AS Merko Ehitus

Listing and Trading Prospectus

AS MERKO EHITUS (the “Company” or “MERKO EHITUS” ahtogether with its subsidiaries the
“Group”), registry code 11520257, a limited liabjilicompany incorporated in Estonia, has been
established as a result of division of AS Jarvevdoaner business name AS MERKO EHITUS)
(the “Division”). AS Jarvevana, registry code 10088, a limited liability company incorporated in
Estonia, is currently listed on the Main List oktfiallinn Stock Exchange. On 30 April 2008 AS
Jarvevana announced through the Tallinn Stock Egdahe conclusion of a notarized division
plan (the “Division Plan”), setting forth the ternasid conditions of the Division. The General
Meeting of shareholders of AS Jarvevana approvedOlvision Plan on 3 June 2008 and the
Division was registered in the Estonian CommerBagister on 1 August 2008, which is also the
date of incorporation of the Company. Accordinghe Division Plan, AS Jarvevana was divided by
separation, such that all of its assets and businesluding all movables and property, rights and
obligations (the “Business”) were transferred te thompany, except for the obligations arising
from the criminal case No 05913000055 (“Criminab&&redings”), including damages, penalties and
other claims along with legal costs and correspug@issets to cover possible obligations related to
the criminal case. No assets were transferred yoo#tmer party in the course of the Division. For
more details on the Division see “Information abthé Company - Division of AS Jarvevana and
Establishment of the Company”.

In connection with the Division the Company has li@gpfor the listing of all its shares (the
“Shares”) on the Main List of the Tallinn Stock Eemge (the “Listing”) (for general information on
the Tallinn Stock Exchange, see “Estonian Secsrikftarket — Tallinn Stock Exchange and the
Estonian Securities Market”). The Listing and Siltsece Committee of the Tallinn Stock
Exchange is expected to decide upon the Compaisyiisg application on or about 5 August 2008,
and in case the decision is positive, trading & $fhares is expected to commence on or about 11
August 2008. This listing and trading prospecths (Prospectus”) is prepared merely in connection
with the Listing of the Shares on the Main Listtbé Tallinn Stock Exchange. The Prospectus has
been prepared by the Company in accordance witlE#henian laws implementing the Directive
2003/71/EC of the European Parliament and of thenCibof 4 November 2003 on the prospectus
to be published when securities are offered topthielic or admitted to trading (the “Prospectus
Directive”) and in accordance with the CommissioagRation (EC) 809/2004 of 29 April 2004
implementing the Directive 2003/71/EC of the Eummpdarliament and of the Council as regards
information contained in prospectuses as well as fthrmat, incorporation by reference and
publication of such prospectuses and disseminati@uvertisements (the “Prospectus Regulation”)
and its subsequent amendments. This Prospectuhandsting does not constitute an offer to sell,
or a solicitation of an offer to buy, any of thea®s in any jurisdiction to any person by the
Company or any of its shareholders.

See “Risk Factors” for a discussion of certain factrs that should be considered by prospective
investors.

NEITHER THE SHARES NOR THEIR DISTRIBUTION HAS BEENOR WILL BE
REGISTERED UNDER THE U.S. SECURITIES ACT OR WITH AN SECURITIES
AUTHORITY OF THE UNITED STATES OR ANY STATE OF THEINITED STATES, AND
THE SHARES MAY NOT BE RE-OFFERED OR RE-SOLD WITHINHE UNITED STATES
OR FOR THE ACCOUNT OF U.S. PERSONS (AS DEFINED IEGRUJLATION S OF THE U.S.
SECURITIES ACT OF 1933) EXCEPT PURSUANT TO REGISTRAN UNDER THE U.S.
SECURITIES ACT OF 1933 OR PURSUANT TO AN APPLICABIEXEMPTION FROM THE
REGISTRATION REQUIREMENTS OF U.S. SECURITIES ACT Q®33. SEE “SELLING
RESTRICTIONS".

1 August 2008



The information contained in this Prospectus hanlovided by the Company and other sources
identified herein. It is prohibited to copy or dibtite the Prospectus or to reveal or use the
information contained therein for any other purptigen for making a decision to conduct trading

with Shares on the Tallinn Stock Exchange.

Persons Responsible
The Company accepts responsibility for the infoforatontained in this Prospectus. To the best of
the knowledge and belief of the Company, havingakeasonable care to ensure that such is the

case, the information contained in this Prospeidua accordance with the facts and contains no
omission likely to affect its import.

Management Board of AS MERKO EHITUS

Tiit Roben Veljo Viitmann Alar Lagus Andrégukas Tdnu Korts
Legal Notice

The Listing and this Prospectus will be governedibg construed in accordance with Estonian law.
Any disputes relating to the Listing and this Pexgps will be settled in a competent court of law,
having its jurisdiction in Estonia.

No person has been authorized to give any infoonair to make any representation in connection
with the Listing other than set out in this Progpscand, if given or made, such information or
representation may not be relied upon as having bathorized by the Company.

The distribution of this Prospectus and the offgrar sale of the Shares in certain jurisdictions is
restricted by law (see “Selling Restrictions”). &ars into whose possession this Prospectus may
come are required by the Company to acquaint thieesevith and observe such restrictions.
Neither the delivery of this Prospectus nor ang sahde in connection with the Listing shall, under
any circumstances, create any implication thatrif@mation contained herein is correct as of any
time subsequent to the date hereof or that théraffd the Company have not since changed. The
Company will update any information presented ia Brospectus in accordance with the applicable
provisions of the Estonian Securities Market Act.

NEITHER THE SHARES NOR THEIR DISTRIBUTION HAS BEENOR WILL BE
REGISTERED UNDER THE U.S. SECURITIES ACT OR WITH AN SECURITIES
AUTHORITY OF THE UNITED STATES OR ANY STATE OF THEINITED STATES, AND
THE SHARES MAY NOT BE RE-OFFERED OR RE-SOLD WITHINHE UNITED STATES
OR FOR THE ACCOUNT OF U.S. PERSONS (AS DEFINED IEGRUJLATION S OF THE U.S.
SECURITIES ACT OF 1933) EXCEPT PURSUANT TO REGISTRAN UNDER THE U.S.
SECURITIES ACT OF 1933 OR PURSUANT TO AN APPLICABIEXEMPTION FROM THE
REGISTRATION REQUIREMENTS OF U.S. SECURITIES ACT Q@B33.

Each owner or prospective purchaser of Shares consply with all applicable laws and regulations
in force in any jurisdiction in which it purchasesibscribes, offers or sells the Shares or possesse
or distributes this Prospectus and must obtaincamgent, approval or permission required by it for
the purchase, offer or sale by it of the Shareseunte laws and regulations in force in any
jurisdiction to which it is subject or in whichrntakes such purchases, subscriptions, offers os,sale
and the Company shall bear no responsibility feséhobligations.



The contents of this Prospectus are not to be r@dsas legal, business or tax advice. Each investo
should consult with its own legal adviser, busingsdgiser or tax adviser as to legal, business axd t
advice.

Cautionary Note Regarding Forward-Looking Statemensg

Certain statements in this Prospectus are forwaoklihg. Such forward-looking statements and
information are based on the beliefs of the Comfsamanagement (the “Management”), or are
assumptions based on information available to tbenany. Whenever used in this document, the
words “anticipate”, “believe”, “estimate”, “expectind similar expressions, as they relate to the
Company or its management, are intended to marKottveard-looking statements. Such forward-

looking statements reflect the current views of @@mpany or the Management with respect to
future events and are subject to certain risksedainties and assumptions. Many factors could
cause the actual results, performance or achiewsntérthe Company to be materially different

from any future results, performance or achievesénat may be expressed or implied by such
forward-looking statements, including, among otheisks or uncertainties associated with the
Company'’s technological development, growth managgnrelations with customers and suppliers
and, more generally, general economic and busioesditions, changes in domestic and foreign
laws and regulations (including those of the Euamp&nion), taxes, changes in competition and
pricing environments, and other factors referentedhis document. Some of these factors are
discussed in more detail under “Risk Factors”.

Should one or more of these risks or uncertaintieserialize, or should underlying assumptions
prove incorrect, actual results may vary materidigm those described in this document as
anticipated, believed, estimated or expected.

The Company does not intend, and does not assuyebdigation, to update the forward-looking
statements contained in this Prospectus as ofateeset forth on the cover page.

Presentation of Financial Information and Definition of Terms

As the Company was formed in the course of thediiwi only recently and lacks itself historical
financial information, the annual reports of AS v@ana for the financial years ended
31 December 2005, 2006 and 2007 and the un-auddadensed consolidated interim financial
information for the three months ended 31 March&6@ve been included in this Prospectus.
Additionally, the un-auditegro formafinancial information for the interim period enda#l March
2008 has been attached to this Prospectus. Su@uditedpro forma financial information is
intended to give prospective investors a betteretstdnding of what the Company’s financial
position and results would have been, had the DBivisaken place and had the Company been
registered at the commencement of the period lreipgrted on or at the date reported.

The financial statements of AS Jarvevana Grouglaia to this Prospectus have been prepared in
accordance with the International Financial Repgristandards as adopted by the European Union
(“IFRS").

Certain financial information presented in this $frectus has been obtained directly from the
audited financial statements of AS Jarvevana Grauple certain other financial information
presented herein have been recomputed by the Mameagdrom amounts contained in the audited
financial statements or have been derived by thedgament from un-audited records. Financial
information obtained from or recomputed on the $adithe audited financial statements should be
viewed only together with the respective auditeraficial statements as a whole. Certain financial
information contained in the audited financial smaénts attached to this Prospectus have been
amended by subsequent financial statements (seeIN&tand 1.4. to the financial statement of AS
Jarvevana for the financial year ended on 31 Deeerib05). In such cases the amended figures
have been used in the Prospectus. Certain finaanghlother information set forth in a number of



tables in this Prospectus has been rounded othtoreaders’ convenience. Accordingly, in certain
instances, the sum of the numbers in a column rmaganform exactly to the total figure given.

All references in this Prospectus to (i) “kroon™&EK” refer to the official currency of Estonidi)(
“LTL” or “litas” refer to the official currency ot.ithuania, (iii) “LVL" or “lats” refer to the offigal
currency of Latvia and (iv) “euro” or “EUR” refeo tthe single currency of the EU Member States
participating in the European Monetary Union. Spolébr the purpose of convenience, this
Prospectus contains translations of certain Estokiaon amounts into litas at the specified rate of
EEK 4.53=LTL 1.00, into lats at the rate of EEK P2<LVL 1.00 (official exchange rate of the
Central Bank of Estonia as of 1 July 2008) and &ucos at the specified rate of EEK 15.65=EUR
1.00.
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SUMMARY

This summary should be read as an introductiorhis Prospectus. The summary information
out below is based on, should be read in conjunatigh, and is qualified in its entirety by, thél fi
text of this Prospectus, including the financigloimation presented herein. Any consideratior]
invest in the Shares should be based on considerafi this Prospectus as a whole by the inveq
Where a claim relating to the information containad this Prospectus is brought before

Estonian court, the plaintiff investor might, undestonian law, have to bear the costs of transta
this Prospectus in the course of the legal proaagslior before such proceedings are initiated.

Company assumes civil liability in respect of thisnmary only if it is misleading, inaccurate
inconsistent when read in concert with the othetgaf this Prospectus.

Overview

The Company has been established as a result @fivison of AS Jarvevana (formerly AS MerH
Ehitus), a company listed in the Tallinn Stock Exege since 1997.

On 15 October 2007, the Prosecutors’ Office lauddBeminal Proceedings against AS Jarvey
and its Chairman of the Supervisory Board Mr. TosmAanus, suspected of bribery and misus
trust. In the opinion of the management of AS Xawe the substance of suspicions
incomprehensible to the management of AS JarveaadaAS Jarvevana has followed the effec
laws of the Republic of Estonia and good industigcpices. At a joint meeting held on 14 Ma
2008, the Management Board and the SupervisorydBoBAS Jarvevana adopted a resolutiof
restructure the company and separate operatingtestifrom the Criminal Proceedings related
the land swap transactions, as the filing of sugpg&may impact the company’s competitivenes
well as the competitive position of the Estoniamstouction market in general. According to
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management of AS Jarvevana the restructuring ofJASevana was the best way to ensurg its

sustainable development and to protect the intrelsishareholders and employees in the Ig
lasting Criminal Proceedings related to the landstvansactions.

On 30 April 2008 AS Jarvevana concluded the nagdriRivision Plan, setting forth the terms 3
conditions of the Division of AS Jarvevana. The aifrthe Division was to transfer all of the ass
and business operations, including all movablespmagerty, rights and obligations of AS Jarvev
to the Company, except for the assets and obligatet forth in Annex No. 3 to the Division PI
that were to be retained by AS Jarvevana. The Divisvas approved by the resolution of

General Meeting of shareholders of AS Jarvevan® dane 2008 and registered in the Esto
Commercial Register on 1 August 2008, which is dle® date of incorporation of the Compa
Each person who was a shareholder of AS Jarvevargl aJuly 2008 at 23:59 received upon
registration of the Division and the establishmehtthe Company in the Estonian Commer
Register one share of the Company per each sha&8 déirvevana held by him/her/it as of the ti
indicated above. For a more detailed descriptionth&f Division see “Information about tf
Company — Division of AS Jarvevana and establishrogthe Company”.

The principal business activities of the Group gemeral construction (the construction of off
buildings, industrial buildings, public service laimgs, residential buildings including developm
thereof), civil engineering and road constructionthe course of these business activities, thei®
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carries out and renders the services of generataation, civil engineering, road construction,

external networks construction, electrical congtaimcand concrete works.

General Construction
The amplitude of the services of general constads wide and includes everything that covers
keywords "real estate" and "construction”. The ganeonstruction service starts with mapping

the
the

aims and wishes of the client, includes planning afflering the optimum solution for the client and

results in designing, building and delivering theject to the client with a warranty. The gend

ral




construction services are rendered especially @& dburse of construction of office building
industrial buildings, public service buildings amgidential buildings.

The Management and employees of the Group havéasiped education and long-term experien
having worked on general construction for more thalyears.

Civil Engineering

The civil engineering division builds facilitiesf, necessary together with designing. The Gr|
builds port structures, landfills, bridges, ovegess water and sewerage pipelines, water and sq
treatment plants and structures related to enviesrtah protection.

The Group's objective is to maintain high professiolevel of work and the Management 4
employees of the Group have long-term experienak @ofessional education. Generally,
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projects undertaken by the Group are complicatedl amque and require specific skills and

knowledge. The Group values cooperation with thereating entity and the local municipality.

Road Construction

Road construction works are mainly performed by shbsidiary company Tallinna Teede A
which carries out road maintenance works all ovetolia, both as a project manager
independently. This includes building of road stmwes, performing road repairs and supervig
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excavation works and the condition of roads inimall as well as production of traffic signs gnd

providing machinery repair services.

External Networks Construction

The Company builds external networks of water, sage and gas pipelines, installs sew
pumping stations and constructs and renovates stater systems. The Company carries out w
with high quality and in line with the generallycognised building practice; solves water supply
sewerage problems of the clients. External netveoristruction services are rendered in the co
of civil engineering activities.

Electrical Construction
The electrical works department of the Company nigolved in the design, installation al

construction of medium- and high-voltage substatiand lines. In addition, subsidiary OU Baltic

Electricity Engineering is active in planning memituand high-voltage substations and lines.
Company has an experienced professional projecagement team.

Concrete Work
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The main task of the concrete works department isffier solutions for buildings and structufes

made of precast or cast-in-situ concrete, whichbaiit by other units of the Company as well

as

external contractors. The Company manages, caotésand delivers to the clients the conciete

structures of a building.

Development Activities

The development division deals with commercial esthte development activities, including b
the preparation of the construction (preparatidanming of detailed plans) and performance of
construction works. The client can order the cawston of the required commercial building w
the preparation on his property (offices, hotalsgde centres, production buildings etc.), and
purchase the property in the area developed bZdmpany, including the planning of the buildi

bth
the
th
o}

g

and construction work on it. With experience inailetl planning and organisation of construction

works the objective of the Company is to providaligy service to the clients.

In 2007, the revenue of AS Jarvevana Group was RBKO0.8 billion, increasing by 24.8% on the

previous year. In 2007, Estonia contributed 61.4%tvia 25.2% and Lithuania 13.4% to t
revenue growth. As compared to 2006, revenue isectdy 31.3% in Latvia, 30.9% in Lithuan
and 21.2% in Estonia. Engineering construction rdomted 10%, residentia
construction/development 22%, administrative boddi 43%, office buildings 14%, industr
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buildings 2% and road construction 9% to AS Jarmev@roup’s revenue. Of construction activiti
83% accounted for new structure and 17% for remowaand reconstruction works. In 2007, 4
Jarvevana Group entered into construction contreittsthe total volume of EEK 4,351 million al
as at 31 December 2007, the AS Jarvevana Grouptsaod backlog totalled EEK 4,136 million.

AS Jarvevana Group’s revenue for the 3 months eBdelllarch 2008 was EEK 1,119.6 millig
which constitutes an annual increase of 10.3% enréspective period in 2007. 55.2% of
revenue originated from Estonia, 26.7% from Labua 18.1% from Lithuania. As compared W
the respective period in 2007, group’s sales iviaahcreased by 94.1%, in Lithuania by 19.7%
decreased in Estonia by 10.7%.

Group Structure
AS Merko Ehitus, a limited liability company incamated under the laws of the Republic
Estonia, is the operating parent company of thau@ro

As at the date of the Prospectus, the Company dasi3sidiaries. In addition, the Company ow
directly or indirectly through its subsidiaries st& in 6 companies. 19 of the subsidiaries
companies incorporated under the laws of the Répubd Estonia and 14 are compan
incorporated under the laws of Republic of LatwitsAB Merko Statyba is the only Lithuanid
subsidiary of the Company. Most important subsidé&pf the Company are SIA Merks in Latv
UAB Merko Statyba in Lithuania and Tallinna Teed ,ASS Merko Tartu, AS Gustaf, Gust|
Tallinn OU, OU Baltic Electricity Engineering, OlbR Ehitus, OU Woody and OU Rae Tehnop
in Estonia. For further information about the Gr@ae “Organizational Structure”.

Risk Factors
Prospective investors should carefully considerrisies described under “Risk Factors” in addit
to the other information contained in this ProspsciThe risks described under “Risk Factors”
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not the only risks that the Group and investorghim Shares will face. Additional risks, which are

not currently known to the Group or which the Grauprently considers immaterial, may a
adversely affect its business, financial condiémml the results of its operation. The trading pot
the Shares could decline due to any of these sl investors could lose all or part of th
investment. For a more detailed description ofriles, see “Risk Factors”.

Management and Employees
The control and management of the Company is dividenong the General Meeting
Shareholders, the Supervisory Board and the Managefoard. The current members of
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Supervisory Board are Teet Roopalu, Jaan Mae amai TT@omik. The current members of the

Management Board are Tiit Roben, Veljo ViitmannaALagus, Andres Agukas, Tonu Korts.

further information about the members of the Mamag@ Board and Supervisory Board 9
“Administrative, Management, and Supervisory Bodird Senior Management”.

As of 31 December 2007, AS Jarvevana Group hadblfriployees compared to 897 employed
31 December 2006. As compared to 2006, the numbeASo Jarvevana Group’s employe
increased by 24.3%. All the employment contract&®flarvevana were transferred to the Comy
in the course of the Division. For further inforioat see “Employees”.

Articles of Association and Share Capital

The Articles of Association of the Company are lhraaterial aspects in accordance with
requirements of the Estonian law. The Articles sBdciation were appended to the Division Pla
AS Jarvevana (formerly AS Merko Ehitus) signed 6nApril 2008 and were approved as a par
the Division Plan by the General Meeting of shalééis of AS Jarvevana on 3 June 2008.

As of the date of this Prospectus, the share dagfithe Company is EEK 177,000,000 divided i
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17,700,000 ordinary shares with a par value of EBKEach Share entitles its holder to one voie at

the General Meeting of Shareholders. The Compagsyhby one class of shares and all the exid
Shares ranpari passun all respects. See “Additional Information”.
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Shareholders and Related Party Transactions

As of the date of this Prospectus, the controlshgreholder of the Company is, according to
share register of the Company maintained at thelE@S Merko Grupp with 71.99% shares of |
Company. Other major shareholders with more thansb#reholdings in the Company as o
August 2008 are the clients of Skandinaviska EdaskiBanken Ab (5.88%) and the clients of I}
Luxembourg S.A. (5.44%).

AS Merko Grupp is a public limited company registkin the Estonian Commercial Register ur
registry code 10068039. With the proportion of @930f the holdings of AS Merko Grupp, t
ultimate controlling party of the Company is Mr.droas Annus. Other shares of AS Merko Gr
are ultimately controlled by Mr. Ténu Toomik, memluzé the Supervisory Board of the Compa
who controls 12.61% of the shares of AS Merko Grugp Viktor Mdisja, who controls 8.56% d
the shares of AS Merko Grupp; Mr. Ott Kikkas, whantrols 7.2% of the shares of AS Mel]
Grupp and Mr. Ulo Metsaots, who controls 6.31%hef shares of AS Merko Grupp.

The Group companies have entered into certain agnees with related parties. For the m
relevant and material of the recent and on-goingegents see “Related Party Transactions”.

Dividends

The shares of the Company will grant the right ghare of profit of the Company as of entry of
Division in the commercial register of the seattltd Company, and for subsequent periods.
“Financial Information Concerning the Issuer’'s Assand Liabilities, Financial Position and Prg
and Losses — Dividends and Dividend Policy”.

Listing and Trading

In connection with the Division, the Company hapligal for listing of its Shares on the Main L
of the Tallinn Stock Exchange. The Listing and ®Rillance Committee of the Tallinn Sto
Exchange is expected to decide upon the Compaisyiisg application on or about 5 August 20
and in case the decision is positive, trading & Shares is expected to commence on or abo
August 2008.

The international securities identification numk&IN) for the Shares is EE3100098328,
trading code in the Tallinn Stock Exchange tradipstem is expected to be MRK.

Capitalization and Indebtedness
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For information on capitalization and indebtednedsthe Company, see “Capitalization gnd

Indebtedness”.

Auditors and Legal Advisors

The Company’s auditor for the financial year 2088AS PricewaterhouseCoopers, address H
mnt 15, Tallinn 10141, Estonia. The consolidatethricial statements of AS Jérvevana for
financial years ended 31 December 2005, 2006 afid 2f@cluded in this Prospectus have b
audited by AS PricewaterhouseCoopers.

The legal advisor to the Company is AS Advokaadibimark & Ko, address Roosikrantsi
Tallinn 10119, Estonia.

Information Available for Inspection

For the period of validity of this Prospectus, #mual reports of AS Jarvevana (formerly AS Mg
Ehitus) for the financial years ended 31 DecemB@522006 and 2007; the un-audited consolid
condensed interim financial information of AS Jaaea for the three month period ended 31 Mg
2008 and the Articles of Association of the Compamg available at its head office located

arnu
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Jarvevana tee 9G, Tallinn, Estonia and on the Cagipavebsite (www.merko.ee). Any interested

party may obtain a copy of these items from the @amy without charge. References to
Company’s website in this Prospectus should naddmmed to incorporate the information on
Company'’s website by reference.
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Summary of the Consolidated Financial Statements

As the Company was established only recently aackfibre lacks historical financial informatio
the following tables set forth certain selectedcaficial data in regard to AS Jarvevana. As
Company was formed in the course of the DivisioA®flarvevana and on the basis of the Busi
operated previously by AS Jarvevana and transfeimauh AS Jarvevana to the Company, the be

1,
the
ness
low

financial information also illustrates the businemsd financial condition of the Company. For {he

effects of the Division on the financial informatiosee the un-audited pro forma finang
information included elsewhere in this Prospectus.

The financial information presented below has bermacted or calculated based on the aud
consolidated financial statements of AS Jarvevandhk financial years ended 31 December 2(
2006, 2007, prepared in accordance with IFRS amnfithe un-audited consolidated conden

ial

ted
05,
sed

interim financial information of AS Jarvevana ftietthree months ended 31 March 2008, prepared

in accordance with the IAS 34 Interim Financial Bemg, included elsewhere in this Prospectus.

CONSOLIDATED INCOME STATEMENT DATA

In thousands of EEK Three months ended 31 March Year ended 31 December
(un-audited) (audited)
2008 2007 2007 200¢€ 200t
Revenue 1,119,57. 1,014,86: 5,510,76(  4,414,36.  3,232,39:!
Costs of goods sold (884,377 (886,352 (4,731,752 (3,727,561 (2,738,714)
Gross profit 235,19t 128,512 779,00¢ 686,80( 493,67¢
Marketing expenses (7,888 (5,605) (32,472 (23,390 (22,595
Administrative and general expenses (49,373 (35,610 (213,806 (148,792 (127,632
Other operating income 1,704 2,102 6,424 148,20t 185,05z
Other operating expenses (1,738; (2,038) (18,109 (29,952 (93,452
Operating profit 177,90( 88,361 521,04¢ 632,871 435,051,
Financial income and expenses (1,762 3,907 69,694 7,737 28,67%
Profit before tax 176,13¢ 92,26¢ 590,73¢ 640,60¢ 463,72¢.
Corporate income tax expense (20,138 (881) (30,830 (49,917 (18,437
Net profit for financial period 156,00( 91,387 559,90¢ 590,69! 445,287
Incl. net profit attributable to equity holders o 154,881 88,45( 545,04¢ 581,73¢ 438,638
the parent company
Minority interest 1,11¢ 2,937 14,86( 8,95 6,64¢

CONSOLIDATED BALANCE SHEET DATA

In thousands of EEK

31.03.200¢ 31.03.200° 31.12.200° 31.12.200/ 31.12.200%
(un-audited) (un-audited) (audited) (audited) (audited)

ASSETS

Current assets

Cash and cash equivalents 356,86: 321,90: 205,56¢ 676,14% 268,44¢
Trade and other receivables 1,003,45¢ 1,150,91(  1,199,56t 854,10¢ 542,110
Prepaid corporate income tax 941 1,432 2,37€ 6,42¢ 2,471
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Inventories 2,047,82¢ 1,480,27: 2,025,42¢ 1,356,73¢ 964,08¢:
Assets held for sale - - - 733 -
3,409,09: 2,954,51¢ 3,432,93. 2,894,14. 1,777,11%

Non-current assets

Investments in associates and joint ventures 275,98: 204,97¢ 272,96¢ 200,79¢ 179,60¢
Other long-term loans and receivables 24,214 8,66€ 14,492 8,47€ 8,524
Deferred income tax assets 3,392 6,547 3,39¢ 6,592 8,752
Investment property 12,94¢ 3,84C 7,361 3,90C 42,50¢
Property, plant and equipment 172,13¢ 99,79t 172,91: 90,44t 199,00¢.
Intangible assets 12,67¢ 10,901 12,57¢ 10,177 4,36¢

501,34¢ 334,72¢ 483,69¢ 320,38¢ 442,761

[oTAtAssETST | (et [Te2sei2e [TTSoneies [Tsi20e52 [T 2210 8T

Current liabilities

Borrowings 192,92/ 223,60t 304,87¢ 283,79: 114,841,
Trade and other payables 939,59: 1,076,97° 1,015,49: 1,081,39¢ 711,23¢
Corporate and other income tax liability 36,15¢ 19,423 16,71¢ 18,86¢ 950
Government grants 1,49¢ 1,472 1,49¢ 1,49¢ 22,22¢
Short-term provisions 81,49t 80,58( 73,21z 33,517 21,741

1,251,66¢ 1,402,057 1,411,79¢ 1,419,07: 870,99¢

Non-current liabilities

Long-term borrowings 399,16t 149,81« 397,71: 159,33t 202,82:.
Other long-term trade payables and prepayments 54,79¢ 39,47( 57,42 23,271 22,72¢
Deferred income tax liabilities - - - - 11,38¢

453,96 189,28¢ 455,13¢ 182,617 236,935

[FCTAREABILITIES T [0S 6 [T St 34, [71,566.98) [T41601 85) [T L. 107,02}

Minority interest 35,05¢ 21,84( 33,93¢ 18,90¢ 10,55z
Equity attributable to equity holders of the parent

company

Share capital 177,00( 177,00( 177,00( 177,00( 177,000
Statutory reserve capital 17,70C 17,70C 17,70C 17,70C 8,85C
Currency translation differences (5,976, (22,077 (5,085, (5,751 (5,059
Retained earnings 1,981,02! 1,493,44: 1,826,14: 1,404,99: 920,60¢

2,169,74°  1,676,06t 2,015,75  1,593,94. 1,101,396

CONSOLIDATED CASH FLOW STATEMENT DATA

In thousands of EE Three months ended Year ended 31 December
31 March (audited)
(un-audited)
2008 2007 2007 2006 2005
Cash flows from operating activitie: 276,498 (193,310) (488,904) 155,687 264,667
Cash flows from investing activitie: (10,840) (90,276) (73,366) 234,394 (378,115)
Cash flows from financing activities (113,001) (68,692) 93,319 21,646 243,108
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Change in cash and cash equivaler
Cash and cash equivalents at end of the peri

152,657
356,863

(352,278)
321,903

(468,951) 411,727
205,564 676,143

THE FINANCIAL RATIOS DESCRIBING THE COMPANY’'S MAIN OPERATIONS*:

Net profit margin

Profit before tax margin

Operating profit margin

Return on equity per annum

Return on assets per annum

Equity ratio

Current ratio

General expense ratio

Personnel expense ratio

Debt to equity ratio

Debt to assets ratio

Accounts receivable turnover (in days)
Accounts payable turnover (in days)
Sales revenue per employee (in million EE}
Average number of full-time employees
Number of shares, thousands

Earings per share, in EEK

Three months ended

31 March
(un-audited)

2008

13.8%
15.7%
15.9%
29.6%
15.8%
55.5%
2.7
5.1%
10.9%
27.3%
15.1%
60

40
1.036
1081
17,700
8.75

2007

8.7%
9.1%
8.7%
21.6%
10.9%
51.0%
2.1
4.1%
12.8%
22.3%
11.4%
68

46
1.119
907
17,700
5.00

* See “Selected Financial Information” for the eaplation of the formulas used.

