancing its indebtedness, selling its investment properties or other assets or seeking
additional capital. The Group may be unable to take any of such action at favourable terms or in a timely manner.
Furthermore, such action may not be sufficient to allow the Group to service its debt obligations in full. A failure by
the Group or the Company to service its debt may have a material adverse effect on its business, results of opera-
tions and financial condition.

Risks relating to external financing

The Group has raised external debt financing by borrowing from banks and by issue of convertible bonds. The
financing agreements entered into by the Group include several negative and positive covenants and require-
ments to obtain the lender's consent for, among other things, further financing, providing security or creating
charges over its assets, concluding lease, rental or other agreements with regard to encumbered assets granting
rights to third persons, changes in the Group’s corporate structure, consolidating or merging with another entity,
changes in its share capital, changes in its main field of activity or in competence of its management board, mak-
ing investments to other enterprises or transfer of business or part thereof. Some financing agreements of the
companies belonging to the Group (the “Group Companies”) also set forth the obligation of the relevant Group
Company to retain certain financial levels and ratios throughout the term of such agreements.

The financing agreements concluded by the Group Companies contain customary events of default, including
cross-default provisions. These cross-default clauses expose the Group to default risks based on contract perfor-
mance under other agreements with the lender or with other creditors. In addition, under the financing agree-
ments, it is an event of default if the borrower incurs significant additional financial obligations or if there is a
change of control in the borrower without the prior consent of the lender.

In addition, the Group’s financing agreements require the Group Companies to pledge their immovable property.
Most of the Group’s immovable property has been encumbered with mortgages for the benefit of relevant lenders.
Furthermore, certain of the Group Companies (including the Company) have issued guarantee letters whereby
they have guaranteed the performance of the Group’s obligations arising from the financing agreements. This
allows the financial institution to demand performance under the financing agreement from the issuer of such
guarantee (e.g. the Company), if the borrower fails to perform its duties under the financing agreement. As a
result, the Group as a whole is exposed to risks related to the failure by a subsidiary to perform its obligations
arising from financing agreements. As at 30 June 2012 the total amount of the guarantees issued by the Group
Companies (including the Company) was EUR 26,484 thousand. In addition, the Company has issued a guaran-
tee to secure (jointly with Pro Kapital Eesti AS) possible claims against Taismaja AS arising from a loan contract.
The guarantee letter is limited to maximum amount of potential claim. The guarantee is effective until 2 May 2017.
Moreover, certain financing agreements set out subordination of intra-Group loans. Thus, certain Group compa-
nies may not repay any part of the loan or interests to other Group companies prior to repayment of the credit to
banks. Consequently, these provisions limit the flow of funds among the Group companies, which may have a
material adverse effect on the financial condition of Group companies or on the Group as a whole.

Dependency on cash flows from subsidiaries

The Company is a holding company, which conducts its business through its subsidiaries. The Company itself
does not own significant assets other than the investment into its subsidiaries. Therefore, in order to be able to
pay dividends to its shareholders and meet its own obligations, the Company is dependent on the receipt of divi-
dends from its subsidiaries.

Each of the Estonian, Latvian, Lithuanian and German laws set out capital maintenance and other relevant rules,
which limit the Group Companies ability to pay dividends or make other distributions. According to Estonian law, a
company may only pay dividends or make other distributions, if its current profits and retained earnings are suffi-
cient for such distribution. According to Latvian law, dividends may be declared only once per financial year by a
decision of the annual General Meeting of the Shareholders on the division of profit based on the proposal of the
Management Board on the distribution of profit. Dividends may not be determined, calculated and paid out, if the
net value of the own funds of a company at the time of the end of the accounting year fall below, or as a result of
this payment would fall below the total amount of the share capital of a company. According to Lithuanian law,
dividends may be declared by a decision of the General Meeting of Shareholders on the division of profit. Divi-
dends may be paid for the financial year, in this case dividends shall be declared by a decision of the annual
General Meeting of Shareholders based on the proposal of the Management Board on the distribution of profit. A
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decision to pay dividends for the financial year may not be adopted if the company has liabilities, which are over-
due at the adoption of the decision regarding dividend payment, if the company suffers losses at the end of a
respective accounting period, and if the owners’ capital of the company is below or as a result of the dividend
payment would fall below the total amount of the registered capital and reserves formed in the company. In addi-
tion, dividends may be paid for the period shorter than a financial year. In this case, the shareholders holding not
less than 1/3 of all votes shall request payment of dividends and an interim financial statement shall be prepared.
Decision to pay dividends for the period shorter than a financial year may not be adopted if the company has
liabilities, which are overdue at the adoption of the decision regarding dividend payment or the company will be
not able to fulfil its financial obligations for the current financial year, or if the company suffers losses at the end of
a respective accounting period. According to German law, German limited liability companies may pay dividends
and make other distributions to shareholders only if the payments do not violate the capital maintenance rules.
Pursuant to such capital maintenance rules, payments to shareholders may not be made to the extent that the
funds are needed to maintain the company's registered share capital unless a domination or profit and loss pool-
ing agreement within the meaning of Section 291 of the German Stock Companies Act (Aktiengesetz) has been
concluded. Therefore, the Company’s financial position is dependent on the subsidiaries’ ability to pay dividends.
Furthermore, the ability to pay dividends is also restricted by contractual covenants binding on the Group compa-
nies.

Risk related to customers’ and other counterparties’ financial position

The Group is exposed to the credit risk. The Group is continuously monitoring the payment behaviour of its cus-
tomers and other counterparties. Moreover, in addition to contractual monetary obligations, the counterparties
may not be able to compensate the Group for the damages caused as a result of breaches of their non-monetary
obligations. Such defaults by counterparties could inter alia result in the Group Companies defaulting under their
other contracts and being obliged to pay compensation to their other counterparties without being respectively
compensated by the counterparties that initially defaulted, which could have a material adverse effect on the
Group’s business, results of operations and financial condition.

Risk related to lease agreements

The Group’s lease agreements are divided into two categories: fixed-term lease agreements and lease agree-
ments entered into for an unspecified term. The Group seeks to use both types of agreements, depending on the
market situation and the properties in question.

Lease agreements entered into for an unspecified term involve nevertheless a risk that a large number of such
agreements may be terminated within a short period of time, and this risk is even further emphasised in an uncer-
tain economic environment. In order to prevent tenants from terminating the lease agreements, the Group may
need to agree on the reduction of rent. The reduction of rent payable to the Group under a large number of lease
agreements and/or concurrent termination of a large number of lease agreements could have a material adverse
effect on the Group’s business, results of operations and financial condition.

Currently lease agreements account for EUR 886 thousand, which forms relatively minor part of the total Group’s
revenues. Portion of lease related income is expected to increase significantly after the completion of the Peter-
buri Rd. Shopping Centre, which at first is planned to be leased out and managed for stabilizing the rental cash
flow, and thereafter sold once the conditions are favourable.

Contractual risks and legal proceedings

A dispute may arise between the Group and its contractual counterpart on the interpretation or the validity of a
contract or fulfilling of contractual obligations, which can lead to arbitration or litigation with an unfavourable out-
come for the Group.

The Group may from time to time be involved in a number of legal proceedings, which may also have an adverse
effect on business, results of operations and financial conditions of the Group. Currently there are several on-
going legal proceedings. The most significant of the on-going legal proceedings is the claims from Aprisco B.V.
under a guarantee letter given by the Company. Aprisco B.V. presented two alternative claims against the Com-
pany to the court in the Netherlands: (i) claims for compensation of damages in the amount of EUR 2,300,000 or
in the amount as ruled by the court; and (i) EUR 904,106 plus fine for delay or EUR 524,000 plus fine for delay.
The District Court in Rotterdam ruled on 4 July 2012 that the Company shall pay EUR 1,409,265.20 to Aprisco
B.V. The Management Board of the Company plans to appeal the court judgement.

The Group is exposed to environmental liability

The Group’s activities are and will continue to be subject to laws and regulations relating to environmental protec-
tion. Such laws and regulations typically cover a wide range of matters, including, among other things, waste
handling and protection of ambient air and use of water. Furthermore, such laws are subject to possible future
changes (please also read the risk factors “Risks relating to doing business in the Baltic States” and “Increased
cost of complying with government regulations”). Failure to comply with the laws, regulations, permits and contrac-
tual terms and conditions (including failure to adjust the Group’s activities to the amended legal requirements)
could result in substantial costs and liabilities, which could adversely affect the Group’s business, its financial
condition and results of operations.

The land units, which have been or will be acquired by the Group, may subsequently be found to be contaminat-
ed. Environmental laws and regulations often impose liability on the current property owner whether or not the
owner knew of, or was responsible for, the presence of such contamination. In relation to this risk, please note
that: (a) when the Group has purchased land, it has not always required the seller to warrant that there is no
contamination on the land; (b) the Group has not carried out environmental investigations in respect of several of
its land units; (c) should the Group fail to detect or remedy contamination, this may adversely affect the Group’s
ability to sell or lease property and expose the Group to claims and (d) upon sale of the property, the purchasers
have required and are likely to require the Group to warrant that there is no contamination on the associated land.
The cost of complying with environmental regulations or of decontamination of any land by the Group or the cost
associated with a successful claim for damages could have a material adverse effect on Group’s financial condi-
tion and results of operations.

The Group is dependent on key personnel

The Group’s performance is reliant upon the efforts, diligence, skill and network of business contacts of its senior
management team. Even though the Groups has agreed with key personnel (except for Olga Rudzika, the Manag-
ing director of AS “Pro Kapital Latvia”, and Neringa Rasimaviciené, the General director of Pro Kapital Vilnius Real
Estate UAB) regarding their non-competition obligation applicable for six months after the termination of their
employment, the Group may not always be able to impose competition covenants or other contractual restrictions
on a key manager and the Group has to give additional remuneration incentives in order to secure the loyalty and
continued employment of such managers. Currently the Group does not have share-linked incentive system.
Should the Group lose one or more key managers and fail to find a replacement quickly enough, or should such
key manager or managers join a competing business, this could adversely affect the business and results of
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operations of the Group.

The Group’s reputation may be damaged

The Group’s ability to attract purchasers of property, attract and retain tenants, raise the necessary financing for
the development projects as well as retain personnel in its employment may suffer if the Group’s reputation is
damaged.

Dependence on IT systems

Property development and operating of hotels are not generally considered high-tech or technology-intensive
industries. However, rapidly developing technology is nevertheless one of the determining factors of success in
such business and advanced technology and sophisticated IT solutions are critical for project management of
large and complex development projects as well as operations of hotels.

Potential tax liability

There is a significant number of intra-group transactions and contractual arrangements (such as lease, credit and
service agreements between Group Companies). The Group is therefore subject to a transfer pricing risk in rela-
tion to any transactions between related parties that are not conducted on an arm’s length basis. This could in-
volve an adjustment to the tax results for entities involved to take account of arm’s length pricing, which could
have an adverse effect on the Group’s business, results of operations and financial condition.

Transactions with related as well as unrelated parties may carry a risk of requalification, should the tax authority
challenge the economic substance of the transactions, e.g. under the ,substance-over-form* rules. Considering
the wide interpretation given to ,substance-over-form“ rules by the Estonian, Latvian or Lithuanian tax authority in
various cases, requalification of transactions and corresponding adjustment of tax results, such as prohibition to
deduct input VAT or additional income tax charge, may have an adverse effect on the Group’s business, results of
operations and financial condition.

Liability for obligations transferred in the Division

The division of the Company was carried out in 2011 (the “Division”). According to Estonian law, companies
participating in a division (e.g. the Company and AS Domina Vacanze Holding) shall be jointly and severally liable
for the obligations of the company being divided which arise before entry of the division in the Estonian Commer-
cial Register (i.e. 23 November 2011 in case of the Division of the Company). In relations between solidary debt-
ors, only persons to whom obligations are assigned by the division plan are obligated persons. A company partici-
pating in a division to whom obligations are not designated by the division plan shall be liable for the obligations of
the company being divided if such obligations become due within five years after entry of the division in the Esto-
nian Commercial Register. The above means that the Company is jointly and severally liable for the obligations
transferred to AS Domina Vacanze Holding to the extent such obligations become due and payable within five
years as of the registration of the Division (i.e. until 23 November 2016).

The maximum potential liability of the Company for the obligations transferred to AS Domina Vacanze Holding is
EUR 8,957 thousand, of which EUR 6,844 thousand are obligations arising from the convertible bonds of the
Company that were split in the course of the Division. However, should the Company perform any such obligation
it will have a right of recourse against AS Domina Vacanze Holding. In addition, on 30 September 2011, owners of
convertible bonds issued by the Company delivered to the Company a waiver, whereby they waived their claims
against the Company arising from the convertible bonds issued by AS Domina Vacanze Holding as a result of the
split of Company’s convertible bonds that was carried out in relation to the Division. However, it cannot be exclud-
ed that after the disposal of the convertible bonds of AS Domina Vacanze Holding, the Company may be required
to satisfy claims of respective bondholders that they have against AS Domina Vacanze Holding arising from the
convertible bonds.

Real estate developer’s liability

Pursuant to Estonian, Latvian and Lithuanian law, the Group Companies may be held liable as real estate devel-
opers towards their customers for, among other things, legal or construction defects in the property sold to the
customer.

Estonian law allows claims connected to the deficiencies in buildings to be made against the seller of a land unit
under general rules of statute of limitations for an extended period of 5 years (the general limitation period for
contractual claims is 3 years). The law provides for the possibility of agreeing upon a shorter claims period in a
sales contract. Latvian law allows making claims related to the deficiencies in buildings against the seller for 2
years as from conclusion of sales contract. Lithuanian law allows making claims related to the deficiencies in
buildings against the contractor for the following periods: (i) 5 years for open works (e.g. visible works, such as
roof, windows, doors, facade, walls), (ii) 10 years for hidden works (i.e. works, which require specific assessment,
such as engineering networks, insulation, etc.) and (iii) a certain period of time (usually between 1 and 5 years)
specified by the producer for any installed items (heating, electricity systems, etc.). However, in case of bankrupt-
cy of Lithuanian contractors, such claims would be directed towards the real estate developer (please also read
the risk factor “"Dependence on building contractors”).

The Group seeks to cover its exposure for warranty claims mainly by requiring the main contractor of the project to
obtain insurance cover against all construction risks for the whole duration of the project. Such insurance must be
made for the benefit of the financer of respective project (the bank), respective Group Company and, if relevant,
other Group Companies. However, this may not always be sufficient. The Group passes the warranty liability on to
its contractor and subcontractors, but they may not have adequate financial resources to fully indemnify the
Group. Losses may arise from risks not addressed in the Group’s indemnity agreements or insurance policies, or
it may no longer be possible to obtain adequate insurance coverage against some risks on commercially reasona-
ble terms. Failure to effectively cover the Group’s exposure to risks arising from engineering and construction
liabilities could expose the Group to substantial costs and potentially lead to substantial losses. Additionally,
liabilities relating to defects in design and construction may also adversely affect public perception about the
operations of the Group and the perception of customers, suppliers and employees, leading to an adverse effect
on the Group’s business, results of operations and financial condition.

With the Group choosing to be a developer rather than a construction company, it faces additional risks of re-
duced control and timing of the projects, which might be impacted by possible delays from subcontractors, or their
non-performance. This could lead to an adverse effect on the Group’s business, results of operations and financial
condition.

Financial assistance rules

The Group Companies have concluded several intra-group loan agreements. The applicable laws set forth limita-
tions and restrictions on certain intra-group transactions, e.g. upstream loans. For example Estonian law permits
to provide an upstream loan to a parent company only if the provision thereof is not detrimental to the financial
standing of the lending subsidiary and does not impair the interests of its creditors. A violation of such limitations
and restrictions could result in the invalidity of respective loan agreement, which would mean that the lending
subsidiary may immediately demand repayment of the amounts lent. This could adversely affect the business,
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results of operations and financial conditions of the Group.

Latvian law prohibits a parent company as a dominant undertaking to use its influence in order to induce a subsid-
iary as a dependent company concluding transactions disadvantageous to it without compensating incurred losses
during the financial year or granting a subsidiary rights of claim against a parent company. A parent company and
its management, who have induced a subsidiary to enter into a transaction disadvantageous to it, shall be jointly
liable for the incurred losses. The management of a subsidiary shall be jointly liable along with a parent company
and its management for failure to indicate a disadvantageous transaction in a dependency report or failure to
indicate in such report that losses have been caused to a subsidiary and that compensation for such has not in
fact been made.

In Lithuania certain restrictions apply to intra-group loans, i.e. interest in respect of such loans must be equivalent
to an arm’s length price and the loan amount may not exceed the company’s equity more than at a ratio 4:1. If the
loan exceeds the indicated ratio, interest charged on the part of the loan exceeding the relevant ratio may not be
recorded as allowable deductions.

German law allows upstream loans by a German limited liability company to shareholders if the upstream loans do
not violate the capital maintenance rules. Pursuant to such capital maintenance rules, upstream loans may not be
granted to the extent that the funds are needed to maintain the company's registered share capital unless a domi-
nation or profit and loss pooling agreement within the meaning of Section 291 of the German Stock Companies
Act (Aktiengesetz) has been concluded or the company's claim for repayment of the loan is of full value and has
been granted at arms' length terms. The shareholder of a German limited liability company also incurs a liability
if he induces the company to take actions that may lead to the insolvency of the company.

Risks relating to the Group’s Industry

Macroeconomic environment

Real estate development tends to follow the general developments in the macroeconomic environment. Interest
rates, unemployment, inflation, private consumption, capital expenditure and other macroeconomic indicators
have significant influence on real estate developments and hence the potential profitability of the Group. Adverse
developments in the macroeconomic environment increase pressure on real estate prices, rent rates and yields.
Cyclicality of the real estate sector

Real estate development is a cyclical sector. The number of real estate related transactions fluctuates significantly
depending on the stage of the real estate cycle. Cyclicality in the Baltic countries has been relatively high lately as
a fast growth in prices fuelled by availability of cheap financing was followed by a steep decline as a result of
financial crisis.

llliquidity of real estate

Most of the investments that the Group has made in its real estate portfolio are relatively illiquid and sales of those
properties might be time consuming. In case the Group’s liquidity is adversely affected the Group might not be in
position to liquidate its investments promptly. Recent relatively low activity in the Baltic real estate market further
increases the illiquidity related risks.

Competition

The Group is operating in a competitive environment with high number of other companies engaged in the real
estate development in the Baltic States. Even though market downturn in 2008-2010 has somewhat decreased
the competitive pressure, there are still some relatively well capitalized competitors who can pursue development
projects that might compete with the Group’s developments.

Recent increase in real estate market activity and improved availability of financing has had a positive effect on
some of the Group’s competitors who have started the development of some of the projects in their portfolios.
Recent pick-up in market activity has also increased the interest of some of the international investors in the Baltic
real estate increasing the risk that some of the competitive projects will obtain the necessary funding.

Sales of seized relatively recently developed properties by some of the commercial banks in the Baltic States
might also compete with the Group’s developments. All of the above aspects related to the competitive landscape
of the Group’s industry might have an adverse effect on the Group’s business, results of operations, financial
condition and profitability.

Changes in customer preferences

Real estate sub-markets where the Group is operating in (residential housing market, retail property market) are
subject to changing customer trends, demands and preferences. In particular, customer trends, demands and
preferences may vary depending on economic factors, as well as customer preferences for the style of develop-
ments. The Group reassesses different risks, including potential changes in customer preferences, at different
phases of a project. There can be no assurance that the Group will be able to recognise such changes and adapt
its existing developments or planned developments in timely fashion to suit such changes in customer prefer-
ences. If customer preferences in the markets where the Group operates cease to favour the Group’s develop-
ments, this could have an adverse effect on the business, results of operations and financial condition of the
Group.

The Group is exposed to the credit risks of its customers and suppliers

The Group’s financial performance and position are dependent, to a certain extent, on the creditworthiness of its
customers and suppliers. If there are any unforeseen circumstances affecting the Group’s customers’ and/or
suppliers’ ability or willingness to pay, the Group may experience payment delays or non-payment. Each of these
factors may have material adverse impact on the Group’s operations, prospects and financial results.

Political, economic and legal risks

Risks relating to doing business in the Baltic States

Estonian, Latvian and Lithuanian markets as emerging markets are subject to greater risks than more mature
markets, including legal, economic and political risks. Estonia, Latvia and Lithuania have experienced significant
political, legal and economic changes and liberalization during the last two decades of transition from the planned
economy to a market economy.

For the purposes of its accession to the European Union, Estonia, Latvia and Lithuania implemented significant
social and economic changes, as well as reforms of their legal and regulatory framework. As a result, the volume
of Estonian, Latvian and Lithuanian legislation and other regulations has increased and is expected to increase
further pursuant to the obligation to apply European Community law.

The Estonian, Latvian and Lithuanian civil codes and corporate, competition, securities, environmental and other
laws have been substantially revised during the last two decades as part of Estonia’s, Latvia’s and Lithuania’s
transition to a market economy and to meet EU requirements and standards. The new legislation remains in part
largely untested in courts and no clear administrative or judicial practice has evolved.

The rights of shareholders of Estonian companies may differ from the rights of the shareholders of com-
panies organised in other jurisdictions

The Company is organized under the laws of Estonia and consequently the rights of the Company’s shareholders
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are governed by the laws of Estonia and by the Company’s Articles of Association. Accordingly, the Company’s
corporate structure as well as the rights and obligations of its shareholders may be different from the rights and
obligations of the shareholders of companies organised in other jurisdictions. Estonian regulations may provide
shareholders with particular rights and privileges which could not exist in other jurisdictions and, vice versa, cer-
tain rights and privileges that shareholders may benefit from in another jurisdiction may not be available in Esto-
nia.

Judgments of Latvian and Lithuanian courts against the Company and the Group may be more difficult to
enforce than if the Company and its management were located in Latvia or Lithuania, respectively

The Company was formed in accordance with the Estonian laws and its registered office is in Estonia. The majori-
ty of the assets of the Group are located in Estonia and the majority of the management personnel working for the
Group reside in Estonia. For this reason Latvian and Lithuanian investors may encounter difficulties in serving
summons and other documents relating to court proceedings on any of the entities within the Group and/or the
management personnel working for the Group. For the same reason it may be more difficult for Latvian and Lithu-
anian investors to enforce a judgment of the Estonian court issued against any entities within the Group and/or the
management personnel working for the Group than if those entities and/or the management personnel were
located in Latvia or Lithuania respectively.

Risks related to Estonian tax regime

Estonia currently enjoys a corporate income tax regime under which income tax is deferred until profits are distrib-
uted. Profit distributions are subject to income tax of 21/79 of the net amount of distributed profits. The possibility
that Estonia may change its corporate taxation policy has periodically been subject to political discussion but it is
currently not possible to assess whether or when any such change may occur. Any change in Estonian corporate
taxation policy could have a material adverse effect on the Group’s business, results of operations and financial
condition.

Unfavourable changes in Latvian tax regime may have material adverse influence on the Group

The Group Companies are subject to the following taxes in Latvia: VAT, social security contributions, personal
income tax, corporate income tax and real property tax. According to the Tax Policy Strategy for 2011-2014 set by
the Latvian Ministry of Finance, no additional tax load should be imposed on tax payers in Latvia within the period
until 2014 (including), except for potentially moderate increase in real property tax. At the same time, the effective
personal income tax charge may be reduced by increasing the tax-exempt ceiling. However, there could be no
assurance that the tax policy in Latvia would not change in a manner having adverse effect on the Group’s busi-
ness and financial results.

Moreover, the Group is subject to continuous examinations and audits by the Latvian tax authorities. While the
Group regularly evaluates its compliance with tax legislation and uncertain tax positions, any adverse outcome
from such continuous examinations may have adverse effect on Group’s operating results and financial position.
All above mentioned factors may have material adverse effect on the Group’s business, operations, financial
position and financial results.

Risks related to possible amendments of Lithuanian tax regime

Periodically Lithuanian politicians discuss the revision of tax burden between capital and labour; however, current-
ly no amendments of respective tax laws have been initiated and it is not possible to assess whether and/or when
any such amendments may occur. It is likely that the risk related to the amendments of tax laws may increase
after the Parliamentary election in Lithuania in the autumn of the current year.

Risks related to German tax regime

The German Group Companies are in general subject to taxation in Germany, in particular with respect to corpo-
rate income tax, trade tax (Gewerbesteuer), VAT and land tax and local taxes (where applicable). In addition, the
German Group Companies have to pay wage tax and social security contributions with respect to wage payments
to their employees and may have to pay withholding tax on dividends distributed to their shareholders. The taxa-
tion with respect to these taxes and contributions may be subject to changes due to the amendment of (tax) laws,
(the change of) court decisions and the interpretation of tax laws by the German tax authorities. These changes
may have adverse effects on the German Group Companies' business and financial results.

Increased cost of complying with government regulations

No assurance can be given that the governments in the Group’s core markets will not implement new regulations
or fiscal or monetary policies, or amend existing regulations, including regulations or policies relating to or affect-
ing taxation, the environment, health and safety, public procurement, or exchange controls. Any significant
amendment to the existing regulations or any new regulations could result in significant additional costs for the
Group. The Group may not be able to pass such additional costs onto the purchasers of the property. Any signifi-
cant amendment to the existing regulations or any new regulations could also impose restrictions on the opera-
tions of the Group. This could have a material adverse effect on the Group’s business, results of operations and
financial condition.

Eurozone risk

Recent turmoil related to some of the Eurozone economies may affect the Company's operating environment,
either directly or indirectly through common currency and monetary policy changes. Prolonged and deep national
budget deficits may adversely impact all the area’s attractiveness, including Eurozone candidate countries such as
Latvia and Lithuania which are operating under the ERM Il mechanism. Full or partial collapse of the Eurozone
might have a material impact on the Company’s business.

Interest rate risk

The interest rates of the loans taken by the Group from credit institutions are based on the EURIBOR base rate,
which is determined as of the quotation date occurring periodically after the date of the relevant loan agreement.
Increases in EURIBOR will lead to a corresponding increase in the financial costs of the Group.

Furthermore, high interest rates tend to reduce the demand for real estate, which in turn can adversely affect the
value of Group’s properties and, as a result, the Group’s revaluation gains. The Group regularly compares poten-
tial losses arising from interest rate fluctuation against the cost of hedging. In a majority of instances, no hedging
has taken place, since the hedging expenses would have exceeded the potential losses arising from interest rate
fluctuations.

Currency Exchange Risk

The revenue of the Group is primarily denominated in euro, LVL and LTL, while the expenses of the Group are
primarily denominated in euro. Fluctuations in foreign exchange rates can have a significant impact on the valua-
tion gain accounted for in the income statement year by year. In addition to that potential fluctuations in currency
exchange rates can have an impact on the demand for the Group’s properties, its availability of financing, costs of
construction works and other aspects of the Group’s operations. The main currency risk for the Group is that the
rate at which these currencies are pegged to the EUR changes or that any of these currencies ceases to be
pegged to the EUR. The Group is not engaged in exchange rate hedging activities, and thus is exposed to curren-
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cy exchange risk.

Any devaluation or revaluation of LVL or LTL may have negative consequences for the economies of the Group
home markets as a whole and may have a material adverse effect on the financial condition and results of opera-
tions of the Group.

Pegged currency may have adverse impact on Latvian economy and therefore materially adversely influ-
ence the Group

Since May 2005 Latvia has been part of the ERM Il and committed to observe a central exchange rate of LVL
0.702804 to EUR 1.00 with a fluctuation band of +15%. However, Latvia unilaterally maintains a 1% fluctuation
band around the central rate. The fact that LVL is pegged to EUR could have material adverse effect on the Latvi-
an economy. Namely, pegged currency limits the self-regulatory mechanisms of the economy. For example,
during financial turmoil substantial amounts of investments are withdrawn from developing countries (such as
Latvia), what causes depreciation of local currency. Although, depreciation of local currency increases the trade
competitiveness of the country (by fuelling exports), and therefore softens the impact and economic consequenc-
es of the financial turmoil, countries with pegged currency cannot rely on above mentioned self-regulatory mecha-
nisms and therefore could be struck by the financial turmoil in more severe way. Therefore, during any financial
turmoil the Latvian economy may have limited ability to recover due to peg between LVL and EUR. Any potential
turmoil in economic conditions in Latvia, over which the Group has no control, could significantly affect the
Group’s business, prospects, financial conditions and results of operations in a manner that could not be predict-
ed.

Pegged currency may have adverse impact on Lithuanian economy and therefore materially adversely
influence the Group

Since June 2004 Lithuania has been part of the ERM Il and committed to observe a central exchange rate of LTL
3.4528 to EUR 1.00 with a fluctuation band of +15%. However, Lithuania unilaterally maintains a 0% fluctuation
band. The fact that LTL is pegged to EUR could have material adverse effect on the Lithuanian economy. Namely,
pegged currency limits the self-regulatory mechanisms of the economy. For example, during financial turmoil
substantial amounts of investments are withdrawn from developing countries (such as Lithuania), what causes
depreciation of local currency. Although, depreciation of local currency increases the trade competitiveness of the
country (by fuelling exports), and therefore softens the impact and economic consequences of the financial tur-
moil, countries with pegged currency cannot rely on above mentioned self-regulatory mechanisms and therefore
could be struck by the financial turmoil in more severe way. Therefore, during any financial turmoil the Lithuanian
economy may have limited ability to recover due to peg between LTL and EUR. Any potential turmoil in economic
conditions in Lithuania, over which the Group has no control, could significantly affect the Group’s business,
prospects, financial conditions and results of operations in a manner that could not be predicted.

D.3

Key risks that
are specific to
the Shares

Liquidity

Prior to this Offering, there has been no public market for the Shares. The Company cannot assure you that an
active trading market for the Shares will develop or be sustained after the Offering and Listing. The Offer Price will
be determined through negotiations among the Managers and the Company. An investor subscribing for any Offer
Shares may not be able to sell those Offer Shares at or above the Offer Price.

The price of the Shares after this Offering may be volatile and may fluctuate significantly in response to numerous
factors including inter alia (a) actual or anticipated fluctuations in our quarterly and annual results and those of our
publicly-held competitors, (b) industry and market conditions, (c) changes in laws and regulations, (d) shortfalls in
the operating results of the Group from levels forecast by securities analysts; (e) announcements concerning the
Group or its competitors; (f) global and regional economic conditions and (g) the general state of securities mar-
kets. Many of these factors may be beyond the Company’s control.

An application has been made to the Tallinn Stock Exchange for the Listing. However, no assurance can be given
that the Shares will be listed or that, following the listing, an active trading market for the Shares will emerge,
develop or be sustained after completion of the Offering.

The Tallinn Stock Exchange is substantially less liquid and more volatile than certain more established markets
such as those in other countries with more highly developed securities markets. The relatively small market capi-
talization and low liquidity of the Tallinn Stock Exchange may impair the ability of investors to sell the Shares on
the Tallinn Stock Exchange, which could increase the volatility of the price of the Shares.

Prices on the Tallinn Stock Exchange may also be affected by external factors, such as the performance of world
markets generally, or other emerging markets in particular, or the imposition of or changes in trading or capital
gains taxes.

Share price fluctuations caused by offer for sale of substantial number of additional shares

Sales or issuance of additional Shares into the public market following the Offering could adversely affect the
market price of the Shares. The Global Coordinator and certain shareholders have agreed to a lock-up commit-
ment for a period of 12 months in connection with the Offering. These shareholders together own or control ap-
proximately 60.37% of the Shares outstanding prior to the Offering and 35.60% of all the Shares outstanding
immediately following the Offering assuming that all Offer Shares and no Over-Allotment Shares (as defined in
Section E.3 below) are issued, no convertible bond of the Company has been converted to a Share and none of
the current shareholders acquires any Offer Shares in the Offering. The Company may also be required to issue
up to 4,025,758 new Shares in the course of conversion of the convertible bonds issued by the Company.

The Offering may be suspended or cancelled

There may be various circumstances, on which the Company has no or very limited influence, that may affect the
Offering. Therefore, the Company is entitled to suspend or cancel the Offering, in case such circumstances would
have disadvantageous impact on the results of the Offering. In light of the above, there is a risk that the investors
may not be able to effectively subscribe for the Offer Shares. Furthermore, in such case, payments made by
investors during the Offering, may be returned without any compensation or interest.

The Shares may be delisted from the Tallinn Stock Exchange or the trading in Shares on the Tallinn Stock
Exchange may be suspended

If the Company will fail to comply with certain requirements or fulfil certain obligations arising from the laws of
Estonia or the Rules of the Tallinn Stock Exchange, the Tallinn Stock Exchange may delist the Shares or suspend
trading in Shares. Further, the Company may apply for the delisting from the Tallinn Stock Exchange or for the
suspension of trading therein. There is no guarantee that the Shares will never be delisted from the Tallinn Stock
Exchange or trading therein will never be suspended. Delisting of the Shares could decrease the liquidity of the
Shares and affect the ability to sell the Shares at a satisfactory price by the Investors. Although it is the Compa-
ny’s intention to make all endeavours in order to comply with all applicable regulations to avoid suspension of
trading in Shares on the Tallinn Stock Exchange, future suspensions cannot be fully excluded. The Share price
may be adversely affected by any suspension of trading in the Shares in the Tallinn Stock Exchange.
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The Company may not pay dividends

There is no assurance that the Company will pay dividends on the Shares, nor is there any assurance as to the
amount of any dividend it might pay. The payment and the amount of any dividend will be subject to the discretion
of the General Meeting of Shareholders of the Company and will depend on available cash balances, anticipated
cash needs, results of operations and financial condition of the Group and any financing agreement restrictions
binding the Company as well as other relevant factors.

Inability to exercise pre-emptive rights

Pursuant to the Estonian Commercial Code, shareholders of a company have generally the preferential right to
subscribe for new shares in proportion to their existing shareholding. However, such preferential right can be
waived by a resolution of the General Meeting of Shareholders by a majority of 3/4 of the votes represented at
such General Meeting of Shareholders. As a result of an issuance of additional shares with exclusion of preferen-
tial right to subscribe for new Shares, the shareholding and voting rights in the Company and the earnings per
Share may be diluted.

