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1. INTRODUCTORY INFORMATION

1.1. Applicable Law

The Prospectus has been drawn up in accordance with and is governed by Estonian laws implementing
the 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, and in accordance with the Commission Regulation No 809/2004 of 29 April 2004
implementing the Directive 2003/71/EC (the Prospectus Regulation), in particular Annexes XXII
(Disclosure requirements in summaries), XXIlI (Proportionate Schedule for Minimum Disclosure
Requirements for the Share Registration Document for Rights Issues) and XXIV (Proportionate
Schedule for Minimum Disclosure Requirements for the Share Securities Note for Rights Issues) thereof.
The Offering under this Prospectus is addressed to the existing shareholders of the Company and the
level of disclosure in the Prospectus is proportionate to that type of issue.

1.2. Registration of Prospectus

This Prospectus has been registered by the Estonian Financial Supervision Authority
(Finantsinspektsioon) on 18 December 2017 under registration number 4.3-4.9/5265. The registration
of this Prospectus with the Estonian Financial Supervision Authority does not mean that the Estonian
Financial Supervision Authority is responsible for the correctness of the information contained in the
Prospectus.

1.3. Persons Responsible and Limitations of Liability

The person responsible for the information in this Prospectus is Arco Vara AS (the Company). The
Company accepts responsibility for the fullness and correctness of the information contained in this
Prospectus as of the date hereof. Having taken all reasonable care to ensure that such is the case, the
Company believes that the information contained in this Prospectus is, to the best of the Company’s
knowledge, in accordance with the facts, and contains no omission likely to affect its import.

Management Board of Arco Vara AS

Tarmo Sild

il //////
D) L / //

Without prejudice to the above, no responsibility is accepted by the persons responsible for the
information given in this Prospectus solely based on the summary of this Prospectus, unless such
summary is misleading, inaccurate or inconsistent when read together with the other parts of the
Prospectus.

The Company will not accept any responsibility for the information pertaining to the Offering, the
Company or its operations, where such information is disseminated or otherwise made public by third
parties either in connection with the Offering or otherwise.

In the case of a dispute related to this Prospectus or the Offering, the plaintiff may have to resort to the
jurisdiction of the Estonian courts and consequently a need may arise for the plaintiff to bear translation
costs in respect of this Prospectus or other relevant documents.

1.4. Presentation of Information

Rounding of Numbers. Numbers in this Prospectus (e.g. financial data, percentages, etc.) are presented
with such precision as is deemed to be sufficient to convey adequate and appropriate information on
the relevant matter. Some numbers have been rounded to avoid excessive level of detail. As a result,
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some percentages would not necessarily add up to 100%. Exact numbers may be derived from the
Financial Statements and the Interim Financial Statements, to the extent that the relevant information is
reflected therein.

Currencies. In this Prospectus, financial information is presented in euro (EUR), the official currency of
the European Union Member States in the Eurozone.

Date of Information. This Prospectus is drawn up based on information which was valid as of
30 September 2017. Where not expressly indicated otherwise, all information in this Prospectus
(including the consolidated financial information of the Group, the facts concerning its operations and
any information on the markets in which it operates) must be understood to refer to the state of affairs
as of the aforementioned date. Where information is presented as of a date other than
30 September 2017, this is identified by either specifying the relevant date or by the use of expressions
“the date of this Prospectus”, “ ”, “until the date hereof” and other similar expressions, which must

, “to date”,
all be construed to mean the date of this Prospectus (18 December 2017).

Third Party Information and Market Information. For portions of this Prospectus, certain information has
been sourced from third parties. Such information is accurately reproduced, and, as far as the Company
is aware and is able to ascertain, no facts have been omitted which would render the reproduced
information inaccurate or misleading. Certain information with respect to the markets in which the
Company and its subsidiaries operate is based on the best assessment made by the Management. With
respect to the industry in which the Company and its subsidiaries are active and certain jurisdictions in
which they conduct their operations, reliable market information is often not available or is incomplete.
While reasonable care was taken to provide best possible assessments of the relevant market situation
and the information on the relevant industry, such information may not be relied upon as final and
conclusive.

Updates. The Company will update the information contained in this Prospectus only to such extent and
at such intervals and by such means as is required by the applicable law or considered necessary and
appropriate by the Management. The Company is under no obligation to update or modify forward-
looking statements included in this Prospectus (please see Section “Forward-Looking Statements”
below).

Definitions of Terms. In this Prospectus, capitalised terms have the meaning ascribed to them in Section
“Glossary”, with the exception of such cases where the context evidently requires to the contrary,
whereas the singular shall include plural and vice versa. Other terms may be defined elsewhere in the
Prospectus.

1.5. Information Incorporated by Reference
The following documents are incorporated in this Prospectus by reference:

a) the audited consolidated financial statements of the Group for the financial year ended on
31 December 2016, available at
www.nhasdagbaltic.com/upload/reports/arc/2016_ar_et_eur_con_00.pdf

b) the unaudited consolidated financial statements of the Group for (i) the first quarter of 2017, (ii)
the second quarter and six months ended on 30 June 2017, and (ii) the third quarter and nine
months ended on 30 September 2017, available respectively at:
http://www.nasdagbaltic.com/upload/reports/arc/2017_qgl_et_eur_con_00.pdf
http://www.nasdagbaltic.com/upload/reports/arc/2017_qg2_et_eur_con_00.pdf
http://www.nasdagbaltic.com/upload/reports/arc/2017_qg3_et_eur_con_00.pdf

These documents may also be obtained from the website of the Company at www.arcorealestate.com
in the section “Investor Relations” — “Financial Reports”.


http://www.nasdaqbaltic.com/upload/reports/arc/2016_ar_et_eur_con_00.pdf
http://www.nasdaqbaltic.com/upload/reports/arc/2017_q1_et_eur_con_00.pdf
http://www.nasdaqbaltic.com/upload/reports/arc/2017_q2_et_eur_con_00.pdf

1.6. Documents on Display

In addition to this Prospectus, the following documents (or copies thereof), where applicable, are
available to all potential investors: (a) the Articles of Association, (b) the audited consolidated financial
statements of the Group for the financial year ended on 31 December 2016, (c) the unaudited interim
consolidated financial statements for the 9 months ended 30 September 2017; and (d) the information
published as company announcements via the information system of the Nasdag Tallinn Stock
Exchange. These announcements are also available on the webpage of Nasdaq Baltic
(www.nasdagbaltic.com) and can be found in subsection “Market Announcements” under the “News”
tab.

All the documents on display as described herein may be obtained from the website of the Company at
www.arcorealestate.com in the section “Investor Relations”.

1.7. Financial Information

The Financial Statements are the audited consolidated financial statements of the Group for the financial
year ended on 31 December 2016, audited by AS PricewaterhouseCoopers (registered address at
Parnu mnt 15, 10141 Tallinn, Estonia). The Financial Statements have been prepared in accordance
with the IFRS as adopted by the European Union and were published through the information system
of the Nasdaq Tallinn Stock Exchange. AS PricewaterhouseCoopers is a member of the Estonian
Auditing Board. In the period covered by the Financial Statements, there were no events of resignation
or dismissal of an auditor appointed to audit the financial statements of the Company or the Group.

The Interim Financial Statements are the unaudited consolidated financial statements of the Group for
(i) the first quarter of 2017, (ii) the second quarter and six months ended on 30 June 2017, and (ii) the
third quarter and nine months ended on 30 September 2017, which have not been audited nor reviewed
by an independent auditor. The Interim Financial Statements have been prepared in accordance with
IAS 34 Interim Financial Reporting and should be read in conjunction with the Financial Statements.

The Financial Statements and the Interim Financial Statements may be obtained from the website of
the Company at www.arcorealestate.com in the section “Investor Relations — Financial Reports”.

Apart from information taken from the Financial Statements, this Prospectus contains no other audited
information. When references are made in this Prospectus to any interim results, such references are
based on unaudited statements.

