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Summary

This Financial Supervision Authority overview of the corporate
governance reports prepared by stock market issuers regarding
the 2010 and 2011 financial year is the fourth one in a row.
Previous overviews on the years 2006-2007, 2008 and 2009
are available on the Financial Supervision Authority website

www.fi.ee.

The corporate governance code (CGC; also known as Corpo-
rate Governance Recommendations) is a collection of advi-
sory guidelines for better operation of corporate management,
governing the work and the mutual relations of the primary
corporate bodies — shareholders’ meeting, management board
and supervisory board as well as disclosure of information by
the company. The CGC is addressed mainly to companies whose
shares are traded on a regulated market (issuers) although it is

to be welcomed if other companies also follow it.

The CGC guidelines are advisory but issuers have the obliga-
tion to prepare a corporate governance report as part of the
management report regarding reporting periods that began
on 1 July 2009 or later. Based on the provisions of Accounting
Act Section 242, an accounting entity, the securities granting
voting rights issued by which have been admitted for trading
on a regulated securities market of Estonia or of another Con-
tracting State shall, in addition to meeting the requirements
provided for management reports in this Act, enclose to the
management report as separate subdivision a corporate gov-
ernance report. The corporate governance report shall be pre-
pared in a manner which provides persons with expertise and
an interest with the opportunity to obtain relevant information
concerning the activities of the accounting entity as regards the
governance principles implemented in the company, and shall

contain at least the following information.

reference to the corporate governance code implemented
by the accounting entity;

thorough and substantiated explanation regarding the fact
why the accounting entity does not comply with corporate
governance code;

description of managing and supervisory bodies and the
panels of the committees thereof and the organisation of
their work;

qualifying holdings as specified in Section 9 of the Securities
Market Act;

list of holders of securities that confer specific rights of
control and a description of their rights;

all restrictions and agreements relating to voting rights,
and whether preferred shares have voting rights, including
the restriction of voting rights by a certain percentage of
the holding or a certain number of votes, the terms set for
the use of the voting rights or systems in which the mon-
etary rights related to the securities and ownership of the
securities have been separated from each other in coopera-
tion with the company;

provisions and rules for the election, appointment, resig-
nation and removal of the members of the management
board of the company established by legislation;

provisions and rules for amendment of the articles of asso-
ciation of the company established by legislation;
description of the main features of internal audit and risk
management systems in connection with the process of the

preparation of the annual accounts.
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Thus the issuers of shares tradable on the regulated securities
market (hereinafter issuers) have an obligation to prepare, for
each financial year, a corporate governance report (hereinafter
also CGC report) based on the principle “comply or explain” and
in addition, information should be submitted in the CGC report

on material aspects of corporate governance.

In addition to the requirements for the corporate governance
report arising from the Accounting Act, issuers must devote
attention in future to Section 1352 of the Securities Market
Act in effect from 3 April 2011, which establishes the principles
for remuneration of the management of the issuer of shares
granting voting rights being traded on the market. Besides the
general principle that the bases and principles of determining
the remuneration and other office related benefits (hereinafter
principles of remuneration) of management board members
and executive management (hereinafter executives) of an
issuer of shares granting voting rights being traded on a mar-
ket, including severance payments, pension benefits and other
benefits, are to be clear and transparent and to proceed from
the long-term objectives of a company, taking into account in
this respect the economic results of an issuer of shares and the
legitimate interests of investors and creditors; the said provi-
sion also sets out more derailed requirements for principles of
remunerating executives, as well as procedure for effecting
them, and public disclosure of the remuneration principle:
= the principles of remuneration shall also determine the
bases for remuneration of executives with shares, share
options or other similar rights, which are related to the
acquisition of the shares of an issuer, and also the minimum
period during which the above right shall neither be exer-
cised nor used;
= the supervisory board of an issuer shall approve the princi-
ples of remuneration of executives of an issuer and exercise

the supervision over the adherence thereto;

