J

Baltika Group

AS BALTIKA

2009 CONSOLIDATED ANNUAL REPORT

(Translation of the Estonian original)

Commercial name
Commercial Registry no
Legal address

Phone

Fax

E-mail
Internet homepage:

Main activities

Auditor

Beginning and end of financial year

AS BALTIKA

10144415

Veerenni 24, Tallinn 10135, Estonia
+372 630 2731

+372 630 2814

baltika@baltikagroup.com
www.baltikagroup.com

Design, development, production and sales
arrangement of the fashion brands of clothing

AS PricewaterhouseCoopers

01.01.2009 - 31.12.2009



AS Baltika 2009 Consolidated Annual Report (in thousands of euros)

CONTENTS
BALTIKA GROUP IN BRIEF ...ttt ettt ettt eeee bt sbte e e st be e e st ane e e s nbe e e snbbeaeaneeeeas 3
MISSION AND GOAL ..ttt ettt ettt rme et et s et e e st e e e san e e aemme s as e e e annne e e s nn e e e snnrneneeenn 3
KEY STRATEGIC STRENGIHS.. ..ottt ettt ettt e s nenss e e e e s s nnnreeeee s 3
KEY FIGURES AND RATIOS. ... . ettt ittt ettt ettt ettt ettt e a4 e kbbb et e e s ammne s s bbb e e e e e s annneeeeeas 3
MANAGEMENT B OGNFRBIATION OF MANAGEMENT REPORT......ccoviiiiiiieee e 5
MANAGEMENT REPORT....ceoititiiititai ittt atee et e et e e s beesete s ab bt e e e eabe e e s b be e e aabeaabeeesasbseeabbeeesanbeeesmnas 6
BALTIKA SHARE ...ttt ettt r e e ettt e ekttt e e sh bt e e amee s abee e e eabe e e e enbee e e st ennneeesanbeens 20
CORPORATE GOVERNANCHREPORT......ccittieiiiiieiirie s smemiee et seme s snne e e snneessnnaneneeee 25
CONSOLIDATED FINANCIAL STATEMENTS.....oiiiiiitititee ittt esere e eibbe e e e s 29
MANAGEMENT B OGNFIRBATION OF THE GONSOLIDATED FINANCIAL STATEMENTS 29
CONSOLIDATED STATEMENT OF FINANCIAL POSITION......cciiiiiiiiiiiie s itieenee e 30
CONSOLIDATEDSTATEMENT OF COMPREEENSIVE INCOME...........ccoiiiiiiiiiiie e 31
CONSOLIDATED CASH FIOW STATEMENT ....ctiiiiiitititee ittt eeeie e sibbe e e s 32
CONSOLIDATED STATEMENT OF CHANGESN EQUITY ...oiiiiiiiieiiiee e veeeiee e 33
NOTES TOTHE FINANCIAL STATEMENTS ... .ottt e et e e e e 34
NOTE 1 General information and summary of significant accounting poliCies............c.cccoecveeerinnn. 34
NOTE 2 Critical accounting estimates, and judgements in applying accounting palicies............... a7
NOTE 3 FINANCIAL FISKS. ... teieiiitiiiie ettt ettt e et e e ettt e e e s s e e e s bbb e e e e e e s anbbreeeeeeaae 49
NOTE 4 Cash and DANK............coiiiiiii e 54
NOTE 5 Trade and Other reCeIVARNLES............c.uiiiii it 54
NOTE B INVENTOIIES ...eeeiieii ittt ettt e et e e ettt e e e e skt b e et e e e s sk e e eatb b e e e e e e asbbreeeeesssbannne 56
NOTE 7 Deferred iNCOME TAX.......uuiiiiiiiiiiiiii e iaee ettt esmee et e e e e st bt e e e e samne e s s sabbneeeeeeanen 56
NOTE 8 Other NOFTUITENT @SELS ... ..ueiiiiiiiitiiieie e iiee ettt e ettt e e see e st e e e e s s abbe e e e e e s s rmeessnnnneeeens 57
NOTE 9 INVESIMENT PIrOPEILY. ...eeeeieeeeeeiie i eeie e e e e e e s e e ne e e r e e nee e 57
NOTE 10 Property, plant and eqUIPIMENL............uiiiii e e s sebeeeaes 58
NOTE 11 INtANQIDIE GSSEIS. .....eiiieiiiiiiiie ettt smme e e e e e 59
NOTE 12 ACCOUNLING fOF IEASES. ..ot iiiiiiiie ettt et e e et e et e e e aeeee 60
NOTE 13 BOITOWINGS. ... ettetiiuttititeesititieeattteeeaesasiteeeeeesass e aessbbe e e e e s aasbbbe e e e s s aasbneessbbeeeeesaansbbeeeeeeanres 61
NOTE 14 Trade and other Payahles..............eiiiiiiiiiimiie e 63
NOTE 15 EQUITY .. tteeeeeeiittieee e et eeeti ettt et eeea bt e e e ettt e e e e as e e eas b b et e e e e e n bbb e e e e e e e nbeeennbeeas 64
NOTE 16 SEOMENES.....uuttitiiiiiiiitieit et eeeer ettt e et e e e e e e et amar et et e et e e e e e e e et e s sasaa s rmnne e e e e e e e e et aa s s enenrenreeee s 65
NOTE 17 REVENUE.....coiiiiiiiie ettt ettt et e e e e e a4 e e e e e ee s s e e e e e e e e eneeanne 67
NOTE 18 COSt Of QOOUS SOIH. ...ttt eeeneeaee e e s nnnneeeed 67
NOTE 19 DiStrDULION COSES....uitiiiiiiiiiiiiiie ettt ettt e e e s bbbt e e seame e e e s abbaeeeeeeanes 67
NOTE 20 Administrative and general EXPENSES. ........uuuiiiiiiiiiireeiiiie et eeie e aaeeeee s 68
NOTE 21 Other operatingiCome and EXPENSES. ......uuiiiiii it eeate e ettt ee e e sttt e e eeaee e e s sbbreeeeesaaes 68
NOTE 22 FINANCe iNCOME ANA COSLS......uuuiiiieiiiiiiiiieeriee e e sttt ee e e et eree e e e et e e e e s s snbbeeeeneeeeeeeeed 68
NOTE 23 INCOME T8X. et e tiieiiiiieieiiti e eee s e e s e e e e e b e e e e ettt e eeeessse b nssne e et e e eeeeeeeeeeenans 69
NOTE 24 EArnings PEI SNAKE......ouuiiiiii ettt ettt erei e e e e s seeeenenssseeeessnnnnneeeed 69
NOTE 25 RelAtEA PAITIES. .. .ceeeiiiiiiieie e itieee ettt e et e e e e sttt e e e e s s b beeesbbe e e e e e e annbeeeeeaeean 70
NOTE 26 Subsidiaries and business COMbDINALIONS..........ocvuiiiiiiiece et 71
NOTE 27 GOING CONCEIN.....ciiiiiiitieteee e ittt eeitteeeee e e skttt e e e e s st e e aatbeeeeeeesasbbeeeeeesanbbeeassbseeeeesaanbaeeeeaenans 71
NOTE 28 Events after the balansheet date.............cooiiiiiiiiiicci e 72
NOTE 29 Supplementary disclosures on the parent company of the.Graup...........ccccovveeviiiiieeeen. 72
| NDEPENDENT BBHEPORTO.RO. ..ottt rme e 77
PROFIT ALLOCATION RECOMMENDATION .....ciiiiiiiiiiiiieiiie e rmeeiee ettt eeee e 79
DECLARATION OF THE MANAGEMENT BOARD AND SUPERVISORY COUNCIL.......ccccevvviieeeennnne 80
AS BALTIKA SUPERVISORY COUNCIL ..cciiiiiiitiiitie ittt ettt sesee e st e e e e eeenee s 81
AS BALTIKA MANAGEMEN T BOARD ...ttt ittt ettt sttt ettt rmeest e et e e sabe e e s snbeeeemne s eees 82
Revenues by EMTAK (the Emnian classification of economic activities)...........ccccccvvviiieennniiniiccnnnns 83



AS Baltika 2009 Consolidated Annual Report (in thousands of euros)

BALTIKA GROUP IN BRI

Baltika Group is a fashion retailer that operates the Monton, Mosaic, Baltman and Ivo Nikkolo retail chains.
Baltika uses a vertically integrated business model that combines collection design, manufaopplgghain

management, logistics and retailing. The Group has 133 stores in six markets in the Baltics and Central and
Eastern Europe. Baltikads shares are |isted on the T
Group.

MISSION AND GOAL

Baltika creates quality fashion that allows people to express themselves and feel great.

Our goal is to be the leading specialist fashion retailer in Central and Eastern Europe.

KEY STRATEGIC STRENG

- Learning organisation with high targets

- Flexible, vetically integrated business model

- Centralised management with strong retail organisations in markets
- Brand portfolio covering a broad customer base

KEY FIGURES AND ST

2005 2006 2007 2008 2009
Operating results, EUR'000
Revenue 43,518 57,487 73,596 76,331 56,253
Gross profit 22,438 31,353 40,691 40,509 26,989
Operating profit 4,788 6,221 4,126 -362 -9,926
Profit before income tax 4,536 5,835 3,389 -1,297 -11,053
Net profit 4,644 5,584 2,606 -1,211 -10,169
Balance sheet dataEUR '000
Total assets 24,102 38,116 41,949 49,941 44,862
Interestbearing liabilities 5,933 9,421 11,791 17,410 22,214
Shareholders' equity 13,291 19,444 21,688 19,104 11,924
Other data
Number of stores 86 112 128 134 133
Sales aressgm 12,736 19,594 24,290 27,068 26,900
Number of employees (31 Dec) 1,678 1,915 1,983 1,988 1,697
Key ratios
Revenue growth 17.0% 32.1% 28.0% 3.7% -26.3%
Retail sales growth 30.1% 34.7% 34.1% 7.3% -23.6%
Share of retail sales in revenue 80% 82% 86% 89% 92%
Share of exports in revenue 71% 72% 74% 76% 75%
Gross margin 51.6% 54.5% 55.3% 53.1% 48.0%
Operating margin 11.0% 10.8% 5.6% -0.5% -17.6%
EBT margin 10.4% 10.1% 4.6% -1.7% -19.6%
Net margin 10.7% 9.7% 3.5% -1.6% -18.1%
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2005 2006 2007 2008 2009
Current ratio 2.1 15 1.6 1.3 0.9
Debt to equity ratio 44.6% 48.5% 54.4% 91.1% 186.3%
Net gearing ratio 31.3% 44.3% 45.1% 88.2% 183.1%
Inventory turnover 4.92 5.38 5.30 4.55 3.77
Return on equity 44.1% 35.9% 13.1% -5.7% -73.8%
Return on assets 22.2% 18.3% 6.5% -2.6% -21.2%
Key share data, EUR
Number of shares outstanding (31 Dec) 17,468,850 18,644,850 18,644,850 18,644,850 18,644,850
Weighted average number of shares 17,279,850 18,026,350 18,644,850 18,644850 18,644,850
Share price (31 Dec) 4.33 7.40 3.90 1.15 0.73
Market capitalisation, in millions (31 Dec) 75.70 137.97 72.71 21.44 13.61
Earnings per share (EPS) 0.27 0.31 0.14 -0.06 -0.55
Change in EPS, % 319% 15.3% -54.9% -146% -7137%
P/E 16.1 23.9 27.9 Neg. Neg.
Book value per share 0.76 1.04 1.16 1.02 0.64
P/B 5.7 7.1 3.4 1.1 1.1
Dividend per share (DPS) 0.04 0.05 0 0 ot
Dividend yield 1.0% 0.7% 0% 0% 0%
Dividend payout ratio 16.6% 17.1% 0% 0% 0%
'Proposal to the general meeting.
Anyrefeence to Baltikabés fishareo or fishareso is a refere

Definitions of key ratios

Gross margin = (Revent@ost of goods sold)/Revenue

Operating margin = Operating profit/Revenue

EBT margin = Profit before incontax/Revenue

Net margin = Net profit (attributable to parent)/Revenue

Current ratio = Current assets/Current liabilities

Debt to equity ratio = Interedtearing liabilities/Equity

Net gearing ratio = (Intere$tearing liabilitiesCash and bank)/Equity
Inventory turnover = Revenue/Average inventofies

Return on equity = Net profit (attributable to parent)/Average etjuity

Return on assets = Net profit (attributable to parent)/Average total’assets
Market cap = Share price (31 Dec)xShares outstanding (31 Dec)

EPS = Net profit (attributable to parent)/Weighted average number of shares
P/E = Share price (31 Dec)/EPS

Book value per share = Equity/Shares outstanding (31 Dec)

P/B = Share price (31 Dec)/Book value per share

Dividend yield = Dividends per share/Sharice (31 Dec)

Dividend payout ratio = Paid out dividends/Net profit (attributable to parent)
'Based on 1#nonth average
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alb!' D9a9b¢ ONRRMATIIN OQF MANEMRENT REPORT

The management board confirms that the management report presented on pdasrésents a true and fair
view of the business developments and results, of the financial position, and includes the description of major
risks and doubts for the Parent company and consolidated companies as a group.

Meelis Milder
Chairman of the Management Board
25 March 2010

N

Boriss Loifenfeld
Member of the Management Board
25 March 2010

Andrew Paterson
Member of the Management Board
25 March 2010

(%

Ulle Jar
Membeg of the Management Board
25 March2¢10

f). Wi )

Maire Milder
Member of the Management Board
25 March 2010
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MANAGEMENT REPORT

REVENUE
EUR million 2009 2008 +/-
Retail 51.7 67.7 -23.6%
Wholesale 4.4 8.5 -48.8%
Other 0.2 0.1 31.8%
Total 56.3 76.3 -26.3%
Revenue growth 20052009
100 A
80 | 736 76.3
575
% 60 4 56.3
@ 435
o 40 -
20
O -
2005 2006 2007 2008 2009
B Retail ™ Wholesale B Other
RETAIL

Baltika ended 2009 with retail revenue5df7 million euros a23.6% decrease compared with the previous year.
At constant excharegrates, retail revenue decreased 841

For Baltika Group, 2009 was a year of adjustment and streamlining the retail business in response te the crisis
induced changes in consumer behaviour. At the beginning of the year, the focus was on adjustiemtibrey i

levels to the new sales trends; as a result, sales volumes were achieved througterdongdercounts. Sales
figures were significantly influenced by the currency
Russia and Ukraine as Wvas in Poland at the end of 2008. During the year, we revised our pricing and sales
policies in those markets, achieving a notable deceleration in the downturn in the sales measured in the above
currencies as opposed to the sales measured in Eseumisn

STORES AND SALES AREA

At the end of 2009, Baltika had 133 stores across six countries and a total sales area of 26,900 square metres.
During the year, a |l ot of effort was made to i mprove
a volatile and fragile trading and economic environment, many shopping centres suffered a fall in customer
traffic and sales as the purchasing power of the population slumped. The Group adjusted its portfolio
accordingly. In 2009, 23 stores were openedstddes were closed and four stores were relocated.

In the first half of the year, more stores were opened than closed because of binding contracts. However, in the
second half of the year the number of lgeserating stores that was closed exceedeé sfoenings. In the

second halyear, we closed 16 stores whose shutdown expenses affected mainly the fourth quarter results.
Compared with the end of 2008, the Groupds retail SYS
declined by one andh¢ sales area decreased by 1%.

In terms of markets, the number of new stores increased the most in Russia, where the Group took over seven
stores from a wholesale partner, and in Lithuania, where the Group opened six stores. In addition, the Group
openedfive stores in Estonia, four in Ukraine and one in Poland. Store closures occurred in all the markets and
the Group exited one market, the Czech Republic. After the openings and closures, store numbers in the markets
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remained relatively stable in 2009. Wever, in Estonia the store area grew by a third and in Lithuania by 15%.
In other markets, the sales area decreased somewhat.

Stores by market
31 December 200¢ 31 December 200¢

Lithuania 36 33
Estonia 30 30
Russia 25 23
Ukraine 23 24
Latvia 14 16
Poland 5 6
Czech Republic 0 2
Total stores 133 134
Total sales area, sgqm 26 900 27 068

Among the stores opened in 2009, the number of Monton stores was the ilat@e®y the end of the year,
Baltikads retail chai n cdoBalpnan ance9divo Bligkoldvetores. tnrmdditioh, the Mo s a i
Group had two multbrand stores and one factory outlet.

Retail network by market and brand at 31 December 2009

Monton Mosaic Baltman Ivo Nikkolo Other Total m?
Lithuania 13 13 7 3 36 6 929
Estonia 6 11 5 5 3 30 5631
Russia 16 9 25 5 506
Ukraine 10 12 1 23 4 484
Latvia 6 6 1 1 14 3143
Poland 5 5 1207
Total 56 51 14 9 3 133 26 900

Number of stores

128 134 133

112

2005 2006 2007 2008 2009

MARKETS

The global economic crises, which commenceddf8 culminated ir2009 andstrondy impaceda | | Balti kabo
markets.