1.8. Forward-Looking Statements

This Prospectus includes forward-looking statements (notably under Sections “Summary”, “Risk

” o« ” o« "«

Factors”, “Business Overview”, “Reasons for Offering and Use of Proceeds”, “Dividends and Dividend
Policy”, “Industry Overview” and “Trend Information”). Such forward-looking statements are based on
current expectations and projections about future events, which are in turn made on the basis of the
best judgment of the Management. Certain statements are based on the beliefs of the Management as
well as assumptions made by and information currently available to the Management. Any forward-
looking statements included in this Prospectus are subject to risks, uncertainties and assumptions about

the future operations of the Group, the macroeconomic environment and other similar factors.

In particular, such forward-looking statements may be identified by the use of words such as “strategy”,
“expect”, “plan”, “anticipate”, “believe”, “will”, “continue”, “estimate”, “intend”, “project”, “goals”, “targets”
and other words and expressions of similar nature. Forward-looking statements can also be identified
by the fact that they do not relate strictly to historical or current facts. As with any projection or forecast,
they are susceptible to uncertainty and changes in circumstances, and the Company is under no
obligation to, and expressly disclaims any obligation to, update or alter the forward-looking statements
contained in this Prospectus whether as a result of such changes, new information, subsequent events

or otherwise.



The validity and accuracy of any forward-looking statements is affected by the fact that the Group
operates in a highly competitive business. This business is affected by changes in domestic and foreign
laws and regulations (including those of the European Union), taxes, developments in competition,
economic, strategic, political and social conditions, consumer response to new and existing products
and technological developments, and other factors. The Group’s actual results may differ materially from
the Management’s expectations because of the changes in such factors. Other factors and risks could
adversely affect the operations, business or financial results of the Group (please see “Risk Factors” for
a discussion of the risks which are identifiable and deemed material at the date hereof).

1.9. Use of Prospectus

This Prospectus is prepared solely for the purposes of the Offering and of the listing and the admission
to trading of the Offer Shares on the Baltic Main List of the Nasdaq Tallinn Stock Exchange. This
Prospectus may not be used for any other purpose. You may not copy, reproduce (other than for private
and non-commercial use) or disseminate this Prospectus without express written permission from the
Company.



2. SUMMARY

This Summary is a brief overview of the information disclosed in this Prospectus. This summary is made
on the basis of the applicable disclosure requirements known as “Elements”. These Elements are
numbered in Sections A — E (A.1 — E.7). This Summary contains all 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 possible
that no relevant information can be given regarding that Element. In this case, a short description of the
Element is included in this Summary with the mention of “not applicable”.

Section A — Introduction and Warnings

Element | Title Disclosure
A.l Introduction This Summary should be read as an introduction to the Prospectus and
and warnings | any decision to invest in the Shares should be based on the
consideration of the Prospectus as a whole. Where a claim relating to
the information contained in this Prospectus is brought before a court,
the plaintiff might, under the applicable law, have to bear the costs of
translating the Prospectus before legal proceedings are initiated. Civil
liability attaches only to those persons who have prepared the Summary,
including any translation thereof, but only if the Summary is misleading,
inaccurate or inconsistent 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 the Shares.
A.2 Use of Not applicable; the Prospectus cannot be used for the resale of the
Prospectus Shares.
for
subsequent
resale of
Shares
Section B — Issuer
Element | Title Disclosure
B.1 Legal and Arco Vara AS
commercial
name
B.2 Domicile/ The Company has been established and is currently operating under the
legal form/ laws of Estonia in the form of a public limited company (in Estonian:
legislation/ aktsiaselts or AS) and is established for an indefinite term.
country of
incorporation
B.3 Description The Group operates primarily in the market for real estate development.
and key It designs, builds and sells residential and commercial real estate
factors of projects, aiming to create complete environments through a full cycle of
current development from the acquisition of suitable land to construction and
operations sales.
and principal




activities,
categories of
products and/

In addition, the Group also offers real estate services such as appraisal
and brokerage. These services are auxiliary to real estate development
and operate near break-even. They allow the Group access to valuable

or services. real-time market data to better guide its development business.

Principal In both segments, the Group operates in Estonia and Bulgaria, primarily

markets in their capital cities of Tallinn and Sofia. The Latvian services business
was sold to its management in 2016, and on the development side, the
Group is selling last land plots in Latvia with no intention to commence
new developments there in the observable future.

B.4a Significant There has been no material adverse change in the prospects of the
recenF trends | Group since 31 December 2016. The Management is not aware of any
gffectlng the | trends having material adverse effect on the operations of the Group.
industry Demand for residential and commercial real estate remains relatively

stable in Estonia and Bulgaria with no significant trends to single out.

B.5 Group The Company is the parent Company for the Group. It has 20
description. subsidiaries, including 7 in Estonia, 7 in Bulgaria and 3 in Latvia. In
Position of addition, it has 1 subsidiary in Ukraine and 2 in Lithuania, which are not
the Company | engaged in any operations.
within the The Group prefers to separate each development project into a separate
Group subsidiary (SPV) to facilitate accounting and financing, and to isolate

project risks.

B.6 Persons, As at the date of this Prospectus, the Shareholders holding over 5% of
directly or all Shares in the Company are the following:
indirectly 0
having Name of Shareholder Shares %
interest in the OU Alarmo Kapital (a company under the control 1.015.805 15.6109%

, of Mr Tarmo Sild, the member of the Management B
Company S Board, and Mr Allar Niinepuu, a member of the
capital or Supervisory Board)
VOtI_r!g rights Nordea Bank AB Finland Branch-Non-Treaty 862.820 13.2598%
notifiable Clients (beneficial owner Ms Mari Tool) '
under :

. AS L6hmus Holdings (a company under the 602.378  9.2574%
Estonian law control over Mr Rain L6hmus, a member of the ' ’
and the Supervisory Board)
amou.nt of Gamma Holding Investment OU (a company 562,893  8.6506%
such interest. under the control of Mr Arvo Ndges)

:)/fo::?a?orrlghts LHV Pensionifond L 389,765 5.9899%

Firebird Republics Fund L

shareholders. irebird Republics Fund Ltd 356,428 5.4776%

Direct or Osalihing HM Investeeringud (a company under 330,505 5.0792%

indirect the control of Mr Hillar-Peeter Luitsalu, a member

indirec of the Supervisory Board)

control of the

company The major shareholders in the Company do not have voting rights
different from those of all other shareholders. There are no agreements
between the shareholders of the Company that the Company is aware
of.

B.7 Selected In TEUR, unaudited | 9 months 2017* 9 months 2016*
historical key R ¢ deri
financial evenue from rendering 2,228 2,395

services




information.
Narrative
description of
significant
change to
the
Company’s
financial
condition and
operating
results
subsequent
to the period
covered by
selected
historical key
financial
information?

Revenue from sale of own real

8,063 6,043
estate

Total revenue 10,291 8,438

Gross profit 2,018 2,884

Profit/ loss for the period 73 495

Total assets 28,386 27,720

Total equity 8,993 8,985

Net cash from operating 2,223 2,555
activities

Net cash from investing 425 1,973
activities

Net cash from f|na_n_C|_ng 2.961 913
activities

Net cash flow 313 -331

In TEUR 2016 2015

Revenue from rende_rmg 3.127 3.633
services

Revenue from sale of own real 6,620 7.019
estate

Total revenue 9,747 10,652

Gross profit 3,002 3,787

Profit/ loss for the period -832 460

Total assets 27,720 24,473

Total equity 8,985 9,630

Net cash from ope_rqtmg 1,698 2.584
activities

Net cash from investing 2,333 -302
activities

Net cash from fma_nqng 775 3,228
activities

Net cash flow 140 -946

* Interim statements have not been reviewed or audited.

There have been no significant changes to the Group’s financial

condition and operating results since 30 September 2017.

B.8 Selected key | Not applicable; the Financial Statements and the Interim Financial
pro forma Statements adequately reflect the financial condition of the Group and
financial there is no need for pro forma financial information.
information

B.9 Profit Not applicable; no profit forecasts are being published. The Management
forecast has, however, indicated that it expects revenues to be low in the first half

! Source: Financial Statements and Interim Financial Statements.

10



of 2018, and for revenues and profit to increase toward the end of the
2018 as pending developments are completed and begin selling.