129,660
268,446

Year ended 31 December

2007

9.9%
10.7%
9.5%
30.2%
15.3%
51.5%
2.4
4.5%
9.3%
34.9%
17.9%
59

41
5.376
1025
17,700
30.79

(un-audited)

2006

13.2%
14.5%
14.3%
43.2%
21.4%
49.6%
2.0
3.9%
8.0%
27.8%
13.8%
46

45
5.193
850
17,700
32.87

2005

13.6%
14.3%
13.5%
48.2%
24.9%
49.6%
2.0
4.6%
7.3%
28.8%
14.3%
33

38
4.651
695
17,700
24.78
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RISK FACTORS

Prospective investors should carefully consider fibkowing risk factors in addition to the
other information contained in this Prospectus. Ariythe risks described below could have
material adverse effect on the Company’s businéisgncial condition and results of
operations, in which case the trading price of 8teares could decline, resulting in the loss of
all or part of their investment in the Shares.

Prospective investors should note that the riskscdleed below are not the only risks

associated with the investment in the Shares. ibaddit risks not currently known to the

Company or that the Company currently believesianmaterial may also have the effect set
forth above.

Risks Related to the Company’s Business

Growth Management

The Company’s operations have grown significantiierothe recent years, which has exerted
pressure on management capacity. Management exgettsn the mid-term it will continue
growing, both through organic expansion of its bass and through potential acquisitions. The
Company needs to continually improve its finan@all management controls, reporting systems
and procedures, implement new systems when negessal support, train and manage its
personnel.

If the Company fails to control its growth and deyenent successfully, this may have an adverse
effect on its profits and financial position. Thentinuing growth requires investments in non-
current assets and additional working capital. Tdeailability of additional financing on
advantageous terms cannot be assured.

High Working Capital Requirements

Certain business segments, such as road construotial estate development and construction of
environmental structures, require significant wogkcapital. The Company needs to invest in large
amounts of working capital to purchase materiald perform engineering, construction and other
work on projects before payment is received frommabstomers. According to the Management, the
most working capital intensive projects of the Graare the ones financed by EU related funds
where the Company has in the past been forcedcepatengthy payment terms and has effectively
funded to greater or lesser extent the working tahpequirements of the projects. Management
envisages that lengthy payment terms in such psojeitl be necessary also in the future, and that
the Company may need to incur additional indebtssite satisfy its working capital requirements.

Shortage in working capital may increase the Comgareceivables and short-term borrowings.
Sustained increase in working capital requirememy have an adverse effect on the Company’s
financial condition and results of operations.

Management expects the ongoing economic slowdowmetgatively impact the construction

industry in the short-term. This may intensify ttmmpetition and result in more favourable contract
terms for the customers including lengthier paymemms, which might further increase the
Company'’s working capital needs.

Increasing Cost of Labour
The rapid economic growth and accession to the i@ Union have created tensions in the Baltic
labour market. Rising demand has created an inaetdiincrease production, but there is a shortage

of labour, which has put pressure on wage rateseggion to the European Union has increased
competition among employers. A large number of tromtion workers have chosen to work in
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other member countries where income level is higher a consequence, local construction
companies have been forced to raise wages andesaiarorder to attract qualified workforce and
maintain growth. Therefore, the Company may expesgerising labour costs and shortage of
workers, which can lead to lower profitability adifficulties in meeting deadlines.

Dependence on Key Personnel

The Company relies heavily on the highly qualifiegineering, technical and management level
personnel. The leaving of several project managechnicians or business personnel may cause
serious damage to Company'’s business. The fututeeoCompany is dependent on the ability to

hire, train and retain such personnel in the fut@kould the Company lose one or more key

personnel and fail to find a replacement quicklypwgh, or should such key personnel join a

competing business, this could also affect thertmssi and results of operations of the Company.
Loss of key personnel may also result in increassld of unauthorised disclosure or use of the

Company'’s procedures, practices, customer listo#tmel confidential information.

Under Estonian law, confidentiality and non-comip@ti covenants are enforceable after termination
of the contract only when employee has receivefegial remuneration or other compensation to
that effect. In accordance with the Estonian P@uale it is prohibited and punishable to disclose or
use a business secret of which the person becaare @&vconnection with his or her official duties
without the permission of the relevant undertakiiog commercial purposes or with the aim to cause
damage.

The employment contracts of the Company do nouelthe confidentiality and non-competition
covenants applicable beyond the term of the contftth a view to the limitations to the
enforceability of confidentiality covenants and mmmpetition covenants, the Company relies
largely on other measures designed to encouragdtyogf the workforce, such as competitive
compensation and benefits packages.

Dependence on Suppliers and Subcontractors

The Company is not directly dependent on any onigsafubcontractors. The main risks associated
with suppliers and subcontractors are present enirbividual project level. The replacement

process of a key subcontractor in a particulargmtojnay not be cost-efficient and may result in
delays, which in turn may negatively impact theralleorofitability and reputation of the Company.

Dependence on Cost of Equipment, Materials and Fuel

The cost of materials make up a large part of tbenf@any’s operating expenses. Depending on
particular contracts, a significant rise in thecpriof materials cannot always be passed to the
customers, which creates additional risk for thenBany. The Company needs various types of
construction equipment to carry out its operatidfighe prices of the equipment (rent) or the ficel
operating the machinery rises significantly, themPany may experience a notable increase in
operating expenses, which may result in lower pmbfiity and worsened financial condition.

Real Estate Development

Residential real estate has been an important samfreevenues over the past three years, but it is
also the most vulnerable to economic cycles. Theagament expects the revenues of this segment
to decline in the short term. The Company has i@eesignificant amounts in acquiring land plots
without a guarantee that it can develop these @aotxessfully and profitably. Some plots lack
detailed planning and no assurance can be giverdétailed plans suitable for development can be
obtained.

Competition
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The Baltic construction market is fragmented andhlyi competitive. The Company faces
competition from both local and international comiga, some of which are significantly larger.
Some of the largest competitors in the Baltic Staee Skanska EMV AS, AS YIT Ehitus,
PaneveZio statybos trestas SC, Skonto buve LtdPBIAC and Ranga Group, AS Eesti Ehitus.

The price is the main factor deciding most tend&ther factors, such as references, technological
expertise, personnel, health and safety recordsgmaation are important for being accepted as a
bidder, but generally do not decide the contradtdense price competition favours companies that
achieve economies of scale and/or other operatificjeacies. Competitors, some of which are
affiliated with large international companies, miagnefit from such efficiencies. They may also
have more financial resources and marketing capiabithat help them to counterbalance the effects
of economic cycles. If the Company fails to surveteh price competition and is forced to accept
unprofitable projects, it may face difficulties increasing or maintaining the level of operating
revenues.

Dependence on Government Entities or Municipalitias Customers

In the years 2005-2007, customers in the publitoseaccounted for approximately 30 % of the
revenue of AS Jarvevana Group. Such projects dem otlated to European Union initiatives and
financed through the European Union structural atiebr funds subject to extensive bureaucratic
requirements. Complications in these projects calaydtheir completion or result in delays in
collection of receivables from the customer. Certaperations of the Company require significant
working capital and delayed collection of receiesblcould significantly adversely affect the
Company'’s liquidity and results of operatioi$ie general consumption slowdown is expected to
cut the revenue base of the public sector, wedkertidgets of central and local governments and
significantly impair their investment capacities.

Financing and Loan Agreements

The loan and lease agreements entered into by trep&ny may include several restrictive
covenants and requirements to obtain the lenderisant for, among other things, further financing,
changes in the Company’s corporate structure om#tare of its business, and consolidating or
merging with another corporation.

Some of the Company’s loan agreements with findnogtitutions contain customary events of
default, including cross-default provisions. Thesess-default clauses expose the Company to
default risks based on performance under othereaggats with the financial institutions in question
or other creditors.

Majority of the Company'’s financial agreements h#leating interest rates. Changes in applicable
interest rates affect the Company’s interest ex@®nio financial instruments are used to hedge
interest rate risks.

Operations Outside Estonia

In addition to Estonia, the Company operates iwiaand Lithuania. Due to smaller market share in
these countries as compared to Estonia, the Comespgriences more competition and is more
vulnerable to business cycles. In order to exp&adperations and capture market share in Latvia
and Lithuania the Company may need to use a sigmifiamount of financial resources. These
actions may reflect in the Company’s operating ltssand financial position in the following years.

Contractual Risks
A dispute may arise between the Company and itgacinal counterparties on the interpretation or
the validity of a contract or fulfilling of contragal obligations, which can lead to arbitration or

litigation with an unfavorable outcome for the Camnp. Contractual claims and other demands may
have an adverse effect on the Company’s profits famahcial position. Most of the contracts
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concluded in Latvia and Lithuania are governedhsy Ibcal law and subject to the jurisdiction of

local courts, which may impose a risk of foreigw.|dhe Company seeks to cover its exposure for
contractual risks mainly through creating provisidar potential claims and legal costs. However,
this measure may not always be sufficient.

Credit Risk

The potential inability of customers and suppligrsatisfy their obligations opens the Company to
credit risk. Despite the efforts to monitor thegfitial condition of Company’s debtors, defaults may
occur. Such events, especially when involving somagor partner, may have serious consequences
to the Company'’s financial condition and operatiesults as well as increase many other risks.

Construction Liability

The Company’s construction business inherently s@patself to potential liability for defects in
design, construction, materials or workmanship. Tognpany may be subject to claims resulting
from defects arising out of construction servicéhiw the warranty period. Under Estonian law, the
construction contractor is subject to a statutorranty obligation for a period of two years,
commencing from the completion of construction, flee conformity of the workmanship to the
contract and to the anticipated use of the constiicas well as for the safety of the completed
construction. The statutory warranty cannot be ceduy contract. Claims can be made under the
general rules of the statute of limitations for®yfears unless the parties have agreed on a shorter
claims period in the construction contract. Accoglly, most of the Company’s construction
contracts provide for a warranty that covers defeppearing within two years from the delivery of
the works to the customer. Due to competitive pressthe Group has occasionally extended the
statutory warranty coverage.

The Company seeks to cover its exposure for warrelaims mainly through creating provisions
and also through limited insurance. However, theeasures need not always suffice. The Company
passes the warranty liability on to its subcontestbut they may not have adequate resources to
fully indemnify the Company. Losses may arise froisks not addressed in the Company’s
indemnity agreements or insurance policies, or ay mo longer be possible to obtain adequate
insurance coverage against some risks on reasoocaiercial terms. Failure to effectively cover
the Company’s exposure to risk arising from engiimgeand construction liabilities could expose
the Company to substantial costs and potentialigl ® substantial losses. Additionally, liabilities
relating to defects in engineering and constructi@y also adversely affect public perception about
the operations of the Company and the percepti@mustomers, suppliers and employees, leading to
an adverse effect on the Company’s business, sesuttperations and financial condition.

Environmental Issues

The Company’s activities are and will continue ® $ubject to laws and regulations relating to
environmental protection. Such laws and regulationscally cover a wide range of matters,
including, among other things, waste handling, getion of ambient air and use of water.
Management believes that the Company complies linmalterial aspects with the Estonian
environmental legislation currently in force. Howeyvas Estonia is a Member State of the European
Union, there is a risk that the laws and regulatiapplicable to construction companies may become
more stringent and require an increased level wéstment by the Company to comply with such
standards of environmental safety.

The Company has been involved in the constructibrtamplex infrastructure projects which
generally are subject to numerous, extensive antVieg laws, regulations and permits, including
those related to the environmental protection. Td@mmpany’s construction contracts with its
customers also contain terms and conditions rekat¢lde environmental matters. Failure to comply
with these laws, regulations, permits and contadierms and conditions could result in substantial
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cost and liabilities, which could have an adverffece on the Company’s business, its financial
condition and results of operations.

The Company, from time to time, acquires land whiels been found substantially contaminated.
Such land must be cleaned up before the constructm commence. Environmental laws often
impose liability on the current property owner wiegtor not the owner knew of, or was responsible
for, the presence of such contamination. On puelofthe land the Company usually requires the
seller to warrant that there is no contaminatioritenland. However, no assurance can be given that
the Company can always detect contamination padh¢ acquisition of the land, in which case it
may have to incur unexpected clean-up costs.

The cost of complying with environmental regulatoor of decontamination of any land by the
Company or the costs associated with a succedsioh éor damages could have material adverse
effect on the Company'’s financial conditions arslites of operations.

Health and Safety

The construction industry generally engages innehily hazardous operations, which may result in
work accidents, equipment failures, fires or exjglos, including hazards that may cause injury and
loss of life, severe damage to and destructiorrgfgrty and equipment and environmental damage.
On the average five to ten incidents per year fwairred with the employees of AS Jarvevana.
The Company has adopted appropriate health anty safgulations which are assessed on an on-
going basis on all of its construction sites. Hoame\no assurance can be given that employees or
former employees would not file claims against @@mpany in the future in respect of injury or
iliness suffered as a result of working conditioBach claims, if successful, could have an adverse
effect on the Company’s business and results ajgeyations. In order to protect itself againss thi
risk the Company has concluded a liability insueaoontract covering its operations in Estonia.

Inability to Keep Up with Technical and Technologit Developments in Engineering
Construction Industry

Pre-qualification is the key for the Company’s wimh major civil engineering projects. The
Company'’s ability to bid for and win large engirniegrconstruction projects is dependent on gaining
experience from large engineering, procurementcamstruction contracts and technically complex
integrated projects.

Most of the large international competitors are-qualified contractors with strong technical
background. If the Company fails to keep up withanaevelopments in engineering construction
industry, it may eventually lack qualifications agfficiency to undertake major projects.

Government Regulations May Lead to Increasing Coimpke Costs

The cost of complying with government regulatioas de substantial. Governmental authorities in
the European Union regulate various aspects ofGhmpany’s business and operations. The
regulations applicable to the Company’s existing &urture services may change and/or increase
substantially. In addition, no assurance can bergihat the governments of the Company’s core
markets would not implement regulations or fiscalntonetary policies, including regulations or
policies relating to or affecting taxation, the gomment, health and safety, public procurement, or
exchange controls. Any significant amendment toetkisting regulations or a new regulation could
result in significant additional costs which it mbg unable to pass on to third parties, or impose
restrictions on the operations of the Company, Wwhiould have material adverse effect on the
Company'’s business, results of its operations arah€ial condition.

Ability to Qualify for, Win and Execute Large Engigering Construction Projects

In selecting contractors for major projects, custsrusually only accept tenders from pre-qualified
contractors. The selection among pre-qualified remtors relies mainly on price. The Company
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must keep up with technical and technological dgwelents in the engineering construction
industry to qualify for tenders. Furthermore, thentpany has to improve its efficiency to be
competitive in bidding. If the Company fails to @le these targets, it may not be able to
participate in major projects, which has adversectfon its market position and, ultimately, on the
operating results.

Relationship with the Principal Shareholder

AS Merko Grupp owns and controls 71.99 % of ther&haAs a result, AS Merko Grupp will be
able to exercise significant control over most erattrequiring shareholder approval, including the
election of members of the Supervisory Board angt@ml of significant corporate transactions,
amending the Articles of Association and makingngles to the share capital, which could delay or
prevent a third party from acquiring control of f8empany. The ability of a major shareholder to
prevent or delay such transactions could causelanden the price of the Shares.

Currency Exchange Risks

The Company is active in Estonia, Latvia and Lithimavhere the local currencies are pegged to the
euro. There is no guarantee that the central bahkiese countries will maintain the current
exchange rate in the future. Any devaluation orlheation of local currencies (EEK, LVL, LTL)
may have negative effects on the economy as a vémaleon the Company'’s financial condition and
operating results. The Company has covered thé taceency and euro risk in the contracts, but
this may not prove sufficient in case of devaluatishen customers are not able to honor their
commitments (currency exchange risk becomes cristjt

Risks relating to the Division of AS Jarvevana

On 15 October 2007, the Prosecutors’ Office laudaBeminal Proceedings against AS Jarvevana
and its Chairman of the Supervisory Board Mr. TosmAanus, suspected of bribery and misuse of
trust. In the opinion of the management of AS Jéawa the substance of suspicions is
incomprehensible to the management of AS JarveaadaAS Jarvevana has followed the effective
laws of the Republic of Estonia and good industgcpces.

At a joint meeting held on 14 March 2008, the Maragnt Board and the Supervisory Board of AS
Jarvevana adopted a resolution to restructuredhmany and separate operating activities from the
Criminal Proceedings related to the land swap &etins, as the filing of suspicions may impact

the company’s competitiveness and the competitostion of the Estonian construction market in

general. The delay in the process of Criminal Redoegs related to the land swap transactions
launched in 2005 and the accompanying ambiguityspedulation in the media have started to take
a toll on the operations of AS Jarvevana and thasning the interests of AS Jarvevana and its
shareholders.

The management of AS Jarvevana estimated thaesteicturing of AS Jarvevana was the best way
to ensure its sustainable development and to frttednterests of shareholders and employees in
the long-lasting Criminal Proceedings related ® ldnd swap transactions. However there is a risk
that the ongoing Criminal Proceeding will affecd@athe reputation of the Company.

According to the Estonian Commercial Code, the camigs participating in a division (in the
present case AS Jarvevana and the Company) wilhirejointly and severally liable before
creditors for the obligations of the company bedigded having arisen before the entry of the
division in the Estonian Commercial Register. Thenes there is a risk that a claim may be
submitted against the Company for the obligatiochd® Jarvavana. However, if such obligations
were designated in the Division Plan as obligatioereaining with AS Jarvevana, the Company
could have recourse against AS Jarvevana if it vbel forced to satisfy the claim of a third party
relating to such obligations.
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Risks Related to the Industry

Industry is Susceptible to Economic Cycles

The operations of all business lines of the Compaigy subject to economic cycles, which may
either improve or have a negative effect on tharfaial results of the Company. The construction
market and the companies are influenced by a védge of factors, which are related to economic
cycles. Among these are the costs of financingradjpmal expenses and the demand for the services
of construction companies.

In 2008 there has been a slowdown of the economiet in all the three Baltic States. As against
the first quarter of 2007, the rate of growth of IS Estonia was as low as 1.4%, in Latvia 3.6%
and in Lithuania 6.4%. As regards the developmeuoiepts of residential buildings and commercial
premises, the market will evidently remain passind is expected to recover not before 2009. For
the time being, the largest challenge in the sedoto cope with the narrowing financing
opportunities and liquidity problems. The year 2008 be challenging for the real estate and
construction areas. It will be important to adaptite changing environment and cope with the risks
related to theses changes.

Lack of Qualified Personnel and Certain ConstructidMaterials

Accession to the European Union has made it efmigreople to work abroad. Because of higher
income, a lot of qualified workforce has left to fean other member states. Local companies may
not be financially competitive to offer similar vking conditions and are therefore exposed to the
risk that they cannot increase production evehefe is a rising demand for their services. Rather,
is possible that they have to decline new projectsder to meet the deadlines of ongoing projects.

The industry may face lack of certain constructimaterials, for example when there is a sudden rise
in demand. This kind of situation may considerabbrease the price of these construction materials
and also the operational expenses of the wholestinduwvhich may have an adverse effect on the
financial results of the Company.

Risks Related to the Shares
Volatility and Liquidity of Share Prices

There is a vast amount of factors that influence #imare prices and trading volumes. The
fluctuations in the share prices are often notteeldo the operating performance of the underlying
companies, but dependent on other factors, sudhterest rates, the state of the economy, market
conditions (including world market), operating rksuof companies in the same or similar
industries, investor confidence, etc. Thereforerahis no certainty in the ability of the shareleotd

to sell their shares or the price of any such sale.

In 2007, the average daily turnover of Tallinn &t&xchange was EEK 95.4 million. The average
daily turnover of the shares of AS Jarvevana wak EER million. In the first quarter of 2008, the

average daily turnover of Tallinn Stock Exchangesvi#ZEK 39.1 million and the average daily
turnover of the shares of AS Jarvevana for the gamied was EEK 2.5 million.

Offer for Sale of Substantial Number of Addition&hares May Depress the Share Price

Sales or issuance of additional Shares into thdigpoiarket following the Listing could adversely
affect the market price of the Shares.

Future Payments of Dividends
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There is no certainty whether or how much dividendls be paid in the future by the Company.
Among many other factors, including general ecomomnvironment, dividend payments are
dependent on the financial condition, required stweents and operating results of the Company.
The payment and amount of any dividend will be sabjto discretion of the Company’s
Management Board, Supervisory Board and, ultimatbly General Meeting of Shareholders. With
the holding representing 71.99% of the voting gint the General Meeting of Shareholders of the
Company, AS Merko Grupp is in the position to decah the payment of the dividends and the
amount thereof.

Continued Analyst Coverage

The price and liquidity of Company shares are panfluenced by analyst coverage. If one or many
analysts lower their ratings on Company sharesiay result in lower share price and liquidity. If
one or many analysts end their coverage of Comphajes, it may result in smaller attention to the
Company by investors, which again may bring alangelr share price and liquidity. There cannot
be any assurance, which kind of analyst coverag€tmpany receives in the future.

Political, Economic and Legal Risks

Risks Related to Doing Business in the Baltic State

Investors investing in emerging markets such aertimt Latvia and Lithuania should recognize that
these markets are subject to greater risks thae mature markets, including legal, economic and
political risks.

Estonia, Latvia and Lithuania have experiencedifggmt political, legal and economic changes and
liberalization during the last two decades of tithmis from the Soviet rule and plan economy to

independence and a market economy. For purposékeof accession to the European Union,

Estonia, Latvia and Lithuania implemented significgocial and economic changes, as well as
reforms of their legal and regulatory framework. &sesult, the volume of Estonian, Latvian and

Lithuanian legislation and other regulations hasreased and is expected to increase further
pursuant to the obligation to apply the Europeam@anity law.

The civil code and corporate, competition, seasitienvironmental and other laws in Estonia,
Latvia and Lithuania have been substantially reViskiring the last decade as part of these
countries’ transition to a market economy and teetreU requirements and standards. The new
legislation remains in part largely untested in rtduand no clear administrative or court

interpretation practice has evolved.

Estonian, Latvian and Lithuanian businesses athenprocess of adopting the business standards
and practices of the European Union. Many Estoo@mpanies are still adopting and developing

management tools for competition law related risksporate governance, internal controls and risk
management.

Potential Tax Liabilities

Estonia currently enjoys a corporate income taxrnmegunder which the corporate income tax is

deferred until profits are distributed. Estoniarmpanies are currently subject to income tax of

21/79 of the net amount of distributed profits.tAs law currently stands, the above-mentioned rate
is due to decrease gradually over the followingyddown to 20/80 as from 1 January 2009, 19/81
as from 1 January 2010 and 18/82 as from 1 JarR@dry).

In addition, Estonian dividend withholding tax df% is currently imposed on dividends paid by the
Company to non-resident legal persons, holdinghatmhoment of announcement and payment of
dividends less than 15% of the shares or voteb@fompany. The withholding tax on dividends

will be entirely abolished as from 1 January 2009.
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Upon its accession to the European Union in 208#yrita was granted a transitional period until the
end of 2008 to modify its corporate income tax eygtsince corporate income tax payable on profit
distributions, according to the European Commissmnstituted a withholding tax on dividends
prohibited under the Parent-Subsidiary Directiv€ Eouncil Directive 90/435/EEC).

On 26 March 2008, the Estonian Parliament adopteeghdments to the Estonian Income Tax Act,
the purpose of which is to align the Income Tax Mdth the Parent-Subsidiary Directive. The

amendments will enter into force as from 1 Jan2f1§9. Despite the above-described position of
the European Commission, the key principle of ttstoBian corporate income tax system will

remain unchanged: retained (i.e. undistributed)iags will remain untaxed until distribution.

The new law contains several amendments, sucheasetlv taxable period being a financial year as
opposed to a calendar month. Notably, Estoniandeasi companies will be required to make
advance income tax payments calculated on the geeaetual taxable payments. Also, dividends
received from other EU states will be exempt froitome tax, irrespective of the holding period or
shareholding percentage. As mentioned above, thigetid withholding tax will be entirely
abolished as from 1 January 2009. See , Taxationirfore details.

It is currently unclear whether or not the Europe@ommission will challenge the recent
amendments and bring the case before the Europeart @f Justice. In addition, the amendments
may be challenged by local businesses wishing tonige the distribution of retained earnings.
Such possibilities create significant uncertaintié regard to the Company’s future tax position.

Moreover, it should be noted that Estonian tax lamg regulations have not been in force for
significant periods, in contrast to more developearket economies; therefore, implemented laws
and regulations may be unclear or nonexistent. Atiogly, there is limited case law on the
application and interpretation of these laws. Qftdiffering opinions regarding legal interpretaton
exist both among and within tax authorities, thtesating uncertainties and areas of conflict. The
Company'’s tax position may be subject to possieléenv and investigation by tax authorities. If for
any reason the Company'’s tax position were to bputed by the tax authorities, the possible tax
liabilities of the Company could have a substandidierse impact on the Company’s operating
results, and therefore could have a material agvierpact on the market price for the Shares.
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CAPITALIZATION AND INDEBTEDNESS

The following table sets forth the un-audited calpation and indebtedness of the AS Merko Ehitus
Group as of 31 March 2008. As the Company was ksit@d only recently and therefore lacks

historical financial information, the following tébis based on the Un-audited Pro Forma Financial

Information of AS Merko Ehitus included elsewherethis Prospectus. This information should be

analysed in conjunction with the un-audited cordaid codensed interim financial statements of AS
Jarvevana for the three months ended 31 March 20€18ded elsewhere in this Prospectus.

in thousands of EEK (un-audited) 31 March 2008

CAPITALIZATION

Total current debt 317,924
- secured 142,924
- unguaranteed/unsecured 175,000

Total non-current debt (excluding current portion of long-term debt) 399,165
- secured 399,165

Shareholders' equity 1,937,247
Share capital 177,000
Statutory reserve capital 17,700
Currency translation adjustment (5,976)
Retained earnings 1,748,52¢

TOTAL CAPITALIZATION 2,654,33¢

NET INDEBTEDNESS

A. Cash and cash equivalents 331,863
B. Trading securities -
C. Liquidity (A+B) 331,863
D. Current financial receivable 41,127
E. Current bank debt 129,043
F. Current portion of non-current debt 13,881
G. Other current financial debt 175,000
H. Current Financial Debt (E+F+G) 317,924
I. Net current financial indebtedness (H-D-C) (80,068)
J. Non-current bank loans 399,165

K. Other non-current loans -

L. Non current financial indebtedness (J+K) 399,165
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F. Net financial indebtedness (I+L) 319,087
AS Jarvevana had no other current financial debt a®f 31 March 2008.

The Company does not have any contingent liablitigswhich might impact the Company’s
indebtedness.

No material changes in capitalization and indebtedess have incurred since 31 March 2008.
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INFORMATION ABOUT THE COMPANY

General Information

The Company was established on 1 August 2008 assultrof the Division. The Company’s
registration data are the following:

Legal and commercial name AS Merko Ehitus

Country of incorporation The Republic of Estonia

Registration number 11520257

Date of incorporation 1 August 2008

Legal form public limited liability company (in Estonian -
aktsiaselty

Legislation under which the Company legislation of the Republic of Estonia

operates

Country on incorporation The Republic of Estonia

Registered address Jarvevana tee 9G, 11314 Tallinn, Estonia

Contact details Tel.: +372 6 805 105

Fax: +372 6 805 106
E-mail: merko@merko.ee

Division of AS Jarvevana and Establishment of the @mpany

The Company has been established as a result &fitiwon of AS Jarvevana (formerly AS Merko
Ehitus). AS Jarvevana is currently listed on theirMast of the Tallinn Stock Exchange. On 30
April 2008 AS Jarvevana concluded the notarizedidion Plan, setting forth the terms and
conditions of the Division of AS Jarvevana. The iBion Plan was published on 30 April 2008
through the information system of the Tallinn Stdekchange and is available on the web page of
the Tallinn Stock Exchange and the below web pagé the Company:
http://www.merko.ee/eng/investor/generalmeeting®00

The aim of the Division was to transfer all of th&sets and operations, including all movables and
immovables, rights and obligations (the “Businesg”’AS Jarvevana to the Company, except for the
assets and obligations that have been set forthnimex No. 3 to the Division Plan, which are
retained by AS Jarvevana. AS Jarvevana retained B&KO00,000 in cash and the following
immovable property with the total book value of EB& 957,763 as of 31 March 2008:

Number of immovable in the Cadastral Address
Estonian Land Register reference number
152502 19801:002:0962 Harku municipality, Tiskre Village,
Kallaste Il, Estonia
13290401 78403:315:2670 Tallinn, Valukoja Str 26, Estonia
13290501 78403:315:2680 Tallinn, Valukoja Str 24, Estonia
13291001 78403:315:2730 Tallinn, Valukoja Str 35, Estonia
18460801 78407:701:0177 Tallinn, Tendre Str 55, Estonia

Additionally, AS Jarvevana has certain claims ardigations arising from the transactions
described in Section “Related Party Transactiohsabilities related to the criminal case No
05913000055, including the provision reported anlthlance sheet of AS Jarvevana in the amount
of EEK 17,500,000 in connection with the estimalieghl costs and off-balance sheet contingent
liabilities, including the maximum contingent peyabf EEK 250,000,000, are also retained by AS
Jarvevana.
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The Division was approved by the resolution of fBeneral Meeting of shareholders of AS
Jarvevana on 3 June 2008. Pursuant to the shaesbotdsolution approving the Division Plan and
an announcement published by the Management BdafSalarvevana on 17 July 2008, each
person who was a shareholder of AS Jarvevana oduBl 2008 at 23:59 received upon the
registration of the Division and the establishmehtthe Company in the Estonian Commercial
Register one share of the Company per each sha8 déirvevana held by him/her/it as of the time
indicated. The share capital of both the Company &6 Jarvevana amount to EEK
177,000,000 and divides into 17,700,000 sharesh eath the par value of EEK 10. The share
capital of the Company was deemed paid in by tisetasof AS Jarvevana, transferred to the
Company in the course of the Division. On 18 JU& the Management Board of the Company
has performed a valuation of the transferable as$etorder to determine that the assets were
sufficient to pay in the share capital of the Compa The independent auditors AS
PricewaterhouseCoopers have verified the valuatiothe assets performed by the Management
Board and have issued a report confirming the cbress of the valuation on 18 July 2008. The
Division was registered in the Estonian CommerBagister on 1 August 2008, which is also the
date of incorporation of the Company. Pursuanth® Estonian Commercial Code, assets to be
transferred in the course of the division are dektnansferred to the recipient company and the
shareholders of the company being divided are ddeshareholders of the recipient company
pursuant to the division plan as of the entry efdivision in the Estonian Commercial Register.