The Baltic countries accounted for 60% of the Group
European markets Russia and Ukraine for 35% (2008: 36%) and the Central European markets for 5% (2008:
5%).
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Breakdown of retail sales by markefi 2009

Estonia Lithuania
24% 23%
Czech
Republic
1%

Poland Russia

4% 20%
Latvia
13% ,
Ukraine
15%
I n 2009, Baltikads | argest retail mar ket was Estoni a
mar kets. Overall, the Groufd®9 sales dropped the | east
Retail sales by maket
EUR million 2009 2008 +/-
Estonia 12.3 153 -19%
Lithuania 12.0 155 -23%
Russia 10.3 125 -17%
Ukraine 7.7 11.5 -33%
Latvia 6.7 9.6 -30%
Poland 1.9 2.2 -13%
Czech Republic 0.8 1.1 -24%
Total 51.7 67.7 -24%

In 2009, Baltika did not enter anyew markets. In October, the Group left its newest market, the Czech
Republic, which it had penetrated in 2007 and where it had two stores. In an overall recession, the results of the
Czech market fell short of expectations and its potential was notadaliremaining there would have been
harmful for the Group as a whole. On the other hand, the global downturn allowed us to strengthen our positions
in our other markets. In the Ural region in Russia, Baltika took over seven stores from a wholesate partne
expanding its retail network to four more cities: Ekaterinburg, Ufa, Perm and Tyumen. In Poland, the Group
entered a new citiy Krakow where Baltika used to have a brand store years ago. As a result, there was already
some brand recognition and it wasser to return.

The Groupbs expansion plan does not foresee penetrat
recovers and consumption and consumer confidence rise, potential opportunities will be more closely analysed.
The focus defveBalptmeknadgroup will remain on the stores
as a whole and expansion to malls with a clear,-delised concept and a strong tenant mix.

BRANDS

In terms of brands, the largest reverzontributor was Monton wit52 of t he Groupébés retail
Mosaic and Baltman generated?34nd 7% of retail revenue respectively while lvo Nikkolo contrib&éad
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Breakdown of retail sales by brandi 2009

D g Baltman

7%
Nikkolo

v 5%
Monton

In 2009, retailrevenue from Monton totalled 27r6illion euros a 25% decrease compared with the previous

year. Although sales experienced a setback in all the markets, 2009 taught Monton that despite the change in the
economic situation its consumers had not become more conservative in their taste inaclotbel expected

Monton to offer trendy products with exciting elements and a positive twist.

For Monton, 2009 was a year of introspectiothe focus was on improving the product and changing the

collection structure and display principles. From 2ah6,Monton collection is created and presented according

to the customerés needs: for mal of fice wear, smart (
occasion and eveningwear for anything from nightclubs to more formal affairs. The pridicyg has also been

thoroughly revised and new items have been added to the lower end to render Monton more affordable and
competitive.

To meet customer expectations, in 2010 Monton is going to take a bolder course by offering global fashion
trends evermore quickly and comprehensively: the collection will have more new lines, colours and materials.
The change will be the most distinctive in the menswear collection. A Monton customer can be confident that
wearing Monton is chic.

In the marketing departent, the year was also exciting and eventful. Monton is now even more interactive with
a presence in such social networks as Facebook, Twitter, Flicker and Youtube. The purpose of active virtual
communication is to bring the brand closer to the consunteceeate a real rapport with the customers.

I n spring, a fAiBe Goodod charity programme was conduct
shelter was donated Monton clothes collected from customers. After its warm reception in Estonia, aiigncamp

was repeated in Russia. In spring, a customer loyalty programme was successfully implemented in the Estonian
market. Since Monton is the official partner of the Estonian Olympic Committee in outfitting the athletes, in
autumn the Estonian delegatioarpde uniforms for the 2010 Vancouver Winter Olympics were unveiled.
Cooperation continued with the Tallinn Black Nights Film Festival. As part of the project, a special festival shirt

was created and a fashion films programme was offered to fashion.lovers

The goals for 2010 are to continue streamlining the product development process, vigorously developing the
collection, improving quality and expanding the network of suppliers. All this will be aimed at always offering
our customers innovative produttst they need.
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Retail salesi Monton

40 4 347 372
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Mosaic

In 2009, retail revenuerdm Mosaic dropped by 22% to 17rbillion euros The sales result was primarily
influenced by the economic situation in all the retail markets that caused significant changes inshe o me r s 6
purchasing behaviour. Customers now consider their purchasing decisions much more carefully and expect the
best price through a variety of offers while still maintaining high quality expectations.

During the year, Mosaic fentered the Polisma r k e t t hat became brandés sixth
collection is now sold in two larger Monton stores in Poland and, so far, sales figures have corresponded to
expectations.

In 2009, the collection development efforts were aimed at maintpiaid developing the signature style
achieved in the previous year. The carefully targeted offerings of the ladieswear collection, the better than
anticipated performance of the menswear collection in Russia, and the highly successful offering of the schoo
wear pieces of the childrenswear collection are significant indicators, which confirm that the repositioning
conducted in 2002008 was justified and successful.

At the end of 2008, the first shipments of the Mosaic ladieswear collection were detiveréshding European
fashion department store chain Peek & Cloppenburg. The spring/summer collection was very well received and
on placing orders for the autumn/winter collection, the chain increased the number of department stores carrying
the Mosaic cdékction. By the end of 2009, the Mosaic collection was carried by 30 Peek&Cloppenburg
department stores. In 2010 cooperation with Peek&Cloppenburg will continue. The goal is to increase gradually
the number of department stores carrying the brand as svitleasolume of orders placed.

Last year Mosaic gained recognition among the Russpaaking customers by using the world famous figure

skater and several times OlympahampionTatiana Navka as its advertising face for the autumn/winter
collection. Thephot os of Navka in Mosaic attire decorated th
Mosaicbs Russi an | aMogaic &tylemagaziné that tvas ,publestred for tthie ¢hird season.

Since Tatiana has become a popular TV star in Russia, @kizatvia and Estonia, the magazine was also made
available to the Russiaspeaking customers of those markets.

In marketing, social networks are becoming an increasingly important communication channel. Accordingly, in
2009 Mosaic launched its pageskacebook and Twitter.

In 2010, the main efforts will be directed at improving sales efficiency, particularly by drawing on the
experience gained in 2009. Other priorities include developing relations with suppliers, and creating and
developing the bestgssible supply base for the brand. In the childrenswear department, the collection will be
more clearly positioned with greater focus on thegmteool and school age attire. In addition, as a pilot project,
Mosaic intends to offer school uniforms to Esaamschools.

1C
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Retail salesi Mosaic

25 - 225
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Baltman

In 2009, Baltma generated retail revenue of 3d@lion euros a 24% decrease compared with the previous year.

The year was relatively hard for the brand because the recessiead sales decrease hit alsati@an.
However, in the second half of the year some markets stabilised and in December Baltman was already able to
achieve yeapveryear sales growth in certain markets.

For the brand, as for the entire Group, 2009 was a year of reviewing the regdil iaefficient stores were
closed and new ones were opened in malls that are bet
Baltman stores were closed and three were opened.

The year was relevant for Baltman also because a strategimwentory management approach was approved

and i mplemented. From 2009, the stocks of the brandds
sizebased offering. This means that no customer should have to leave the store without findingf ¢he

required size. Moreover, the approach allows offering the same selection at a lower inventory level.

In 2009, the Baltman collection went through several changes with a view to becoming trendier, which was well
received by the customers. Thigidrest change was the introduction of a narrower suit silhouette for both new
and existing models. The winter outdoor collection proved a great suctkesshandsome and trendy models
were sold out already before the arrival of the winter chills. Thedbt@am intends to continue updating the
collection to meet the needs of its increasingly cosmopolitan customers.

For the Baltman brand, the year was also marked by changes in the geapw brand manager joined at the

beginning of May and a new markagi manager was hired in October. The changes resulted from the need to
focus on a single brand; previously the branddéds mana
that dealt also with the Ivo Nikkolo brand.

Retail salesi Baltman

5.9

EUR min
O P N W » O O N
1

2005 2006 2007 2008 2009

11
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Ivo Nikkolo

For the Ivo Nikkolo brand, 2009 was a year of success despite the economic downturn in the Baltics. The rapid
takeof f of new stores and continuing sales groualtyh refl e
designer clothes. Retaidles of the brand grewyt13% to 2.8millioneuros r endering | vo Ni kkol
fastest growing brand for the second consecutive year
was justified.

In spring 2009, a new brand store wa®ioed in the Rocca al Mare Centre in Tallinn and in the Kristiine Centre
the brand moved to new and larger premises with novel interior design. In addition, the brand acquired its own
sales space in the Fashion Street store of the Baltika Quarter thapevesl in September 2009.

A bold step was the brandds expansion to a new reta
allocated its own area in a Monton store in the Evropeiski Centre that is one of the largest shopping malls in
Moscow. Thankso strong consumer interest, the brand intends to continue thetas#d sales also in 2010.

The first store opened in Latvia in 2008 right before the onset of the recession celebrated its first anniversary.
Continuously solid sales results show ttegt market has potential for expansion.

The year saw adlasioitvike shrgnddsatlSas celebrated with t
peeked both into the past and the future. For the celebration of the anniversary, the creator ofitheobra

Ni kkol o designed a speci al collection fAi0One in a Hun
numbered pieces.

Retail salesi Ivo Nikkolo

2.8
25

EUR min

0.3

2006 2007 2008 2009
CUSTOMER SERVICE

As a retail company Baltika seeks to offer its customers a positive purclexgiegence in its stores on a daily
basis. We call our customer service concept Ahugging
paying the utmost attention to the customerds wishes

Excellent customer care is based on peapl® have the right attitude and love selling. In our personnel
recruitment process, we evaluate the candidatesd sui
apparel store through various role play exercises and tasks. Successful candigatastmaly the above

criteria but have also a strong sense of fashion and trends and feel an emotional connection to the brand.

For improving service quality, Baltika haslmwuseinstructorsthat provide regular sales and service training for

both beginers and the more experienced customer service staff. All customeznopleyeeass induction

training where they learn about the company, the essence of the brand andligreediservice principles. At

the beginning of each season, there are traiodurses that introduce the collections of all brands and inform the
staff about new products, the trends of the season, new materials, etc. This is done to provide the customers with
the best possible advice and assistance during the purchase process.

Our tools for measuring service quality include mystery shopping by which we evaluate the entire service
process and the sales skills of our customer service staff. In addition, every year a customer survey is conducted
across all brands with a view to detemi ni ng the customersé satisfaction
environment, and similar items. In addition, in retailing an employee performance assessment system has been

12
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implemented that allows the customer service staff to receive individual féedimacheir professional
competency at least once a year.

Other useful tools for measuring service quality are the service surveys performed by shopping malls and market
research companies that allow benchmarking Baltika against other retailers. Montieanour stores have

seized high, awar@inning places in the customer service surveys conducted by shopping malls, significantly
surpassing other stores in terms of service quality.

Besides the above, Baltika measures customer service with variociereffi indicators. Indicators such as
customer conversion (the percentage of customers making a purchase), average purchase per customer (in terms
of cost and pieces), the number of new loyal customers, etc provide an overview of how well the stafi has bee
working with the customers. Thanks to new loyal customer programmes, in 2009 the number of new loyal
customers soareéid11% up on 2008. We are also satisfied with the 2% growth in the number of pieces sold per
customer; the largest, 5% rise in the intiicavas measured in Estonia. The percentage of customers making a
purchase also greivalthough the overall number of visitors decreased, the performance of the system improved

by 1% (in Latvia by 28%).

Customer and service quality surveys along withelmp | oyeesd professional perforn
inputs for future development and training activities that can be tailored to the needs of single employees or
stores, or the company as a whole.

WHOLESALE

Whol esal e of Balti&dosorcolVl]l é%wt obnshacGooopbs consol ic
4.4 million euros a 48.8% decrease compared with the previous year. The decline in wholesale revenue is
largely attributable to developments in the Russian market where a wholesalepa® s seven stores
over and integrated into Baltikads retail system. Ove

The year 2009 was a trial period for the wholesale contract signed with Peek & Cloppenburg. Both Baltika and
the Mosaic brand pasd the test successfully. By the end of the year, the originally agreed 13 department stores
were supplemented by another 17, which raised the number of department stores carrying the Mosaic collection
to 30. At the beginning of the project, Mosaic wagiedrby selected Peek & Cloppenburg department stores in
Germany, Austria, Switzerland and Poland. With the addition of more department stores by-tralyddwsaic

had penetrated such new markets as Slovenia, Slovakia, Hungary, the Czech Republicoatied Cr
Peek&Cloppenburg is one of the leading European department store chains that has over 80 department stores in
Germany and more than 100 department stores throughout Europe.

EARNINGS AND MARGINS

The Groupds perfor mance O by tiG~Aomio ecessientthabradyded salesn f | u e
lowered profit margins, triggered currency devaluations and induced the need for adjusting operating expenses to
new sales trends. If in the first haiéar the Group concentrated on adjusting inventory $eteethe new sales

figures and cost cutting, then in the second-hedr the focus shifted on maintaining the cost base and financing
purchases for the autumn season so as to secure achievement of the sales targets. In the fourth quarter, the Group
contirued closing losgienerating stores, which included exiting the Czech market.

The Groupbés gross margin for 2009 was 47. @%unged 008: 5.
to 27.0 million euros (2008: 48 million eurog9, a decrease df3.5 nillion euroscompared with 2008.

In 2009, the Group concentrated on reducing operating expenses throughout the system. Personnel expenses and
the number of staff were reduced and a | ot of effort
markets. The effect of many decisions became visible only in the secorngktaalfAnnual ditribution costs

decreased by.6 million euros to 3D million euros In the retail system, rental charges per square metre
declined by 23% on average, and persdrexpenses dropped by 24%. The size of the retail system remained
practically the same throughout the year.

In manufacturing, volumes were reduced, which triggered the need for downsizing. Severance paytments to
production staff totalled.Q million euros Altogether, in 2009 personnel expenses in manufacturing declined by
30%.

Comparedo 2008, administrative and general expenses decreaded tyllion eurosto 2.8 million euros
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A crisis requires companies to respond with appropriate decisfowordingly, management has carefully

revi ewed the state of the Group. To ensure positive
withstand further consequences of the economic recession, in 2009 management adopted a number of
extraordirary decisions. The impact of many ob#le decisiongell in the fourth quarter. In addition, the fourth

quarter results include expenditures resulting from the-gedrfinancial accounting procedures and certair non
recurring tax items.

Non-recurring i ncome and expenses in 2009

EUR min 2009 Q1 Q2 Q3 Q4
Net loss before norrecurring items -7.9 -3.3 -2.2 -1.2 -11
Non-recurring expenses/income

Store closure expenses -1.2 -0.2 -1.0
Currency translation differences -0.8 -0.7 0.2 -0.4 0.1
Redurancy expenses (production) -0.2 -0.2

Inventory writedown allowances -0.2 -0.2
Impairment allowances for receivables and interest exp

on discounted receivables -0.2 -0.2
Options (remuneration expense component) -0.1 -0.1

Penalties forancellation of contracts
Expenses from revaluation of investment properties
reclassification of property, plant and equipment

intangible assets -0.4 -0.4
Deferred tax income 0.8 0.8
Total -2.3 -0.7 0.0 -0.6 -1.0
Group net loss -10.2 -4.0 -2.2 -1.8 2.1

Baltika ended 209 with an operating loss of®million euroscompared with an operating loss of40million
eurosin 2008.

The operating loss for 2009 includes investment waffeexpenses of @ million eurosincurred in conne@n
with the closure of stores (recognised in other operating expenses). In 2008, the Group was able to report
investment revaluation gains oflImillion euros(recognised in other operating income).

The Groupds financial Jlandlipreaurse?20% dpoon 20Q80 Thé largest ffirmhciale d 1 .
experse item was interest expense (fillion eurog that grew by 46.4% compared with 2008. Interest expense
has been influenced by a decreaseuriibrand an i ncrease in the Groupbs borr

Baltika ended 2009 wiht a consolidated net loss of.20nillion euros compared with a net loss o2 inillion
eurosfor 2008.
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EBITDA and net profit/loss
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FINANCIAL POSITION

At 31 Dece mb e rcongdidatéd, ass@satotdlledidsidien euros 10% down from the previous
financial yearend.

Compared with the end of 2008, teadeceivables decreased by iillion euros to 19 million euros The
decline in receivables is attributable to shrinkage in wholesale volumes.

At the yaar-end, inventoriesatalled 120 million euros, a 8 million euroor 35% decrease yeawreryear. At

the same time, the size of the retail system remained at the same level as at the end of 2008. The new inventory
level corresponds to the level of sales inatime ofcisis.r i ng t he y®uaentassatshdecre&seddy p 6 s
9.4 million euros to 1® million euros Trade payables decreased by 27% td Willion euros the figure

includes letters of credit and bagkarantees of.2 million eurosrequested by the suppliethat may be settled

over an extended period if necessary.

At the end of 2009, th&r oup 6 s b or r o W millian euras,dnclading bark lo2ng of Blmillion
eurosand finance lese liabilities of 06 million euros During the yearthe debt krden increased by.Bmillion

euros Borrowings grew mainly in connection with the construction of the new office building that was financed
solely with a bank loan. At the end of 2009, construetiated borrowings totalled ®million euros

Thecomt ruction | oan has i ncr ebaasirg tabilitidsdess@Gastoangpbark bataeces) d e b t
which at 31 December 2009 stood dt.&million euros The net debt to equity ratio was 183% (31 December
2008: 88.2%).

In 2009, te  Gr o u |y desreaseq hyiZ million euros to 1B million euros

INVESTMENT
In 2009, theGr oup 6 s i nv e s.anmmileomdums Theocbreespbndiry fighire for 2008 wad million
euros.

Investments in the Baltika Quartand retail system amounted to74million euros and B million euros
respectively whe other investments totalleddmillion euros
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CASH FLOWS

I n 2009, t he Gr o ivgeats deaeased byBmillibn eurasscomparey with a decrease &f 1
million eurosin 2008.