B.10 Qualifications | Not applicable; no qualifications.
in the audit
report on the
historical
financial
information
B.11 Working As at 30 September 2017, the total consolidated working capital of the
capital Group was a negative 2.1 million euros and the consolidated current
ratio was 0.88. However, these figures will change significantly when the
outstanding loan from Piraeus Bank with a balance of 8.6 million euros
will be extended by 2 years and will be re-classified as a long-term loan.
A preliminary agreement for extending the loan until 30 December 2019
has been achieved with additional two repayments of 500 thousand
euros each foreseen in January 2018 and January 2019. At the moment,
the value of the remaining assets in the Bulgarian projects financed by
the Piraeus Bank loan exceeds the balance of the loan, leading the
Management to believe that the current situation is sustainable and that
the prolongation of the loan will be achieved as planned.
Section C — Securities
Element | Title Disclosure
C.l Type and The Offer Shares are dematerialised bearer shares with the nominal
class of value of EUR 0.70 each. The Offer Shares are registered with Nasdaq
securities CSD under ISIN EE3100034653 and are kept in book-entry form.
and security
identification
number
C.2 Currency of The Offer Shares are denominated in euro.
the issue
C3 Number of Currently, there are altogether 6,507,012 fully paid bearer Shares of the
shares Company with the nominal value of EUR 0.70 each. There are no Shares
issued and outstanding but not fully paid.
:)uelli)é/issued In the course of the Offering, up to 2,670,000 Offer Shares are offered.
but not fully | Provided that the Offering is successful and that all the Offer Shares,
paid. Par (altogether 2,670,000 Shares) are subscribed for and issued by the
value per Company, the number of the Shares will be 9,177,012.
share
C.4 Rights The main rights attached to the Shares, including the Offer Shares, are

attached to
the securities

(i) the right to participate in the corporate governance of the Company;
(i) the right to information; (iii) the right to dividends; (iv) the right to
liquidation quota; (v) the preferential right to subscribe for new shares;
(vi) the preferential right to convertible bonds; and (vii) the rights relating
to mandatory takeover bids, squeeze-out and sell-out, as applicable.

Each Share entitles a Shareholder to one vote at the General Meeting.
A General Meeting is capable of passing resolutions if more than 1/2 of
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the votes represented by all Shares are represented at the General
Meeting. As a rule, resolutions of a General Meeting require the
affirmative vote of the majority of the votes represented at the General
Meeting. Certain resolutions require a qualified majority of 2/3 of the
votes represented at the meeting, and some even higher majority.

The Shareholders have the right to receive information on the activities
of the Company from the Management Board at the General Meeting.

All the Shareholders of the Company have the right to participate in the
distribution of profit of the Company and have the right to receive
dividends (if declared) proportionally to their shareholding in the
Company. Resolving the distribution of profit and the payment of
dividends is in the competence of the General Meeting.

Upon the liquidation of the Company, the Shareholders are entitled to
liquidation quota proportionally to their existing shareholding.

The existing Shareholders have, upon the increase of the share capital
and the issue of the new shares of the Company, the preferential right to
subscribe for new shares of the Company proportionally to their existing
shareholding. This preferential right may be excluded by a majority of 3/4
of all votes present at the General Meeting.

If the Company issues convertible bonds, the Shareholders have the
preferential right to subscribe for such bonds, unless such right is
excluded by a resolution of the General Meeting.

The Estonian law provides for mandatory takeover bids, squeeze-out
and sell-out rights in certain circumstances.

C5 Restrictions The Offer Shares are freely transferrable.
on free
transferability
of securities

C.6 Admissionto | The Company’s Shares are already admitted to trading on the Baltic
trading Main List of the Nasdaq Tallinn Stock Exchange.
/name of The Company intends to apply for the admission to trading of the Offer
regulated Shares on the same market. The expected date of the admission to
market trading is on or about 25 January 2018.

C.7 Dividend The Company does not have a formal dividend policy, but has historically
policy paid dividends of EUR 0.01 per Share, and intends to continue to do so

in the future.
Section D — Risks

Element | Title Disclosure

D1 Key risks Business Risks
specific to N o
the Competitive Market. The real estate development market is highly
Company or competitive. Entry barriers are relatively low. High competition may lead

the industry

to oversupply and drive prices down. Price remains the decisive factor
on the market, even though consumers do pay attention to quality and
past performance.

High Concentration of Risks Related to Small Number of Projects. Real
estate investments are capital-intensive and time-consuming, with the
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full development cycle typically taking several years. The Group is only
able to be involved in a few projects at any given time, leading to high
concentration of risks and to challenges with managing liquidity.

Cyclical Nature of Real Estate Development Sector and Fluctuation of
Prices. The real estate development sector is cyclical by nature and its
profitability fluctuates over time. It is sensitive to changes in macro-
economic environment and characterised by highly elastic demand. This
is a problem for developers, because investment decisions are taken
years in advance of actual sales.

llliquid Market. The real estate market, by definition, involves limited
liquidity. This makes it difficult to plan cash-flows which rely on future
sales of real estate.

Dependence on Availability of Credit and Consumer Preferences. The
demand for the projects developed by the Group is influenced by
consumer preference and demographic considerations. The majority of
sales transactions depend on the availability of bank financing to
consumers, which may change over time.

Dependence on Cash-Flows from Subsidiaries. The Company itself does
not earn any notable revenue and depends on cash-flows from its
Subsidiaries to service debt and cover expenses. These cash-flows may
be restricted by financing agreements and legal considerations.

Dependence on Construction Contractors. The Group is no longer
engaged in construction business. It depends on third party contractors
to design and build its projects, and is therefore exposed to movements
in construction prices, and may be liable to customers if its contractors
fail to meet deadlines or to comply with quality requirements.

Dependence on Key Personnel. The Group’s success is dependent on
dedicated and talented employees and their continuous loyalty to the
Group. In a highly competitive environment, the Group companies must
make continuous efforts to attract new qualified personnel and motivate
existing management and employees.

Management Risk. The Company’s Management Board only has one
member, on whose services the Group depends. However, many
business processes are managed by other key personnel.

Dependence on IT Systems. The Group relies on complex and numerous
IT systems for brokerage and evaluation business, accounting, and other
essential functions. Disruptions to these systems may adversely affect
the Group’s business.

Seasonality. Real estate transactions, particularly in the residential
sector, tend to fluctuate seasonally, with greater activity in the autumn
and spring. This poses a challenge in matching project schedules (and
the Group’s cash-flows) to seasonal demand.

Risks related to Divested Businesses. The Group sold its construction
business in 2014, and its Latvian services business in 2016. The Group
remains theoretically liable towards the respective purchasers until the
relevant claims expire. Further, Arco Ehitus (the former construction arm
of the Group) was declared bankrupt in 2016, leading to the theoretical
risks of reversal and liability claims. However, with respect to the
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construction business, any potential claims would most likely have
emerged by now. With respect to the Latvian services business, the sale
was made to the Latvian management, who were intimately familiar with
the business.

Political, Economic and Legal Risks

Changes in Economic Environment. The Group is substantially affected
by macro-economic factors. The experience of the 2007-2009 crisis
underscored the ever-present possibility for sudden disruptions; it also
led to tight monetary policies and record-low interest rates which persist
today. This low interest rate environment would not continue indefinitely,
and rising interest rates may depress real estate prices. Further, Estonia
and Bulgaria, where the Group operates, are small economies open to
adverse outside influence, should global or regional conditions
deteriorate.

Dependence on Discretionary Decisions of Public Authorities. The real
estate development business depends to a large extent on the zoning
and permitting processes which are, to a degree, discretionary. Delays
or adverse decisions in these processes may hinder or arrest
development projects, or result in budget overruns.

Exposure to Civil Liability. The Group is liable to its customers and
partners. If the Group is sued for actual or perceived breaches, such
proceedings (regardless of their outcome) may cause reputational
damage and lead to financial losses.

Exposure to Environmental Liability. As a real estate developer, the
Group may be liable for contamination found on its plots, or for pollution
in excess of the legal limit. Contamination liability may arise even if the
Group did not contribute to it. Further, claims of environmental issues
may decrease demand for the Group’s projects.