According to the Commercial Code, AS Jéarvevana tired Company shall remain jointly and
severally liable for the obligations of AS Jarveadraving arisen before the entry of the Division in
the Estonian Commercial Register. In relations ketw themselves only a person to whom
obligations are designated by the Division Planulidoe an obligated person. Therefore, even if
third parties may require the Company to performoaligation of AS Jarvevana that has arisen
before the entry of the division in the Estoniamm@eercial Register and which was designated in
the Division Plan as an obligation remaining wit8 Aarvevana, the Company may, upon fulfillment
of such obligation, have recourse against AS Jamwav

The following chart provides an additional illugioa of the Division:

ers of AS Jarvevana (formerly AS Mer

100% identical shareholdings

Approx. EEK 250,000,000 in "I The Business of AS Jirvevana
liquid assets and contingent
liabilities related to the criminal
proceedings in the land swap
case

liabilities specified in Annex No 3 to the
Division Plan)
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History and Development of the Company

Even though the Company itself was established mdgntly and formally lacks corporate history,
a summary of the history of AS Jarvevana (the comgeom whom the Company acquired the
Business in the course of the Division) is as feHio

The foundation meeting of AS Jarvevana (then AS Bfdtko) was held on 5 November
1990. AS Jarvevana (then AS EKE Merko) purchasedatsets and liabilities of EKE
MRK in 1990.

In 1992 the company moved to the new head offiag# mmoduction buildings in Saue,
Harjumaa.

In 1995 the company constructs the new head offiddansabank as the largest project in
Tallinn. The company became one of the largesttoactson companies in Estonia.

In 1996 all activities not related to constructimere separated from the company. The
business name of the company was changed to ASoMighius.

In 1997 the first public issue of shares of the pany was organized. The shares of the
company were listed in the main list of the Talli@tock Exchange on 22 July 1997. The
shares of the company were also traded at the statlanges of Munich and Frankfurt.

In 1998 the company acquired the majority holdingghe subsidiaries OU Matek, AS
Merko Tartu, UAB Merko Statyba (100%) in Lithuardad SIA Merks (100%) in Latvia.
The company became the largest construction compaigtonia and also in the Baltics
with consolidated revenue of EEK 843 million.

In 1999 the head office of AS Eesti Uhispank andstiine shopping centre were
completed, the business activities were expandédtvia and Lithuania. E.L.L Kinnisvara
AS was separated from AS Jarvevana Group and &aiedfto AS Merko Grupp, the parent
company of AS Jarvevana, with the aim to sepafaster¢al estate development from the
construction. The company focused on the developraEmain contracting and project
management of construction and creating of necggshs. The activities were started by
the civil engineering division, the fields of adgtiwof which were ports, waste management
projects, roads, bridges, water and sewerageyutities etc. The international quality
certificate 1ISO 9001 was attributed to the company.

In 2000 Sikupilli shopping centre and Radisson SA&el in Estonia were completed,
Grand Palace Hotel in Riga was reconstructed, théugtion buildings of the breweryeu
Alus in Latvia and the head office of Lietuvos Tkamas in Lithuania were built. In the
sector of civil engineering in Estonia the landbil Vaatsa was completed and the water
supply system of Jéhvi-Ahtme and the water treatnpdaints of Kuressaare, Valga and
Parnu were also reconstructed. The revenue ofdimpany exceeded EEK 1 billion.

Related to the growth in demand of the market wiggrthe single-family houses and

apartments the residential construction divisiothef company was established in 2001. In
2001 the apartment buildings of Tuvi street, fariuses of Teelahkme were among the
largest projects completed. The company acquiréd%0of the shares in Tallinna Teede
AS, thus expanding into the spheres of road coctibruand maintenance.
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The largest projects in 2002 included among otléngs the extension of Kristiine
shopping centre and construction of Haabersti Gitket and Norde Centrum. The
construction of Mustakivi trade centre and tradeé business centre of Viru square and the
head office of Hansabank in Riga were started.

In 2003 a subsidiary company named OU Gustaf Tallias founded. The sole share in OU
Woody was also acquired. The subsidiaries of SIAKgleand UAB Merko Statyba were
founded. The new large-scale construction contraetr® concluded for the construction of
Muuga coal terminal and Estonian Art Museum in Bisto The former landmark hotel
Lietuva of Vilnius was reconstructed.

In 2004 Viru Centre in Tallinn and the new headogffof AS Hansabanka in Riga were
completed. SIA Merks started the construction & ohthe most complicated development
project, multifunctional entertainment centre AreRma in Riga. In Estonia, the larger
projects completed included Parnu spa centre andfahlink City Hotel.

In 2005 the subsidiary OU Merko Kaevandused wassfeared to AS Merko Grupp, the
parent company of AS Jarvevana. As to the largkesmnstruction projects, the Estonian
Art Museum (KUMU), Ravala apartment building, Weadsroduction building, Muuga
coal terminal and the residential and commercidlding Admirali house in Estonia were
completed. The construction contracts were conduddethe expansion and reconstruction
of Tartu water and sewerage network and establisbinSaaremaa deep port with AS
Tallinna Sadam (Port of Tallinn). The Second st@igBpice Trade Centre was completed in
Riga, capital of Latvia. The construction of thade centre in Siauliai city centre was
started in Lithuania.

In 2006 a multifunctional entertainment centre with000 seats was completed in the area
of Skanstes street as a result of the joint effoftSIA Merks and AS Jarvevana and the
development project of four 24-storeyed apartmernidings was started. As to the large-
scale projects, Viimsi school building, Saaremaepdport, office building of the Bank of
Estonia, apartment buildings in the centre of Tahasecond stage of the Tallinn Landfill,
the set of Iru municipal buildings and water andiesage utility lines of the City of Valga
were completed. The construction of Skulte port &hgrjan bridge was started. The
cornerstone of the AS Jarevana Group's all-timgekstr construction project - Panorama
trade centre — in Vilnius, Lithuania was laid.

In 2007 Sopruse Arimaja, Tornimae apartment bujjdiHotel Tallink SPA and Nordic
Hotel Forum were completed. In housing constructibe new apartment building on
Sopruse pst was completed and second stage of aingraction of row houses and
apartment buildings in Raagu-Kannu district wassfied. In the sector of civil engineering,
the extension of Smuuli tee and Puurmani crossiegeveompleted. The arch bridge of
Puurmani crossing was announced the winner of "@daduilding of the Year 2007" by
the Estonian Concrete Union. In Latvia, the Souttlévbf Skulte Port was reconstructed in
the first stage. As to the large-scale projects,itbuse of furniture next to the SPICE trade
centre, a modern set of office buildings at thessimg of Duntes/Upes streets, a set of
apartment buildings on Kaivase street, trade cemtr&almiera and the representative
building of Krajbanka in Skanstese quarter will dmmpleted in Latvia. In Lithuania, the
Siauliai trade centre, industrial building of ELINTand business and apartment building on
Gabijose Street in Vilnius, as own development.enmmpleted.

In 2007, suspicions on bribe-offering and breachrudt were presented in the criminal case
No 05913000055 to AS Jarvevana (then AS Merko Bhiwnd its Chairman of the
Supervisory Board, Mr. Toomas Annus.

On 13 March 2008 Latvian government agency, Jauisirani, made a decision whereby
AS Jarvevana (then AS Merko Ehitus) and SIA Merksarexcluded from the construction

28



tender for the Latvian National Library becausettad suspicion in the criminal case No.
05913000055.

) On 1 August 2008, AS Jarvevana (then AS Merko Ehitvas divided. In the process of the
Division, the Company was established and the Bssinvas transferred to the Company.

Investments

As the Company was established only recently, heirffiormation on investments of AS Jarvevana
in non-current assets during the financial yeai3520 2007 and the first quarter of financial year
2007 and 2008 is presented. As the Company wasefbrim the course of the Division of AS
Jarvevana and on the basis of the Business opepageibusly by AS Jarvevana and transferred
from AS Jarvevana to the Company, the below infdionaalso illustrates the investments of the
Company.

Extract from the consolidated balance sheets of#&8evana;

in thousands of EEK 31.03.2008 31.03.2007 31.12.2007 31.12.2006 31.12.2005
(un-audited)  (un-audited) (audited) (audited) (audited)

Inventories 2,047,829 1,480,273 2,025,426 1,356,734 964,088

Non-current Assets

Investments in 275,983 204,979 272,964 200,798 179,609
associates and joint

ventures

Other long-term loans 24,214 8,666 14,492 8,476 8,524
and receivables

Investment property 12,946 3,840 7,361 3,900 42,506
Property, plant and 172,134 99,795 172,912 90,445 199,004
equipment

Intangible assets 12,675 10,901 12,574 10,177 4,365
Total investments 497,952 328,181 480,303 313,796 434,008
into non-current

assets

Total investments 2,545,781 1,808,454 2,505,729 1,670,530 1,398,096

into non-current
assets and inventories

Following is an excerpt from the consolidated cielv statements of AS Jarvevana:

in thousands of EEK  Three months ended 31 March Year ended 31 December
(un-audited) (audited)
2008 2007 2007 2006 2005
Change in inventories (13,433) (137,643) (665,436) (363,595) (464,906)

Cash flow from
investing activities

Investments into - - (29,575) (3,029) (23,985)
subsidiaries
Proceeds from sale of - 6,891 500 (2) 3,376
subsidiaries

Subsidiary liquidation - - (20) (694)
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proceeds to minority
shareholders

Investments into (1,000) (3,343) (3,352) (7,866) (136,228)
associates and joint

ventures

Proceeds from sale of - - - 1,847 8,306
associates and joint

ventures

Proceeds from sale of - - - 3,004 3
other financial

investments

Purchase of investmen (112) - - - (63)
property

Purchase of property, (3,734) (11,169) (48,757) (76,264) (226,960)
plant and equipment

Proceeds from sale of 867 1,267 2,718 290,753 2,143
property, plant and

equipment

Purchase of intangible (606) (1,086) (4,413) (6,739) (2,917)
assets

Sales of a business un - - - 9,717 2,752
Loans granted (9,737) (110,757) (145,692) (275,353) (190,123)
Loan repayments - 21,573 134,599 286,953 176,311
received

Interest received 3,482 6,348 16,226 8,393 6,641
Dividends received - - 4,380 3,000 3,323
Total cash flow from (10,840) (90,276) (73,366) 234,394 (378,115)

investing activities

According to the Division Plan, AS Jarvevana wagdddid so that all of its assets and business,
including all assets, rights and obligations, exdepthe assets and obligations referred to atwve
Section “Division of AS Jarvevana and establishmeinthe Company”, were transferred to the
Company.

Following is an overview of the investments madeAl§yJarvevana. The information below is based
on the information previously disclosed by AS J&area through the Tallinn Stock Exchange. As
AS Jarvevana has been a listed company on thenialitock Exchange since 1997, the
Management of the Company deems it appropriateigblight only such information on the
investments of AS Jarvevana, which AS Jarvevanaalsasssed to be significant enough to be
disclosed through the Tallinn Stock Exchange.

Financial Assets

Following is a short overview of main investmenfsA® Jarvevana Group into financial assets
(including shares in subsidiaries, associates @intlyentures):

° 2005

In December 2005, AS Jarvevana acquired the salesh OU Kaibevara (purchase price
EEK 2,428 thousand) from E.L.L. Kinnisvara AS. OUiiBevara was acquired for the
purpose of real estate development. In April 2085,Jarvevana acquired 50% of shares in
OU Pire Projekt (purchase price EEK 6,150 thousamd) OU Constancia (purchase price
EEK 2,144 thousand). As a result of these tranmastiAS Jarvevana became the sole
shareholder in these companies. In April 2005, A&elvana increased the share capital of
its Latvian subsidiary SIA Merks. The share capiBSIA Merks was increased by LVL
1,500 thousand (EEK 33,285 thousand). AS Jarvewsa made contributions to its
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subsidiaries, OU Maryplus, OU Rannamdisa Kinnisva®d) Merko Ehitustoéd, OU
Maavélur and OU Metsailu (each contribution was aqto EEK 40 thousand). AS
Jarvevana also established OU Baltic ElectricityiBeering for the purpose of building
power systems. OU Baltic Electricity Engineeringsvestablished with the share capital of
EEK 40 thousand. In addition, SIA Merks, a subsidiaf the Company, acquired 50 %
share in SIA Zakusala Estates (purchase price EEK319 thousand). SIA Merks also
established SIA Arena Riga on 26 January 2005 g¢plesee “Exceptional factors” here
below in relation to establishment and activitieStA Arena Riga).

On July 8 in 2005, AS Jarvevana sold its 100% $twddéng in the subsidiary OU Merko
Kaevandused to AS Merko Grupp, the parent compdmiySoJarvevana, (sale price EEK
4,600 thousand). UAB Merko Statyba, a subsidianABfJarvevana, sold its shareholding
in UAB Upes Centras to E.L.L. Kinnisvara AS, whiisha subsidiary of AS Merko Grupp
(sale price EEK 150 thousand). AS Jarvevana alkblst9o of the shares in AS Telegrupp,
an associate of AS Jarvevana (sale price EEK 4H@@sand). OU Talbit, a subsidiary of
Tallinna Teede AS, also disposed of its sharehgldimS Bituumen (sale price EEK 5,600
thousand). In addition, AS Insenervérgud, a jointure of AS Jarvevana, and OU Talbit, a
subsidiary of Tallinna Teede AS, were dissolvedrip2005.

2006

In 2006, AS Jarvevana did not acquire any sharéigdd SIA Merks, a Latvian subsidiary
of AS Jarvevana, sold its 100% shareholding in St&na Riga on December 11, 2006 for
EEK 275,500 thousand. In July 2006, AS Jarvevailch 2570 of shares in AS Gustaf (sale
price EEK 5,100 thousand). AS Jarvevana also d&pas its 100% shareholding in
subsidiaries OU Rannamdisa Kinnisvara (sale prige& B1,900 thousand) and OU Merko
Kinnisvara (sale price EEK 40 thousand) and remaginishares of an associate
AS Telegrupp (sale price EEK 3,200 thousand).

2007

In 2007, AS Jarvevana acquired a 75% share in QUBFitus (purchase price EEK 15,000
thousand). AS Merko Tartu, a subsidiary of AS Jéava, set up a private limited company
named Raadi Kortermaja OU with the share capit@EK 40 thousand. Tallinna Teede AS
also acquired 100% shareholding in OU Tenever {mse price EEK 15,000 thousand).

2008

AS Jarvevana has not acquired any shareholding®08. On 2 May 2008, AS Jarvevana
sold the 100% shareholding in OU Karulaugu Kinniav@ AS E.L.L. Kinnisvara. The sale
price of the company was EEK 42,000 thousand; isfamount, EEK 4,120 thousand, the
balance of the company’s financial obligations andent assets, were deducted.

On 21 May 2008, AS Merko Ehitus sold a 50% hold{agth the nominal value EEK
20 thousand) in the company OU Tornimae Apartmémgistry code 11016607) to the
copartner AS EKE Invest. The sale price of the 3@#ling was EEK 58,000 thousand.

Fixed Assets and Inventory

For investments in inventories, investment propartgl property, plant and equipment see notes 17,
22 and 23 to the financial statements of AS Jamavar the years ended 31 December 2005, 2006
and 2007 included elsewhere in this Prospectus.

The table below illustrates the changes in theritwges, investment property and property, plant
and equipment of AS Jarvevana Group during thentiizd years ended 31 December 2005, 2006
and 2007 and during the three months ended 31 MA@FH and 2008.

31



in thousands of EEK
31.03.2008 31.03.2007 31.12.2007 31.12.2006 31.12.2005
(un-audited) (un-audited) (audited) (audited)  (audited)

Inventories 2,047,829 1,480,273 2,025,426 1,356,734 964,088
Investment property 12,946 3,840 7,361 3,900 42,506
Property, plant and 172,134 99,795 172,912 90,445 199,004
equipment

Total 2,232,909 1,583,908 2,205,699 1,451,079 1,205,598

Intangible Assets

The balances of intangible assets during the fimdn@ars 2005 — 2007 were immaterial. The
intangible assets of AS Jarvevana Group consistadfovare and prepayments. The prepayments
were made in relation to update of the softwaree 8lso note 24 to the consolidated financial
statement of AS Jarvevana for the year ended 3lemieer 2007 included elsewhere in this
Prospectus.

Future Investments

In the Division Plan a put option and a call optivare agreed. According to the put option the
Company has an obligation to acquire from AS J&mav certain properties for the total
consideration of EEK 100 million. According to thell option the company is entitled to acquire
from AS Jarvevana the same properties for the totmisideration of EEK 100 million.The
transaction is intended to be financed on accofithe Company’s own funds and external funds.
For further information see “Related Party Traneadt'.

The Management of the Company has approved theéraotisn of a new warehouse facility in Rae
Tehnopark. The total investment, including purchafsthe land and the construction of the closed
warehouse complex is budgeted to be EEK 16 millidme facility is intended to be used by the
Group companies to accommodate construction meriequipment and machinery. The
investment is intended to be financed on accouthi®@Company’s own funds.
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BUSINESS OVERVIEW

Principal Activities

As upon the Division, the Company acquired the Bess (see “Division of AS Jarvevana and
Establishment of the Company” above), we will reffethe history and activities of AS Jarvevana
Group as to the history and activities of the Grivufhis business overview.

The main business activities of the Group are ggneonstruction (the construction of office
buildings, industrial buildings, public service laimgs, residential buildings including development
thereof), civil engineering and road constructionthe course of these business activities, thaufsro
carries out and renders the services of generataarion, civil engineering, road construction,
external networks construction, electrical congtauncand concrete works.

Following is an overview of the services offered aarried out in relation to the business actisitie
of the Group.

General Construction

The range of the general construction servicesitevand includes everything that covers the
keywords "real estate" and "construction". The isexw of general construction starts from mapping
the aims and wishes of the client, includes plagind offering the optimum solution for the client
and results in designing, building and delivering project to the client with warranty.

The Management and employees of the Group havéasiped education and long-term experience,
having worked on general construction for more thaiyears.

The general construction services are renderedapitimin the course of construction of office
buildings, industrial buildings, public service laings and residential buildings.

Out of the works performed the Company would ligesét forth most of the new buildings in the
downtown of Tallinn - hotel SAS Radisson, SEB Edshispank, Viru Keskus, Coca-Cola Plaza
cinema complex, Tallink City Hotel, Nordic Hotel foon and Admiral House as well as Tallink Spa
& Conference Hotel and the Art Museum (KUMU). Inditcbn to that, the Company has

international experience, for example Hotel Lietaral Lietuvos Telekomas in Lithuania and the
head-office of Hansabank and Arena Riga in Latvia.

Civil Engineering

The civil engineering division builds facilities,necessary together with designing. Port strusture
landfills, bridges, overpasses, water and sewepggdines, water and sewage treatment plants and
structures related to environmental protectionbai# by the Group.

The objective of the Group is to maintain high pssional level of work and the Management and
employees of the Group have long-term experienad @ofessional education. Generally, the
projects undertaken by the Group are complicatetluamique and require specific knowledge. For
the Group, it is important to maintain cooperatisith the contracting entity and the local
municipality.

The Company would distinguish as significant prigjegbe construction of the Muuga coal terminal
due to its size and the construction of Puurmaosging carried out upon the order of the Road
Administration, as well as the construction of 8rauuli Road viaduct and water and sewage utility
lines of Tartu and Valga. All of the said projeatsre carried out in Estonia.

Road Construction

Road construction works are mainly performed by $hbsidiary company, Tallinna Teede AS,

which carries out road maintenance works throughgstbnia, both as a project manager and
independently. This includes building of road stuues, road repairs and exercise of supervision
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over excavation works and the condition of roadsTallinn, production of traffic signs and
providing machinery repair services.

External Networks Construction
The Company is building external networks of wateewerage and gas pipelines, installing
sewerage pumping stations and constructing andraéing storm water systems.

The Company carries out works with high quality amatording to the good building practice;
solves the water supply and sewerage problems efclients. External networks construction
services are rendered in the course of civil ereging activities.

Out of the completed projects the Company would I set forth installment of pipelines by the

closed or directional drilling. A good example isnstruction of the Parnu siphons on the Raba,
Vingi and Lai street. Furthermore, the importanojpcts are the construction of the external
networks of the Rae industrial park, technicallynpticated extensions of the water and sewage
network in Tartu Ropka district and Valga town. éflthe said projects are located in Estonia.

Electrical Construction

The electrical works department of the Company ngolved in designing, installment and
construction of medium- and high-voltage substatiand lines. In addition, OU Baltic Electricity
Engineering is active in planning medium- and higitage substations and lines.

The Company has a competent and experienced pimfabsproject management team with
knowledge in the field of electricity.

Out of the completed projects the Company would tik set forth the reconstruction of the Ulejée
110 kV substation in Tartu, Estonia and the prgjesft Tonismée substation 110 kV cables in
Tallinn, Estonia.

Concrete Work

The main task of the concrete works department isffier solutions for buildings and structures
made of pre-cast or cast-in-situ concrete, whi@hlaiilt by other units of the Company as well as
external contractors. The Company manages, castesand delivers to the clients the concrete
structures of a building.

The most important works the Company would likeséb forth are the headquarters of SEB Eesti
Uhispank, the Postimees building on Maakri Str8atnpo bank building on Narva Road, extension
of the Stockmann department store with a parkirigdb P&hjaranna Road viaduct and Radisson
SAS Hotel. All of the said works have been conddidgteTallinn, Estonia.

Development Activities

The development division deals with commercial esthte development activities, including both
the preparation of the construction (preparatidanming of detailed plans) and performance of the
construction works. The client can order the camtsion of the required commercial building with

the preparation on his property (offices, hotetadé centres, production buildings etc.), or to
purchase the property in the area developed bZtmepany, including the planning of the building

and construction work on it. With long experienae detailed planning and organisation of

construction works the objective of the Compantpiprovide quality service to the clients.

Principal Markets

Distribution of Activities

The table below illustrates the division of constion activities of AS Jarvevana Group in the years
ended 31 December 2005, 2006 and 2007.
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per cent

2007 2006 2005

(un-audited) (un-audited) (un-audited)

Office buildings 14 15 9

Industrial buildings 2 7 10

Public service buildings 43 31 37

Residential 22 24 17
buildings/Development

Civil engineering 10 16 21

Road construction 9 7 6

Over the said period the construction of publio/ger buildings and residential buildings (together
with development activities) has contributed thejamey of the revenues of the AS Jarvevana

Group.

Geographical Markets

The geographical markets of the Group are Estooédyia and Lithuania. The geographical
distribution of turnover of AS Jarvevana Group e tyears ended 31 December 2005, 2006 and

2007.

per cent

2007 2006 2005

(un-audited) (un-audited) (un-audited)

Estonia 62 63 76
Latvia 25 24 17
Lithuania 13 13 7

Market Overview

To the best of the Company’s knowledge, no curramdependent, reliable and comprehensive
reviews of the competitive situation in the markietavhich the Company operates were publicly
available prior to the date hereof. As a conseqeieirt presenting the overview below of the
competitive position of the Company in the relevamatrkets, the management of the Company has
relied principally on its own assessment and aiglyssuch competitive position. In doing so, the
management of the Company has used the marketmafmmn collected by its own staff and
advisors for such purpose, either available onbtisis of public information or derivable from the

same.

The table below illustrates the market share ofJA&evana Group in the years ended 31 December
2005, 2006 and 2007 on the Estonian constructiakeha

per cent

2007 2006 2005
AS Jarvevana 6.1 6.1 7.0
AS Eesti Ehitus 5.9 5.0 4.5
AS Skanska EMV 3.2 3.9 5.1
AS YIT Ehitus 2.0 2.0 3.4
others 82.8 83.0 80.0
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The table below illustrates the market share ofJA&evana Group in the years ended 31 December
2005, 2006 and 2007 in the construction markebheBaltic States (Estonia, Latvia and Lithuania).

per cent

2007 2006 2005
AS Jarvevana Group 34 3.7 3.6
Skanska 11 1.6 2.0
AS Eesti Ehitus Group 2.1 1.9 1.7
AS YIT Ehitus Group 2.1 0.8 1.6
PanaveZio statybos trestas 1.4 1.2 0.9
Others 93.1 90.8 90.2

Exceptional Factors

In 2004, SIA Merks, a Latvian subsidiary of the Qmany (then of AS Jarvevana) engaged in the
project of Arena Riga. SIA Merks took the obligatito construct a multifunctional centre in Riga
known as the Arena Riga and to finance the constructhereof from its own funds. The
construction of Arena Riga had to be completed blebruary 2006 as the Ice-hockey World
Championship games were planned to take place @naARiga in spring 2006. As the timely
construction of Arena Riga entailed major risks #relconstruction costs thereof were significantly
higher than the recoverable amount of Arena Righeicompletion of its construction, the project
was considered financially unfeasible.

The City of Riga decided to offer government grortthe potential developer. As a government
grant, a number of immovables were sold to SIA Mark2004 and 2005. The purchase price paid
for the said immovables was lower than the markitepthereof. The difference of the purchase
price of the said immovables and the market ptiegeof was reported as government grant on the
accounts of AS Jarvevana. The government grantre@sgnised as revenue in the same period as
the impairment loss on the unfinished constructbrena Riga was recognised. The amount by
which the government grant exceeded the impairness of Arena Riga was recognised as the
revenue of financial year 2005, since it was reabbyncertain that SIA Merks would be eligible to
the government grant.

In connection with the Arena Riga project, SIA AaeRiga was established on 26 January 2005. The
principal activities of SIA Arena Riga were reatate administration and event management. On 30
November 2006, SIA Arena Riga acquired from SIA kéethe 12 thousand seat multifunctional
entertainment center Arena Riga and commenced acihal economic activity. In the first eleven
months of 2006, while the administration of Arengd&Rwas carried out by SIA Merks, 126 events
(including Ice-Hockey World Championships) weredchiel Arena Riga with a total of 520 thousand
visitors. The total revenue of the period was LVB33 thousand (approx. EEK 56,207 thousand)
and operating profit was EEK 9,516 thousand (apat¥ 429 thousand).

In spite of the above financial results, the manag# of AS Jarvevana Group assessed the risks
related to Arena Riga as high and as the busineS$f0Arena Riga was not in line with the core
business of the group of AS Jarvevana Group, theeholding in SIA Arena Riga was disposed of.
SIA Merks sold its 100 % shareholding in SIA ArdRiea on 11 December 2006 for EUR 17,610
thousand (EEK 275,597 thousand). See also “MatEvalracts”.
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ORGANIZATIONAL STRUCTURE

The Company is a subsidiary of AS Merko Grupp, mgdcompany controlled by Mr. Toomas

Annus, who owns 65.32% of shares in AS Merko Gruyp.Merko Grupp owns 71.99% of shares
in the Company. AS Merko Grupp is also the solered@der in AS E.L.L. Kinnisvara and OU

Merko Kaevandused. AS Merko Grupp owns 71.99% afresh in AS Jérvevana, the company
during the division of which the Company was essdigd.

The Management Structure of the Company

The Management Board of AS Merko Ehitus has fivenivers. The activities of the members are
divided by areas of operation: general managenemistruction, development, technology, and
finance. The Chairman of the Management Board l&zs&lsvork of the Management Board.

The following chart illustrates the managementctre of the Company:

.uﬂﬂ%ugervisorl Boar(ﬂ]ﬂﬂi!ﬂ_

Chairman of the
Management Board

Residential Construction Division

Member of the
Management Board

Development Division

General Construction Division

Member of the
Management Board

Civil Engineering Division

Concreting Department

pJeog uawadeuel

Utility Systems Department

Electrical Works Department

Member of the
Management Board

Civil Engineering Preparatory Works

Member of the

— Financial Accounting
Management Board

HR and Organizational Development
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The Structure of the Group

The Company has 34 subsidiaries. In addition, tbm@any owns directly or indirectly through its
subsidiaries shares in 6 companies. 19 of the dialigis are Estonian companies and 14 are Latvian
companies. UAB Merko Statyba is the only Lithuarsabsidiary of the Company.

The following chart illustrates the structure o Broup:
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Most important subsidiaries of the Company are $Arks in Latvia, UAB Merko Statyba in
Lithuania and Tallinna Teede AS, AS Merko Tartu, S8staf, Gustaf Tallinn OU, OU Baltic
Electricity Engineering, OU Fort Ehitus, OU WoodydaOU Rae Tehnopark in Estonia.

SIA Merks, established in 1997, has grown into ohthe most outstanding construction companies
in Latvia. The prominent works like Hansabank’s chedfice and the Arena Riga have earned the
company a lot of recognition.