In 2009, Bal ti ka Gr o ltediha nebgash ousflowi oh@milliarcetiros\Opetrating sashr e s u
flows were mainly influenced by a steep decline in sales and, in the first half of the year, too high a cost base;
however, in the secanhalf of the year the Group succeeded in adjusting the cost base to the level of sales in a
time of crisis. The largest changes in working capital were related to a decrease in inventories and trade
receivables and payables.

Net cash used imvesting ativities totalled 63 million euros In 2009, investing cash flows were primarily
influenced by the construction of the new office building. In 2008, cash flows from investing activities were also
significant,resulting in a net outflow of.@ million eurcs.

Borrowing was a major financing source for both business operations and investing activities. As a result,
financing activities generated an inflow 8fL million euros Additional bankloans taken in 2009 totalled48

million euros while loan repaymants amounted to.3 million euros Business operations were also financed
with the funds raised through the issuance of preference shatdnaiflion euros

PEOPLE

At the end of 2009, Baltika Group employed 1697 (31 December 2008: 1988) peoplinm&R9 (994) in the

retail system, 580 (771) in manufacturing, and 188 (223) at the head office. Owing to changes in the economic
environment and the ensuing need to improve operating efficiency, the number of staff declined by around 300.

The largest der e a s e, around 200 peopl e, occur r egdnuinberomanuf ac
employees was 1,832008: 1,950).

The Groupds e mpnlexpgnees forr 2609 totalled.@htillioro euros (2008: 138 million eurog.

The remuneration ofhe members of the supervisory councitlananagement board amounted t8 fhillion
euros (2008: @ million eurog. In 2009, the management board had one member more than in 2008.
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Number of employees
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At the end of 2009, 4 3 % veorkingtotitsede Estomiau phé propertiop of pepmee s we r
employed in Estonia is higher because the head office and manufacturing facilities are located here.

Breakdown of personnel by countryi 31 December 2009

Lithuania Russia
14% 12%

Ukraine

10%

Latvia 6%
Poland
0,
Estonia 1%
57%

In human resource management, one of the mmpbitant issues of 2009 was acclimatization to the new
economic environment. The activities conducted in the first half of the year included rightsizing and process
streamlining as well as the implementation of various measures for cutting pensdate|operating expenses

(e.g. salary cuts, patime work, etc).

In the area of development and training, we continued ctibise training program and lecture cycle Retail
Academythat was launched three years ago. Similarly to the previous year, tharprimpused on developing
management knohow and competencies. The purpose was to i m
skills, shape business thinking, and gain insights into -peesonal relations, cultural influences on
communication, etc.

As regard the brands, we made a number of important structural changes that were aimed at decentralizing
functions such as marketing and materials purchasing and building them up separately around each brand. The
changes strengthened and clarified the brandagement process.

BALTIKA QUARTER

Baltikads new office building was completed in June
manufacturing complex restored as a hub for design and other creative companies. The block that served as a
sewingfactory for almost 40 years has been completely renovated and given new life as a distinctive office and
business building. It houses the head office of Baltika Group and a Fashion Street store that carries all of
Bal ti kads brands . streWimtGhrage, they Fashion $treet represemte a novel synergy of
fashion, wine and gourmet.
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Other premises have been rented out to various companies that meet the concept of the quarter such as an
advertising bureau and a photo studio. Next doorhiet f or mer buil ding of Bal ti ka
Creative Incubator for stattp companies involved in the creative industries.

The relocation of Balti kads head office to new premi
staff. The ®w work environment that was developed considering the wishes of the employees fostezarmter
cooperation and knowledge and information sharing, inspires creativity and offers more conveniences for breaks
during a working day. The new office premisegjich include a functional Catwalk Hall that can seat an

audience of 120, allow organizing events for which the old building had no facilities. The hall has been used for
presenting Baltikads new coll ecti onsobammed oubto dthect i ng
companies interested in organizing an event.

The architectural solution of the complex was prepared by the architects of the internationally recognised
practices 3+1 and Studio 3. For their contemporary solution that succggstedjrates the exterior and interior
of the building, they received the Interior Architecture Award of the National Endowment for Architecture.

The Groupds i nvest meuarterstotalled approxenately OiBilliom turoBa |l t i ka Q

ENVIRONMENT

Baltika is a socially responsible company that considers the environmental aspects of its activities. The
environment al di mension has been integrated into the
to ensure that all its units operate iway that is environmentally sustainable.

Balti kaos operations (head of fice, stores, manufact
environmental impact. The Group fosters environmentally responsible and sustainable behaviour by collecting,
sotting and recycling packaging and production waste. Baltika has a contract with the Estonian packaging
recovery organisation MT) Eesti Pakendiringlus that |

Manufacturing units, i.e. the sewing fades collect fabric, paper and plastic waste. In the case of woollen
fabric, postcutting fabric waste is sorted (paper parts of patterns are separated) and sent for recycling. Fabric
storage waste (roll scraps and defective pieces) is also recovenetyoling. Cardboard boxes are collected

and reused at the factory or sent for reuse to the logistics centre. The logistics centre sorts all packaging waste
(cardboard, plastic, packaging tape) and reuses cardboard containers to the maximum. The Igicires col
cardboard and plastic waste.

All units gather batteries, electronic devices (computers, printers, and similar equipment), bulbs and fluorescent
lamps that are taken to recovery sites. The head office collects paper and documents (including eld archiv
materials) and sends them for recycling.

OUTLOOK AND GOALS FOR 2010

The management board of Baltika Group believes that in principle the Group completed the process of adapting
to the impacts of the global economic crisis in its target markets in Z0@%etail system ended the lastder

of 2009 with a profit of 0.4million eurosand cash flows from ordinary operations have stabilised. At the
beginning of 2010, the level of inventories per square metre (35% dowioyeayear) and the retail systsnmd
operating expenses (27% down yeaeryear) correspond to the level of sales planned for 2010.

The Group has made its sales forecasts for 2010 on t}
target markets will not be growing in 2010.the first half of the year will still be under the influence of a
decel erating downturn, then by the summer sales in t1l

second half of the year should bring modest economic growth for some wiattkets (mainly on account of
extremely low comparative bases).

Since in annual terms sales will not be growing yet (a slight decline in the firsydaailfand growth in the
second), Baltika is going to focus its main efforts on creating strong cofieciimproving the financing of its
purchasing operations, achieving higher product margins and enhancing customer care. The result should be a
significantly improved gross margin. The latter in combination with substantially smaller ogezapenses
(acording to plan, 3.2nillion euroslower than in 2009) should allow Baltika to start earning a profit in the
second halfyear. In order to strengthen its financial position, in the first half of the year the Group intends to
divest of a number of propertieslated to manufacturing operations. Baltika will also continue working with the
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banks to secure additional cash flow for purchasing goods and restructuring the loan portfolio. In addition, the
management board is planning to propose an additional sisaee i

Baltika does not intend to invest in the expansion of the retail system in 2010.

REPORTING CALENDAR IN 2010

In 2010, the consolidated financial results of Baltika will be published on the following dates:

2010 Q1 results May 5
2010 Q2 results August 4
2010 Q3 results November 3

Additionally, in the beginning of every month the sales results of the preceding month are published.
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BALTIKA SHARE

The Baltika share has been listed on the Tallinn Stock Exchange since 5 June 1997. The TallinncBtoaieE

is a member of the worldds | argest exchange company
established at the beginning of 2008 when NASDAQ Stock Market completed its merger with the Baltic and
Nordic exchange company OMX. The new stock exchang®gaay delivers trading, exchange technology and

public company services across six continents and, with over 3,900 companies, it is number one in worldwide
listings among major markets.

Baltika does not have an official market maker for its shares.numadg 2010 no companies listed on the Tallinn

Stock Exchange had market maker agreements. The rules enforced in 2005 require newly listed companies to
sign a relevant agreement for a certain period. For shares that have been listed for a longer $imet hiden
necessary to enter into or extend such agreements.

SHARES
Baltika has issued 22,644,850 shares compris$)§44,85®mrdinary shares an,000,00Qoreference shares

Ordinary shares

Bal ti kads ornelisiedhon the Tallinh Stoclkedhange and carry equal voting and dividend rights. In
the text below (the key share data, share price and trading figures, shareholder structure), any reference to
Balti kabs fishareodo or fAsharesod is a reference to ordin

Information on listed ordinary shares

NASDAQ OMX symbol: BLT1T

ISIN number: EE3100003609
Minimum number of shares to trade: 1
Number of shares: 18,644,850
Nominal vale of a share: 0.64 euros
Votes per share: 1

Preference shares

Preference shares wereued in a direct offering to professional investors announced on 10 July 2009. The
preference shares carry a preferential right to a dividend of 10% of the par value of a share per year for two years
after issue; thereafter they carry the same voting avidedtid rights as ordinary shares. The preference shares

are unlisted.

Key share data

EUR 2005 2006 2007 2008 2009
Number of shares outstanding (31 Dec) 17,468,850 18,644,850 18,644,850 18,644,850 18,644,850
Weighted average number of shares 17,279,850 18,026,350 18,644,850 18,644,850 18,644,850
Share price (31 Dec) 4.33 7.40 3.90 1.15 0.73
Market capitalisation, in millions (31 Dec) 75.70 137.97 72.71 21.44 13.61
Earnings per share (EPS) 0.27 0.31 0.14 -0.06 -0.55
P/E 16.1 23.9 27.9 Neg. Neg.
Book value per share 0.76 1.04 1.16 1.02 0.64
P/B 5.7 7.1 34 1.1 1.1
Dividend per share (DPS) 0.04 0.05 0 0 ot
Dividend yield 1.0% 0.7% 0% 0% 0%
Dividend payout ratio 16.6% 17.1% 0% 0% 0%"

Proposal to the general meeting.

SHARE PRICE AND TRADING

In 2009 the price of the Baltik share decreased by 36.5% t@30eurosand t he Gendwmarkes year
capitalisaion slid to 13.6 million eurasDuring the same period, the OMX Tallinn Ahare Index rose by
47.2%.
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Share price and turnover
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Trading history

EUR 2005 2006 2007 2008 2009
High 4.33 7.47 9.57 3.95 1.27
Low 0.53 3.97 3.35 0.73 0.44
Average 1.85 5.01 7.03 2.09 0.70
Yearend price 4.33 7.40 3.90 1.15 0.73
Change, % 598.9% 70.8% -47.3% -70.5% -36.5%
Traded volume 13,209,708 14,726,412 8,384,656 12,572,468 10,671,279
Turnover, in millions 31.08 72.75 53.55 23.62 7.57

I'ncludes the sale of B adof6iOamilihemedfor 13@dionfeurosd 6 s sharehol di
INDICES

The Nordic and Baltic exchanges of NASDAQ OMX Group use theegadex structure. The NASDAQ OMX

Baltic index family comprises the All Share Index, the Tradable Index, the Benchmark Index, and sector indices.
The indices are calculated in euros as price (PI) and/or gross (Gl) indices. All indices aflenkedjmmeaing

that they are calculated based on the price level of the previous trading day. All Baltic equity indices have a base
value of 100 and a base date of 31 December 1999. The base date for OMX Tallinn is 3 June 1996. The
composition of tradable and bencark indices is revised twice a year based on the trading activity of the shares.

In January 2010, the Baltika share was part of the following indices:

Index Description Type Short name
OMX Tallinn GI OMX Tallinn all share index Gross index OMXTGI
OMX Baltic 10 Baltic tradable index Price index OMXB10
OMX Baltic 10 Gl Baltic tradable index Gross index OMXB10GlI
OMX Baltic 10 EXP Baltic tradable index Price index OMXB10EXP
OMX Baltic PI Baltic all share index Price index OMXBPI
OMX Baltic GI Baltic all share index Gross index OMXBGI
OMX Baltic Benchmark Pl Baltic benchmark index Price index OMXBBPI
OMX Baltic Benchmark Gl Baltic benchmark index Gross index OMXBBGI
OMX Baltic Benchmark Cap Pl Capped Baltic benchmark index Price index OMXBBCAPPI
OMX Baltic Benchmark Cap Gl Capped Baltic benchmark index Gross index OMXBBCAPGI
OMX Baltic Consumer Discretionary Pl Baltic sector index Price index B25PI
OMX Baltic Consumer Discretionary Gl Baltic sector index Gross index B25GI
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SHAREHOLDER STRUCTURE
At the end of 2009, Baltika had 2,241 shareholders. The number of shareholders increased by 21% over the year.

The | argest shareholder is O] BMI G, a company owned |
December 2009 held 24.81% of Belta 6 s or di nary shares. At the same dat
direct and indirect holdings accounted for 31.80% of

BMI G and t he management boar d ar e dn ofcthecoGomaratei n t he
Governance Report.

The full list of shareholders is available on the website of&$tenianCentral Securities Depositofyvww.e-
register.ee).

Major shareholders at 31 December 2009
Number of shares Holding

BMIG OU 4,624,860 24.81%
Svenska Handelsbanken Clients Account 1,912,000 10.25%
Meelis Milder 726,336 3.90%
State Street Bank and Trust Omnibus Account 494,689 2.65%
Tonis Kotkas 449,500 2.41%
Central Securities Depository of Lithuania 429,879 2.31%
Gamma Holding OU 412,758 2.21%
Swedbank Ab Clients 406,665 2.18%
Skandinaviska Enskilda Banken Ab Clients 367,947 1.97%
Tenlion OU 302,171 1.62%
Other 8,518,045 45.69%
Total 18,644,850 100%

Other major shareholders include international investment funds and private uiatwaho usually keep their
investments in foreign banksd client account s. Il ndi vi
Baltikads sharehol ders are | ocal

Shareholder structure by shareholder type at 31 December 2009
Number of shares Holding

Management board members 5,929,245 31.80%
Legal persons, thereof 7,286,639 39.08%
Investment funds and banks' client accounts 4,331,665 23.23%
Other legal persons 2,954,974 15.85%
Individuals 5,428,966 29.12%
Total 18,644,850 100%

Shareholder structure by size of holding at 31 December 2009

Number of Percentage of Number of Percentage of
Holding shareholders all shareholders shares votes held
> 10% 2 0.09% 6,536,860 35.06%
1.0- 10.0% 13 0.58% 4,795,272 25.72%
0.1-1.0% 81 3.61% 3,266,652 17.52%
<0.1% 2,145 95.72% 4,046,066 21.70%
Total 2,241 100% 18,644,850 100%
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Shareholder structure by country at 31 December 2009
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SHARE CAPITAL

In 2009, Bal t i k a6%6 milibraeures tocl® millidn &uros Ghe share d¢afgl increased in
connection with the issue of four million preference shares to professional investors. After the issue, Baltika has
22,644,850 outstanding shares comprisind 644,850 ordinary shares and 4,000,000 preference shares (see
al so sShat)esa i

The company has implemented a convertible bond program for the executive management. The annual general
meeting that convened on 18 June 2009 resolved that 1,850,00€rtiole bonds (Gonds) were to be issued

to the executives of companies digjing to Baltika Group. Each bond entitles the holder to subscribe for one

share in the company during a subscription period lasting from 1 July to 31 December 2012. After the
subscription, Balti kads shar e c apwsharésthatagcoumt foc8r2®a s e by
of the current number of outstanding shares.

The terms and conditions of the convertible bonds are provided in the resolutions of the annual general meeting
of 2009. Further information on the bonds can be found in note 2& tconsolidated financial statements.

According to the Articles of rdcptais25® milianeyrost he company

Changes in share capital

Issue Number Total  Share capital Share

price of shares number at par value premium
Date Issue type EUR issued  of shares EUR'000 EUR '000
31.12.2004 5,633,950 3,601 2,845
17.05.2005 Conversion of Bbonds into shares 2.18 189,000 5,822,950 3,722 3,136
31.12.2005 5,822,950 3,722 3,176
30.03.2006 Conversion of Ghonds intashares 2.40 192,000 6,014,950 3,844 3,534
5.10.2006 Conversion of Bbonds into shares 1.85 82,400 6,097,350 3,897 3,634
8.12.2006 Conversion of Bbonds into shares 1.85 117,600 6,214,950 3,972 3,776
31.12.2006 6,214,950 3,972 3,776
11.06.2007 Bonusissue n/a 12,429,900 18,644,850 11,916 0
31.12.2007 18,644,850 11,916 0
31.12.2008 18,644,850 11,916 0
10.07.2009 Preference share issue 0.64 4,000,000 22,644,850 14,473 0
31.12.2009 22,644,850 14,473 0
DIVIDENDS
I'n view of ttives forGhedouhrdming pefofsetheaximumdividend payout ratio has been set
at25%of net profit for the periodT he act ual ratio wild.l be deter mined

development prospects and funding needs.
Baltika ended 2009 whit a consolidated net loss of Omillion euros The management board of Baltika

proposes that this year no dividends be distributed to the holders of ordinary shares. In 2009, the company did
not distribute any dividends either.

23



AS Baltika 2009 Consolidated Annual Report (in thousands of euros)

In accordance with the Artieb of Association, the holders of preference shares will be guaranteed their annual
dividend that amounts to 10% of the O&dro par value of a share. In 2009, the holders of preference shares
were distributed a total dividend of02 million euros

Fordividend history and ratios, please refer to the Key share data table.
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CORPORATE GOVERNAREEORT

The Corporate Governance Code (CGC) of the Tallinn Stock Exchange is a set of rules and principles which is
designed, above all, for listed companies. Sitiee provisions of CGC are recommendations by nature, the

company need not observe all of them. However, where the company does not comply, it has to provide an
explanation in its corporate governance torgfordisted. The f
companies since 1 January 2006.