Risks Related to Ongoing Proceedings. The Group is involved in a
number of legal proceedings, which, although not significant, may affect
the Group’s performance. One Group company could hypothetically be
connected to an alleged criminal case in Estonia, relating to illegal
restriction on free competition.

Change of Laws or Policies. The Group depends on laws governing
zoning, permitting and construction processes. These laws are complex
and may change frequently, owing to the relatively short history of the
current legal systems in Estonia and Bulgaria.

Tax Regime Risks. Like other laws, tax laws (and their interpretation) in
the Group’s target markets change frequently and may be dictated by
short-term political considerations.

Financial Risks

Liquidity Risk. The Group’s liquidity is difficult to manage because real
estate projects are capital-intensive and take a long time to complete.
While a project is under development, it generates negative cash-flows.
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Delays or planning errors may result in revenues being delayed beyond
the maturity of the financing taken for the project.

Financing Risk. The Group operates in a capital-intensive business and
relies on outside financing. Existing financing arrangements may restrict
further borrowing, and constrain growth.

Interest Rate Risk. The Group’s borrowings mostly involve floating
interest rates, particularly those based on EURIBOR. Base rates may
grow at any time from current historic lows, leading to increases in the
Group’s financing costs. The Group does not use interest rate hedging.

Risks Related to Financing Agreements. Financing agreements entered
into by the Group contain the customary covenants, restrictions and
default provisions, including cross-default. A failure by the Group to
comply with the terms of one financing agreement may have a knock-on
effect on its entire indebtedness.

Piraeus Bank Loan. An approximately 8.6 million euro part of the loan
taken by the Group’s Bulgarian subsidiary in relation to the Madrid
Boulevard project remains outstanding and is due on 30 December 2017.
The Group is in negotiations with the bank regarding the prolongation of
the loan, and a preliminary agreement for extending the loan until 30
December 2019 has been achieved with additional two repayments of
500 thousand euros each, due in January 2018 and January 2019.

Credit Risk. While the Group normally does not sell real estate on credit,
in rare cases, the Group may be exposed to customer credit risk until full
payment is received. These risks are difficult to assess.

Currency Risk. A part of the Group’s revenue is in Bulgarian levs, while
its reporting currency (and the currency of its borrowings) is the euro.
Fluctuations in the exchange rate may adversely affect the Group.

Tax Risks Related to Intra-Group Transactions. The Group companies
trade between themselves, which is typically associated with tax risks,
e.g. due to transfer pricing issues. While care is taken to ensure
compliance, a degree of subjectivity will always be present, leading to
risks of adverse tax rulings.

D.3

Key risks
specific to
the shares

Cancellation of Offering. Best efforts will be made to ensure that the
Offering is successful; however, there can be no assurance that the
Offering will be successful and that the investors will receive the Offer
Shares they subscribe for. The Company also has the right to cancel the
Offering, even if successful.

Share Price and Limited Liquidity of Shares. Though every effort will be
made to ensure that the admission of the Offer Shares to trading on
Nasdaq Tallinn Stock Exchange will occur, the Company cannot provide
any assurance in that respect. Further, the Estonian market has limited
liquidity and the Shareholders may not be able to sell their Shares at the
desired price, or at all. In 2016, trading in the Company’s shares
amounted to just 7.3% of its market capitalisation; trading in 2017 so far
is at a comparable level.
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Payment of Dividends. The Company is under no obligation to pay
regular dividends and no representation can be made with respect to
future dividends.

Dilution of Shareholdings. Should the share capital of the Company be
increased and new shares issued in the future, the shareholding of each
individual Shareholder in the Company may be diluted. New capital
issues are not unlikely, due to the capital-intensive nature of the
Company’s business.

Tax Regime Risks. Changes in the tax regime applicable to transactions
with the Shares or to the associated dividends may result in an increased
tax burden on the Shareholders and may therefore have adverse effect
on the rate of return from an investment into the Shares.

Lack of Adequate Analyst Coverage. There is no guarantee of continued
(or any) analyst research coverage for the Company. Negative or
insufficient third-party coverage would be likely to have an adverse effect
on the market price and the liquidity of the Shares.

Section E - Offer

Element | Title Disclosure

El Total net Provided that the Offering is successful and that all the Offer Shares,
proceeds. (altogether 2,670,000 Shares) are subscribed for and issued by the
Estimate of Company, the expected amount of gross proceeds of the Offering is
total approximately 4 million euros. Expenses directly related to the Offering are
expenses of | astimated to be less than 2% of the expected proceeds. Therefore, the net
the offering proceeds of the Offering are expected to be app. 3.9 million euros.
(including )
estimated No expenses are charged to investors.
expenses
charged to
the investor)

E.2a Reasons for | The Company conducts the Offering to raise capital for the acquisition of
the new land plots for development in Bulgaria and for starting the development
offering/use process there. The plots of the Lozen Stage 1/2 project are located 15
of minutes from the city centre of Sofia, where the Group intends to build a
proceeds/esti | residential housing project. The proceeds of the Offering will be used for
mated net Lozen Stage 1, but not for Stage 2. The estimated net amount of proceeds
amount of is as shown above (app 3.9 million euros).
proceeds

E.3 Terms and

conditions of
the offering

In the course of the Offering, up to 2,670,000 Offer Shares with the nominal
value of EUR 0.70 each are being offered publicly to the Company’s
existing shareholders. The Offer Shares are not offered publicly in any
country other than Estonia.

The Offer Price is EUR 1.50 per one Offer Share, of which EUR 0.70 is the
nominal value of one Offer Share and EUR 0.80 is the issue premium.
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The Offering Period commences on 29 December 2017 at 09:00 and
terminates on 15 January 2018 at 16:00 local time in Estonia.

The Company will allocate Offer Shares only to those investors who are
entered on the list of the Shareholders of the Company as of the end of the
working day of the Nasdaq CSD Estonian settlement system on the Record
Date (i.e. on the last day of the Offering Period).

The Company will decide on the allocation of the Offer Shares after the
expiry of the Offering Period, on or about 17 January 2018.

In the first round of allocation, each Shareholder will be guaranteed Offer
Shares up to the amount which is proportionate to that Shareholder’s
participation in the Company as of the Record Date. Any unused quota will
thereafter be allocated according to the participation in the Company by
those Shareholders whose Subscription Undertakings were not fulfilled in
full in the first round.

The Offer Shares allocated to investors will be transferred to their securities
accounts on or about 18 January 2018 through the “delivery versus
payment” method simultaneously with the transfer of payment for such
Offer Shares.

The maximum size of the Offering is fixed and if the Offering is
oversubscribed, the number of the Offer Shares will not be increased. If the
Offering is undersubscribed, the Company may reduce the number of the
Offer Shares accordingly, or cancel the Offering. The Company has also
reserved the right to cancel the Offering in full in its sole discretion, at any
time until the end of the Offering Period.

The Company intends to apply for the admission to trading of all the Offer
Shares on the Main List of the Nasdag Tallinn Stock Exchange. Trading with
the Offer Shares is expected to commence on or about 25 January 2018.

E.4 Interests As far as the Management is aware, the persons involved in the Offering
material to do not have any personal interests material to the Offering. The
the offering/ | Management is not aware of any conflicts of interests related to the
conflicting Offering.
interests

E.5 Name of The Offering is carried out by the Company. The Company has not
persons or engaged a manager.
entity There are no lock-up agreements.
offering to
sell the
security.

Lock-up
agreements:
parties
involved,;
period of
lock-up

E.6 Immediate As at the date of this Prospectus, the number of the Shares of the Company
dilution is 6,507,012. The number of the Offer Shares is up to 2,670,000. Therefore,

the number of the Shares of the Company after the successful registration
of the increase of the share capital of the Company will be up to 9,177,012,
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provided, however, that the number of the Offer Shares is not changed.
Therefore, the shareholdings in the Company existing immediately prior to
the Offering will be diluted by up to 29.1% as a result of the Offering, unless
a Shareholder subscribes for and is allocated additional Shares in the
course of the Offering.