The Lithuanian subsidiary UAB Merko Statyba wasabbshed in 1998. UAB Merko Statyba
provides construction project management servioesadfers compact solutions in all the areas of
construction.

Tallinna Teede AS, which was acquired by AS Jarmeva 2002, performs road maintenance works
all over Estonia, both as a project manager anépeddently. This includes building of road

structures, performing road repairs and exercisesupfervision over excavation works and the
condition of roads in Tallinn, production of traffsigns and supply of machinery repair services.
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AS Merko Tartu is specialized in project managemerérmediation of services of subcontractors
to clients, bearing ultimate liability before théeats for the timely and proper completion of
construction projects.

AS Gustaf works on the principle of project managetmand operates as the main contractor in
construction projects mainly in Parnu County.

Gustaf Tallinn OU, a company established in 2008yiples main contractor services in small scale
reconstruction and repair works.

OU Baltic Electricity Engineering performs desigonks for medium- and high-voltage substations
and the low-, medium- and high-voltage overheadcaide lines.

OU Fort Ehitus is a construction company carryimg the water construction and pile works. The
construction works include the sheeting of différprofiles, quay walls of pipe piles and Jet-type
quays, dredging works, construction of bank pradest sinking of concrete piles in every size and
CFA piles.

The main areas of activity of OU Woody and of OleR@&hnopark are the development and sale of
their own real estate projects.

For holdings of the Company in other undertakinigage see “Information on Holdings”
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PROPERTY, PLANT AND EQUIPMENT

Property
Below an overview of the property owned by the Campand its subsidiaries is given.

In accordance with the Law of Property Act, a parsatered into the Estonian Land Register as an
owner of an immovable is deemed to be the ownehaif immovable. The same principle applies
also in respect of building rights and other rettd real rights. Although certain properties
(immovables), building rights and other restrictezhl rights in the tables below and related
footnotes are referred to as owned by the Compargording to the entries in the Estonian Land
Register the legal owner thereof is AS Jarvevartd tie entries in respect of the transfer of the
properties, building rights and other restrictedl niégghts are made in the Estonian Land Register.
The properties, building rights and other restdcteal rights are agreed to be transferred to the
Company upon the Division in accordance with thesi¥ldn Plan. Therefore, such property,
building rights and other restricted real rights arovided below as Company’s property, building
rights and other restricted real rights.

The Property of the Company

Property owned by the Compahy:

No. Location Type of property Area

1. Jarvevana tee 9d, Tallinn, Harju Coun Immovable, lano 5,929 ni
Estonig& designated for transport

2. Msisa tn 7, Tallinn, Harju County, Estoflia  Immovable, lano 1,218 nf

designated for transport

3. Jarvetipu development area (includi Most of the land plots ar 96,022 m
properties in Kubu, Sagari, R6ugu and Vi residential land
Streets)

4. Suur-Patarei 20, Tallinn, Harju Count Immovable, commercis 3,533 nf
Estonia land

5. Masti tn 16, Tallinn, Harju County, Estofiia Immovable, public land 2,818 nf

6. Trummi tn 25, Tallinn, Harju County, Estoni Immovable, commercia 5,933 nf

land

7. Hommiku tee 1A, Tabasalu, Harl Immovable, productior 28 nf
municipality, Estonia land

8. Lossi tn 18/Soone tn 3, apartment No. | Apartment ownership 3,316 nf
Tallinn, Harju County, Estonia residential land

9. Parnu mnt 129c, Tallinn, Harju Count Immovable, residentia 6,126 nf
Estonia land

10 Parnu mnt 129d, Tallinn, Harju Count Immovable, land 1,495 nf
Estonia designated for transport

11 VabaBhumuuseumi tee 5, apartment no. ¢ Apartment ownership 3,754 nf

Tallinn, Harju County, Estonfa

commercial land

! The Company has entered into agreements wherelifl ipurchase and acquire three properties in
Vabadhukooli Road and Narva Road, Tallinn Estoniaickvlare currently in the possession of OU
Woody under usufruct (please see properties ne.Z3.in the list below on the property of OU Woady)

2 The Company own$075/5929 of common ownershimeambered with personal right of use for 10
years for E.L.L. Kinnisvara AS starting from 14 M2§07.
% AS Merko Ehitus owns 12/35 the co-ownership.

* The property is encumbered with the building righfavour of Eesti Ehitusekspordi OU (a subsidiary
of the Company).
® The Company owns 63/30760the co-ownership in the property.
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12 Roostiku tn 47, Tallinn, Harju Count Immovable, residentia 800 nf

Estonia land

13 Rannaniidu tn 1/Roostiku 49, Tallinn, Har Immovable, residentia 598 nf
County, Estonia land

14 Roostiku tn 45, Tallinn, Harju Count Immovable, residentia 722 nf
Estonia land

15 Roostiku tn 43, Tallinn, Harju Count Immovable, residentia 845 nf
Estonia land

16 Tartu mnt 52/Lastekodu tn 23, Tallinn, Hai Immovable, 85% 5,955 ng
County, Estonia residential land, 15Y%

commercial land
17 Tartu mnt 50a, Tallinn, Harju County, Eston Immovable, 90% 3,190 nf

residential land, 10Y%
commercial land

Property owned by AS Gustaf:

No. Location Type of property Area
1. Kellukese, Paikuse, Paikuse municipali Immovable, profit yielding 2.2 ha
Parnu County, Estonia land

Property owned by OU Kaibevara:

No. Location Type of property Area
1. Kostiranna Village, J6elahtme municipalit Immovable, profit yielding 1.28 ha
Harju County, Estonia land

Property owned by OU Fort Ehitus:

No. Location Type of property Area
1. Liukivi 3, apartment No. 28, Kostivert Apartment ownership 3,072 m
Joeldhtme municipality, Harju Count

Estonid
2. Vibeliku tee 21B, Loo, JBelahtm Immovable, commercia 2,645 ni
municipality, Harju County land

Property owned by AS Merko Tartu:

No. Location Type of property Area
1. Moisaplatsi 4, Tila Village, Tartt Immovable, genera 12,705 M
municipality, Tartu County, Estonia purpose land
2. Kaupmehe 5, Vahi Village, Tart Immovable, 70% multi- 4,041 nf
municipality, Tartu County, Estortia storey housing land, 30¢

commercial land

® The apartment ownership is equal to 431/90055gzf Ishare of the respective property.

" The Company owns 5234/5955 and OU Woody (AS MerkituElsubsidiary) owns 721/5955 of legal
share of the registered immovable, encumberedfalittwing mortgages: 1) mortgage in amount of EEK
12,000,000 for the benefit of Eesti Spordiselts Bbikas and 2) mortgage in amount of EEK 4,000,000
for the benefit of OU Vana Villem. The Company ows234/5955 and OU Woody (AS Merko Ehitus
subsidiary) owns 721/5955 of legal share of theerty.

® The apartment ownership is equaby/30410 of legal share of respective property.

° The property has been encumbered with a mortgatje tamount of EEK 24,200,000 for the benefit of
AS Sampo Pank.
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10.

11.

12.

13.

14.

15.

Kaupmehe 7, Tila Village,
municipality, Tartu County, Estorlfa

Kaupmehe 9, Tila Village,
municipality, Tartu County, Estoria

Kaupmehe 11, Tila Village,
municipality, Tartu County, Estoni

Kaupmehe 13, Tila Village,
municipality, Tartu County, Estonia

Kaupmehe 15, Tila Village,
municipality, Tartu County, Estonia

Parna allee 8, Tila Village,
municipality, Tartu County, Eston‘%cx
Parna allee 10,
municipality, Tartu County, Estonia
Parna allee 12,
municipality, Tartu County, Estonia
Vahi Village, Tartu municipality,
County, Estonia

Parna allee 7, Vabhi
municipality, Tartu County, Estori
Parna allee 9, Tila Village,
municipality, Tartu County, Estonia
Parna allee 11,
municipality, Tartu County, Estonia

Tahe 10, Tartu, Tartu County, Estonia

Property owned by Raadi Kortermaja OU:

No.
1.

Location

Tila Village,

Tila Village,

Village,

Tila Village,

Tart

Tart

Tart

Tart

Tart

Tanr

Tart

Tart

Tartt

Tart

Tan

Tari

Parna allee 5, Vahi Village Apartment

Tartu  municipality,

County, Estoni 28

Parna allee 6, Vahi Village Apartment

Tartu  municipality,

County, Estoni& 42

ownerships,
Tartu building consisting of apartments no. 1

Immovable, 70% multi-
storey housing land, 30¢
commercial land
Immovable, 70% multi-
storey housing land, 30¢
commercial land
Immovable, 70% multi-
storey housing land, 30¢
commercial land
Immovable, 70% multi-
storey housing land, 30¢
commercial land
Immovable, 70% multi-
storey housing land, 30¢
commercial land
Immovable, multi-storey
housing land
Immovable,
housing land
Immovable,
housing land
Immovable, profit yielding
land

Immovable, small housin
land

Immovable, small housin
land

Immovable, small housin
land

Immovable, 85% public
housing land, 15% sma
housing land

multi-storey

multi-storey

Type of property
ownerships,
Tartu building consisting of apartments no. 1

an apartme

an apartme

3,901 nf

3,987 f

3,916 ni

3,785 mi

3,229 i

3,375
3,230 nf
2,793
7.34 ha
3,360 N
3,220 nf
2,958 nf

8,239 i

Area
3,389 m2

3,311 m2

1% The property has been encumbered with a mortgatie tamount of EEK 24,200,000 for the benefit of
AS Sampo Pank.
Y The property has been encumbered with a mortgageetamount of EEK 24,200,000 for the benefit
of AS Sampo Pank.
2 The property has been encumbered with a mortgageetamount of EEK 24,200,000 for the benefit
of AS Sampo Pank.
3 The property has been encumbered with a mortgagestamount of EEK 19,800,000 for the benefit
of AS Sampo Pank.
“ The property has been encumbered with a mortgagestamount of EEK 19,800,000 for the benefit
of AS Sampo Pank.
!> The property has been encumbered with the followogtgages: 1) mortgage to the amount of EEK
11,000,000 for the benefit of AS Sampo Pank; 2)tgage to the amount of EEK 33,000,000 for the
benefit of AS Sampo Pank.
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Property owned by OU Tenever:

No. Location Type of property Area

1. Vaike-Kérnomaa, Kirdal. Immovable, profit yielding land 15.86 ha
Village, Saku municipality
Harju County, Estonid

Property owned by OU Woody:

No. Location Type of property Area

1. Ré&agu tn 10A, Tallinn, Harji Immovable, 75% residential land, 25 1,500 nf
County, Estonia commercial land

2. RAaagu tn 10/Vuti tn 89/ Vares Immovable, residential land 4,611 M
tn 10a, Tallinn, Harju County
Estonia

3. Kiviaia tee 10, Tallinn, Harjt Immovable, production land 5,417 M
County, Estonia

4. Kiviaia tee 10A, Tallinn, Harju Immovable, production land 66 nf

County, Estonia
5. Tartu mnt 52/Lastekodu tn 2: Immovable, 85% residential land, 15 5,955 n

Tallinn, Harju County, commercial land
Estonia®

6. Kiviaia tee 11, Tallinn, Harju Immovable, production land 20,857 M
County, Estonia

7. Kristiina tn 12, Tallinn, Harju Immovable, residential land 1,246 nf

County, Estonia
8. Sdpruse pst 33, Tallinn, Har, Immovable, 85% residential land, 15 6,000 nf

County, Estonia commercial land

9. Kiviaia tee 11B, Tallinn, Harjt Immovable, public land 21,366 M
County, Estonia

10. Kiviaia tee 16, Tallinn, Harju Immovable, public land 7,411 A
County, Estonia

11. Kiviaia tee 9a, Tallinn, Harjt Immovable, public land 2,535 nf
County, Estonia

12. Riigimaa 40, Tallinn, Harjt Immovable, residential land 6.22 ha

County, Estonia

13. Kentmanni tn 8A, Tallinn. Immovable, residential and commerc 346 nf
Harju County, Estonia land

14. Sépruse pst. 29A, Tallinr Immovable, land designated for transpc 665 nf
Harju County, Estonia

15. Kolde pst 67, apartment No. apartment ownership, residential land 5,500 nf
Tallinn, Harju County,
Estonia®

16. Kolde pst 67, apartment N« apartment ownership, residential land 5,500 nf
30, Tallinn, Harju County

' The property has been encumbered with the followiogtgages: 1) mortgage to the amount of EEK
11,000,000 for the benefit of AS Sampo Pank; 2)tgage to the amount of EEK 33,000,000 for the
benefit of AS Sampo Pank.

" The property has been encumbered with the mortgatiee amount of EEK 23,400,000 for the benefit
of AS Hansapank.

¥ OU Woody owns 721/5955 of the co-ownership. AS RdeEhitus owns 5234/5955 of the co-
ownership

9 The apartment ownerships of OU Woody are equaiis31941of legal share of respective property.
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17.

18.

19.

20.

Estoni&’

Apartment  ownerships
Raagu tn 12B/Kénnu tn 3(
Tallinn, Harju County, Estonii
(4 apartment$}

Apartment  ownerships
Raagu tn 12/Lehe tn 2!
apartment No. 5, Tallinn

Harju County, Estonia (1
apartment ownershipg)
Lehe tn 31, apartment No.

Tallinn, Harju County,
Estoni&®
Apartement ownerships

Sopruse pst 29, Estonia (:
apartment ownership$)

Property owned by OU Metsailu:

No.
1.

Location

Kentmanni tn 8, Tallinn, Harjt Immovable, land designated for transpc

County, Estonia

¢ apartment ownership, residential land

¢ apartment ownership, residential land

apartment ownership, residential land

apartment ownership, 90%
land, 10% commercial land

Type of property

Property owned by Eesti Ehitusekspordi QU

No.
1.

Property owned by OU Rae Tehnopark:

No.
1.

Location Type of property
Tilluvalja I, Vaela Village, Immovable, profit yielding land
Kiili  municipality, Harju

County, Estonia

Location

Immovables of Rae Tehnopa Mostly production land but includes al:
Ra¢ commercial land
Harju County

at Lehmja
municipality,
Estonia (19 immovables)

Village,

Property owned by SIA Merks:

No.

Sl B (0] [0 [

Location

Grostonas 15, Riga, Latvia
J. Dikmaa 8, Riga, Latvia
Skanstes 16, Riga, Latvia
Skanstes 18, Riga, Latvia
Skanstes 20, Riga, Latvia

Type of property

Type of property

Ownership, residential land
Ownership, commercial land
Ownership, commercial land
Ownership, commercial land
Ownership, commercial land

resideni

2,830 ni

3,228 4

3,162 nf

3,292 nf

Area
558 nf

Area
9.82 ha

Area

Total area
183,027

Area
19,090 M
11,898 M
4,140 nf
4,130 nf
5,107 ni

% The apartment ownerships of OU Woody are equaVtg31941of legal share of respective property.
% The apartment ownerships of OU Woody are equadi®/2343mf legal share of respective property.
22 The apartment ownerships of OU Woody are equab88/26843 of legal share of respective property.
% The apartment ownerships of OU Woody are equabit/16303f legal share of respective property.
% The apartment ownerships of OU Woody are equal4d42/256620f legal share of respective

property.

%5 Eesti Ehitusekspordi OU has also entered into aseagent whereby it will purchase Tilluvalja Il
property (12.77 ha) after the detailed plan has Ipeescribed.
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6. Arénas 12, Riga, Latvia Ownership, commercial land
7. Arenas 6, Riga, Latvia Ownership, residential land
8. Arénas 4, Riga, Latvia Ownership, residential land
9. Arenas 2, Riga, Latvia Ownership, residential land
10. Areénas 8, Riga, Latvia Ownership, commercial land
11. Skanstes St., Riga, Latv

(block 16) Ownership, mixed use
12. Skanstes St., Riga, Latv

(block 17) Ownership, mixed use
13. Skanstes St., Riga, Latv

(block 18) Ownership, mixed use
14. Kemerejas St. 3, Riga, Latvia Ownership
15. J.Dalipa 8, Riga, Latvia Ownership, residential land

16. Grostonas 25, Riga, Latvia Ownership, residential land
Property owned by SIA Elniko:

No. Location Type of property
1. Galezera str., Riga, Latvia Ownership, residential land

Property owned by SIA Industrialais Parks:

No. Location Type of property
1. Salaspils, Latvia Ownership

Property owned by SIA SPORTA KLUBS VIESTURIRZS:

No. Location Type of property
1. Rapnieabas 21, k-1, Riga Ownership, commercial land
Latvia

Property owned by SIA ROPAZU PRIEDES:

No. Location Type of property
1. Mucenieki, Ropazu parist Ownership, residential land
Latvia

Property owned by UAB Merko Statyba:

No. Location Type of property

1. 3004 \Virsuliskiu skg. 56 Ownership, 51% commercial,

Vilnius, Lithuania residential land
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2. 30101 EZero str 1D, Kaun: Ownership, commercial/residential land

/Raudondvario/ Lithuania

3. 30102 Batniavos str 57, 57/ Ownership, commercial/residential land

57B Kaunas /Raudondvaris

Lithuania

4. 3014 Kernags str, Vilnius, Ownership, land  designated
Lithuania transportation

5. 3015 Mokslinink; str, Vilnius, Ownership, residential land
Lithuania

Rights of Superficies of the Group
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4,015 nf
3,545 i
3,657 M
3,625 ni
5,457 M

18,496 M
36,076 M

12,804 M
322 nf
5,653 N
5,380 i

Area
52,326 M

Area
199,000

Area
3,813 m

Area
198,320 M

Area
4,000

3,223 m

3,306 nf

4,453 Mt

11,700 M



According to the Estonian Law of Property Act, thight of superficies is a limited real right
attaching to immovable property and the right gbesticies in apartments is a derivative thereof.
According to the Law of Property Act, an immovablay be encumbered such that the person for
whose benefit a right of superficies has been dskenl has a transferable and inheritable righafor
specified term to own a construction permanentiyciied to the immovable.

The below table provides an overview of the buidinghts and building rights in apartments
belonging to the Company:

Right of Superficie®f the Company:
No. Location Type Area

1. Tartu mnt 87f, Tallinn, Harju Building right, land designated fc 2,762 i
County, Estonia transport

2. Mirta tn 38, Tallinn, Harju Building right, residential land 852 nf
County, Estonia

3. Mirta tn 20, apartment No. ¢ Building right in apartments, residenti 1,157 nf

Tallinn, Harju County, land
Estoni&®

4, Mirta tn 27, apartment No. ¢ Building right in apartments, residenti 866 nf
Tallinn, Harju County, land
Estoni&’

5. Veerise tn 8, apartment No. Building right in apartments, residenti 909 nf
Tallinn, Harju County, land
Estoni&®

6. Building rights in apartment Building right in apartments, residenti 1,042 nf
at Veerise tn 10, Tallinn, Harj land
County, Estonia (2 building
rights in apartments}

7. Building rights in apartment Building right in apartments, residenti 983 nf
at Mirta tn 37, Tallinn, Harju land
County, Estonia (3 buildin
rights in apartments}

8. Building rights in apartment Building right in apartments, residenti 694 nf
at Veerise tn 12, Tallinn, Harj land
County, Estonia (3 buildin
rights in apartments)

9. Building rights in apartment Building right in apartments, residenti 940 nf
at Mirta tn 41, Tallinn, Harju. land
County, Estonia (14 buildin
rights in apartments)

% The right of superficies in apartment is equal #1/B559 of legal share of respectivight of
superficies

2" The right of superficiesin apartment is equal to 593/8559 of legal sharaespectiveright of
superficies

% The right of superficiesin apartment is equal to 366/8559 of legal shdreespectiveright of
superficies

? Theright of superficiesn apartment of the Company is equal to 959/8559@gal share of respective
right of superficies

% Theright of superficiesn apartment of the Company is equal to 1652/8%36gal share of respective
right of superficies

%1 Theright of superficiesn apartment of the Company is equal to 1766/8%36gal share of respective
right of superficies
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10.

11.

12.

13.

Building rights in apartment
at Veerise tn 16, Tallinn, Harj
County, Estonia (14 buildin
rights in apartments)

Building rights in apartment
at Veerise tn 22, Tallinn, Harj
County, Estonia (14 buildin
rights in apartments)

Building rights in apartment
at Veerise tn 20, Tallinn, Harj
County, Estonia (14 buildin
rights in apartments)

Building rights in apartment
at Veerise tn 14, Tallinn, Harj
County, Estonia (2 buildin
rights in apartments)

Building rights of Eesti Ehitusekspordi OU:

No.

1.

Location
Masti tn 16, Tallinn, HarjL
County, Estonia

Kiviaia tee 10, Tallinn, Harijt
County, Estonia
Kiviaia tee 10A, Tallinn, HarjL
County, Estonia

Building right of Tallinna Teede AS:

No.
1.

Building right of OU Pdrguvalja Soojus:

No.
1.

Location
Betooni tn 24, Tallinn, Harjt
County, Estonia

Location
Kentmanni tn 8, Tallinn, Harjt
County, Estonid>

Building right in apartments, residenti 917 nf
land

Building right in apartments, residenti 590 nf
land

Building right in apartments, residenti 770 nf
land

Building right in apartments, residenti 932 nf
land

Type Area
Building right, public land 2,818 nf
Building right, production land 5,417 M
Building right, production land 66 nf
Type Area
Building right, production land 37,502 M
Type Area
Building right, land designated fc 558 nf
transport

In addition, OU Constancia has entered into aneagemt whereby the right of superficies will be
entered in the Land Register encumbering the iminlevat V8idujooksu 12/Pae 7A (325,194 m2)
owned by the City of Tallinn.

Leaseholds and usufructs

Below is an overview of the immovable property kxhdy the Group (whether under a lease
agreement or by way of registered usufruct):

a.

the immovable property at Parnu mnt 143, TallinstoBia, consisting 100 % of social land
(with area of 191,975m2) is in the possession @@bmpany under an usufréfct

% The right of superficiesin apartment of the Company is equal to 1310/856%9egal share of
respectivaight of superficies
% Theright of superficies has beemcumbered with a mortgage to the amount of BEEK00,00Cfor
the benefit of the Company.
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b. OU Woody is entitled to use the following propenyder usufruct: immovable at
Vababhukooli tee 17, Tallinn, Estonia (with the aaref 5.99 ha), immovable at
Vabadhukooli tee 18, Tallinn, Estonia (with theaané 8,957 rf) and immovable at Narva
mnt 180, Tallinn, Estonia (with the area of 29,087

c. SIA Merks leases residential land (to be privatjzatdGrostonas 6, Riga (block 8 with the
area of 39,037 m2), office and parking premiset3aSkanstes St., Riga (with the area of
1,245 m2) and archive room at 6 Duntes St., Rigtn(ilve area of 41.6 m2);

d. Sle Polyster is leasing a plot of residential latd_ucavsala, Riga (with the area of 26,560
m°);
e. UAB Merko Statyba leases two flats from private spes for accommodation of our

employees (at Siauliu St. 22 — 3, Klaipeda and &teBies St. 83 — 58, Vilnius, Lithuania).

In addition, SIA Zakusala Estdtdeases the following property:

No. Location Type of property Area
1. Zakusalas krastmala 2, Riga mixed use, land to be privatized 8,792 m2
2. Zakusalas krastmala 34, Riga mixed use, land to be privatized 44,602 m2
3. Zakusalas krastmala 16, Riga mixed use, land to be privatized 72,668 m2

Plant and Equipment

AS Jarvevana has neither acquired nor disposedyofraterial items of plant and equipment since
the end of financial year ended 31 December 208&.rdtes 17 and 23 to the consolidated financial
statement of AS Jarvevana for the financial yeatedn31 December 2007 in relation to the plant
and equipment of the Company and its subsidiaries.

See the annual reports of AS Jarvevana for theadinhyears ended 31 December 2005, 2006 and
2007 and the interim report of AS Jarvevana foeehmonths ended 31 March 2008 included
elsewhere in this Prospectus.

See note 25 to the annual reports of AS Jarvevanthé financial years ended 31 December 2005,
2006 and 2007 in relation to the leased items ahtplhnd equipment. The Company and its
subsidiaries have leased certain items of plant agdipment, which they require for their
operations. According to the management’s assedsthermost important leased property is an
MBA 200 asphalt factory leased by Tallinna Teede (BSR 1,502,691 + VAT, equalling approx.
EEK 23,517,114).

3 According to the Estonian Law of Property Act a mscf encumbers an immovable in such a way that
the person for whose benefit the usufruct has lestablished is entitled to use the immovable and to
acquire the fruits thereof.

% SIA Zakusala Estate is not a subsidiary of the Comyiaut a joint venture of SIA Merks. SIA Merks
owns 50 % of shares in SIA Zakusala Estate. The piiepef SIA Zakusala Estate are provided herein
due to the size of those properties.
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SELECTED FINANCIAL INFORMATION

As the Company was established only recently aackfibre lacks historical financial information,
the following tables set forth certain selectedcaficial data in regard to AS Jarvevana. As the
Company was formed in the course of the DivisicA®flarvevana and on the basis of the Business
operated previously by AS Jarvevana and transfeinm@a AS Jarvevana to the Company, the below
financial information also illustrates the businemsd financial condition of the Company. For the
effects of the Division on the financial informatiosee the un-audited pro forma financial
information of AS Merko Ehitus included elsewherthis Prospectus.

The financial information presented below has bermacted or calculated based on the audited
consolidated financial statements of AS Jarvevandhie financial years ended 31 December 2005,
2006, 2007, prepared in accordance with IFRS amanfithe un-audited consolidated condensed
interim financial information of AS Jarvevana ftwietthree months ended 31 March 2008, prepared
in accordance with the IAS 34 Interim Financial Befmg, included elsewhere in this Prospectus.

The ratios and indicators set forth in the tabldéopeare provided to illustrate certain aspects lod t
business and financial performance of AS Jarvev&eatain of these ratios and indicators are used
by the Management to evaluate the performance qféh&vana while others are provided for the
benefit of investors holding the shares. Theseosatind indicators are not IFRS measures and
should not be considered as alternatives to IFR&som@s of profit/(loss) or as indicators of
operating performance or as measures of cash ftom foperations under IFRS or as indicators of
liquidity. However, the Company believes that tla¢ios and indicators set forth below are
customary and often used by public companies tostithte their business and financial
performance.