In addition, if the above-referred pre-emptive rights are not waived, United States holders of Shares may not be
able to exercise statutory pre-emption rights in the future unless a registration statement under Regulation S
(“Regulation S”) under the United States Securities Act of 1933, as amended (the “Securities Act’) is effective
with respect to those rights, or an exemption from the registration requirement thereunder is available. The Com-
pany is unlikely to file any such registration statement in the future, and no assurance can be given that an ex-
emption from the registration requirements of the Securities Act would be available to enable such United States
holders to exercise such statutory pre-emption rights or, if available, that the Company will utilize any such exemp-
tion. Furthermore, if United States shareholders are not able to exercise statutory pre-emption rights, they may
face dilution as a result. Similar risk may also relate to investors from certain other jurisdiction, where require-
ments similar to those of the United States referred to above are in force.

Holding of Shares in a nominee account

Shares may be held in a nominee account. Pursuant to the Estonian law, any Shares held in a nominee account
(including Shares that are held via custodians of the Latvian Central Depository and the Lithuanian Central Depos-
itory, which are held in the ECRS in the nominee accounts of the Latvian Central Depository and the Lithuanian
Central Depository) shall be considered as the Shares legally owned by the owner of the nominee account. This
could result for the investors holding the Shares in a nominee account in deprivation of certain rights or privileges
as compared with the investors, who hold Shares in their own securities’ account. This is in particular the case
when changes are being made to the share capital of the Company or the Shares (e.g. while conducting reverse
split of Shares or providing pre-emptive right to the shareholders while issuing new Shares), where the Company
will treat all Shares held in a nominee account as held by one investor. Notwithstanding the above, the voting
rights and rights to dividend and to other distributions attached to the Shares held in nominee accounts and other
securities’ accounts are the same.

Limited analyst cover

The trading market for the Shares will depend on the research and reports that industry or securities analysts may
publish about the Group or its business. The Group has no control over these analysts. If one or more of the
analysts who cover the Group downgrade their ratings of the Shares, the price of the Shares may decline. If one
or more of these analysts cease coverage of the Group or fail to publish regular reports on it, the Company could
lose visibility in the financial markets, which in turn could cause the price of the Shares or trading volume to de-
cline.

Restrictions on transfers of Offer Shares and no public market in the United States for resales of the
Shares

The Offer Shares have not been registered in the United States under the Regulation S or under any other appli-
cable securities laws and are subject to restrictions on transfer contained in such laws. The Company does not
intend to (i) list the Shares on an established securities exchange in the United States, (ii) have the Shares quoted
on an automated inter-dealer quotation system in the United States or otherwise create a public market in the
United States for re-sales of the Shares. The Shares constitute “restricted securities” as defined in Rule 144(a)(3)
under the Regulation S and, accordingly, are not freely tradable in the United States. There are additional re-
strictions on the resale of Offer Shares (i) by persons who are located in the United States and/or (ii) to any per-
son who is located in the United States. Similar risk may also relate to persons from certain other jurisdiction,
where requirements similar to those of the United States referred to above are in force.

Turmoil in emerging markets could cause the value of the Shares to suffer

Financial or other turmoil in emerging markets has in the recent past adversely affected market prices in the
world’s securities markets for companies operating in the affected developing economies. There can be no assur-
ance that renewed volatility stemming from future financial turmoil, or other factors, such as political, that may
arise in other emerging markets or otherwise, will not adversely affect the value of the Shares even if the Estonian
economy remains relatively stable.

Tax treatment for investors in an Estonian company may vary depending on tax residence of the investors
The Company is a company established and existing under the laws of Estonia and as such the Estonian tax
regime applies to distribution of profit and other payments from the Company to its shareholders. The taxation of
incomes from such payments as well as other incomes, from the disposal of shares, may vary depending on tax
residence of particular investors as well as on provision of double tax treaties with Estonia in force. Provisions
applying to particular investors may be unfavourable or may change adversely.

There can be no assurance that the Company will not be considered a passive foreign investment company (the
“PFIC”) for any taxable year. If the Company were treated as a PFIC for any taxable year during which a United
States investor held shares, certain adverse United States federal income tax consequences could apply to such
investor.

Each investor may be subject to taxation outside Estonia and should therefore consult with its own tax adviser.
There can be no assurance that any activities, which the Group may conduct at any time in the future, would result
in the investor becoming subject to any further taxes.

The Estonian legal persons do not pay corporate income tax on capital gains received from the sale or exchange
of Shares until distribution. As a general rule, income tax is not charged on gains realized also by non-residents
(whether legal persons or individuals). However, Estonian income tax is charged on the capital gain realized from
the sale or exchange of Shares of a “real estate company” if the non-resident’s holding exceeds 10%. A “real
estate company” for these purposes is a company, contractual investment fund or other pool of assets of whose
property, at the time of the transfer or during a period within 2 years before transfer, more than 50% was directly
or indirectly made up of immovable properties or structures as movables located in Estonia. Therefore, should the
Company be considered as a “real estate company”, that would bring along the requirement to pay Estonian
income tax on the capital gain realized from the sale or exchange of Shares by a non-resident, whose holding
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exceeded 10% of the share capital of the Company prior to such sale or exchange.

Limitations on enforcing judgments against the Company

The Company is incorporated in Estonia. The judgments of the courts of the member states of the European
Union (except for Denmark) must be recognized and enforced in Estonia either under Council Regulation (EC) No
44/2001 or Regulation (EC) No 805/2004 of the European Parliament and of the Council without any special
procedure being required.

Pursuant to Article 620(1) of the Estonian Code of Civil Procedure, judgments of the courts of foreign states other
than the member states of the European Union must be recognized in Estonia, subject to certain exceptions, such
as judgements contrary to Estonian order public or earlier judgement involving the same cause of action and
between the same parties, judgements where the defendant was not able to reasonably defend its rights and
judgements given by a non-authorized court. In such exceptional situations the judgements of the courts of foreign
states other than the member states of the European Union are not enforceable in Estonia without re-litigation of
the subject matter of such judgements on its merit.

Section E — Offer

Ele- Title Disclosure

ment

E.1 Total net pro- The aggregate net proceeds to the Company are estimated to amount to approximately EUR 69.2 million, after
ceeds. Esti- deducting the fees and expenses of the Offering, assuming that all offered Offer Shares will be subscribed for and
mate of total issued, based on the mid-point of the Offer Price Range, save for any proceeds deriving under issuance of any
expenses of the | Over-Allotment Shares (as defined in Section E.3 below).

Offering (in- The estimated total expenses of the Company relating to the Offering amount to EUR 3.9 million.
cluding esti-

mated expens-

es charged to

the investor)

E.2a Reasons for the | The purpose of the Offering is to obtain additional equity financing necessary for the Group’s real estate develop-
Offering / Use ment activities. The Group plans to use the net proceeds received from the Offering inter alia for the development
of proceeds / of the following three properties of the Group: (a) Tondi Quarter in Tallinn; (b) Peterburi Rd. Shopping Centre in
Estimated net Tallinn; and (c) Tallinas St. Residential Complex in Riga. In the Management Board’s view the exact allocation of
amount of the funds to the development projects cannot be determined at the date of this Prospectus. The exact allocation of
proceeds the funds to various development projects will be determined by the Company at a later stage on the basis of

availability of debt financing and pre-sales.

In addition, the Group plans to use part of the proceeds for general corporate purposes (including the potential
repayment of outstanding obligations). The Group will use the proceeds for general corporate purposes to the
extent and at the time such part of the proceeds is not necessary for financing the Group’s real estate develop-
ment activities. A portion of the proceeds will also be transferred to the legal reserve of the Company pursuant to
its Articles of Association.

The precise use of the proceeds will be determined by the Management Board in line with the annual budgets of
the Company approved by the Supervisory Council and other relevant resolutions that the Supervisory Council
may adopt from time to time.

In addition to above-mentioned investments the Offering is expected to broaden the Group’s investor base and
create an opportunity for the Listing of the Shares on the Tallinn Stock Exchange. The Listing is expected to
increase liquidity of the Shares and enhance the Group’s profile in relation to current and potential customers and
other cooperation partners.

The aggregate net proceeds to the Company are estimated to amount to approximately EUR 69.2 million, after
deducting the fees and expenses of the Offering, assuming that all offered Offer Shares will be subscribed for and
issued, based on the mid-point of the Offer Price Range, save for any proceeds deriving under issuance of any
Over-Allotment Shares. The estimated total expenses of the Company relating to the offering amount to EUR 3.9
million.

E.3 Terms and The Company is offering up to 37,000,000 newly issued Offer Shares with the nominal value of EUR 0.2 each.
conditions of The offering of the Offer Shares is made (i) to the public in Estonia, Latvia and Lithuania (the “Retail Offering”)
the Offering and (i) to qualified investors in and outside of Estonia, Latvia and Lithuania (the “Institutional Offering”).

The Retail Offering is directed to all natural and legal persons in Estonia, Latvia and Lithuania, except for any
persons who are categorised as qualified investors pursuant to the laws of any of Estonia, Latvia and Lithuania.
The subscription period for the Offer Shares (the “Offer Period”) will commence on 27 August 2012 at 10.00 am
(Eastern European Time — Estonian, Latvian and Lithuanian time) and expire (i) on or about 7 September 2012 at
04.00 pm (Eastern European Time — Estonian, Latvian and Lithuanian time).

The offer price payable in consideration for each issued Offer Shares (the “Offer Price”) shall be decided by the
Supervisory Council of the Company, in consultation with Finance, UAB (the “Advisor”) and AS LHV Pank (the
“Global Coordinator”), after the completion of the book-building process directed at qualified investors in the
course of the Institutional Offering. The offer price per Offer Share will be the same for all investors in the Retail
Offering and the Institutional Offering. The Offer Price range for the Offer Shares is EUR 1.90 to 2.05 (the “Offer
Price Range”). The final Offer Price will be published by means of a stock exchange release on or about 10
September 2012 and on the Company’s website www.prokapital.com.

The Company has granted the Global Coordinator an option to require the Company to issue up to an additional
1,000,000 new Shares (the “Over-Allotment Shares”) at the same time with the issuance of the Offer Shares for
purposes of covering possible over-allotments. The Company has also granted the Global Coordinator an option,
exercisable within 30 days of the date of commencement of trading in the Shares in Tallinn Stock Exchange, to
undertake stabilisation in accordance with European Commission Regulation (EC) No 2273/2003. In the course of
stabilisation, the Global Coordinator may purchase Shares from the market in the amount not exceeding the
amount of issued Over-Allotment Shares to stabilize or maintain the market price of Shares and sell such Shares
to the Company.

The conditional increase of the share capital of the Company by EUR 8,000,000 has been resolved by the Gen-
eral Meeting of Shareholders of the Company held on 14 August 2012. The actual increase of the share capital
shall be carried out by the Management Board of the Company.

The existing shareholders of the Company and the members of its management, supervisory or administrative
bodies and employees of the Group Companies may participate in the Offering subject to the conditions of the
Offering set forth herein. The Company is not aware whether or not such persons intend to participate in the
Offering. To the extent that the Company is informed, none of such persons intend to subscribe for more than 5%

24(187)




of the Offer Shares.

The Company expects to announce the Offer Price and the results of the Offering, including the total amount of

Offer Shares allocated in the Institutional Offering and in the Retail Offering on or about 10 September 2012 via

Tallinn Stock Exchange and on the website of the Company (www.prokapital.com).

In order to subscribe for the Offer Shares in the course of the Retail Offering, the investor must have a securities

account opened with (a) the ECRS, (b) any custodian that is a participant of the Latvian Central Depository, who

has a cash agent in Estonia or (c) any registered securities account operators in Lithuania, who has a cash agent
in Estonia and the investor must submit a subscription undertaking via the relevant custodian (the “Subscription

Undertaking”) that operates such investor’s relevant securities account. An investor may apply to subscribe for

the Offer Shares only at the upper limit of the price range, i.e. at EUR 2.05 per Offer Share (the “Subscription

Price”). Possible multiple Subscription Undertakings submitted by an investor shall be merged for the purposes of

allocation.

An investor must ensure that the data in the Subscription Undertaking is correct, complete and readable. An

uncompleted, incorrect or unclear Subscription Undertaking may be rejected. An investor may submit the Sub-

scription Undertaking either personally or through a representative whom the investor has authorized (in the form
required by law) to submit the Subscription Undertaking and make the relevant payments.

A Subscription Undertaking shall be considered submitted and becomes effective at the moment when the trans-

action instruction of respective investor has been delivered to the ECRS on the basis of the respective order

received from the investor’s custodian or relevant subscription place.

By submitting a Subscription Undertaking every investor:

- confirms that he/she/it has read the Prospectus in English and the Prospectus summary translated into Eng-
lish/Estonian/Lithuania/Latvian, including without limitation the “Risk Factors” section and the description of
rights and obligations resulting from the ownership title to the Shares contained therein, and accepts the terms
and conditions of the Offering set out under this Section and elsewhere in this Prospectus and agrees with the
Company that such terms will be applicable to the investor’'s acquisition of any Offer Shares;

- acknowledges that the Offering does not constitute an offer of Offer Shares by the Company in legal terms or
otherwise and that the submission of Subscription Undertaking does not itself entitle the investor to acquire the
Offer Shares nor result in a contract for the sale of or subscription for any Offer Shares;

- accepts that the number of Offer Shares indicated by the investor in the Subscription Undertaking will be re-
garded as the maximum number of Offer Shares which the investor wishes to acquire (the “Maximum
Amount”) and that the investor may receive less (but no more) Offer Shares than the Maximum Amount;

- undertakes to acquire and pay for any number of Offer Shares allocated to it/him/her/in accordance with the
terms and conditions of the Offering;

- irrevocably authorizes each of the relevant Custodian and registrar of the ECRS, and if relevant, the Latvian
Central Depository or the Lithuanian Central Depository, to amend the information contained in the investor’s
transaction instruction, including (a) to specify the value date of the transaction and (b) to specify (i) the number
of Offer Shares to be subscribed for by the investor, (ii) the Offer Price (as determined after the Offer Period) as
the price per Share and (jii) the total amount of the transaction found by multiplying the Offer Price by the num-
ber of Offer Shares allocated to the relevant investor;

- confirms, that he/she/it is not a US person in the meaning of Regulation S and not subject to any other jurisdic-
tion in which placing of the Subscription Undertaking shall be deemed to be in breach of law, also represent
that he/she/it is authorised to place a Subscription Undertaking in accordance with the Prospectus;

- confirms his/her/its awareness that the Subscription Undertaking shall be unconditional, shall not include any
reservations, and shall be irrevocable during the time when the Subscription Undertakings are binding on the
investors, subject to the provisions of the Prospectus; and

- confirms his/her/its awareness that investing in shares is inherently associated with investment risk that can be
inadequate for his/her/its knowledge and experience.

The Company will decide on the allocation of the Offer Shares after the determination of the Offer Price after the

Offer Period, on or about 10 September 2012. The sizes of the Institutional Offering tranche and the Retail Offer-

ing tranche have not been pre-determined. The total amount of Offer Shares to be allocated as part of the Institu-

tional Offering and the Retail Offering will be determined by the Company, in consultation with the Advisor and the

Global Coordinator, in the allocation process after the end of the Offer Period based on the demand for the Offer

Shares by the different investor groups. The Company, in consultation with the Advisor and Global Coordinator,

will determine the exact allocation of the Offer Shares to the qualified investors on discretionary basis. The Com-

pany, in consultation with the Advisor and Global Coordinator, will determine allocation percentages applied to the

Retail Offering as follows:

- the Offer Shares shall be allocated to investors using stepped allocation methodology. Under the stepped
allocation methodology, the Company together with the Advisor, the Global Coordinator and the Book-runner
will determine, after the Offer Period, one or more allocation levels (in number of Offer Shares) and the alloca-
tion percentages applied to each level;

- the transaction amount in each Subscription Undertaking will be divided into different parts, e.g. part being
below the first level (x% of such part will be accepted), part being between the first and second level (y% of
such part will be accepted), part exceeding the second level (z% of such part will be accepted) etc. The main
criteria for the determination of the levels and allocation percentages are: (a) the total demand for the Offer
Shares in the Retail Offering; (b) the size of Subscription Undertakings in the Retail Offering and (c) the number
of investors having submitted Subscription Undertakings in the Retail Offering.

Except that the employees of the Group in Estonia, in Latvia and in Lithuania are entitled a preferential allocation

of up to 1,850,000 Offer Shares (the “Preferential Allocation”), no tranche has been predetermined to investors

in Estonia, Latvia and Lithuania. For the avoidance of doubt, such Preferential Allocation does not constitute
public offering of securities in any country other than Estonia, Latvia, Lithuania and no member of a managing
body or employee of the Group is offered the Offer Shares with the right to participate in the Preferential Alloca-
tion, unless such person is a natural person in Estonia, in Latvia or in Lithuania. In the course of Preferential

Allocation, up to 1,850,000 Offer Shares will be allocated to the Preferred Employees who participate in the Retail

Offering.

Cancellation of the Offering

In case of cancellation of the Offering, or any part thereof, the Company shall make an announcement thereof via

the Tallinn Stock Exchange and on the Company’s website. As of the moment of announcement all rights and

obligations of the parties relating to the cancelled part of the Offering shall terminate.

Notwithstanding the above, the Company will cancel the Offering and shall not issue any Offer Shares, if the

expected net proceeds of the Company from the Offering would amount to less than EUR 10.0 million.
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Key dates:

Start of the Offer Period 27 August 2012

End of the Offer Period 7 September 2012

Offer Price and allocation of Offer Shares is determined and published on or about 10 September 2012

Settlement of Offer Shares on or about 13 September 2012

Trading in Shares commences on the Tallinn Stock Exchange on or about 14 September 2012

E.4 Interests mate- | The Management Board is not aware of any conflicts of interest or potential conflicts of interest between any
rial to the duties of members of the Supervisory Council, the Management Board and other key executives to the Company
Offering / and their private interests and other duties, nor do they possess in the Management Boards belief any material
Conflicting interest related to the Offering. Further, all members of the Supervisory Council and other key executives have
interests confirmed to the Management Board of having no conflict of interest or potential conflict of interest or any material
interest regarding the Offering respectively. In addition, the Management Board is not aware of any arrangements
or understandings with major shareholders, customers, suppliers or others, pursuant to which any person was
elected to the Supervisory Council, Management Board or was given any other key position in the Company.
E.5 Name of the Not applicable: there are no selling Shareholders. AS Pro Kapital Grupp is offering the Offer Shares for the sub-
person or entity | scription by the investors in accordance with the terms and conditions set out in the Prospectus.
offering to sell Lock-up agreements
the security. The Global Coordinator and certain shareholders of the Company (including A.F.l. American Financial Invest-
Lock-up ments Ltd., Sueno Latino AG, Katmandu Stiftung, Zunis S.A., Svalbork Invest OU, Giuseppe Prevosti, Eginvest
agreements: Ltd and Setimm Establishment) have agreed to a lock-up commitment for a period of 12 months in connection with
parties in- the Offering. These shareholders together own or control approximately 60.37% of the Shares outstanding prior to
volved; period the Offering and 35.60% of all the Shares outstanding immediately following the Offering assuming that all Offer
of lock- up Shares and no Over-Allotment Shares are issued, no convertible bond of the Company has been converted to a
Share and none of the current shareholders acquires any Offer Shares in the Offering.
Pursuant to such lock-up agreements, each such shareholder has undertaken not to directly or indirectly, issue,
offer, sell, contract to sell, or otherwise dispose of any of the Shares that such shareholder owned at the time of
entering into the lock-up agreement, during the period ending 365 days after the commencement of the Listing,
without the prior written consent of the Global Coordinator.
E.6 Immediate Following the completion of the Offering assuming that all offered Offer Shares will be subscribed for and issued
dilution. and none of the convertible bonds issued by the Company has been converted to Shares, the Offer Shares and
Amount and Over-Allotment Shares will represent approximately 41.67% of the Company’s share capital assuming that all
percentage of Over-Allotment Shares will be issued or 41.03% of Company’s share capital assuming that none of the Over-
immediate Allotment Shares will be issued. Assuming that all Offer Shares will be issued, none of the convertible bonds
dilution if Exist- | issued by the Company has been converted to Shares and an existing shareholder of the Company does not
ing Shareholder | acquire any Offer Shares or Over-Allotment Shares in the Offering, such existing shareholder of the Company will
not Subscribing | be diluted:
during Offering - 41.67% of his or her shareholding assuming that all Over-Allotment Shares will be issued; or
- 41.03% of his or her shareholding assuming that none of the Over-Allotment Shares will be issued.
E.7 Estimated There are no direct expenses charged to the Investor by the Company when subscribing for the Offer Shares, i.e.
Expenses no product charges, no entry charges, no management charges, and no exit charges apply.

charged to the
Investor by the
Company
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PART Il. RISK FACTORS

Subscription for and investment in the Offer Shares involves a high degree of risk. Prospective inves-
tors in the Offer Shares should consider carefully, among other things, the risks set forth below and
the other information contained in this Prospectus prior to making a decision to subscribe for and in-
vest in the Offer Shares. Any of the risks highlighted below could have a material adverse effect on the
Group’s business, financial condition and result of operations, in which case the trading price of the
Shares could decline, resulting in the loss of all or part of their investment in the Offer Shares. A po-
tential investor who is in any doubt about the action it should take should consult a professional advis-
er who specialises in advising on the acquisition of shares and other securities.

Prospective investors should note that the risk factors described below are not intended to be exhaus-
tive and are not intended to be presented in any assumed order of priority. Additional risks and uncer-
tainties not currently known to the Group or that the Group currently considers immaterial may also
have the effect set forth above.

1. RISKS RELATING TO THE GROUP’S BUSINESS
The Group is exposed to various risks due to long duration of real estate development projects

The core business of the Group is real estate development. The process of real estate development
from the identification of the potential project to the disposal of the developed property usually lasts
several years. Accordingly, the Group’s acquisition and development activities are subject to signifi-
cant risks of non-completion and loss due to:

- changing market conditions, which may result in diminished opportunities for acquiring desired
properties, higher than expected development costs, lower than expected rental rates and lower
than expected disposal prices;

- competition from other market participants, which may diminish the Group’s opportunities for ac-
quiring desired properties on favourable terms or at all;

- the Group’s inability to acquire land at commercially acceptable terms or obtain detailed planning,
including construction rights to the acquired land;

- budget overruns and completion delays;

- the Group’s potential inability to obtain financing on favourable terms or at all for individual pro-
jects or in the context of multiple projects being developed at the same time;

- failure to meet the covenants in financing agreements, which may result in the lenders accelerat-
ing the repayments of loans under cross-default provisions;

- defects in the legal title to land acquired by the Group, or defects in approvals or other authorisa-
tions relating to land held by the Group;

- defects in acquired or developed properties, including latent defects in construction work that may
not reveal themselves until many years after the Group has put a property in service and potential
environmental damages;

- potential significant amendments to the existing governmental rules and regulations or fiscal or
monetary policies or introducing of a new governmental rules and regulations or fiscal or monetary
policies applicable to the Group’s existing and future operations; and

- potential liabilities relating to the acquired land (incl. for example obligation to make certain in-
vestments and potential environmental damages), properties or entities owning properties for
which the Group may have limited or no recourse.

Although many of these risks are beyond the control of the Group, any negative change in one or
more of the factors listed above could adversely affect the business, results of operations and financial
condition of the Group.

Ability to acquire appropriate real estate on commercially acceptable terms

The Group owns significant amount of properties that could be developed by it. Please read Section 6
(Projects and Properties) of Part XI (Business). However, should the Group need to acquire additional
real estate for the development, it needs to identify and secure such real estate on a timely basis
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and/or for commercially acceptable terms. There can be no assurance that the Group will successfully
identify, lease and/or purchase suitable properties on acceptable terms, and failure to do so could
have a material adverse effect on the Group’s business, results of operations and financial condition.

Ability to obtain construction rights, construction and environmental permits and other ap-
provals

The Group has acquired land for which no detailed planning has been prepared or adopted or for
which the existing detailed planning does not provide construction rights suitable for contemplated real
estate development. The Group may also acquire land on such conditions in the future.

In order to develop real estate, detailed planning must have been adopted for respective land unit.
Detailed planning normally details the division of land units, determines the construction rights attach-
ing to each unit, delineates the area that can be occupied by buildings and determines the areas re-
served for streets and other infrastructure. The detailed planning approval process by local municipali-
ties is an administrative process and is subject to strict statutory requirements. The approval process
of the detailed planning has several stages. The draft detailed planning is subject to several analyses
and surveys, and is made public and subject to a public hearing. The process may last several years.
Depending on the results of the process, the intended use of the land, the maximum number of build-
ings on the land, the maximum height of the buildings or other details of the plan could be restricted by
the authorities. When the detailed planning has been approved or the lease agreement signed, the
Group still needs to apply for a building permit from the municipal authorities before construction can
commence. The Group does not have necessary confirmed detailed planning to start developing
Kalaranna Residential Complex and Kliversala Residential Complex. The process for obtaining build-
ing permits is designed to ensure that the proposed building meets the requirements of the detailed
planning or a lease agreement, as well as statutory and municipal building regulations and that the
design of the building is acceptable to the authorities. The Group may also need to acquire certain
other permits and authorisations in order to start constructing building and other structures on the land
units. In addition, the Group may need permits for demolition of the existing constructions located on
the acquired land units. If the demolition is not permitted or its end materials (e.g. containing hazard-
ous substances) need specific handling, it will require additional monetary resources from the Group.
Significant costs relate to the approval process of the detailed planning, obtaining building permit and
other necessary approvals and permits, including any amendments to the indicated documents (if
needed, while executing a relevant project). The Group must bear such costs irrespective of the out-
come of respective proceedings.

Therefore, the Group may experience difficulties or delays in obtaining detailed planning and building
approvals from the various governmental or municipal authorities required to undertake the planned
development and construction. Should the Group fail to obtain approvals and permits on reasonable
terms, it may have to give up the project and sell the land at a sales price which may be lower than the
purchase price. Any material delays in the process may result in additional costs or even abandoning
of the project following changes in the real estate market. No assurance can be given that the Group
will be able to obtain the planning approvals and building permits and other necessary permits and
authorisations and start construction as planned, which could have a material adverse effect on the
Group’s business, results of operations and financial condition.

Changes in intended use of land

Municipalities may change the intended use of the land that the Group has acquired or is considering
to acquire. That may have an adverse effect on the business and the financial position of the Group. In
case the land the Group has acquired is needed for public purposes, e.g. for road construction, the
state or the municipality is to acquire the land in question from the Group for compensation that may
not be lower than the usual value of the land. However, such compensation may not be sufficient to
cover all the damage caused to the Group.

Dependency on small number of large projects

A relatively small number of large projects in or near the capital cities of the Baltic States form sub-
stantially all of the Group's development business. Concentration of large projects may increase the
volatility of the Group's results and increase its exposure to risks attaching to individual projects. Larg-
er projects may also lead to proportionally larger cost overruns, which may negatively affect the
Group's operating margins. Geographic focus on three capital cities of the Baltic States makes the
Group vulnerable in case of a downturn in the property market in any of those cities.
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Management Board believes that relatively few major projects in a limited number of geographic loca-
tions will continue representing a major part of the Group's business in the foreseeable future. If the
Group fails to achieve the expected margins or suffers losses on one or more of these large projects
or if the property markets significantly deteriorate in Tallinn, Riga or Vilnius, this could have a material
adverse effect on the Group's results of operations or financial condition.

Two out of three near term developments, i.e. Peterburi Rd. Shopping Centre and Tondi Quarter are
located in Tallinn, Estonia, and represent approximately 42% of the appraised real estate portfolio of
the Group. Estonian macroeconomic indicators have historically been comparatively more stable than
those in Latvia and Lithuania. However, that does not guarantee such conditions in the future.

Inaccuracy of the forecasts

The Group’s profitability depends on its ability to forecast market prices, rents, property related costs,
anticipated working capital needs, availability of financing, property values etc. In connection with the
Group’s acquisition of property for its development business, the Group bases the purchase prices it
agrees for the property in part on projections of development costs, property values at the time of sale,
future market rents, availability of financing and anticipated working capital etc. If the Group’s projec-
tions are inaccurate, it could experience lower profits, which could have a material adverse effect on
its results of operations and financial condition.

Potential inaccuracy of the appraised investment value of the Group’s real estate portfolio

In total 11 projects, buildings and sites in the Group’s portfolio have been valued in the Appraisal Re-
port with investment value of EUR 180.0 million (10 projects located in Estonia, Latvia and Lithuania
were valued in April 2012 at EUR 172.5 million and one project in Germany was valued in June 2012
at EUR 7.5 million). Please read the Appraisal Report, which is incorporated hereto by reference
(please see Part XVIII (Information Incorporated by Reference)). The Appraisal Report was prepared
separately from the preparation of the Financial Statements. In producing the Appraisal Report,
Newsec used certain assumptions, techniques and methodologies specified in the Appraisal Report,
which differ from the assumptions used by the Group when preparing its Financial Statements. There-
fore, the values indicated in the Appraisal Report differ from the values for the same properties used in
the Financial Statements.

In addition, the assumptions used by Newsec in the Appraisal Report may not reflect the true position
of the Group’s portfolio. The valuation of property is inherently subjective due to the individual nature
of each property and is based on a number of unconfirmed assumptions. The real estate markets of
the Baltic States have a limited liquidity and amount of publicly available data and research as com-
pared to more mature real estate markets. Relevant property values may have changed since the
dates on which the data were applicable. As a result, there can be no assurance that a valuation at a
more recent date would not produce a different value for the appraised portfolio. Notwithstanding the
foregoing, the Company confirms that (a) to the best of Company’s knowledge and belief, the infor-
mation, assumptions and documentation, which were given to Newsec by the Company, was correct
and complete and (b) there have been no materials changes to the properties valued pursuant to the
Appraisal Report as from the date of their valuation.

Market values of properties in the countries in which the Group invests may decline in the future. Fur-
thermore, the appraised value of any or all of the properties covered by the Appraisal Report may
decline significantly in the future for other reasons, such as those discussed in this Part Il (Risk Fac-
tors) and elsewhere in this Prospectus, among others. The appraised value of the property cannot,
therefore, be construed as either an estimate or an indication of the prices, which could be obtained
should the Group seek to sell these assets in the open market or as either an estimate or an indication
of any price at which the Company’s shares may trade.

Lack of insurance cover and specific reserves for indemnifying damages

The properties belonging to the Group could suffer physical damage caused by natural disasters, fire
or other causes, resulting in losses which may not be fully compensated by insurance. The Group has
obtained insurance coverage for its properties, which it believes to be in line with standard industry
practice. The insurance covers, for example, losses and liability resulting from fire, break-in, diffusion,
robbery, vandalism, pipe leakages, lightning, explosion, implementation of the extinguishing system
storm, etc. However, the Group Companies usually do not obtain property insurance for immovable
properties, composed only of land plots and/or amortized buildings which are intended to be demol-
ished (for example, land plots designated for development of Kliversala Residential Complex). In addi-
tion, liability insurance aimed to cover damage caused to third parties is also included in some of the
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Group subsidiaries’ insurance policies. A number of the Group subsidiaries have also valid business
interruption insurance. However, insurance coverage is subject to limits and limitations and some risks
(e.g. certain natural disasters and terrorist acts) are not covered by insurance for various reasons (e.g.
because such risks are uninsurable or the cost of insurance is, according to Management Board’s
belief, prohibitively high when compared to risk). Even if the insurance is adequate to cover Group’s
direct losses, the Group could be adversely affected by loss of earnings caused by or relating to its
properties. The occurrence of any of the above referred harmful effects or insufficient insurance cov-
erage may have a material adverse effect on the business, results of operations and financial condi-
tions of the Group. This inter alia means that the Group could:

- lose capital invested in the affected property as well as anticipated future lease income or sale
proceeds from that property;

- be held liable to repair damage caused by the event; and
- remain liable for any debt or other financial obligation related to that property.

The Group does not also maintain separate funds nor does it set aside reserves for the above-referred
types of events.

Dependence on building contractors

The Group has acquired and will acquire real estate upon which it develops and constructs properties,
or which have existing buildings that require renovation. The Group relies on third party building con-
tractors. If the Group cannot enter into design and construction arrangements with third party building
contractors at acceptable terms or cannot agree on reasonable amendments to the suspended con-
struction and design agreements or such arrangements are not honoured fully as a result of the finan-
cial position of the building contractor or building contractor fails or has failed to fulfil its obligations
under mandatory requirements of law, including requirements which are pre-condition for validity of
construction permit (such as — continuous constructor’s liability insurance policy during all term of va-
lidity of construction permit) or any other reason whatsoever, the Group will incur additional costs
which will have an adverse effect on its business, results of operations and financial condition.

The contractor’s or subcontractor’s failure to perform may result in legal action by the Group to rescind
the construction agreement or to enforce the contractor’s obligations, which may result in a delay of
the project. Furthermore, any delay in the completion of construction may result in an additional cost,
which the Group may not be able to pass on to the purchaser of the property.

Any delays in the completion of construction operations and consequently, of development projects,
and increases in the cost of construction may have a material adverse effect on the results of opera-
tions and financial condition of the Group.

Furthermore, pursuant to Lithuanian law, in case of a bankruptcy or liquidation of the contractor, the
developer of the real estate project would be held liable against purchasers of the real estate for any
defects that emerge during guarantee period in case of default of the contractor. Guarantee period for
the buildings under the applicable Lithuanian laws is 5 years for open works (e.g. visible works, such
as roof, windows, doors, facade, walls) and 10 years for hidden works (i.e. works, which require speci-
fic assessment, such as engineering networks, insulation, etc.) and a certain period of time (usually
between 1 and 5 years) specified by the producer for any installed items (heating, electricity systems,
etc.). Thus, in case of bankruptcy or liquidation of any Lithuanian building constructors of the Group
Companies, they may be held liable as indicated above, which may have a material adverse effect on
the results of operations and financial condition of the Group. Currently, only the main contractor of the
first stage of the real estate project at Aguonu str., Vilnius, Lithuania, which has been implemented by
PK Invest UAB, is bankrupt and was liquidated. The contractor has performed almost all main const-
ruction works of the mentioned real estate project.

Indebtedness and availability of external financing

The Group operates in capital intense industry and needs substantial working capital to support acqui-
sition and development of properties. Therefore, if internally generated cash flow or cash flow received
from sales of developed real estate is different than anticipated or money available from either local or
global lenders is under liquidity pressures, it could have a material adverse effect on the business,
results of operations and financial conditions of the Group.

In order to develop intended properties, the Group may need to raise debt financing from external
sources. The projects may need to be postponed if there is limited funding available on commercially
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attractive terms. This could have a material adverse effect on the business, results of operations and
financial condition of the Group.