Baltika adheres to all applicable laws and regulations. As a public company, Baltika also observes the rules of

the Tallinn Stock Exchange and the requirement to treat investors and shareholders equaliyndlg, Baltika

complies, in all material respects, with the provisions of CGC. Explanations for departures from CGC are
provided below. In addition, our corporate governance report contains information on the annual general meeting

of 2009, the supersior y counci |, the management board and expl
processes.

CGC Article 1.3.3.

An issuer shall make attendance and participation in the general meeting possible by means of communication
equipment (e.g. the Internet) tie technical equipment is available and where doing so is not too cost
prohibitive for the issuer

Since Baltika does not have the required technical equipment and acquisition of such equipment would be costly,
currently attendance and participation iengral meetings is not possible by means of communication
equipment.

CGC Article 2.2.1.

The chairman of the supervisory council shall conclude a contract of service with each member of the
management board for discharge of their functions.

Membersof Bl t i kads management board are responsible for s
ones provided i n t he Commerci al Code and t he Compa
representation of the company). Therefore, four membetseofnanagement board serve the company under
employment contracts and one member of the management board, Andrew Paterson, serves the company under a
consulting services agreement entered into with his company Keel Consulting Associates Ltd. The Cliairman o

the Management Board Meelis Milder is the Groupds CEC(
Retail Division, Boriss Loifenfeld the Director of Wholesale and CIS Projects and Andrew Paterson the Director

of Merchandising, Sourcing and Suphain.

CGC Article 2.2.7.

The basic salary, performance pay, severance package, and other benefits and bonus schemes of a management
board member as well as their essential features (incl. features based on comparison, incentives and risk) shall
be pubished in clear and unambiguous form on the website of the issuer and in the corporate governance
report. Information shall be deemed clear and unambiguous if it directly expresses the amount of expense to the
issuer or the amount of foreseeable expens# te day of disclosure.

The remuneration and other benefits provided to members of the management board are set out in their
employment contracts. Owing to the confidentiality of the contracts, Baltika does not disclose the remuneration
and benefits mvided to each member of the management board. However, Baltika discloses the total amount of
remuneration provided to members of the supervisory council and management board in the management report
section of its interim and annual reports. 2009, thefigure amounted to 0.&illion euros The contractual
severance benefits of members of the management board range fof?6old monthly remuneration.

Members of the management board, like other employees, are eligible to performance pay in a&coottdsdme

companybés bonus scheme, which is based on the perfor
the chairman of the management board/ CEO is 1.5% of
the actual disbursementmaymok ceed t he chairmandés one annual sal ary

management board/directors are linked to the performance of their respective profit centres but the actual
disbursements may not exceed one half to two thirds of their annagy.s@hnual bonuses are paid in three
portions. Two payments are made in advance and the final one is calculated and made after the financial
statements have been audited. The bonus of the chairman of the management board/CEO is determined by the
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supervisoy council. The bonuses of members of the management board are determined by the chairman of the
supervisory council based on a proposal made by the chairman of the management board.

Members of the management board, similarly to all executives workidgeun a di rector 6s contr
to one funded pension contribution of up to one mont

directordés position for at |l east three years. Me mber
ei gible to other benefits provided for in the company
participated in the convertible bond (option) progran

in the future.

In 2009, members fothe management board participated in a convertible bond program designed for the

companyds top and middle management, which was appr o\
and conditions of the bonds are provided in the resolutions oé#ipective annual general meeting. Changes in
management board membersé interests in the company a
available on the website of the Estoni@entral Securities Depositofyww.e-register.ee)as well asn the
companyés interim and annual reports.

CGC Article 2.3.2.

The supervisory council shall approve transactions that are significant to the issuer and are entered into
between the issuer and a member of its management board, or another person carmaotslto them, and

shall determine the terms of such transactions. Transactions approved by the supervisory council between the
issuer and a member of the management board, or a person connected or close to them, shall be published in the
i ssuer @t Gaarmanme Report.

In 2009 no such transactions were performed.

CGC Article 3.2.5.

The remuneration of a member of the supervisory council (amount and disbursement procedure) shall be
disclosed in the issuer 6s cadditipnal remtineratigndseveranteaamcotherr e p o r t
monetary benefits) shall be disclosed separately.

The annual general meeting of 2009 passed the motion that the emoluments of members of the supervisory
council should remain the same as decided by the edir@oy general meeting of 8 December 2004. The
remuneration of the chairman of the supervisory council amour@3%eurogper month and the remuneration

of a member of the supervisory council383 eurogper month. A member of the supervisory counsinbt

eligible to severance compensation or any other monetary benefits.

CGC Article 3.3.2.

A member of the supervisory council shall promptly inform the chairman of the supervisory council and the
management board of any business offer related to thimdms activity of the issuer made to the member of the
supervisory council or a person close or connected to the member of the supervisory council. All conflicts of
interests that have arisen during the reporting year shall be disclosed in the Corparagen@nce Report

along with their resolutions.

In 2009 no conflicts of interests occurred.

CGC Atrticle 5.6.

The issuer shall disclose the dates and places of meetings with analysts, and presentations and press conferences
organized for analystsnvesbrs or institutional investors on its website. The issuer shall enable shareholders to
attend the above meetings and shall make the texts of the presentations available on its website.

In accordance with the rules of the Tallinn Stock Exchange, Baltiadiiscloses all material and price sensitive
information through the stock exchange system. The information disseminated at meetings and press conferences

is limited to previously disclosed data. All information which has been made public, includirentatems

made at meetings, is available on the companyds webs
persons who can provide further information. Presenting a schedule of meetings on the corporate website is not
currently relevant.
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As arule, the issuer cannot enable other shareholders to attend the meetings held with institutional investors and
analysts. To ensure the objectivity and unbiased nature of the meetings, institutional investors observe internal
rules which do not allow thirgarties to attend such meetings.

CGC Article 6.2.
Election of the auditor and auditing of the annual accounts

I n accordance with the companyds Articles of Associ
meeting for the performance of mgle audit or for a specific term. The annual general meeting which convened

on 18 June 2009, appointed AS PricewaterhouseCooper :
statements for 2009. According to the audit agreement, the engagement ipakge Vilu and the engagement
manager Eva Jansen. The company ensures the auditord

engagement manager every five years.

The audit fee is fixed in an agreement which is concluded by the managemehtlibalhe notice of the annual

general meeting, Baltika publishes the information required by the Commercial Code (Section 294 Subsection 4)
that does not include the auditordéds fee. The company
such sensitive information would damage the competitive position of the audit firm (CGC Article 6.2.1.).

Under the law, the agreement entered into by an audit firm is governed by International Standards on Auditing,

the Estonian Auditing Guidelines aride risk management policies of the audit firm that do not require the
auditor to submit a me moompdiamak uvith the nCorgorate Govesnancee Codles non
Accordingly, the agreement signed between Baltika and its audit firm does not indodesponding article

and the auditor does not submit such a memorandum (CGC Article 6.2.4.).

GOVERNANCE PRINCIPLES AND ADDITIONAL INFORMATION

AS Baltika is a public | imited company whose governi
supenisory council and the management board.

General meeting

The gener al meeting i s t he companyos hi ghest gover
extraordinary. The annual general meeting convenes once a year within six months after the end of the
companyés financi al year . An extraordinary gener al m
companyb6s net assets have declined below the | evel
demanded by the supervisory council, the auditoshareholders whose voting power represents at least one
tenth of the companyés share capital. A gener al meeti

represented by shares are present. The set of shareholders entitled to participgenénab meeting is
determined at 8 a.m. at the date of the general meeting.

The annual general meeting of 2009 was held on 18 June at 24 Veerenni in Tallinn, Estonia. A total of
10,551,453 shares were represented (56.59% of the voting stock). The meptipjg oved t he company
report and profit allocation proposal for 2008, amendments to the Articles of Associationapmbieted AS
PricewaterhouseCoopers as the companyds auditor. The
(compared wh the previous membership, one member changed) and decided to continue remunerating the
members of the supervisory council on the previous bases. In addition, the general meeting decideakto in

share capital by up to 2million eurosby issuing prefeence shares to professional investors and approved an

i ssue of convertible bonds to be offered to the ex
management incentive program. The chairman of the management board informed shareholderstabokit 88l s

plans and prospects for 2009.

Supervisory council

The supervisory council plans the activities of the company, organises the management of the company and
supervises the activities of the management board. The supervisory council meets aczoreiughiut not less
frequently than once every three months. A meeting of the supervisory council has a quorum when more than
half of the members patrticipate. A resolution of the supervisory council is adopted when more than half of the
members of the supdsory council who participate in the meeting vote in favour. Each member of the
supervisory council has one vote. In 2009, the supervisory council met five times. All members of the
supervisory council attended all or most of the meetings of the supgresuncil.

27



AS Baltika 2009 Consolidated Annual Report (in thousands of euros)

According to the Articles of Associati on, Balti kads
members are elected by the general meeting for a period of three years. The current council was elected by the
annual general meeting i®@9 and it has five members.

The present members of the supervisory council are Tiina Mdis (chairman), ReefAakdRemmelkoor,
Andres Erm and Lauri Kustaa Aima. Mrs Mdis is the director of the investment firm AS Genteel and a member
of the councils b several Estonian companies. Mrs Saks is an attorney with Law Office Raidla Lejins &
Norcous, along er m partner of Balti ka. Mrs Saks has been a
1997. Allan Remmelkoor, the chief executive &% Kristiine Katbanduskeskus which operates the Kristiine
Centre in Tallinn, Estonia, contributes valuable retail expertise. Andres Erm has extensive experience with
emerging markets in Eastern Europe which are also targetBdltika. Lauri Kustaa Aima is a new membér o

the supervisory council. Mr Aima is a managing director of Kaima Capital Oy and a member of the councils of
several Baltic companies. In addition, Mr Aima has kexgn experience in advising potential investors on
matters related to investing in the qoanies of the Baltic countries. Tiina M&is is the only council member that
owns shares in the company (977,837 preference shares or 4.32% of share capital as at the end of 2009).

Four of the five members of Bal The demerddent semipeeis ReetSaks vy c oL
who has been a member of Baltikads supervisory counci

Management board

The management board is a governing body which represents and manages the company in its daily activity in
accordance witlthe law and the Articles of Association. The management board has to act in the best economic
interests of the company. The members of the management board elect a chairman from among themselves who
organises the activities of the management board. Everylrar of the management board may represent the
company in all legal acts.

According to the Articles of Association, Balti kabs
are elected by the supervisory council for a period of three years. Theisapecouncil may also remove a

member of the management board.

Balti kab6s management board has five members: Meel i s
Loifenfeld and Andrew Paterson. On 14 September 2009, the supervisory council decikéehd the board

membersdéd term of office for another three years.

The Chairman of the Management Board Meelis Milder i
the Director of the Retail Division and Boriss Loifenfeld the Director of Whtdeaad CIS Projects. These

members of the management board have been with the company from 10 to 25 years. Andrew Paterson is the
Director of Merchandising, Sourcing and Supply Chain. Mr Paterson advised Baltika on merchandise
management during the peri@d032006, when Baltika underwent a turnaround into a vertically integrated

fashion retailer, and started working with the company again at the end of 2007.

Management board members are Baltikabds | argehich sharet
at the end of 2009 held 20.98% of Baltikabds share c
management board members have their individual shareholdings. Consequently, through their direct and indirect
holdings, at the end of 2009 maeame nt board members controlled 26.74%
(31.80% of listed ordinary shares).

Shareholdings of members of the management board at 31 December 2009

Ordinary shares Preference shares
(listed) (not listed) Total
No of shares  Holding No of shares  Holding No of shares Holding

OU BMIG 4,624,860 24.81% 125,173 3.13% 4,750,033 20.98%
Meelis Milder 726,336 3.90% 726,336  3.21%
Maire Milder 316,083 1.70% 316,083 1.40%
Boriss Loifenfeld 200,366 1.07% 200,366  0.88%
Ulle Jaw 50,600 0.27% 50,600 0.22%
Andrew Paterson 11,000 0.06% 11,000 0.05%
Total OU BMIG and

management board members 5,929,245 31.80% 125,173 3.13% 6,054,418 26.74%
Baltika's share capital 18,644,850 100% 4,000,000 100% 22,644,850 100%
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CONSOLIDATHINANCIAL STATEMENTS

MANAGEMENT B OAORBRVATIGN OF THE C ONSOLIDATED FINANCIA L
STATEMENTS

The management board confirms the correctness and con
statements as presented on pagem3®.

The managment board confirms that:

1. the accounting policies and presentation of information is in compliance with International Financial
Reporting Standards as adopted by the European Union

2. the financial statements present a true and fair view of the fingrasdion, the results of the operations and
the cash flows of the Group;

3. all Group companies are going concerns.

Meelis Milder Ulle Jar

Chairman of the Management Board Membefp of theManagement Board
25 March 2010 25 March2910

Boriss Loifenfeld Maire Milder

Member of the Management Board Member of the Management Board
25 March 2010 25 March 2010

Andrew Paterson
Member of the Management Board
25 March 2010

' Initsialiseeritud ainult identifitseerimiseks
| Initialled for the purpose of identification only
Initsiaalid/initials M. M

Kuupaev/date Z6. 0210
PricewaterhouseCoopers, Tallinn
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CONSOLIDATED STATEMENT OF FINANCI AL POSITION

Note 31.12.2009 31.12.2008

ASSETS

Current assets

Cash and bank 4 385 554
Trade and other receivables 5 3,511 6,287
Inventories 6 12,027 18,434
Total current assets 15,923 25,275
Non-current assets

Deferred income tax asset 7 1,054 355
Other noRcurrent assets 8 494 390
Investment property 9 6,602 8,570
Property, plant and equipment 10 16,819 11,541
Intargible assets 11 3,971 3,809
Total non-current assets 28,940 24,666
TOTAL ASSETS 44,862 49,941
EQUITY AND LIABILITIES

Current liabilities

Borrowings 13 7,857 6,645
Trade and other payables 14 10,186 13,290
Total current liabilities 18,43 19,935
Non-current liabilities

Borrowings 13 14,888 10,762
Other liabilities 14 7 0
Deferred income tax liability 7 0 140
Total non-current liabilities 14,895 10,902
TOTAL LIABILITIES 32,938 30,837
EQUITY

Share capital at par value 15 14,473 11,916
Share premium 67 0
Reserves 15 2,784 1,670
Retained earnings 5,208 6,949
Net profit (loss) for the period -10,169 -1,211
Currency translation differences -601 -458
Total equity attributable to equity holders of the parent 11,762 18,866
Minority interest 162 237
TOTAL EQUITY 15 11,924 19,104
TOTAL LIABILITIES AND EQUITY 44,862 49,941

The Notes to the financial statements presented on pagésa8e an integral part of tHénancial Statements

' Initsialiseeritud ainult identifitseerimiseks
| Initialled for the purpose of identification only
Initsiaalid/initials M. M

Kuupaev/date Z6. 0210
PricewaterhouseCoopers, Tallinn
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CONSOLIDATED STATEMENT OF COMPREHENSIV E INCOME

Revenue
Cost of goods sold
Gross profit

Distribution costs

Administrative and general expenses
Other opeating income

Other operating expenses

Operating profit (loss)

Finance income
Finance costs
Profit (loss) before income tax

Income tax expense

Net profit (loss)

Profit (loss) attributable to:
Equity holders of the parent company
Minority shareholders

Other comprehensive income (loss)
Currency translation differences
Revaluation of investment property

Total comprehensive income (loss)

Comprehensive income (loss) attributable to:
Equity holders of the parent company
Minority shareholders

Basic earnings per share, EUR
Diluted earnings per share, EUR

Note 2009 2008
1617 56,253 76,331
18 -29,264 -35,822
26,989 40,509

19 -32,000 -37,621
20 -2,842 -3,228
21 35 1,201
21 -2,109 -1,223
-9,926 -362

22 4 26
22 -1,131 -961
-11,053 -1,297

23 809 -75
-10,244 -1,372

-10,169 -1,211

-75 -161

-143 -1,000

9 1,114 0
-9,273 -2,372

-9,198 -2,189

-75 -183

24 -0.55 -0.06
24 -0.55 -0.06

The Notes to the financial statements presented on pagésa8e an integral part of tHénancial Statements
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CONSOLIDATED CASH FL OW STATEMENT

Operating activities
Operating profit (loss)
Adjustments:
Depreciation, amortisation and impairment of PPE and intangibli
Loss (gain) from disposal of PPE and investment property
Loss (gain) from revaluation of investment property
Other noamonetary expensesl
Changes in working capital:
Change in trade and other receivables
Change in inventories
Change in tradand other payables
Interest paid
Income tax paid
Net cash generated from{used in)operating activities

Investing activities

Acquisition of property, plant and equipment, intangibles, thereof
Under the finance lease terms

Proceeds from disposal of property, plant and equipment

Investments in subsidiaries

Interest received

Net cash used in investing activities

Financing activities

Received borrowings

Repayments of borrowings

Change in bank overdraft

Repayments of finance lease and other liabilities
Receipts from contributions into sharapital
Transaction costs of issuing preference shares
Dividend paid for preference shares
Redemption of bonds

Issuance of convertible bonds

Net cash generated from financing activities
Effect of exchange gains (losses) on cash and cash equivalents
Total cash flows

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

Change in cashand cash equivalents

'Other nommonetary expenses consist of foreign exchange gains (losses) arising in foreign subsidiaries.