CONSOLIDATED INCOME STATEMENT DATA

In thousands of EEK Three months ended 31 March Year ended 31 December
(un-audited) (audited)
2008 2007 2007 200€ 200t
Revenue 1,119,57. 1,014,86¢ 5,510,76( 4,414,36: 3,232,392
Costs of goods sold (884,377 (886,352 (4,731752) (3,727,561 (2,738,714)
Gross profit 235,19t 128,51z 779,00¢ 686,80( 493,67¢
Marketing expenses (7,888, (5,605, (32,472 (23,390 (22,595
Administrative and general expenses (49,373 (35,610 (213,806 (148,792 (127,632
Other operating income 1,704 2,102 6,424 148,20t 185,05z
Other operating expenses (1,738 (1,038 (18,109 (29,952 (93,452
Operating profit 177,90( 88,361 521,04 632,87 435,051
Financial income and expenses (1,762 3,907 69,694 7,737 28,67
Profit before tax 176,13¢ 92,26¢ 590,73¢ 640,60¢ 463,72¢.
Corporate income tax expense (20,138 (881) (30,830 (49,917 (18,437
Net profit for financial period 156,00( 91,387 559,90¢ 590,69 445,287
Incl. net profit attributable to equity holders o 154,881 88,45( 545,04¢ 581,73¢ 438,63¢
the parent company
Minority interest 1,11¢ 2,937 14,86( 8,952 6,64¢

CONSOLIDATED BALANCE SHEET DATA
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In thousands of EEK

31.03.200i 31.03.200° 31.12.200° 31.12.200/ 31.12.200%
(un-audited) (un-audited) (audited) (audited) (audited)

Current assets

Cash and cash equivalents 356,86 321,90: 205,56¢ 676,14: 268,44¢
Trade and other receivables 1,003,45¢ 1,150,91(  1,199,56t 854,10 542,110
Prepaid corporate income tax 941 1,432 2,37¢€ 6,42¢ 2,471
Inventories 2,047,82¢ 1,480,27. 2,025,42t 1,356,73: 964,08¢:
Assets held for sale - - - 733 -

3,409,09: 2,954,51¢ 3,432,93. 2,894,14. 1,777,11H
Non-current assets

Investments in associates and joint ventures 275,98 204,97¢ 272,96¢ 200,79¢ 179,60¢
Other long-term loans and receivables 24,214 8,666 14,492 8,47€ 8,524
Deferred income tax assets 3,392 6,547 3,39¢ 6,592 8,752
Investment property 12,94¢ 3,840 7,361 3,90C 42,50¢
Property, plant and equipment 172,13¢ 99,795 172,91: 90,44t 199,00¢.
Intangible assets 12,67¢ 10901 12,57¢ 10,177 4,365

501,34¢ 334,728 483,69¢ 320,38¢ 442,761

[oTAtAssETSI | [eetons [T 207 [TTSone 63 [Tsi20a52 [T 2210 87

Current liabilities

Borrowings 192,92/ 223605 304,87¢ 283,79: 114,841,
Trade and other payables 939,59: 1,076977  1,015,49: 1,081396 711,23¢
Corporate and other income tax liability 36,15¢ 19423 16,71¢ 18,86¢ 950
Government grants 1,49¢ 1472 1,49¢ 1,49¢ 22,22¢
Short-term provisions 81,49t 80580 73,21z 33,517 21,741

1,251,66¢ 1,402057  1,411,79¢ 1,419,07: 870,99:
Non-current liabilities

Long-term borrowings 399,16t 149814 397,71: 159,33t 202,82:.
Other long-term trade payables and prepayments 54,79¢ 39470 57,42 23,271 22,72¢
Deferred income tax liabilities - - - - 11,38¢

453,96 189,28¢ 455,13¢ 182,617 236,935

[FCTAREABILITIES T [0S 6 [T St 34, [71,566.98) [T41601 85) [T L. 107,02}

Minority interest 35,05¢ 21840 33,93¢ 18,904 10,552
Equity attributable to equity holders of the parent

company

Share capital 177,00( 177000 177,00( 177,00( 177,000
Statutory reserve capital 17,70C 17,700 17,70C 17,70C 8,85C
Currency translation differences (5,976, 22077) (5,085, (5,751 (5,059
Retained earnings 1,981,020 1,493443 1,826,14: 1,404,99: 920,60¢

2,169,74°  1,676066  2,015,75  1,593,94: 1,101,396

I N N N (N
I T I I S SRR MR
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CONSOLIDATED CASH FLOW STATEMENT DATA

In thousands cEEK

Three months ended

31 March

(un-audited)

2008 2007
Cash flows from operating activitie: 276,498 (193,310)
Cash flows from investing activitie: (10,840) (90,276)
Cash flows from financing activities (113,001) (68,692)
Change in cash and cash equivaler 152,657 (352,278)
Cash and cash equivalents at end of the peri 356,863 321,903

Year ended 31 December
(audited)

2007
(488,904)
(73,366)
93,319

(468,951)
205,564

2006
155,687
234,394

21,646

411,727
676,143

THE RATIOS AND METHODOLOGY OF CALCULATING THE FINANCIAL RATIOS
DESCRIBING THE COMPANY'S MAIN OPERATIONS:

Three months ended

31 March

(un-audited)

2008
Net profit margin 13.8%
Profit before tax margin 15.7%
Operating profit margin 15.9%
Return on equity per annum 29.6%
Return on assets per annum 15.8%
Equity ratio 55.5%
Current ratio 2.7
General expense ratio 5.1%
Staff costs ratio 10.9%
Debt to assets ratio 15.1%
Debt to equity ratio 27.3%
Accounts receivable turnover (in days’ 60
Accounts payable turnover (in days) 40
Revenue per employee 1.036
(in million EEK)
Average number of full-time employee 1081
Number of shares, thousands 17,700
Earnings per share, in EEK 8.75

Net profit margin: Net profit* / Revenue
Profit before tax margin: Profit before tax / Reuen

Operating profit margin: Operating profit / Revenue

2007

8.7%
9.1%
8.7%

21.6%

10.9%

51.0%

2.1
4.1%

12.8%

11.4%

22.3%

68
46
1.119

907
17,700
5.00

Year ended 31 December

(un-audited)

2007

9.9%
10.7%
9.5%
30.2%
15.3%
51.5%
2.4
4.5%
9.3%
17.9%
34.9%
59

41
5.376

1025
17,700
30.79

Return on equity per annum: Net profit* / Averaggiigy of the period**
Return on assets per annum: Net profit* / Averaggets of the period

Equity ratio: Shareholders’ equity** / Total assets
Current ratio: Current assets / Current liabilities

2006

13.2%
14.5%
14.3%
43.2%
21.4%
49.6%
2.0
3.9%
8.0%
13.8%
27.8%
46

45
5.193

850
17,700
32.87

2005

264,667
(378,115)
243,108

129,660
268,446

2005

13.6%
14.3%
13.5%
48.2%
24.9%
49.6%
2.0
4.6%
7.3%
14.3%
28.8%
33

38
4.651

695
17,700
24.78

General expense ratio: Administrative and geneqa¢ieses and marketing expenses/ Revenue

Staff costs ratio: Staff costs/ Revenue

Debt to equity ratio: Interest-bearing liabilitieShareholders’ equity**
Debt to assets ratio: Interest-bearing liabilifid®tal assets
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Accounts receivable turnover: Trade receivablesveReae x 365

Accounts payable turnover: Payables to suppliesst 6f goods sold x 365
Revenue per employee: Revenue / Average nhumbeitldirhe employees
Earning per share: Net profit* / Weighted avaregaber of ordinary shares

* Calculated based on net profit attributable touégf holders of the parent company
** Calculated based on equity attributable to thguéy holders of the parent company
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MANAGEMENT'S DISCUSSION AND ANALYSIS OF THE GROUP’S FINANCIAL
CONDITION AND RESULTS OF OPERATIONS

As the Company was established only recently amckfibre lacks historical financial information,
the following discussion as well as in sections pfal Resources” and “Trend Information” is
based on the financial information of AS Jarvevaksthe Company was formed in the course of the
Division of AS Jarvevana and on the basis of theiriss operated previously by AS Jarvevana and
transferred from AS Jarvevana to the Company, itien€ial information below also illustrates the
business and financial condition of the Company. fhe effects of the Division on the financial
information of AS Jarvevana, see the un-auditedfpnma financial information of AS Merko Ehitus
included elsewhere in this Prospectus.

The following discussion should be read in conjiamctwith the consolidated audited financial
statements of AS Jarvevana, including the notesetiheand the un-audited pro forma financial
information of AS Merko Ehitus, included elsewhier¢éhis Prospectus. The consolidated financial
statements for the years ended 31 December 20k &0d 2007 were prepared in accordance
with IFRS, while un-audited consolidated conddriaerim financial information of AS Jarvevana
for the three months ended 31 March 2008 was pegpan accordance with IAS 34 Interim
Financial Reporting.

Three months ended Year ended 31 December
31 March (audited)
In thousands of EEK (un-audited)
2008 2007 2007 200€ 200&
Revenue (note 1) 1,119,57. 1,014,86« 5,510,76( 4,414,36: 3,232,392
Administrative and general expenses (note 2) (49,373 (35,610 (213,806 (148,792 (127,632
Other operating income (note 3) 1,704 2,10z 6,424 148,20t 185,05z
Other operating expenses (note 4) (1,738, (1,038, (18,109 (29,952 (93,452
Total financial income/(expenses) (note 4) (1,762 3,907 69,694 7,737 28,67:
Profit before tax 176,13¢ 92,26¢ 590,73¢ 640,60¢ 463,72¢.
Corporate income tax expense (20,138 (881) (30,830 (49,917 (18,437
Net profit for financial year (note 5) 156,00( 91,387 559,90¢ 590,691 445,287
incl. net profit attributable to equity holderkthe 154,881 88,45( 545,04¢ 581,73¢ 438,63¢
parent company
Cash flows from operating activities (note 276,49¢ (293,310 (488,904 155,687 264,667
Cash flows from investing actiies (note 7) (20,840 (90,276 (73,366 234,39« (378,115
Cash flows from financing activiti (113,001 (68,692 93,31¢ 21,64¢ 243,10¢:
FINANCIAL CONDITIONS
In thousands of EEK 31.03.200¢ 31.03.200° 31.12.200° 31.12.200¢ 31.12.200%

(un-audited) (un-audited) (audited) (audited) (audited)

Cash and cash equivalents (note 6, 7) 356,86: 321,90: 205,56¢ 676,14% 268,44¢
Trade and other receivables (note 8) 1,003,45¢ 1,150,91(  1,199,56t 854,10: 542,110
Inventories (note 9) 2,047,82¢ 1,480,27: 2,025,42¢ 1,356,73¢ 964,08¢
Investments in associates and joint ventures 275,98:¢ 204,97¢ 272,96¢ 200,79¢ 179,60¢
Property, plant and equipment(note 10) 172,13¢ 99,79t 172,91: 90,44¢ 199,00¢.
Total assets 3,910,43! 3,289,24° 3,916,63: 3,214,52¢ 2,219,876
Borrowings (note 11) 192,92« 223,60¢ 304,87¢ 283,79: 114,841
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Trade and other payables 939,59: 1,076,977 1,015,49. 1,081396 711,23¢
Long-term borrowings (note 11) 399,16t 149,81« 397,71 159,33t 202,82
Total equity (note 1: 2,204,80* 1,697,90¢ 2,049,69¢ 1,612,84¢ 1,111,948

Note 1: Revenue

Revenue from construction in progress is recogniseter the stage of completion method, which
also assumes that the stage of completion of agmiiin contracts can be determined reliably. A
precise, systematic calculation and estimation a#ts; forecasting and reporting of income and
expenses has been introduced to determine the stamenpletion. The estimated final result to be
derived from each construction project is beingstantly monitored, deviations from the budget are
analysed and if necessary, the profit estimatéjissted.

Revenue from real estate development projectscisgrésed as revenue in accordance with IAS 18
“Revenue”, i.e. revenue is recognised when sigaificisks and rewards of ownership of the goods
are transferred to the buyer. Therefore, the cgtlievenue stream from real estate development
projects influenced AS Jarvevana Group'’s first tgraresults in 2008 as well as in 2007.

Note 2: Administrative and general expenses

The fast growth in administrative and general espsnwas due to an increase in salaries and legal
expenses related to the criminal case No. 05913 %00 2007. For further information about the
Criminal Proceedings see “Financial Information Ceming the Issuer's Assets and Liabilities,
Financial Position and Profits and Losses — LegélArbitration Proceedings”.

Note 3: Other operating income

In autumn 2004, the AS Jarvevana Group acceptdugtgest project thus far - SIA Merks entered
into a contract with Riga’s City Government commititself to build a multifunctional hall in Riga
accommodating 12,500 visitors by the time of theettockey World Championships in 2006. The
project involved huge risks related to the shomstauction period and losses arising from the
difference between the market value and the cortstru and usage costs of the hall. Hence, to
encourage the potential developer to undertake cthestriction completion and further hall's
operating risks, Riga’s City Government supporteg piroject by government grants of EEK 177.3
million in 2005 and EEK 20.7 million in 2006. On Tlecember 2006, SIA Merks, a Latvian
subsidiary of AS Jarvevana, sold its 100% holdim¢SIA Arena Riga for EUR 17,610 thousand
(approx. EEK 275,597 thousand). The sum was palAoMerks at the transfer of ownership. SIA
Arena Riga was sold as it was not in line with ¢bee business of AS Jarvevana Group.

Note 4: Other operating expenses

High operating expenses in 2005 and 2006 were wndsfluenced by impairment. In 2005,
impairment charge of EEK 89.3 million related toltifiunctional hall Arena Riga was recognised.
Considering the experience in the neighbouring t®s) where the recoverable amount of
multifunctional halls established has been lowantthe constructions cost, the management carried
out an impairment test of the Arena Riga in ordeassess the recoverable amount of the hall as at
31 December 2005. The cash-flows for the followlfigyears and the present value of these cash-
flows were generated based on the model. As atresuhe impairment test and the recoverable
amount determined, the value of the hall was writiewn by EEK 89.3 million. In 2006, the
Jarvevana Group incurred EEK 22.5 million expenstated to carrying out of the Ice-Hockey
World Championships in Arena Riga. The arrangemmag agreed in autumn 2004 between SIA
Merks and Riga City Government and the expenditwese partially reimbursed by government
grants.

Note 5: Net profit for financial year

In 2005 the net profit attributable to equity hoklef the parent company totalled EEK 438.6
million, representing an increase of 48.9% in congo® with 2004. Net profit from construction
and development activities totalled EEK 289.3 miili one-off transactions contributed EEK 149.3
million to net profit, of which EEK 84.7 million we earned on the transfer of registered property,
EEK 53.7 million from government grants and EEK9illion from the transfer of ownerships
and rights. High profitability was ensured by th& Aarvevana Group’s own residential housing

54



developments and the sales of registered propetigh were not critical for the attainment of the
company'’s strategic goals.

In 2006, the Jarvevana Group’s net profit attriblgato equity holders of the parent company
totalled EEK 581.7 million. Income from the salestfareholdings contributed EEK 125.1 million,
development activities EEK 284.7 million, constiantactivities EEK 164.2 million and financial
activities EEK 7.7 million of net profit. The mai&iroutcome was provided from the sales of Arena
Riga. SIA Merks sold its shareholding in multipuspchall for EEK 275.4 million and earned extra
profit of EEK 122.1 million.

In 2007, the net profit attributable to equity heisl of the parent company totalled EEK 545.0
million, of which EEK 48.7 million was earned asrmordinary income from the sale of registered
property, EEK 337.5 million from development adi®$, EEK 147.8 million from construction
activities and EEK 11.0 million from financing adties. Profit from main operations increased
from EEK 456.6 million to EEK 496.4 million or 8.7%

The net profit attributable to equity holders of tharent company in the first three months of 2008
was EEK 154.9 million, having increased by 75.1%npared with the three months ended 31
March 2007. The warm winter jointly with the cycli@ature of residential construction and real
estate development had a positive effect on thiitpro

Note 6: Cash and cash equivalents. Cash flows froaperating activities

The AS Jarvevana Group'’s first quarter 2008 caglitipa was strongly impacted by cash flow from
operating activities which amounted to EEK 276.3liami. The operating cash flow was mostly
influenced by the change in trade and other rebégaof EEK 162.6 million, adjustments to
revenue from construction contracts under stageoofpletion method of EEK 113,7 million,

change in trade and other payables - EEK (154.Hijpmiand operating profit - EEK 177.9 million.

In 2007, the AS Jarvevana Group's total cash flawmunted to EEK (468.0) million, which was
strongly distressed by the cash flows from opegatictivities totalling to EEK (488.9) million.
Despite of the good positive flows from the opemtiprofit EEK 521.0 million, the cash was
drained due to an increase in own developmentsedateéd growth of inventories in the sum of EEK
(665.4) million, a change in receivables and prepayts in the sum of EEK (108.4) million, a
change in liabilities and prepayments in the surkBeK (127.7) million, and adjustment of revenue
from construction contracts in the sum of EEK (B30million as a result of increasing business
activities and unfavourable payment terms. Managemmensiders the situation as temporary, since
the expected sales of residential property and &etrop of contracts with unfavourable payment
schedules should improve the net cash positio®@82

In 2005, AS Jarvevana Group'’s total cash flow frgmerations amounted to EEK 129.7 million. The
cash flow for the accounting period was mostly etd by the operating profit of EEK 435.1
million, a change in inventories of EEK (464.9) lioih resulting from acquisition of land, a change
in liabilities and prepayments of EEK 186.6 milljoshepreciation and amortisation of EEK 109.6
million mainly related to impairment of Arena Riga.

Note 7: Cash and cash equivalents. Cash flows froimvesting activities

In 2005 AS Jarvevana Group’s cash flow from investactivities was EEK (378.1) million, of
which EEK (227.0) million was investments into peoly and EEK (148.5) million investments into
subsidiaries and associates. The investments wairdymrelated to the construction of Riga Arena
and strengthening capital structure of Latvian kitlduanian subsidiaries and the acquisition of 50%
shares by SIA Merks in a company engaged in reateedevelopment, SIA Zakusala Real Estates.

On 1 December 2005, SIA Merks, a subsidiary of A8v€vana, acquired 50% shares in SIA
Zakusala Estates. The transaction’s value was E3R ®illion (approx. EEK 146.95 million) of

which EUR 8.45 million (approx. EEK 132.24 millionjas settled with a loan previously granted to
the shareholders of SIA Zakusala Estates, andavititther monetary payment of EUR 0.94 million
(approx. EEK 14.71 million). This share purchasesveaprospective and long-term investment
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which does not affect financial performance of ABvévana Group in the nearest future. As at 31
December 2007, the investment into the joint ventBtA Zakusala Estates includes intangible
assets in the amount of EEK 147.3 million (2006 KEE}7.2 million) which are not recognized on
the balance sheet of the investee. The intangédetaepresents the lease agreement with the City o
Riga expiring at 2 June 2051 which gives it a rightise the 126 thousand m2 registered property
on Zakusala island in the centre of Riga.

Note 8: Trade and other receivables

Compared to 2005 and 2006, in 2007 trade and otwaivables growth in relation to revenue
growth was relatively high, which was affected rhosty the participation in several large public
procurements. The accounts receivable turnovereased from 46 days to 59 days and the
receivables totalled to EEK 1,199.57 milllion at B&cember 2007. Management estimates that the
receivables as at the year-end do not contain feignt credit risk and the receivables amount
should drop and the cash flow enhance in 2008, \ln@se contracts will be completed.

Note 9: Inventories

Inventories are recorded in the balance sheekeatdbquisition cost, which consists of the purehas
costs, production costs, transportation and otbstscincurred in bringing the inventories to their
present location and condition. In case of seplgrateentifiable inventory items, their cost is
determined based on expenditure incurred spedifibad the acquisition of each asset. If inventory
items are not clearly distinguishable from eaclentthen the weighted average cost method is used.
Inventories are recognised in the balance shetteatower of acquisition cost and net realisable
value. The net realisable value is the sales peg®estimated sales costs.

Expenditure incurred for real estate developmenemrted in the balance sheet line Inventories
either as work-in-progress or finished goods, ddpgnon the stage of completion. A completed
real estate property is sold either in parts (bydes, apartments, office spaces, etc.) or as aewhol
Revenue on real estate development is recognised@se from the sale of goods. Upon the sale of
real estate properties, a notarially certified agrent is entered into between the Group and the
acquirer for transferring the property and the eetipe entry is made in the land register.

During the last three years, the AS Jarvevana Gexerienced steady growth of inventories and
particularly in work-in-progress and finished gopdsich is mainly initiated from the growth of
residential and commercial development. In 200@| estate development made up 16.6% of the
sales revenue of AS Jarvevana Group, includingdeesial construction of 12.2%. As of
31.12.2007, 58 completed apartments with the cos¢ pf EEK 79.4 million and 1287 unfinished
apartments with the cost price of EEK 1,022.5 wnilli of which 556 apartments had been sold to
buyers under preliminary contracts, had not bedthtspAS Jarvevana Group.

31.03.2008 31.03.2007 31.12.2007 31.12.2006 31.12.2005

In thousands of EEK (un-audited)  (un-audited) (audited) (audted) (audited)
Materials 7,791 4,484 3,501 4,579 1,845
Work-in-progress 1,123,410 700,771 1,209,117 567,868 200,482
Finished goods 164,260 27,914 72,434 18,121 4,461
Goods for resale 713,741 703,596 704,124 723,441 752,800
Land purchased for resale* 713,729 703,488 704,111 723,334 752,789
Other goods purchased for resal 12 108 13 107 11
Prepayments for inventories 38,627 43,508 36,250 42,725 4,500
Total inventories 2,047,829 1,480,273 2,025,426 1,356,734 964,088

* AS Jarvevana’s inventory also contains land ledatn nature preserve areas with a total value of
EEK 61,098 thousand. There are strict buildingriet&ns onthe land locatedn nature resengeln
accordance with the amendments to the Nature Ceatgmm Act adopted by the Estonian
Parliament on 19 June 2008 land ovenganclaim acompensation from the state for property, the
use of which for its intended purposes is signiftbahindered by the protection procedure, only in
the form of the purchase of the registered propbytyhe state for its usual market price (i.e. the
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possibility of exchangéias beerremoved). If a property is not located, as a whaliéhin the
territory of a protected area, the part of the lwhted within the protected area may be purchased
by the state upon agreement with the owner. Ifpidue of the land located within the territory of a
protected area is larger than two-thirds of thaltatea of the property, or if the land encompasses
the protected category species protection siteroteld management zone of an individual protected
natural object, the whole property may be purchdsedtate based on an agreement. The above
amendments shall take effect in 10 days from tpheidication in the official gazette entitled “Riigi
Teataja” (i.e. 1 August 2008) and, thereafter, mpfibns for exchange of land shall be treaigd

the stateas offers to acquire the land. The procedure asdr evaluation of the property shall be
established by a government regulation.

The management of AS Jarvevana isaofopinion thatthe Estonian legislation at the date of this
Prospectus allows s&ly of the land to the state of Estonia for its usual marggte, and
consequently the management is not aware of asyrostancesmplying to an impairment of the
aforementioned land. For further details pleaséoolconsolidated financial statements of AS
Jarvevana for the year ended 31 December 2007, Note

Note 10: Property, plant and equipment

In 2006, the property of AS Jarvevana Group deectasie to the sales of Arena Riga and in 2007
the balance increased due to acqusition of OU Ebitus - the pile works and aqua construction
entity.

Note 11: Borrowings
Due to intensive development activites and increzfsevorking capital of AS Jarvevana Group
interest bearing debt has grown steadily duringtlage years.

31.03.2008 31.03.2007 31.12.2007 31.12.2006 31.12.2005
In thousands of EEK (un-audited) (un-audited) (audited) (audited) (audited)
Total borrowing, of which 592,089 373,419 702,592 443,127 317,665
incl. curent portion 192,924 223,605 304,879 283,792 114,841
nor-current portion 2...5 years 399,165 149,814 397,713 159,335 202,824

Most of AS Jarvevana Group’s loans are relatechtwtderm development projects, the duration of
which does not exceed 36 months. Due to the short-hature of the loans, the effect of interest
rate increases on the final results of projectsnimaterial, and therefore, hedging against interest
risks of these obligations is not considered realsien

Note 12: Total equity
The equity of AS Jarvevana Group in recent yeassldegen influenced by dividend payments and
annual profits.

In capital management, the Company follows the gipie of maintaining its trustworthiness,
sustainable development and the assets of shasghdldtough economic cycle pursuant to which it
monitors that its equity to assets ratio would rat given time be at least 45% (31.12.2007: 52%,
31.12.2006: 50%) and interest bearing debt to sisaédb would not exceed 25% (31.12.2007: 18%,
31.12.2006: 14%).

The practice of AS Jarvevana Group has been tH4t @Oannual profit is disbursed for dividend

payment. The actual dividend payment may be adjudépending on the market situation and the
company'’s financial standing.

57



CAPITAL RESOURCES

The following table outlines the consolidated egjaibd balances of interest bearing liabilities & A
Jarvevana as of 31 December 2005, 2006 and 20031akthrch 2007 and 2008:

In thousands of EEK 31.03.2008 31.03.2007 31.12.2007 31.12.2006 31.12.2005

(un-audited) (un-audited) (audited) (audited) (audited)
Interest bearing liabilities 592,089 373,419 702,592 443,127 317,665
2,204,805 1,697,906 2,049,696 1,612,846 1,111,948

Equity
Operating Cash Flow

In 2007, AS Jarvevana Group'’s total cash flows amexlito EEK (468,951) thousand, of which the
cash flows from operating activities totalled EEK88,904) thousand. In 2006, AS Jarvevana
Group’s cash flow from operating activities totdllEEK 155,687 thousand and in 2005 EEK
264,667 thousand. The cash flows from operatiniyities in 2007 were mostly affected by the
operating profit EEK 521,045 thousand, a changeventories EEK (665,436) thousand, a change
in receivables and prepayments related to operatitigities EEK (108,379) thousand, a change in
liabilities and prepayments (127,742) thousandystdjent of revenue from construction contracts
under the stage of completion method EEK (130,%2@)sand and corporate income tax paid EEK
(34,597) thousand. AS Jarvevana Group’s cash ffows investing activities totalled EEK (73,366)
thousand, of which EEK 150,824 thousand were logmayments received and interest, EEK
(145,692) thousand loans granted during the periefelK (48,757) thousand investments into
property, plant and equipment and EEK (32,927) ¢hod investments in subsidiaries and
associates. AS Jarvevana Group’s cash flows framanfiing activities totalled EEK 93,319
thousand, of which the net balance of credit lite8 assumed and repaid was EEK 222,284
thousand and dividends paid EEK (128,965) thousand.

The period’s negative cash flow was covered throadyfitional loans (period’s net cash flows from
borrowings EEK 236,544 thousand) and through A8eléma Group’s liquid assets.

To ensure liquidity and better management of theh dbbws, AS Jarvevana Group companies have
concluded overdraft contracts with banks to thaltamount of EEK 90 million. In addition to
overdraft credits, AS Jarvevana has a working agppan with the limit of EEK 150 million from
AS Merko Grupp. Management estimates that AS Janaroup’s capital structure — high equity
rate of 52% of the total assets and a low shal®mobwings of 18% of the total assets — ensures the
trustworthiness in the eyes of creditors also ffiadilt times and significantly improves the abjlito
extend existing financial liabilities and raisingditional debt. In 2008, AS Jarvevana Group’s
liquidity will be positively impacted by the compien of several projects with unusually long
accounts receivable turnover and the transfer aftagents included in inventories to buyers.

AS Jéarvevana Group’s net cash flow of the threethwended 31 March 2008 was EEK 152,657
thousand, including cash flow from operating atitag EEK 276,498 thousand. The cash flow from
operating activities was mostly influenced by theamge in trade and other receivables related to
operating activities (EEK 162,644 thousand), chaimggrade and other payables (EEK (154,437)
thousand) and operating profit EEK 177,900 thous&@ussh flows from financing activities of the
three months ended 31 March 2008 totalled EEK (113, thousand which consisted of the net
balance of credit liabilities assumed and repaid.

Equity

The total amount of shares issued has not changugdhe period covered in this Prospectus, the
number of shares being 17,700,000 with the parevaftEEK 10 each.

Working Capital
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Management believes that, considering the curraie ©f the AS Jarvevana Group’s assets and
financial resources, the working capital is suéidi to meet all the liabilities arising as a resilt
ongoing operations in the next 12 months aftedtte of this Prospectus.

Borrowings
31.03.2008 31.03.2007 31.12.2007  31.12.2006  31.12.2005
In thousands of EEK (un-audited) (un-audited) (audited) (audited) (audited)
Total borrowing, of which 592,089 373,419 702,592 443,127 317,665
incl. current portic 192,924 223,605 304,879 283,792 114,841
nor-current portion 2...5 years 399,165 149,814 397,713 159,335 202,824

Out of the interest-bearing liabilities as at 31cBmber 2007, EEK 10.6 thousand was denominated
in Estonian kroons, EEK 79,624 thousand in Lithaearlitas, EEK 382,231 thousand in Latvian lats
and EEK 240,727 thousand in euros. The volume tafrést-bearing liabilities increased by EEK
260 million in a year end as at the year-end, thiabdities made up 17.9% of the total assets 8f A
Jarvevana Group. Loan interest depended on the intm®st of 3-12 month interbank money
market loans of the respective country of incorpora Management expects the European Central
Bank to lower the euro base rates over the follgwlia months as a result of which Euribor will fall
by approximately 50 basis points. However, the rgangent expects the increase of base rates on
loans denominated in national currencies of theiB&tates by approximately 75 basis points.
Assuming that the volume and structure of borrowimdpes not change during the year, the
following will occur: 1) a decreasef/increase of iBar by (50)/50 basis points will change the
Company’s interest costs by EEK (1,196)/1,196 thads 2) an increase/decrease of base rate on
loans denominated in national currencies by 75/d®is points will increase/decrease financing
costs by EEK (3,476)/3,476 thousand.

Most of AS Jarvevana Group’s loans relate to stesrtt development projects, the duration of

which does not exceed 36 months. Due to the short-hature of loans, the effect of interest rate
increases is immaterial to the final results ofsth@rojects and, therefore, hedging against the
interest risks of these obligations is not con®daeasonable by the management.

The repayment obligation of AS Jarvevana Group'sstanding loan and finance lease as at
31 December 2007 is split between future periodslasvs:

In thousands EEK (audited) Allocation by due dates Total
4-12 Over 12
1-3 months months months

Loan and finance lease liabilities 91,535 213,344 397,713 702,592

The schedule of expected interest payments camndetermined with reasonable certainty. In line
with the best property development practice, ttanlobligations to acquire land plots have been
assumed with open-end maturities. The repaymerhage loan obligations is dependent on the
progress of related development projects and ontithing of cash-flows generated from those
projects upon completion. Consequently, the manageérs of the opinion that even their best
estimate on the timing of expected interest paysemiuld not be of reliable accuracy for the users
of this financial information and, therefore, had been presented.

The financing agreements entered into by AS Janearoup companies contain several negative
and positive covenants and requirements to obtaénlénder's consent. Most of the financing
agreements with financial institutions contain oustry provisions on events of default, including
cross-default. For further information, see “Riskctors-Risks Relating to the Company-Financing
and Loan Agreements”.
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TREND INFORMATION

Revenue and Gross Profit

In 2007, the revenue of AS Jarvevana Group was EBKO,760 thousand, increasing by 24.8% on
the previous year. In 2007, Estonia contributedi®il.Latvia 25.2% and Lithuania 13.4% to the
revenue growth. As compared to 2006, revenue iserbdy 31.3% in Latvia, 30.9% in Lithuania
and 21.2% in Estonia. Engineering construction rdomted 10%, residential
construction/development 22%, administrative boddi 43%, office buildings 14%, industrial
buildings 2% and road construction 9% to AS Jarmev@roup’s revenue. Of construction activities,
83% was new structure and 17% was renovation as@hsgruction works. In 2007, AS Jarvevana
Group entered into construction contracts with tibtal volume of EEK 4,351 million and as at
31 December 2007, AS Jarvevana Group's contradétidgtotalled EEK 4,136 million.

In 2007, the cost of goods sold of AS Jarvevanau@rocreased by 26.9% and distribution and
administrative expenses increased by 43.0%, repiiage85.9% and 4.5%, respectively, of revenue.
Due to fast growth of service and labour costs gifoss margin decreased from 15.6% to 14.1% in a
year, and the operating margin decreased from 1403%% in a year.