The Management Board believes that the current leverage ratio of the Group is lower than what is
typical for a real estate development company in the Baltic States. However, the Group has substan-
tial indebtedness. As at 30 June 2012, the Group had EUR 20,673 thousand of consolidated long-term
borrowings and EUR 6,898 thousand of consolidated short-term borrowings. Among other things, the
Group’s indebtedness could potentially:

- limit its ability to obtain additional financing;

- limit its flexibility in planning for, or reacting to, changes in the markets in which it competes;
- place it at a competitive disadvantage relative to its competitors with less indebtedness;

- lead to a partial or complete loss of control over its key subsidiaries or properties;

- render it more vulnerable to general adverse economic and industry conditions; or

- require it to dedicate all or a substantial part of its cash flow to service its debt.

The Group’s ability to make payments on its indebtedness depends upon its ability to maintain its op-
erating performance at a certain level, which is subject to general economic and market conditions and
to financial, business and other factors, many of which the Group cannot control. If the Group’s cash
flow from operating activities becomes insufficient, the Group may take certain action, including delay-
ing or reducing capital or other expenditures, restructuring or refinancing its indebtedness, selling its
investment properties or other assets or seeking additional capital. The Group may be unable to take
any of such action at favourable terms or in a timely manner. Furthermore, such action may not be
sufficient to allow the Group to service its debt obligations in full. Failure by the Group or the Company
to service its debt may have a material adverse effect on its business, results of operations and finan-
cial condition.

Risks relating to external financing

The Group has raised external debt financing by borrowing from credit institutions pursuant to several
financing agreements and by issue of convertible bonds. The financing agreements entered into by
the Group include several negative and positive covenants and requirements to obtain the lender’s
consent for, among other things, further financing, providing security or creating charges over its as-
sets, concluding lease, rental or other agreements with regard to encumbered assets granting rights to
third persons, changes in the Group’s corporate structure, consolidating or merging with another enti-
ty, changes in its share capital, changes in its main field of activity or in competence of its Manage-
ment Board, making investments to other enterprises or transfer of business or part thereof. Some
financing agreements of the Group Companies also set forth the obligation of the relevant Group
Company to retain certain financial levels and ratios throughout the term of such agreements.

The financing agreements of the Group prescribe that if any of the positive or negative covenants are
breached or if the consent of the lender is not obtained prior to a transaction as required, such viola-
tion constitutes a material breach and the lender may accelerate loan payments as well as use other
remedies set out in the agreement or the law (for example, contractual penalty and/or compensation
for damage).

The financing agreements concluded by the Group Companies contain customary events of default,
including cross-default provisions. These cross-default clauses expose the Group to default risks
based on contract performance under other agreements with the lender or with other creditors. In addi-
tion, under the financing agreements, it is an event of default if the borrower incurs significant addi-
tional financial obligations or if there is a change of control in the borrower without the prior consent of
the lender.

In addition, the Group’s financing agreements require the Group Companies to pledge their immovable
property. Most of the Group’s immovable property has been encumbered with mortgages for the bene-
fit of relevant lenders. Some mortgages secure also all existing and potential claims of the lender
against other Group Companies. Failure to comply with financing agreements could result in the
Group losing its rights or ownership interest in the pledged assets or the Group being forced to sell
assets for lower than market value and debt residual, thus still maintaining partial liabilities to the fi-
nanciers for particular property. Also the shares and assets of some Group Companies have been
encumbered with commercial pledge for the benefit of the financiers.
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Furthermore, certain Group Companies (including the Company) have issued guarantee letters
whereby they have guaranteed the performance of the Group’s obligations arising from the financing
agreements. This allows the financial institution to demand performance under the financing agree-
ment from the issuer of such guarantee (e.g. the Company), if the borrower fails to perform its duties
under the financing agreement. As a result, the Group as a whole is exposed to risks related to failure
by its subsidiary to perform its obligations arising from financing agreements. As at 30 June 2012 the
total amount of the guarantees issued by the Group Companies (including the Company) was EUR
26,484 thousand. In addition, the Company has issued a guarantee to secure (jointly with Pro Kapital
Eesti AS) possible claims against Taismaja AS arising from a loan contract. The guarantee letter is
limited to maximum amount of potential claim. The guarantee is effective until 2 May 2017.

Moreover, certain loan agreements concluded by the Group Companies (e.g. PK Invest UAB) provide
that all loans issued to the respective company by its shareholder and its related parties are subordi-
nated to credit issued by the bank. According to the indicated agreements as well as according to the
respective subordination agreements, certain Group Companies may not repay any part of the loan or
interests to other Group Companies prior to repayment of the credit to which the intra-group loans
have been subordinated. Consequently, these provisions limit the flow of funds among the Group
Companies, which may have a material adverse effect on the financial condition of Group Companies
or on the Group as a whole.

As at the date of this Prospectus financial institutions have not made any demands based on possible
breaches of covenants. The Management Board believes that none of the Group Companies is
breaching its obligations arising from the loan agreements. However, any failure to comply with financ-
ing agreements or any demand for early repayment made by the lender could have a material adverse
effect on the Group’s business, results of operations and financial condition.

Dependency on cash flows from subsidiaries

The Company is a holding company, which conducts its business through its subsidiaries. The Com-
pany holds 100% interest in five main subsidiaries, which in return own 100% in 14 companies — sev-
en in Latvia, one in Germany, two in Lithuania and four in Estonia, as well as 99% and 96% in two
additional subsidiaries in Estonia and 70% of additional subsidiary in Latvia. Please also read Section
13 (Structure of the Group and Subsidiaries) of Part XI (Business). The Company itself does not own
significant assets other than the investment into its subsidiaries. Therefore, in order to be able to pay
dividends to its shareholders and meet its own obligations, the Company is dependent on the receipt
of dividends from its subsidiaries.

Each of the Estonian, Latvian, Lithuanian and German laws set out capital maintenance and other
relevant rules, which limit the Group Companies ability to pay dividends or make other distributions.
According to Estonian law, a company may only pay dividends or make other distributions, if its cur-
rent profits and retained earnings are sufficient for such distribution.

According to Latvian law, dividends may be declared only once per financial year by a decision of the
annual General Meeting of the Shareholders on the division of profit based on the proposal of the
Management Board on the distribution of profit. Dividends may not be determined, calculated and paid
out, if the net value of the own funds of a company at the time of the end of the accounting year fall
below, or as a result of this payment would fall below the total amount of the share capital of a compa-
ny.

According to Lithuanian law, dividends may be declared by a decision of the General Meeting of
Shareholders on the division of profit. Dividends may be paid for the financial year, in this case divi-
dends shall be declared by a decision of the annual General Meeting of Shareholders based on the
proposal of the Management Board on the distribution of profit. A decision to pay dividends for the
financial year may not be adopted if the company has liabilities, which are overdue at the adoption of
the decision regarding dividend payment, if the company suffers losses at the end of a respective ac-
counting period, and if the owners’ capital of the company is below or as a result of the dividend pay-
ment would fall below the total amount of the registered capital and reserves formed in the company.
In addition, dividends may be paid for the period shorter than a financial year. In this case, the share-
holders holding not less than 1/3 of all votes shall request payment of dividends and an interim finan-
cial statement shall be prepared. Decision to pay dividends for the period shorter than a financial year
may not be adopted if the company has liabilities, which are overdue at the adoption of the decision
regarding dividend payment or the company will be not able to fulfil its financial obligations for the
current financial year, or if the company suffers losses at the end of a respective accounting period.
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According to German law, German limited liability companies may pay dividends and make other dis-
tributions to shareholders only if the payments do not violate the capital maintenance rules. Pursuant
to such capital maintenance rules, payments to shareholders may not be made to the extent that the
funds are needed to maintain the company's registered share capital unless a domination or profit and
loss pooling agreement within the meaning of Section 291 of the German Stock Companies Act (Ak-
tiengesetz) has been concluded. Therefore, the Company’s financial position is dependent on the
subsidiaries’ ability to pay dividends. Furthermore, the ability to pay dividends is also restricted by
contractual covenants binding on the Group Companies.

Risk related to customers’ and other counterparties’ financial position

The Group is exposed to the credit risk. The Group is continuously monitoring the payment behaviour
of its customers and other counterparties. Moreover, in addition to contractual monetary obligations,
the counterparties may not be able to compensate the Group for the damages caused as a result of
breaches of their non-monetary obligations. Such defaults by counterparties could inter alia result in
the Group Companies defaulting under their other contracts and being obliged to pay compensation to
their other counterparties without being respectively compensated by the counterparties that initially
defaulted, which could have a material adverse effect on the Group’s business, results of operations
and financial condition.

Risk related to lease agreements

The Group’s lease agreements are divided into two categories: fixed-term lease agreements and lease
agreements entered into for an unspecified term. The Group seeks to use both types of agreements,
depending on the market situation and the properties in question.

Lease agreements entered into for an unspecified term involve nevertheless a risk that a large number
of such agreements may be terminated within a short period of time. The Group aims at renewing the
fixed term lease agreements flexibly in cooperation with its tenants. There are, however, no guaran-
tees that the Group will be successful in this. In order to prevent tenants from terminating the lease
agreements, the Group may also be forced to agree on the reduction of rent. The reduction of rent
payable to the Group under a large number of lease agreements and/or concurrent termination of a
large number of lease agreements could have a material adverse effect on the Group’s business, re-
sults of operations and financial condition.

Currently lease agreements account for EUR 886 thousand, which forms relatively minor part of the
total Group’s revenues. Portion of lease related income is expected to increase significantly after the
completion of the Peterburi Rd. Shopping Centre, which at first is planned to be leased out and man-
aged for stabilizing the rental cash flow, and thereafter sold once the conditions are favourable.

Contractual risks and legal proceedings

A dispute may arise between the Group and its contractual counterpart on the interpretation or the
validity of a contract or fulfilling of contractual obligations, which can lead to arbitration or litigation with
an unfavourable outcome for the Group. Among other things, the land plots owned or to be acquired
or sold by the Group may have latent defects (e.g. pollution) which become apparent only after the
land plot has been acquired or sold and this may lead to disputes between the Group and the contrac-
tual counterparty. Contractual claims and other demands may also have an adverse effect on the fi-
nancial condition and results of operations of the Group.

The Group may from time to time be involved in a number of legal proceedings, which may also have
an adverse effect on business, results of operations and financial conditions of the Group. Currently
there are several on-going legal proceedings. The most significant of the on-going legal proceedings is
the claims from Aprisco B.V. under a guarantee letter given by the Company. Aprisco B.V. presented
two alternative claims against the Company to the court in the Netherlands: (i) claims for compensa-
tion of damages in the amount of EUR 2,300,000 or in the amount as ruled by the court; and (ii) EUR
904,106 plus fine for delay or EUR 524,000 plus fine for delay. The District Court in Rotterdam ruled
on 4 July 2012 that the Company shall pay EUR 1,409,265.20 to Aprisco B.V. The Management
Board of the Company plans to appeal the court judgement.

Please also read Section 12 (Legal Proceedings) of Part XI (Business).
The Group is exposed to environmental liability

The Group’s activities are and will continue to be subject to laws and regulations relating to environ-
mental protection. Such laws and regulations typically cover a wide range of matters, including, among
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other things, waste handling and protection of ambient air and use of water. Furthermore, such laws
are subject to possible future changes (please also read the risk factors “Risks relating to doing busi-
ness in the Baltic States” and “Increased cost of complying with government regulations”). Failure to
comply with the laws, regulations, permits and contractual terms and conditions (including failure to
adjust the Group’s activities to the amended legal requirements) could result in substantial costs and
liabilities, which could adversely affect the Group’s business, its financial condition and results of op-
erations.

The land units, which have been or will be acquired by the Group, may subsequently be found to be
contaminated. Environmental laws and regulations often impose liability on the current property owner
whether or not the owner knew of, or was responsible for, the presence of such contamination. In rela-
tion to this risk, please note that:

- when the Group has purchased land, it has not always required the seller to warrant that there is
no contamination on the land. Therefore, upon the discovery of the contamination, the Group may
not be entitled to claim for clean-up costs and damages from any third person;

- the Group has not carried out environmental investigations in respect of several of its land units.
The historic background of some of such land units refers to possibility of contamination (e.g. (i)
the territory of Tondi Quarter has been a part of Soviet army campus; (ii) the territory of the II-
marine Quarter has been partly under former P. Wiegland machine factory; (iii) a slaughterhouse
and meat industry has been located in the property of Peterburi Rd. Shopping Centre and (iv)
property of Saltiniy Namai Residential Complex has been a part of the machinery factory); (v) ship
repair factory used to be located in the property of Kliversala Residential Complex; (vi) industrial
buildings hazardous waste containers were located in the property of Zvaigznes Centre; (vii) tex-
tile factory RITMS previously used to be located at the property of Tallinas St. Residential Com-
plex in Riga and (viii) property of Kalaranna Residential Complex has historically been a fishing
harbour and a market place);

- should the Group fail to detect or remedy contamination, this may adversely affect the Group’s
ability to sell or lease property and expose the Group to claims from its customers or third parties
for personal injury or property damage associated with exposure to contamination;

- upon sale of the property, the purchasers have required and are likely to require the Group to war-
rant that there is no contamination on the associated land. For example, when Kristiine Shopping
Centre was sold, it was agreed that AS Téismaja shall indemnify any costs of the buyer of Kristiine
Shopping Centre resulting from the compliance with the prescription issued within three years
from the closing by environmental authorities to clean-up ground water or soil contamination with
respect to the Kristiine Shopping Centre land plots, including but not limited to any clean-up costs,
administrative fines and other penalties, third party claims, all related legal fees and fees of other
consultants (please also read “Sale of Kristiine Shopping Centre” in Section 9 (Material Contracts)
of Part XI (Business)); and

- amongst others, the risk related to counterparties’ financial position as described above is also
relevant in relation to environmental liability.

The cost of complying with environmental regulations or of decontamination of any land by the Group
or the cost associated with a successful claim for damages could have a material adverse effect on
the Group’s financial condition and results of operations.

Please also read Section 10 (Environmental Issues) of Part XI (Business).
The Group is dependent on key personnel

The Group’s performance is reliant upon the efforts, diligence, skill and network of business contacts
of its senior management team. Well-connected local managers with knowledge of the relevant local
market are essential for the Group’s property development business. Even though the Group has
agreed with key personnel (except for Olga Rudzika, the Managing director of AS “Pro Kapital Latvia”,
and Neringa Rasimaviciené, the General director of Pro Kapital Vilnius Real Estate UAB) regarding
their non-competition obligation applicable for six months after the termination of their employment, the
Group may not always be able to impose competition covenants or other contractual restrictions on a
key manager and the Group has to give additional remuneration incentives in order to secure the loy-
alty and continued employment of such managers. Currently the Group does not have share-linked
incentive system.
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Should the Group lose one or more key managers and fail to find a replacement quickly enough, or
should such key manager or managers join a competing business, this could adversely affect the
business and results of operations of the Group.

Please also read Section 7 (Employees and Labour Relations) of Part XI (Business) and Part XlI
(Management).

The Group’s reputation may be damaged

The Group’s ability to attract purchasers of property, attract and retain tenants, raise the necessary
financing for the development projects as well as retain personnel in its employment may suffer if the
Group’s reputation is damaged. Matters affecting the Group’s reputation may include, among other
things, the quality and safety of its premises and compliance with laws and regulations. Any damage
to the Group’s reputation due to, for example, including but not limited to the aforementioned matters,
may have a material adverse effect on the business, results of operations and financial conditions of
the Group.

Dependence on IT systems

The Group has developed and uses a variety of IT systems and web-based solutions for its opera-
tions, including internal accounting and management information systems, the handling of customer
and tenant information, project designs and specifications, and general administrative functions. Fail-
ures or significant disruptions to the Group’s IT systems could prevent it from conducting its operations
efficiently. Furthermore, should the Group experience a significant security breakdown or other disrup-
tion to its IT systems, sensitive information could be compromised and its operations could be disrupt-
ed which in turn could harm its relationship with its customers and suppliers, or otherwise have a ma-
terial adverse effect on the Group’s business, results of operations and financial condition.

Potential tax liability

There is a significant number of intra-group transactions and contractual arrangements (such as lease,
credit and service agreements between the Group Companies). The Group is therefore subject to a
transfer pricing risk in relation to any transactions between related parties that are not conducted on
an arm’s length basis. This could involve an adjustment to the tax results for entities involved to take
account of arm’s length pricing, which could have an adverse effect on the Group’s business, results
of operations and financial condition.

Transactions with related as well as unrelated parties may carry a risk of requalification, should the tax
authority challenge the economic substance of the transactions, e.g. under the ,substance-over-form*
rules. Considering the wide interpretation given to ,substance-over-form® rules by the Estonian, Latvi-
an or Lithuanian tax authorities in various cases, requalification of transactions and corresponding
adjustment of tax results, such as prohibition to deduct input VAT or additional income tax charge,
may have an adverse effect on the Group’s business, results of operations and financial condition.

Liability for obligations transferred in the Division

The Division of the Company was carried out in 2011. According to Estonian law, companies partici-
pating in a division (e.g. the Company and AS Domina Vacanze Holding) shall be jointly and severally
liable for the obligations of the company being divided which arise before entry of the division in the
Estonian Commercial Register (i.e. 23 November 2011 in case of the Division of the Company). In
relations between solidary debtors, only persons to whom obligations are assigned by the division plan
are obligated persons. A company participating in a division to whom obligations are not designated
by the division plan shall be liable for the obligations of the company being divided if such obligations
become due within five years after entry of the division in the Estonian Commercial Register. The
above means that the Company is jointly and severally liable for the obligations transferred to AS
Domina Vacanze Holding to the extent such obligations become due and payable within five years as
of the registration of the Division (i.e. until 23 November 2016). The maximum potential liability of the
Company for the obligations transferred to AS Domina Vacanze Holding is EUR 8,957 thousand, of
which EUR 6,844 thousand are obligations arising from the convertible bonds of the Company that
were split in the course of the Division. However, should the Company perform any such obligation it
will have a right of recourse against AS Domina Vacanze Holding. In addition, on 30 September 2011,
owners of convertible bonds issued by the Company delivered to the Company a waiver, whereby they
waived their claims against the Company arising from the convertible bonds issued by AS Domina
Vacanze Holding as a result of the split of Company’s convertible bonds that was carried out in rela-
tion to the Division. However, it cannot be excluded that after the disposal of the convertible bonds of
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AS Domina Vacanze Holding, the Company may be required to satisfy claims of respective bondhold-
ers that they have against AS Domina Vacanze Holding arising from the convertible bonds. Please
also read “Division of the Company” in Section 9 (Material Contracts) of Part XI (Business).

Real estate developer’s liability

Pursuant to Estonian, Latvian and Lithuanian law, the Group Companies may be held liable as real
estate developers towards their customers for, among other things, legal or construction defects in the
property sold to the customer. Such defects may include faults in construction as well as legal defects,
such as undisclosed rights of third parties, restrictions associated with nature preservation or heritage
protection, planning issues, exercise of statutory right of pre-emption by the state or the local govern-
ment in case of conservation areas or protected buildings or a prohibition against transfers of rural
land to persons not engaged in agriculture or forestry.

Estonian law allows claims connected to the deficiencies in buildings to be made against the seller of a
land unit under general rules of statute of limitations for an extended period of 5 years (the general
limitation period for contractual claims is 3 years). The law provides for the possibility of agreeing upon
a shorter claims period in a sales contract. Latvian law allows making claims related to the deficiencies
in buildings against the seller for 2 years as from conclusion of sales contract. Lithuanian law allows
making claims related to the deficiencies in buildings against the contractor for the following periods:
(i) 5 years for open works (e.g. visible works, such as roof, windows, doors, facade, walls),
(i) 10 years for hidden works (i.e. works, which require specific assessment, such as engineering net-
works, insulation, etc.) and (iii) a certain period of time (usually between 1 and 5 years) specified by
the producer for any installed items (heating, electricity systems, etc.). However, in case of bankruptcy
of Lithuanian contractors, such claims would be directed towards the real estate developer (please
also read the risk factor “Dependence on building contractors”).

The Group seeks to cover its exposure for warranty claims mainly by requiring the main contractor of
the project to obtain insurance cover against all construction risks for the whole duration of the project.
Such insurance must be made for the benefit of the financer of respective project (the bank), respec-
tive Group Company and, if relevant, other Group Companies. However, this may not always be suffi-
cient. The Group passes the warranty liability on to its contractor and subcontractors, but they may not
have adequate financial resources to fully indemnify the Group. Losses may arise from risks not ad-
dressed in the Group’s indemnity agreements or insurance policies, or it may no longer be possible to
obtain adequate insurance coverage against some risks on commercially reasonable terms. Failure to
effectively cover the Group’s exposure to risks arising from engineering and construction liabilities
could expose the Group to substantial costs and potentially lead to substantial losses. Additionally,
liabilities relating to defects in design and construction may also adversely affect public perception
about the operations of the Group and the perception of customers, suppliers and employees, leading
to an adverse effect on the Group’s business, results of operations and financial condition.

With the Group choosing to be a developer rather than a construction company, it faces additional
risks of reduced control and timing of the projects, which might be impacted by possible delays from
subcontractors, or their non-performance. This could lead to an adverse effect on the Group’s busi-
ness, results of operations and financial condition.

Financial assistance rules

The Group Companies have concluded several intra-group loan agreements. Please read “Intra-group
loan agreements” in Section 9 (Material Contracts) of Part X| (Business). The applicable laws set forth
limitations and restrictions on certain intra-group transactions, e.g. upstream loans. For example Esto-
nian law permits to provide an upstream loan to a parent company only if the provision thereof is not
detrimental to the financial standing of the lending subsidiary and does not impair the interests of its
creditors. A violation of such limitations and restrictions could result in the invalidity of respective loan
agreement, which would mean that the lending subsidiary may immediately demand repayment of the
amounts lent. This could adversely affect the business, results of operations and financial conditions of
the Group.

Latvian law prohibits a parent company as a dominant undertaking to use its influence in order to in-
duce a subsidiary as a dependent company concluding transactions disadvantageous to it without
compensating incurred losses during the financial year or granting a subsidiary rights of claim against
a parent company. A subsidiary shall prepare a dependency report for each financial year indicating all
the transactions of a subsidiary with a parent company or other Group companies, as well as the
transactions concluded by a subsidiary in the interests of such companies or as a result of an induce-
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ment, indicating in particular the transactions, which are completely or partially disadvantageous or
which involve a special risk for a dependent company or, which differ substantially from the entrepre-
neurial activities normally carried out. A parent company and its management, who have induced a
subsidiary to enter into a transaction disadvantageous to it, shall be jointly liable for the incurred loss-
es. The management of a subsidiary shall be jointly liable along with a parent company and its man-
agement for failure to indicate a disadvantageous transaction in a dependency report or failure to indi-
cate in such report that losses have been caused to a subsidiary and that compensation for such has
not in fact been made.

In Lithuania certain restrictions apply to intra-group loans, i.e. interest in respect of such loans must be
equivalent to an arm’s length price and the loan amount may not exceed the company’s equity more
than at a ratio 4:1. If the loan exceeds the indicated ratio, interest charged on the part of the loan ex-
ceeding the relevant ratio may not be recorded as allowable deductions.

German law allows upstream loans by a German limited liability company to shareholders if the up-
stream loans do not violate the capital maintenance rules. Pursuant to such capital maintenance rules,
upstream loans may not be granted to the extent that the funds are needed to maintain the company's
registered share capital unless a domination or profit and loss pooling agreement within the meaning
of Section 291 of the German Stock Companies Act (Aktiengesetz) has been concluded or the com-
pany's claim for repayment of the loan is of full value and has been granted at arms' length terms. The
shareholder of a German limited liability company also incurs a liability if he induces the company to
take actions that may lead to the insolvency of the company.

2. RISKS RELATING TO THE GROUP’S INDUSTRY
Macroeconomic environment

Real estate development tends to follow the general developments in the macroeconomic environ-
ment. Interest rates, unemployment, inflation, private consumption, capital expenditure and other mac-
roeconomic indicators have significant influence on real estate developments and hence the opera-
tions and the potential profitability of the Group.

Favourable developments in the macroeconomic environment increase demand for residential proper-
ties, allow the real estate companies to increase rent rates of retail properties and prices for accom-
modation in hotels. Adverse developments increase pressure on real estate prices, rent rates and
yields. Hence the Group’s results are dependent on general macroeconomic environment and adverse
developments in the environment might lead to reconsideration of some of the Group’s development
plans, negative pressure on prices and rents of the Group’s properties or other changes in relation to
the Group’s properties that might have a material adverse effect on the Group’s business, results of
operations, financial condition and profitability.

Cyclicality of the real estate sector

Real estate development is a cyclical sector. The number of real estate related transactions fluctuates
significantly depending on the stage of the real estate cycle. Cyclicality in the Baltic countries has been
relatively high lately as a fast growth in prices fuelled by availability of cheap financing was followed by
a steep decline as a result of financial crisis.

In the future the Baltic real estate market might regain the lost momentum, again inflating the price
levels, which might be followed by overheating of the market and downward pressure on the prices
thus starting the next real estate cycle.

llliquidity of real estate

Most of the investments that the Group has made in its real estate portfolio are relatively illiquid and
sales of those properties might be time consuming. In case the Group’s liquidity is adversely affected
the Group might not be in position to liquidate its investments promptly. Recent relatively low activity in
the Baltic real estate market further increases the illiquidity related risks.

Ownership of premium properties in the Baltic capitals partially mitigates this risk. However, relative
illiquidity of real estate properties might have a material adverse effect on Group’s business, results of
operations, financial condition and profitability.
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Competition

The Group is operating in a competitive environment with high number of other companies engaged in
the real estate development in the Baltic States. Even though market downturn in 2008-2010 has
somewhat decreased the competitive pressure, there are still some relatively well capitalized competi-
tors who can pursue development projects (i.e. to commence constructing and to proceed with the
announced projects, as well as to implement new projects) that might compete with the Group’s de-
velopments.

Recent increase in real estate market activity and improved availability of financing has had a positive
effect on some of the Group’s competitors who have started the development of some of the projects
in their portfolios. Recent pick-up in market activity has also increased the interest of some of the in-
ternational investors in the Baltic real estate increasing the risk that some of the competitive projects
will obtain the necessary funding.

Sales of seized relatively recently developed properties by some of the commercial banks in the Baltic
States might also compete with the Group’s developments.

Profitability of Group’s future developments and new acquisitions can be significantly impacted by
increase of renovation and construction costs if competitors will pursue their developments. Additional-
ly, if competitors will commence intended and announced projects the competition for tenants and
marketing related costs will also increase.

All of the above aspects related to the competitive landscape of the Group’s industry might have an
adverse effect on the Group’s business, results of operations, financial condition and profitability.

Please also read “Competition” under Section 2 (Factors Affecting Results of Operations) of Part IX
(Operating and Financial Review and Prospects) and Section 5 (Operations) of Part XI (Business).

Changes in customer preferences

Real estate sub-markets where the Group is operating in (residential housing market, retail property
market, hotel market) are subject to changing customer trends, demands and preferences. In particu-
lar, customer trends, demands and preferences may vary depending on economic factors, as well as
customer preferences for the style of developments. The Group reassesses different risks, including
potential changes in customer preferences, at different phases of a project. Should the Group find
changes in customer preferences or other potential threats to the profitability of a project, the Group
tries to adjust the project outline to meet the changed market expectations. However, there can be no
assurance that the Group will be able to recognise such changes and adapt its existing developments
or planned developments in timely fashion to suit such changes in customer preferences. If customer
preferences in the markets where the Group operates cease to favour the Group’s developments, this
could have an adverse effect on the business, results of operations and financial condition of the
Group.

The Group is exposed to the credit risks of its customers and suppliers

The Group’s financial performance and position are dependent, to a certain extent, on the
creditworthiness of its customers and suppliers. If there are any unforeseen circumstances affecting
the Group’s customers’ and/or suppliers’ ability or willingness to pay, the Group may experience pay-
ment delays or non-payment. Each of these factors may have a material adverse impact on the
Group’s operations, prospects and financial results.

3. POLITICAL, ECONOMIC AND LEGAL RISKS
Risks relating to doing business in the Baltic States

Estonian, Latvian and Lithuanian markets as emerging markets are subject to greater risks than more
mature markets, including legal, economic and political risks. Estonia, Latvia and Lithuania have expe-
rienced significant political, legal and economic changes and liberalization during the last two decades
of transition from the planned economy to a market economy.

For the purposes of its accession to the European Union, Estonia, Latvia and Lithuania implemented
significant social and economic changes, as well as reforms of their legal and regulatory framework.
As a result, the volume of Estonian, Latvian and Lithuanian legislation and other regulations has in-
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creased and is expected to increase further pursuant to the obligation to apply European Community
law.

The Estonian, Latvian and Lithuanian civil codes and corporate, competition, securities, environmental
and other laws have been substantially revised during the last two decades as part of Estonia’s, Lat-
via’s and Lithuania’s transition to a market economy and to meet EU requirements and standards. The
new legislation remains in part largely untested in courts and no clear administrative or judicial practice
has evolved.

The rights of shareholders of Estonian companies may differ from the rights of the sharehold-
ers of companies organised in other jurisdictions

The Company is organized under the laws of Estonia and consequently the rights of the Company’s
shareholders are governed by the laws of Estonia and by the Company’s Articles of Association. Ac-
cordingly, the Company’s corporate structure as well as the rights and obligations of its shareholders
may be different from the rights and obligations of the shareholders of companies organised in other
jurisdictions. Estonian regulations may provide shareholders with particular rights and privileges which
could not exist in other jurisdictions and, vice versa, certain rights and privileges that shareholders
may benefit from in another jurisdiction may not be available in Estonia.

The exercise of some of the shareholders’ rights in the Company could be more complicated or ex-
pensive for investors from other countries than the exercise of similar rights in their country of resi-
dence. Resolutions of the General Meeting of Shareholders may be adopted with majorities different
from the majorities required for adoption of equivalent resolutions in companies organised in other
jurisdictions. Rectification of the Company’s registers and/or some corporate actions may require the
approval of Estonian courts. Please also read Section 7 (Shareholder Rights) of Part XIIl (Information
on Company, Shares and Share Capital) and Part XIV (Estonian Securities Market).

Judgments of Latvian and Lithuanian courts against the Company and the Group may be more
difficult to enforce than if the Company and its management were located in Latvia or Lithua-
nia, respectively

The Company was formed in accordance with the Estonian laws and its registered office is in Estonia.
The majority of the assets of the Group are located in Estonia and the majority of the management
personnel working for the Group reside in Estonia. For this reason Latvian and Lithuanian investors
may encounter difficulties in serving summons and other documents relating to court proceedings on
any of the entities within the Group and/or the management personnel working for the Group. For the
same reason it may be more difficult for Latvian and Lithuanian investors to enforce a judgment of the
Estonian court issued against any entities within the Group and/or the management personnel working
for the Group than if those entities and/or the management personnel were located in Latvia or Lithua-
nia respectively.

Risks related to Estonian tax regime

Estonia currently enjoys a corporate income tax regime under which income tax is deferred until profits
are distributed. Profit distributions are subject to income tax of 21/79 of the net amount of distributed
profits. The possibility that Estonia may change its corporate taxation policy has periodically been
subject to political discussion but it is currently not possible to assess whether or when any such
change may occur. Any change in Estonian corporate taxation policy could have a material adverse
effect on the Group’s business, results of operations and financial condition. Please also read Part XV
(Taxation).

Unfavourable changes in Latvian tax regime may have material adverse influence on the Group

The Group Companies are subject to the following taxes in Latvia: VAT, social security contributions,
personal income tax, corporate income tax and real property tax. According to the Tax Policy Strategy
for 2011-2014 set by the Latvian Ministry of Finance, no additional tax load should be imposed on tax
payers in Latvia within the period until 2014 (including), except for potentially moderate increase in real
property tax. At the same time, the effective personal income tax charge may be reduced by increas-
ing the tax-exempt ceiling. However, there could be no assurance that the tax policy in Latvia would
not change in a manner having adverse effect on the Group’s business and financial results.

Moreover, the Group is subject to continuous examinations and audits by the Latvian tax authorities.
While the Group regularly evaluates its compliance with tax legislation and uncertain tax positions, any
adverse outcome from such continuous examinations may have adverse effect on Group’s operating
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results and financial position. All above mentioned factors may have material adverse effect on the
Group’s business, operations, financial position and financial results.

Risks related to possible amendments of Lithuanian tax regime

Periodically Lithuanian politicians discuss the revision of tax burden between capital and labour; how-
ever, currently no amendments of respective tax laws have been initiated and it is not possible to as-
sess whether and/or when any such amendments may occur. It is likely that the risk related to the
amendments of tax laws may increase after the Parliamentary election in Lithuania in the autumn of
the current year.

Risks related to German tax regime

The German Group Companies are in general subject to taxation in Germany, in particular with re-
spect to corporate income tax, trade tax (Gewerbesteuer), VAT and land tax and local taxes (where
applicable). In addition, the German Group Companies have to pay wage tax and social security con-
tributions with respect to wage payments to their employees and may have to pay withholding tax on
dividends distributed to their shareholders. The taxation with respect to these taxes and contributions
may be subject to changes due to the amendment of (tax) laws, (the change of) court decisions and
the interpretation of tax laws by the German tax authorities. These changes may have adverse effects
on the German Group Companies' business and financial results.

Increased cost of complying with government regulations

No assurance can be given that the governments in the Group’s core markets will not implement new
regulations or fiscal or monetary policies, or amend existing regulations, including regulations or poli-
cies relating to or affecting taxation, the environment, health and safety, public procurement, or ex-
change controls. Any significant amendment to the existing regulations or any new regulations could
result in significant additional costs for the Group. The Group may not be able to pass such additional
costs onto the purchasers of the property. Any significant amendment to the existing regulations or
any new regulations could also impose restrictions on the operations of the Group. This could have a
material adverse effect on the Group’s business, results of operations and financial condition.

Eurozone risk

Recent turmoil related to some of the Eurozone economies may affect the Company's operating envi-
ronment, either directly or indirectly through common currency and monetary policy changes. Pro-
longed and deep national budget deficits may adversely impact all the area’s attractiveness, including
Eurozone candidate countries such as Latvia and Lithuania which are operating under the ERM I
mechanism. Full or partial collapse of the Eurozone might have a material impact on the Company’s
business.

Interest rate risk

The interest rates of the loans taken by the Group from credit institutions are based on the EURIBOR
base rate, which is determined as of the quotation date occurring periodically after the date of the rele-
vant loan agreement. Increases in EURIBOR will lead to a corresponding increase in the financial
costs of the Group. Please also read “Loan Agreements and related Financing Documents” in Section
9 (Material Contracts) of Part Xl (Business) for information on loans borrowed by the Group.