Note

10,11

9

14

10,11
12
10
26

13
13
13
12,14
15

15
13
25

2009

-9,926

3,167
838
306
302

2,347
6,407
-3,222
-1,049

-885

-6,473
241
100

-152

-6,283

8,418
-1,872
-1,673

-299

2,556

-169

2008
-362

2,952
100
-1,134
97

1,392
-4,329
5,242
-749
-397
2,811

-9,492
270
41
-213

-9,390

7,630
-1,616
1,448
-210

0

0

0
-1,917
0
5,335
-216
-1,459

2,013
554

-1,459

The Notes to the financial statements presented on pagésage an integral part of tHénancial Statments
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CONSOLIDATED STATEMENT OF CHANGES IN EQUITY

Share
capital
Balance at 31
December 2007 11,916
Total comprehensive
income (loss) 0

Acquisition of minority interest 0
Balance at 31
December 2008 11,916

Balance at 31

December 2008 11,916
Total comprehensive

income (loss) 0
Issue of preference

shares (Note 15 0
Equity-settled shardased
transactions (Note 25) 0
Increase of share

capital (Note 15) 2,556
Acquisition of minority

interest 0
Balance at 31

December 2009 14,473

Share
pre-
mium

o

0

67

Reser
ves

1,670

o

1,670

1,670
1,114
0
0
0
0

2,784

Re-
tained
ear-
nings

6,949

-1,211
0

5,738

5,738
-10,169
-530

0

0

0

-4,961

Currency
transla-
tion
differences

520

-978

-458

-458
-143

0

0
0
0

-601

Total
attribu -
table to

parent

21,055

-2,189
0

18,866

18,866
-9,198
-530
67
2,556
0

11,762

Additional information on share capital and changeequity is provided in Note 15.

Mino-
rity
interest

633

-183
-213

237

237

-75

162

Total

21,688

-2,372
-213

19,104

19,104
-9,273
-530
67

2,556

11,924

The Notes to the financial statements presented on pagésa8e an integral part of tHénancial Statements
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NOTES TO THE FINANCI AL STATEMENTS

NOTE 1 General information and summary of signifcant accounting policies

General information

The Baltika Group, with the parent company AS Baltika, is an international fashion retailer operating four
concepts: Monton, Mosaic, Baltman and Ivo Nikkolo. The Group employs a vertically integrated busideks m
which means that it controls all stages of the fashion process: design, manufacturing, supply chain management,
logistics and retailing. As of the end of 2009, there were 133 Baltika stores on six markets in the Baltics and
Central and Eastern EuropEhe Group also sells its collections wholesale. At 31 December 2009, the Baltika
Group employed 1,697 people (31 December 2008: 1,988).

AS Baltikabdés shares are |listed on the Tallinn Stock E
OU BMIG controlled by the members of the management board of the company.

AS Baltika (the Parent company) (registration number: 10144415, address: Veerenni 24, Tallinn, Estonia) is a
company registered in the Republic of Estonia and operating in Estoniag,athiuania, Russia, Ukraine and

Poland. The consolidated financial statements prepared for the financial year endeDeatrdber 2009

include the financial information of the Parent company and its subsidiaries (together referred to as the Group):
oUBal t man, SI'A Baltika Latvij a, UAB Baltika Lietuva,
Baltika Poland Sp.z.0.0., Baltika Retail Czech Republic s.r.o0., OY Baltinia AB, Baltika Sweden AB, OU Baltika
Tailor, AS Virulane and OU Baltika TP.

The mamgement board of AS Baltika authorised these consolidated financial statements at 25 March 2010.
Pursuant to the Commercial Code of the Republic of Estonia, the financial statements are subject to approval by
the supervisory council of the Parent compamg the general meeting of shareholders.

Basis of preparation

The Groupods 2009 <consolidated financi al statements
Financial Reporting Standards (IFRS) as adopted by the European Union. The financianttateane been

prepared under the historical cost convention, as modified by the revaluations of investment property, as
disclosed in the accounting policies below. The principal accounting policies applied in the preparation of these
consolidated financlastatements are set out below. These policies have been consistently applied to all the
periods presented, unless otherwise stated. See al so

All information in the financial statements is presented in thousandsirof unless otherwise stated. The

Estonian kroon is pegged to the euro at the rate of EUR 1=EEK 1584660 rounding of euros to the nearest

thousand arithmetical inaccuracies up to 1 thousand euros may dbteufinancial statement® Estonian
kroonscanbe obt ained from the companydés website www. balti

Comparability

The financial statements have been prepared in accordance with the consistency and comparability principles,
the nature of the changes in methods and their effect is explairiee iespective notes. When the presentation

of items in the financial statements or their classification method has been amended, then the comparative
information of previous periods has also been restated.

New International Financial Reporting Standards,amendments to published standards and
interpretations by the International Financial Reporting Interpretations Committee

a) Standards, amendments to published standards and
periods beginning on or aftdr January 2009

IFRIC 11, IFRS 2i Group and Treasury Share Transactions. The interpretation contains guidelines on the
following issues: an entity grants its employees rights to its equity instruments that may or must be repurchased
from a third party inorder to settle obligations towards the employees; or an entity or its owner grants the

entityds employees rights to the entityédés equity inst
the entity. This adoption of the interpretation dibt have an any significant | mpe
statements.

IFRS 8, Operating Segments. IFBSupersedes IAB4, Segment Reporting.he standard applies to entities
whose debt or equity instruments are traded in a public market or thairfdee in the process of filing, their

financial statements with a regulatory organisation for the-ptirpose -of-issting-any-class-of-instruments-i ublic
Initsialiseeritud ainult identifitseerimiseks
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market. IFRS 8 requires an entity to report financial and descriptieemation about its operatingegments,

with segment information presented on a similar basis to that used for internal reporting purposes. The adoption
of standard has resulted in regrouping of reportable segments. In place of the previously reported regional
segments (Baltic regiorEastern European region, Central European region and other regions) are disclosed
following segments: retail in Baltic region, retail in Eastern Europe, retail in Central Europe, wholesale and real
estate management. Regrouping of reportable segmenistdiduse a reallocation of goodwiill.

IAS 23, Borrowing Costs, revised in March 200he main change to IAS 23 is the removal of the option of
immediately recognising as an expense borrowing costs that relate to assets that take a substantialmperiod of t

to get ready for use or sale. An entity is, therefore, required to capitalise such borrowing costs as part of the cost

of the asset. The revised standard applies prospectively to borrowing costs relating to qualifying assets for which

the commencemeidiate for capitalisation is on or aftedanuary 2009Prior to the revision of the standard, the
Groupbdbs accounting policy was <capitalisation of borr
Groupbs financi al statement s.

IAS 1, Presentation oFinancial Statements, revised in September 20®ig. main change in IAS 1 is the
replacement of the income statement by a statement of comprehensive income which also includesvakmon

changes in equity, such as the revaluation of avaHaiiealefinancial assetsAlternatively, entities are allowed

to present two statements: a separate income statement and a statement of comprehensive income. The Group
has elected to present a single statement of comprehensive income. The revised IAS 1 alsmsnaod
requirement to present a statement of financial position (balance sheet) at the beginning of the earliest
comparative period whenever the entity restates comparatives due to reclassifications, changes in accounting
policies, or corrections of error§he revised IAA had an i mpact on the presentat
statements but had no impact on the recognition or measurement of specific transactions and balances.

Improvements to International Financial Reporting Standards, issued i2008&8y The amendments consist of a
mixture of substantive changes, clarifications, and changes in terminology in various standards. The substantive
changes relate to the following areas: classification as held for sale under IFRS 5 in case of a |trs8 ofeon

a subsidiary dffective for annual periods beginning on or after 1 Jan@860) possibility of presentation of
financial instruments held for trading as mmurrent under IAS 1; accounting for sale of IAS 16 assets which
were previously held forental and classification of the related cash flows under IAS 7 as cash flows from
operating activities; clarification of definition of a curtailment under IAS 19; accounting for below market
interest rate government loans in accordance with IAS 20;ngakie definition of borrowing costs in IAS 23
consistent with the effective interest method; clarification of accounting for subsidiaries held for sale under IAS
27 and IFRS 5; reduction in the disclosure requirements relating to associates and janeisvemder IAS 28

and IAS 31; enhancement of disclosures required by IAS 36; clarification of accounting for advertising costs
under IAS 38; amending the definition of the fair value through profit or loss category to be consistent with
hedge accounting deer IAS 39; introduction of accounting for investment properties under construction in
accordance with IAS 40; and reduction in restrictions over manner of determining fair value of biological assets
under IAS 41. Further amendments made to IAS 8, 10,208,29, 34, 40, 41 and to IFRS 7 represent
terminology or editorial changes only, which the IASB believes have no or minimal effect on accounting. The
Group early adopted amendment to IAS 40 in its financial statements of 2008. The other amendments did not
have any material effect on the Groupbs financial st a

Improving Disclosures about Financial Instruménsmendment to IFRS 7, Financial Instruments: Disclosures.

The amendment requires enhanced disclosures about fair value measurementsdigdibgu The entity will

be required to disclose an analysis of financial instruments using deketdair value measurement hierarchy.

The amendment (a) clarifies that the maturity analysis of liabilities should include issued financial guarantee
contracts at the maximum amount of the guarantee in the earliest period in which the guarantee could be called;
and (b) requires disclosure of remaining contractual maturities of financial derivatives if the contractual
maturities are essential for an urgtanding of the timing of the cash flows. An entity will further have to
disclose a maturity analysis of financial assets it holds for managing liquidity risk, if that information is
necessary to enable users of its financial statements to evaluate utes avad extent of liquidity risk. The
enhanced disclosures are included in these financial statements.

Standards, amendments and interpretations effective in 2009 but not relevant

IFRIC 14, IAS 197 The Limit on a Defined Benefit Asset, Minimum FundinggRiements and their
Interaction The interpretation contains guidance on when refunds or reductions in future contributions may be
regarded as available for the purposes of the asset ceiling test ir®) ABnployee Benefits. The Group does not
expect thenterpretation to affect its consolidated financial statements as the Group has no qualifying assets.
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Puttable Financial Instruments and Obligations Arising on LiquidatidAS 32 and IAS 1 Amendment. The
amendment requires classification as equity ofesdéimancial instruments that meet the definition of a financial
liability. The amendment did not have an impact on tleessolidatedinancial statements.

Vesting Conditions and Cancellationdmendment to IFRS 2, Shabased Payment. The amendmentifiter

that only service conditions and performance conditions are vesting conditions. Other features ebassiare
payment are not vesting conditions. The amendment specifies that all cancellations, whether by the entity or by
other parties, shoulteceve the same accountintgeatment. The amendment did not have an impact on these
financial statements.

IFRIC 13, Customer Loyalty Programmes. IFRIE clarifies that where goods or services are sold together with

a customer loyalty incentive (for exampleyalty points or free products), the arrangement is a mukiigiment
arrangement and the consideration receivable from the customer is allocated between the components of the
arrangement using fair values. The Group operates currently certain cukigatigr programmes. However, as

the current conditions of the introduced programmes are of different nature, the IFRIC interpretation did not
have an i mpact on the Groupébés consolidated financi al

Cost of an Investment in a Subsidiary, Joirf@lgntrolled Entity or Associate IFRS 1 and IAS 27 Amendment.

The amendment allows firsime adopters of IFRS to measure investments in subsidiaries, jointly controlled
entities or associates at fair value or at previous GAAP carrying value as deemiedticesteparate financial
statements. The amendment also requires distributions fromacprasition net assets of investees to be
recognised in profit or loss rather than as a recovery of the investment. The amendments did not have an impact
ontheGroups financi al statement s.

b) New accounting pronouncements issued but not yet effective

Certain new standards and interpretations have been
periods beginning on or after 1 January 2009 or later peeod which the Group has not early adopted.

Standards, amendments and interpretations to existing standards that are not yet effective and have not been
early adopted by the Group

IAS 27, Consolidated and Separate Financial Statements (effective faal greriods beginning on or after

1 July 2009).The revised standard requires that the effects of transactions with minority shareholders be
recognised directly in equity, on the condition that control over the entity is retained by the parent company.
addition, the standard elaborates on the accounting treatment of the loss of control over a subsidiary, i.e. it
requires that the remaining shares be restated to fair value, with the resulting difference recognised in the income
statementThe Group is cuently assessing the impact of the amended standard canigelidatedfinancial
statements.

IFRS 3, Business Combinations (effective for business combinations for which the acquisition date is on or after
the beginning of the first annual reporting pdrlzeginning on or after July 2009). The revised IFRS 3 includes

the choice to disclose minority interests either at fair value or their share in the fair value of the net assets
identified; a restatement of shares already held in an acquired entiiy valtee, with the resulting differences

to be recognised in the income statement; and additional guidance on the application of the purchase method,
including the recognition of transaction costs as an expense in the period in which they were incasetngne
goodwill in step acquisition, and recognising pastjuisition changes in value of liability for contingent
purchase consideration. The Group is currently assessing the impact of the amended standard on its consolidated
financial statements.

Amendment to IFRS, Noncurrent Assets Held for Sale and Discontinued Operations (and consequential
amendments to IFRE (effective for annual periods beginning on or aftelully 2009). This amendment to

IFRS5 is part of the | ASRipsblished mMayl2008. ifte amendenent akatifies thatr o j e
an entity committed to a sale plan involving | oss of
and liabilities as held for sale. The revised guidance should be applied prospdntivethe date at which the

entity first applied IFRS. The Group is currently assessing the impact of the amendment on its financial
statements.

Amendment to IA4, Related Party Disclosures, issued in November 2009 (effective for annual periods
begiming on or after Danuary 2011; not yet adopted by the EU). The amended standard simplifies the
disclosure requirements for governmeslated entities and clarifies the definition of a related party. The Group
is currently assessing the impact of the adesl standard on disclosures in_its financial statements.
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IFRS9, Financial Instruments Part 1: Classification and Measurement, issued in November 2009 (effective for
annual periods beginning on or afteddnuary 203; not yet adopted by the EUFERS9 replaces those parts of

IAS 39 relating to the classification and measurement of financial assets. Key features are as follows: Financial
assets are required to be classified into two measurement categories: those to be measured subsequently at fair
value,and those to be measured subsequently at amortised cost. The decision is to be made at initial recognition.
The <classification depends on the entityds business
contractual cash flow characteristics of ihstrument. An instrument is subsequently measured at amortised cost

only if it is a debt i nstrument and both (i) the obj
collect the contractual c a s kh flows eepresent oaly phymeritsiof)printigale  a s s e
and interest (that is, it has only fAbasic |l oan featur

through profit or loss. All equity instruments are to be measured subsequently at fairBality instruments

that are held for trading will be measured at fair value through profit or loss. For all other equity investments, an
irrevocable election can be made at initial recognition, to recognise unrealised and realised fair value gains and
losses through other comprehensive income rather than profit or loss. There is to be no recycling of fair value
gains and losses to profit or loss. This election may be made on an insthyriesitrument basis. Dividends

are to be presented in profit oisk) as long as they represent a return on investment. The Group is considering
the implications of the standard, the impact on the Group and the timing of its adoption by the Group.

IFRIC 19, Extinguishing Financial Liabilities with Equity Instrumentddefive for annual periods beginning on

or after 1July 2010; not yet adopted by the EU). This IFRIC clarifies the accounting when an entity renegotiates
the terms of its debt with the result that the liability is extinguished through the debtor issuiwgniequity
instruments to the creditor. A gain or loss is recognised in the profit and loss account based on the fair value of
the equity instruments compared to the carrying amount of the debt. The Group is currently assessing the impact
of the interpréation on its financial statements.

Standards, amendments and interpretations to existing standards that are not yet effective and not relevant for
the Group's operations

IFRIC 12, Service Concession Arrangements (effective for annual periods beginmingfter 1 January 2008).

The interpretation contains guidelines on applying the existing standards by entities being parties to service
concessions between the public and the private sector. IFRIC 12 pertains to arrangements where the ordering
party contols what services are provided by the operator using the infrastructure, to whom it provides the
services and at what pricEhi s i nterpretation does not have any i mp
statements as none of Group companies prowidpublic sector.

Embedded Derivatives Amendments to IFRI@ and IAS39, issued in March 2009 (effective for annual
periods ending on or after 3dne 2009; amendments to IFRIE and IAS39 as adopted by the EU are
effective for annual periods begingirafter 31December 2009, early adoption permitted). The amendments

clarify that on reclassification of a financial asse
embedded derivatives have to be assessed and, if necessary, sepecateiyed for. The amendment does not
have any impact on the Groupds consolidated financi al

IFRIC 15, Agreements for Construction of Real Estates. The interpretation applies to the accounting for revenue

and associated expenses by entitieat thndertake the construction of real estate directly or through
subcontractors, and provides guidance for determining whether agreements for the construction of real estate are
within the scope of IAS 11 or IAS 18. It also provides criteria for determiaihen entities should recognise
revenue on such transactions. I FRI'C 15 is not rel e\
construction relates to property developed for the Group to hold as investment property, rather than with a view

to sale

IFRIC 16, Hedges of a Net Investment in a Foreign Operation. The interpretation explains which currency risk
exposures are eligible for hedge accounting and states that translation from the functional currency to the
presentation currency does not ceeah exposure to which hedge accounting could be applied. IFRIC 16 allows
the hedging instrument to be held by any entity or entities within a group except the foreign operation that itself
is being hedged. The interpretation also clarifies how the galaserrecycled from the currency translation
reserve to profit or loss is calculated on disposal of the hedged foreign operation. Reporting entities will apply
IAS 39 to discontinue hedge accounting prospectively when their hedges do not meet thefaritesige
accounting in IFRIC 16. IFRIC 16 does not have any impact on these financial statements as the Group does not
apply hedge accounting.