E.7

Estimated
expenses
charged to
the investor
by the
Company

Not applicable; no expenses are charged to the investor by the Company.
Investors will be liable for their own costs in connection with the
participation in the Offering, primarily for the service fees that may be
charged by the financial institutions through which they will subscribe for
the Offer Shares.
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3. RISK FACTORS

3.1. Introduction

Investing into the Shares entails risks. In the course of its everyday business, the Group is exposed to
a variety of risks, including the risks described in this Section. The impact of any such risks will depend
on the Group’s ability to foresee, manage and mitigate them. Any of the risk factors described herein,
or additional risks not currently known to the Management or not considered significant, could have a
material adverse effect on the business, financial condition, operations or prospects of the Group and
may result in a corresponding decline in the value of the Shares (regardless of whether such a
consequence is specifically described or mentioned with respect to each of the risks listed below). As a
result, investors could lose a part or all of the value of their investment. Therefore, each prospective
investor in the Shares should thoroughly consider all the information in this Prospectus, including the
risk factors described below.

It is important to note that the risks outlined in the Prospectus are not in any way ranked in terms of their
importance, probability of occurrence or potential financial impact, nor is the list exhaustive. There may
be additional risks the Group is not currently aware of or that are not considered significant.

This Prospectus is not, and does not purport to be, investment advice or an investment
recommendation to acquire the Shares. Each prospective investor in the Shares must determine,
based on its own independent review and analysis and such professional advice as it deems
necessary and appropriate, whether an investment into the Shares complies with its financial
needs and investment objectives and whether such investment is consistent with such rules,
requirements and restrictions as may be applicable to that investor.

3.2. Business Risks

Competitive Market (Real Estate Development). The Group’s main operations — real estate development
— are in a highly competitive market. The Group faces intense competition from local, national and
international real estate development firms, real estate investment funds, and others. Entry barriers are
relatively low, which gives immediate competitive advantage to companies with better access to
financing and expertise on market conditions. High competition may lead to oversupply and over-
development of residential and commercial real estate, which in turn may decrease the average rent or
sale prices. Price remains the decisive factor even though customers do pay attention to the quality of
design and construction, technological expertise, past performance, health and safety record, as well
as to reputation and experience.

High Concentration of Risks Related to Small Number of Projects. The Group’s projects in the real estate
development business segment require significant investments and are time-consuming. The full
development cycle — from the making of an initial investment into a real estate development project until
it is completed and sold — typically takes several years. Due to these circumstances, the Group is only
able to be involved in a limited number of concurrent projects, which in turn results in a high
concentration of business risks. Currently, the Group has nine active development projects and its short-
and mid-term results will depend on the successful sale and/or management of these projects.

Cyclical Nature of Real Estate Development Sector and Fluctuation of Prices. The real estate
development sector is cyclical by its nature and its profitability tends to fluctuate due to changes in the
general macroeconomic conditions, rental yields, interest rates, personal income, inflation, availability
of credit, etc. The sector would be adversely affected if the economy slowed down or entered recession,
not least because companies in the sector commit to projects for years in advance and are generally
not able to change course or take corrective measures quickly.

liliquid Market. The real estate market in general is characterised by limited liquidity. There is no
assurance that the Group will be able to sell its real estate development projects on favourable
commercial terms or sell them at all. Real estate investments are time-consuming and take years to
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complete, while there is no guarantee that the price received from the sale would meet or exceed costs
of development.

Dependence on Availability of Credit and Consumer Preferences. Most of the Group’s projects are
residential housing projects — apartments and residential plots. The residential housing market is
influenced by several factors beyond the control of the Group companies, such as demographic
variables (family size, the age composition of the family, the number of first and second children, net
migration (immigration minus emigration), non-family household formation, the number of double-family
households, death rates, divorce rates, marriages, the general macroeconomic climate, the level of and
changes in personal income and consumer prices and, perhaps most importantly, the availability of
credit. The vast majority of the transactions made in the housing market involve bank financing, which
makes the operating results of the Company highly dependent on the availability of credit to consumers.

Dependence on Cash-Flows from Subsidiaries. The Company is a holding company conducting its
operations mainly through its Subsidiaries. The Company itself does not own significant assets other
than investments into the 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 loans, fees or dividends from
its Subsidiaries. Such payments from the Subsidiaries may be subject to statutory and/or contractual
restrictions, and may not always be available.

Dependence on Construction Contractors. In the beginning of 2014, the Group divested its shareholding
in Arco Ehitus OU and terminated its operations in the construction business segment. Since then, the
Group relies on contractors and subcontractors for all construction works. Due to that, the results of the
operations of the Group depend on the ability of these construction contractors and subcontractors to
comply with the terms of the agreements executed with them. Delays in completing construction may
result in additional costs and damages for the Group, which may not be fully recoverable from
contractors and subcontractors, and extend the Group’s exposure to price fluctuations. Furthermore,
breaches of construction agreements by contractors and subcontractors may cause the Group to in turn
breach sale agreements executed by the Group with purchasers. In the opinion of the Management, the
Group’s agreements include reasonable contractual remedies to mitigate the above risks, but every
development presents a new combination of construction risks which are impossible to mitigate fully.

Dependence on Key Personnel. The Group’s performance is reliant upon the efforts, diligence, skill and
business network of its key personnel. Well-connected local managers with knowledge of the relevant
local market are essential for the Group’s property development business. The Group may not always
be able to impose competition covenants or other contractual restrictions on key personnel to ensure
their continuing engagement with the respective Group companies, or, despite best efforts, to ensure
their continued loyalty. Should the Group lose one or more key persons and fail to find a suitable
replacement quickly enough, or should such key person join a competing business, it could adversely
affect the business and results of operations of the Group.

Management Risk. As from the end of the year 2009, the Management Board comprises of one member
and therefore the management of the Company is, to some extent, dependent on one person only.
However, in addition to the Management Board, the Company’s operations are managed on a daily
basis by heads of departments and other senior personnel.

Dependence on IT Systems. Although real estate services and development are generally not
considered to be high-tech or technology-intensive industries, rapidly developing technology is
nevertheless one of the determining factors of success in these fields of business. The Group has
developed and uses a variety of IT systems and web-based solutions for its operations, including online
agency services, internal accounting and management information systems, solutions for the handling
of customer and tenant information, project designs and specifications, and general administrative
functions. Failures in 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 breach or other
disruption to its IT-systems, sensitive information could be compromised and the Group’s relationship
with its customers and suppliers may suffer as a result, in addition to other negative consequences.
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Seasonality. The real estate market as a whole is subject to seasonal fluctuations. Such fluctuations are
particularly characteristic of the residential real estate market. The volumes of real estate transactions
tend to increase in autumn and spring. Winter and summer are usually low season for the real estate
market. The Group companies make continuous efforts to consider such seasonal fluctuations while
planning their operations; nevertheless, such seasonality makes planning more difficult, which may have
an adverse effect on the financial position and the results of operations of the Group.

Risks related to Divested Businesses. The Group sold its construction business (conducted by Arco
Ehitus OU) in 2014, and sold its Latvian services business (SIA Arco Real Estate) in 2016. The Group
remains theoretically liable towards the respective purchasers until the relevant claims expire. Further,
Arco Ehitus was declared bankrupt in 2016, leading to the theoretical risks of reversal and liability claims
for the period of three years (and in extreme cases up to five years) preceding the bankruptcy. However,
these risks do not appear significant. With respect to Arco Ehitus, any potential claims would most likely
have emerged by now. With respect to the Latvian services business, the sale was made to the Latvian
management, who were intimately familiar with the business and are therefore unlikely to have any
recourse to the Group.

3.3. Political, Economic and Legal Risks

Changes in Economic Environment. The operations of the Group are affected by general economic and
geopolitical conditions. The global financial crisis of 2007 — 2009 and the subsequent sovereign debt
crisis (particularly in the Eurozone) resulted in uncertainty regarding future economic development, the
effects of which continue to be felt. Recent years saw several major events surprising the financial
markets, including the result of the Brexit referendum, the potential repercussions of which are difficult
to quantify as the event is still unfolding; however, the referendum triggered a large initial sell-off in
global financial markets and led to a substantial further increase in economic uncertainty. Growth in the
global economy remains modest at around 2 to 3 per cent. Monetary policy pursued by central banks
around the world has led to comparably high valuations of residential real estate, fuelled by historically
low interest rates. These are likely to change in the future, which would influence the results of the
operations of the Group and its profitability. Any deterioration in the economic environment of the
countries where the Group operates could have a direct negative impact on the Group. The economies
of Estonia and Bulgaria are small open economies that are closely linked to the global economy and
especially the macroeconomic conditions in the Eurozone countries and Russia. Although the Group
constantly monitors developments on both domestic and international markets, it is not possible to
forecast the timing or extent of changes in the economic environment.