Furthermore, high interest rates tend to reduce the demand for real estate, which in turn can adversely
affect the value of Group’s properties and, as a result, the Group’s revaluation gains. The Group regu-
larly compares potential losses arising from interest rate fluctuation against the cost of hedging. In a
majority of instances, no hedging has taken place, since the hedging expenses would have exceeded
the potential losses arising from interest rate fluctuations. Please also read “Interest Rate Risk” in Sec-
tion 8 (Financial Risk Management) of Part IX (Operating and Financial Review and Prospects).

Currency exchange risk

The revenue of the Group is primarily denominated in EUR, LVL and LTL, while the expenses of the
Group are primarily denominated in EUR. Fluctuations in foreign exchange rates can have a signifi-
cant impact on the valuation gain accounted for in the income statement year by year. In addition to
that potential fluctuations in currency exchange rates can have an impact on the demand for the
Group’s properties, its availability of financing, costs of construction works and other aspects of the
Group’s operations. The main currency risk for the Group is that the rate at which these currencies are
pegged to the EUR changes or that any of these currencies ceases to be pegged to the EUR. The
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Group is not engaged in exchange rate hedging activities, and thus is exposed to currency exchange
risk.

Any devaluation or revaluation of LVL or LTL may have negative consequences for the economies of
the Group home markets as a whole and may have a material adverse effect on the financial condition
and results of operations of the Group.

Pegged currency may have adverse impact on Latvian economy and therefore materially ad-
versely influence the Group

Since May 2005 Latvia has been part of the ERM Il and committed to observe a central exchange rate
of LVL 0.702804 to EUR 1.00 with a fluctuation band of £15%. However, Latvia unilaterally maintains
a 1% fluctuation band around the central rate. The fact that LVL is pegged to EUR could have material
adverse effect on the Latvian economy. Namely, pegged currency limits the self-requlatory mecha-
nisms of the economy. For example, during financial turmoil substantial amounts of investments are
withdrawn from developing countries (such as Latvia), what causes depreciation of local currency.
Although, depreciation of local currency increases the trade competitiveness of the country (by fuelling
exports), and therefore softens the impact and economic consequences of the financial turmoil, coun-
tries with pegged currency cannot rely on above mentioned self-regulatory mechanisms and therefore
could be struck by the financial turmoil in more severe way. Therefore, during any financial turmoil the
Latvian economy may have limited ability to recover due to peg between LVL and EUR. Any potential
turmoil in economic conditions in Latvia, over which the Group has no control, could significantly affect
the Group’s business, prospects, financial conditions and results of operations in a manner that could
not be predicted.

Pegged currency may have adverse impact on Lithuanian economy and therefore materially
adversely influence the Group

Since June 2004 Lithuania has been part of the ERM Il and committed to observe a central exchange
rate of LTL 3.4528 to EUR 1.00 with a fluctuation band of +15%. However, Lithuania unilaterally main-
tains a 0% fluctuation band. The fact that LTL is pegged to EUR could have material adverse effect on
the Lithuanian economy. Namely, pegged currency limits the self-regulatory mechanisms of the econ-
omy. For example, during financial turmoil substantial amounts of investments are withdrawn from
developing countries (such as Lithuania), what causes depreciation of local currency. Although, de-
preciation of local currency increases the trade competitiveness of the country (by fuelling exports),
and therefore softens the impact and economic consequences of the financial turmoil, countries with
pegged currency cannot rely on above mentioned self-regulatory mechanisms and therefore could be
struck by the financial turmoil in more severe way. Therefore, during any financial turmoil the Lithuani-
an economy may have limited ability to recover due to peg between LTL and EUR. Any potential tur-
moil in economic conditions in Lithuania, over which the Group has no control, could significantly affect
the Group’s business, prospects, financial conditions and results of operations in a manner that could
not be predicted.

4. RISKS RELATING TO SHARES, OFFERING AND LISTING

Liquidity

Prior to this Offering, there has been no public market for the Shares. The Company cannot assure
that an active trading market for the Shares will develop or be sustained after the Offering and Listing.
The Offer Price will be determined through negotiations among the Managers and the Company.
Please also read Section 4 (Offer Price) of Part Il (Offering). The Offer Price may vary from the mar-

ket price of the Shares after the Offering. An investor subscribing for any Offer Shares may not be able
to sell those Offer Shares at or above the Offer Price.

The price of the Shares after this Offering may be volatile and may fluctuate significantly in response
to numerous factors including inter alia (i) actual or anticipated fluctuations in Group’s quarterly and
annual results and those of Group’s publicly-held competitors, (ii) industry and market conditions, (iii)
changes in laws and regulations, (iv) shortfalls in the operating results of the Group from levels fore-
casted by securities analysts; (v) announcements concerning the Group or its competitors; (vi) global
and regional economic conditions, (vii) the general state of securities markets and (viii) other factors.
Many of these factors may be beyond the Company’s control.
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An application has been made to the Tallinn Stock Exchange for the Shares to be listed on its Main
List. However, no assurance can be given that the Shares will be listed or that, following the Offering
and Listing, an active trading market for the Shares will emerge, develop or be sustained.

The Tallinn Stock Exchange is substantially less liquid and more volatile than certain more established
markets such as those in other countries with more highly developed securities markets. The relatively
small market capitalization and low liquidity of the Tallinn Stock Exchange may impair the ability of
investors to sell the Shares on the Tallinn Stock Exchange, which could increase the volatility of the
price of the Shares.

Prices on the Tallinn Stock Exchange may also be affected by external factors, such as the perfor-
mance of world markets generally, or other emerging markets in particular, or the imposition of or
changes in trading or capital gains taxes.

Share price fluctuations caused by offer for sale of substantial number of additional shares

Sales or issuance of additional Shares into the public market following the Offering could adversely
affect the market price of the Shares. The Global Coordinator and A.F.l. American Financial Invest-
ments Ltd., Sueno Latino AG, Katmandu Stiftung, Zunis S.A., Svalbork Invest OU, Giuseppe Prevosti,
Eginvest Ltd and Setimm Establishment have agreed to a lock-up commitment for a period of 12
months in connection with the Offering. These shareholders together own or control approximately
60.37% of the Shares outstanding prior to the Offering and 35.60% of all the Shares outstanding im-
mediately following the Offering assuming that all Offer Shares and no Over-Allotment Shares are
issued, no convertible bond of the Company has been converted to a Share and none of the current
shareholders acquires any Offer Shares in the Offering. The Company may also be required to issue
up to 4,025,758 new Shares in the course of conversion of the convertible bonds issued by the Com-
pany.

The Offering may be suspended or cancelled

There may be various circumstances, on which the Company has no or very limited influence, that
may affect the Offering. Therefore, the Company is entitled to suspend or cancel the Offering, in case
such circumstances would have disadvantageous impact on the results of the Offering. In light of the
above, there is a risk that the investors may not be able to effectively subscribe for the Offer Shares.
Furthermore, in such case, payments made by investors during the Offering, may be returned without
any compensation or interest.

Please read Section 3 (Offer Period) of Part Ill (Offering).

The Shares may be delisted from the Tallinn Stock Exchange or the trading in Shares on the
Tallinn Stock Exchange may be suspended

If the Company will fail to comply with certain requirements or fulfil certain obligations arising from the
laws of Estonia or the Rules of the Tallinn Stock Exchange, the Tallinn Stock Exchange may delist the
Shares or suspend trading therein. Further, the Company may apply for the delisting from the Tallinn
Stock Exchange or for the suspension of trading therein. There is no guarantee that the Shares will
never be delisted from the Tallinn Stock Exchange or trading therein will never be suspended. Delist-
ing of the Shares could decrease the liquidity of the Shares and affect the ability to sell the Shares at a
satisfactory price by the Investors. Although it is the Company’s intention to make all endeavours in
order to comply with all applicable regulations to avoid suspension of trading in Shares on the Tallinn
Stock Exchange, future suspensions cannot be fully excluded. The Share price may be adversely
affected by any suspension of trading in the Shares on the Tallinn Stock Exchange.

The Company may not pay dividends

There is no assurance that the Company will pay dividends on the Shares, nor is there any assurance
as to the amount of any dividend it might pay. The payment and the amount of any dividend will be
subject to the discretion of the General Meeting of Shareholders of the Company and will depend on
available cash balances, anticipated cash needs, results of operations and financial condition of the
Group and any financing agreement restrictions binding the Company as well as other relevant fac-
tors. Please also read Part VIl (Dividends and Dividend Policy).

Inability to exercise pre-emptive rights

Pursuant to the Estonian Commercial Code, shareholders of a company have generally the preferen-
tial right to subscribe for new shares in proportion to their existing shareholding. However, such pref-
erential right can be waived by a resolution of the General Meeting of Shareholders by a majority of
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3/4 of the votes represented at such General Meeting of Shareholders. As a result of an issuance of
additional shares with exclusion of preferential right to subscribe for new Shares, the shareholding and
voting rights in the Company and the earnings per Share may be diluted.

In addition, if the above-referred pre-emptive rights are not waived, United States holders of Shares
may not be able to exercise statutory pre-emption rights in the future unless a registration statement
under the Securities Act is effective with respect to those rights, or an exemption from the registration
requirement thereunder is available. The Company is unlikely to file any such registration statement in
the future, and no assurance can be given that an exemption from the registration requirements of the
Securities Act would be available to enable such United States holders to exercise such statutory pre-
emption rights or, if available, that the Company will utilize any such exemption. Furthermore, if United
States shareholders are not able to exercise statutory pre-emption rights, they may face dilution as a
result. Similar risk may also relate to investors from certain other jurisdiction, where requirements simi-
lar to those of the United States referred to above are in force.

Holding of Shares in a nominee account

Shares may be held in a nominee account. Pursuant to the Estonian law, any Shares held in a nomi-
nee account (including Shares that are held via custodians of the Latvian Central Depository and the
Lithuanian Central Depository, which are held in the ECRS in the nominee accounts of the Latvian
Central Depository and the Lithuanian Central Depository) shall be considered as the Shares legally
owned by the owner of the nominee account. This could result for the investors holding Shares in a
nominee account in deprivation of certain rights or privileges as compared to the investors, who hold
Shares in their own securities’ account. This is in particular the case when changes are being made to
the share capital of the Company or the Shares (e.g. while conducting reverse split of Shares or
providing pre-emptive right to the shareholders while issuing new Shares), where the Company will
treat all Shares held in a nominee account as held by one investor. Notwithstanding the above, the
voting rights and rights to dividend and to other distributions attached to the Shares held in nominee
accounts and ordinary securities’ accounts are the same. Please also read “Specific features relating
to shares held in a nominee account” in Section 7 (Shareholder Rights) of Part XllI (Information on
Company, Shares and Share Capital).

Limited analyst cover

The trading market for the Shares will depend on the research and reports that industry or securities
analysts may publish about the Group or its business. The Group has no control over these analysts. If
one or more of the analysts who cover the Group downgrade their ratings of the Shares, the price of
the Shares may decline. If one or more of these analysts cease coverage of the Group or fail to pub-
lish regular reports on it, the Company could lose visibility in the financial markets, which in turn could
cause the price of the Shares or trading volume to decline.

Restrictions on transfers of Offer Shares and no public market in the United States for resales
of the Shares

The Offer Shares have not been registered in the United States under the Securities Act or under any
other applicable securities laws and are subject to restrictions on transfer contained in such laws. The
Company does not intend to (i) list the Shares on an established securities exchange in the United
States, (ii) have the Shares quoted on an automated inter-dealer quotation system in the United
States or otherwise create a public market in the United States for re-sales of the Shares. The Shares
constitute “restricted securities” as defined in Rule 144(a)(3) under the Securities Act and, according-
ly, are not freely tradable in the United States. There are additional restrictions on the resale of Offer
Shares (i) by persons who are located in the United States and/or (ii) to any person who is located in
the United States. Please also read Section 14 (Selling and Transfer Restrictions) of Part lll (Offering).
Similar risk may also relate to persons from certain other jurisdiction, where requirements similar to
those of the United States referred to above are in force.

Turmoil in emerging markets could cause the value of the Shares to suffer

Financial or other turmoil in emerging markets has in the recent past adversely affected market prices
in the world’s securities markets for companies operating in the affected developing economies. There
can be no assurance that renewed volatility stemming from future financial turmoil, or other factors,
such as political, that may arise in other emerging markets or otherwise, will not adversely affect the
value of the Shares even if the Estonian economy remains relatively stable.
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Tax treatment for investors in an Estonian company may vary depending on tax residence of
the investors

The Company is a company established and existing under the laws of Estonia and as such the Esto-
nian tax regime applies to distribution of profit and other payments from the Company to its sharehold-
ers. The taxation of incomes from such payments as well as other incomes, from the disposal of
shares, may vary depending on tax residence of particular investors as well as on provision of double
tax treaties with Estonia in force. Provisions applying to particular investors may be unfavourable or
may change adversely.

There can be no assurance that the Company will not be considered a passive foreign investment
company (the “PFIC”) for any taxable year. If the Company were treated as a PFIC for any taxable
year during which a United States investor held shares, certain adverse United States federal income
tax consequences could apply to such investor. Please also see Section 4 (PFIC Considerations) of
Part XV (Taxation).

Each investor may be subject to taxation outside Estonia and should therefore consult with its own tax
adviser. There can be no assurance that any activities, which the Group may conduct at any time in
the future, would result in the investor becoming subject to any further taxes.

The Estonian legal persons do not pay corporate income tax on capital gains received from the sale or
exchange of Shares until distribution. As a general rule, income tax is not charged on gains realized
also by non-residents (whether legal persons or individuals). However, Estonian income tax is charged
on the capital gain realized from the sale or exchange of Shares of a “real estate company” if the non-
resident’s holding exceeds 10%. A “real estate company” for these purposes is a company, contractu-
al investment fund or other pool of assets of whose property, at the time of the transfer or during a
period within 2 years before transfer, more than 50% was directly or indirectly made up of immovable
properties or structures as movables located in Estonia. Therefore, should the Company be consid-
ered as a “real estate company”, that would bring along the requirement to pay Estonian income tax
on the capital gain realized from the sale or exchange of Shares by a non-resident, whose holding
exceeded 10% of the share capital of the Company prior to such sale or exchange. Please also read
Section 1 (Estonian Tax Consideration) of Part XV (Taxation).

Limitations on enforcing judgments against the Company

The Company is incorporated in Estonia. The judgments of the courts of the member states of the
European Union (except for Denmark) must be recognized and enforced in Estonia either under
Council Regulation (EC) No 44/2001 or Regulation (EC) No 805/2004 of the European Parliament and
of the Council without any special procedure being required.

Pursuant to Article 620(1) of the Estonian Code of Civil Procedure, judgments of the courts of foreign
states other than the member states of the European Union must be recognized in Estonia, subject to
certain exceptions, such as judgements contrary to Estonian order public or earlier judgement involv-
ing the same cause of action and between the same parties, judgements where the defendant was not
able to reasonably defend its rights and judgements given by a non-authorized court. In such excep-
tional situations the judgements of the courts of foreign states other than the member states of the
European Union are not enforceable in Estonia without re-litigation of the subject matter of such
judgements on its merit.
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PART Ill. OFFERING

1. THE OFFERING

The Company offers up to 37,000,000 Offer Shares. Such offering is made (i) to the public in Estonia,
Latvia and Lithuania in the course of the Retail Offering and (ii) to qualified investors in and outside of
Estonia, Latvia and Lithuania in the course of the Institutional Offering.

An application has been made by the Company to the Tallinn Stock Exchange for the Listing. Upon
satisfaction of the application for the Listing, all Shares will be listed on the Main List of the Tallinn
Stock Exchange. In connection with the listing, the Company and AS LHV Pank contemplate entering
into a market-making agreement.

The sizes of the Institutional Offering tranche and the Retail Offering tranche have not been pre-
determined. The total amount of Offer Shares to be allocated as part of the Institutional Offering and
the Retail Offering will be determined by the Company, in consultation with the Managers, in the allo-
cation process after the end of the Offer Period based on the demand for the Offer Shares by the dif-
ferent investor groups.

The Offer Shares and Over-Allotment Shares, if any, will be issued on the basis of the resolution on
the conditional increase of Company’s share capital adopted by the General Meeting of Shareholders
on 14 August 2012.

The terms and conditions set out in this Part Ill (Offering) (the “Terms”) relate only to the Retail Offer-
ing.

The existing shareholders of the Company and the members of its management, supervisory or ad-
ministrative bodies and employees may participate in the Offering subject to the conditions of the Of-
fering set forth herein. The Company is not aware whether or not such persons intend to participate in
the Offering. To the extent that the Company is informed, none of such persons intend to subscribe for
more than 5% of the Offer Shares.

The Management Board is not aware of any material interests of third persons, including conflicts of
interest or potential conflicts of interest, which the Management Board believes to be material to the
Offering.

The Company expects to announce the Offer Price and the results of the Offering, including the total
amount of Offer Shares allocated in the Institutional Offering and in the Retail Offering on or about 10
September 2012 via Tallinn Stock Exchange and on the website of the Company
(www.prokapital.com).

The estimated total expenses of the Company relating to the offering amount to EUR 3.9 million. The
aggregate net proceeds to the Company are estimated to amount to approximately EUR 69.2 million,
after deducting the fees and expenses of the Offering, assuming that all Offer Shares will be sub-
scribed for and issued, based on the mid-point of the Offer Price Range, save for any proceeds deriv-
ing under issuance of any Over-Allotment Shares.

The Book-runner and Global Coordinator for the transaction is AS LHV Pank. The business address of
AS LHV Pank is Tartu mnt 2, Tallinn 10145, Estonia. AS LHV Pank is using its expertise and corporate
access network to provide input and assist in facilitating the Offering and Listing, including communi-
cation with qualified investors and carrying out the retail offering in Estonia, Latvia and
nia. Jointly with the Advisor and the Company, AS LHV Pank will be deciding on the final pricing and
allocation. If Over-Allotment Shares will be issued, AS LHV Pank will be acting as the stabilization
agent.

Porta Finance UAB is advising the Company in relation to financial, strategic and organizational as-
pects of the Offering and Listing. In its capacity as the Advisor, Porta Finance UAB organizes the
preparation process for the Offering and Listing, coordinates the other advisors involved in the process
and assists the Company with the other tasks related with Offering and Listing. The business address
of Porta Finance UAB is Gostauto g. 40, LT-01112 / Vilnius, Lithuania.

In addition to AS LHV Pank and Porta Finance UAB, Lunacon Oy, a company owned by member of
the Supervisory Council Mr Huuskonen, and Forbia Oy, a company owned by member of the Supervi-
sory Council Mr Petri Olkinuora, have provided certain advisory services to the Company in relation to
preparations for the Offering. Please also read Section 4 (Transactions with Supervisory Council
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Members, Management Board Members and Key Executives) of Part Xl (Management) for more in-
formation on the services provided by Lunacon Oy and Forbia Oy.

2. RIGHT TO PARTICIPATE IN THE RETAIL OFFERING

The Retail Offering is directed to all natural and legal persons in Estonia, Latvia and Lithuania, except
for any persons who are categorised as qualified investors pursuant to the laws of any of Estonia,
Latvia and Lithuania.

For the purpose of these Terms a person shall be deemed to be “in Estonia” if such person has a se-
curities account with (i) the ECRS, (ii) one of the registered securities account operators in Latvia, i.e.
with a participant of the Latvian Central Depository or (iii) one of the registered securities account op-
erators in Lithuania and, according to the data regarding his or her relevant securities account in
ECRS or the records of his or her securities account operator in Latvia or Lithuania:

- if such person is a natural person, such person’s address is located in Estonia; or

- if such person is a legal person, such person’s registered address is located in Estonia and/or its
registration code is the registration code of the Estonian Commercial Register.

For the purpose of these Terms a person shall be deemed to be “in Latvia” if such person has a secu-
rities account with (i) the ECRS, (ii) one of the registered securities account operators in Latvia, i.e.
with a participant of the Latvian Central Depository, or (iii) one of the registered securities account
operators in Lithuania and, according to the data regarding his or her relevant securities account in
ECRS or the records of his or her securities account operator in Latvia or Lithuania:

- if such person is a natural person, such person’s address is located in Latvia; or

- if such person is a legal person, such person’s registered address is located in Latvia or its regis-
tration code is the registration code of the Latvian Commercial Register.

For the purpose of these Terms a person shall be deemed to be “in Lithuania” if such person has a
securities account with (i) the ECRS, (ii) one of the registered securities account operators in Lithua-
nia, i.e. with a participant of the Lithuanian Central Depository or (iii) one of the registered securities
account operators in Latvia, i.e. with a participant of the Latvian Central Depository and, according to
the data regarding his or her relevant securities account in ECRS or the records of his or her securities
account operator in Latvia or Lithuania:

- if such person is a natural person, such person’s address is located in Lithuania; or

- if such person is a legal person, such person’s registered address is located in Lithuania or its
registration code is the registration code of the Lithuanian Commercial Register.

For the purpose of determining whether an investor has the right to participate in the Retail Offering,
the securities’ account through which the investor submits the Subscription Undertaking (as defined
below) shall be considered as the relevant securities account of such investor.

3. OFFER PERIOD

Investors may submit undertakings to subscribe for the Offer Shares (the “Subscription Undertak-
ing”) starting at 10.00 am (Eastern European Time - Estonian, Latvia and Lithuanian time) on 27 Au-
gust 2012 until 04.00 pm (Eastern European Time - Estonian, Latvia and Lithuanian time) on 7 Sep-
tember 2012 (the “Offer Period”).

The Company may at any time prior to the beginning of the Subscription Period postpone or cancel
the Offering or any part thereof.

After the beginning of the Subscription Period but only until the Company has received the full pay-
ment for all the Offer Shares, the Company may cancel the Offering or any part thereof for any reason,
including, but not limited to:

- sudden and material adverse change in the economic or political situation in Estonia, Latvia and
Lithuania or worldwide, which could affect the financial markets, economy, or the Group’s opera-
tions and its prospects;
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- any material change or development in or affecting the general affairs, management, financial
position, shareholders’ equity or results of the Group’s operations; or

- an insufficient, in the Company’s or Managers’ opinion, expected level of demand for the Offer
Shares in the book-building process.

In case of cancellation of the Offering, or any part thereof, the Company shall make an announcement
thereof via the Tallinn Stock Exchange and on the Company’s website. As of the moment of an-
nouncement all rights and obligations of the parties relating to the cancelled part of the Offering shall
terminate.

Notwithstanding the above, the Company will cancel the Offering and shall not issue any Offer Shares,
if the net proceeds of the Company from the Offering would amount to less than EUR 10 million.

4. OFFER PRICE

The offer price payable in consideration for each issued Offer Shares (the “Offer Price”) shall be de-
cided by the Supervisory Council of the Company, in consultation with the Advisor and the Global
Coordinator, after the completion of the book-building process directed at qualified investors in the
course of the Institutional Offering. The Offer Price shall be determined on the basis of tenders for the
Offer Shares obtained from qualified investors, also taking into consideration the total demand for the
Offer Shares in the Institutional Offering, price sensitivity of the demand and quality of the demand and
the nature of demand from various investors with the aim of a more balanced trading environment
upon the Listing.

The Offer Price will be in the Offer Price Range of EUR 1.90 and EUR 2.05. The above price range
may be amended until the end of the Offer Period on the basis of information obtained in the book-
building process in accordance with applicable laws and notification requirements. Please also read
Section 8 (Procedure for Amending the Price Range) of this Part Ill (Offering).

The Offer Price in the Institutional Offering and the Retail Offering shall be the same.

5. SUBSCRIPTION

The Company invites investors to submit Subscription Undertakings in accordance with these Terms.
Subscription Undertakings may be submitted during the Offer Period. An investor may apply to sub-
scribe for the Offer Shares only at the upper limit of the price range, i.e. at EUR 2.05 per Offer Share
(the “Subscription Price”).

An investor must ensure that the data in the Subscription Undertaking is correct, complete and reada-
ble. An uncompleted, incorrect or unclear Subscription Undertaking may be rejected.

An investor may submit the Subscription Undertaking either personally or through a representative
whom the investor has authorized (in the form required by law) to submit the Subscription Undertaking
and make the relevant payments.

A Subscription Undertaking shall be considered submitted and becomes effective at the moment when
the transaction instruction of respective investor has been delivered to the ECRS on the basis of the
respective order received from the investor’s Custodian or relevant subscription place.

By submitting a Subscription Undertaking an investor:
- accepts these Terms and agrees with the Company on the application of them;

- acknowledges that the Retail Offering does not constitute an offer (in Estonian: pakkumus) of any
Share by the Company and that the submission of a Subscription Undertaking does not itself
amount to subscription for any Offer Shares in legal terms nor entitle to subscribe for the Offer
Shares nor result in the agreement for sale of Offer Shares, and that by submitting of a Subscrip-
tion Undertaking the investor undertakes to acquire the Offer Shares to the maximum amount in-
dicated in the Subscription Undertaking on these Terms;

- authorizes and instructs the relevant operator of the investor’s securities account (or the operator
of the relevant nominee account) opened with the ECRS, Latvian Central Depository or Lithuanian
Central Depository (the “Custodian”), the Latvian Central Depository and the Lithuanian Central
Depository to forward the registered transaction instruction to the registrar of ECRS; and
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- authorizes each of the owner of relevant nominee account and the Custodian, the registrar of
ECRS (AS Eesti Vaartpaberikeskus), the Latvian Central Depository and the Lithuanian Central
Depository to amend the data in the investor’s transaction instruction regarding the amount of Of-
fer Shares to be received, price per Share and total transaction amount on the basis of the Offer
Price and results of allocation.

Please also read Part IV (Instructions to Investors) with regard to detailed instructions regarding the
subscription for the Offer Shares.

6. PAYMENT

By submitting a Subscription Undertaking, an investor authorises and instructs the credit institution
operating the investor’s cash bank account connected to its/his/her securities account (which may or
may not also be the investor’s custodian) to immediately block the whole transaction amount on the
investor's cash account until the settlement is completed or funds are released in accordance with
these terms and conditions. The transaction amount to be blocked will be equal to the specified
amount multiplied with maximum offer price. An investor may submit a Subscription Undertaking only
when there are sufficient funds on the cash account connected to its/his/her ECRS securities account
or the cash account opened with its/his/her Custodian, which is connected to its/his/her securities ac-
count with Latvian or Lithuanian securities account. The transaction currency for all investors is EUR.

7. AMENDMENT OR CANCELLATION OF SUBSCRIPTION UNDERTAKINGS

An investor may amend or cancel a Subscription Undertaking until the end of the Offer Period. To do
so the investor must contact the Custodian or subscription place through which the respective Sub-
scription Undertaking has been made, and carry out the procedures required by the Custodian or rele-
vant subscription place. The procedures for amending and annulling the Subscription Undertaking may
differ between different Custodians and subscription places.

All fees payable as a result of an amendment and/or annulment of a Subscription Undertaking shall be
payable by the investor according to the applicable price list of the Custodian or the relevant subscrip-
tion place.

Any amendment to or cancellation of the Subscription Undertaking becomes effective at the moment
when the transaction instruction of the subject investor has been amended or cancelled in the ECRS
on the basis of the respective order received from the investor’s Custodian or relevant subscription
place.

8. PROCEDURE FOR AMENDING THE OFFER PRICE RANGE

If the Offer Price Range is amended, the Company shall prepare a supplement to the Prospectus,
which has to be approved by Estonian Authority and notified to the Latvian Authority and Lithuanian
Authority. The supplement shall be published in the same way as the original Prospectus was pub-
lished. The Company shall make an announcement thereof via the Tallinn Stock Exchange and on its
website (www.prokapital.com).

Investors who have submitted Subscription Undertakings before the announcement of the Prospectus
supplement may cancel their Subscription Undertakings within five working days after the announce-
ment in accordance with the procedure described in Section 7 (Amendment or Cancellation of Sub-
scription Undertakings) of this Part Ill (Offering). Should the Offer Price Range be amended, also the
total number of Offer Shares, the dates and other terms and conditions set forth in this Prospectus
may be changed. All such changes shall be announced together with the announcement of the
amended Offer Price Range. Investors who have not cancelled their Subscription Undertakings within
the above-referred time period shall be deemed to have accepted all changes announced in accord-
ance with above.

9. DISTRIBUTION AND ALLOCATION

In the allocation, the Company shall take into consideration only those Subscription Undertakings,
which have been completed and submitted during the Offer Period. The Company may reject any
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Subscription Undertaking, which has not been submitted in accordance with all the requirements set
out in these Terms.

The Offer Shares will be allocated to investors participating in the Offering in accordance with the fol-
lowing terms and conditions:

- each Preferred Employee (as defined below under “Preferential Allocation”) will be allocated up to
the available amount of Preferential Offer Shares (as defined below) in accordance with sub-
Section “Preferential Allocation”;

- the division of the Offer Shares between the Institutional Offering and the Retail Offering has not
been predetermined. The Company, in consultation with the Advisor and Global Coordinator, will
determine the exact tranche sizes of the Retail Offering and Institutional Offering (percentage
wise);

- the Company, in consultation with the Advisor and the Global Coordinator, will determine the exact
allocation of the Offer Shares to the qualified investors on discretionary basis;

- the Company, in consultation with the Advisor and the Global Coordinator, will determine alloca-
tion percentages applied to the Retail Offering as follows:

— the Offer Shares shall be allocated to investors using stepped allocation methodology. Under
the stepped allocation methodology, the Company together with the Advisor, the Global Coor-
dinator and the Book-runner will determine, after the Offer Period, one or more allocation lev-
els (in number of the Offer Shares) and the allocation percentages applied to each level;

— the transaction amount in each Subscription Undertaking will be divided into different parts,
e.g. part being below the first level (x% of such part will be accepted), part being between the
first and second level (y% of such part will be accepted), part exceeding the second level (z%
of such part will be accepted) etc.;

— the main criteria for the determination of the levels and allocation percentages are: (a) the total
demand for the Offer Shares in the Retail Offering; (b) the size of Subscription Undertakings in
the Retail Offering and (c) the number of investors having submitted Subscription Undertak-
ings in the Retail Offering;

- except for the Preferential Allocation described below, no tranche has been predetermined to in-
vestors in Estonia, Latvia or Lithuania;

- allocation of the Offer Shares will not be determined on the basis of which firm they are made
through or by;

- possible multiple Subscription Undertakings submitted by an investor shall be merged for the pur-
pose of allocation. If different securities’ accounts of the investor have been indicated in the Sub-
scription Undertakings submitted by such investor, subject to the amount of the Offer Shares indi-
cated in each such Subscription Undertaking, the Company shall have the discretion to determine
the number of the Offer Shares that will be transferred to each such securities’ accounts of such
investor in the course of the settlement;

- each investor subscribing via a nominee account is considered as an independent investor if the
Company and the Global Coordinator have received information on such investor’s identity and
the amount of Offer Shares subscribed for by such investor; and

- each investor entitled to receive the Offer Shares shall be allocated a whole number of the Offer
Shares and, if necessary, the number of the Offer Shares to be allocated shall be rounded down
to the closest whole number. Any remaining Offer Shares which cannot be allocated using the
above-described process will be allocated to investors on random basis.

The Company will decide on the allocation of the Offer Shares after the determination of the Offer
Price. The Company expects to decide on the allocation and notify thereof by an announcement on
the Company’s website on or about 10 September 2012.

The Company is not aware whether major shareholders or members of the Management Board and
Supervisory Council or any of them intend to subscribe for more than 5% of the Offer Shares.
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Preferential Allocation

A natural person (the “Preferred Employees”) will be entitled to a preferential allocation of the Offer
Shares (the ,,Preferential Allocation®) if he or she chooses to participate in the Retail Offering and
duly submits a Subscription Undertaking via a Custodian and he or she is:

- a member of a managing body (including management board and supervisory council) of a Group
Company as at 8.00 a.m. (Eastern European Time - Estonian time) on 27 August 2012; and/or

- an employee of a Group Company, who works for the Group under an employment contract con-
cluded for an unspecified term with a Group Company, which is valid as at 8.00 a.m. (Eastern Eu-
ropean Time - Estonian time) on 27 August 2012.

For the avoidance of doubt, such preferential allocation does not constitute public offering of securities
in any country other than Estonia, Latvia and Lithuania and no member of a managing body or em-
ployee of the Group is offered the Offer Shares with the right to participate in the Preferential Alloca-
tion, unless such person is a natural person in Estonia, in Latvia or in Lithuania.

In the course of Preferential Allocation, up to 1,850,000 Offer Shares (the “Preferential Offer
Shares”) will be allocated to the Preferred Employees who participate in the Retail Offering.

If a person is considered as a Preferred Employee on several bases (e.g. as a member of the man-
agement and an employee), such Preferred Employee shall be entitled to participate in the Preferential
Allocation only once (multiple bases does not multiply Preferential Allocation).

A Subscription Undertaking duly submitted by a Preferred Employee will be accepted in full up to the
available amount of Preferential Offer Shares (however, all Subscription Undertakings submitted by a
Preferred Employee shall be merged for the purpose of allocating Preferential Offer Shares to such
Preferred Employee). The available amount of Preferential Offer Shares will be equal to the amount of
Preferential Offer Shares divided by the amount of Preferred Employees who participate in the Retail
Offering and have duly submitted a Subscription Undertaking via a Custodian. If necessary, the num-
ber of Preferential Offer Shares to be allocated shall be rounded down to the closest whole number.
Any remaining Preferential Offer Shares, which have not been allocated using the above-described
process, will be allocated to Preferred Employees as follows: (a) so that each Preferred Employee will
receive as many Preferential Offer Shares as possible and (b) remaining Shares will be allocated on
random basis.

If a Preferred Employee has submitted a Subscription Undertaking for no more than the available
amount of Preferential Offer Shares, such Preferred Employee will be allotted the number of Preferen-
tial Offer Shares that he or she has subscribed for. If a Preferred Employee has submitted the Sub-
scription Undertaking for more than the available amount of Preferential Offer Shares, such Preferred
Employee will be allocated the available amount of Preferential Offer Shares available to him or her
and his or her Subscription Undertaking will additionally participate in the Retail Offering with the
amount of Offer Shares exceeding the available amount of Preferential Offer Shares alongside with
investors participating in the Retail Offering without Preferential Allocation.