IFRIC 17, Distribution of NofCash Assets to Owners. The interpretation clarifies when and how distribution of
non-cash assets as dividends to the owners should be recognised. An entity should measure a liability to
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distribute norcash assets as a dividend to its owners at the fair value of the assets to be distributed. A gain or

loss on disposal of the distributedn-cash assets will be recognised in profit or loss when the entity settles the
dividend payabl e. I FRI'C 17 is not relevant -dash t he Gr
assets to owners.

IFRIC 18, Transfers of Assets from Customeiffe(dive for annual periods beginning on or after 1 July 2009;

the interpretation has not been adopted by the European Union). The interpretation clarifies the accounting for
transfers of assets from customers, namely, the circumstances in which theodefihan asset is met; the
recognition of the asset and the measurement of its cost on initial recognition; the identification of the separately
identifiable services (one or more services in exchange for the transferred asset); the recognitionegfargenu

the accounting for transfers of cash from customers.
financial statements.

Eligible Hedged Item$ Amendment to IAS 39, Financial Instruments: Recognition and Measurement (effective

for anrual periods beginning on or after 1 July 2009). The amendment clarifies how the principles that determine
whether a hedged risk or portion of cash flows is eligible for designation should be applied in particular
situations. The amendment is not expecedthave any i mpact on the Groupobs fi
does not apply hedge accounting.

Classification of Rights Issuds Amendment to IAS82, issued in October 2009 (effective for annual periods

beginning on or after Eebruary 2010). The amément exempts certain rights issues of shares with proceeds
denominated in foreign currencies from classification as financial derivatives. The amendment is not expected to
have a material i mpact on the Groupbs financial state

IFRS 1, Firsttime Adoption of International Financial Reporting Standards (effective for the first IFRS financial
statements for a period beginning on or aftdutlyy 2009; restructured IFRBas adopted by the EU is effective

for annual periods beginning after Becember 209, early adoption permitted); the amended standard has not
been adopted by the European Union). The revised IFRS 1 retains the substance of its previous version but
within a changed structure in order to make it easier for the reader to understandbattdrtaccommodate

future changes. The Group concluded that the revised standard does not have any effect on its financial
statements.

Group Casksettled Shardased Payment Transactiohn®Amendments to IFR3 (effective for annual periods
beginning on omafter 1January 2010, not yet adopted by the EU). The amendments provide a clear basis to
determine the classification of shdrased payment awards in both consolidated and separate financial
statements. The amendments incorporate into the standardittaee in IFRIG and IFRIC11, which are
withdrawn. The amendments expand on the guidance given in IFRIG address plans that were previously

not considered in the interpretation. The amendments also clarify the defined terms in the Appendix to the
standard. The Group does not expect the amendments to have any material effect on its financial statements.

Additional Exemptions for Firsime Adopters Amendments to IFR$ (effective for annual periods beginning

on or after January 2010; not yet agied by the EU). The amendments exempt entities using the full cost

method from retrospective application of IFRSs for oil and gas assets and also exempt entities with existing
leasing contracts from reassessing the classification of those contracteriaace with IFRIC!, 'Determining

Whether an Arrangement Contains a Lease' when the application of their national accounting requirements
produced the same result. The amendments will not hav

Prepaymentof a Minimum Funding Requiremefit Amendment to IFRIQ4 (effective for annual periods
beginning on or after January 2011; not yet adopted by the EU). This amendment will have a limited impact as

it applies only to companies that are required to makeémmim funding contributions to a defined benefit
pension plan. It removes an unintended consequence of I[ERI€lated to voluntary pension prepayments
when there is a minimum funding requirement. The Group is currently assessing the impact of the amended
interpretation on its financial statements.

Improvements to International Financial Reporting Standards, issued in April 2009 (amendments 29 IFRS
IAS 38, IFRIC9 and IFRIC16 are effective for annual periods beginning on or aftauly 2009; amendmesit

to IFRS5, IFRSS8, IAS1, IAS7, IAS17, IAS36 and IAS39 are effective for annual periods beginning on or

after 1January 2010; the improvements have not yet been adopted by the EU). The improvements consist of a
mixture of substantive changes and ifieations in the following standards and interpretations: clarification that
contributions of businesses in common control transactions and formation of joint ventures are not within the
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scope of IFRE; clarification of disclosure requirements set by $#Rand other standards for roarrent

assets (or disposal groups) classified as held for sale or discontinued operations; requiring to report a measure of
total assets and liabilities for each reportable segment under8ERL if such amounts are rdgtly provided

to the chief operating decision maker; amending 1A® allow classification of certain liabilities settled by
entityds own e qu kctirngent; charging lASmauchttiat orlysexpanditures that result in a
recognised asset aedigible for classification as investing activities; allowing classification of certainteng

land leases as finance leases under1A®ven without transfer of ownership of the land at the end of the lease;
providing additional guidance in IAB3 for determining whether an entity acts as a principal or an agent;
clarification in IAS36 that a cash generating unit shall not be larger than an operating segment before
aggregation; supplementing 148 regarding measurement of fair value of intangibleetasacquired in a
business combination; amending 188 (i) to include in its scope option contracts that could result in business
combinations, (ii) to clarify the period of reclassifying gains or losses on cash flow hedging instruments from
equity to prdit or loss for the year and (iii) to state that a prepayment option is closely related to the host
contract if upon exercise the borrower reimburses economic loss of the lender; amending tBRI&te that
embedded derivatives in contracts acquireddammon control transactions and formation of joint ventures are
not within its scope; and removing the restriction in IFRBCthat hedging instruments may not be held by the
foreign operation that itself is being hedged. The Group does not expect thénsenénto have any material
effect on its financial statements.

Limited exemption from comparative IFRSdisclosures for firstime adoptersi Amendment to IFR$
(effective for annual periods beginning on or aftefuly 2010; not yet adopted by the EWxisting IFRS
preparers were granted relief from presenting comparative information for the new disclosures required by the
March 2009 amendments to IFRSFifiancial Instrumen s : Di s Thisamendmers  IFRE provides
first-time adopters withhe same transition provisions as included in the amendment toAFR& amendment

is not expected to have any impact on the Group's financial statements.

Principles of consolidation, accounting for business combinations and subsidiaries

A subsidiary isan entity in which the Group, directly or indirectly, has interest of more than one half of the

voting rights or otherwise has power to govern the operating and financial policies so as to obtain economic
benefits. All subsidiaries have been consolidatedit he Gr oupb6és financi al statement
which the Group owns between 20% and 50% of shares with voting rights and over which the Group has
significant influence. As at the balance sheet date, the Group had no associates.

A subsidary is consolidated from the date on which control is transferred to the Group and is no longer
consolidated from the date on which control ceases. The purchase method of accounting is used to account for
the acquisition of a subsidiary. The cost of agugition is measured at the fair value of the assets given up,

equity instruments issued and liabilities incurred or assumed at the date of exchange, plus costs directly
attributable to the acquisition. The date of exchange is the acquisition date whessess combination is

achieved in a single transaction, and is the date of each share purchase where a business combination is achieved
in stages by successive share purchases. Under the purchase method, acquired and separately identifiable assets
and labilities as well as contingent liabilities of the acquired subsidiary are recognised at their fair values at the
acquisition date.

In the consolidated financial statements, the financial statements of the subsidiaries under the control of the
Parent corpany (except for the subsidiaries acquired for resale) are combined on-lay-line basis.
Intercompany transactions, balances and unrealised gains on transactions between Group companies are
eliminated; unrealised losses are also eliminated unleso#tea@nnot be recovered. The Group and all of its
subsi diaries use wuniform accounting policies consi s
accounting policies of the subsidiaries have been changed to ensure consistency with the polteigbpdop

Group.

Investments into subsidiaries are reported at cost (less any impairment losses) in the separate primary financial
statements of the Parent company.
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Minority interest

Minority interest is that part of the net results and of the nedtasd a subsidiary, including the fair value
adjustments, which is attributable to interests which are not owned, directly or indirectly, by the Group. Minority
interest forms a separate component of the Groupds eq
Transactions with minority interes

Transactions with minorities are treated as transactions with parties external to the Group. Disposals to minority
interests result in gains and losses for the Group that are recorded in the income statement. Purchases from
minority interests result inapdwill, being the difference between any consideration paid and the relevant share
acquired of the carrying value of net assets of the subsidiary.

Foreign currency
Functional and presentation currency

Items included in the financial statements of eaitchot he Gr oupés entities are measu
pri mary economic environment in which the entity op
currency. The functional currency of the Parent company and subsidiaries located ia EdEstonian kroon.

The consolidated financial statements have been prepasdads which is the presentation currenof/these

financial statements

Financial statements of foreign operations

The results and financial position of the foreign sulasids of the Group are translated into presentation

currency as follows:

- assets and liabilities for each balance sheet predeare translated inturosat the closing rate at the date of
that balance sheet;

- income and expenses for each income statearentranslated at monthly average exchange rates (unless this
average is not a reasonable approximation of the cumulative effect of the rates prevailing on the transaction
dates, in which case income and expenses are translated at the dates of ti®tsnsa

- all resulting exchange differences are recognised as a separate component of equity.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets and
liabilities of the foreign entity and translatectla¢ closing rate.

When a subsidiary is partially or wholly disposed of through sale, liquidation, repayment of share capital or
abandonment, the exchange differences deferred in equity are reclassified to profit or loss.

Foreign currency transactionsd balances

During the year, all foreign currency transactions of the Group have been translated to functional currencies
based on the foreign currency exchange rates of the Central Bank prevailing on the transaction date. Monetary
assets and liabilitiesethominated in a foreign currency have been translated into functional currency based on
the foreign currency exchange rates of the Central Bank prevailing on the balance sheet date. Foreign exchange
gains and losses, including arising on the settlementoofetary items or on translating monetary items at rates
different from those at which they were translated on initial recognition, are recognised in the income statement
as income or expenses of that period.

Gains and losses arising from trade recealand payables denominated in foreign currencies are recognised
net under AOther operating income (expenses)o (Note
and borrowings are recognised net under financial expenses.

Cash and cash equivients

Cash and cash equivalents comprise cash on hand as well as bank account balances, and term deposits with
original maturities of three months or less. Bank overdrafts are shown under current borrowings in the balance
sheet. Cash and cash equivalenésraeasured at amortised cost.

Financial assets

The purchases and sales of financial assets are recognised at the traidehdatlate on which the Group
commits to purchase or sell the asset. Financial assets are derecognised when the rights tashcbives

from the investments have expired or have been transferred and the Group has transferred substantially all risks
and rewards of ownership.
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Depending on the purpose for which financiahnciasset s
assets are classified into the following categories at initial recognition:

- financial assets at fair value through profit or loss;

- loans and receivables;

- heldto-maturity investments;

- availablefor-sale financial assets.

At 31 December 2009 (argil December 2008) the Group had no other classes of financial assets than those
classified under the category loans and receivables.

Loans and receivables

Loans and receivables are nderivative financial assets with fixed or determinable paymentsaittgainot

quoted in an active market. Receivables are initially recognised at fair value plus transaction costs. After initial
recognition, loans and receivables are accounted for at amortised cost using the effective interest rate method.
This method is wed for calculating interest income on the receivable in the following periods.

When it is probable that the Group is unable to collect all amounts due according to the original terms of
receivables, an allowance is set up for the impairment of theseables. Significant financial difficulties of

the debtor, probability that the debtor will enter bankruptcy or financial reorganisation, and default or
delinquency in payments are considered indicators that the trade receivable is impaired. The anmeunt of t
allowance is the difference between the carrying amount and the recoverable amount. The recoverable amount is
the expected future cash flows discounted at the original effective interest rate. The carrying amount of the asset
is reduced through the usé an allowance account, and the amount of the impairment loss is recognised in the
income statement within ADistribution costso. Wh e n
the allowance account for trade receivables.

Other receiables are assessed based on their collectible amounts. The collection of each receivable is assessed
separately, taking into consideration all known information on the solvency of the debtor. Doubtful receivables
are written down in the balance sheet @ ¢bllectible amount. Irrecoverable receivables are derecognised.

Receivables are generally included in current assets when they are due within 12 months after the balance sheet
date. Such receivables whose due date is later than 12 months after tioe Bhket date are reported as-non
current assets.

Renegotiated trade receivables

Trade receivables that are individually significant and whose terms have been renegotiated are no longer
considered to be past due but are treated as receivables duerartoritie renegotiated terms. In subsequent

years, the receivables are considered based on the new due dates and disclosed as renegotiated only if
renegotiated in subsequent years. Management starts the renegotiation when the counterparty has not been able
to meet the due dates in a longer period of time and the settlements of debts are irregular.

Inventories

Inventories are recorded in the balance sheet at cost, consisting of the purchase costs, direct and indirect
production costs and other costs incdrire bringing the inventories to their present location and condition.

Purchase costs include the purchase price, customs duties and othexfundable taxes and direct
transportation costs related to the purchase, less discounts and subsidies. Tibgoprodsts of inventories

include costs directly related to the units of production (such as direct materials and packing material costs,
unavoidable storage costs related to work in progress, direct labour) and also a systematic allocation of fixed and
variable production overheads (such as depreciation and maintenance of factory buildings and equipment,
overhaul costs, and the labour cost of factory management).

The FIFO method is used to account for the cost of inventories. Inventories are meathedshlance sheet at
the lower of acquisition/production cost or net realisable value. Net realisable value is the estimated selling price
in the ordinary course of business, less applicable variable selling expenses.

Investment property

Real estate prapties (land, buildings) that the entity owns or leases under finance lease terms to earn lease
income or for capital appreciation, or both, and which are not occupied by the Group are recorded under
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investment property. From 1 January 2008 by early adgpimendment to IAS 40 made within annual
improvements 2008, property under construction or development, as investment property is recorded under
investment property as well. An investment property is initially recognised at its acquisition cost. Gaigsincl
borrowing costs incurred on specific or general funds borrowed to finance construction of qualifying assets. It is
subsequently reneasured at its fair value which is based on the market value determined annually by external

valuers and the managemérg j udgement . Earned | ease income is rec
Gains and |l osses resulting from changes in the fair
operating income (expenses)o.

If non-current assets used in opémngtactivities are reclassified as investment property, the difference between

the carrying amount and the fair value is recognised as revaluation surplus in other comprehensive income. Upon
reclassification of property under construction as investmemtepiy on the adoption of amendment to 1AS 40

on 1 January 2008, the gains and losses resulting from changes in the fair value of investment property were
recognised in income statement, wunder fAOt héudedimper at i n
equity is transferred to retained earnings on the subsequent disposal of investment property.

Property, plant and equipment

Property, plant and equipment are raanmrent assets used in the operating activities of the entity with a useful
life of over one year. An item of property, plant and equipment is initially recognised at its acquisition cost
which consists of the purchase price (including customs duties and otheefapdable taxes) and other
expenditures directly related to the acquisitthat are necessary for bringing the asset to its operating condition
and location. Cost includes borrowing costs incurred on specific or general funds borrowed to finance
construction of qualifying assets.

An item of property, plant and equipment i9sequently stated at cost less any accumulated depreciation and
any impairment losses. Subsequent expenditure incurred for an item of property, plant and equipment is
recognised as a narurrent asset when it is probable that the Group will derive futtoeamic benefits from it

and its cost can be measured reliably. The cost of reconstruction carried out on leased premises is depreciated
over the shorter of the useful life of the asset and the lease term. Other maintenance and repair costs are
expensed wén incurred.

Land is not depreciated. Depreciation of other assets is calculated using the-btaigtgthod to allocate their
cost or revalued amounts to their residual values over their estimated useful lives, as follows:

- buildings and structures 5-60 years;
- machinery and equipment 2-7 years;
- other fixtures 2-10 years.

At each balance sheet date, the appropriateness of depreciation rates, methods and the residual value is assessed.
When the residual value of the asset exceeds its carryingnantio@ depreciation of the asset is ceased.

At each reporting date the management assesses whether there is any indication of impairment of property, plant
and equipment. If any such indication exists, the management estimates the recoverable anwunms, wh
determined as the higher of an assetods fair value | e
reduced to the recoverable amount and the impairment loss is recognised in the income statement. An
impairment loss recognised for assat in prior years is reversed if there has been a change in the estimates used

to determine the assetds value i n use or fair value |

Gains and losses on disposals determined by comparing proceeds with carrying amount are recggafiged in
or loss in the income statement item AOther operating

Non-current assets held for sale

Assets classified as assets held for sale are recognised in the balance sheet at the lower of carrying amount and
fair value (less costs teel). Assets are classified as held for sale, when the carrying amount is principally
recovered through a sale transaction rather than through continuing useunkamt assets held for sale are
items of property, plant and equipment and intangible as#ath the management intends to sell within the
next 12 months and with regard to which the management has started active marketing activities and the assets
are offered for sale at a realistic price as compared to their fair value. The depreciatestohakl for sale is
ceased. Assets held for sale ar e r e pcorerntasdetsiheld far he bal
sal eo.
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Intangible assets (excluding goodwill)

An intangible asset is initially recognised at its acquisition cost, cempgrits purchase price, any directly
attributable expenditure on preparing the asset for its intended use and borrowing costs that relate to assets that
take a substantial period of time to get ready for use. After initial recognition, an intangiblis assded at its
acquisition cost less any accumulated amortisation and impairment losses.