AS Jarvevana Group’s revenue for the three montided 31 March 2008 was EEK 1,119,572
thousand, which constitutes an annual increas® @4 on the respective period in 2007. 55.2% of
the revenue originated from Estonia, 26.7% fromvisatnd 18.1% from Lithuania. As compared
with the respective period in 2007, AS Jarvevanau@'s sales in Latvia increased by 94.1%, in
Lithuania by 19.7% and decreased in Estonia by%0.7

Construction Market and its Developments

Warm winter jointly with the cyclic nature of resigtial construction and real estate development
had a positive effect on the revenue in the figtrtgr of 2008. In general, the first quarter wisesbs

the slowing down of the economic growth in all theee Baltic States. As against the first quarter o
2007, the rate of growth of GDP in Estonia wasaasg &s 1.4%, in Latvia 3.6% and in Lithuania
6.4%. Retardation of the economic growth poses rouse challenge to budgets of local-
governments and national governments in all theettBaltic States and generates doubts as to the
feasibility of projects funded by the public sector

The three months ended 31 March 2008 did not irvalvy significant changes in the construction
sector. According to the information provided bye tiStatistical Offices, the building prices
continued growing. In the year, the building seevitecame more expensive in Latvia by 20.7%, in
Lithuania by 15.4% and in Estonia by 6.0%, whiledar costs climbed up in Latvia by 41.3% and
in Estonia by 9.5%. For the most part, however,appreciation occurred in 2007. As against the
4th quarter of 2007, the building service appreciah Estonia by 1.1%, in Lithuania by 2.0% and in
Latvia by 5.1%. By reference to decreasing demandltighter competition the following quarters of
the year may witness stabilization of prices, amdeispect of certain types of work, also a certain
decline in expenses. When planning the projectaigh, one should not reckon with steep decline in
prices, because the labour price in the market eglitinue to depend on demand for building
service in the neighbouring countries, and a sicgnitt part of building materials is imported inteet
Baltic States at the prices applicable in the wanktket.

The market of residential premises picked up, terain extent, at the end of the first quarter00
However, it is rather a seasonal trend than a mggboint in the buyer’'s confidence and readiness
to buy. As regards the development projects ofdeggtial buildings and commercial premises, the
market will evidently remain passive and is notentpd to recover before 2009. For the time being
the largest challenge in the sector is to cope thighnarrowing financing opportunities and liquydit
problems.
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Analysis of comparative indicators in the constiarctsector, construction works per capita EUR
1,751 (approx. EEK 27,403) in Estonia, EUR 953 (appEEK 14,914) in Latvia and EUR 922
(approx. EEK 14,426) in Lithuania, and growth rd@ms2007 allow expecting regional segregation
of growth rates: fast growth will continue in Laavand Lithuania, activity will be lower in Estonia
and volumes will stall. The growth rates attaine@@©07 will be unattainable in 2008 and the market
growth will remain between 0 - 15%.

The year 2008 will be challenging for the real &stnd construction areas. It will be important to
adapt to the changing environment and cope withritks related to theses changes. The year 2008
will not be able to repeat the success of the previear, but it will offer new opportunities amay |

a good foundation for future success.
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ADMINISTRATIVE, MANAGEMENT, AND SUPERVISORY BODIES AND SENIOR
MANAGEMENT

Pursuant to the provisions of the Estonian Comrakr€iode and the Company’s Articles of
Association, the control and management of the Gamjis divided among the General Meeting of
Shareholders, the Supervisory Board and the ManageBoard. See “Additional Information —

The Company’s Articles of Association” for furtheformation.

Supervisory Board

The Supervisory Board is responsible for plannihg business activities of the Company,
organizing the management of the Company and sigpegvthe activities of the Management
Board. The Supervisory Board reports to the Gerdeadting of Shareholders.

Pursuant to the Division Plan of AS Jéarvevana, esigon 30 April 2008 and approved by the
General Meeting of Shareholders on 3 June 200&tipervisory Board of the Company consists of
three members, whose authorization is valid foeehrears as of the date of their appointment.

The Supervisory Board consists of the following rbens:

Name Position in the Company Business address

Teet Roopalu Member Jarvevana tee 9G, 11314 Tallinn, Estonia
Jaan Mae Member Jarvevana tee 9G, 11314 Tallinn, Estonia
Tdnu Toomik Member Jarvevana tee 9G, 11314 Tallinn, Estonia

Teet Roopalu

Mr. Teet Roopalu (born in 1949) has graduated ftieenFaculty of Economics of Tallinn University
of Technology, his major being construction ecorcavand organization. Mr. Roopalu has worked
in construction companies, incl. as a financiakdior; has managed economic activities in EKE
group of companies as chief economist; has actedbask director; and has also been active in the
sphere of design. Since November 2002 up untiltivésion Mr. Roopalu was responsible for the
financial and legal sector in AS Jarvevana.

Information about the participation of Mr. Roop@aumanagement bodies during the last five years
(since July 2003) is presented in the table beldve positions listed exclude the participationhia t
management and supervisory bodies of the Compamjtsasubsidiaries.

Entity Position Date of the Star Date of the End
AS Merko Grupp Member of the Supervisory Boarc June 2007
Member of the Management Boal April 2004 July 2007
AS Tartu Maja Betoontooted Member of the Supervisory Boarc November 2003
E.L.L. Kinnisvara AS Member of the Supervisory Boarc May 2003
OU Vara HTG Member of the Supervisory Boarc March 2003
OU Tornimée Apartments  Member of the Supervisory Boarc May 2004 May 2008
OU Evans Holding Member of the Management Boal March 2005
OU Teet Konsult Member of the Management Boal February 2007
Frans Maas Estonia OU Member of the Management Boal November 1996 February 2005

(deleted from the register)
OU Merko Kaevandused Member of the Management BoalJanuary 2004  August 2007
OU EE Ressursid Member of the Management BoaiJanuary 1998  July 2003
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Jaan Mae

Mr. Jaan Mae (born in 1964) has graduated fromifralUniversity of Technology, his major being
industrial and civil engineering. Since 1997 upilutite Division Mr. Mae has worked for AS
Jarvevana as a site manager, project manager giscbdimanager; he has also served as a member
of the Management Board and, as of April 2006, aseanber of the Supervisory Board of AS
Jarvevana.

Information about the participation of Mr. M&e inramagement bodies during the last five years
(since July 2003) is presented in the table beldve positions listed exclude the participationhia t
management bodies of the Company and the Subsisliari

Entity Position Date of the Star Date of the End
AS Merko Grupp Chairman of the Supervisory Boa June 2007

E.L.L. Kinnisvara AS Member of the Supervisory Boarc April 2006

OU Tornimée Apartments  Member of the Management Boai May 2004 May 2008
Admirali Korterid OU Member of the Management Boal May 2002 January 2004
OU Unigate Member of the Management Boal March 2002 August 2006

Tdnu Toomik

Mr. Ténu Toomik (born in 1961) has graduated froailiin University of Technology, his major
being industrial and civil engineering. Mr. Toonstarted working for AS Jarvevana in 1993 as a
project manager and since 1997 up until the Diviserved as the chairman of the Management
Board, responsible for the management and developafi¢he activities of AS Jarvevana.

Information about the participation of Mr. Toomik iInanagement bodies during the last five years
(since July 2003) is presented in the table beldve positions listed exclude the participationhia t
management bodies of the Company and the Subsisliari

Entity Position Date of the Star Date of the End
E.L.L. Kinnisvara AS Member of the Supervisory Boarc August 1997

AS Unigate Member of the Supervisory Boarc May 2003

OU Tornimée Apartments  Member of the Supervisory Boarc May 2004 May 2008

AS K&P Ehitus Member of the Supervisory Boarc December 1997 August 2004
AS Remoluft Member of the Supervisory Boarc May 2004 June 2007

AS Telegrupp Member of the Supervisory Boarc July 2002 January 2006
Saue Auto AS member of the Supervisory Boarc May 2004 June 2005

AS Merko Grupp Member of the Management Boal September 199€

Normanni Linnagrupi AS Member of the Management Boal February 1998

Management Board

The Management Board manages the Company'’s dasipdss operations. Pursuant to the Division
Plan of AS Jarvevana, signed on 30.04.2008 andapgrby the General Meeting of Shareholders
on 03.06.2008, the Management Board consists ef fiembers whose authorization is valid for
three years as of the date of their appointment.

Mr. Tiit Roben is planned to be elected as the @man of the Management Board of the Company

and is expected to assume the position in SepteRis after his resignation from the management
board of E.L.L. Kinnisvara AS.

63



Name Position in the Company Business address

Tiit Roben Chairman, responsible for the management Jarvevana tee 9G, 113
development of the activities of the Compan Tallinn, Estonia

Veljo Viitmann Member, responsible for the preparation anc Jarvevana tee 9G, 113
budgeting of tenders for new projects Tallinn, Estonia

Alar Lagus Member, responsible for the Company’s Jarvevana tee 9G, 113

financial and managerial accounting and  Tallinn, Estonia
investor relations

Andres Agukas Member, responsible for the execution of  Jarvevana te®G, 1131¢
construction services Tallinn, Estonia
Tdnu Korts Member, responsible for the development Jarvevana tee 9G, 113

sector of residential and commercial areas Tallinn, Estonia

Tiit Roben

Mr. Tiit Roben (born in 1966) has graduated fronflifia University of Technology, his major being
industrial and civil engineering. Since 2005 upiluhe Division Mr. Roben served as a member of
the Management Board of AS E.L.L. Kinnisvara bemegponsible for the development of the
company. Mr. Roben has also previous experienc&ingrfor several construction companies,
including AS Jarvevana.

Information about the participation of Mr. Robennranagement bodies during the last five years
(since July 2003) is presented in the table beldve positions listed exclude the participationhia t
management bodies of the Company and the Subsisliari

Entity Position Date of the Star Date of the End
Viru Véljaku Arenduse AS  Member of the Supervisory Boarc October 2003

E.L.L. Kinnisvara AS Member of the Management Boai June 2005

Amistad Invest OU Member of the Management Boal February 2006

OU Sépruse Investeeringud Member of the Management Boal September 200€

Sopruse Arimaja OU Member of the Management Boal September 200€

OU Smuuli Kinnisvara Member of the Management Boal November 2000

SIA Tirdzniecibas Centras  Member of the Management Boai January 2006
Plesdkodale

SIA MKEE Member of the Management Boal January 2006

UAB Nekilnojamas Turtas  Member of the Management Boai December 2005

UAB Saltesta Member of the Management Boal December 2005

UAB Tivesta Member of the Management Boal October 2005

AS Viru Keskus Member of the Management Boal February 2003 October 2003

Veljo Viitmann

Mr. Veljo Viitmann (born in 1962) has graduatednfrahe Civil Engineering Faculty of Tallinn
University of Technology, his major being transpertgineering and bridges. Mr. Viitmann has
worked for AS Jarvevana since 1994 up until theigion.

Alar Lagus
Mr. Alar Lagus (born in 1969) has graduated from Tallinn University of Technology, his major

being public catering organization and technolatffer graduation Mr. Lagus worked for ten years
in different positions in Hansabank. Since 2004iapl the Division Mr. Lagus was responsible for
the financial and managerial accounting and invasfations of AS Jarvevana.
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Information about the participation of Mr. Lagusrmanagement bodies during the last five years
(since July 2003) is presented in the table beldve positions listed exclude the participationhia t
management bodies of the Company and the Subsisliari

Entity Position Date of the Star Date of the End
AS Insenerivorgud Member of the Supervisory Boarc May 2004 April 2005

AS Telegrupp Member of the Supervisory Boarc March 2004 June 2006

AS Merko Grupp Member of the Management Boai July 2007

OU Sépruse Investeeringud Member of the Management Boal September 200€

Andres Agukas
Mr. Andres Agukas (born in 1965) has graduated fiiiinn University of Technology, his major

being transport engineering. Mr. Agukas starteA$nJarvevana in 1998 as the first employee of the
civil engineering sector and served since 2005nij tihe Division as a member of the Management
Board of AS Jéarvevana.

Td6nu Korts

Mr. Ténu Korts (born in 1974) has graduated frondliia University of Technology, his major
being construction economy and management. Mr.skwdrked for AS Jarvevana since 1997 as a
site manager, project manager, project director dagion director, and since 2006 up until the
Division served as a member of the Management Bola#®b Jarvevana.

Information about the participation of Mr. Korts imanagement bodies during the last five years
(since July 2003) is presented in the table beldve positions listed exclude the participationhia t
management bodies of the Company and the Subsisliari

Entity Position Date of the Star Date of the End
OU Unigate Member of the Supervisory Boarc May 2006
Graali Vara OU Member of the Management Boal August 2005 August 2007

Declarations in Respect of the Management

To the best of the Company’s knowledge, none of ril@ambers of the Supervisory Board or
Management Board of the Company have been convioteglation to fraudulent offences for the
previous five years, nor were any of these pergonise same period associated with bankruptcies,
receiverships or liquidations in their capacitynesmbers of the management or supervisory bodies,
partners with unlimited liability, founders or senimanager. To the best of the Company’s
knowledge, no such persons were subject to angialffpublic incriminations and/or sanctions by
statutory or regulatory authorities (including dgsited professional bodies), nor have they been
disqualified by a court from acting as a membethaf administrative, management or supervisory
bodies of the Company or from acting in the manaagerr conduct of the affairs of the Company
for the previous five years.

Conflict of Interest

Some members of the Management of the Companybalsag to the management bodies of E.L.L.
Kinnisvara AS, as presented above. E.L.L. KinniavA6 and the Company are controlled by the
same person, AS Merko Grupp. From time to timeGbepany enters into transactions with E.L.L.
Kinnisvara AS, which might be a source for potdntianflicts of interest. The Company is of the
opinion that this risk of conflicts of interest ssifficiently handled as every transaction has to be
entered into on an arm’s-length basis. See “RelB&tly Transactions” for further information. The
Company is not aware of any other potential cotsflaf interest between the duties of the members
of its Supervisory Board or Management Board awit frivate interests or other duties.
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REMUNERATION AND BENEFITS

As the Company was established only recently, moureration and benefits were paid by the
Company to the members of its Supervisory Board Btahagement Board in 2007. As the
Company was formed in the course of the Divisiod8fJarvevana and on the basis of the Business
operated previously by AS Jarvevana and transfefn@d AS Jérvevana to the Company, the
following table provides the aggregate gross amaodirsalary and bonuses paid to the members of
the Management Board and Supervisory Board by ASevana for the financial year ended
31 December 2007:

In millions of EEK Total remuneration Salary Bonuses
Supervisory Board 7.0 1.8 5.2
Management Board 14.8 3.2 11.6

The remuneration for the Supervisory Board includeauneration paid for 2007 to Mr. Toomas
Annus, Mr. Jaan Mae and Mr. Teet Roopalu who weeemtiembers of the Supervisory Board of AS
Jarvevana in 2007.

The remuneration for the Management Board inclugesuneration paid for 2007 to Mr. T6nu
Toomik, Mr. Veljo Viitmann, Mr. Alar Lagus, Mr. Amés Agukas and Mr. Tonu Korts who were
the members of the Management Board of AS Jéarveva?@07.

The Company believes that the disclosure of pefmuaremuneration does not create additional
value and disturbs the privacy of the members @Management.

Upon premature termination or non-extension ofgterice contract and on the condition that the
members of the Management or Supervisory Board sbacompete with the Company, severance
pay shall be paid to the members of the ManagemmahtSupervisory Board equaling their twelve-
month basic remuneration. The Company does notiggany other pension, retirement or similar
benefits.
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BOARD PRACTICES

The Tenures

Position Start Date  End Date Start Date in the
same position in
AS Jarvevana
Teet Roopalu  Member of the Supervisory Boarc 30 April 2008 30 April 2011 12 April 2003

Jaan Mae Member of the Supervisory Boarc 30 April 2008 30 April 2011 19 May 2006
Tdnu Toomik  Member of the Supervisory Boarc 30 April 2008 30 April 2011 2 January 1997*
Tiit Roben Member of the Management Boal 30 April 2008 30 April 2011

Veljo Viitmann Member of the Management Boai 30 April 2008 30 April 2011 27 May 1997
Alar Lagus Member of the Management Boai 30 April 2008 30 April 2011 5 January 2004

Andres Agukas Member of the Management Boai 30 April 2008 30 April 2011 1 October 2005
Tdnu Korts Member of the Management Boal 30 April 2008 30 April 2011 25 May 2006

* The starting date on the Management Board of &8elana.

Upon premature termination or non-extension ofdéerice contract and on the condition that the
members of the Management or Supervisory Board sbacompete with the Company, severance
pay shall be paid to the members of the ManagemmethtSupervisory Board equaling the person’s
twelve-month salary.

The Company does not have any audit or remunerationmittees.

Corporate Governance

From 2006, the Corporate Governance Recommendatidrich lay down the general principles of
managing companies and treating of shareholdepdy &p the issuers of equity securities listed on
the Tallinn Stock Exchange. The application of Gerporate Governance Recommendations is
recommended for publicly traded companies, and coneg are free to decide whether to follow the
main recommendations or not. The Corporate Govemdecommendations are based on the
principle of comply or explainaccording to which a company must explain its dpamts and
activities with regard to those provisions whiclddes not follow.

The Company places great value on the equal tredtaiéts shareholders, the transparency of the
Company’s management processes as well as thbiligliaf its activities. The following is based
on the activities of AS Jarvevana, as the Compargs dhot have sufficient corporate history as of
the date of the Prospectus. However, the pract€esS Jarvevana will be applied also by the
Company. For technical, economic or other reasoaompany does not intend to follow some of
the principles of the Corporate Governance Recondiat@ms.

The Company’s highest governing body is the Genklaéting of Shareholders, the powers of
which are regulated by legislation and the articieassociation of the Company.

The Corporate Governance Recommendations requitentembers of the management board, the
chairman of the supervisory board and, if possitiembers of the supervisory board and at least
one of the auditors should participate in the Gaindeeting.

On behalf of the Company, the Chairman of the Manant Board and Chairman of the

Supervisory Board participate in the General Meptih AS Merko Ehitus, and if necessary, other
members of the Management and Supervisory Boaadsanlved. The Company does not consider
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the participation of all members of the Managen@mt Supervisory Boards in the General Meeting
to be necessary.

The Corporate Governance Recommendations requateatieast one-half of the members of the
supervisory board must be independent. If the sigmy board has an odd number of members,
there may be one independent member less thanuthbar of dependent members. According to
the recommendations, an independent member issarpaho has no such business, family or other
ties with the issuer, a company controlled by weuér, a controlling shareholder of the issuer, a
company belonging to the issuer’s group or a merobargoverning body of these companies, that
can affect their decisions by the existence of loxirdf interest.

The Supervisory Board of AS Merko Ehitus has threambers. Merko Ehitus does not have any
independent members of the Supervisory Board ngpétie definition of the Corporate Governance
Recommendations, as the members also participateeimork of the companies controlled by the
Company and in the Supervisory Boards of the Corwipaiontrolling shareholder. The members of
the Supervisory Board are elected on the basisi@f knowledge and experience in the field of
construction and real estate development. A pecudbature of the work procedures of the
Supervisory Board of Merko Ehitus is the fact tha members work full-time on the basis of
service contracts. Such a work procedure adds megmmess to the activities of the Group, ensures
better informativeness of the Supervisory Board altdgether enables more efficient supervision
over the activities of business units, which agpédised geographically and have diverse operations.

The Corporate Governance Recommendations alsoreethe disclosure of the remuneration of
each member of the management board on the congpameysite and in the Corporate Governance
Report, including the details about his/her badargaperformance related bonuses, severance
packages, and other financial benefits and bonuses.

The Management Board of AS Merko Ehitus has fivenivers. The activities of the members are
divided by areas of operation: general managenemistruction, development, technology, and

finance. The Chairman of the Management Board I¢laglsvork of the Management Board. The

members of the Management Board have entered hmme-year service contracts with the

Company. The Company discloses the total amourgrotineration and bonuses of the members of
the Management Board in the annual report, as lieves that the disclosure of personalised

remuneration does not create additional value astlirds the privacy of the members of the

Management Board.

In accordance with the Corporate Governance Recaowat®ns, the issuer must publish the
disclosure dates of information subject to disctesthroughout the year at the beginning of the
fiscal year in a separate notice, called the firdmalendar.

In disclosing information, AS Merko Ehitus follovise rules and regulations of the Tallinn Stock
Exchange and immediately discloses important in&diom regarding the Company’s activities to
the shareholders after obtaining reasonable assi@nto its correctness and making sure that the
disclosure of such information does not harm therests of the Company and its business partners.
Important information will be disclosed through theck exchange system and on the Company’s
website. During the year, Merko Ehitus will not jigb the dates for disclosing information, the so-
called financial calendar, because the disclosfinel@ble dates would incorporate an additional
time factor into the dates and endanger the tirastinof disclosures. Merko Ehitus publishes
important information regarding the Company aftee tend of the trading day and informs
shareholders about publishing interim financiatesteents and the annual report at least two days
prior to their disclosure.

Corporate Governance Recommendations require that issuer disclose the amount of
remuneration the issuer has paid or will pay toaheitor.

In electing the auditor, the Company considershbisindependence, competence, reliability and the
price of the service offered by him/her. The Comypaiil not publish the fees paid for the provision
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of auditing and consulting services, because suatihitees may significantly impair the Company’s
ability to obtain the service for a competitivegarin the future.

In other respects, the Company will consider ithpliance with the requirements of the Corporate
Governance Recommendations on a case-by-case Wakithe aim of achieving compliance to the
maximum extent practicable. The Company will anlyuadport to the shareholders as to the status
of its compliance with the recommendations in tleepOrate Governance Report. Such report will
be included in the annual report of the Company.
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EMPLOYEES

Number of Employees

Employees are one of the main assets of the Comp&hythe employment contracts of AS
Jarvevana were transferred to the Company in thesemf the Division, and therefore the following
is based on the information of AS Jarvevana Group.

In 2007, the number of AS Jarvevana Group’s emm@syiacreased by 218 people and, as at 31
December 2007, AS Jarvevana Group had 1,115 emgdoyihe gross wages and salaries of AS
Jarvevana Group’s employees totaled EEK 406.6 anillof which basic wages and salaries made
up 70.5% and bonuses 29.5%, or 46.3% more tha@df.2As compared to 2006, the number of AS
Jarvevana Group’s employees increased by 24.3%tendverage wages per employee grew by
17.7%. The number of employees of the parent coynpgedh Jarvevana was 399 at the year-end
2007, increasing by 29 people in a year. Gross svagel salaries paid to employees totaled EEK
177.3 million, for the annual growth of 40.6%, inding the growth of base wages of 36.2% and that
of bonuses of 48.3%.

The change in the number of employees is repredémthe chart below:

Changes in the number of employees of the group and the parent company

Number of employees at yearend
Parent company

B AS Jirvevana Group

Growth compared to previous year

O Parent company
O AS Jirvevana Group

2003 2004 2005 2006 2007

The following table represents the breakdown of leyges by geographic location as of the
specified dates:

Locatior 31 December 20( 31 December 20( 31 December 2005
Estonia 679 603 537
Latvia 281 186 155
Lithuania 155 108 70
TOTAL 1,11& 897 762

Most of the employment contracts have been condldde an indefinite term. As a rule the AS
Jarvevana Group companies do not employ temporapjogees.

Share Ownership and Acquisition of Shares

The member of the Supervisory Board of the Compadry, Tonu Toomik, has an indirect holding
in the Company through AS Merko Grupp, which owth9%3% of the share capital of the Company.
Mr. Toomik owns 12.61% of the shares of AS MerkaiGr.
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The member of the Management Board, Mr. Tiit Roleas an indirect holding in the Company
through Amistad Invest OU, which ownes 0.0085%hef share capital of the Company. Mr. Roben
has a 50% holding of Amistad Invest OU.

To the best of the Company’'s knowledge, no othembe¥s of the Supervisory Board and
Management Board or their close relatives own dayes of the Company.

Employee Participation Schemes

The Company does not have in place any arrangeiorintvolving the employees in its equity.
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MAJOR SHAREHOLDERS

The shareholders of public limited companies wislsees are admitted to trading on an Estonian or
European Economic Area Member State regulated rharkest notify about certain percentage
thresholds in their shareholdings according to Estonian Securities Market Act. In accordance
with 8§ 185(1) of the Estonian Securities Market ,Atte minimum threshold which requires the
notification is five percent of the interest in tb&pital or voting rights of the issuer, exercisétier
directly or indirectly, individually or together tii persons acting in concert. The list of the
Company’s major shareholders, as of 1 August 2@@fther with the amount of each such person’s
interest is provided in the table below.

Name of the shareholder Number of share Proportior
AS Merko Grupp 12,742,68! 71.99%
Skandinaviska Enskilda Banken Ab, clients 1,040,33- 5.88%
ING Luxembourg S.A., clients 963,37¢ 5.44%

The Company is being controlled by AS Merko Grugd& Merko Grupp is a public limited
company registered in the Estonian Commercial Regisnder registration code 10068039. The
registered office of AS Merko Grupp is Jarvevarma %, 11314 Tallinn. With the proportion of
65.32% of the holdings of AS Merko Grupp, the uliten controlling party is Mr. Toomas Annus.
Other shares of AS Merko Grupp are ultimately cafed by Mr. Tonu Toomik, a member of the
Supervisory Board of the Company, who controls 12a60f the shares of AS Merko Grupp; Mr.
Viktor Mdisja, who controls 8.56% of the sharesA&® Merko Grupp; Mr. Ott Kikkas, who controls
7.2% of the shares of AS Merko Grupp, and Mr. Uletséots, who controls 6.31% of the shares of
AS Merko Grupp.

None of the major shareholders of the Company ttiiferent voting rights compared to other
shareholders of the Company.

All transactions of the Company are concluded omrams’ length basis, which is in the opinion of
the Company sufficient to prevent transactions fialrto the interests of the Company. Further, in
accordance with the Articles of Association of @@mpany the consent of the Supervisory Board is
required for the conclusion of certain transactierseeding specified thresholds. For transactions
and limits thereof requiring consent of the Supsoxy Board see further “Additional Information —
The Company'’s Articles of Association — SupervisBoard”.

As of the date of the Prospectus, the Companyti@ware of any existing agreements between the

shareholders of the Company the operation of whialy at a subsequent date result in a change in
control over the Company.
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RELATED PARTY TRANSACTIONS

The Company and its subsidiaries are parties ttaicelagreements with related parties. The
following entities have been considered as relpsties:

parent company AS Merko Grupp;

shareholders of AS Merko Grupp with significantuleihce through AS Merko Grupp;
other shareholders of the Company with signifi¢gafitence;

other subsidiaries of AS Merko Grupp, so-called titegs controlled by the parent
company”;

associates and joint ventures;

key managers and their close relatives;

entities under control of persons mentioned above.

Significant influence, as referred to above, isspreed to exist when the person has more than 20%
of the voting power.

The most relevant and material of the recent andaing agreements with related parties are the
following:

1.

In the Division Plan, a loan in the amount of EUR8B,000 (approx. EEK 125,027,850)
was agreed upon between the Company and AS JamieVha interest for the first twelve
months has been fixed at 6%, henceforth the inteags is twelve months’ EURIBOR +
one percent. The lender, AS Jarvevana, is entittedeclare the loan principal or any
portion thereof rounded to EUR 500,000 (five huddtieousand) integer along with the
interest accumulated thereon immediately due apdyadble upon at least 30 (thirty) days’
advance notice. The terms and conditions of the &greed upon under the Division Plan
were specified in the cooperation agreement betweeompany and AS Jarvevana, dated
31 July 2008 (the “Cooperation Agreement”). Accagdto the Cooperation Agreement it is
further agreed that (a) AS Jarvevana is entitledetmand repayment of the principal of the
loan partially in the amount of EUR 500,000 durgagh year and in a higher amount if AS
Jarvevana fails to perform its obligations arisingm or related to the criminal case No
05913000055 and (b) the Company is entitled toy¢pa loan by giving aeast 6 months’
advance notice

In the Division Plan a put option and a call optiwere agreed upon. According to the put
option the Company has an obligation to acquirenfl&S Jarvevana certain properties for
the total consideration of EEK 100 million. Accardito the call option the company is
entitled to acquire from AS Jarvevana the sameggtigs for the total consideration of EEK
100 million. The terms and conditions of the putlarall options agreed upon in the
Division Plan were specified by the Cooperation éament. The Cooperation Agreement
specifies the term for the exercise of the call aot option, which is 3 years from the
execution of the Division Plan. The term for therise of the options has been agreed to
renew itself automatically for one year at a tiffterapassage of the initial 3-year term. The
automatic renewal of the term for the exerciseéhefdptions will terminate as of termination
of the criminal proceedings in the criminal case 0®13000055 by a court order or other
ruling that has entered into force. According te tbooperation Agreement AS Jarvevana
has the right to sell to the Company all or anyhaf properties at the negotiated price by
notifying the Company of its wish to exercise the pption at least thirty days in advance.
However, AS Jéarvevana is entitled to exercise its gption only if it has requested
repayment of the loan provided to AS Merko Ehitad @aeferred to in the Division Plan.
Further, the Company is entitled under the Coomraigreement to buy at any time from
AS Jéarvevana all or any of the properties by notgyAS Jarvevana of its wish to exercise
the call option at least thirty days in advancee Pnoperties subject to the agreement and
the option exercise prices have been presentdeifotlowing table:
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New

Cadastral reference Address Option exercise

property price per property

No.

152502

(in EEK)

19801:002:0962 Harku municipality, Tiskre Village, Kallastt 9,500,000
Il

13290401 78403:315:2670 Tallinn, Valukoja Str 26 21,000,000
13290501 78403:315:2680 Tallinn, Valukoja Str 24 28,000,000
13291001 78403:315:2730 Tallinn, Valukoja Str 35 4,500,000
18460801 78407:701:0177 Tallinn, Tendre Str 55 37,000,001
Total exercise price of options (in EEK): 100,000,002

3.

On 2 May 2008, AS Jarvevana transferred the 1008&6esiolding in the company OU
Karulaugu Kinnisvara (registry code 11034491) tb.E. Kinnisvara AS, a subsidiary of
AS Merko Grupp. The sale price of the transacti@s \EEK 42 million, from which EEK
4.12 million, the balance of the company’s finahahligations and current assets, were
deducted. The entire sales price was paid to ther sgon transfer of the shares.