1 Payments to management board members are also treated as remuneration.

the bases for determining the fees payable to executives of

an issuer based on the economic performance and trans-

actions (hereinafter performance pay) shall be objective and

reasoned and predetermine the period of time for which

the performance pay is paid;

the following shall be taken into account upon determina-

tion and payment of the performance pay to executives of

an issuer:

= the proportion of the basic pay and performance pay’
shall be in reasonable compliance with the duties of an
executive;

= the basic pay shall make up a sufficiently large part of the
pay which makes it possible not to determine or pay the
performance pay, if necessary;

the issuer shall establish the control procedure of the prin-

ciples of remuneration of executives;

the contract or contract of employment of a member of the

management board of an issuer shall prescribe the right of

the issuer to reduce the payable performance pay, suspend

the payment of the performance pay or demand return of

the paid performance pay in part or in full. An issuer may

apply the abovementioned right if;

= the general economic performance of the issuer of shares
has deteriorated to a significant extent as compared to
the previous period;

= the executives of the issuer do not meet the performance
criteria or

= determination of the performance pay was based on
information which was inaccurate or incorrect to a mate-
rial extent.

The limitation period for a claim arising from performance

pay shall be three years as of the date when the payment

of the performance pay to an executive of an issuer was

decided;
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an issuer shall disclose in its annual report for the past finan-

cial year the principles of remuneration of executives and

the information characterising their implementation in the

following format:

= relevant characteristics of the principles of remuneration,
including information concerning the criteria used to
measure work results and compliance with them;

= reasons for payment of performance pay and severance
pay and enabling of other performance based financial or

significant nonfinancial benefits.

This overview covers the corporate governance reports for 2010

and 2011 financial year prepared by the following listed com-

panies:

2

Arco Vara AS (Arco Vara)

AS Baltika (Baltika)

AS Ekspress Grupp (Ekspress)

AS Harju Elekter (HE)

AS Jarvevana (Jarvevana)

AS Merko Ehitus (Merko)

Nordecon AS (Nordecon)

Olympic Entertainment Group AS (OEG)

AS Premia Foods (Premia)

AS Silvano Fashion group (SFG)

AS Skano Group (formerly AS Viisnurk) (Skano)
AS Tallink Grupp (Tallink)

Tallinna Kaubamaja AS (Tallinna Kaubamaja)
AS Tallinna Vesi (Tallinna Vesi)

AS Trigon Property Development (TPD)

The corporate governance reports for the abovementioned

issuers can be categorized as follows based on structure:

In principle, the report follows the structure of CGC, being
divided accordingly into separate chapters. Each chapter has
a general description of events taking place at the issuer
during the reporting year. The general/introductory part of
the report has a section certifying compliance with the CGC
guidelines and it is noted that where CGC guidelines have
not been complied with, it is expressly derailed and the
reasons for the non-compliance have been explained. There
are no references to specific CGC clauses (Arco Vara, Tallinna
Kaubamaja?);

The report follows the structure of CGC, being divided
accordingly into separate chapters. Each chapter has both a
general overview of the governance of the issuer as well as
a description regarding developments during the reporting
period. Each chapter lists specific CGC clauses that were not
complied with during the reporting period and includes a
statement certifying that the rest of the recommendations
in the CGC chapter were complied with during the report-
ing period (Nordecon);

The report follows the structure of the CGC, being divided
accordingly into separate chapters. The report does not
describe the events in the specific reporting period; it
instead gives an overall overview of the issuer’s corporate
governance. The introductory part of the report notes that
the report touches on clauses of the CGC that the issuer
does not comply with due to technical, economic or other
reasons, but lacks a clear affirmation that the CGC is com-
plied with in other respects. The chapters that follow the
CGC structure describe the issuer’s corporate governance
practices that are not in conformity with the recommenda-
tions in the CGC but this has not been listed separately or

always explained (Jarvevana, Merko);