Dependence on Discretionary Decisions of Public Authorities. Real estate development and
construction sectors are subject to extensive regulatory requirements. Construction rights for a land plot
are determined by the detail plan of the particular site or its surrounding area. Therefore, before any
construction work can be started, the Company needs to ensure that a detailed plan corresponding to
the Company’s development needs is duly adopted. Furthermore, construction works, as a general rule,
require a building permit. Planning is carried out and building permits are issued by local municipalities.
These proceedings are time-consuming and may take from several months to several years depending
on the area, the number of interested parties involved, and the difference in their interests. These
proceedings also involve several discretionary decisions from the local municipality. Such discretion
may be exercised relying on the circumstances beyond the control of the Company and therefore there
can never be full certainty that the necessary planning and permitting procedures are successfully
completed. There can also be no certainty as to the duration of such proceedings, as can be seen from
the example of the Iztok Parkside project in Bulgaria, which has not proceeded as quickly as planned
because of a delay at the permitting stage (which is by now resolved). A detailed plan adopted by a local
municipality may be contested in court by any person capable of establishing their justified interest in
the matter. Such court proceedings may take several years and their results are often unpredictable.
Such dependency on the discretionary decisions of public authorities may result in material delays and
budget overruns or may require changes to be made in the project or even lead to the abandoning of
the project.
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Exposure to Civil Liability. The Group companies, like all companies, face the risk of potential litigation
from customers and business partners. The results of any such disputes and legal proceedings are
inherently difficult to predict and even the disputes and proceedings themselves, not only unfavourable
outcomes, may result in the Group incurring significant expenses and damages, and in negative effects
on the Group’s reputation, which in turn may have material adverse effect on the Group’s operations.
The Group seeks to mitigate the civil liability related risks by creating special reserves and by obtaining
insurance coverage for such risks; however, these measures may not always be sufficient. Certain
losses arising from the civil liability of the Group may be recovered from contractors and subcontractors;
however, there can be no full certainty in such respect.

Exposure to Environmental Liability. The real estate and the construction sectors are affected by laws
and regulations for environmental protection. Such laws and regulations cover a wide range of different
aspects of environmental protection, such as the protection of ambient air, pollution, use of water, waste
handling, etc. As all of the target markets of the Group are members of the European Union, the principle
“polluter pays” is in place in all these jurisdictions. Furthermore, environmental laws impose liability on
the land owner for the contamination in their territory even if the current owner did nothing to contribute
to the contamination. Therefore, the Group may be required to clean a land plot owned by it before any
construction can commence on such land. In addition to the clean-up obligation, the Group may face
certain restrictions imposed in respect of contaminated land plot by public authorities, which may result
in the land not being used for its initial purpose. Failure to discover contamination on a land plot used
for a real estate project before the commencement of construction works, even if adequately addressed
later, may lead to difficulties in the marketing and sale of the project or expose the Group to civil liability.
In the opinion of the Management, the Group has taken adequate measures to mitigate the risks
associated with environmental liability, such as introducing internal procedures to ensure compliance
with applicable environmental laws and regulations and mitigating the environmental pollution risks
contractually upon the acquisition of land.

Risks Related to Ongoing Proceedings. Some Group companies are involved in ongoing court
proceedings in Bulgaria and one Group company could hypothetically be connected to an alleged
criminal case in Estonia, relating to illegal restriction on free competition (please see the Section “Legal
Proceedings” for further details). As at the date of this Prospectus, the final results of such proceedings
cannot be estimated with certainty and they may have adverse effect on the financial condition and
results of operations of the respective Group companies.

Change of Laws or Policies. The Group’s operations, sales and revenues are dependent on the legal
and regulatory framework, as well as on planning and construction policies of the target markets. Any
changes in these factors in the jurisdictions where the Group companies operate, may have a material
adverse effect on the Group’s operations. As the Group operates in markets where legal systems are
relatively young, changes in laws and their interpretation happen often and may be unpredictable.

Tax Regime Risks. Tax regimes of the geographical markets where the Group operates are from time
to time subject to changes, some of which may be dictated by short-term political needs and may
therefore be unexpected and unpredictable. Any changes in the tax regimes in the jurisdictions where
the Group companies operate or in the interpretation of tax laws, regulations or treaties may have
material adverse effect on the Group’s operations.

3.4. Financial Risks

Liguidity Risk. The liquidity risk is one of the most important risks for the business of the Company. Due
to the highly uneven and somewhat uncertain timing of revenues in the real estate development sector
(where the Group earns revenue only when development projects are completed and start selling), the
Group’s liquidity is difficult to manage. For example, only 2 apartments and 6 land plots were sold in the
first half of 2017 (compared to 73 apartments, 6 land plots and 4 commercial spaces in the same period
in 2016), because the Group had not yet completed the next batch of development projects (particularly
the Kodulahe development in Tallinn, which began selling in the third quarter of 2017). By contrast, in
the third quarter of 2017, 58 apartments and 2 commercial spaces were sold as sales began at the
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Kodulahe development. Until projects are ready to sell, the Group relies on external financing. The
Management is confident the Group’s liquidity situation will remain entirely manageable, with new
projects becoming available for sale in time to meet the Group’s financial liabilities, the above illustrates
the risk inherent in small- to medium-scale real estate development. Unless the Group grows
substantially to be able to manage a sufficiently broad pipeline of investments to even out cashflows,
the Group’s liquidity will continue to be characterised by dry spells in between the periods of active sales.

Financing Risk. The Group operates in a capital-intensive industry and needs substantial working capital
to support the acquisition and development of real estate. The Group’s internally generated cash-flow
from the real estate services business and from the sales and management of real estate projects may
not be sufficient for covering the Group’s financing needs. The Group has substantial indebtedness
(please see the Section “Capitalisation, Indebtedness and Working Capital” for further details). This may
restrict the Group’s access to further external debt financing. The lack of sufficient financing may have
an adverse effect on the financial position and operations of the Group.

Interest Rate Risk. The interest rates on most of the loans taken by the Group entities are variable and
are based on the EURIBOR base rate. Therefore, increases in the European Central Bank interest rates
(and, consequently, increases in the EURIBOR base rate) will lead to a corresponding increase in the
financial costs of the Group. It is conceivable that EURIBOR will rise in the observable future from the
current historic lows. At the moment, the Group is not using hedging instruments to mitigate interest rate
risks.

Risks Related to Financing Agreements. Several Group entities have entered into financing agreements
with various financial institutions. Such financing agreements include the customary covenants,
restrictions and obligations (among other things, restrictions on further financing, payment of dividends,
changes in the Group’s corporate structure or the nature of its business, etc.). In case of default, the
financial institutions may in some cases unilaterally change the interest rates, claim contractual penalties
or demand immediate repayment. Compliance with some of the financial covenants may be a matter of
interpretation, which creates a risk that the Group may be in default under some financing agreements
according to the creditor’s judgement. At the same time, most of the financing agreements contain cross-
default provisions. A cross-default provision is a provision in a loan agreement that puts a borrower or
any related party in default if the borrower defaults on another obligation arising from another loan or
financing agreement with the same or a different lender. The exact content of cross-default provisions
may be different in different agreements. Such cross-default clauses expose the Group to default risks
depending on the performance under other agreements. Failure to comply with the financing
agreements (for instance if immediate repayment is demanded) could result in the enforcement with
respect to collateral granted by the Group, including the mortgages on the real estate owned by the
Group or the commercial pledges on the assets of the Group.