10. RETURN OF FUNDS

If the Offer Price is lower than the Subscription Price, if the Subscription Undertaking is revoked, if the
investor’s Subscription Undertaking is rejected or if the allocation deviates from the amount of Offer
Shares applied for, the funds blocked on the investor’s cash account, or a part thereof (the amount in
excess of payment for the allocated Offer Shares) will be released by the Custodian not later than in
one business day after the settlement described in Section 11 (Settlement and Trading) of Part llI
(Offering). Company shall not be liable for the release of the respective amount and for the payment of
interest on the released amount for the time it was blocked.

11. SETTLEMENT AND TRADING

The Offer Shares allocated to the investors shall be transferred to their securities accounts on or about
13 September 2012 through the ,delivery versus payment“ method simultaneously with effecting the
payment for such Offer Shares. Each investor shall be entitled to transfer the Offer Shares from its
securities’ account as from the moment of transfer thereof to respective investor’'s securities account.
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The final amount payable by an investor for the Offer Shares will be calculated by multiplying the
number of Offer Shares allocated to such investor with the Offer Price. The amount in excess of what
the investor is required to pay for the allocated Offer Shares will be released to the investor by the
relevant Custodian on or about 14 September 2012 (in one business day after the settlement). On the
same date in the event that investor's Subscription Undertaking is rejected, the funds will be released
in full by the relevant Custodian.

In order to conduct the Offering, the General Meeting of Shareholders adopted a resolution on 14 Au-
gust 2012 on conditional increase of the share capital of the Company and waiver of the pre-emptive
right of the existing shareholders to subscribe for the Offer Shares. After the allocation of the Offer
Shares, the Management Board will apply for the registration of the Offer Shares with ECRS and
transfer thereof to the securities accounts of the investors.

Upon satisfaction of the application for the Listing, the trading in the Shares is expected to commence
on the Tallinn Stock Exchange on or about 14 September 2012.

12. STABILISATION

The Company has granted the Global Coordinator the option to require the Company to issue up to
1,000,000 Over-Allotment Shares for purposes of covering possible over-allotments. The Global Coor-
dinator may exercise such option until the determination of the Offer Price. Should the Global Coordi-
nator decide to exercise such option, the Over-Allotment Shares will be issued at the same time with
the issuance of the Offer Shares. All Over-Allotment Shares will be allocated and distributed to the
investors as Offer Shares in accordance with the rules set out in Section 9 (Distribution and Allocation)
of Part Il (Offering).

The Company has also granted the Global Coordinator an option, exercisable within 30 days of the
date of commencement of trading in the Shares in Tallinn Stock Exchange, to undertake stabilisation
in accordance with European Commission Regulation (EC) No 2273/2003. The Global Coordinator
may purchase Shares from the market in the amount not exceeding the amount of issued Over-
Allotment Shares to stabilize or maintain the market price of Shares. Stabilisation activities may be
undertaken only in accordance with applicable laws, during a 30-day period starting from the com-
mencement of trading in Shares on the Tallinn Stock Exchange.

Any such stabilization activity (i.e purchasing of Shares from the open market) will be decided by the
Global Coordinator at its sole discretion and the Global Coordinator is under no obligation to do so.
Such stabilization transactions may result in a situation where Shares are traded at a price that is
higher than the price that would have been formed by simple operation of supply and demand, without
the effect of stabilization. Stabilization activities will be conducted in accordance with the European
Commission Regulation (EC) No 2273/2003 implementing Directive 2003/6/EC of the European Par-
liament and the Council as regards exemptions for buyback programs and stabilization of financial
instruments and will be notified to the Estonian Financial Supervision Authority in accordance with
Article 9(4) of the aforementioned Regulation. Stabilisation of the Shares shall not in any circumstanc-
es be executed above the Offer Price.

The Company has granted the Global Coordinator a put option (also known as a Reverse Greenshoe),
which is exercisable in whole or in part upon notice by the Global Coordinator, for the 30-day period
starting from the commencement of trading in Shares on the Tallinn Stock Exchange, to sell all or
some of the Shares purchased by it from the market in the course of the stabilisation, to the Company
at the price equal to the price paid by the Global Coordinator upon purchase of respective Shares from
the market (i.e. at the price not exceeding the Offer Price). The sale of such Shares shall be effected
within five days as of the day when the Global Coordinator exercises the put option.

On 14 August 2012, the General Meeting of Shareholders resolved to permit the Company to pur-
chase its own Shares from the Global Coordinator.

13. LOCK-UP

The Global Coordinator and certain shareholders of the Company (including A.F.l. American Financial
Investments Ltd., Sueno Latino AG, Katmandu Stiftung, Zunis S.A., Svalbork Invest OU, Giuseppe
Prevosti, Eginvest Ltd and Setimm Establishment) have agreed to a lock-up commitment for a period
of 12 months in connection with the Offering. These shareholders together own or control approxi-
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mately 60.37% of the Shares outstanding prior to the Offering and 35.60% of all the Shares outstand-
ing immediately following the Offering assuming that all Offer Shares and no Over-Allotment Shares
are issued, no convertible bond of the Company has been converted to a Share and none of the cur-
rent shareholders acquires any Offer Shares in the Offering.

Pursuant to such lock-up agreements, each such shareholder has undertaken not to directly or indi-
rectly, issue, offer, sell, contract to sell, or otherwise dispose of any of the Shares that such share-
holder owned at the time of entering into the lock-up agreement, during the period ending 365 days
after the commencement of the Listing, without the prior written consent of the Bank.

14. SELLING AND TRANSFER RESTRICTIONS

The distribution of this Prospectus and the offer of any Shares, including the Offer Shares, in certain
jurisdictions may be restricted by law and therefore persons into whose possession this document
comes should inform themselves about and observe any such restrictions, including those that follow.
Failure to comply with these restrictions may constitute a violation of securities laws.

General

No action has been taken or will be taken in any jurisdiction other than Estonia, Latvia and Lithuania
by any of the Managers or the Company that would permit a public offering of the Shares, or the pos-
session or distribution of any documents relating to the Offering, or any amendment or supplement
thereto, in any country or jurisdiction where specific action for that purpose is required. Each of the
Managers will comply with all applicable laws and regulations in each jurisdiction concerning acquiring,
offering or selling of Shares or possession or distribution of any offering documents or any amendment
or supplement thereto. No offer or sale of any Shares, including the Offer Shares, may be made in any
jurisdiction except under circumstances that will result in compliance with the applicable laws of such
jurisdiction. Persons receiving a copy of this Prospectus are required by the Company and the Man-
agers to inform themselves about and to observe any restrictions as to the offering of any Shares and
the distribution of this Prospectus.

By its subscription for Offer Shares or purchase of Shares, each subscriber for Offer Shares or pur-
chaser of Shares will be deemed to have acknowledged that the Company, the Managers, their re-
spective affiliates, and other persons will rely upon the truth and accuracy of the acknowledgements,
representations and agreements set forth below.

Subscribers for Offer Shares may be required to pay stamp taxes and other charges in addition to the
Offer Price.

European Economic Area

In relation to each Member State of the European Economic Area that has implemented the Prospec-
tus Directive (each, a relevant Member State), with effect from and including the date on which the
Prospectus Directive is implemented in that relevant Member State (the relevant implementation date),
an offer of the Shares described in this Prospectus may not be made to the public in that relevant
Member State prior to the publication of a prospectus in relation to the Shares that has been approved
by the competent authority in that relevant Member State or, where appropriate, approved in another
relevant Member State and notified to the competent authority in that relevant Member State, all in
accordance with the Prospectus Directive, except that, with effect from and including the relevant im-
plementation date, an offer of securities may be offered to the public in that relevant Member State at
any time:

- to any legal entity that is authorized or regulated to operate in the financial markets or, if not so
authorized or regulated, whose corporate purpose is solely to invest in securities; or

- to any legal entity that has two or more of (1) an average of at least 250 employees during the last
financial year; (2) a total balance sheet of more than EUR 43,000,000 and (3) an annual net reve-
nues of more than EUR 50,000,000, as shown in its last annual or consolidated accounts; or

- in any other circumstances that do not require the publication of a prospectus pursuant to Article 3
of the Prospectus Directive.
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Each purchaser of the Shares located within a relevant Member State (other than Estonia, Latvia and
Lithuania) will be deemed to have represented, acknowledged and agreed that it is a “qualified inves-
tor” within the meaning of Article 2(1)(e) of the Prospectus Directive. For purposes of this provision,
the expression an “offer to the public” in any relevant Member State means the communication in any
form and by any means of sufficient information on the terms of the offer and the securities to be of-
fered so as to enable an investor to decide to purchase or subscribe for the securities, as the expres-
sion may be varied in that Member State by any measure implementing the Prospectus Directive in
that Member State, and the expression “Prospectus Directive” means Directive 2003/71/EC as
amended from time to time and includes any relevant implementing measure in each relevant Member
State.

The Company has not authorized and does not authorize the making of any offer of the Shares
through any financial intermediary on its behalf, other than offers made by the Managers with a view to
the final offering of the Shares as contemplated in this Prospectus. Accordingly, no purchaser of the
Shares is authorized to make any further offer of the Shares on behalf of the Company or the Manag-
ers.

United States

The Shares have not been and will not be registered under the Securities Act or with any securities
authority of any state of the United States. The Shares in the Offering may not be offered, sold or de-
livered within the United States except pursuant to an exemption from, or in a transaction not subject
to, the registration requirements of the Securities Act and applicable state laws. Accordingly, the
Shares are being offered for the subscription and issued in the Offering:

- in the United States only to QIBs in reliance on the exemption from the registration requirements
of the Securities Act provided by Rule 144A; and

- outside the United States in accordance with Regulation S under the Securities Act.
Within the United States

Each person subscribing for the Shares offered in reliance on Rule 144A under the Securities Act who
is located in the United States will be deemed to have represented, acknowledged and agreed that it
has received a copy of this document and such other information as it deems necessary to make an
investment decision and that (terms used herein that are defined in Rule 144A are used herein as
defined therein):

(i) itis (a) a QIB, (b) acquiring such Shares for its own account or for the account of one or more
QIBs for which it is acting as a duly authorised fiduciary or agent with sole investment discretion
to each such account and with full authority to make the acknowledgments, representations and
agreements in an investment letter with respect to such account (in which case it makes, the rep-
resentations and warranties set forth herein on behalf of such QIB), (c) is not acquiring the
Shares with a view to further distribution of such Shares and (d) is aware and each beneficial
owner of such Shares has been advised that the sale of Shares to it may be made in reliance on
Rule 144A;

(i) it understands and acknowledges that the Shares have not been and will not be registered under
the Securities Act or with any securities regulatory authority of any state or other jurisdiction of the
United States and may not be reoffered, resold, pledged or otherwise transferred except (a) (i) to
a person whom the purchaser and any person acting on its behalf reasonably believe is a QIB
purchasing for its own account or for the account of a QIB in a transaction meeting the require-
ments of Rule 144A, (ii) pursuant to an exemption from registration under the Securities Act pro-
vided by Rule 144 thereunder (no representation is made as to the availability of the exemption
provided by Rule 144 for such resales) or (iii) in an “offshore transaction” in compliance with Rule
903 or Rule 904 of Regulation S, in each case notifying the subsequent purchaser of the resale
restrictions described herein, and (b) in accordance with all applicable securities laws of the
states of the United States;

(iii) it acknowledges that the Shares (whether in physical, certificated form, in uncertificated form held
in CREST or otherwise) are “restricted securities” within the meaning of Rule 144(a)(3) under the
Securities Act, are being offered and sold in a transaction not involving any public offering in the
United States within the meaning of the Securities Act and that no representation is made as to
the availability of the exemption provided by Rule 144 for resales of Shares. The purchaser un-

53(187)



derstands that the Shares may not be deposited into any unrestricted depositary receipt facility in
respect of Shares established or maintained by a depositary bank, unless and until such time as
such Shares are no longer restricted securities within the meaning of Rule 144(a)(3) under the
Securities Act;

(iv) such person has received a copy of this document and has had access to such financial and oth-
er information concerning the Company as it has deemed necessary in connection with making
its own investment decision to purchase the Shares. Such person has made its own independent
investigation and appraisal of without limitation, the business, financial condition, prospects, cre-
ditworthiness, status and affairs of the Company and the Shares. It understand that there may be
certain consequences under U.S. and other tax laws resulting from an investment in the Shares
and it has made such investigation and has consulted such tax and other advisers with respect
thereto as it deems appropriate. Such person acknowledges that neither the Company nor any of
the Managers named herein nor any person representing the Company or any of the Managers
has made any representation, express or implied, to it with respect to the Company or offering or
sale of any Shares other than as set forth in this document in respect of the Offer, upon which it is
relying solely in making its investment decision with respect to the Shares. It has held and will
hold any offering materials, including this document, it receives directly or indirectly from the
Company in confidence, and it understands that any such information received by it is solely for it
and not to be redistributed or duplicated by it. It acknowledges that it has read and agreed to the
matters stated in this Section 14 (‘Selling and Transfer Restrictions);

(v) such person, and each other QIB, if any, for whose account it is acquiring Shares, in the normal
course of business, invests in or purchases securities similar to the Shares, has such knowledge
and experience in financial and business matters that it is capable of evaluation the merits and
risks of purchasing Shares and is aware that it must bear the economic risk of an investment in
any Shares for an indefinite period of time and it is able to bear such risk for an indefinite period
of time and is able to sustain a complete loss of investment in the Shares;

(vi) it is not an affiliate (as defined in Rule 501(b) under the Securities Act) of the Company, and is
not acting on behalf of the Company or any of its affiliates;

(vii) such person understands that these representations, warranties, undertakings and acknowl-
edgements are required in connection with U.S. securities laws and that the Company, its affili-
ates and the Managers will be relying thereon and it irrevocably authorises each of the Managers
on its own behalf and on behalf of each beneficial owner of the Shares being purchased by it, to
rely on the truth and accuracy of these representations, acknowledgements and agreements;

(viii) it understands that any offer, sale, pledge or other transfer of the Shares made other than in
compliance with the above-stated restrictions may not be recognised by the Company; and

(ix) the Shares (to the extent they are in certificated form), unless otherwise determined by the Com-
pany in accordance with applicable law, will bear a legend substantially to the following effect:

THE SECURITY EVIDENCED HEREBY HAS NOT BEEN AND WILL NOT BE REGISTERED UNDER
THE U.S. SECURITIES ACT OF 1933, AS AMENDED (THE “SECURITIES ACT”), OR WITH ANY
SECURITIES REGULATORY AUTHORITY OF ANY STATE OR OTHER JURISDICTION OF THE
UNITED STATES AND MAY NOT BE OFFERED, SOLD, PLEDGED OR OTHERWISE
TRANSFERRED EXCEPT (A) (1) TO A PERSON WHOM THE SELLER AND ANY PERSON ACTING
ON ITS BEHALF REASONABLY BELIEVE IS A QUALIFIED INSTITUTIONAL BUYER (WITHIN THE
MEANING OF RULE 144A UNDER THE SECURITIES ACT) PURCHASING FOR ITS OWN
ACCOUNT OR FOR THE ACCOUNT OF A QUALIFIED INSTITUTIONAL BUYER IN A
TRANSACTION MEETING THE REQUIREMENTS OF RULE 144A, (2) IN AN OFFSHORE
TRANSACTION COMPLYING WITH RULE 903 OR RULE 904 OF REGULATION S UNDER THE
SECURITIES ACT, OR (3) PURSUANT TO AN EXEMPTION FROM REGISTRATION UNDER THE
SECURITIES ACT PROVIDED BY RULE 144A THEREUNDER (IF AVAILABLE) AND (B) IN
ACCORDANCE WITH ALL APPLICABLE SECURITIES LAWS OF THE STATES OF THE UNITED
STATES AND ANY OTHER RELEVANT JURISDICTION. NO REPRESENTATION CAN BE MADE
AS TO THE AVAILABILITY OF THE EXEMPTION PROVIDED BY RULE 144 UNDER THE
SECURITIES ACT FOR THE RESALE OF THIS SECURITY. NOTWITHSTANDING ANYTHING TO
THE CONTRARY IN THE FOREGOING, THIS SECURITY MAY NOT BE DEPOSITED INTO ANY
UNRESTRICTED DEPOSITARY RECEIPT FACILITY IN RESPECT OF ORDINARY SHARES OF
THE COMPANY ESTABLISHED OR MAINTAINED BY A DEPOSITARY BANK. EACH HOLDER, BY
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ITS ACCEPTANCE OF THIS SECURITY, REPRESENTS THAT IT UNDERSTANDS AND AGREES
TO THE FOREGOING RESTRICTIONS.

THE SECURITY EVIDENCED HEREBY MAY NOT BE OFFERED, SOLD, PLEDGED OR
OTHERWISE TRANSFERRED TO AN EMPLOYEE BENEFIT PLAN, AS DEFINED IN SECTION 3(3)
OF ERISA, THAT IS SUBJECT TO THE PROVISIONS OF PART 4 OF SUBTITLE B OF TITLE | OF
ERISA, A PLAN TO WHICH SECTION 4975 OF THE CODE, APPLIES, OR AN ENTITY WHOSE
UNDERLYING ASSETS INCLUDE PLAN ASSETS BY REASON OF SUCH AN EMPLOYEE
BENEFIT PLAN’'S OR PLAN’'S INVESTMENT IN SUCH ENTITY, OR A GOVERNMENTAL, CHURCH
OR NON-US PLAN WHICH IS SUBJECT TO ANY SIMILAR LAW, BUT MAY BE OFFERED, SOLD,
PLEDGED OR OTHERWISE TRANSFERRED TO A GOVERNMENTAL, CHURCH OR NON-U.S.
PLAN, PROVIDED SUCH ACQUISITION, HOLDING AND/OR DISPOSITION DOES NOT AND WILL
NOT VIOLATE ANY SIMILAR LAW.

In addition, until 40 days after the commencement of the Offering, any offer or sale of the Offer Shares
that is made within the United States by any dealer (whether or not participating in the Offering) may
violate the registration requirements of the Securities Act unless made pursuant to Rule 144A or an-
other exemption from the registration requirements of the Securities Act.

Prospective purchasers are hereby notified that sellers of the Shares may be relying on the exemption
from the provisions of Section 5 of the Securities Act provided by Rule 144A.

Outside the United States

Each purchaser of the Shares offered in reliance on Regulation S will be deemed to have represented
and agreed as follows (terms used in this paragraph that are defined in Rule 144A or Regulation S are
used herein as defined therein):

(i) the purchaser is and the person, if any, for whose account or benefit the purchaser is acquiring
the shares is, at the time of the offer to it of Shares and at the time the buy order originated, out-
side the United States and continues to be located outside the United States and the person, if
any, for whose account or benefit the purchaser is acquiring the Shares reasonably believes that
the purchaser is outside the United States; and neither the purchaser nor any person acting on its
behalf knows that the transaction has been pre-arranged with a buyer in the United States;

(i) the purchaser acknowledges that the Shares have not been and will not be registered under the
Securities Act or with any securities regulatory authority of any state of the United States and are
being offered outside the United States in reliance on Regulation S;

(iii) the purchaser is aware of the restrictions on the offer, exercise and sale of the Shares pursuant to
Regulation S described in this document;

(iv) any offer, sale, pledge or other transfer made other than in compliance with the above-stated
restrictions shall not be recognised by the Company in respect of the Shares;

(v) itis not an affiliate (as defined in Rule 501(b) under the Securities Act) of the Company or a per-
son acting on behalf of the Company or any of its affiliates;

(vi) either (A) it is not, and it is not acting on behalf of (and for so long as it holds the share or any
interest therein will not be, and will not be acting on behalf of), an employee benefit plan, as de-
fined in Section 3(3) of ERISA, that is subject to the provisions of part 4 of subtitle B of Title | of
ERISA, a plan to which subject to Section 4975 of the Code, applies, or an entity whose underly-
ing assets include plan assets by reason of such an employee benefit plan’s or plan’s investment
in such entity (each, a “Benefit Plan Investor”), or a governmental, church or non-U.S. plan which
is subject to any Similar Law, and no part of the assets to be used by it to purchase or hold such
shares or any interest therein constitutes the assets of any Benefit Plan Investor or such a plan,
or (B) it is, or is acting on behalf of, such a governmental, church or non-U.S. plan, and such ac-
quisition, holding and/or disposition of such shares does not and will not violate any Similar Law,
and (i) it understands and agrees that no purchase by or transfer to any Benefit Plan Investor of
such shares, or any interest therein, will be effective, and none of the Company, the Registrar or
any Transfer Agent will recognise any such purchase or transfer; and (b) it will not sell or other-
wise transfer such shares or any interest therein otherwise than to a purchaser or transferee that
makes or is deemed to make these same representations, warranties and agreements with re-
spect to its purchase, holding and disposition of such shares; and
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(vii) such person understands that these representations, warranties, undertakings and acknowl-
edgements are required in connection with U.S. securities laws and that the Company, its affili-
ates and the Managers will be relying thereon and it irrevocably authorises each of the Managers
on its own behalf and on behalf of each beneficial owner of the Shares being purchased by it, to
rely on the truth and accuracy of these representations, acknowledgements and agreements.

United Kingdom
Each of the Managers and the Company has represented and agreed that:

(i) it has not offered or sold, and will not offer or sell, prior to the expiry of a period of six months
from the date of the Offering, and will not offer or sell any Shares to persons in the United King-
dom except when the offer is made to or directed at qualified investors only (as defined in the
FSMA) or the offer is made to or directed at fewer than 100 persons, other than qualified inves-
tors, per member state of the European Economic Area (the “EEA”) and will not constitute an of-
fer to the public in the United Kingdom within the definition of the FSMA (as amended);

(i) it has complied with and will comply with all applicable provisions of the FSMA with respect to
anything done by it in relation to the Shares, in, from or otherwise involving or capable of having
an effect in the United Kingdom; and

(iii) it has only communicated or caused to be communicated and will only communicate or cause to
be communicated an invitation or inducement to engage in investment activity (within the mean-
ing of section 21 of the FSMA) in connection with the offering of the Shares in circumstances in
which section 21(1) of the FSMA does not or would not otherwise apply to the Company.

This document (i) is directed only at persons who fall within the definition of “qualified investors” as
that term is defined in Section 86(1) of the FSMA or otherwise in circumstances which do not result in
an offer of transferable securities to the public in the United Kingdom within the meaning of the FSMA,
and (ii) is being communicated or caused to be communicated only to investment professionals and to
such other persons to whom communications of this nature may be made without the financial promo-
tion restriction in Section 21(1) of the FSMA applying.

Canada

This communication does not constitute an offer to sell or issue or the solicitation of an offer to buy or
subscribe for the Shares and is not for distribution into Canada. The Shares have not been and will not
be qualified by a prospectus for sale to the public under applicable Canadian securities laws and, sub-
ject to certain exceptions, may not be, directly or indirectly offered or sold within Canada or to, or on
behalf of, any national, resident or citizen, including any corporation or other entity, of Canada. Any
failure to comply with these restrictions may constitute a violation of the Canadian securities laws.

Japan

The Shares have not been and will not be registered under the Securities and Exchange Law of Japan
(Law No. 25 of 1948, as amended), and are not being offered or sold and may not be offered or sold,
directly or indirectly, in Japan or to or for the account of any resident of Japan (which term as used
herein includes any corporation or other entity organised under the laws of Japan), or to others for
offer or sale, directly or indirectly, in Japan or to, or for the account of, any resident of Japan, except

(i) pursuant to an exemption from the registration requirements of the Securities and Exchange Law
of Japan and

(i) in compliance with any other applicable requirements of the laws of Japan.

56(187)



PART IV.INSTRUCTIONS TO INVESTORS

1. INSTRUCTIONS TO INVESTORS IN ESTONIA

In order to subscribe for the Offer Shares, an investor in Estonia must have a securities account
opened with (a) the ECRS, (b) one of the registered securities account operators in Latvia, i.e. with a
participant of the Latvian Central Depository, who has a cash agent in Estonia or (c) a securities’ ac-
count opened with one of the registered securities account operators in Lithuania, who has a cash

agent in Estonia.

Subscriptions via securities’ account opened with the ECRS

As of the date hereof, the following banks and investment firms operate as custodians of the ECRS:

AS Citadele banka (via Es-
tonian branch)

AS Eesti Krediidipank
Swedbank AS

AS LHV Pank

Nordea Bank Finland Plc
Eesti filiaal

Danske Bank A/S Eesti filiaal
Versobank AS

AS SEB Pank

Tallinna Aripanga AS

Roosikrantsi 2, Tallinn 10119,
Estonia

Narva mnt. 4, Tallinn 15014,
Estonia

Liivalaia 8, Tallinn 15040,
Estonia

Tartu mnt. 2, Tallinn 10145,
Estonia

Liivalaia 45, Tallinn 10145,
Estonia

Narva mnt. 11, Tallinn 15015,
Estonia

Parnu mnt 12, Tallinn 10148,
Estonia

Tornimae 2, Tallinn 15010,
Estonia

Vana-Viru 7, Tallinn 15097,
Estonia

+372 77 00 000

+372 669 0900

+372 631 0310

+372 680 0400

+372 628 3300

+372 680 0800

+372 680 2500

+372 665 5100

+372 668 8000

info@citadele.ee

http://www.citadele.ee/ee/

info@krediidipank.ee
www.krediidipank.ee

info@swedbank.ee
www.swedbank.ee

klienditugi@lhv.ee
www.lhv.ee

eesti@nordea.com
www.nordea.ee

info@sampopank.ee
www.sampopank.ee

info@versobank.com
www.versobank.com

info@seb.ee
www.seb.ee

info@tbb.ee
www.tbb.ee

An investor wishing to subscribe for the Offer Shares via a securities’ account opened with the ECRS,
the investor should contact the relevant Custodian that operates such investor’'s securities account
opened with the ECRS and submit a Subscription Undertaking for the purchase of Offer Shares in the
form set out below. The Subscription Undertaking must be submitted to the Custodian by the end of
the Offer Period. The investor may use any method that such investor’s Custodian offers to submit the
Subscription Undertaking (e.g. through a bank’s branch, over the Internet or by other means). The
Subscription Undertaking must include the following information:

Owner of the securities account:
Securities account:

Custodian:

Security:

ISIN code:

Amount of securities:

Price (per share):

Transaction amount:

Counterparty:

Securities account of counterparty:

name of the investor

number of the investor’s securities account
name of the investor’s custodian

Pro Kapital Grupp share additional 7
EE3800046676

the number of Offer Shares for which the investor wishes to
subscribe

EUR 2.05

the number of Offer Shares for which the investor wishes to
subscribe multiplied by EUR 2.05

AS Pro Kapital Grupp
99101700074
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Custodian of the counterparty: AS LHV Pank

Value date of the transaction: 13 September 2012
Type of transaction: “purchase”
Type of settlement: “delivery against payment”

An investor may submit a Subscription Undertaking via a nominee account only if such investor au-
thorizes the owner of the nominee account to disclose the investor’s identity and the amount of Offer
Shares subscribed for by such investor to the Company, AS LHV Pank and registrar of ECRS in Esto-
nia and in writing. Subscription Undertakings submitted through nominee accounts will be taken into
consideration in the allocation only if the owner of the nominee account has actually disclosed the
identity of the investor and the amount of Offer Shares subscribed for by such investor to the registrar
of ECRS in writing. Among other information it is also requested to disclose both a permanent address
and personal identification code in case of the natural person or a registration address for the legal
entity. An investor may submit a Subscription Undertaking either personally or via a representative
whom the investor has authorized (in the form required by law) to submit the Subscription Undertak-

ing.

A Subscription Undertaking is deemed submitted from the moment the registrar of the ECRS receives
a duly completed transaction instruction from the Custodian of the respective investor. The Subscrip-
tion Undertaking can be cancelled or amended as described under Section 7 (Amendment or Cancel-
lation of Subscription Undertakings) of this Part Ill (Offering). An investor will be liable for the payment
of all fees charged by the custodian in connection with the submission, cancellation or amendment of
the Subscription Undertaking.

An investor must ensure that all information contained in the Subscription Undertaking is correct, com-
plete and legible. The Company reserves the right to reject any Subscription Undertakings which are
incomplete, incorrect, unclear or ineligible, or which have not been completed and submitted during
the Offer Period in accordance with all requirements set out in these terms and conditions.

By submitting a Subscription Undertaking every investor:

- confirms that he/she/it has read the Prospectus in English and the Prospectus summary translated
into English/Estonian/Lithuania/Latvian, including without limitation the “Risk Factors” section and
the description of rights and obligations resulting from the ownership title to the Shares contained
therein, and accepts the terms and conditions of the Offering set out under this Section and else-
where in this Prospectus and agrees with the Company that such terms will be applicable to the
investor’s acquisition of any Offer Shares;

- acknowledges that the Offering does not constitute an offer of Offer Shares by the Company in
legal terms or otherwise and that the submission of Subscription Undertaking does not itself entitle
the investor to acquire the Offer Shares nor result in a contract for the sale of or subscription for
any Offer Shares;

- accepts that the number of Offer Shares indicated by the investor in the Subscription Undertaking
will be regarded as the maximum number of Offer Shares which the investor wishes to acquire
(the “Maximum Amount”) and that the investor may receive less (but no more) Offer Shares than
the Maximum Amount. Please also read Part Il (Offering);

- undertakes to acquire and pay for any number of Offer Shares allocated to it/him/her/in accord-
ance with these terms and conditions;

- irrevocably authorizes each of the relevant Custodian and registrar of the ECRS to amend the
information contained in the investor’s transaction instruction, including (a) to specify the value
date of the transaction and (b) to specify (i) the number of Offer Shares to be subscribed for by the
investor, (ii) the Offer Price (as determined after the Offer Period) as the price per Share and (iii)
the total amount of the transaction found by multiplying the Offer Price by the number of Offer
Shares allocated to the relevant investor;

- confirms, that he/she/it is not a US person in the meaning of Regulation S and not subject to any
other jurisdiction in which placing of the Subscription Undertaking shall be deemed to be in breach
of law, also represent that he/she/it is authorised to place a Subscription Undertaking in accordan-
ce with the Prospectus;
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- confirms his/her/its awareness that the Subscription Undertaking shall be unconditional, shall not
include any reservations, and shall be irrevocable during the time when the Subscription Underta-
kings are binding on the investors, subject to the provisions of the Prospectus; and

- confirms his/her/its awareness that investing in shares is inherently associated with investment
risk that can be inadequate for his/her/its knowledge and experience.

Subscriptions via Latvian or Lithuanian Custodian

If an investor in Estonia wishes to subscribe for the Offer Shares via a securities’ account opened with
one of the registered securities account operators in Latvia, i.e. with a participant of the Latvian Cen-
tral Depository, the investor must subscribe for the Offer Shares in accordance with Section 2 (Instruc-
tions to Investors in Latvia) below. If an investor in Estonia wishes to subscribe for the Offer Shares via
a securities’ account opened with one of the registered securities account operators in Lithuania, the
investor must subscribe for the Offer Shares in accordance with Section 3 (Instructions to Investors in
Lithuania) below.

2. INSTRUCTIONS TO INVESTORS IN LATVIA

In order to subscribe for the Offer Shares, an investor in Latvia must have a securities account opened
with (a) any Custodian that is a participant of the Latvian Central Depository, who has a cash agent in
Estonia or (b) the ECRS or (c) one of the registered securities account operators in Lithuania, who has
a cash agent in Estonia.

Subscriptions via securities’ account opened through any Custodian that is a participant of the
Latvian Central Depository, who has a cash agent in Estonia

As of the date hereof, the following banks and investment firms operate as Custodians, participants of

the Latvian Central Depository, who have cash agent in Estonia:

Citadele banka AS

DNB banka AS

Dukascopy Europe IBS

GE Money Bank AS

Latvijas Hipotéku un zemes

banka AS

Nordea Bank Finland Plc
Latvijas filiale

Norvik banka AS

Regionala investiciju banka
AS

Rietumu Banka

SEB banka AS

Swedbank AS

Trasta Komercbanka AS

Republikas laukums  2a,
Riga, LV 1010, Latvia

Skanstes iela 12, Riga, LV
1013, Latvia

Lacplesa iela 20a-1, Riga,
LV 1011

13.janvara iela 3,
Riga, LV 1050, Latvia

Doma laukums 4,
Riga, LV 1977, Latvia

Kr. Valdemara iela 62, Riga,
LV 1013

E.Birznieka-Upisa iela 21,
Riga, LV 1011, Latvia

J.Alunana iela 2, Riga, LV
1010, Latvia

Vesetas iela 7, Riga, LV
1013

“SEB finanSu centrs”, Vald-
lauci, Meistaru iela 1, Keka-
vas pagasts, Kekavas
novads, LV 1076, Latvia

Balasta dambis 1a, Riga,
LV-1048, Latvia

Palasta iela 1,
1050, Latvia

Riga, LV

+371 6701 0000

+371 6717 1880

+371 67283294

+371 6700 1878

+371 80000100

+371 67096096

+371 6704 1100

+371 6735 9000

+371 67025555

+371 2777 8777, 8777

+371 6744 4444

+371 6702 7777

info@citadele.lv
www.citadele.lv

info@dnb.lv
www.dnb.lv

www.dukascopy.com

info@gemoneybank.lv
www.gemoneybank.lv

8000100@hipo.lv
www.hipo.lv

info@nordea.lv
www.nordea.lv

welcome@norvik.lv
www.norvik.lv

bank@ribbank.com
www.ribbank.com

info@rietumu.lv
www.rietumu.lv

info@seb.lv
www.seb.lv

info@swedbank.lv
www.swedbank.lv

info@tkb.lv
www.tkb.lv

An investor wishing to subscribe for the Offer Shares should contact the Custodian that operates a
securities account in the Latvian Central Depository for such investor or the office of AS LHV Pank in
Latvia and submit a Subscription Undertaking for the purchase of Offer Shares in the form set out
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below. The Subscription Undertaking must be submitted to the Custodian by the end of the Offer Peri-
od. The investor may use any method that such investor's Custodian offers to submit the Subscription
Undertaking (e.g. through a bank’s branch, over the Internet or by other means). The Subscription
Undertaking must include the following information:

Owner of the account: name and personal ID code or registration number of the inves-
tor

Account: number of the investor’s account

Custodian: name and registration number of the investor’s custodian

Security: Pro Kapital Grupp share additional 7

ISIN code: EE3800046676

Amount of securities: the number of Offer Shares for which the investor wishes to
subscribe

Price (per share): EUR 2.05

Transaction amount: the number of Offer Shares for which the investor wishes to
subscribe multiplied by EUR 2.05

Counterparty: AS Pro Kapital Grupp, registration number 10278802

Securities account of counterparty:  EE 99101700074

Custodian of the counterparty: LHV Pank AS

Value date of the transaction: 13 September 2012

Type of transaction: “purchase”

Type of settlement: “delivery against payment”

An investor may submit a Subscription Undertaking via a nominee account only if such investor au-
thorizes the owner of the nominee account to disclose the investor’s identity and the amount of Offer
Shares subscribed for by such investor to the Latvian Central Depository, AS LHV Pank and the Com-
pany and it is done in writing. Subscription Undertakings submitted through nominee accounts will be
taken into consideration in the allocation only if the owner of the nominee account has actually dis-
closed the identity of the investor and the amount of Offer Shares subscribed for by such investor to
the Latvian Central Depository in writing. Among other information it is also requested to disclose both
a permanent address and personal identification code in case of the natural person or a registration
number and registered address for the legal entity. An investor may submit a Subscription Undertaking
either personally or via a representative whom the investor has authorized (in the form required by
law) to submit the Subscription Undertaking.