On 17 March 2008, AS Jarvevana sold the propeitidRiga, at Skantes Street 25 (gross
area 6,028 R), Skantes Street 26 (gross area 6,58B8and Skantes Street 27 (gross area
7,084 nf), to E.L.L. Kinnisvara AS, a subsidiary of AS MeriGrupp. The total sales price
was EEK 142,457,646 (EUR 9,102,725) without VAT.

On 28 December 2007, AS Jarvevana sold the propeifallinn, Péhja pst. 37, to E.L.L.
Kinnisvara AS, a subsidiary of AS Merko Grupp. Téaes price of the transaction was
EEK 58.5 million without VAT. Subject to the totabnstruction capacity to be established
by the detailed plan for the property as well a&ekpenses related to the liquidation of the
environmental pollution, an additional sales psball be paid up to the amount of EEK 6.5
million.

On 12 March 2007, AS Jarvevana and OU Linnamaaikwana, a subsidiary of AS Merko
Grupp, concluded an appendix to a constructionraotitand as a result an office building
(gross area 15,761%nand a multi-storey car park (gross area 10,2f#imTallinn, at
Parnu road 141 will be built. The price of the cant is EEK 321,600,460 without VAT,
and the completion time for the work is set for Rmber 2008.

On 29 December 2006, AS Jarvevana sold its 100%elsblaing in the company OU
Rannamdisa Kinnisvara (registry code 10677241).toLE Kinnisvara AS, a subsidiary of
AS Merko Grupp. The sales price was establisheBEK 35 million, from which the
balance of company’s financial obligations and entrassets was deducted. AS Jarvevana
made a profit in the amount of EEK 23.75 million asresult of the transaction.
Additionally, according to the contract, the buyes obligated to order the construction on
the plot from AS Jarvevana. At the date of thedamtion OU Rannamdisa Kinnisvara and
AS Jarvevana had a valid loan agreement, accotdimghich OU Rannamdisa Kinnisvara
owed to AS Jarvevana EEK 2.76 million.

On 13 November 2006, AS Jarvevana and OU Sdpruseafs, a subsidiary of AS Merko

Grupp, concluded an appendix to a constructionraotfor the construction of an office
building in Tallinn, at SGpruse pst. 145. The prafethe contract was EEK 253,919,553
without VAT.

On 29 September 2006, SIA Merks, a subsidiary of J8/evana, and SIA MKEE, a
subsidiary of AS Merko Grupp, concluded a constanctcontract for the building of
furniture store in Riga, at Jaunmoku Street 12 {grarea 28,000 I The price of the
contract was EEK 266,441,000 (LVL 12,007,256) withgAT.

74



10. On 23 March 2006, UAB Merko Statyba, a subsidignA8 Jarvevana, and UAB Saltesta,
a subsidiary of AS Merko Grupp, concluded a comsion contract for the building of a
shopping centre in Vilnius, at SaltoniSkiu 9. Theicp of the contract was EEK
1,055,490,000 (LTL 233,000,000) without VAT.

11. On 30 January 2006 a construction contract condilidéween SIA Merks, a subsidiary of
AS Jarvevana, and SIA Zeltini M, a subsidiary of M8&rko Grupp, was enforced for the
construction of a seven-storey office building ilg& at Hospitalu’ street. The price of the
contract was approx. EEK 216,037,259 (LVL 9,735)794

12. On 18 November 2005, AS Jarvevana and OU Veeikybsidiary of AS Merko Grupp,
concluded a contract for design and constructiomksvaf the Nordic Hotel Forum in
Tallinn, at Narva street 1A/ Viru valjak 2A. Theiqge of the contract was EEK 237,651,091
without VAT.

13.0n 8 July 2005, AS Jarvevana transferred its 1008areholding in OU Merko
Kaevandused (registry code 10540989) to AS Merkap@r The sale price of the
transaction was EEK 5.1 million.

The Company and its subsidiaries have also exeaaeeral other intra-group transactions, such as
for the purchase or rendering of construction sewi real estate transactions, loan agreements,
guarantees and other agreements. For additiormhiation regarding related party transactions and
balances concerning the Business transferred fr@mld&vevana to the Company in the course of
the Division, see Note 6 to the un-audited consddid condensed interim financial information of
AS Jéarvevana Group for the three months ended 3fchivia008, Note 34 to the consolidated
financial statements of AS Jarvevana Group foryis ended 31 December 2007, Note 34 to the
consolidated financial statements of AS Jarvevarmifsfor the year ended 31 December 2006 and
Note 35 to the consolidated financial statementA8fJarvevana Group for the year ended 31
December 2005. The Management believes that dleofbove agreements have been entered into
on an arm’s length basis.

75



FINANCIAL INFORMATION CONCERNING THE ISSUER’'S ASSET S AND
LIABILITIES, FINANCIAL POSITION AND PROFITS AND LOS SES

Historical Financial Information

The un-audited pro forma financial information dnistorical financial information of the Company
is presented in the Annexes to this ProspectussPleee “Index to Financial Information” on page
102. There has not been any significant changleerGroup’s financial or trading position since the
end of the financial period for which the auditadahcial information and interim financial
information has been published.

Dividends and Dividend Policy

The shares of the Company will grant the right &hare of the Company’s profit as of entry of the
Division in the commercial register of the seathef Company.

The Company does not have an official dividendqyplbut the practice of AS Jarvevana has been
that 20% of annual profits is disbursed for dividgrayment.

The Company cannot assure that dividends will bd pathe future or if dividends are paid, how
much they will amount to. The declaration and payirtey the Company of any future dividends
and the amount thereof will depend on the Compamgslts of operations, financial condition, cash
requirements, future prospects, profits availalole distribution and other factors deemed by the
Management Board to be relevant at the time. Maeahe Management Board merely makes a
proposal for the amount of dividends to be distéblu The Supervisory Board has the right to
amend such proposal and the proposal is ultimatelipe approved by the General Meeting of
Shareholders. For more details on the procedureeguaatory restrictions relating to the payment
of dividends, see “Additional Information- Shareteis Rights- Dividends and Other Distributions”.

Due to the fact that the Company was establishédrenently, it has not yet paid dividends. As the
Company was formed in the course of the Divisiod8fJarvevana and on the basis of the Business
operated previously by AS Jarvevana and transfefmeeh AS Jarvevana to the Company, an
overview of the dividends paid by AS Jarvevanaeiehy given.

The table below shows dividends on shares thatéh®&vana has declared and paid since 2005. The
General Meeting of the Shareholders of AS Jarvewgmaoved the proposal not to pay dividends
for the financial year 2007. Dividends paid histatly are not representative of dividends to bel pai
in the future:

2007 200¢€ 200¢
Total amount of dividends paid out 123,90( 88,50( 57,52¢
(in EEK thousand)
Number of shares 17,700,00! 17,700,001 8,850,000
Dividend per share (in EEK) 7.0 5.0 6.5

As to the tax considerations applicable to dividerse “Taxation — Taxation of Dividends”.

Legal and Arbitration Proceedings

On 15 October 2007, the Prosecutors’ Office laudcB8eiminal Proceedings (criminal case No.
05913000055) against AS Jarvevana and Chairman $fJ&vevana’s Supervisory Board Mr
Toomas Annus, suspected of bribery and misuseusf tegarding the land swap transactions. The
substance of suspicions is incomprehensible toridlw@agement of AS Jarvevana, as the activities of
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AS Jarvevana and its governing bodies have alwags lappropriate and in compliance with the

laws of the Republic of Estonia. The managememi®fJarvevana estimated that the restructuring
of AS Jarvevana by means of division was the bagtt@ ensure its sustainable development and to
protect the interests of shareholders and employette long-lasting Criminal Proceedings related

to the land swap transactions. See further “Risktdfa — Risks Related to the Company’s Business
— Risk Relating to the Division of AS Jarvevana”
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ADDITIONAL INFORMATION

Share Capital

The current registered share capital of the CompianEK 177,000,000. It is divided into
17,700,000 ordinary shares with a par value of BEBKThe Company does not have any classes of
shares other than ordinary shares and does notroptate the issue of any shares of such other
classes. Upon Division the share capital of the gamy has been fully paid by a non-monetary
contribution (i.e. the Business).

The Shares have been issued under the laws ofgpebiRc of Estonia and registered in book-entry
form in the Estonian Central Registry of Securifj@as maintained by AS Eesti Vaartpaberikeskus,
address Tartu mnt 2, 10145 Tallinn) under ISIN HEZB8328.

No shares are held by or on behalf of the Comptselfior by subsidiaries of the Company. No
convertible securities, exchangeable securitieseourities with warrants are outstanding; likewise,
there are no outstanding acquisition rights or uwadténgs to increase share capital. No put or call
options are outstanding with respect to the shafrasy Group company.

The share capital of the Company has not beendsetkor decreased since the incorporation of the
Company in the course of the Division.

The Company’s Articles of Association

The main objective of the Company is to gain prisbim its business activities (i.e. construction of
commercial and other buildings). The principal &tti of the Company is entered into the
Commercial Register on the basis of the informatimvided by the Company.

Pursuant to the Estonian Commercial Code of 1986 (€C"), the Articles of Association must

above all include provisions regarding the numbemembers in the Management Board and
Supervisory Board and if necessary, also the spatidns for the right of representation of the
members of the Management Board. In addition, ttielas of Association may specify the specific
work procedure of the Management Board, term oftele of the Management and Supervisory
Board members, transactions for conclusion of whiok consent of the Supervisory Board is
required and such other issues which are not iflicowith the law.

To summarize, the Articles of Association includhe tfollowing provisions with respect to the
Supervisory Board and Management Board:

Supervisory Board

According to the Articles of Association of the Coamy, the Supervisory Board plans the activities
of the Company, organizes the management of thep@oynand supervises the activities of the
Management Board. The Supervisory Board reportshto General Meeting of Shareholders.
According to the Articles of Association and the n@oercial Code, the Supervisory Board’'s
functions also include the following:

appointment and removal of members of the ManageBeard and procurators;

approving and amending the Company’s overall sjsate

approval of the annual budget;

review of the annual report prepared by the ManageBoard;

determination of agendas of general meetings;

approval of transactions between the Company andbess of its Management Board and
decisions regarding taking action against membgtBeoManagement Board, and appointing
a representative for the Company in such actidnaoisaction;

) approval of transactions outside the ordinary aofdbusiness of the Company.
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Consent of the Supervisory Board is required by k@nagement Board for conclusion of
transactions which bring about:

o conclusion of a transaction, including signing afamtract or agreement and placement of an
offer, if the total value of the transaction or sitaneous transactions exceeds EUR
10,000,000 (ten million); or

o assumption of a loan or signing of a leasing agesdnm the sum exceeding EUR 1,000,000
(one million); or

o granting of a loan, securing of a debt, acquisittba claim or taking over of a debt in the sum
exceeding EUR 200,000 (two hundred thousand); or

) making of an investment in, or acquisition or dsgloof, fixed assets beyond the annual
budget, if the total value of the transaction onidianeous transactions exceeds EUR 200,000
(two hundred thousand); or

) acquisition or transfer of an immovable or registeimmovable, if conclusion of such a
transaction has not been prescribed by a businless gu if the value of the transaction
exceeds EUR 200,000 (two hundred thousand); or

) the acquisition, transfer or dissolution of a compaor

o the foundation or closure of foreign branches

The Supervisory Board has three to five membeisedefor a term of three years. The members of
the Supervisory Board elect a chairman from ambegiselves, who organizes the activities of the
Supervisory Board.

Management Board

According to the Articles of Association, the Maeagent Board is a directing body of the
Company, which represents and directs the Comparaccordance with the lawful orders of the
Supervisory Board.See “Estonian Securities Market - Estonian Company LawCorporate
Governance” for further information on the dutiéste Management Board.

The Management Board has three to six membersChiagrman being elected by the Supervisory
Board. The members of the Management Board aré&eéléar a term of three years.

Shareholders Rights
General Meetings of Shareholders

Shareholders exercise their power to decide onocatp matters at the general meetings of
shareholders. The general meeting of shareholdersiders, among other things, the annual report
and the distribution of profits.

Resolutions may be adopted at either annual oa@xdinary general meetings. In accordance with
the Commercial Code, an annual general meetindghafetolders must be held within six months
after the end of a financial year, at the latesindal general meetings are held once a year. The
Management Board can convene an extraordinary genegeting of shareholders whenever it
deems it appropriate. In addition, the Managemesdr8 must convene an extraordinary general
meeting when it is required by the Commercial C@ide example, if the company’s equity capital
falls below the minimum level required by law) amthen the Supervisory Board, the auditor or
shareholders representing at least one-tenth o$tiaee capital of the company request so). If the
Management Board fails to convene an extraordig@nyeral meeting within one month after the
receipt of such a request, the shareholders, tiper@isory Board or the auditor are entitled to
convene an extraordinary general meeting themselves

Notices to convene an annual general meeting akebblders must be given no later than three

weeks prior to the meeting, and notices to conwdeaordinary general meetings of shareholders
must be given no later than one week before thetingeelThe Management Board will send the
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notice calling a general meeting by registeredegular post, facsimile transmission or email to all
shareholders holding registered shares. The noticst be sent to the address specified in the share
register of the Company as maintained in the EAR®e Company is aware or should be aware
that the address of a shareholder is different ftbenone entered in the share register, the notice
must be sent also to such address. However, i€tdmpany has more than 50 shareholders, notices
need not be sent to shareholders but may be pellishat least one national daily newspaper in
Estonia. General meetings must be held at thedelie Company (i.e. within the administrative
territory of the Tallinn city).

The Supervisory Board normally sets the agendather general meeting of shareholders. If,
however, the shareholders or the auditor call &ggrmmeeting of shareholders, they also set the
agenda for it. The Management Board or one or rebegeholders whose shares represent at least
one-tenth of the share capital of the Company atilezl to request items be included on the agenda
for a general meeting of shareholders. If, uponveaing a general meeting of shareholders, the
requirements of law or the Articles of Associatlave been breached, no decision may be adopted
at the meeting unless all shareholders participatee represented at the meeting.

In order to have the right to attend and vote g¢reral meeting of shareholders, a shareholder must
be registered in the shareholders’ register oncthieoff date ten days before the meeting. Voting
rights may not be exercised by a shareholder whbaees are registered in the name of a nominee
unless the nominee account holder has given a pofnatorney to the shareholder.

The General Meeting may adopt resolutions if oves-balf of the votes represented by shares are
present. If the votes specified in this article i@ represented at the general meeting, the
Management Board will, within three weeks but redier than in seven days, call another meeting
with the same agenda. The new general meetingmpet@nt to adopt resolutions regardless of the
votes represented at the meeting.

Voting Rights

The Company has one class of shares with a nowitha¢ of EEK 10 each. Each share entitles the
holder to one vote. A shareholder may attend anel aba general meeting of shareholders in person
or by proxy. At a general meeting of shareholdegsplutions generally require the approval of a
majority of the votes represented at the meetirmyvéVer, certain resolutions, such as amending the
Articles of Association, increasing or decreasing share capital and, in certain cases, resolutions
relating to a merger, division, reorganisation iguidation of the company, require a majority of
two-thirds of the votes represented at the germaeting of shareholders. Any issuance of new
shares disapplying the existing shareholders’ pnptive subscription rights requires a majority of
at least three-quarters of the votes representir aheeting. Creating a new class of shares eguir
an amendment of the articles of association witlvathirds majority of votes represented at the
meeting. According to Estonian law, the rights@itag to any class of shares may be amended only
by a decision of the general meeting of sharehslddrich is supported by a qualified majority of
four-fifths of all votes attaching to the shareshed Company and nineteenths of all the sharetwlder
who own shares affected by the amendment.

Dividends and Other Distributions

The General Meeting of Shareholders authorizes piagment of dividends on the terms and

conditions set out in the profit distribution pragad presented by the Management Board. The
Supervisory Board has the right to make changebegroposal of the Management Board before
submission to the General Meeting. Dividends, if,@hould be paid in cash or, if the shareholders
consent, in kind.

The shareholders decide annually the dividend atanch procedure of payment on the basis of the
approved annual report. Dividends may only be paidfrom net profit or undistributed profit from

previous financial years from which uncovered lssfem previous years have been deducted.
Dividends may not be paid to the shareholderseafrtat assets of the Company, as recorded in the
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approved annual report of the previous financiaryare less than or would be less than the tétal o
share capital and reserves, which, pursuant toicambé law, may not be distributed to the
shareholders. Dividends of companies listed onTdlénn Stock Exchange are paid only to those
shareholders (or their nominees) who are entereth@list of shareholders (shareholders’ register)
as maintained in the ECRS on the respective redatel The Tallinn Stock Exchange Rules provide
that a listed company is required to disclose miation about closing the list of shareholders (iixi
the record date) at least nine trading days bettoeerecord date. If a general meeting adopts a
resolution that relates to rights attached to tmeres (for example, the declaration of payment of
dividends), the record date may not be fixed ag¢antier date than ten trading days after the dhte o
the relevant general meeting. All the shares of @mmpany are registered with the Estonian
Commercial Register and grant the same rights witfard to dividends and other distributions of
the Company (including distribution of assets ia #vent of dissolution).

Pre-emptive Subscription Rights

Under Estonian law, existing shareholders of liohiiability companies have pre-emptive rights to
subscribe for new shares in the company, in pragotb their existing shareholding. A resolution
waiving pre-emptive rights must be approved byeast three-fourths of all votes represented at the
general meeting of shareholders.

Right to Acquire Own Shares

A public limited company is entitled to acquire d@&n shares only if the following conditions are
met:

(i) the acquisition occurs within one year aftee tidoption of a resolution of the general meeting
which specifies the conditions and term for theuggitjion and the price to be paid for the shares;

(i) the sum of the nominal value of the shareslhml the company does not exceed one-tenth of its
share capital; and

(i) the shares are paid for from assets excludirggshare capital, reserve capital and premium.

However, a public limited company may acquire hares by inheritance or by a resolution of the
supervisory board without requiring a resolutiontioé general meeting if the acquisition of the
shares is necessary to prevent significant damagthd company. The shareholders must be
informed of the circumstances of the acquisitiortitef company’s own shares at the next general
meeting of shareholders. In any event, a publigddidhcompany, which has acquired its own shares,
must transfer those shares within one year fromdttte on which they were acquired. In the event
that the public limited company acquires its owarsl in violation of the law, such shares must be
disposed of or cancelled (by decreasing the stapiat) within three months of acquisition. In the
event that the shares acquired contribute to muaea bne-tenth of the share capital, such excess
shares must be disposed of within six months af #euisition.

The rules regarding acquisition of a company’s @hiares are also applied to the acquisition of a
parent company’s shares by the subsidiaries. Iretieat that a subsidiary acquires the shares of its
parent company, the parent company shall be redasi¢he acquiring party.

Pledge of Shares

A registered share may be pledged. A share encunodtaansaction must be in writing.

Transfer of Shares

The registered shares are freely transferable. thamsfer of shares to third parties the sharehslde
have no right of pre-emption.

Disclosure of Shareholdings
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Pursuant to the Commercial Code, the ManagementdBigarequired to submit to the Estonian
Commercial Register, together with the approvediahreport, a proposal for profit distribution and
an auditors’ report, a list of shareholders holdingre than 10% of the votes as of the date of the
approval of the annual report by the general mgedfrshareholders.

See “Estonian Securities Market - Tallinn Stock l&amge and the Estonian Securities Market-

Estonian Central Registry of Securities and Regfistn of Shares” for a description of other
instances when information concerning the sharehslid accessible to the public.
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MATERIAL CONTRACTS

The following provides a summary of material coatsa other than contracts entered into in the
ordinary course of business, to which the Compangny member of the Group is a party, for the
two years preceding the publication of the Progpmect

In the Division Plan a put option and a call optiware agreed. According to the put option the
Company has an obligation to acquire from AS Jémav certain properties for the total
consideration of EEK 100,000,000. According to tial option the company is entitled to acquire
from AS Jarvevana the same properties for the tmiabideration of EEK 100,000,000. For more
information see “Related Party Transactions”.

On 11 December 2006 SIA Merks, a Latvian subsididrthe Company (then the subsidiary of AS

Jarvevana) disposed of the shareholding in SIA AfRRiga for EUR 17,610 thousand (EEK 275,597
thousand). For a more precise overview of the Si#nd Riga contract please see “Business
Overview-Exceptional Factors”.
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DOCUMENTS ON DISPLAY

For the period of validity of this Prospectus, gmnual reports of AS Jarvevana (formerly AS Merko
Ehitus) for the financial years ended 31 Decem@522006 and 2007; the un-audited consolidated
condensed interim financial report of AS Jarvevimahe three month period ended 31 March 2008
and the Articles of Association of the Company available at its head office located at Jarvevana
tee 9G, Tallinn, Estonia and on the Company’s wiel{giww.merko.ee) as well as on the website of
the Tallinn Stock Exchange. Any interested partyy nobtain a copy of these items from the
Company without charge. References to the Companglssite in this Prospectus should not be
deemed to incorporate the information on the Comigamebsite by reference.
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INFORMATION ON HOLDINGS

In addition to the entities described in sectiomg@nizational Structure” the Company
also has holdings in other undertakings as preddogow:

Shareholding

and voting

rights as of

31.12.2007

% Location Area of operation

Associate of AS Merko Ehitus
AS Tartu Maja Betoontooted 25 Tartu concrete elements
Joint ventures of AS Merko
Ehitus
Normanni Linnagrupi AS 50 Tallinn construction
OU Unigate 50 Tallinn real estate
Joint ventures of SIA Merks
PS Merks Terbe Lat 50 Republic of Latvia, Riga construction
SIA Zakusala Estates 50 Republic of Latvia, Riga real estate
Joint venture of AS Merko Tartu
OU Kortermaja 50 Tartu real estate
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ESTONIAN SECURITIES MARKET

Estonian Company Law

The following is a brief overview of the provisions Estonian legislation regulating the legal statu
and management of public limited companies. Théofiohg summary does not constitute an
exhaustive description of the subject matter. bdsed on the laws of Estonia as in force on the da
of this Prospectus and is subject to changes assu@trof any future amendments to Estonian
legislation.

Introduction

Estonian law recognizes two basic forms of limitébility companies; (i) a private limited
company ¢saiihing abbreviationOU) and (ii) a public limited companyaktsiaselts abbreviation
AS). Shareholders in either form are generally petsonally liable for the obligations of the
companies. The two company forms mainly differhigit requirements for capital and management
structures. Public limited companies have greadgital requirements and can issue more classes of
shares than private limited companies and are medjub register their shares with the Estonian
Central Registry of Securitie€ésti vaartpaberite keskregisje(‘ECRS”). ECRS maintains the
share registers of companies and records all thee sransactions.

Under Estonian law, essential details about comialerendertakings must be entered in the
Commercial Register, and a company acquires legphaity when it has been entered in the
Register. Accordingly, a company organized undetoriian law must be registered with the

Commercial Register. Commercial Registers are kgpthe courts of first instance and they are
attached to the Real Estate Registers. The regjiaterkept in Estonian and all documents in other
languages must be submitted with a certified tetitsl.

The minimum share capital required for incorpomgt@npublic limited company is EEK 400,000. A
public limited company’s share capital must beyfylhid up when it is registered in the Commercial
Register. Shares must be paid up in cash unlesothpany’s articles of association allow payment
by means of a non-monetary contribution. An auditmrst audit the valuation of a non-monetary
contribution and must present an opinion on whetter contribution meets the requirements
specified by law. An opinion of an auditor muster alia include an assessment whether the value
of the non-monetary contribution corresponds tortbminal value and issue premium of the share
paid for by the non-monetary contribution. The slkaof public limited companies must have a
nominal value of EEK 10 each or a full multiple thef. Shares are freely transferable, but the
company'’s articles of association may grant theedt@ders a right of first refusal. Dividends must
be distributed to the holders of shares of the saasspro rata, based upon the nominal value of
the shares held by each shareholder. Public lintdpanies may also issue non-voting shares,
which grant a preferential right to receive dividenand to participate in the distribution of the
remaining assets of the company upon dissoluticefépred shares). The sum of the nominal values
of preferred shares must not be greater than areeahthe share capital.

Corporate Governance

The management board, supervisory board and gemerting of shareholders are responsible for
the corporate governance and management of a plitbiied company. The general meeting of
shareholders is the highest authority in a pubtiutéd company and makes the most important
decisions in the company, such as amending thelemtof association, increasing and reducing
share capital, electing members of the supervidooard, approving the annual report and
distributing profit.

A public limited company incorporated in Estoniashbave a two-tier management structure, with
a supervisory board and a management board. Theagearent board is an executive body
responsible for the day-to-day management of timepamy, and it represents the company towards
third parties, such as entering into contractst®téhalf. A member of the management board must
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be elected for a specified term of three yearsagnilee articles of association prescribe another te
which must not be longer than five years. Membérmh® management board have a fiduciary duty
of loyalty and due diligence, and must preservebtisness secrets of the company. Members of the
management board may not serve as members of etimgrebody of another company which
operates in the same area of activity as the puiolited company, without the consent of the
supervisory board, unless the companies belongegsame group of companies. The management
board must follow the instructions of the supersisboard, provided that they do not breach the
law. At least one-half of the management board nemin a public limited company must be
residents of Member States of the European Econd¥méa or Switzerland. Members of the
management board may not simultaneously serve aters of the supervisory board of the same
company.

Whilst most Estonian listed companies have a manageboard comprising several members, the
law also allows a management board comprising onky person who acts as the chief executive
officer of the company.

The supervisory board is responsible for supergidime activities of the management board,
devising business plans and generally organiziegrihnagement of the company. The supervisory
board must have at least three members. The ganesding of shareholders elects and appoints the
supervisory board for a period of five years, uslasshorter period is prescribed in the articles of
association. The supervisory board reports to teeal meeting of shareholders. There are no
residency or nationality requirements for the memml# the supervisory board. A member of the
supervisory board may not simultaneously serve mgmber of the management board of the same
company or any of its subsidiaries.

Members of the management board and supervisorsddtave a number of general obligations
towards the company, including a fiduciary dutyl@falty, acting with due diligence, performing
their duties with sufficient skill and in a manrmmensurate with their knowledge and abilities,
and acting to maximize the benefit of the compamy prevent losses in the company. Members of
the supervisory board and management board mustninthe company about any conflicts of
interest and other material facts related to thfopmance of their duties. Members of the
supervisory board and management board are subjectstrict confidentiality obligation for any
information that they may learn in connection vilttle discharge of their duties. This confidentiality
applies to the company’s business and trade seamdtsiny other information that the company has
a legitimate interest to keep confidential. To éxéent necessary to protect the company’s interests
the confidentiality obligation continues even aftile member of the management board or
supervisory board no longer serves in that positixteptions to the confidentiality obligation a&ris
where the company authorizes the disclosure orevités required by law. Unauthorized disclosure
of business secrets may result in criminal sanstion

Pursuant to the Estonian Commercial Code, a puislited company is required to engage an
auditor who is appointed by the general meetingsbéreholders. The general meeting of
shareholders must also determine the principleeewfuneration of the company’s auditors. The
auditors may be appointed for a specified termooraf single audit. A public limited company is
required to have its financial statements audited.

After the end of the financial year, the managentsdrd prepares the financial statements and
management report and presents them to the additaudit. The management board presents the
annual report (comprising the financial statememts management report) and the auditor’s report
and a proposal regarding distribution of profitthe general meeting of shareholders for approval.
The shareholders whose shares represent at leasemih of the share capital may demand that the
auditor who prepared the auditor's report partieipa the making of the decision to approve the
annual report, and provide explanations concerrirgy auditor's report. Such request must be
submitted to the company in writing at least fivaysl before the general meeting of shareholders.
No later than six months after the end of the faianyear, the approved annual report, the auditor’

report and the proposal regarding distribution wffip (if any) must be filed with the Commercial

Register. The Rules of the Tallinn Stock Excharf§é&E”) provide that the audited annual report
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has to be made public immediately after its apdrbyahe supervisory board but not later than four
months after the end of the accounting period. Minshareholders in a public limited company
have the right to require an extraordinary audit,tbey are not entitled to investigate the comfmny

books or records. Every shareholder has the rightdeive information in regard to the activitiés o

the company from the management board at the demereting of shareholders. However, the
management board may refuse to disclose informédtisach disclosure might seriously harm the
interests of the company.

The protection of minority shareholders includeapag other things, the right of shareholders with
shares representing at least one-tenth of the stegétal to (i) demand the convening of an

extraordinary meeting of the shareholders, (ii)rsitban application to the court demanding a
dismissal of a member of the supervisory boarg, réiquest an extraordinary audit (which would

have to be approved by the simple majority of vod¢sa duly convened general meeting of
shareholders), (iv) require certain issues to lduded in the agenda of the general meeting of
shareholders, (v) demand a meeting of the supewlsmard, and (vi) prevent modifications to the

rights of certain types of shares.

The Commercial Code provides that a shareholdersetshares, together with the shares of its
parent undertaking and its subsidiaries, represteieast 90 % of the share capital of a publictéehi
company, can make an offer to acquire the shar&k the the minority shareholders for a fair
monetary compensation. Such an offer will be prieskto the general meeting of shareholders, and
if at least 95% of all the votes attaching to tbenpany’s shares vote in favor, it will be binding o
all shareholders.

The Rules of the TSE impose a number of additiogstrictions and limitations on the supervisory
board and management board of a company listetei $E. Most of these restrictions apply to a
company from the moment when it submits its apfibbcefor listing of its shares on the TSE.

Tallinn Stock Exchange and the Estonian SecuritieMarket

The TSE and the Estonian Central Securities DepgsiAS Eesti VaartpaberikesRUSECSD”) are
the two leading securities market infrastructureerapors in Estonia. Set out below is a brief
overview of the information concerning the Estonigegulated securities market and certain
provisions of Estonian law and current securitiesrkat regulations in effect on the date of this
Prospectus. The summary is based on Estonian lagvsecurities market regulations and publicly
available information on NASDAQ OMX Group, the pripal shareholder of the company
operating the TSE.