Trademarks and licenses

Acquired trademarks and licenses are shown at historical cost. Trademarks and licenses have a finite useful life
and are carried at costds accumulated amortisation. Amortisation is calculated using the sthaggitethod to
allocate the cost of trademarks and licenses over their estimated useful Ageggsrs).

Computer software

Costs associated with developing or maintaining cdermoftware programmes are recognised as an expense as
incurred. Costs that are directly associated with the development of identifiable and unique software products
controlled by the Group, and that will probably generate economic beeefiteding costbeyond one year, are
recognised as intangible assets. Costs include the employee costs incurred as a result of developirandaitware
appropriate portion of relevant overheads.

Computer software development costs recognised as assets are amuetigbeio estimated useful lives-{®
years).

Goodwill

Goodwi | | represents the excess of the acquisition cos
the acquired subsidiary, reflecting the part of acquisition cost which was pastidb assets of the acquired

company which cannot be separated and accounted for separately. Goodwill which arose in the acquisition of a
subsidiary is recognised as an intangible asset in the consolidated financial stat@imergscess of the

a c q usinteeest i the net fair value of the identifiable assets, liabilities and contingent liabilities acquired over
cost (fAnegaitsviemmedodidai ¢l p)r ecogni sed under fAOther ope

At the transaction date, goodwill is recognised in tlaamce sheet at its acquisition cost. Goodwill is
subsequently carried at its cost less any impairment losses. Goodwill is not amortised. Goodwill is allocated to
CGUs (cash generating units) for the purpose of impairment testing.

At each balance sheettdgor more frequently when an event or change in circumstances indicates that the fair
value of goodwill may have become impaired), an impairment test is performed and if necessary, goodwill is
written down to its recoverable value (if it is lower thandarrying amount).

Goodwill which arose in the acquisition of foreign subsidiaries is translated using the foreign exchange rate of
the Bank of Estonia prevailing on the balance sheet date.

Impairment of non-current assets

Intangible assets with indefie useful lives (goodwill) are not subject to amortisation but are tested annually for
impairment, by comparing their carrying amount with the recoverable amount.

Assets that are subject to amortisation and depreciation and assets with infinitéifaggdald) are reviewed for
impairment whenever events or changes in circumstances indicate that the carrying amount may not be
recoverable. If such circumstances exist, the recoverable amount is compared with the carrying amount.

An impairment lossis ecogni sed for the amount by which the asse
amount . The recoverable amount is the higher of an a:
purposes of assessing impairment, assets are grouptte dowest levels for which there are separately
identifiable cash flows (CGU or cash generating unit).

Assets which were written down are reviewed on each balance sheet date to determine whether their recoverable
value has arisen. The reversal of ifmpairment loss is recorded in the income statement of the financial year as
a reduction of the impairment losses. Impairment loss recognised for goodwill is not reversed.

Finance and operating leases
Leases in the case of which the lessor retains sttt all the risks and rewards of ownership, are classified
as operating leases. Other leases are classified as finance leases. S I
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The Group is the lessee

Finance leases are capitalised at the inception of the lease at the lower of the fair valueaséthprteperty or

the present value of minimum lease payments. Each lease payment is allocated between the liability and finance
charges (interest expense) so as to achieve a constant rate on the finance balance outstanding. The interest
element of the finace cost is charged to the income statement over the lease term so as to produce a constant
periodic rate of interest on the remaining balance of the liability for each period. Assets leased under finance
leases are depreciated similarly to acquired-ewrent assets whereas the depreciation period is the lower of the
assetb6s expected useful l'ife or the duration of the
certain).

Payments made under operating leases are charged to the inatamest on a straighine basis over the lease
term.

The future minimum lease payments under-pancellable operating leases are calculated based on the non
cancellable periods of the leases taking into account the following criteria:
- agreements withd term are expected to be valid for five years;
- should the termination of the agreement require a mutual agreement, lease payments fondin¢hsperiod
are taken into consideration;
- should the termination of the agreement require an advance notse, payments due within the advance
notice period are taken into consideration.

The Group is the lessor

Assets leased out under operating leases are recognised similarlydorrent assets. Operating lease payments
are recognised as income on a stralgte basis over the lease term.

Payables to employees

Payables to employees contain the contractual right arising from employment contracts with regard to
performancdh ased pay which is calculated on thengbohsis of
objectives set for the employees. Performap@sed pay is included in period expenses and as a liability if it is

to be paid in the next financial year. In addition to the performaased pay, this liability also includes accrued

social and unemplment taxes calculated on it.

Pursuant to employment contracts and current legislation, payables to employees also include an accrued holiday
pay liability at the balance sheet date. In addition to the holiday pay, this liability also includes accialed so
and unemployment taxes.

Provisions and contingent liabilities

Provisions for liabilities and charges resulting from environmental restoration, restructuring costs and legal
claims are recognised when: the Group has a present legal or construdégaéabhs a result of past events; it

is probable that an outflow of resources will be required to settle the obligation; and the amount has been reliably
estimated. Provisions are not recognised for future operating losses.

Where there are a number @fdar obligations, the likelihood that an outflow will be required in settlement is
determined by considering the class of obligations as a whole. A provision is recognised even if the likelihood of
an outflow with respect to any one item included ingame class of obligations may be small.

Provisions are measured at the present value of the expenditures expected to be required to settle the obligation
using a prdax rate that reflects current market assessments of the time value of money and teedslc to
the obligation. The increase in the provision due to passage of time is recognised as interest expense.

A financial guarantee contract is initially recognised at fair value and is subsequently measured at the higher of
(a) the best estimaiaf the expenditure required to settle any financial obligation arising on the balance sheet
date and (b) the amount initially recognised less, when appropriate, cumulative amortisation. Consequently, any
financial guarantees issued on behalf of partiesideitof the Group will result in recognition of a liability,
unless the likelihood of occurrence is zero.

Financial liabilities

All financial liabilities (trade payables, borrowings, bonds and other current andun@mt borrowings) are
initially recorced at the proceeds received, net of transaction costs incurred on trade date. The amortised cost of
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current liabilities normally equals their nominal value; therefore current liabilities are stated in the balance sheet

in their redemption value. Necurrert liabilities are initially recognised at the fair value of the consideration
receivable (less transaction costs) and are subsequently measured at amortised cost using the effective interest
rate method.

A financial liability is classified as current wheét is due within 12 months after the balance sheet date or the
Group does not have an unconditional right to defer the payment for longer than 12 months after the balance
sheet date. Borrowings with a due date of 12 months or less after the balanaash#®t are refinanced into
non-current borrowings after the balance sheet date but before the approval of the annual report, are classified as
current. Borrowings that the lender has the right to recall due to the violation of terms specified intridxet co

are also classified as current liabilities.

Offsetting

Financial assets and financial liabilities are offset only when there exists a legally enforceable right and these
amounts are intended to be settled simultaneously or on a net basis.

Share capital
Ordinary shares are classified in equity. The costs directly related to the issuance of shares are recognised as a
reduction of the equity item fAShare premiumo. Prefer

definition of equity nstrument or if they form a compound financial instrument which includes a component that
meets the definition of equity. The costs directly related to the issuance of shares are recognised as a reduction of
the equity by the equity instrument and as aicgidn of the liability and equity in proportion by the compound
financial instrument.

Compound financial instruments

Compound financial instruments issued by the group comprise (1) convertible notes that can be converted to
share capital at the option tife holder, and the number of shares to be issued does not vary with changes in
their fair value and (2) preference shares which entitle the holder a guaranteed interest and subsequent
conversion of the instrument into ordinary shares. The liability comptoof a compound financial instrument is
recognised initially at the fair value of a similar liability that does not have an equity conversion option. The
equity component is recognised initially at the difference between the fair value of the comimaunuitlf
instrument as a whole and the fair value of the liability component. Any directly attributable transaction costs are
allocated to the liability and equity components in proportion to their initial carrying amounts.

Reserves

Reserves are set up &tcordance with the resolution of the general meeting of shareholders and they can be
used to offset losses from prior periods as well as to increase share capital. Payments shall not be made to
shareholders from reserves.

Statutory reserve

In accordancevith the Commercial Code, statutory reserve has been set up from annual net profit allocations.
During each financial year, at least emeentieth of the net profit should be transferred to reserve capital, until
reserve capital reaches etmnth of shareapital. Reserve capital may be used to cover a loss, or to increase
share capital. Payments shall not be made to shareholders from reserve capital.

Revaluation surplus

The reserve has arisen upon reclassification of property, plant and equipmenistménteproperty carried at
fair value. For additional information regarding accounting policies for investment property see section
il nvest ment propertyo in the current note.

Share-based payments

The fair value of services (work contribution) suppliedty employees to the Group in exchange for the shares

is recognised as an expense in the income statement and in share premium in equity during the vesting period
(from the grant date of convertible bonds until the vesting date). The fair value of Weesaeceived is
determined by reference to the fair value (market value) of equity instruments granted to the employees at the
grant date. For the employee to receive the right to be able to convert the convertible bond into shares under the
sharebasedpayment agreement, there must be an existing employment relationship and therefore at each
balance sheet date, the number of estimated convertible bonds expected to be vested is assessed and personnel

expenses as well as share premium items are adjustefleet-the -change-in-the-number-of-bonds-expee
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be converted. The amounts received for shares upon the conversion of a convertible bond less direct transaction
costs is recognised in the items AShare capitalo and

Revenuerecognition

Revenue is recognised at the fair value of the consideration received or receivable, taking into consideration all
discounts and concessions made. Revenue from the sale of goods is recognised when significant risks and
rewards of ownership dhe goods are transferred to the buyer and the amount of revenue and costs incurred in
respect of the transaction can be measured reliably.

Retail sales

Revenue from the sale of goods is recognised at the time of selling the goods to the custonetailt store,
generally for cash or by card payment. The sales price also includes fees for card transactions recognised as
distribution costs. Past experience is used to estimate and provide for sales returns at the time of sale.

Wholesale

Revenue fromthe sale of goods is recognised when the risks and returns have been passed to the customer
according to delivery terms. Accumulated experience is used to estimate and provide for sales returns at the time
of sale.

Other

Revenue from the rendering ofrgiees is recorded in the accounting period in which the services are rendered.

If a service is rendered over a longer period of time, revenue from the rendering of a service is recorded using
the stage of completion method. Interest income is recognibed W is probable that the economic benefits
associated with the transaction will flow to the enterprise and the amount of revenue can be measured reliably.

See section fAlnterest income and expenseswhedther furth
right to receive payment is established.

Revenue from the sale of goods and services is inclu
from the sale of investments in the |ine fiGains from

Interest income and expenses

Interest income/expenses have been recognised in the income statement for all financial instruments that are
measured at amortised cost using the effective interest rate method. The effective interest rate is a method for
calculating the amorid cost of a financial asset or a financial liability or the method for allocating interest
incomeéxpenses to the respective period. The effective interest rate is the rate that discounts the expected future
cash receipts/payments over the expected Llfefwf the financial asset or the financial liability to its carrying
amount. In calculating the effective interest rate, the Group assesses all contractual terms of the financial
instrument but does not consider futaredit lossesAll contractual mpor service fees paid or received between

the parties that are an integral part of the effective interest rate, transaction costs and other additional taxes or
deductions are used in the calculation. If a financial asset or a group of similar finaretislhassbeen written

down due to impairment, interest income is calculated on them using the same interest rate as was used for
discounting the future estimated cash receipts in order to determine the impairment loss.

Interest income is recognised whieis probable that the economic benefits associated with the transaction will

flow to the enterprise and the amount of income can be measured reliably. When the receipt of interest is
uncertain, interest income is recognised on a cash basis. Interesteincoi s r ecogni sed in the¢
income .

Segment reporting

Business segments are components of an entity that engage in business activities from which it may earn
revenues and incur expenses, for which discrete financial information is avaiablehase operating results

are regularly reviewed by the entityés chief operati
allocated to the segment and assess its perform@pegating segments are reported in a manner consistent with

theint er nal reporting provided to the Groupbdbs chief ope
is responsible for allocating resources and assessing the performance of the operating segments, has been
identified as the board of the parent compaSyBaltika.

Segment results include revenues and expenses directly attributable to the segment and the relevant part that can
be allocated to the particular segment either from external or_internal transactions. Segment assets and_liabilities
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include tlose operating assets and liabilities directly attributable to the segment or those that can be allocated to
the particular segment.

Current and deferred income tax

Corporate income tax in Estonia

According to the Income Tax Act, the annual profit earnge@miterprises is not taxed in Estonia and thus there

are no temporary differences between the tax bases and carrying values of assets and liabilities and no deferred
tax assets or liabilities arise. Instead of taxing the net profit, the distributioraafe@tearnings is from subject

to income tax of 21/79 of the amount paid out as dividends from which income tax paid before 1 January 2000
can be deducted using a respective coefficient. The corporate income tax arising from the payment of dividends
is acounted for as an expense in the period when dividends are declared, regardless of the actual payment date
or the period for which dividends are paid.

Corporate income tax in other countries

In accordance with the local income tax laws, the net profibofpanies located in Latvia, Lithuania, Poland,
the Czech Republic, Ukraine and Russia that has been adjusted for the permanent and temporary differences as
stipulated by law is subject to corporate income tax.

Corporate income tax rates

2010 2009 2008
Latvia 15% 15% 15%
Lithuania 15% 20% 15%
Poland 19% 19% 19%
Czech Republic 19% 20% 21%
Ukraine 25% 25% 25%
Russia 20% 20% 24%

Deferred income tax is provided using the liability methbdferred income tax is calculated on all significant
temporarydifferences between the tax bases of assets and liabilities and their carrying values in the consolidated
balance sheet. The main temporary differences arise from depreciation and tax legswards.Deferred tax
balances are measured at tax ratestedaor substantively enacted at the balance sheet date which are expected
to apply to the period when the temporary differences will reverse or the tax lossocesayds will be utilised.
Deferred tax assets and liabilities are netted only within tidual companies of the Group. Deferred tax
assets for deductible temporary differences and tax loss-foawgrds are recorded only to the extent that it is
probable that future taxable profit will be available against which the deductions can edutideferred

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

Earnings per share

Basic earnings per share are determined by dividing
average number of shares outstanding. Diluted earnings per shareeangirgst by dividing the net profit for

the financial year by the weighted average number of shares taking also into consideration the number of dilutive
potential shares.

NOTE 2 Critical accounting estimates, and judgements in applying accounting policies

The Group makes estimates and assumptions that affect the reported amounts of assets and liabilities within the
next financi al year . Esti mates and judgements are
experience and other factors, includingectations of future events that are believed to be reasonable under the
circumstances. Management also makes certain judgements, apart from those involving estimations, in the
process of applying the accounting policies. Judgements that have the mdatasigeffect on the amounts
recognised in the financial statements and estimates that can cause a significant adjustment to the carrying
amount of assets and liabilities within the next financial year include: valuation of inventory (Note 6), valuation

of deferred income tax assets (Note 7), valuation of investment property (Note 9), determination of the useful life
of property, plant and equipment (Note 10) and valuation of goodwill (Note 11).
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Inventory valuation (Note 6)

Upon valuation of inventorieshe management relies on its best knowledge taking into consideration historical
experience, general background information and potential assumptions and conditions of future events. In
determining the impairment of inventories, the sales potential dsaweahe net realisable value of finished
goods is considered (carrying amount net of allowanceRddf95thousandeurosat 31 December 2009 and
14,664thousandeurosat 31 December 2008), upon valuation of raw materials, their potential as a source of
finished goods and generating income is considered (carrying amount net of allowahe@d thbusanceuros

at 31 December 2009 aBd079thousandeurosat 31 December 2008); upon valuation of work in progress, their
stage of completion that can reliablg lmeasured is considered (carrying amoun?®fthousandeuros at

31 December 2009 angD4thousanceurosat 31 December 2008).

Deferred income tax (Note 7)

Deferred income tax asset has mostly arisen through tax lossfaamgrds from subsidiaries og#ing in

foreign markets and ieecoverable through future deductions from taxable profits. Deferred income tax assets

are recorded to the extent that realisation of the related tax benefit is probable. In determining future taxable
profits and the amouridf tax benefits that are probable in the future the management makes judgements and
applies estimation based on tluture development of the market and its outcomes to evaluate future expected
revenue. The profit assumption is based on the attainmemteoft Gr oup6s strategic goal s.
net deferred income tax asset recognised in the balance sheet amdy@sttbhousandeurosat 31 December

2009 and?15thousanceurosat 31 December 2008.

Valuation of investment property (Note 9)

Investment property is initially recognised at the acquisition cost and subsequently measured at fair value in the

bal ance sheet. The management uses the estimate of ai
as a basis for fair value estimatidn its absence, the management uses alternative measurement methods, such

as estimated discounted cash flows.

Because of the recent volatility of global financial markets the quoted prices in real estate market are not always
reliable. For evaluatingnvestment property the management used also other techniques to support the sales
comparison method. The management used for evaluation a discount rate of 9.5% and capitalisation rate of 9.0%
which are comparable to the average indicators used by retd egpirating companies in Estonia. The fair

value calculations use detailed cash flow projections covering atheeegeriod three years of rental income
according to rental contracts and profit from sale of investment property at the price ehvasgeat the end of

the third year. Cash flow projections comprise factors that depend on the state of the global financial markets and
that affect future cash flows, such as vacancy rate, loan interest rate, growth of costs and revenues. The
ma n a g e matimate &cenceming the land and buildings located at Veerenni 24, Tallinn, Estonia (carrying
amount ofl,659thousandeurosand 4,943thousandeurosat 31 December 2009 respectively) fell in the range
provided by independent expert. Land is recorded akehamalue based on the sales comparison method. The
building was valued using income method, during construction period the fair value was adjusted by the amount
of expected expenditures to complete the construction.diffezence between the fair valuadathe carrying

amount ofthe investment properthat was reclassified from property, plant and equipment amounting to 1,114
thousandeuros at the date of reclassification was recognised as revaluation surgérsreserves in equity in

2009 The decreasin fair value of investment property in the amoun8@ thousanceurosis recognised under

iOt her operating expenseso in the income statement.