A Subscription Undertaking is deemed submitted from the moment the ECRS receive a duly complet-
ed transaction instruction from the Custodian of the respective investor. The Subscription Undertaking
can be cancelled or amended as described under Section 7 (Amendment or Cancellation of Subscrip-
tion Undertakings) of this Part lll (Offering). An investor will be liable for the payment of all fees
charged by the Custodian in connection with the submission, cancellation or amendment of the Sub-
scription Undertaking.

An investor must ensure that all information contained in the Subscription Undertaking is correct, com-
plete and legible. The Company reserves the right to reject any Subscription Undertakings which are
incomplete, incorrect, unclear or ineligible, or which have not been completed and submitted during
the Offer Period in accordance with all requirements set out in these terms and conditions.

By submitting a Subscription Undertaking every investor:

- confirms that he/she/it has read the Prospectus in English and the Prospectus summary translated
into English/Estonian/Lithuania/Latvian, including without limitation the “Risk Factors” section and
the description of rights and obligations resulting from the ownership title to the shares of the
Company contained therein, and accepts the terms and conditions of the Offering set out under
this Section and elsewhere in this Prospectus and agrees with the Company that such terms will
be applicable to the investor’s acquisition of any Offer Shares;
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- acknowledges that the Retail Offering does not constitute an offer of Offer Shares by the Compa-
ny in legal terms or otherwise and that the submission of Subscription Undertaking does not itself
entitle the investor to acquire the Offer Shares nor result in a contract for the sale of or subscrip-
tion for any Offer Shares;

- accepts that the number of Offer Shares indicated by the investor in the Subscription Undertaking
will be regarded as the maximum number of Offer Shares which the investor wishes to acquire
(the “Maximum Amount”) and that the investor may receive less (but no more) Offer Shares than
the Maximum Amount. Please also read Part Il (Offering);

- undertakes to acquire and pay for any number of Offer Shares allocated to it/him/her/in accord-
ance with these terms and conditions;

- irrevocably authorizes each of the relevant Custodian, the registrar of the ECRS and the Latvian
Central Depository to amend the information contained in the investor’s transaction instruction, in-
cluding (a) to specify the value date of the transaction and (b) to specify (i) the number of Offer
Shares to be subscribed for by the investor, (ii) the Offer Price (as determined after the Offer Peri-
od) as the price per Share and (iii) the total amount of the transaction found by multiplying the Of-
fer Price by the number of Offer Shares allocated to the relevant investor;

- confirms, that he/she/it is not a US person in the meaning of Regulation S and not subject to any
other jurisdiction in which placing of the Subscription Undertaking shall be deemed to be in breach
of law, also represent that he/she/it is authorised to place a Subscription Undertaking in accordan-
ce with the Prospectus;

- confirms his/her/its awareness that the Subscription Undertaking shall be unconditional, shall not
include any reservations, and shall be irrevocable during the time when the Subscription Underta-
kings are binding on the investors, subject to the provisions of the Prospectus; and

- confirms his/her/its awareness that investing in shares is inherently associated with investment
risk that can be inadequate for his/her/its knowledge and experience.

Subscriptions via Estonian or Lithuanian Custodian

If an investor in Latvia wishes to subscribe for the Offer Shares via a securities’ account opened with
the ECRS, the investor must subscribe for the Offer Shares in accordance with Section 1 (Instructions
to Investors in Estonia) above. If an investor in Latvia wishes to subscribe for the Offer Shares via a
securities’ account opened with one of the registered securities account operators in Lithuania, the
investor must subscribe for the Offer Shares in accordance with Section 3 (Instructions to Investors in
Lithuania) below.

3. INSTRUCTIONS TO INVESTORS IN LITHUANIA

In order to subscribe for the Offer Shares, an investor must have a securities account opened with (a)
any Custodian of the Lithuanian Central Depository, who has a cash agent in Estonia, (b) the ECRS or
(c) any Custodian that is a participant of the Latvian Central Depository, who has a cash agent in Es-
tonia.

Subscriptions via securities’ account opened with a registered securities account operators in
Lithuania, who has a cash agent in Estonia

As of the date hereof, the following banks and investment firms operate as custodians of the Lithuani-
an Central Depository, who have cash agents in Estonia:

AB SEB Bankas Gedimino pr.12, LT-01103 Vilnius, +370 52682370 info@seb.lt
Lithuania www.seb.It

UAB FM] "Orion securities" A. Tumeéno g. 4, B korpusas, LT- +370 52313833 info@orion.It

01109 Vilnius, Lithuania www.orion. |t
AB bankas "FINASTA" Maironio g. 11, LT-01124 Vilnius, +370 52032233 info@finasta.com
Lithuania www.finasta.com
AB DNB bankas J. Basanavitiaus g. 26, LT-03601 +370 52393771 info@dnb.It
Vilnius, Lithuania www.dnb. |t
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AB Swedbank Konstitucijos pr. 20A, LT-03502 +370 52582513 info@swedbank.It
Vilnius, Lithuania www.swedbank.It

An investor wishing to subscribe for the Offer Shares should contact the Custodian that operates a
securities account in the Lithuanian Central Depository for such investor or the office of AS LHV Pank
in Lithuania and submit a Subscription Undertaking for the purchase of Offer Shares in the form set
out below. The Subscription Undertaking must be submitted to the Custodian by the end of the Offer
Period. The investor may use any method that such investor's Custodian offers to submit the Sub-
scription Undertaking (e.g. through a bank’s branch, over the Internet or by other means). The Sub-
scription Undertaking must include the following information:

Owner of the account: name of the investor

Account: number of the investor’s account

Custodian: name of the investor’s custodian

Security: Pro Kapital Grupp share additional 7

ISIN code: EE3800046676

Amount of securities: the number of Offer Shares for which the investor wishes to
subscribe

Price (per share): EUR 2.05

Transaction amount: the number of Offer Shares for which the investor wishes to
subscribe multiplied by EUR 2.05

Counterparty: AS Pro Kapital Grupp, registration number 10278802

Securities account of counterparty:  EE 99101700074

Custodian of the counterparty: LHV Pank AS

Value date of the transaction: 13 September 2012

Type of transaction: “purchase”

Type of settlement: “delivery against payment”

An investor may submit a Subscription Undertaking via a nominee account only if such investor au-
thorizes the owner of the nominee account to disclose the investor’s identity and the amount of Offer
Shares subscribed for by such investor to the Lithuanian Central Depository, LHV Pank and the Com-
pany and it is done in writing. Subscription Undertakings submitted through nominee accounts will be
taken into consideration in the allocation only if the owner of the nominee account has actually dis-
closed the identity of the investor and the amount of Offer Shares subscribed for by such investor to
the Lithuanian Central Depository in writing. Among other information it is also requested to disclose
both a permanent address and personal identification code in case of the natural person or a registra-
tion address and code (if relevant) for the legal entity. An investor may submit a Subscription Under-
taking either personally or via a representative whom the investor has authorized (in the form required
by law) to submit the Subscription Undertaking.

A Subscription Undertaking is deemed submitted from the moment the ECRS receives a duly com-
pleted transaction instruction from the Custodian of the respective investor. The Subscription Under-
taking can be cancelled or amended as described under Section 7 (Amendment or Cancellation of
Subscription Undertakings) of this Part Il (Offering). An investor will be liable for the payment of all
fees charged by the Custodian in connection with the submission, cancellation or amendment of the
Subscription Undertaking.

An investor must ensure that all information contained in the Subscription Undertaking is correct, com-
plete and legible. The Company reserves the right to reject any Subscription Undertakings which are
incomplete, incorrect, unclear or ineligible, or which have not been completed and submitted during
the Offer Period in accordance with all requirements set out in these terms and conditions.

By submitting a Subscription Undertaking every investor:

- confirms that he/she/it has read the Prospectus in English and the Prospectus summary translated
into English/Estonian/Lithuania/Latvian, including without limitation the “Risk Factors” section and
the description of rights and obligations resulting from the ownership title to the shares of the
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Company contained therein, and accepts provisions thereof as well as terms and conditions of the
Offering set out under this Section and elsewhere in this Prospectus and agrees with the Compa-
ny that such terms will be applicable to the investor’s acquisition of any Offer Shares;

- acknowledges that the Retail Offering does not constitute an offer of Offer Shares by the Compa-
ny in legal terms or otherwise and that the submission of Subscription Undertaking does not itself
entitle the investor to acquire the Offer Shares nor result in a contract for the sale of or subscrip-
tion for any Offer Shares;

- accepts that the number of Offer Shares indicated by the investor in the Subscription Undertaking
will be regarded as the maximum number of Offer Shares which the investor wishes to acquire
(the “Maximum Amount”) and that the investor may receive less (but no more) Offer Shares than
the Maximum Amount. Please also read Part Il (Offering);

- undertakes to acquire and pay for any number of Offer Shares allocated to it/him/her/in accord-
ance with these terms and conditions;

- irrevocably authorizes each of the relevant Custodian, the registrar of the ECRS and the Lithuani-
an Central Depository to amend the information contained in the investor’s transaction instruction,
including (a) to specify the value date of the transaction and (b) to specify (i) the number of Offer
Shares to be subscribed for by the investor, (ii) the Offer Price (as determined after the Offer Peri-
od) as the price per Share and (iii) the total amount of the transaction found by multiplying the Of-
fer Price by the number of Offer Shares allocated to the relevant investor.

- confirms, that he/she/it is not a US person in the meaning of Regulation S and not subject to any
other jurisdiction in which placing of the Subscription Undertaking shall be deemed to be in breach
of law, also represent that he/she/it is authorised to place a Subscription Undertaking in accordan-
ce with the Prospectus;

- confirms his/her/its awareness that the Subscription Undertaking shall be unconditional, shall not
include any reservations, and shall be irrevocable during the time when the Subscription Underta-
kings are binding on the investors, subject to the provisions of the Prospectus; and

- confirms his/her/its awareness that investing in shares is inherently associated with investment
risk that can be inadequate for his/her/its knowledge and experience.

Subscriptions via Estonian or Latvian Custodian

If an investor in Lithuania wishes to subscribe for the Offer Shares via a securities’ account opened
with the ECRS, the investor must subscribe for the Offer Shares in accordance with Section 1 (Instruc-
tions to Investors in Estonia) above. If an investor in Lithuania wishes to subscribe for the Offer Shares
via a securities’ account opened with one of the registered securities account operators in Latvia, i.e.
with a participant of the Latvian Central Depository, the investor must subscribe for the Offer Shares in
accordance with Section 2 (Instructions to Investors in Latvia) above.
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PART V. BACKGROUND, REASONS FOR OFFERING AND USE OF
PROCEEDS

The purpose of the Offering is to obtain additional equity financing necessary for the Group’s real es-
tate development activities. The Group plans to use the net proceeds received from the Offering inter
alia for the development of the following three properties of the Group:

- Tondi Quarter in Tallinn (please also read “Tondi Quarter” in Section 6 (Projects and Properties) of
Part XI (Business));

- Peterburi Rd. Shopping Centre in Tallinn (please also read “Peterburi Rd. Shopping Centre” in
Section 6 (Projects and Properties) of Part XI (Business)); and

- Tallinas St. Residential Complex in Riga (please also read “Tallinas St. Residential Complex” in
Section 6 (Projects and Properties) of Part XI (Business)).

In the Management Board’s view the exact allocation of the funds to the development projects cannot
be determined at the date of this Prospectus. The exact allocation of the funds to various development
projects will be determined by the Company at a later stage on the basis of availability of debt financ-
ing and pre-sales.

In addition, the Group plans to use part of the proceeds from time to time for general corporate pur-
poses (including, for as long as it does not affect the development of the above properties of the
Group, for the payment of outstanding obligations). The Group will use the proceeds for general corpo-
rate purposes to the extent and at the time such part of the proceeds is not necessary for financing the
Group’s real estate development activities.

The precise use of the proceeds will be determined by the Management Board in line with the annual
budgets of the Company approved by the Supervisory Council and other relevant resolutions that the
Supervisory Council may adopt from time to time.

The Articles of Association of the Company set out that if share capital of the Company is increased
without amending the Articles of Association, the Company’s legal reserve shall also be increased on
a pro rata basis. Therefore, a part of the proceeds from the Offering will be transferred to the legal
reserve of the Company.

The aggregate net proceeds to the Company are estimated to amount to approximately EUR 69.2
million, after deducting the fees and expenses of the Offering, assuming that all offered Offer Shares
will be subscribed for and issued, based on the mid-point of the Offer Price Range, save for any pro-
ceeds deriving under issuance of any Over-Allotment Shares. The fees and expenses incurred in con-
nection with the Offering and payable by the Company are estimated to amount to approximately EUR
3.9 million, based on the mid-point of the Offer Price Range.

In addition to above-mentioned investments the Offering is expected to broaden the Group’s investor
base and create an opportunity for the listing of the Shares on the Tallinn Stock Exchange. The Listing
is expected to increase liquidity of the Shares and enhance the Group’s profile in relation to current
and potential customers and other cooperation partners.

In the Offering, up to 37,000,000 Offer Shares will be offered by the Company. In addition, up to
1,000,000 Over-Allotment Shares may additionally be issued in the course of the Offering. The condi-
tional increase of Company’s share capital necessary for the issuance of the Offer Shares and Over-
Allotment Shares has been resolved by the General Meeting of Shareholders of the Company held on
14 August 2012.
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Part VI. CAPITALISATION AND INDEBTEDNESS

The following table sets forth the capitalisation and indebtedness of the Group based on consolidated
figures as at 30 June 2012. The table should be interpreted in conjunction with the Financial State-
ments presented elsewhere in this Prospectus. For further information on the Group’s capitalisation
and indebtedness, see the Notes to the Interim Financial Statements for the six months ended 30

June 2012.
(‘000 EUR, un-audited) 30 June 2012
CAPITALISATION
Total current debt 6,898
- secured 6,898
- of which guaranteed 2,625
- unsecured 0
Total non-current debt 20,673
- secured 9,401
- of which guaranteed 7,579
- unsecured 11,272
Shareholders’ equity 69,132
Non-controlling interest 1,553
Equity attributable to equity holders of the parent 67,579
- share capital in nominal value 10,637
- share premium 0
- reserves 11,337
- retained earnings 46,735
- currency translation adjustment -1,130
TOTAL CAPITALISATION 96,703
NET INDEBTEDNESS
Cash 71
Bank Accounts 2,071
Trading securities 0
Liquidity (1) 2,142
Current financial receivable 0
Current bank debt 0
Current portion of non-current bank loans 2,822
Other current financial debt 4,076
Current financial debt (2) 6,898
Net current financial indebtedness (3) 4,756
Non-current bank loans 9,401
Bonds issued 11,272
Other non-current loans 0
Non-current financial indebtedness (4) 20,673
NET FINANCIAL INDEBTEDNESS (5) 25,429

(1) Aggregate of cash and cash equivalents and trading securities

(2) Aggregate of current bank debt, current portion of non-current debt and other current financial

debt

(3) Current financial debt deducted by current financial receivables and liquidity
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(4) Aggregate of non-current bank loans and other non-current loans (excluding current portion of
long-term debt)

(5) Aggregate of net current financial indebtedness and non-current financial indebtedness

Please read “Loan Agreements and related Financing Documents” in Section 9 (Material Contracts) of
Part XI (Business) for information on collaterals and guarantees for secured loans.

Please read “Off-Balance Sheet Items” in Section 9 (Capital Risk Management) of Part IX (Operating
and Financial Review and Prospects) for information on indirect and conditional liabilities (off-balance
sheet items).
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PART VIL. DIVIDENDS AND DIVIDEND POLICY

Once the increase of share capital relating to the issue of Offer Shares is registered with the Estonian
Commercial Register, the Offer Shares will rank pari passu with all the existing Shares. The Offer
Shares will be eligible for any dividends declared and paid on the Shares starting from 1 January 2012
and any time thereafter.

The Group has historically been financing its operations mainly from retained earnings. Hence there
have been limited dividend payments in the past. For the year 1998 dividends in amount of EUR
345,123 were paid and for 2004 dividends in amount of EUR 2,039,501 were paid.

The Group intends to pay dividends taking into account the capital needs, the stage of the develop-
ment of the Group’s main projects, the financial situation of the Group, the development cycle of the
real estate sector and other relevant aspects the Group. It is not expected that the dividend payments
will commence in financial years 2013 and 2014 as the Group is planning to invest significant amount
of funds into the prioritised development projects (Tondi Quarter, Peterburi Rd. Shopping Centre and
Tallinas St. Residential Complex).

The Company cannot assure that dividends will be paid in the future or if dividends are paid, how
much they will amount to. The declaration and payment by the Company of any future dividends and
the amount thereof will depend on the Company’s results of operations, financial condition, cash re-
quirements, future prospects, profits available for distribution and other factors deemed by the Man-
agement Board to be relevant at the time. Moreover, the Management Board merely makes a proposal
for the amount of dividends to be distributed. The Supervisory Council has the right to amend such
proposal and the proposal is ultimately to be approved by the General Meeting of Shareholders. For
more details on the procedure and regulatory restrictions relating to the payment of dividends, please
read “Dividends and Other Distributions” in Section 7 (Shareholders Rights) of Part XllII (Information on
Company, Shares and Share Capital).
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PART VIIL. SELECTED FINANCIAL INFORMATION

The following tables set forth selected financial information as at the end of and for each of the three
financial years ended 31 December 2009, 2010 and 2011, and as at the end of and for the six months
ended 30 June 2012.

The tables below set forth selected financial information that has been derived from the Group’s Spe-
cial Purpose Combined Financial Statements for the three financial years ended 31 December 2009,
2010, 2011, and from the Interim Financial Statements for the six months period ended 30 June 2012.
The Special Purpose Combined Financial Statements and Interim Financial Statements have been
prepared in accordance with the IFRS-EU. Please also read Note no. 2 to the Special Purpose Com-
bined Financial Statements and Note no. 2 to the Interim Financial Statements.

The selected financial data presented below shall be read in conjunction with Part IX (Operating and
Financial Review and Prospects) and the Special Purpose Combined Financial Statements and Inter-
im Financial Statements, including notes thereto, incorporated hereto by reference (please see Part
XVIII (Information Incorporated by Reference)).

The ratios and indicators set out in the table below are provided to illustrate certain aspects of Group’s
business and financial performance. These ratios and indicators are used by the Management Board
to evaluate the performance of the Group. Earnings per share, return on assets and return on equity
are used as indicators of financial returns that the Group is generating for its shareholders. Gross,
operating and net profit margins are indicators of the profitability of the Group, while equity ratio and
current ratio are used by the Management Board to assess the liquidity position of the Group. Alt-
hough certain of these ratios and indicators are not measures of performance defined in the IFRS-EU,
the Management Board believes that such ratios and indicators are customary and often used by pub-
lic companies in the Group’s sector to illustrate their business and financial performance.

. . Six months

Financial year ended 31 December ended 30 June
Profit and loss account ('000 EUR) 2009 2010 2011 2011 2012
Total revenue 21,999 21,051 17,449 8,016 9,932
Cost of goods sold -17,917 -17,015 -16,407 -5,756 -8,070
Gross profit 4,082 4,036 1,042 2,260 1,862
Marketing expenses -1,103 -609 -352 -169 -289
Administrative expenses -4,130 -4,029 -5,237 -2,776 -2,707
Other operating income 1,357 219 54,280 54,692 118
Other operating expenses -1,397 -4,600 -1,875 -471 -1,220
Operating profit / loss -1,191 -4,983 47,858 53,536 -2,236
Financial income 2,733 2,120 4,770 659 16
Financial expenses -2,883 -4,174 -2,877 -2,155 -679
Profit / loss before tax -1,341 -7,037 49,751 52,040 -2,899
Income tax 26 17 351 7 14
Profit / loss for the period -1,315 -7,020 50,102 52,047 -2,885
Net profit / loss attributable to:
Equity holders of the parent -3,455 -7,413 21,931 23,909 -2,889
Non-controlling interest 2,140 393 28,171 28,138 4

As at 31 December As at 30 June

Balance sheet ('000 EUR) 2009 2010 2011 2012
Cash and bank accounts 3,159 1,194 8,637 2,142
Current receivables 11,304 9,562 2,865 2,857
Inventories 67,935 58,736 53,186 49,395
Non-current assets held for sale 0 50,044 0 0
Total current assets 82,398 119,536 64,688 54,394
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Non-current receivables
Deferred tax assets
Tangible assets
Investment property
Intangible assets

Total non-current assets
TOTAL ASSETS

Current debt

Customer advances
Current payables
Taxes payable
Short-term provisions
Total current liabilities

Long-term debt

Other long term liabilities
Deferred income tax liability
Long-term provisions

Total non-current liabilities
TOTAL LIABILITIES

Share capital

Share premium

Statutory legal reserve

Revaluation reserve

Foreign currency differences
Retained earnings

Profit / loss for the period

Total equity attributable to equity
holders of the parent
Non-controlling interest

TOTAL EQUITY

TOTAL LIABILITIES AND EQUITY

12,492
0
10,207
61,785
264
84,748
167,146

16,080
2,962
2,825

479
284
22,630

67,929
300
445

97

68,771

91,401

33,992
45,089
2,938

0
-1,373
-30,836
-3,455

46,355
29,390
75,745
167,146

19,949
0
12,049
26,600
307
58,905
178,441

83,271
1,352
3,648

178
4,184
92,633

18,717
0

419
166
19,302
111,935

33,992
45,089
2,938

0
-1,382
-36,388
-7,413

36,836
29,670
66,506
178,441

152
370
21,863
26,111
288
48,784
113,472

14,002
838
1,791
95
1,091
17,817

21,462
0
1,962
173
23,597
41,414

10,637

0

0
11,330
-1,130
27,693
21,931

70,461
1,597
72,058
113,472

Financial year ended 31 December

152
368
21,393
26,111
284
48,308
102,702

6,898
579
1,497
106
1,755
10,835

20,673
132
1,878
52
22,735
33,570

10,637

0

0
11,337
-1,130
49,624
-2,889

67,579
1,553
69,132
102,702

Six months ended

30 June

Cash flow ('000 EUR) 2009 2010 2011 2011 2012
Net cash from / used in operating

activities 11,286 933 -19,394 -11,578 -3,158
Net cash from / used in investing

activities -403 -14,768 95,764 95,361 -289
Net cash from / used in financing

activities -9,604 11,870 -68,927 -64,733 -3,048
NET CASH FLOW 1,279 -1,965 7,443 19,050 -6,495

Financial year ended 31 December

Six months ended 30 June

Key ratios and indicators 2009 2010 2011 2011 2012

Number of shares 53,185,422 53,185,422 53,185,422 53,185,422 53,185,422
Earnings per share, EUR -0.06 -0.14 0.41 0.45 -0.05
Gross profit margin, % 19% 19% 6% 28% 19%
Operating profit margin, % -5% -24% 274% 668% -23%
Net profit margin, % -16% -35% 126% 298% -29%
Return on assets, % -2% -4% 15% n/a -3%
Return on equity, % 7% -18% 41% n/a -4%
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Equity ratio, % 28% 21% 62% n/a 66%
Current ratio 3.6 1.3 3.6 n/a 5.0

Calculation of key ratios:

Earnings per share, EUR = Net profit attributable to equity holders of the parent divided by
average number of common shares outstanding.

Gross profit margin, % = Gross profit divided by total revenue.

Operating profit margin, % = Operating profit divided by total revenue.

Net profit margin, % = Net profit attributable to equity holders of the parent divided by

total revenue.

Return on assets, % = Net profit attributable to equity holders of the parent divided by
average total assets.

Return on equity, % = Net profit attributable to equity holders of the parent divided by
average equity attributable to equity holders of the parent.

Equity ratio, % = Equity attributable to equity holders of the parent divided by
total assets.

Current ratio, % = Current assets divided by current liabilities.
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PART IX. OPERATING AND FINANCIAL REVIEW AND PROSPECTS

1. OVERVIEW

In this Part IX (Operating and Financial Review and Prospects), description has been provided in re-
spect of the following:

- key factors influencing the operations of the Group;

- major developments that have taken place in relation to the Group since the end of the reporting
period for six months ended 30 June 2012;

- the Group’s operating and financial outlook for 2012;
- major investment activity performed by the Group since 2009;

- results of Group’s operations for financial years 2009, 2010 and 2011 and for the six months end-
ed 30 June 2012; and

- the statement on Group’s liquidity and capital resources.

In addition to the above, Part IX (Operating and Financial Review and Prospects) provides an over-
view of the Group’s key accounting policies as well as financial risks and risk management proce-
dures.

Financial Information presented in this Part IX (Operating and Financial Review and Prospects) has
been derived from the Group’s Special Purpose Combined Financial Statements for the three financial
years ended 31 December 2009, 2010, 2011, and from the Interim Financial Statements for the six
months period ended 30 June 2012. Such Special Purpose Combined Financial Statements and Inter-
im Financial Statements have been prepared in accordance with the IFRS-EU. Therefore, this Part IX
(Operating and Financial Review and Prospects) shall be read in conjunction the Special Purpose
Combined Financial Statements and Interim Financial Statements, including notes thereto, incorpo-
rated hereto by reference (please see Part XVIII (Information Incorporated by Reference)).

2. FACTORS AFFECTING RESULTS OF OPERATIONS
Changes in business environment

Property market is sensitive to changes in supply and demand. Generally, real estate values tend to
follow business cycles. Valuation of property is affected by a number of macroeconomic factors, in-
cluding economic growth, demographical factors, availability of financing, interest rates, inflation, un-
employment, disposable income, consumer confidence etc. Changes in local market environment (for
example, in a specific city) can materially affect property values regardless of the overall business
environment in the regional market. Changes in general market environment have an effect on de-
mand for real estate and yield rates. For this reason, fluctuations in macroeconomic factors in the
markets, which the Group operates in, can materially affect valuation and timing of development of
existing and planned real estate portfolio.

Property prices, rental and vacancy rates depend on demand and supply of real estate stock in the
respective market segment (residential, commercial, offices). Favourable market environment encour-
ages construction of new real estate. The growth of available real estate space in general would result
in negative pressure on prices, while the final pricing level will depend on the development of the de-
mand.

Ability to develop projects

Management of development projects requires substantial planning effort and usually lasts for several
years. During the development phase the Group receives income only from pre-sale of the apartments
in residential projects, while income from development of retail properties is deferred to the period
after the completion of the project.

The Group relies on subcontractors for implementation design and construction works. If terms of ser-
vices performed by subcontractors (price, quality) deviate from initially planned, there can be a positive
or negative effect on the profit extracted from developing a project. Additionally, development projects
are subject to regulation by government authorities in relation to obtaining or renewing licenses, per-
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mits and approvals, which can potentially delay development of a project, and hence have an impact
on the Group’s profitability and projects’ financial return.

The Management Board

Successful planning and execution of development projects depends on the vision and experience of
the Management Board that has obtained unique real estate development know-how in the Baltic
States. The Management Board is crucial to the future operating results.

Property sales

Income from sale of property is not regular and depends on a number of factors, including project de-
velopment schedule, prevailing market demand, macroeconomic environment, competing real estate
developments and the Group’s strategy. The Management Board is carefully planning timing of prop-
erty sales in order to maximize the return to shareholders. Maximization of return might result in rela-
tively volatile stream of income. Ability of the Group to time the property sales has an effect on the
income of the Group as market conditions are constantly changing.

The Management Board may consider renting out certain properties for a certain period of time in case
the market conditions for the sales of apartments or development of properties are not favourable.

Rental income

Rental income is another source of the Group’s revenue. Insolvency of large tenants can have a sub-
stantial negative effect on rental income, and hence quality tenant mix and constant monitoring of
tenants’ solvency is important in securing stable rental income.

Developments in a specific real estate lease market segment (office, retail), such as shifts in demand
or introduction of new real estate stock can have a material impact on development of vacancy rates.
As rental agreements are reviewed on regular basis, prevailing market conditions determine terms of
renewal of agreements. As a result the rental income can fluctuate, also causing fluctuations in consol-
idated revenue.

Hotel related income

Income generated by hotel operations forms a relatively significant part of Group’s total recurring rev-
enues at the moment. Group’s hotel operations mainly service foreign tourist travellers. Lately the
hotel operations have been impacted positively by increasing number of tourists to Estonia and Latvia
and general improvement of economic environment.

Revaluation of property

Land and buildings that are purchased or developed by the Group with the purpose to generate rental
income or market value appreciation and which are not used in operations of the Company are report-
ed on the balance sheet as investment property. Investment property as well as the tangible assets
(hotels owned by the Group are accounted as tangible assets) are measured using the fair value
method, and revaluation is performed on regular basis as required by regulations. Any potential gains
or losses in fair value of investment property are recognized as income or expense for the respective
accounting period, affecting the overall profitability of the Group. At the same time, inventories, which
include residential buildings completed and construction in progress, are recorded at cost on the bal-
ance sheet and are not re-valued.

Competition

Property prices, rental rates and vacancy rates to a large extent are related to availability of real estate
space for sale or for lease. Therefore, any substantial new real estate developments in the segments
and markets the Group operates in represents a threat to operating results of the Group.

Opening of a new shopping centre or development of new residential project in a given city or region
would increase competition among existing players, and put downward pressure on rental rates and
residential property prices, which in turn would result in fluctuations of the Group’s total income.

Inability of competitors to finance their real estate developments or any other reasons deterring com-
petitive developments could result in thinner real estate supply, which would increase property prices
and rental rates, thus positively affecting income of the Group.
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Interest rates

Changes in credit market and interest rate fluctuations can decrease or increase the Group’s financing
costs, and thus affect consolidated profitability. Additionally, interest rates and credit availability affect
demand for real estate, which in turn has an impact on the Group’s property value and property sales.
Significant part of the Group’s borrowings has fixed margin interest rate tied to EURIBOR and there-
fore is exposed to interest rate volatility to the extent of EURIBOR fluctuation, and hence the Group is
exposed to developments in European and international financial markets.

Construction market environment

Construction costs represent by far the largest portion of expenses related to property development.
Historically construction costs have fluctuated significantly. In the future any fluctuations in construc-
tion market conditions, including labour costs, material costs, demand and supply, may have a materi-
al effect on expenses and profitability of the Group.

Ability to acquire land plots

Success of the Group’s operations is dependent on the Group’s ability to acquire land plots or proper-
ties for development in favourable locations at competitive prices, and develop them in efficient and
timely manner. The Group has acquired most of its current land portfolio in 1990s and early 2000s and
further successful acquisitions cannot be taken for granted.

Additionally, success of development projects relies on the Group’s ability to forecast attractiveness of
a chosen location. Location represents a substantial part of real estate property value, and attractive-
ness of locations tends to change over time depending on other real estate developments and/or
changes in the city planning. Any positive developments in location’s attractiveness can positively
affect property value, and vice versa.

3. RECENT DEVELOPMENTS

During the first half of 2012 the Group continued with projecting works of 3 new development projects:
Peterburi Rd. Shopping Centre in Tallinn, the first part of the new stage in Tondi Quarter in Tallinn and
Tallinnas St. Residential Complex in Riga for obtaining building licenses. In connection with the Peter-
buri Rd. Shopping Centre project the Group has signed the agreements for pre-projecting of tram line
Majaka str. — Peterburi road 2, projecting of rainwater sewage line on Kivimurru street and connection
agreement with AS Eesti Gaas. In June 2012 the Group received the building license for the entrance
crossroad from the Peterburi road to the eastern side of the projected shopping centre.

The Group has started successfully the leasing activities for Peterburi Rd. Shopping Centre premises
with first lease agreements signed at the end of the first half of 2012 and lease agreement for hyper-
market premises signed on 26 July 2012.

In the first half of 2012 the Group recorded net revenue of EUR 9.9 million, which represents 24%
increase compared to the same period in 2011. Recorded net loss of EUR 2.9 million EUR included
non-recurring costs related to IPO preparations in amount of EUR 0.4 million and additional provision
regarding legal dispute in Netherlands in amount of EUR 0.7 million. Please also read Section 12 (Le-
gal Proceedings) of Part XI (Business).

In Estonia 2 flats and 3 parking places were sold, as well as 6 lease agreements signed for parking
places and 4 agreements for offices. PK limarine Hotel showed results well above expectations, with
occupancy rate growing by 4% and gross operating profit increasing more than 2 times to EUR 223
thousand.

In Latvia 1 flat has been sold and in total 20 lease agreements were signed for World Trade Centre
office premises. The results of PK Riga Hotel improved, with occupancy rate growing by 26% and
gross operating profit reaching EUR 283 thousand (8% increase).

In Lithuania 31 flats and commercial premises as well as 13 parking places were sold. Major part (27
flats and all parking places) was part of a bulk deal.

In Germany PK Parkhotel Kurhaus recorded occupancy rate decline of 13%, with gross operating
profit decreasing by 2% to EUR 255 thousand. The company providing hotel and associated services
at PK Parkhotel Kurhaus was acquired in November 2011 and currently is undergoing the process of
cost review and efficiency means.
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4. OUTLOOK FOR 2012

The Management Board believes that after bottoming-out during 2009 and 2010, real estate market in
2012 in Estonia, Latvia and Lithuania will continue moderate growth that was observed in 2011, follow-
ing economic recovery in the Baltic States. Even though European sovereign debt situation represents
a threat to economies of the Baltic States, positive growth of economy is expected in 2012 as the
economies have gone through significant fiscal and structural reforms in the last several years. Eco-
nomic growth in the region has been driven by improvement in fundamental factors, and finances of
the governments of Estonia, Latvia and Lithuania have improved with budget deficits expected in 2012
below 3% level. Further economic recovery of the Baltic States is expected to positively affect real
estate market as consumer confidence improves and demand for the property increases. The above
mentioned factors should positively affect the Group’s income from existing real estate and increase
value of development projects.