Tallinn Stock Exchange

The TSE is the only stock exchange operating iroriiat It is operated by AS Tallinna Bors, a
public limited company whose principal shareholdgeNASDAQ OMX Group through the OMX
Nordic Exchanges Group QY. The latter is also tbetwlling owner of the operators of the
Copenhagen Stock Exchange, the Stockholm Stockdigeh the Helsinki Stock Exchange, the
Iceland Stock Exchange, the Riga Stock Exchangdlenifilnius Stock Exchange. The TSE is also
a member of NOREX, an alliance of Nordic and Ba#tfock exchanges all using the SAXESS
trading system.

The TSE is a self-regulated organization, issuing anforcing its own rules and regulations
consistent with standard exchange operating proesdbut is licensed and supervised by the
Estonian Financial Supervision Authority (“EFSAThe TSE Rules are established by AS Tallinna
Bors, the operator of the TSE, in order to enstee regular and lawful operation of the stock
exchange. The operator may unilaterally amend 8i Rules, though the EFSA must approve such
amendments. The rules and regulations of the T§&ate the listing of securities and trading in
them on the TSE and the performance of the obtigatiarising from securities transactions
performed on the TSE. The TSE Rules are establibhatie Management Board of the TSE. The
Rules are binding on the members of the TSE, amdsBuers whose securities are listed on the TSE
or admitted to trading on the Secondary List whgch separate market regulated by the TSE.
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The activities of, and trading on, the TSE are ectbjto two tiers of regulation. Laws and
government regulations comprise the basic regyldmamework, which is then supplemented by
the TSE Rules. The principal laws governing thevaids of, and trading on, the TSE are the
Estonian Securities Market Act and the Estoniant@eRegistry of Securities Act.

Estonian Central Registry of Securities and Regation of Shares

The Estonian Central Registry of Securities (“‘ECRiIS"a public register establishedter alia for

the registration and maintenance of shares, deljablbbns and other securities stipulated in the
Estonian Central Registry of Securities Act, andngiactions executed with such securities
(including pledges). The ECRS is operated by th8 BECThe ECSD is organized as a public limited
company, and all of its shares are fully ownedh®yTSE’s operator AS Tallinna Bors. The ECSD’s
primary functions include clearing and settlingsi#iies transactions, maintaining records of share
ownership and pledges, and providing securitiestedl services to issuers and investors. The ECSD
is the responsible body for the only securitieesgent system (SSS) in Estonia, which settleskstoc
exchanges and over-the-counter trades. Eesti Petskaa a settlement bank of the netted cash
position of the participants in the SSS.

All shares listed and traded on the TSE must béstexgd in the ECRS or another register of
securities if it is approved by the TSE. No shagificates are issued with respect to the regisiter
shares. Shares are registered in the ECRS in bhttokferm and are held in dematerialized form in
the respective shareholders’ electronic securiiesounts opened in the ECRS. Therefore, all
transactions involving shares listed on the TSEtrhasrecorded on the ECRS’ electronic database
by account operators and are cleared and settledgh the ECSD. The rights attached to the shares
are deemed to belong to the persons who are regfisées the shareholders in the share register of
the issuer maintained by the ECSD.

The public has access to certain basic informadimh has the right to obtain extracts and transcript
of documents from the ECRS, concerning the issitername, seat and registry code) and the
securities (the type, nominal value and amouneotigties) registered with the ECRS. If shares are
quoted on the stock exchange, the information amireg the shareholders is also accessible to the
public. The Estonian Central Registry of Securitiest stipulates further circumstances when
additional information registered with the ECRwsilable to third parties.

A securities account can be opened in the ECRSyEatonian or foreign person. The opening of
the account takes place through an account admaitist(custodian). Account administrators are
institutions that qualify under Estonian law asfpssional participants in the securities markethsu
as investment firms, credit institutions and otpersons specified by law. Foreign companies that
hold an activity license of a professional secesitinarket participant and are registered in a Membe
State of the EU, or with which the Republic of Eétohas a legal agreement may also qualify as
account administrators.

Professional participants in the Estonian secuaritierket and foreign legal entities meeting certain
criteria are entitled to open a nominee accourthénECRS. A notation is made and maintained in
the ECRS indicating the nominee status of the egleaccount. Shares held in the nominee account
are deemed to be the client’'s shares, not the sloftbe account owner, and thus cannot be brought
into the bankruptcy estate of the owner of the mamiaccount. In the exercise of voting rights and
other rights arising from a share, the owner obmimee account must follow the instructions of the
client. At the request of the client, the owneraafiominee account must grant authorization in the
required format to the client so that the cliem oapresent the owner of the nominee account in the
exercise of rights arising from the shares.

Listing on the Tallinn Stock Exchange

An application has been made to list the Sharethemain list. In order to list shares on the main
list of the TSE, among other requirements, a sigfficnumber of such shares must be held by the
public. As a general rule, this condition is fuéfd if at least 25% of the share capital represehte
the shares to be listed is held by the public,atimg into consideration the number of shares and
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their distribution among the public, the market Vdoalso operate properly at a lower percentage of
shares held by the public, or such level of distiin is expected to be achieved shortly afteinlist
The TSE Rules set out certain specific criteriaiaasletermining whether shares are held by the
public.

Trading on the Tallinn Stock Exchange

The trading system of the TSE is open for tradoigs members. Trading on the TSE takes place on
each business day from 10:00 a.m. to 1:50 p.mofzst time). From 2:05 p.m. to 2:30 p.m. the
TSE carries out after-market trading. The TSE ubesNordic-Baltic trading system SAXESS,
which in addition to Estonia is used by exchangeSweden, Finland, Denmark, Norway, Iceland,
Latvia and Lithuania. The official trading currenaf/the Tallinn Stock Exchange trading system is
EUR. Investors of the TSE instruments can placestietion orders and pay for transactions also in
EEK without extra charge; stock exchange membeestlis official Bank of Estonia central rate
(EUR 1 = EEK 15,6466) for the calculations needefiiffill customer’s orders.

Transactions can be concluded on the TSE eitheugr automatic matching in the Order Book
(Automatic Order Matching) or between pre-deterrdipersons outside the Order Book (Manual
Trade). Automatic order matching is a process en@nder Book by which Sell and Buy Orders are
matched automatically when the price, volume amgmspecifications for a given order correspond
with Order(s) previously entered in the Order Bobtk.case of automatic order matching, the
settlement date of the transaction is the thircharge day (T+3) following the transaction date (T).
Member firms of TSE can agree upon a settlemerd thatt differs from that by filing a relevant
application with the exchange according to the @doce prescribed by the exchange. In case of
manual trade, the member firms may determine tmatsettlement date of the transaction is from
T+1 until T+6. Member firms may agree on a diffdreattlement date of the transaction than the
one provided in the previous sentence only on thesent of the TSE. A member firm must notify
the exchange immediately, but not later than thmemites from the time of the trade, of any Manual
trade in which it has participated. A manual tratall be concluded by specifying one of the trade
types, which are:
e Standard trade concluded on standard market teunrsgcthe trading session;
e Exchange granted trade concluded pursuant to awidodl or general authorization from the
exchange. Joint authorization of the exchange neagranted to all members for conclusions of
a particular type of transactions.

The operator of the TSE is required to ensure amhstccess on its website to information on the
securities traded on the market, including the Biipn and transfer prices of the securities, néce
prices, price changes, the highest and lowest prcel the volume and number of transactions.
According to the Estonian Securities Market Actlsirformation must be accurate, clear, precise
and complete. The TSE operates an electronic gaslstem that provides real-time stock quotes,
distributes issuer announcements and displaysnrEtion regarding executed transactions, statistics
and other such data. The operator of the TSE memdrd at least the following regarding
transactions concluded on the exchange: (i) the @hwhich the transaction is concluded; (ii)
information regarding the market participant whodaded the transaction; (iii) the securities which
served as the object of the transaction; and kil number, nominal value and price. In accordance
with the TSE Rules, the operator of the TSE hasigid to request additional information regarding
a transaction for the purposes of recording thestation.

The Listing and Surveillance Committee of the TSAS lthe right, for the purpose of ensuring

sufficient liquidity of a security, to demand thiae issuer concludes a market-making agreement
with a member of the TSE with respect to the séiesrito be listed. Market makers have the

obligation with respect to a specific security ieptay the buy and sell prices in the order book

throughout the trading period.

Supervision of the Tallinn Stock Exchange

Activities of the TSE are supervised by the EFSAijch is a body carrying out the supervision of all
Estonian financial institutions including bankssumnance companies, investment and pension funds
and the securities market. Compliance with the FaHles by its members is monitored by the
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Listing and Surveillance Committee of the TSE. Blperator of the TSE exercises supervision over
the exchange with respect to the prices of seearitiaded on the exchange and the conduct and
execution of transactions for the purpose of detgcand reducing transactions conducted on the
basis of inside information, market manipulationl ather violations of the law. The operator of the
TSE also supervises the disclosure of adequateniafiion to the investors, protection of the
interests of the investors as well as their fag aqual treatment. The operator of the TSE canyappl
contractual penalties, full or partial suspensibthe rights accompanying the status of a partitipa
or member of the exchange for up to six monthspesusion of the listing of or trading in the
security for up to six months, termination of memnsbg of the exchange, or permanent termination
of the listing or trading in the security. The ogter is under an obligation to notify the EFSA
immediately of any violation of law. The EFSA alsas specific supervisory obligations to monitor
transactions concluded on the exchange.

Disclosure of Transactions and Ownership

A person who has acquired, either directly or iediy, individually or together with persons

operating in concert, a qualifying holding in a podimited company, and thus acquires or
increases the number of votes owned thereby to thare 5%, 10%, 15%, 20%, 25% and 50% or
one-third or two-thirds of all votes representedthy shares of the public limited company, must
immediately, but not later than within four busisekys, notify the public limited company and the
securities market supervisory agency of the stdtergvthe public limited company is founded or
registered, disclosing the number of votes owned sbigh person. The same notification
requirements also apply if the holding falls beline prescribed levels.

The EFSA has the right to make exemptions from snootification requirements in certain
circumstances. The issuer is also required to ertbat shareholders holding more than five per cent
of the shares of the issuer disclose, through s$isaer, all the significant provisions of all the
agreements made with other shareholders or thirlepavhich are aimed at restricting the free
transferability of the shares or which may havegaicant effect on the price of the shares.

In order to ensure that disclosure obligations istaed by law are also fulfilled in respect of
shareholdings held by nominee accounts, the opes&# nominee account is required to enter into
written agreements with the clients on whose bethalfoperator holds securities. These agreements
must, among other things, require the client tafyahe issuer and/or the competent supervisory
body (the exact person to whom the notification trius submitted may vary depending on a
particular transaction) if a holding in a compamceeds the threshold established by law or to
obtain permission of the competent supervisory béalythe holding to exceed the threshold
established by law (such permission is required,efeample, in the case of the acquisition of a
holding above a certain level in financial instibuis, or in the case of an acquisition subject to
concentration control by competition authoritieEl)e TSE Rules also regulate the disclosure of the
issuer’s dealings in its own shares.

Market Abuse

The Estonian Securities Market Act prohibits mardetise, which (within the meaning of the said
Act) is misuse of inside information and market ipatation. The Act also requires all persons
providing investment services as a permanent &ctitv immediately notify the EFSA of a
reasonable suspicion of market abuse.

Restrictions established for the misuse of insid@rimation apply to all financial instruments
admitted to trading on the market of Estonia orairMember State of the EEA, but also to
instruments not admitted to trading, but the valtierhich depends on a financial instrument that is
admitted to trading in Estonia or in an EEA MemBeate. Inside information is precise information
which has not been made public, relating directlyimalirectly to the financial instrument or its
issuer and which, if it were made public, wouldk@bly have a significant effect on the price of the
financial instrument or a derivative linked to tireancial instrument. The law establishes additiona
conditions under which information may qualify aside information.
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An insider is a person who possesses inside infiwmdy virtue of being a partner or member of
the management or supervisory bodies of the issuday virtue of his shareholding in the issuer, or
by virtue of having access to the information tlgiouhe exercise of his employment, profession or
duties, or as a result of an offence committed by br her. Third parties who possess inside
information are also treated as insiders if thegvkror should have known that the information is
inside information. The TSE Rules stipulate thatpag other persons, persons who hold or control
at least 10% of shares in an issuer, the subsidiasf the issuer and certain officials of such
shareholders and subsidiaries and persons assbevitte them are deemed to be insiders for the
purpose of the TSE Rules.

Misuse of inside information comprises, among otki@ngs, trading on the basis of inside
information, unauthorized disclosure of inside tnfiation, and the making of recommendations on
the basis of inside information for the acquisitmmdisposal of financial instruments to which that
information relates. Misuse of inside informatiand criminal offence and may result in fines or
imprisonment.

Issuers of publicly-traded securities and otherviddals or entities that have regular access to
inside information are required to establish indémoules and procedures to monitor access to inside
information and prevent the disclosure of suchrimfation.

The Estonian Securities Market Act contains a ndmastive list of activities including price
fixing, dissemination of rumors and false news atlder methods that are deemed to constitute
market manipulation. Under the Estonian Securitiéarket Act, market manipulation may be
punishable by a fine. Credit institutions, investindirms and others providing investment
recommendations must disclose any conflicts ofré@siethey may have when providing investment
advice. On 15 March 2007, amendments to the EstoRenal Code took effect, creating a new
criminal offense based on market manipulation ofk@aprices of financial instruments in regulated
markets or regulated trading systems. The amendmexttibits shareholders of the issuer and
individuals related to the issuer through employmen their work duties from carrying out
transactions or distributing information that issteading or could be misleading. The penalty for
such activities ranges from a pecuniary penaltyoupree years in prison.

The TSE Rules also restrict transactions invohaimgissuer's securities by certain officials of the
issuer and by persons connected with such offici@savoid profiting from short-term price
fluctuations of the issuer’'s securities and duniegtricted periods (in particular, after the endaof
financial period but when the financial resultstioé issuer have not yet been made public). The
Listing and Surveillance Committee of the TSE hhe tight to make exemptions from the
requirement to abstain from trading during a retd period if the Committee is of the opinion that
the transaction will not be executed on the bafst®nfidential information.

Mandatory Takeover Bid

A person, who has gained dominant influence overtainget issuer, either directly or together with
other persons acting in concert, is required withianty days as of gaining that dominant influence
to make a takeover bid for all the remaining sharethe target issuer. This does not apply if a
takeover bid has been done before gaining the domhinfluence.

For the purposes of the mandatory takeover biddaminant influence” is a situation where a

person:

(i) holds the majority of votes represented byiiseier's shares or holds the majority of the vates

a general partner or limited partner; or (i) persgho is the general or limited partner of the

company and has the right to appoint or removenthgrity of the members of the supervisory

board or management board of the company; omp@ison being a shareholder or general or limited
partner of the company controls alone the majaftthe votes pursuant to an agreement with other
partners or shareholders. The Securities Marketréagtiires that the offeror must obtain approval

for the takeover bid from the EFSA, and that thechase price in a takeover bid must be fair and in
proportion to the rights and obligations derivimgni the shares being acquired. A fair price is
deemed to be the highest price paid for this shadtien the last six months before the takeover bid
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by the offeror or persons acting in concert. If tfferor or persons acting in concert have acquired
shares after the disclosure of the takeover bidbefidre the disclosure of the result of the takeove
bid, the fair price is deemed to be the highesteppiaid for the share by them during this period.

After the EFSA has approved the takeover bid, getaperson or other person connected with the
takeover bid, may not demand cancellation of thkedser bid or modification of the conditions
thereof. They may demand compensation of damaggeday the takeover bid within one year as
of approval of the takeover bid by the Supervishuthority.

If the offeror has acquired at least nine-tenthghef share capital of the target issuer through a
takeover bid, then upon the application of the roffethe general meeting of shareholders of the
target issuer may decide to take over the rest@thares belonging to the target persons forra fai
price. The fair price may be paid in cash or inketable instruments which are traded and the price
may not be smaller than the purchase price ofakeaver bid.

The general meeting of shareholders of the taggpeter may decide this within three months since
the due date of the takeover period. The quorumthigg decision is nine-tenths of the votes
represented by shares.

Those target offerees who did not make a bid toofffieror for the transfer of their shares in the
course of the takeover bid have the sell-out righhe offeror owns at least 90% of the target
issuer’s voting stock and the general meeting efténget issuer has not adopted a resolution &r th
squeeze-out described above.
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TAXATION

The following summary is based on the tax laws gibRia as in effect on the date of this Prospectus
and is subject to changes in such laws, includimgnges that could have a retroactive effect. The
following summary is in no way exhaustive and doestake into account or discuss the tax laws of
any jurisdiction other than Estonia. Investors @neouraged to seek specialist assistance as to the
Estonian and other tax consequences of the Listimjthe purchase, ownership and disposition of
Shares. Prospective investors who may be affecyethéd tax laws of other jurisdictions should
consult their own tax advisors with respect to téve consequences applicable to their particular
circumstances.

Corporate Income Tax

The Estonian corporate income tax system currémtlgrce in Estonia is a unique system that shifts
the point of corporate taxation from the momenteafning the profits to the moment of their
distribution. Corporate income tax is charged oaofipdistributions and implicit distributions (such
as fringe benefits, gifts and donations, transfaimg adjustments and expenditures not related to
the business activities of the company).

All of the above distributions are taxed at theerat 21/79 of the net amount of distribution, which
amounts to 21% of the gross amount distributedth&sEstonian Income Tax Act currently stands,
the rate of the corporate income tax will decregigelually within the following years (down to
20/80 as from 1 January 2009, 19/81 as from 1 Jgr@4 0 and 18/82 as from 1 January 2011).

Departing from the general rule described aboveesprofit distributions are exempted from the
distribution tax. In particular, an Estonian resileompany is not subject to the distribution tax i
case of re-distribution of dividends received francompany subject to income tax and residing in
an EEA member state or Switzerland (except fotiestlocated at a low tax rate territory), provided
that the Estonian company owned at least 15% ofsttage capital or votes in the distributing
company at the moment of receiving the dividends.

Taxation of Dividends

In addition to the corporate income tax upon prdfitributions, dividends payable to Estonian
residents and non-resident individuals are notesabfo any withholding in Estonia (the above
distribution tax nevertheless applies). A withhofglitax at the rate of 21% is, however, charged on
dividends payable to non-resident legal personge Nuat such withholding tax may be reduced
under the applicable conventions for avoidanceoafbie taxation. Such conventions concluded by
Estonia typically reduce the applicable rate ohwitlding tax down to 15%. The withholding tax on
dividends will be entirely abolished as from 1 Jamy2009.

No withholding tax is levied on dividends payaleat non-resident legal person if the non-resident
legal person is, at the moment of announcemenaympnt of dividends, holding at least 15% of the
share capital or votes in the distributing compaSych exemption does not apply when the
shareholder is situated in a low tax rate terriforythe purposes of Estonian tax laws.

Taxation of Sale and Exchange of Shares

Income tax at the rate of 21% (subject to reductiown to 20% as from 1 January 2009, 19% as
from 1 January 2010 and 18% as from 1 January 2i81ld&harged on gains realized by Estonian

resident individuals upon the sale or exchangehafes. Since earnings of resident legal persons,
including capital gains, are taxed only upon disition, capital gains realized by resident legal

persons are not subject to taxation.
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Income tax is charged on capital gains realizeddoy-residents from the sale or exchange of shares
in an Estonian company only in very specific ciratamces. Namely, in cases where at least 10% of
the shares of a real estate company are beingahéhe time of the transfer. Pursuant to the Income
Tax Act, a real estate company for these purpas@sdompany, a contractual investment fund or
other pool of assets, of whose assets property ¢wvatrles) or structures as movables situated in
Estonia constitute at the moment of transfer oreheanstituted at any moment within two years
prior to transfer directly or indirectly more th&a@%.

If the income tax on capital gains as describedv@abin previous paragraphs is to be charged, the
taxable amount is considered to be the differeratevdren the acquisition cost and the sale price or
exchange value of the shares. A shareholder idezhtd deduct certified expenses directly related
the sale or exchange of shares from the sharefslgksn.

Any payments made by the company to its sharel®kea result of the decrease of share capital or
purchase of its own shares are treated as capita fpr tax purposes and will be taxed accordingly

Acquisition Cost of the Shares

It is important to establish the acquisition costhe Shares issued to the shareholders in theseour
of the Division. Although the applicable laws prd&ino clear guidance in this respect, in the view
of the Company, the acquisition cost of each slbfr&S Jarvevana (formerly AS Merko Ehitus)
should be split between the remaining share of &Se¥ana and the newly issued Share of the
Company according to the proportion between theagsets of AS Jarvevana and the Company.

According to the response to AS Jarvevana's (foymdS Merko Ehitus) query issued by the
Northern Tax Center of Tax and Customs Board oiMa9 2008, the tax authority agrees with the
above interpretation. Note, however, that suchaesg is not legally binding upon the tax authority,
the Company or the shareholders.

Moreover, AS Jarvevana (formerly AS Merko EhitugksHiled an additional query with the tax
authority to confirm that the above-mentioned prtipa may be determined based on the net assets
of AS Jarvevana as on 31 December 2007. AS Jargewatends to publish more detailed
information on calculation of the acquisition co$the Shares once additional clarification frora th
tax authority is received.

Upcoming Changes in Corporate Taxation in Estonia

Upon its accession to the European Union in 208thrita was granted a transitional period until the
end of 2008 to modify its corporate income tax @ygtsince corporate income tax payable on profit
distributions, according to the European Commissmmstituted a withholding tax on dividends
prohibited under the Parent-Subsidiary Directiv€ Eouncil Directive 90/435/EEC).

On 26 March 2008, the Estonian Parliament adoptedndments to the Income Tax Act, the
purpose of which was to align the Income Tax Acthwihe Parent-Subsidiary Directive. The
amendments will enter into force as from 1 JanZ§9. Despite the above-described position of
the European Commission, the key principle of ttstoBian corporate income tax system will
remain unchanged: retained (i.e. undistributed)iags will remain untaxed until distribution.

The new law contains several amendments, the mystriant of which are the following: (i) the
new taxable period will be a financial year as gmubto a calendar month; (ii) Estonian resident
companies will be required to make advance incargyayments calculated based on the average
actual taxable payments; (iii) extended possibi#itifor double taxation relief with respect to
dividend income received from abroad (in particutlividends received from other EU states will
be exempt from income tax, irrespective of the mgcperiod or shareholding percentage); (iv) the
dividend withholding tax will be entirely abolishef/) proceeds from acquisitions of own shares
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and share capital reductions will be taxed at éwell of the company making the payments to the
extent the respective proceeds exceed the actuaktamy or non-monetary contributions to the
equity capital of the company.

Stamp Duty and Other Transfer Taxes

Currently there are no stamp duties or transfeedgayable upon the transfer of shares, except for
the service fees of the custodians and/or the E@I&h maintains the stock register.
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SELLING RESTRICTIONS

Because of the following restrictions, persons iréng the Shares in connection with the Division
and persons purchasing the Shares after the Divigie advised to consult legal counsel prior to
making any offer for resale, pledge or other transff the Shares.

General

No action has been taken or will be taken in amiggiction other than Estonia by the Company or
any party on behalf of the Company that would peranipublic offering of the Shares, or the
possession or distribution of this Prospectus gr @her documents relating to the Listing, or any
amendment or supplement thereto, in any countrjuisdiction where specific action for that
purpose is required. Persons receiving a copy isfRnospectus are required by the Company to
inform themselves about and to observe any restnigas to the acquiring or resale of the Shares.

European Economic Area

In relation to each Member State of the EuropeannBmic Area that has implemented the
Prospectus Directive (each, a relevant Member Staifith effect from and including the date on
which the Prospectus Directive is implemented iat thelevant Member State (the relevant
implementation date), the Shares may not be offéseithe public in that relevant Member State
prior to the publication of a prospectus in relatim the Shares that has been approved by the
competent authority in that relevant Member Statewhere appropriate, approved in another
relevant Member State and notified to the compedeittority in that relevant Member State, all in
accordance with the Prospectus Directive, excegtt thith effect from and including the relevant
implementation date, an offer of securities mayolfered to the public in that relevant Member
State at any time:

- to any legal entity that is authorized or regedato operate in the financial markets or, if not s
authorized or regulated, whose corporate purposelédy to invest in securities; or

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

- in any other circumstances that do not requieeptiiblication of a prospectus pursuant to Article 3
of the Prospectus Directive. For the purposes ©f phovision, the expression an “offer to the
public” in any relevant Member State means the camipation in any form and by any means of
sufficient information on the terms of the offerdathe securities to be offered so as to enable an
investor to decide to purchase or subscribe fos@wirities, as the expression may be varied in tha
Member State by any measure implementing the Pcosp®irective in that Member State, and the
expression “Prospectus Directive” means Directive0371/EC and includes any relevant
implementing measure in each relevant Member State.

United States

Neither the Shares nor their distribution has beemill be registered under the United States
Securities Act of 1933 (as amended) (the “Securifiet”) or with any securities authority of the
United States or any state of the United Stated,tha Shares may not be re-offered or re-sold
within the United States or for the account of Lp&tsons (as defined in Regulation S of the U.S.
Securities Act of 1933) except pursuant to redistmaunder the U.S. Securities Act of 1933 or
pursuant to an applicable exemption from the regfisin requirements of the U.S. Securities Act
1933.
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LEGAL MATTERS

In respect of Estonian law, certain legal matteil e passed upon for the Company by
AS Advokaadibiroo Tark & Ko, 2 Roosikrantsi St.]liren 10119, Estonia.
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INDEPENDENT AUDITORS

The auditor of the Company for the year 2008 is Pi&ewaterhouseCoopers, Parnu mnt 15,
Tallinn, Estonia. AS PricewaterhouseCoopers is mmbe of the Estonian Auditing Board.

The auditor of AS Jarvevana for the financial yemmded 31 December 2005, 2006 and 2007 was
AS PricewaterhouseCoopers.

The consolidated financial statements of AS Jamavdor the financial years ended
31 December 2005, 2006 and 2007 included in thissg&rctus have been audited by AS
PricewaterhouseCoopers. The consolidated condémseiin financial information of AS Jarvevana
for the three months ended 31 March 2008 includdtis Prospectus has not been audited.

AS PricewaterhouseCoopers conducted an examinatiothe un-audited pro forma financial
information of AS Merko Ehitus for the three monteeded 31 March 2008, prepared for the
purposes of this Prospectus, and issued a repufydied elsewhere in this Prospectus. The
responsibility of AS PricewaterhouseCoopers for ¢batent of this Prospectus is limited to this
report and the respective responsibility stateroé®S PricewaterhouseCoopers has been included
within this report. AS PricewaterhouseCoopers esged its written consent, which has not been
withdrawn, for the inclusion of its report in tH&ospectus in the form and context in which it is
included.
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DEFINITIONS AND GLOSSARY

AS Jarvevana Group

Business

Company or Merko Ehitus or Issuer

Criminal Proceedings

Division

Division Plan

ECRS
ECSD
EEA
EEK
EFSA
EU

EUR

Group
IAS

IFRS

Listing
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AS Jarvevana together with its subsidiaries before
the Division

The assets and business, including all movables and
immovables, rights and obligations of AS

Jarvevana, except for the assets and obligati@ts th
have been set forth in Annex No. 3 to the Divisicn
Plan, which were transferred to the Company in
accordance with the Division Plan

AS Merko Ehitus

Criminal case No. 05913000055 launched against
AS Jarvevana and its chairman of the Supervisary
Board Mr. Toomas Annus, suspected of bribery and

misuse of trust in relation to the land swap
transactions

The division of AS Jarvevana (formerly AS Merko
Ehitus) in accordance with the Division Plan

The notarized division plan of AS Merko Ehitus
(currently AS Jarvevana) concluded on 30 April
2008 approved by the general meeting of
shareholders on 3 June 2008

Estonian Central Registry of Securities
Estonian Central Securities Depository
European Economic Area

kroon, the currency of Estonia

Estonian Financial Supervision Authority
European Union

euro, the single currency of the European Union
Member States participating in the European
Monetary Union

AS Merko Ehitus together with its subsidiaries

International Accounting Standards

International Financial Reporting Standards as
adopted by the European Union

Listing of the Shares of AS Merko Ehitus on the
main list of Tallinn Stock Exchange



LTL

LVL

Management
Management Board

Prospectus

Prospectus Directive

Prospectus Regulation

Shares

Supervisory Board

TSE
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litas, the currency of Lithuania

lats, the currency of Latvia

The management of AS Merko Ehitus

The management board of AS Merko Ehitus

The listing and trading prospectus of AS Merko
Ehitus

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

Commission Regulation (EC) 809/2004 of 29 April
2004 implementing Directive 2003/71/EC of the
European Parliament and of the Council as regards
information contained in prospectuses as well as
the format, incorporation by reference and
publication of such prospectuses and dissemina:ion
of advertisements

The shares of AS Merko Ehitus
The Supervisory Board of AS Merko Ehitus

Tallinn Stock Exchange



INDEX TO FINANCIAL INFORMATION

Un-audited pro forma financial information of AS Me Ehitus Annex |
Independent assurance report on examination diopnea financial information of AS Annex Il
Merko Ehitus

Un-audited consolidated condensed interim finaneiport of AS Jarvevana for the three  Annex llI
months ended 31 March 2008

Consolidated Audited Financial Statements of ASel&ana for the year ended Annex IV
31 December 2007 (prepared in accordance with IRR8)Yhe auditor’s report
Consolidated Audited Financial Statements of ASelana for the year ended Annex V
31 December 2006 (prepared in accordance with IER&)the auditor’'s report
Consolidated Audited Financial Statements of ASelana for the year ended Annex VI

31 December 2005 (prepared in accordance with IER&)the auditor’s report
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