Piraeus Bank Loan. On 11 August 2008, Arco Invest EOOD, the fully-owned Bulgarian Subsidiary of the
Company, entered into a loan agreement with Piraeus Bank Bulgaria PLC. Arco Investeeringute AS,
Arco Facility Management EOOD and Arco Imoti EOOD, the fully-owned Subsidiaries of the Company,
act as co-debtors under the agreement. Under the agreement, Arco Invest EOOD was granted a loan
in the principal amount of up to 16.5 million euros for the financing of the Madrid Boulevard project in
Sofia, Bulgaria (please see the Section “Investments” for further details), of which approximately 8.6
million euros remains outstanding. Currently, the maturity of the loan is 30 December 2017. The
Company is in negotiations with the bank regarding the prolongation of the loan. A preliminary
agreement for extending the loan until 30 December 2019 has been achieved with additional two
repayments of 500 thousand euros each foreseen in January 2018 and January 2019. However, since
final agreement has not yet been signed, the Company cannot say with absolute confidence that the
loan will be extended. A failure to extend the loan may have an adverse effect on the Group’s liquidity
and may necessitate raising additional capital.

Credit Risk. The real estate developed by the Group is normally sold only against immediate payment.
Overdue payments from clients are thus rare and the management believes the credit risk has been
taken to the minimum. However, in some rare cases, the period between the transaction and the full
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payment can be several months, which exposes the Group to third party credit risks. In order to mitigate
these risks, the Company tries to minimise the amount of transactions made on deferred payment terms,
and also assesses such risk periodically. If necessary, collateral arrangements are used.

Currency Risk. The Group has exposure to fluctuations in currency exchange rates. The Group’s
consolidated reporting currency is euro; however, part of its revenues is earned in Bulgarian levs
(currently pegged to euro). Therefore, significant changes in the exchange rate of the Bulgarian lev
could have a significant adverse effect on the results of operations and the financial position of the
Group. Currently, the Group is not using hedging instruments to mitigate exchange rate risk.

Tax Risks Related to Intra-Group Transactions. Every now and then, the Group companies enter into
intra-Group transactions, e.g. for the sale of real estate. Although the Group companies have taken and
will take reasonable care to make sure that all such intra-Group transactions are made on market terms,
it cannot be fully excluded that they will result in adverse tax consequences, should tax authorities
determine, for example, that intra-Group transactions were not correctly priced.

3.5. Risks related to Shares, Offering and Listing

Cancellation of Offering. Best efforts will be made to ensure that the Offering will be successful; however,
there can be no assurance that it will, and that the investors will receive the Offer Shares they subscribe
for. The Company also has the right to cancel the Offering, even if successful, as described in Section
“Cancellation of Offering”.

Share Price and Limited Liquidity of Shares. The Shares are listed on the Baltic Main List of the Nasdaq
Tallinn Stock Exchange and an application will be made to the Nasdaq Tallinn Stock Exchange for the
Offer Shares to likewise be admitted to trading. Though every effort will be made to ensure that
admission to trading will occur, the Company cannot guarantee that the Offer Shares will be admitted to
trading. Further, the Nasdaq Tallinn Stock Exchange is substantially less liquid and more volatile than
established markets. The relatively small market capitalisation and low liquidity of the Nasdaq Tallinn
Stock Exchange may impair the ability of the Shareholders to sell their Shares, or could increase the
volatility of the price of the Shares. The value of the Shares can fluctuate on the securities market due
to events and the materialisation of risks related to the Group, but also because of events outside the
Group’s control such as global or regional financial crises. Furthermore, if at any point a person
controlling a large block of Shares decided to sell such Shares, the demand on the Nasdaq Tallinn Stock
Exchange may not be sufficient to accommodate such a sale and any sale may take longer than
originally expected or a sale may take place at a lower price than expected. Since 31 August 2017, there
are no market-making arrangements with respect to the Company’s Shares. Trading in the Company’s
shares is limited: in 2016, the total turnover was 0.59 million euros (approximately 7.3% of market
capitalisation) and in 2017 so far, 0.85 million (approximately 8.1%). While this provides some liquidity,
large holdings could be particularly difficult to dispose of.

Payment of Dividends. The Company is under no obligation to pay regular dividends and no
representation can be made with respect to future dividends. The Management’'s recommendations for
the distribution of profit will be based on financial performance, working capital requirements, possible
restrictive covenants in credit or other agreements, reinvestment needs and strategic considerations
which may not necessarily coincide with the short-term interests of all Shareholders. The payment of
dividends and the amount thereof will, however, be subject to the ultimate discretion of the majority of
the Shareholders. With respect to dividends, the Shareholders are not bound by the recommendations
of the Management Board.

Dilution of Shareholdings. Should the share capital of the Company be increased, and new shares be
issued in the future, the shareholding of each individual Shareholder in the Company may be diluted.
The decision to increase the share capital of the Company may be proposed if there is a need to raise
additional capital. New issues are not unlikely, due to the capital-intensive nature of the Group’s
business. The dilution of an individual Shareholder’s shareholding in the Company can take place if that
Shareholder cannot or decides not to subscribe for newly issued shares pro rata to their existing
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shareholding. Increasing the share capital may also adversely affect the share price, as there is no
general requirement in Estonian law for new share issues to take place at or above market value.

Tax Regime Risks. Changes in the tax regime applicable to transactions with the Shares or to the
associated dividends may result in increased tax burden on the Shareholders and may therefore have
adverse effect on the rate of return from an investment into the Shares.

Lack of Adequate Analyst Coverage. There is no guarantee of continued (or any) analyst research
coverage for the Company. Over time, the amount of third party research available in respect of the
Company may increase or decrease with little or no correlation with the actual results of its operations,
as the Company has no influence on the analysts who prepare such reports. Negative or insufficient
third-party reports would be likely to have an adverse effect on the market price and the trading volume
of the Shares.
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4. TERMS AND CONDITIONS OF THE OFFERING

4.1. Offering

In the course of the Offering, up to 2,670,000 Offer Shares are publicly offered to the existing
Shareholders of the Company. The Offering is a public offering of securities in the meaning of the
Estonian Securities Market Act and will be conducted in accordance with the laws of Estonia. The Shares
are not offered publicly in any country other than Estonia.

The Offer Shares are ordinary bearer shares with the nominal value of 0.70 euros each. The Offer
Shares will be registered with Nasdaq CSD (Nasdag CSD SE, register code 40003242879, registered
address Valnu iela 1, Riga LV-1050, Latvia) under the same ISIN as the existing Shares, and will be
kept in book-entry form. No share certificates have or may be issued. The Offer Shares are denominated
in euro and governed by the laws of Estonia. The Offer Shares are freely transferrable.

All the Shares, including the Offer Shares, are of one class, rank pari passu with each other and carry
equal voting rights. The Offer Shares will give rights to dividends declared by the Company (if any) after
the Offer Shares are issued. For further description of the rights attached to the Shares, including the
Offer Shares, please see the Section “Rights of Shareholders”.

The Offering will involve the issue of as many new Shares as subscribed for in the course of the Offering
and allocated to investors in accordance with the terms described in this Section “Terms and Conditions
of Offering”. In order to conduct the Offering, increasing the share capital and the issue of the Offer
Shares has been placed on the agenda of the General Meeting scheduled for 27 December 2017.

The maximum size of the Offering is fixed. The total amount of Offer Shares may decrease if a part of
the Offering is cancelled — see Section “Cancellation of Offering” for further details.

As far as the Management is aware, the persons involved in the Offering do not have any personal
interests material to the Offering. The Management is not aware of any conflicts of interests related to
the Offering.

The Offering will be announced through the information system of the Nasdaq Tallinn Stock Exchange
and through the Company’s website (www.arcorealestate.com).

4.2. Right to Participate in Offering
The Offering is directed only to the existing Shareholders of the Company who are entered in the list of
the Company’s Shareholders as of the Record Date. Subscription Undertakings from persons not
entered on such list will be cancelled during the allocation process.

4.3. Offer Price
The Offer Price is 1.50 euros per one Offer Share, of which 0.70 euros is the nominal value of one Offer
Share and 0.80 euros is the issue premium.

4.4. Offering Period

The Offering Period is the period during which eligible investors may submit Subscription Undertakings
(please see Section “Subscription Undertakings” for further details) for the Offer Shares. The Offering
Period commences on 29 December 2017 at 09:00 and terminates on 15 January 2018 at 16:00 local
time in Estonia.