The improving macroeconomic background in the Baltic States allows the Group to proceed with new
developments as the increased consumer confidence and improved availability of financing increase
the demand for both residential as well as retail real estate. The Group expects to complete the nec-
essary preparatory works to be in position to commence the development of the Tondi Quarter, Peter-
buri Rd. Shopping Centre and Tallinas St. Residential Complex in 2012 and early 2013.

5. INVESTMENTS, DIVESTMENTS AND DEVELOPMENT PROJECTS

Main Investments, executed Acquisitions and Divestments as well as Commenced Develop-
ment Projects between 2009 and 2011

The Group’s main investments normally include acquisitions of land and buildings and construction or
renovation works related to real estate project development. During the period from 2009 until 2011
the Company did not make significant investments except for the investments described below. The
main reasons for postponing development activity were unfavourable market conditions dictated by
weak macroeconomic environment and limited internal financial resources of the Group. It was decid-
ed that postponing development of planned real estate projects would increase their value, taking into
account expected real estate market recovery.

However, the main investments during the period from 2009 until 2011 include investments related to
two real estate development projects implemented by the Group, including:

- Second extension of Kristiine Shopping Centre in Tallinn. The extension was developed and
constructed in 2010. The extension resulted in additional GLA of 12,200 m2, renovation of the part
of the existing parking house and creation of 7000 m? ground floor parking area increasing the to-
tal number of parking places to 1,130. The opening of the extension was on 30 September 2010.
The yearly investments of the Group in this project were as follows: EUR 17,872,129 in 2010 and
EUR 762,160 in 2011;

- Development of Saltiniy Namai Residential Complex in Vilnius. The yearly investments of the
Group in this project were as follows: EUR 6,659,159 in 2009, EUR 1,197,027 in 2010 and EUR
872,872 in 2011. Please also read “Saltiniy Namai Residential Complex” in Section 6 (Portfolio of
Projects and Property) of Part XI (Business) regarding the development of Saltiniy Namai Resi-
dential Complex.

Projects in Progress

Currently the Group is only completing interior works in its residential development projects in Estonia
and Lithuania. Please also read Section 6 (Portfolio of Projects and Property) of Part XI (Business)
regarding its residential development projects.

Projects in Early Development Stage

Three development projects of the Group are in early development stage, yet active planning of the
projects is being performed. Development of these projects depends on a number of factors, including
availability of financing, and hence there are no specific execution plans prepared yet. These projects
are:
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- Development of Peterburi Rd. Shopping Centre. Total investment into the project is expected to
amount to EUR 88.9 million. Please also read “Peterburi Rd. Shopping Centre” in Section 6 (Port-
folio of Projects and Property) of Part XI (Business) regarding the development of Peterburi Rd.
Shopping Centre;

- Development of the second stage of Tondi Quarter. Total investment into the development of
Tondi Quarter is expected to amount to EUR 118.1 million. Total investment into the development
of the first part of the second phase of Tondi Quarter is expected to amount to EUR 11 million.
Please also read “Tondi Quarter” in Section 6 (Portfolio of Projects and Property) of Part XI (Busi-
ness) regarding the development of Tondi Quarter;

- Development of Tallinas St. Residential Complex. Total investment into the development of
Tallinas St. Residential Complex in Riga is expected to amount to EUR 29.1 million. Please also
read “Tallinas St. Residential Complex” in Section 6 (Portfolio of Projects and Property) of Part
Xl (Business) regarding the development of Tallinas St. Residential Complex.

Projects under consideration

There are also other development projects in the portfolio of the Group that are being considered in
the longer term. These projects are:

- Kalaranna Residential Complex. Total investment is expected to amount to EUR 58.7 million.
Development is expected to start in 2013. Please also read “Kalaranna Residential Complex” in
Section 6 (Portfolio of Projects and Property) of Part XI (Business);

- Klhversala Residential Complex. Total investment is expected to amount to EUR 91.4 million.
Development is expected to start in 2014. Please also read “Kliversala Residential Complex” in
Section 6 (Portfolio of Projects and Property) of Part XI (Business);

- 2vaigznes Centre. Total investment is expected to amount to EUR 24.0 million. Development is
expected to start in 2013. Please also read “Zvaigznes Centre” in Section 6 (Portfolio of Projects
and Property) of Part XI (Business).

For more information regarding properties, which the Group considers to develop in the longer term,
please read Section 6 (Portfolio of Projects and Property) of Part XI (Business).

Investments in 2012

Investments into the development projects during six months ended 30 June 2012 are indicated in the
table below:

Name of the Project Investment
Kalaranna Residential Complex EUR 3,835
Tondi Quarter EUR 15,092
Peterburi Rd. Shopping Centre EUR 229,841
Tallinas St. Residential Complex EUR 541
Zvaigznes Centre EUR 2,277
éaltiniq Namai Residential Complex EUR 163,110

Please also see Section 9 (Material Contracts) of Part XI (Business) for the information on the material
contracts that have brought and will bring in the future investment obligations to the Group.

6. IMPORTANT ACCOUNTING POLICIES

The Financial Statements of the Company have been prepared in accordance with the IFRS-EU, and
in accordance with Estonian Accounting Act.

Classification of real estate

Decision of real estate classification to inventory, investment property or tangible assets is done based
on Management Board'’s intention for the future use of the object.

Real estate is recognized as inventory if the objective is sale or resale of real estate during ordinary
course of business.
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Real estate is recognized as investment property if the objective is to gain lease income, or real estate
is held or developed for lease purpose. In addition, such real estate may be held for long-term capital
appreciation.

Real estate used for rendering other business services or used for administrative purposes and with a
useful life of over one year is considered to be tangible assets.

Valuation of inventory and investment property

According to the Company’s principles, inventories are stated on the balance sheet at the lower of cost
value or net realizable value. Net realizable value test is carried out annually and independent certified
real estate appraiser’s reports are used if deemed necessary.

The Company values the investment properties at their fair value determined by the Management
Board estimates and independent certified real estate appraisers. In determination of the fair value two
methods are used: discounted cash flow method and comparative transaction price method.

Use of judgements, estimates and assumptions

The preparation of financial statements in conformity with IFRS-EU requires the use of certain critical
accounting estimates. It also requires the Management Board to exercise its judgment in the process
of applying the Company’s accounting policies. The areas involving a higher degree of judgment or
complexity, or areas where assumptions and estimates are significant to the financial statements are
disclosed in Note 2 of the Special Purpose Combined Financial Statements and the Interim Financial
Statements.

7. RESULTS OF OPERATIONS

The following subsections analyse the financial results of the Group for the financial years ended 31
December 2009, 2010 and 2011 and for the six months ended 30 June 2012. Financial Information
presented in Section 7 (Results of Operations) has been derived from the Group’s Special Purpose
Combined Financial Statements for the three financial years ended 31 December 2009, 2010, 2011,
and from the Interim Financial Statements for the six months ended 30 June 2012.

The Group’s operations are spread across four geographical segments: Estonia, Latvia, Lithuania, and
Germany.

The Group’s operations in Estonia mainly consist of the development and sales of apartments in pre-
mium residential real estate properties, development and lease of premises in retail and office proper-
ties, and management of cash flow generating retail, office and hotel properties. The revenue gener-
ated by this segment is directly dependent on the overall sentiment in the premium residential real
estate market in Tallinn and the stock of apartments to be sold available to the Group, overall retail
sector sentiment in Tallinn as well as stage of the lifecycle of the Group’s commercial developments,
and overall tourism market trends in Tallinn.

The share of the Estonian segment as a percentage of total revenues of the Group has been relatively
stable in 2009-2011 amounting to 61% in 2011, 56% in 2010 and 62% in 2009. However, the share of
revenues from Estonian segment to Group’s total revenues decreased substantially in the first half of
2012 amounting to 17%.

The Group’s operations in Latvia mainly consist of the development and sales of apartments in premi-
um residential real estate properties, development and lease of office properties, and management of
cash flow generating hotel properties. The revenue generated by this segment is directly dependent
on the overall sentiment in the premium residential real estate market in Riga and the stock of apart-
ments to be sold available to the Group, the sentiment in the office property market in Riga, and over-
all tourism market trends in Riga.

The share of the Latvian segment as a percentage of total revenues of the Group was 14% in the first
half of 2012, compared to 17% in 2011, 11% in 2010 and 26% in 2009.

The Group’s operations in Lithuania mainly consist of the development and sales of apartments in
premium residential real estate properties. The revenue generated by this segment is directly depend-
ent on the overall sentiment in the premium residential real estate market in Vilnius and the stock of
apartments to be sold available to the Group.
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The share of the Lithuanian segment as a percentage of total revenues of the Group increased in the
first half of 2012 to 54% compared to 20% in 2011, 31% in 2010 and 10% in 2009. The share of reve-
nues stemming from Lithuania has been dependent on the presales and sales of Saltiniy Namai Resi-
dential Complex.

The Group’s operations in Germany consist of the development and management of PK Parkhotel
Kurhaus located in Bad Kreuznach, Germany. The revenue generated by this segment is directly de-
pendent on the overall tourism market trends in Bad Kreuznach and its surrounding area.

The share of the German segment as a percentage of total revenues of the Group has been stable
amounting to 2% in all three years of 2011, 2010, and 2009. However, the share of the German seg-
ment increased to 15% in the first half of 2012 with the Company’s acquisition of German hotel opera-
tor in November 2011.

It should be noted that a single sizeable transaction in a particular segment in a particular period may
change the share of that particular segment in total Group’s revenues significantly. However, such
changes do not reflect the overall trend in segment revenues.

The following table presents the Group’s results of operations for the periods indicated:

. . Six months

Financial year ended 31 December ended 30 June

Profit and loss account ('000 EUR) 2009 2010 2011 2011 2012
Total revenue 21,999 21,051 17,449 8,016 9,932
Estonia 13,534 11,779 10,569 5,623 1,715
Latvia 5,759 2,356 3,038 1,195 1,362
Lithuania 2,269 6,480 3,406 980 5,317
Germany 437 436 436 218 1,538
Cost of goods sold -17,917 -17,015 -16,407 -5,756 -8,070
Gross profit 4,082 4,036 1,042 2,260 1,862
Marketing expenses -1,103 -609 -352 -169 -289
Administrative expenses -4,130 -4,029 -5,237 -2,776 -2,707
Other operating income 1,357 219 54,280 54,692 118
Other operating expenses -1,397 -4,600 -1,875 -471 -1,220
Operating profit / loss -1,191 -4,983 47,858 53,536 -2,236
Financial income 2,733 2,120 4,770 659 16
Financial expenses -2,883 -4,174 -2,877 -2,155 -679
Profit / loss before tax -1,341 -7,037 49,751 52,040 -2,899
Income tax 26 17 351 7 14
Profit / loss for the period -1,315 -7,020 50,102 52,047 -2,885

Net profit / loss attributable to:
Equity holders of the parent -3,455 -7,413 21,931 23,909 -2,889
Non-controlling interest 2,140 393 28,171 28,138 4

The following table presents the Group’s certain income and expense items as a percentage of total
revenue for the periods indicated in order to illustrate the relative weight of the key income and ex-
pense items in relation to the total revenue of the Group:

. . Six months

Financial year ended 31 December ended 30 June

Profit and loss account (%) 2009 2010 2011 2011 2012
Total revenue 100% 100% 100% 100% 100%
Estonia 62% 56% 61% 70% 17%
Latvia 26% 11% 17% 15% 14%
Lithuania 10% 31% 20% 12% 54%
Germany 2% 2% 2% 3% 15%
Cost of goods sold -81% -81% -94% -72% -81%
Gross profit 19% 19% 6% 28% 19%

77(187)



Marketing expenses -5% -3% -2% -2% -3%

Administrative expenses -19% -19% -30% -35% -27%
Other operating income 6% 1% 311% 682% 1%
Other operating expenses -6% -22% -11% -6% -12%
Operating profit / loss -5% -24% 274% 668% -23%
Financial income 12% 10% 27% 8% 0%
Financial expenses -13% -20% -16% -27% -7%
Profit / loss before tax -6% -33% 285% 649% -29%
Income tax 0% 0% 2% 0% 0%
Profit / loss for the period -6% -33% 287% 649% -29%

Net profit / loss attributable to:
Equity holders of the parent -16% -35% 126% 298% -29%
Non-controlling interest 10% 2% 161% 351% 0%

The Group’s Business Lines

In addition to geographical segmentation described above the Group’s revenues can also be divided
along four business lines - sales of real estate, rental income, real estate management, and other
operations. Sales of real estate consist of the development and sales of apartments in premium resi-
dential real estate properties in the Baltic capitals. Lease of commercial premises includes the devel-
opment and lease of premises in retail and office properties in the Baltic capitals. Real estate man-
agement business line revenues are generated by the management of cash flow generating retalil,
office and hotel properties. Other operations mainly include provision of consulting or other services.

The following table presents the Group’s revenue split by business lines:

. . Six months

Financial year ended 31 December ended 30 June

('000 EUR) 2009 2010 2011 2011 2012
Total revenue 21,999 21,051 17,449 8,016 9,932
Sales of real estate 5,958 7,310 7,490 1,401 5,661
Rental income 9,005 7,472 4,138 3,449 500
Real estate management income 6,655 5,355 4,719 2,734 2,808
Other services 381 914 1,102 432 963

The following table presents the Group’s business line revenue as a percentage of total revenue for
the periods indicated in order to illustrate the relative weight of the business line revenue in relation to
the total revenue of the Group:

Financial year ended 31 December enScII)écrIn:;)On.thjsne

Profit and loss account (%) 2009 2010 2011 2011 2012
Total revenue 100% 100% 100% 100% 100%
Sales of real estate 27% 35% 43% 17% 57%
Rental income 41% 35% 24% 43% 5%
Real estate management income 30% 25% 27% 34% 28%
Other services 2% 4% 6% 5% 10%

Six Months Ended 30 June 2012 Compared to Six Months Ended 30 June 2011

The table below presents the summary of the Group’s profit and loss account for the first half of 2012
and 2011 as well as the year-on-year change in the key revenue and expense items.
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Six months ended 30 June

Profit and loss account ('000 EUR) 2011 2012 Change, %
Total revenue 8,016 9,932 24%
Cost of goods sold -5,756 -8,070 40%
Gross profit 2,260 1,862 -18%
Marketing expenses -169 -289 71%
Administrative expenses -2,776 -2,707 -2%
Other operating income 54,692 118 -100%
Other operating expenses -471 -1,220 159%
Operating profit / loss 53,536 -2,236 -104%
Financial income 659 16 -98%
Financial expenses -2,155 -679 -68%
Profit / loss before tax 52,040 -2,899 -106%
Income tax 7 14 100%
Profit / loss for the period 52,047 -2,885 -106%
Revenue
Six months ended 30 June
('000 EUR) 2011 2012 Change, %
Total revenue 8,016 9,932 24%
Estonia 5,623 1,715 -70%
Latvia 1,195 1,362 14%
Lithuania 980 5,317 443%
Germany 218 1,538 606%

Consolidated revenue of the Group in the first half of 2012 increased by 24% compared to the corre-
sponding period of 2011 and amounted to EUR 9,932 thousand.

Revenue from Estonia in the first half of 2012 decreased by 70% and amounted to EUR 1,715 thou-
sand. One of the main reasons for lower revenue from Estonia was decrease in rental revenue due to
the divestment of Kristine Shopping Centre in 2011. Another reason for the decrease in revenues
from Estonia was lower level of apartment inventory available for sale in the first half of 2012.

Revenue generated in Latvia increased by 14% in the first half of 2012 and amounted to EUR 1,362
thousand. Increase in revenue is attributable to higher rental income and revenue from hotel opera-
tions. Additionally, some inventory had been sold in the first half of 2012.

Revenue earned from Lithuania increased by 443% in the first half of 2012 and amounted to EUR
5,317 thousand. Such substantial increase was related to high level of sales of real estate in Saltiniy
Namai Residential Complex.

Revenue from Germany increased substantially, reaching EUR 1,538 thousand in the first half of
2012. The Group acquired the hotel operating company in the end of 2011, and hence revenue for the
first half of 2011 included only hotel management income, whereas revenue for the first half of 2012
includes also direct hotel revenues.

Costs of goods sold

Six months ended 30 June

('000 EUR) 2011 2012 Change, %

Total costs of goods sold 5,756 8,070 40%
Overall gross margin, % 28% 19% n/a
Sales of real estate 1,309 4,419 238%
Rental services 1,416 490 -65%
Real estate management 2,827 2,076 -27%
Other services 204 1,085 432%
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The Group’s costs of goods sold increased in the first half of 2012 by 40% and reached EUR 8,070
thousand. Increase in costs was higher than sales growth, which resulted in lower gross margin of
19% compared to 28% in the first half of 2011.

Cost of real estate sales constituted the largest part of the total costs of goods sold. Cost of real estate
sales increased significantly in the first half of 2012 following more active sales of apartments by the
Group and totalled EUR 4,419 thousand, representing 238% increase.

Costs of rental services decreased mainly because of sale of Kristine Shopping Centre. Cost of
providing rental services totalled EUR 490 thousand in the first half of 2012 (-65% in comparison to the
corresponding period of 2011).

Costs of providing real estate management decreased by 27% in the first half of 2012 to EUR 2,076
thousand. This decrease was offset by an increase in costs of providing other services that totalled
EUR 1,085 thousand in the first six months of 2012. This was related to a change in service classifica-
tion in the first half of 2012.

Operating expenses

Six months ended 30 June

('000 EUR) 2011 2012 Change, %
Total operating expenses 2,945 2,996 2%
Marketing expenses 169 289 71%
Administrative expenses 2,776 2,707 -2%
Staff expenses 1,348 995 -26%
Other administrative expenses 1,428 1,712 20%

The Group increased marketing expenses significantly in the first half of 2012 to EUR 289 thousand,
which was related to higher level of sales of real estate.

Administrative expenses of the Group decreased slightly in the first half of 2012 and amounted to EUR
2,707 thousand (-2% in comparison to the first half of 2011). The slight decrease was mainly caused
by the 26% decrease in staff expenses, which was almost offset by 20% increase in other administra-
tive expenses.

Other operating income and expenses

The Group’s other income in the first half of 2012 amounted to EUR 118 thousand. The figure is not
substantial as the Group had not sold any investment property during this period.

Other expenses of the Group increased by 159% and reached EUR 1,220 thousand in the first half of
2012. The increase is mainly attributable to the provision of EUR 709 thousand related to a pending
legal dispute. Please also read Section 12 (Legal Proceedings) of Part X| (Business).

Financial income and expenses
Financial income of the Group in the first half of 2012 decreased to EUR 16 thousand.

Financial expenses of the Group decreased significantly to EUR 679 thousand in the first half of 2012
as the Group’s financial debt had decreased substantially.

Income tax

The Group has incurred income tax cost in the amount of EUR 14 thousand in the first half of 2012.
Net profit

The Group incurred a net loss in the first half of 2012 in the amount of EUR 2,885 thousand.

Financial Year Ended 31 December 2011 Compared to Financial Year Ended 31 December 2010

The table below presents the summary of the Group’s profit and loss account for 2011 and 2010 as
well as the year-on-year change in the key revenue and expense items.
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Financial year ended 31 December

Profit and loss account ('000 EUR) 2010 2011 Change, %
Total revenue 21,051 17,449 -17%
Cost of goods sold -17,015 -16,407 -4%
Gross profit 4,036 1,042 -74%
Marketing expenses -609 -352 -42%
Administrative expenses -4,029 -5,237 30%
Other operating income 219 54,280 24,685%
Other operating expenses -4,600 -1,875 -59%
Operating profit / loss -4,983 47,858 n/a
Financial income 2,120 4,770 125%
Financial expenses -4.174 -2,877 -31%
Profit / loss before tax -7,037 49,751 n/a
Income tax 17 351 1,965%
Profit / loss for the period -7,020 50,102 n/a
Revenue
Financial year ended 31 December
('000 EUR) 2010 2011 Change, %
Total revenue 21,051 17,449 -17%
Estonia 11,779 10,569 -10%
Latvia 2,356 3,038 29%
Lithuania 6,480 3,406 -47%
Germany 436 436 0%

Consolidated revenue of the Group in 2011 decreased by 17% and amounted to EUR 17,449 thou-
sand.

Revenue from Estonia in 2011 decreased by 10% and amounted to EUR 10,569 thousand. The Group
increased the revenue from sales of real estate in Estonia considerably as inventory related to limarine
Quarter, Tondi Quarter and other projects was sold amid market recovery. However, this effect was
outweighed by a substantial decrease in revenue earned from lease of commercial premises and from
real estate management as Kristiine Shopping Centre was divested during the first half of 2011.

Revenue generated in Latvia increased by 29% in 2011 and amounted to EUR 3,038 thousand. The
Group increased the revenue from sales of real estate in Latvia as inventory related to completed pro-
jects was sold as market recovered. Revenue from PK Riga Hotel operations also showed growth as
both occupancy rate and average room price improved in 2011. Meanwhile rental income from World
Trade Centre Riga project remained stable in 2011.

Revenue earned from Lithuania decreased by 47% in 2011 and amounted to EUR 3,406 thousand.
The decrease was related to the lower level of sales of real estate in Saltiniy Namai Residential Com-
plex, where most of the inventory from the first stage of the project had already been sold.

Revenue from Germany stayed at the same level of EUR 436 thousand in 2011 as the PK Parkhotel
Kurhaus operations remained stable.

Costs of goods sold

Financial year ended 31 December

('000 EUR) 2010 2011 Change, %

Total costs of goods sold 17,015 16,407 -4%
Overall gross margin, % 19% 6% n/a
Sales of real estate 7,733 9,685 25%
Rental services 2,977 1,928 -35%
Real estate management 5,902 4,333 -27%
Other services 403 461 14%
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The Group’s costs of goods sold slightly decreased in 2011. The total costs of goods sold amounted to
EUR 16,407 thousand, resulting in overall gross margin of 6% in 2011. Even though costs of sales
decreased, more significant deterioration of sales resulted in lower gross margin when compared to
19% observed in 2010.

Cost of real estate sales constituted the largest part of the total costs of goods sold. Cost of real estate
sales increased significantly in 2011 mainly because of inventory write-off in the amount of EUR 3,028
thousand and totalled EUR 9,685 thousand representing a 25% increase.

Cost base of rental and real estate management revenue decreased mainly because of sale of Kristi-
ine Shopping Centre during the first half of 2011. Cost of providing rental services totalled EUR 1,928
thousand in 2011 (-35% in comparison to 2010) and cost of real estate management amounted to
EUR 4,333 thousand in 2011 (-27% in comparison to 2010).

Cost of providing other services reached EUR 461 thousand in 2011.

Operating expenses

Financial year ended 31 December

('000 EUR) 2010 2011 Change, %
Total operating expenses 4,638 5,589 21%
Marketing expenses 609 352 -42%
Administrative expenses 4,029 5,237 30%
Staff expenses 1,656 2,399 45%
Other administrative expenses 2,373 2,838 20%

In 2011 marketing expenses of the Group decreased significantly and amounted to EUR 352 thou-
sand. The Group reduced its marketing expenses mainly due to a lower amount of inventory of resi-
dential apartments available for sale.

Level of administrative expenses of the Group in 2011 increased and amounted to EUR 5,237 thou-
sand. The 30% increase was mainly driven by 45% higher staff costs reaching EUR 2,399 thousand.
The higher staff costs in 2011 were associated with bonuses related to the sale of Kristiine Shopping
Centre and by the addition of new employees to the in-house engineering department of the Group.
Other administrative costs in 2011, which increased to EUR 2,838 thousand, were affected by the
additional costs incurred by the listing procedure of the Group and also with the costs related to the
sale of Kristiine Shopping Centre.

Other operating income and expenses

The Group’s other income in 2011 amounted to EUR 54,280 thousand, which is considerably more
than EUR 219 thousand in 2010. The substantial increase in other income in 2011 was attributable to
the income from divestment of Kristiine Shopping Centre in the first half of the year.

Other expenses of the Group in 2011 decreased to EUR 1,875. The decrease was caused by a lower
level of provisions recognised. In 2011 provisions recognised amounted to EUR 700 thousand. In
2010 the respective figure was significantly higher and stood at EUR 3,585 thousand due to a legal
dispute related to the divested Domina Shopping Centre in Riga. Most of the provisions made were
regained in 2011 and were recorded under the financial income as income from subsidiaries due to
the fact that the subsidiary involved in the dispute was profitably divested in 2011.

Financial income and expenses

Financial income of the Group amounted to EUR 4,770 thousand in 2011, demonstrating a substantial
increase from 2010. The increase was driven by income arising from transactions with participations in
subsidiaries amounting to EUR 2,736 thousand, which was recorded due to the sale of two subsidiar-
ies of the Group: Pro Kapital Rus LLC and PK Investments SIA.

Financial expenses of the Group decreased to EUR 2,877 thousand in 2011. The interest expenses in
2011 were significantly lower as the debt associated with Kristiine Shopping Centre was repaid in May
2011.
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Income tax
The Group has incurred income tax cost in the amount of EUR 351 thousand in 2011.
Net profit

The Group’s net profit in 2011 totalled EUR 50,102 thousand, a EUR 57,122 thousand increase com-
pared to 2010. Such a significant increase in net profit is to a large extent attributable to income from
the sale of Kristiine Shopping Centre.

Financial Year Ended 31 December 2010 Compared to Financial Year Ended 31 December 2009

The table below presents the summary of the Group’s profit and loss account for 2010 and 2009 as
well as the year-on-year change in the key revenue and expense items.

Financial year ended 31 December

Profit and loss account ('000 EUR) 2009 2010 Change, %

Total revenue 21,999 21,051 -4%
Cost of goods sold -17,917 -17,015 -5%
Gross profit 4,082 4,036 -1%
Marketing expenses -1,103 -609 -45%
Administrative expenses -4,130 -4,029 -2%
Other operating income 1,357 219 -84%
Other operating expenses -1,397 -4,600 229%
Operating profit / loss -1,191 -4,983 -318%
Financial income 2,733 2,120 -22%
Financial expenses -2,883 -4,174 45%
Profit / loss before tax -1,341 -7,037 -425%
Income tax 26 17 -35%
Profit / loss for the period -1,315 -7,020 -434%

Revenue

Financial year ended 31 December

('000 EUR) 2009 2010 Change, %

Total revenue 21,999 21,051 -4%
Estonia 13,534 11,779 -13%
Latvia 5,759 2,356 -59%
Lithuania 2,269 6,480 186%
Germany 437 436 -0%

Consolidated revenue of the Group in 2010 remained relatively stable, decreasing by 4% and
amounted to EUR 21,051 thousand.

Revenue from Estonia decreased by 13% in 2010 and amounted to EUR 11,779 thousand. Revenue
from Latvia decreased by 59% in 2010 and amounted to EUR 2,356 thousand. Both segments’ results
were negatively affected by unfavourable market environment in the commercial real estate field in the
Baltic States, a standstill in the residential real estate market and a small number of sellable apart-
ments in the Group’s portfolio in Latvia and Estonia.

Revenue from Lithuania increased by 186% in 2010 and amounted to EUR 6,480 thousand. The sig-
nificant increase was caused by active sales of real estate in the Saltiniy Namai Residential Complex.

Revenue from Germany decreased slightly and amounted to EUR 436 thousand in 2010 as the PK
Parkhotel Kurhaus operations remained stable.
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Costs of goods sold

Financial year ended 31 December

('000 EUR) 2009 2010 Change, %

Total costs of goods sold 17,917 17,015 -5%
Overall gross margin, % 19% 19% n/a
Sales of real estate 8,212 7,733 -6%
Rental services 2,748 2,977 8%
Real estate management 6,930 5,902 -15%
Other services 27 403 1,393%

The Group managed to decrease the total costs of goods sold in 2010 by 5%, resulting in increase of
gross margin to 19%.

The cost of real estate sales constituted by far the largest part of total costs of goods sold. Costs of
real estate sales decreased slightly along with the decrease in construction costs and totalled EUR
7,733 thousand in 2010.

The Group had quite a stable cost base in providing rental and facility management services, thus
negative changes in revenue due to unfavourable market conditions had an adverse effect on gross
profit. Costs of providing rental services increased to EUR 2,977 thousand in 2010. Costs of hotel
operations in turn decreased to EUR 5,902 thousand in 2010.

Costs of providing other services increased to EUR 403 thousand in 2010.
Operating expenses

Financial year ended 31 December

('000 EUR) 2009 2010 Change, %
Total operating expenses 5,233 4,638 -11%
Marketing expenses 1,103 609 -45%
Administrative expenses 4,130 4,029 -2%
Staff expenses 1,704 1,656 -3%
Other administrative expenses 2,426 2,373 -2%

The Group decreased marketing expenses significantly in 2010 to EUR 609 thousand from EUR 1,103
thousand in 2009.

The level of administrative expenses of the Group in 2010 remained stable, reaching EUR 4,029 thou-
sand (-2% in comparison to 2009).

Other operating income and expenses

The Group’s other income in 2010 amounted to EUR 219 thousand. The figure is not substantial as
the Group had not sold any investment property during 2010.

Other expenses of the Group decreased to EUR 4,600 thousand in 2010. Provisions of EUR 3,585
thousand due to a legal dispute related to the divested shopping centre Domina Shopping represented
the largest portion of other expenses in 2010.

Financial income and expenses
Financial income of the Group in 2010 decreased to EUR 2,120 thousand.

Financial expenses of the Group increased significantly to EUR 4,174 thousand in 2010. The rise in
interest expenses in 2010 was caused mainly due to interest paid to convertible bonds issued in 2010.

Income tax
The Group has incurred income tax cost in the amount of EUR 17 thousand in 2010.
Net profit

Due to the reasons described above, the Group’s net loss was larger in 2010 than in 2009 by EUR
5,705 thousand and amounted to EUR 7,020 thousand.
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8. FINANCIAL RISK MANAGEMENT

The management of financial risks is centralized in the Group’s financial department, which is respon-
sible for all the borrowings within the Group as well as all exposure linked to the interest, currency,
credit, liquidity, and fair value risks.

Interest Rate Risk

The loans and borrowings of the Group include instruments with both fixed and floating rate interest
rates. Interest risk arises from the floating rate borrowings that are mostly related to EURIBOR base
rate. Changes in floating interest rates and changes in average market interest rates affect the
Group’s interest expenses. The Group regularly compares potential losses arising from interest rate
fluctuation against the cost of hedging. In a majority of instances, no hedging has taken place, since
the hedging expenses would have exceeded the potential losses arising from interest rate fluctuations.

Currency Risk

Foreign exchange risk arises when future commercial transactions or recognised assets or liabilities
are denominated in a currency that is not the entity’s functional currency. The revenue of the Group is
primarily denominated in EUR, LVL and LTL, while the expenses of the Group are primarily denomi-
nated in EUR. Thus the Group’s main currency risk is that the rate at which LVL and LTL are pegged
to EUR changes or that any of these currencies ceases to be pegged to EUR.

The Group has not hedged against currency risk, as the Management Board has not deemed the for-
eign currency risk arising from the potential changes to the currency pegs significant.

Credit Risk

The Group’s maximum credit risk exposure in respect of unsecured current and non-current receiva-
bles as at 30 June 2012 was EUR 2,623 thousand (EUR 2,543 thousand as at 30 June 2011). There
is no significant concentration of credit risk within the Group.

Liquidity Risk

The Management Board’s objective for managing the Group’s liquidity risk is to maintain a balance
between continuity of funding and flexibility through the use of bank overdrafts, bank loans, bonds and
other debentures. Excess liquidity in case such arises is invested in short-term money market instru-
ments through credit institutions.

Fair Value

The Management Board believes that there might be differences between the carrying value and the
fair value of assets and liabilities in the Group’s Financial Statements due to inventories being ac-
counted for at cost value on the balance sheet and therefore their book value being significantly lower
than the value attributed to inventories by independent appraisers report.

Other than that the Management Board believes that there are no significant differences between the
carrying value and the fair value of assets and liabilities in the Group’s Financial Statements as in-
vestment property and tangible assets (hotels owned by the Group are accounted as tangible assets)
are measured using the fair value method, and revaluation is performed on regular basis as required
by regulations.

9. CAPITAL RISK MANAGEMENT

The purpose of capital risk management is to provide the Group’s sustainability and to ensure profit for
the shareholders through optimal structure of capital. Please refer to the Special Purpose Combined
Financial Statements and the Interim Financial Statements for further information.

Liquidity and Capital Resources
The Group finances its activities through using internal and external sources of capital:

- the Group uses working capital (defined as current assets minus current liabilities) management
on a regular basis as a tool for achieving its overall capital structure strategies. The Group
regularly inspects its receivables and actively reviews customer policies, if needed;
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- retained earnings are substantial source of internal financing;
- the Group has repeatedly issued convertible bonds in order to finance its activities; and

- even though bank loans are used as a source of external financing, the Company is very cautious
when it comes to debt financing and strives to keep debt financing at less than 50% of total
capital. The Company monitors on regular basis its interest coverage, gearing and debt/equity
indicators. As the debt financing implies stricter restrictions to the Company’s ownership structure,
lending and asset transfer procedures, debt financing has to be approved by the Company’s
Supervisory Council.

The table below presents the Group’s capital resources as at 30 June 2012:
As at 30 June

('000 EUR) 2012

Working capital 43,559
Retained earnings 46,735
Convertible bonds 11,272
Bank loans 12,223

Please refer to the Special Purpose Combined Financial Statements and the Interim Financial State-
ments for further information.

Cash Flows

The Group calculates cash flows using the indirect method. The Group finances its investments and
operations partly from cash flows from operating activities and partly from borrowings from third par-
ties. The following table presents the Group’s cash flows for the periods indicated:

Six
Financial year ended 31 December months
ended
30 June
('000 EUR) 2009 2010 2011 2012
Net cash from / used in operating
activities 11,286 933 -19,394 -3,158
Net cash from / used in investing
activities -403 -14,768 95,764 -289
Net cash from / used in financing
activities -9,604 11,870 -68,927 -3,048
NET CASH FLOW 1,279 -1,965 7,443 -6,495

Cash flows from operating activities

The Group’s cash flows from operating activities consist of recurring revenues (including sales of resi-
dential real estate, rental income, income from providing real estate management and other services),
costs related to such sales and overhead expenses. Cash flows from operating activities do not in-
clude revenues from the sale of investment properties.