Determination of the useful life of property, plant and equipment (Note 10)

The management has evaluatedebenomic lives of production equipment and other-coment assets related

to production depending on their estimated useful lives. The estimation of economic lives is based on historical
experience and takes into consideration production capacity adiioas. The estimation of economic lives of
non-current assets used in retail trade is based on the period over which the asset is expected to participate in the
generation of revenue as well as the contractual duration of lease agreements. The diferainagsets with

unlimited use (land) is assessed as infinite. The total carrying amount of property, plant and equipment with a
limited useful life is16,808thousandeurosat 31 December 2009 arid ,406thousandeurosat 31 December

2008. The tal carying amount of land isIlthousancturos at 31 December 2009 and H3%susandeurosat 31
December 2008.

Valuation of goodwill (Note 11)

Goodwill is the excess of the cost of the acquisition over the fair value of the acquired net assets, reflecting the
part of cost that was paid for the acquisition of such assets that cannat he separately identified and_ nised.
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Goodwill as an intangible asset with an indefinite useful life is not amortised but is tested for impairment at least

once a year. The maramgent has performed an impairment test for goodwill that arose on the acquisition of the
subsidiary OOO Kompani a f B d,;88thoausandRridsat®@l ecembber29d9ang a mo u n
1,094thousand euros at 31 December 208ubsidiary SIA Baltikdatvija 6 (car r yi nthousaimdount of
eurosat 31 December 2009 and at 31 December 2008 the goodwill did not exist), and the subsidiary OU Baltika

Tailor (carrying amount 0855 thousandeurosat 31 December 2009 ardb5 thousandeurosat 31 Decembre

2008). Future expected cash flows based on the budgeted sales and production volumes respectively have been
taken into consideration in determining the recoverable amount of the investments. The future expected cash
flows have been discounted using thpected rate of return in the particular market within the similar industry.

If the recoverable amount of goodwill is lower than its carrying amount, an impairment loss is recognised.

The impact of the global financial and economic crisis

The ongoing glbal liquidity crisis which commenced in the middle of 2007 from U8#&rtgage markehas

resulted in, among other things, a lower level of capital market funding, lower liquidity levels across the banking
sector, and, at times, higher interbank lendingsrated very high volatility in stock markets. The uncertainties in

the global financial markets have also led to bank failures and bank rescues in the United States of America,
Western Europe, Russia and elsewhere. The currencies of many countries halevhketed as well.

The stronger euro, tighter credit conditions and higher inflation may provide the volatility and lower liquidity

situation on the Groupds retail mar ket s. Such <circum
new borrovings and refinance its existing borrowings at terms and conditions that applied to similar transactions
in recent periods. The changed economical situation

which could in turn impact their ability tepay their amounts owethdeed the full extent of the impact of the
ongoing financial crisis is proving to be impossible to anticipate or completely guard against.

Management is unable to reliably estimate the effects on the Group's financial positaony déirther

deterioration in the liquidity of the financial markets and the increased volatility in the currency and equity

mar ket s. Deteriorating operating conditions for debto
forecasts and assessm of the impairment of financial and nfinancial assets. To the extent that information

is available, management has properly reflected revised estimates of expected future cash flows in its impairment
assessments. Management believes it is takinghallnecessary measures to support the sustainability and
growth of the Groupb6bs business in the current <circums

NOTE 3 Financial risks

In its daily activities, the Group is exposed to different types of risk management, which is an important and
integr al part of the business activities of the compan
di fferent risks is a key variable for the Groupds proc
negative deviation from the egpted financial results. The main risk factors are market (including currency risk,

interest rate risk and price risk), credit, liquidity and operational risks. Due to the global economic and financial
crisis the management o fisidérdad theGiske as gignsicai® @sksdonthe Gcoopmp any ¢

The basis for risk management at the Group are the requirements set by the Tallinn Stock Exchange, the
Financial Supervision Authority and other regulatory bodies, adherence to generally acaosotedtirg

principles, as well as the companydés internal regul a
identification, measurement and control of risks. The management of the Parent company plays a major role in
managing risks and approgn r i sk procedures. The supervisory counci

the managementds ri sk management activities.

Market risk
Foreign exchange risk

Sales in foreign currencies constitute 74% of the revenues of the Group and are denomindte(l_atvian

lat), LTL (Lithuanian lit), RUR (Russian rouble), UAH (Ukrainian hryvnia), PLN (Polish zloty) and CZK
(Czech koruna) for the foreign subsidiaries of the Group and in EUR (euro) for the Parent company and the
subsidiaries located in Estoniahd majority of raw materials used in production is acquired from countries
located outside of the European Union. The major currencies for purchases are EUR (euro) and USD (US
dollar).
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Trading with the counterparties in countries belonging to the Eurdg@eastary Union is handled only in euros.

Estonian kroon is pegged to the euro thus no foreign exchange gains (losses) arise on the transactions in euro. As
the Groupds main revenues arise from r eatladallcurrenayl es, t h
and consequently, changes in foreign currency exchan
pricing of goods at the stores in those markets. In addition, a change in the economic environment and relative
appreciation/depation of a local currency may greatly affect the purchasing power of customers in the market

of the respective segment.

The effect of the annual differences in theri@nth average foreign currency rates against the Estonian kroon in

the reporting perid of 2009 and 2008 were the following: Ukrainian hryvi82.21% (2008:9.27%), Polish

zZloty -18.92% (2008: +8.04%), Russian roubl.51% (2008:3.78% ), Latvian lat0.46% (2008:0.35%) and

Czech korunab5.60% (2008: +11.32%). The Lithuanian lit aBdtonian kroon are pegged to the euro. The

change in average rate of the US dollar in the reporting period was +5.19%-@008:2 %) . The Gr oupds
exchange risk has increased significantly as a result of the devaluation of the Russian roublesteep the
weakening of the Ukrainian hryvnia against the Estonian kroon in the fourth quarter of 2008 and during 2009. If

the currency exchange rates of the Ukrainian hryvnia, Russian rouble and Polish zloty had remained the same as

in 2008, the revenue forOR9 would have been higher By878thousandeurosand operating expenses would

have been higher b$,160thousandeuros The translation of intrg r oup bal ances arising f
internal trade and transl at iakets nodt affecte@ by the foreign éxshanget i n v
ri sk also affect the Groupds other comprehensive inco

Foreign exchange risk arises from cash and cash equivalents (Note 4), trade receivables (Note 5) and trade
payables (Note 14) denominated in foreigrrencies, except in euro. If the foreign exchange rates in relation to

the Estonian kroon as at 31 December 2009 had been®®%higher (lower), the impact on the net loss for

the year would have been-97 thousanceuros(2008:111thousanceurog. Theassessment of foreign exchange

rate sensitivity to the 2009 result is based on the assumptions that the reasonablyfhadsdtiens in foreign

currency exchange rates of the main trading currencies of the Group are the following: Russian rouhlanUkrai
hryvnia do not exceed -8% and +/7% respectively, Polish zloty and US dollar do not exceésl0% and that

the exchange rates of the Latvian lat and other currencies are not expected to fluctuate more than 0.5%. The
assessment of foreign exchangeer sensitivity to the 2008 profit is based on the assumptions that the
fluctuations in foreign currency exchange rates of the main trading currencies of the Group (Russian rouble,
Ukrainian hryvnia, Lithuanian lit, Polish zloty, Czech koruna and US dpliarnot exceed +3.0% and that the
exchange rates of the Latvian lat and other currencies are not expected to fluctuate more than 0.5%. As the
Estonian kroon and Lithuanian lit are pegged to the euro, there is no foreign exchange risk arising feord cash
cash equivalents, trade receivables and trade payables denominated in those currencies.

Impact of the potential change in the currency exchange rates on the net profit arising from the
translation of monetary assets and liabilities

Impact 2009 Impact 2008

Cash and bank 12 68
Trade and other receivables 9 55
Trade and other payables -118 -234
Total -97 -111

The Gr o tcyrrérd bomowings carrying floating interest rate were denominated in euros, therefore no
currency risk is assumed.

Noinstruments were used to hedge foreign currency ri ¢
assessment, the effect of losses resulting from changes in foreign currencies does not exceed the risk tolerance
determined by the Group, except in the caghdfcurrencies were devaluated in the countries where AS Baltika

has subsidiaries. If feasible, foreign currencies collected are used for the settling of liabilities denominated in the

same currency. Additionally the Group uses the option to regulaté peizes, reduces expenses and if
necessary restructures the Groupébés internal transactd.i
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Interest rate risk

As the Groupds cash and cash equivalents carry fixed
bearing as s éntome and dperating rcashuflpvis are substantially independent of changes in market
interest rates.

The Groupds interest rate r-¢cugdnt barwingsissuedna floatihgyintefesto m c¢ u
rate and thus exposing the Group to caslw finterest rate risk. There is no fair value interest rate risk as the

Group has no interest bearing financial instruments, which are recognised at fair value. Interest rate risk is
primarily caused by the potential fluctuations of Euribor and the chgradithe average interest rates of banks.

The Groupds risk margins have not changed significant

All non-current borrowings at 31 December 2009 and 2008 were subject to a floating interest rate based on
Euribor, whichis fixed every three or six months (Note 13). The Group analyses its interest rate exposure on a
regular basis. Various scenarios are simulated taking into consideration refinancing, renewal of existing positions
and alternative financing.

At 31 DecembeR009, if floating interest rates on borrowings had been one percentage point higher with all
other variables held constant, ptest loss for the year would have beE3dthousandeuros(2008:75 thousand

eurog higher and if 0.1 percentage point lowére posttax loss for the year would have belhthousandeuros

lower (2008:7 thousancaturog.

The Group uses no hedging instruments to manage the risks arising from fluctuations in interest rates.

Price risk

The Group is not exposed to the price ngkh respect to financial instruments as it does not hold any equity
securities.

Credit risk

Credit risk arises from cash and cash equivalents, deposits (recognised as other receivables) with banks and
financial institutions as well as outstanding recblga.

Cash and cash equivalents

For banks and financial institutions, only independen
for operations in the Baltic and Central European region astiyng counterparties. For Eastern Europeftt# o

rating is considered acceptableehe Gr oup has chosen banks with HAAO0 r &
managing the cash and cash equivalents and financing

Cash and cash equivalents at bank classifiday credit rating*
31.12.2009 31.12.2008

A 99 258
B 96 153
Other banks 5 0
Total 200 411

The credit rating appliesonloiger m deposits as published by Moodyéos |

Trade receivables

The most significant credit risk conceritoa to the Group arises from the wholesale activities in Eastern Europe

(Note 5). For thavholesale customers, their financial position, past experience and other factors are taken into
consideration as the basis for credit contéacording to the Groups c¢cr edi t pol i cy, no col |
trade receivables are required from counterparties (with the exception of new customers from Eastern Europe)

but instead, deliveries, outstanding credit amount and adherence to agreed dates are monitaredstynti

At 31 December 2009 the maximum exposure to credit risk from trade receivables (Note 5) amoiiy&é8 to
thousandeuros(2008: 3,218 thousandeurod on a net basis after the allowances. The trade receivables from
Eastern European clients amoaohtto 1,328 thousandeuros(2008: 2,582 thousandeuros, including balances
with the Eastern European wholesale partnerd,af6 thousandeuros (2008: 2,434 thousandeurod and
balances with retail customers for bank card paymentd »thousandeuros(2008: 148thousanceurog.
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Trade receivables (gross) from clients located in Eastern European region
31.12.2009  31.12.2008

Not due, thereof 924 2,582

Renegotiated 311 1,106
Past due 6 months and more 482 483
Total 1,406 3,065
Allowance for amountpast due 6 months and more -78 -483
Total net amount (Note 5) 1,328 2,582

Sales to retail customers are settled in cash or using major credit cards, thus no credit risk is involved except the
risk arising from financial institutions selected as appraxathterpartiesCr edi t ri sks arising f
seasonal production and sales cycle are temporary.

Liquidity risk
Liquidity risk is the potential risk that the Group has limited or insufficient financial (cash) resources to meet the
obligatonsas i ng from the Groupbs activities. The volume of

2007. Such circumstances may affect the ability of the Group to obtain new borrowings-fanahae its

existing borrowings at terms and conditions similarthose aplied to earlier transactionddanagement
monitors the sufficiency of cash and cash equival ent
goals on a regular basis using rolling cash forecasts.

To manage liquidity risks, the Gup uses different financing instruments such as bank loans, overdrafts,
commercial bond issues, and monitors receivables and purchase coitr&etsup current account/overdraft

facility is in use for more flexible management of liquid assets, enabliogug@y compani es to use
resources up to the limit established by the Parent company (Note 13).

Financial liabilities by maturity at 31 December 2009
Undiscounted cash flows

Carrying 1-3 312 1-5 Over 5
amount months months years years Total
Bank borrowings (Note 13) 21,632 3,363 4,594 9,121 7,906 24,984
Finance lease liabilities (Note 13) 582 67 200 358 0 625
Trade payables (Note 14) 7,104 7,104 0 0 0 7,104
Other financial liabilities (Note 13) 599 260 256 128 0 644
Total 29,917 10,794 5,060 9,607 7,906 33,3y

Financial liabilities by maturity at 31 December 2008
Undiscounted cash flows

Carrying 1-3 312 1-5 Over 5
amount months months years years Total
Bank borrowings (Noté3)2 16,759 932 6,284 7,993 5,699 20,908
Finance lease liabilities (Note 13) 648 100 120 470 0 690
Trade payables (Note 14) 9,711 9,711 0 0 0 9,711
Other financial liabilities (Note 14). 181 181 0 0 0 181
Total 27,29 10,924 6,404 8,463 5,699 31,490

For interest bearing borrowings carrying floating interest rate based on Euribor, the spot rate has been used.
Overdraft facilities are shown under bank borrowings payable wittmionths in the amount of maximum
exposure available for the Group.
*0ther financial liabilities include accrued expenses in amouh8dthousanceuros(2008:181 thousanceurod
and dividends liabilities gbreference shares in amount4@7 thousandeuros(2008: 0).
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Operational risk

The Groupds oper aeadbyahe sycliaal naturenad sconbnyies i tafget markets and changes in
competitive positions, as well as risks related to specific markets (especialiungpean Union markets

Russia and Ukraine).

To manage the risks, the Group attempts to incraeesdexibility of its operations: the sales volumes and the
activities of competitors are also being monitored and if necessary, the Group makes adjustments in price levels,
marketing activities and collections offered. In addition to central gatherich@ssessment of information, an
important role in analysing and planning actions is played by a market organisation in each target market
enabling the Group to obtain fast and direct feedback on market developments on the one hand and adequately
consider dcal conditions on the other.

As i mprovement of flexibility plays an important rol
efforts are being made to shorten the cycles of business processes and minimise potential deviations. This also
hels t o i mprove the relative | evel and structure of [

expectations.

The most i mportant operating risk arises from the Gr
customer expectations attte goods that cannot be sold when expected and as budgeted. Another important risk
is that the Groupbs information technology system is

of information for decisiormaking purposes.

To ensure god collections, the Group employs a strong team of designers who monitor and are aware of fashion
trends by using internationally acclaimed channels. Such a structure, procedures and information systems have
been set up at the Group which help daily nmmmig of sales and balance of inventories and using the
information in subsequent activities. I n order to av
procurement intermediaries as well as fabric manufacturers has been expanded.

The unavoidble risk factor in selling clothes is the weather. Collections are created and sales volumes as well as
timing of sales is planned under the assumption that regular weather conditions prevail in the target imarkets
case weather conditions differ sifioantly from normal conditions, the actual sales results may significantly
differ from the budget.

Capital risk management

The Groupds objectives when managing capital are to
concern in order to providreturns for shareholders and benefits for other stakeholders and to maintain an
optimal capital structure to reduce the cost of capital. In order to maintain or adjust the capital structure, the
Group may adjust the amount of dividends paid to shareftspldeturn capital to shareholders, issue new shares

or sell assets to reduce debt.

Consistent with industry practice, the Group monitors capital on the basis of the gearing ratio. This ratio is
calculated as net debt divided by total capital. Net debgliculated as total borrowings (including current and
nontcurrent borrowings as shown in the consolidated balance sheet) less cash and cash equivalents. Total capital

is calculated as the sum of equity as shown in the consolidated balance sheetend hetd The Groupds s
is to maintain the gearing ratio within the range of 30% to 35% but due to the global economical crisis it was not
achieved. The Groupsdéds net debt increased due to the
The gearing ratio was siginificantly influenced by the ear@mdprehensivéoss during 2009 in the amount of
9,273thousanceurosand increase of the share capital through isgymreference shares in the amoun2@56

thousanceuros

Gearing ratios ofthe Group
31.12.2009  31.12.2008

Total borrowings (Note 13) 22,214 17,407
Cash and bank (Note 4) -385 -554
Net debt 21,829 16,852
Total equity 11,924 19,104
Total capital 33,753 35,956
Gearing ratio 65% 47%
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