4.5. Subscription Undertakings
Submitting Subscription Undertakings

The Subscription Undertakings may be submitted through any intermediary who is registered as an
account operator with Nasdag CSD Estonian settlement system, and has entered into an agreement
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with Nasdaq CSD to mediate public offerings and new issues of shares. As of the date of this
Prospectus, these are:

e SEB Pank AS

e Coop Pank AS

e Danske Bank A/S Eesti filiaal
e Swedbank AS

e LHV Pank AS

e Luminor Bank AS (Eesti)
e Tallinna Aripank AS

e Versobank AS

e Luminor Bank AB (Leedu)
e SEB Pank (Leedu)

e Siauliu bankas

e Luminor Bank AS (Latvia)
e Citadele (Latvia)

A complete and up to date table can be found at the following address:
https://nasdagcsd.com/et/teenused/teenused-turuosalistele/avalike-pakkumiste-vahendajad-eesti-
turul/ (currently not available in English).

In order to be able to subscribe for the Offer Shares, an investor must have a securities account opened
with one of these institutions. The treatment of Subscription Undertakings in the allocation is not
determined on the basis of which institution they are made through.

Content of and Requirements for Subscription Undertakings

Subscription Undertakings must include inter alia the number of Offer Shares subscribed for, the Offer
Price (per one Offer Share and total), and the number of the securities account of the investor. Forms
for Subscription Undertakings will be provided by the financial institution through which the investor
submits the Subscription Undertaking.

Subscription Undertakings may be submitted only during the Offering Period, only at the Offer Price,
and only in euros. If multiple Subscription Undertakings are submitted by one investor, they will be
merged for the purposes of allocation.

Each investor must ensure that the information contained in the Subscription Undertaking submitted by
such investor is correct, complete and legible. Incomplete, incorrect, unclear or illegible Subscription
Undertakings, or Subscription Undertakings that do not otherwise comply with the terms set out in this
Prospectus, may be rejected at the sole discretion of the Company.

An investor may submit a Subscription Undertaking either personally or through a representative whom
the investor has authorised (in the form required by the local law and by the relevant financial institution)
to submit the Subscription Undertaking.

Costs and Fees

Investors must bear all costs and fees charged by the respective financial institution through which they
submit their Subscription Undertaking. This may include costs and fees for the submission, amendment
or cancellation of a Subscription Undertaking, or for the settlement of the transaction. These costs and
fees may vary depending on the rules and prices established by the particular financial institution.

Submission of Subscription Undertakings through Nominee Accounts

An investor may submit a Subscription Undertaking through a nominee account only if such an investor
authorises the owner of the nominee account to disclose the investor’s identity, personal ID number or
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registration number, and address to the Company and Nasdag CSD. Subscription Undertakings
submitted through nominee accounts without the disclosure of the above information will be disregarded.

Amendment and Cancellation of Subscription Undertakings

Investors have the right to amend or cancel their Subscription Undertakings at any time until the end of
the Offering Period. This may result in costs and fees charged by the financial institution through which
the Subscription Undertaking is submitted.

Legal Effect of Subscription Undertakings

By submitting a Subscription Undertaking, every investor:

0] accepts the terms and conditions of the Offering set out in 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;

(i) accepts that the number of the Offer Shares indicated by the investor in the Subscription
Undertaking will be regarded as the maximum number of the Offer Shares which the investor wishes to
acquire (the Maximum Amount) and that the investor may receive less (but not more) Offer Shares
than the Maximum Amount subscribed for (please see Section “Distribution and Allocation”);

(i) undertakes to acquire and pay for any number of the Offer Shares allocated to them up to the
Maximum Amount;

(iv) authorises and instructs the financial institution through which the Subscription Undertaking is
submitted to arrange the settlement of the transaction on their behalf (taking such steps as are legally
required to do so) and to forward the necessary information to the extent necessary for the completion
of the transaction;

(v) authorises the financial institution through which the Subscription Undertaking is submitted, and
Nasdag CDS, to amend the information contained in the Subscription Undertaking to (a) specify the
value date of the transaction, (b) specify the number of the Offer Shares to be purchased by the investor
and the total amount of the transaction, up to the Maximum Amount times the Offer Price; (c) correct or
clarify obvious mistakes or irregularities in the Subscription Undertakings, if any;

(vi) acknowledges that the Offering does not constitute a sales offer for the Offer Shares, and that
the submission of a Subscription Undertaking does not constitute the acceptance of a sales offer, and
therefore does not in itself entitle the investor to acquire the Offer Shares, nor results in a contract for
the sale of the Offer Shares between the Company and the investor.

4.6. Payment

By submitting a Subscription Undertaking, each investor authorises and instructs the institution
operating the investor’s cash account connected to their securities account (which may or may not also
be the financial institution through which the Subscription Undertaking is being submitted) to immediately
block the whole transaction amount on the investor’'s cash account until the settlement is completed or
until funds are released in accordance with this Prospectus. The transaction amount to be blocked will
be equal to the Offer Price multiplied by the Maximum Amount. An investor may submit a Subscription
Undertaking only when there are sufficient funds on their cash account. If blocked funds are insufficient,
the Subscription Undertaking will be deemed null and void to the extent funds are insufficient.

4.7. Distribution and Allocation

The Company will decide on the allocation of the Offer Shares after the expiry of the Offering Period, on
or about 17 January 2018.

Offer Shares will be allocated as follows:
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0] In the first round, every investor shall receive a guaranteed amount of Offer Shares which is
equal to the Quota (i.e. the proportion of that investor’s shareholding in the Company as of the Record
Date times the total number of Offer Shares), but not more Offer Shares than subscribed for.

(i) In the second round, any Quota which is left unused in the first round shall be redistributed
between all investors whose Subscription Undertakings were not fully fulfilled in the first step. For this
purpose, each such investor shall be entitled to such part of the unused Quota which corresponds to
the proportion of their shareholding in the Company as of the Record Date as compared to the
shareholdings of the other investors competing for the same Quota, but not more Offer Shares than
subscribed for.

(iii) If any Quota remains unused in the second round, the second round will be repeated until all
Offer Shares are allocated.

The Company may make such adjustments to the above allocation mechanism as may be necessary in
order to ensure that each investor receives an integer number of Offer Shares (e.g. by rounding up or
down as appropriate) or otherwise necessary to ensure correct allocation, within the limits of the law.

If the Offering is oversubscribed, the number of the Offer Shares will not be increased. If the Offering is
undersubscribed, the Company may reduce the number of the Offer Shares accordingly, or cancel the
Offering as described in Section “Cancellation of Offering” below.

The Company is not aware whether any major Shareholders or any eligible members of the
Management Board or the Supervisory Board intend to participate in the Offering, or whether any person
intends to subscribe for more than five per cent of the Offering.

The Company expects to announce the results of the allocation process through the information system
of the Nasdaq Tallinn Stock Exchange and the Company’s website (www.arcorealestate.com) on or
about 17 January 2018.

4.8. Settlement and Trading

The settlement of the Offering will be carried out by Nasdag CSD Estonian Securities Settlement
System. The Offer Shares allocated to investors will be transferred to their securities accounts on or
about 18 January 2018 through the “delivery versus payment” method simultaneously with the transfer
of payment for such Offer Shares. The title to the Offer Shares will pass to the relevant investors when
the Offer Shares are transferred to their securities accounts.

If an investor has submitted several Subscription Undertakings through several securities accounts, the
Offer Shares allocated to such investor will be transferred to all such securities accounts proportionally
to the number of shares indicated in the Subscription Undertakings submitted for each account, rounded
up or down as necessary.

The Offer Shares omitted from the first settlement (if any) shall be reallocated rather than cancelled, the
manner for such reallocation to be decided by the Company.

The Offer Shares received by the investors may not be transferred or sold further until the date of
admission of the Shares to trading on the Nasdag Tallinn Stock Exchange. To ensure compliance with
this condition, the operators of the investors’ securities accounts will block the Offer Shares on the
securities accounts of the respective investors until then.

Trading with the Offer Shares is expected to commence on the Nasda