The following table presents the Group’s cash flows from operating activities for the periods indicated:

. . Six months

Financial year ended 31 December ended 30 June
('000 EUR) 2009 2010 2011 2012
Profit (loss) for the period -1,315 -7,020 50,102 -2,885
Adjustments:
Depreciation charge for the period 677 605 572 650
Amortization charge for the period 3 -43 19 4
Loss from change in fair value of in-
vestment property 0 0 331 230
Profit from sale of investment property 0 0 -54,057 0



Interest income -2,097 -2,150 -1,514 -16

Income from subsidiaries -635 0 -2,736 0
Interest expenses 3,205 4,046 3,097 679
Non-monetary transactions 11,841 -1,613 -1,081 614
Change in:

Current receivables 1,861 1,742 6,697 8
Inventories 979 9,200 5,550 3,791
Customer advances -1,653 -1,610 -514 -259
Current payables -387 823 -1,857 -294
Taxes payable 298 -301 -83 11
Short-term provisions 282 3,900 -3,093 664
Other long-term provisions 0 -300 0 132
Deferred income tax liability -105 -26 1,543 -84
Long-term provisions 59 69 7 -121
Other changes -1,727 -6,389 -22,377 -6,282
Net cash from (used in) operating

activities 11,286 933 -19,394 -3,158

Cash flows from operating activities of the Group have fluctuated significantly. In 2009 the Group’s
cash flow from operating activities was significantly positive, totalling EUR 11.3 million. In 2010 cash
flow from operating activities decreased to EUR 0.9 million. In 2011 operating cash flow decreased
further to the negative amount of EUR 19.4 million and in the first half of 2012 it was EUR -3.2 million.

Very important factor that affected cash flows from operating activities was change in balance sheet
items. Changes in working capital items (current receivables, inventories, customer advances, current
payables, taxes payable and short-term provisions) resulted in positive cash flows of EUR 1.4 million
in 2009, EUR 13.8 million in 2010, EUR 6.7 million in 2011 and EUR 3.9 million in the first half of 2012,
mainly caused by decreasing levels of inventories and current receivables. Hence, changes in working
capital items positively affected cash flows in 2009, 2010, 2011 and the first half of 2012.

In 2011 and the first half of 2012 operating cash flow was negatively affected by other changes in bal-
ance sheet items. Other changes amounted to EUR -1.7 million in 2009, EUR -6.4 million in 2010,
EUR -22.4 million in 2011 and EUR -6.3 million in the first half of 2012. Other changes in cash flow
items resulted mainly from non-monetary settlements of transactions resulting from the Division car-
ried out during the second half of 2011.

Cash flows from investing activities

The Group’s cash flows from investing activities consist of cash flows related to investments in fixed
assets and investment property, sale of fixed assets and investment property, acquisitions and dis-
posals of subsidiaries, as well as interest received.

The following table presents the Group’s cash flows from investing activities for the periods indicated:

. . Six months

Financial year ended 31 December ended 30 June
('000 EUR) 2009 2010 2011 2012
Additions to fixed assets -95 -43 -39 -66
Additions to investment property -1,101 -14,832 -332 -230
Proceeds from sale of investment prop-
erty 0 0 104,997 0
Acquisition of subsidiaries 93 107 -22,825 -9
Disposal of subsidiaries 700 0 6,323 0
Interests collected 0 0 7,641 16
Net cash from (used in) investing
activities -403 -14,768 95,764 -289

Cash flows from investing activities of the Group have been varying significantly lately. The Group’s
cash flows from investing activities amounted to EUR -0.4 million in 2009, EUR -14.8 million in 2010,
EUR 95.8 million in 2011 and EUR -0.3 million in the first half of 2012. Significantly positive cash flow
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from investing activities in 2011 resulted from the sale of Kristine Shopping Centre as proceeds from
sale amounted to EUR 105.0 million. The Group did not perform significant investment activities in the
first half of 2012.

Cash flows from investing activities in 2009 and 2010 were mainly related to investments to fixed as-
sets and investment property. The Group’s investing activities normally include acquisitions of land
and buildings and construction or renovation works related to the real estate project development.
Amount of investments in fixed assets and investment property made by the Group was rather low due
to unfavourable market environment and amounted to EUR 1.2 million in 2009, EUR 14.9 million in
2010, EUR 0.4 million in 2011 and EUR 0.3 million in the first half of 2012. Rather substantial additions
to investment property in 2010 were mainly related to the second extension of Kristiine Shopping Cen-
tre in Tallinn.

Additionally, cash flow from investing activities in 2011 was significantly affected by acquisition and
disposal of subsidiaries. EUR 23.0 million was paid in cash for acquisition of minority interest in the
subsidiary AS Taismaja. At the same time, EUR 6.4 million was received in cash for shares in PK In-
vestments SIA that were sold in 2011.

Cash flows from financing activities

The following table presents the Group’s cash flows from financing activities for the periods indicated:

. . Six months
Financial year ended 31 December ended 30 June

('000 EUR) 2009 2010 2011 2012
Proceeds from convertible bonds 3,279 5,714 1,905 0
Proceeds from loans / debt 466 28,183 2,843 0
Repayment of loans / debt -10,144 -17,981 -70,578 -2,369
Interests paid -3,205 -4,046 -3,097 -679
Net cash from (used in) financing

activities -9,604 11,870 -68,927 -3,048

The Group’s cash flows from financing activities amounted to EUR -9.6 million in 2009, EUR 11.9 mil-
lion in 2010, EUR -68.9 million in 2011 and EUR -3.0 million in the first half of 2012. Significant cash
outflow in 2009, 2011 and the first half of 2012 was attributable to repayment of loans. Positive cash
flow in 2010 was a result of debt repayments being smaller than the new debt drawdowns.

Capital Expenditures

Please see Section 5 (Investments, Divestments and Development Projects) of Part IX (Operating and
Financial Review and Prospects).

Borrowings
As at 31 December As at 30 June
Bank debt ('000 EUR) 2009 2010 2011 2012
Current debt 8,538 74,058 4,402 2,822
Non-current debt 64,668 9,350 10,190 9,401
Total 73,206 83,408 14,592 12,223
As 31 December As at 30 June
Convertible debt ('000 EUR) 2009 2010 2011 2012
Current debt 392 0 0 0
Non-current debt 3,261 9,367 11,272 11,272
Total 3,653 9,367 11,272 11,272

The repayment schedule for the Group’s bank loans and convertible bonds outstanding at 30 June
2012 is divided between periods as follows:

Within Over 5
(‘000 EUR) one year 1-5 years years Total
Bank loans 2,822 9,401 0 12,223
Convertible debt 0 11,272 0 11,272

88(187)



The Group generally finances its business operations through a combination of operating cash flow
and debt. A significant component of the indebtedness of the Group relates to the development of real
estate projects, where construction activities and running costs are partly financed through debt. As
typically each of the real estate development projects lies in a separate subsidiary, the loans for fi-
nancing the development activity of the specific projects are taken on by relevant subsidiaries of the
Group. In addition, some of the loans are taken on by the Company for general corporate purposes
and also for further providing intra-group loans.

As at 30 June 2012, the Group had a total of EUR 12,223 thousand interest-bearing bank loans out-
standing, EUR 2,369 thousand less than at 31 December 2011. Decrease is associated with the re-
payment of part of the loan to Swedbank AB (Lithuania).

The Group had in total three significant bank loan agreements outstanding at 30 June 2012:

- a bank loan agreement with Swedbank AS (Estonia) with an outstanding amount of EUR 2,606
thousand granted to AS Pro Kapital Eesti and AS Tondi Kvartal, subsidiaries of the Group;

- a bank loan agreement with AS Swedbank (Latvia) with an outstanding amount of EUR 4,445
thousand granted to SIA “INVESTHOTEL”, a subsidiary of the Group; and

- a bank loan agreement with Swedbank AB (Lithuania) with an outstanding amount of EUR 5,156
thousand granted to PK Invest UAB, a subsidiary of the Group.

All the bank loans are denominated in EUR with variable interest rate (EURIBOR plus a margin).

The Group has conducted several convertible bond issues over the past three financial years. As at 30
June 2012, the Group had in total EUR 11,272 thousand of convertible bonds outstanding. The con-
vertible bonds are denominated in EUR and have a fixed interest rate of 7% per annum. For further
information on convertible bonds please refer to Section 6 (Option Rights, Convertible Securities and
Securities with Warrants) of Part Xl (Information on Company, Shares and Share Capital).

Please also read “Loan Agreements and related Financing Documents” and “Intra-Group loan Agree-
ments” in Section 9 (“Material Contracts”) of Part XI (Business) and Section 6 (Option Rights, Convert-
ible Securities and Securities with Warrants) of Part XlII (Information on Company, Shares and Share
Capital).

Off-Balance Sheet Iltems
Table below provides the description of off-balance sheet liabilities of the Group as at 30 June 2012:

Amount
Item (‘000 EUR) Description

Guarantee letter to secure rental payments
for hotel located in Rotterdam, proceeding
from rental contract concluded between Ser-

Guarantee to Hotel Blijdrop B.V. Up to 2,300 val S.r.l. and Hotel Blijdorp B.V. On-going
dispute regarding the enforcement of the
guarantee, please see Part Xl (Business),
Section 12 (Legal Proceedings).

Guarantee letter in relation to the potential
breach of confirmations given by AS Taisma-
ja in relation to the sale of Kristiine Shopping
Centre. Valid until 2 November 2012

Guarantee to OU Kristiine Keskus 5,000

Guarantee letter to secure (jointly with AS Pro
Kapital Eesti) possible claims against OU
} Kristiine Keskus raising which might arise
Guarantee to OU Kristiine Keskus NA from a loan contract and management ser-
vices contract concluded between AS Pro
Kapital Eesti and AS Taismaja. Valid until 2
May 2017

Guarantee letter to secure potential liability of
8,002 Pro Kapital Latvia subsidiary Kliversala RE.
Swedbank has issued the same guarantee to

Guarantee to AS Swedbank in relation
to Kliversala Residential Complex
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Guarantee to AS Swedbank in relation
to Investhotel SIA

Guarantee to AS Swedbank in relation
to AS Tondi Kvartal

Guarantee to Swedbank in relation to
PK Invest UAB

4,521

605

5,156

Latvian Privatization Agency to secure the
investment liabilities related to Kliversala
property. Valid until repayment of underlying
liability, but no longer than 31 December
2013.

Guarantee letter in relation to loan agreement
between AS Swedbank and Investhotel SIA,
Valid until repayment of underlying liability,
but no longer than 1 May 2015.

Guarantee letter in relation to loan agreement
between AS Swedbank and AS Tondi
Kvartal. Valid until repayment of underlying
liability, but no longer than 16 July 2013.

Guarantee letter in relation to loan agreement
between AB Swedbank and PK Invest UAB.
Valid until repayment of underlying liability,
but no longer than 7 December 2014.

Working Capital

The Management Board believes that, taking into account the Group’s existing assets, financial condi-
tion, expected development plans and expected minimum net proceeds of the Offering in the amount
of EUR 10,000,000 the Group’s working capital is sufficient to meet all the liabilities for at least the 12-
month period following the date of this Prospectus, and no further external financing is required to

satisfy the working capital needs.
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PART X. INDUSTRY OVERVIEW

The following information includes extracts from and references to information, statistical data and
studies publicly released by officials or by third parties. The following information has been extracted
from public or other sources the Company believes to be reliable. The Company accepts responsibility
for extracting and reproducing accurately such information, statistical data and studies. Such infor-
mation, statistical data and studies may be approximations or rounded numbers. As far as the Com-
pany is aware, no facts have been omitted that would render such information, statistical data and
studies misleading, but the Company accepts no further responsibility in respect of such information,
statistical data and studies. It should be noted that in some cases it is difficult to obtain comprehensive
and reliable information about the Baltic real estate markets due to the fact the participants in the real
estate markets are mostly closely held companies that rarely share detailed information about their
business and operating results.

1. MACROECONOMIC OVERVIEW OF THE BALTIC STATES

Since the restoration of independence from the Soviet Union in 1991, all three Baltic States have pur-
sued bold economic reforms including price and trade liberalization and timely privatization. Having
endured the Russian debt crisis of 1998, the Baltic States began re-orienting their exports towards the
EU. The EU now accounts for the majority of these countries’ imports and exports as well as for most
of the foreign direct investment (the “FDI”) to them based on the national statistical agencies of Esto-
nia, Latvia and Lithuania.

Estonia and Latvia joined the World Trade Organization in 1999 and Lithuania in 2001. All three coun-
tries acceded to the EU and joined NATO in 2004. Estonia is currently the wealthiest of the three Baltic
States according to Eurostat with the gross domestic product (the “GDP”) per capita amounting to 64%
of EU-27 average in 2010 (based on purchasing power standard), followed by Lithuania (57%) and
Latvia (51%).

As a result of trade imbalances, credit expansion and overheated labour market as well as global fi-
nancial turmoil, rapid economic growth experienced by the three Baltic States since early 2000s gave
way to a steep recession in 2008 and 2009. While the downturn has had, among other effects, an
adverse effect on asset prices and raised unemployment, it has also allowed countries to improve their
trade balances, improve competitiveness of exports, carry out structural reforms and restrain inflation.

As a result, Estonia joined the Eurozone in 2011. This milestone also marked the end of devaluation
speculations about the Baltic currencies that had surfaced during the crisis. Based on policymakers’
statements, Latvia and Lithuania are expected to join the Eurozone in 2014.

The path of structural reforms through internal devaluation has so far proven to be successful in the
Baltic States as it led the way to a sustainable and healthy recovery in 2010, 2011 and 2012. The fis-
cal consolidation and structural reforms that most of the EU countries are going through at the moment
have already taken place in the Baltic States, where governments’ budgets and debt levels are under
control. As a sign of a significantly more stable macroeconomic and political environment the Interna-
tional Monetary Fund and European Commission in December 2011 officially ended the three-year
bailout program in Latvia, citing a revived economy and fiscal discipline.

The main driver behind a quick recovery has been improved competitiveness achieved through inter-
nal devaluation, which in turn helped to jumpstart the exports sector. Main trading partners for Baltic
economies include Germany and the Nordics, economies that have remained relatively unharmed
from the sovereign debt crisis with the largest damage on Eurozone’s periphery. The key economic
indicators of Estonia, Latvia and Lithuania are depicted in tables below:

Estonia 2007 2008 2009 2010 2011
Inhabitants, ‘000 1,325 1,324 1,323 1,321 1,318
Real GDP growth rate, % 7.7 -3.6 -14.2 2.3 7.6
Nominal GDP per capita, EUR 12,000 12,200 10,300 10,700 11,900
Gross monthly salary, EUR 725 825 784 792 831
Unemployment rate, % 4.7 5.5 13.8 16.9 125
Inflation rate, % 6.6 10.4 -0.1 3.0 5.0
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Current account over GDP, % -15.9 9.7 3.7 3.6 3.2
Fiscal balance, % 2.4 29 -2.0 0.2 1.0
Public debt over GDP, % 3.7 4.5 7.2 6.7 6.0

Source: Statistics Estonia, Bank of Estonia, Eurostat

Based on the World Economic Outlook published in April 2012, the International Monetary Fund
(“IMF”) expects the GDP growth for Estonia to be 2.0% and 3.6% in 2012 and in 2013 accordingly.
Eurostat, in turn, forecasts GDP growth of 1.6% in 2012 and 3.8% in 2013, whereas Bank of Estonia
forecasts 1.9% growth in 2012 and 3.6% in 2013. The unemployment rate is forecasted to decrease to
10.4% and 9.8% in 2012 and 2013 respectively.

Latvia 2007 2008 2009 2010 2011
Inhabitants, ‘000 2,281 2,271 2,261 2,248 2,230
Real GDP growth rate, % 9.6 -3.3 -17.7 -0.3 55
Nominal GDP per capita, EUR 9,200 10,100 8,200 8,300 9,700
Gross monthly salary, EUR 566 682 656 633 660
Unemployment rate, % 6.0 7.5 171 18.7 15.4
Inflation rate, % 10.1 154 3.5 -1.1 4.4
Current account over GDP, % -22.4 -13.1 8.6 3.0 -1.2
Fiscal balance, % -0.4 -4.2 -9.8 -8.2 -3.5
Public debt over GDP, % 9.0 19.8 36.7 447 42.6

Source: Statistics Latvia, Bank of Latvia, Eurostat

According to the IMF the Latvia’s economy is expected to grow by 2.0% and 2.5% in real terms in
2012 and 2013 accordingly. Eurostat, in turn, forecasts GDP growth of 2.2% in 2012 and 3.6% in
2013, whereas Bank of Latvia forecasts 3.5-4.0% growth in 2012 and 2.7% in 2013. The unemploy-
ment rate is forecasted to remain unchanged in 2012 and to decrease to 14.6% in 2013.

Lithuania 2007 2008 2009 2010 2011
Inhabitants, ‘000 3,366 3,350 3,329 3,245 3,199
Real GDP growth rate, % 9.8 2.9 -14.8 14 5.9
Nominal GDP per capita, EUR 8,500 9,700 8,000 8,400 9,500
Gross monthly salary, EUR 522 623 595 576 591
Unemployment rate, % 4.3 5.8 13.7 17.8 15.4
Inflation rate, % 8.1 8.5 1.3 3.8 3.4
Current account over GDP, % -14.4 -12.9 4.4 1.5 -1.6
Fiscal balance, % -1.0 -3.3 -9.4 -7.2 -5.5
Public debt over GDP, % 16.8 15.5 29.4 38.0 38.5

Source: Statistics Lithuania, Bank of Lithuania, Eurostat

According to the IMF the Lithuania’s economy is expected to grow by 2.0% and 2.7% in real terms in
2012 and 2013 accordingly. Eurostat, in turn, forecasts GDP growth of 2.4% in 2012 and 3.5% in
2013, whereas Bank of Lithuania forecasts 3.0% growth in 2012 and 3.5% in 2013. The unemploy-
ment rate is forecasted to decrease to 14.2% and 12.9% in 2012 and 2013 respectively.

Economic recovery of the Baltic States following the internal devaluation and fiscal consolidation is in
sharp contrast to the concerns about the future economic development in most of the Eurozone, which
are related to unsustainably high sovereign debt levels. According to Eurostat, total sovereign gross
debt of the Eurozone reached 87% of GDP in 2011 and is expected to increase further. Inability to
implement austerity measures and tame growth of the sovereign debt levels across the Eurozone has
created significant uncertainty about the future of the monetary union.

Austerity in numerous European countries, as well as low consumer and investor confidence, has
negative impact on the economic development of the EU. According to Eurostat, growth of real GDP in
the EU slowed down in 2011 to 1.5%, and the EU economy is forecasted to stagnate in 2012. GDP of
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Eurozone is expected to decline by 0.3% in 2012. As a result, unemployment level has increased con-
siderably to 9.7% in the EU, 10.2% in the Eurozone and is expected to rise further in 2012.

Even though economic growth in the EU, which is the largest export market for the Baltic States, is
slowing down, Estonia, Lithuania and Latvia showed the highest GDP growth rates in 2011. Despite
potential negative effects of fragile economic growth of the EU on the Baltic exports, GDP is expected
to continue recovering in 2012 driven by improved consumer confidence, internal demand and rela-
tively healthy performance of the main trading partners in Northern Europe and Germany,

2. REAL ESTATE MARKETS IN EUROPE

In the following section a comparison between the real estate markets in the Baltic States and Europe
is provided. This section covers residential and retail real estate market as those are the core areas of
the Group’s operations. Please also read Section 3 (Real Estate Market in the Group’s Key Markets)
in this Part X (Industry Overview) for a more detailed description about the hotel and office property
markets in the Baltic States.

Residential property

As illustrated in the below table, the living area per capita in the Baltic capitals remains significantly
lower than in selected Nordic and Central and Eastern European (“CEE”) capitals:

City” Living area per resident, m?

Copenhagen  41.9
Stockholm 38.0

Helsinki 34.0
Tallinn 29.4
Warsaw 26.9
Vilnius 25.2
Riga 16.0
Prague n/a

") Data is based on the period of 2007-2009, except for Copenhagen that is based on 2011

Source: Eurostat, Urban Audit, Statistics Denmark

There is also a gap in the average quality of building stock. Many residents in the Baltic capitals live in
obsolete, low-quality housing estates built during the communist era. The expansion of mortgage lend-
ing during mid-2000’s provided possibility for many families to move to newer premises while the ma-
jority of the stock is still out of date.

Overheated Baltic residential real estate market saw prices tumble in 2008-2009 in some parts of the
region by more than 40% when compared to the peak. Currently observers believe that the price cor-
rection has made the housing more affordable and prices more sustainable. Current residential prop-
erty price levels in Baltic capitals provide significant room for convergence with CEE and Nordic capi-
tals’ price levels as indicated in the table below:

City” Average price of apartment, EUR/ m?
Stockholm 6,991
Helsinki 6,184
Prague 4,040
Copenhagen 3,983
Warsaw 3,326
Riga 2,657
Vilnius 2,189
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Tallinn 2,153
") Price of a resale of 70-75 m? apartments in City Centre, based on 2011 data.

Source: Global Property Guide

In the long run, the Baltic and CEE housing market will be driven by such factors as the deteriorating
condition of Soviet-era prefabricated housing, expected further emergence of middle class and growth
in purchasing power.

Retail property

The Baltic capitals have witnessed rapid expansion of retail space during the last decade as retalil
market has thrived due to consumers’ growing incomes. Nevertheless the total retail GLA per capita
measure today in Tallinn, Riga and Vilnius is still considerably lower than in the Nordic capitals and
selected CEE capitals. However, the structure of retail space differs — shopping centres are much
more popular than high street retail in the Baltic countries. Thus, shopping centre GLA per capita in
Riga and Tallinn is comparable to Nordic capitals. In Vilnius, though, it still remains lower than in other
European cities.

city" Shopping centre GLA
y per ‘000 population, m?2
Stockholm 879
Riga 876
Tallinn 808
Warsaw 785
Copenhagen 750
Prague 687
Helsinki 472
Vilnius 130
" Based on Q1 2012 data
Source: DTZ

Some of the major European retailers remain underexposed or not present at all in the Baltic markets,
potentially creating demand for retail space in the near future. One of the main constraints cited by
international players has been the lack of scale in the Baltic markets. However, as the purchasing
power and consumer preferences of the Baltic consumers have been converging with their peers in
the rest of the EU expansion of some of the leading retailers to the Baltic market has become more
feasible.

Inditex, the largest global clothing retailer, is successfully represented with different brands in all three
Baltic capitals. H&M, the second largest global clothing retailer is currently not present in the Baltic
market while it is seeking to open its first stores in the region in Riga in autumn 2012.

The prime shopping centre rent levels in the Baltic capitals remain considerably lower as compared to
rent levels in the Nordic and CEE capitals.

City” Prime Shopping Centre Rent, EUR per m2 per month
Stockholm 146
Helsinki 140
Copenhagen 106
Prague 90
Warsaw 79
Tallinn 44
Riga 37
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Vilnius 35
" Based on Q1 2012 data

Source: Colliers International

According to Colliers International the yields of retail properties have been decreasing in Stockholm,
Helsinki and Warsaw in 2011, whereas the yields in the Baltic capitals have stayed flat. The most up-
to-date proxy for assessing the prevailing yield in the Baltic States is the sale of Kristiine Shopping
Centre that was closed in spring of 2011 with an estimated yield of 8.25%. Please also read “Sale of
Kristiine Shopping Centre” in Section 9 (Material Contracts) of Part XI (Business). There have been no
recent transactions with prime shopping centres in Riga or Vilnius, but the estimated yield is slightly
higher in Latvia and Lithuania when compared to Estonia.

City” Prime Shopping Centre Yields
Stockholm 5.00%
Helsinki 5.25%
Copenhagen 5.50%
Prague 6.50%
Warsaw 6.50%
Tallinn 7.50%
Vilnius 8.00%
Riga 8.25%

" Based on Q1 2012 data

Source: Colliers International

The considerably higher yield levels coupled with a favourable economic outlook have made retalil
property market in the Baltic capitals attractive for foreign capital. After the acquisition of Kristiine
Shopping Centre from the Group, Citycon Oyj, a listed Finnish shopping centre operator, owns and
operates three centres in the Baltic States including Rocca Al Mare, the largest one in Tallinn. In addi-
tion, Citycon Oyj operates a shopping centre in Vilnius and has publicly stated that it is looking for
acquisition targets in Latvia.

Office property

Similarly to retail space, the Baltic capitals have seen significant growth in the supply of the office
space over the last decade. The demand for modern high quality office spaces has often been driven
by international companies looking to set up or expand their Baltic operations. This trend is expected
to continue in the future.

Currently the prime office space rent levels in the Baltic capitals remain lower compared to rent levels
in the Nordic and CEE capitals.

Average A class rent,

City” EUR per m2 per month
Stockholm 40.7
Warsaw 225
Helsinki 22.0
Prague 17.5
Copenhagen 14.5
Tallinn 13.2
Vilnius 13.1
Riga 12.0

") Based on 2011 data
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Source: Colliers International

The prime office yields in the Baltic, Nordic and CEE capitals based on Colliers International are com-
parable to the aforementioned prime shopping centre yields.

City" Prime Office Yields
Stockholm 5.00%
Copenhagen 5.00%
Helsinki 5.65%
Prague 6.50%
Warsaw 6.50%
Tallinn 7.80%
Riga 8.00%
Vilnius 8.50%

") Based on 2011 Colliers International data, except for Vilnius that is based on Ober-Haus 2011 report

Source: Colliers International, Ober-Haus

3. REAL ESTATE MARKET IN THE GROUP’S KEY MARKETS

Tallinn, Estonia
Residential property market

According to Statistics Estonia, approximately 525,000 people live in the Greater Tallinn region, repre-
senting about 40% of the total population of Estonia. The Greater Tallinn region comprises City of
Tallinn (400,000 people) and the surrounding Harju County (125,000 people).

The city of Tallinn is Estonia’s economic centre having historically contributed approximately 50% of
the country’s GDP. The population of Tallinn city centre has dropped by almost a fifth since 1990 due
to emigration and migration towards the suburbs. The residential stock in Tallinn is ageing — according
to the population census conducted by Statistics Estonia in 2011, around 67% of households live in a
building constructed before 1981.

The following table summarises the development in statistics relating to the property market in Estonia
in 2007-2011:

2007 2008 2009 2010 2011

Mortgages-to-GDP ratio, % 35.0 38.1 442 41.7 36.8
Outstanding housing loan balance, EUR million 5,626 6,209 6,111 5,973 5,882
Number of housing loans outstanding, ‘000 147 160 160 158 157
Average interest rate on new housing loans in EUR, % 5.5 5.8 3.9 3.5 3.4
Average gross monthly wage in the City of Tallinn, EUR 893 975 915 924 1,012
Construction cost index, y-on-y change in % 12.7 3.4 -8.5 -2.8 3.1
Residential stock in Tallinn, ‘000 m2 10,559 10,684 10,812 10,925 n/a
Residential construction in Tallinn, ‘000 m? 237 221 125 103 87

") Data for 2011 not available due to the discontinuation of data gathering by the Building Register
Source: Statistics Estonia, Bank of Estonia, Building Register

Supply and demand for residential property

Just over 1,000 new residential units were completed in Tallinn in 2011, which represents a decrease
of 19% from 2010 and a 67% drop from peak level in 2007. Meanwhile, the Estonian Building Register
reports that building permits for construction of more than 1,500 dwellings were issued in 2011 in Tal-
linn, representing an increase of 56% from 2010 and reflecting an increased activity in developers’
pipeline. However, the figure of building permits is still 65% down from peak level achieved in 2006. In
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total, the building permits issued in 2011 in Tallinn covered 130,500 m? of floor space, whereas com-
pleted projects covered 86,700 m? of floor space.

Most of the development activity is taking place in centre and centre periphery of the City of Tallinn.
While the financing of real estate development projects is still relatively scarce, players with a reason-
able equity buffer and a solid track record have been able to attract financing from major banks. Nota-
ble on-going development projects are listed in the table below:

Project name Location NSA, m2 Developer Status

Vaike-Kalamaja Soo 1 5,800 Metro Capital Final phase to be completed in 2012
Kodukolde Helme 14, 16 3,400 Arco Vara Next phase to be completed in 2012
Karulaugu Kgrulgugu tee 9, 3,000 Skanska To be completed in 2012

Hane m:ls, 8 2,700 Merko Ehitus To be completed in 2012

Pérnadue Vana- Ranna- 2,500 NCC Next phase to be completed in 2012

moisa tee 1F

Méaepealse Maepealse 26 2,000 YIT Next phase to be completed in 2012
Padriku Padriku tee 9 1,900 TTP To be completed in 2012

Source: the Company

Data on the planned residential development in Tallinn is limited due to overall scarcity of such pro-
jects but also because developers have become more reserved when revealing information. According
to available information planned projects include dwellings near Linnahall by developer TTP and busi-
ness and residential premises next to the Yacht Marina by Admiraliteedi Arenduse. Both projects are
located in the centre periphery of City of Tallinn open to the coastline and have been speculated to
start first stage development in 2012.

According to Statistics Estonia the number of transactions with dwellings in Tallinn bottomed in Q1
2009 and the market activity has been steadily recovering ever since. In 2011 the number of transac-
tions rose to 7,671 showing year-over-year growth of almost 5%. However, the figure is still relatively
modest when compared to more than 12,600 transactions in 2007.

One of the key factors affecting the demand for residential real estate is the availability of mortgage
lending. The total value of housing loans outstanding peaked in 2008 and has been gradually declin-
ing ever since. The housing loan balance decreased by 1.5% year-over-year in 2011; meanwhile the
figure for 2010 and 2009 was 2.3 and 1.6% accordingly. However, the volume of new housing loans
granted in Estonia rose by 16% year-over-year to EUR 469 million in 2011. Based on Swedbank, the
market leader in mortgage lending, the factors driving the demand are declining unemployment, rising
wages, affordable price of residential real estate, and populations’s willingness to improve living condi-
tions. On the other hand, uncertainty about Eurozone’s macroeconomic situation has been lately act-
ing as a drag on consumer confidence.

Residential property prices

After a surge in prices of 30% per annum in 2005 and 2006 and stabilization in 2007 residential prop-
erty market experienced sharp correction in 2008. According to Statistics Estonia, average price of
dwellings in Tallinn declined by 18% in 2008 and further 26% in 2009. The bottom was reached in Q3
2009 and in 2010 the dwelling prices in Tallinn increased by 16%. In the end of 2011 the prices had
increased by 14% when compared to 2010 year end levels, but remain still more than 27% lower when
compared to the peak level reached in Q1 2007.

The construction price index decreased by 8.5% in 2009 and 2.8% in 2010 in Estonia. The main rea-
son for this decrease was a contraction in labour and construction material costs. In 2011 the con-
struction price index increased by 3.1%.

The table below summarizes the prices of new apartments in districts of Tallinn in December 2011.
The price range of existing apartments is wide due to large differences in quality of construction and
location:

District Price range, EUR/m?
Old Town 3,000-3,200"
Centre 1,900-2,400
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Centre periphery 1,400-2,000
") Recent renovation projects

Source: Uus Maa
Retail property market

After a rapid development in the early 2000s, the market for retail properties has been fairly stable
since 2004, when two new major shopping centres, Ulemiste Keskus and Viru Keskus with GLA of
37,500 m2 and 26,300 m?2 respectively, were opened. According to Colliers International, retail stock in
Tallinn increased by around 30,000 m? in 2010 and 5,000 m2 in 2011. Total retail space in Tallinn
reached 484,500 m? by the end of 2011. During 2009 and 2010, two significant expansion projects
were completed by existing shopping centres in Tallinn summarized in table below:

Shopping centre  Location Developer Expansion GLA, m2  Total GLA, m? Completion
Rocca Al Mare Paldiski mnt 102 Citycon 26,000 53,300 2009
Kristiine Shopping

Centre Endla 45 The Group 12,200 42,700 2010

Source: the Company

There are several large scale shopping mall projects in Tallinn currently under development. However,
according to industry experts it will be difficult to go through with all of them. Thus, developers with a
solid track record and ability to attract financing will have a significant first mover advantage.

The major retail property developments can be divided into two categories. First, conventional shop-
ping malls located in prime locations in the City of Tallinn next to high-density traffic areas or in bor-
oughs with high number of inhabitants. Examples include the Group’s Peterburi Rd. Shopping Centre
and Panorama City shopping mall project of ELL Kinnisvara. Secondly, big box type retail parks locat-
ed outside Tallinn next to major highways such as Gate Tallinn and American Corner.

The table below summarizes major planned retail property developments in Tallinn:

Shopping centre  Location Developer GLA, m? Status

Peterburi Rd. . Start of development in

Shopping Centre " eterburi road The Group 55,000 2012, opening in 2014
. . o Start of construction in

Panorama City Smuuli 1 ELL Kinnisvara 55,000 2012, opening in 2014

Gate Tallinn Via Baltica highway Trigon Capital 115,000 Seeking financing

American Corner Tallinn-Tartu highway  Sida Maja 110,000 Seeking financing

Source: the Company

Demand for retail space in the prime shopping centres remains stable. Some of the smaller shopping
malls with inferior location experience lower demand as tenants prefer to be present in large shopping
centres with high customer flow and expenditure per customer. According to Colliers International,
vacancy rates were less than 2% in major shopping centres in Tallinn in the end of 2011 and stayed
low even throughout the market correction in 2009-2010.

The table below summarizes the monthly retail rental rates in Tallinn shopping centres in 2011:

Space Rent, EUR/m?

Up to 100 m2 20-43
100-400 m? 15-29
Over 400 m? 8-15
Source: the Company, Colliers International

Retail market in Estonia has seen positive developments in 2010-2011 after sharp decline in 2009,
suggesting optimistic outlook for retail property segment in the next years. According to Statistics Es-
tonia in the first half of 2012 retail turnover volume measured in real terms increased by 17% in com-
parison to the first half of 2011.
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Hotel property market

There are in total 58 certified hotels in Tallinn with a total of 6,637 rooms, as reported by Colliers Inter-
national. Tallinn represents over 60% of the total hotel supply in Estonia. Hotel market in Tallinn is
dominated by 4-star hotels, comprising 45% of total hotels and 57% of total rooms. During 2010 and
2011, no new significant hotel projects were added to the market. Based on Colliers International, new
supply will be rather limited in the next couple of years.