A statement certifying compliance with CGC recommendations in the specific reporting period is presented at the end of each chapter.
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= The report specifies the specific CGC clauses that the issuer
has not complied with. The general part includes a state-
ment certifying that the issuer largely complies with the
recommendations in the CGC and the report only lists the
recommendations that were not complied with and the
reasons for the non-compliance. A separate section provides
the issuer’s governance principles and additional informa-
tion describing the general organization as well as the
events in the specific reporting year (Baltika, Ekspress, HE,
OEG, Premia, SFG, Tallink, Tallinna Vesi);

= The report does not provide an overview of the issuer’s gov-
ernance in general even for the specific reporting period.
The report specifies only the specific CGC clauses that the
issuer has not complied with (Skano, TPD).

In the CGC reports examined in this overview, the following

deficiencies can be identified:

= The report lacks a clear confirmation regarding compliance
with CGC requirements that were not dealt with in the
report (e.g. Ekspress, Jarvevana);

= The report deals with CGC recommendations in very general
terms, without listing specific clauses not complied with in
the reporting year (e.g. Arco Vara, Jarvevana);

= The report describes the issuer’s activity and management in
general, not in the specific reporting period (e.g. Jarvevana,
Merko);

= The report lacks a description of the issuer’s governance,
presenting solely specific CGC clauses that the issuer does
not comply with. For some of the clauses, non-compliance
has been noted in general, and for some of the recommen-
dations the non-compliance was noted with regard to the
specific reporting period (e.g. Skano, TPD);

= The explanations provided in the report regarding the rea-
sons for non-compliance with the CGC recommendations
are repeated from one year to the next and thus lack actual
meaning (e.g. Arco Vara — CGC clause 5.3; TPD - CGC clause
2.2.1,3.2.2).

As a certain curiosity, OEG can be noted - it does not disclose
remuneration for the supervisory board members, even though
under subsections 326 (1) and (2) of the Commercial Code,
remuneration of supervisory board members is in the compe-
tence of the general meeting of shareholders and thus, in the

case of listed companies, public information.

As a positive example, the report of Tallinna Vesi can be men-
tioned; it gives a very thorough overview of the issuer’s gover-
nance principles and the events during the reporting period and
clearly specifies the clauses of the CGC that are not complied
with along with the reason and a statement certifying that the
rest of the CGC recommendations are followed. Other compa-
nies that give a thorough and predominantly complete over-
view of compliance to the CGC during the reporting period are

e.g. Nordecon and Premia.
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Development of the corporate governance code in the European Union

Estonia’s regulations on corporate governance are part of the
European Union’s company law and corporate governance
framework. The last major review of the field took place pursu-
ant to the 2003 action plan regarding updating company law
and strengthening administration of corporate governance in
the EU and the consultations on future priorities of the said
action plan that followed in 2005-2006. A large part of the 2003
action plan initiatives have now been adopted. Requirements
on corporate governance reports in the accounting directive3
(transposed into Estonian law through amendments to the
Accounting Act) and a directive on exercise of certain rights
of shareholders in listed companies* has been adopted (trans-
posed into Estonian law primarily through amendments to the
Securities Market Act and the Commercial Code). In addition,
the European Commission established two recommendations
in connection with independent supervisory directors and
remuneration of directors of listed companies, which were
supplemented in 2009°. The primary recommendations of the
Commission in connection with remuneration of directors are
established by supplementation of the Securities Market Act
(Section 135?).

In connection with the financial crisis in the recent years,
aspects related to corporate governance have again become
salient. Although corporate governance among issuers operat-
ing outside the financial sector does not cause the same concern
as in the case of financing institutions, certain drawbacks have
emerged also in their case. Above all, the Commission consid-
ers a problem the lack of interest from shareholders in ensuring
that management would take responsibility for its decisions and
actions, as well as the large share of short-term shareholders.
The Commission also believes that there are problems with the
quality of corporate governance reports based on the “com-
ply or explain” principle. As a result, the Commission adopted
a Green Paper on the EU corporate governance framework,
which initiated a discussion on how to increase the efficacy of

the existing rules.

Directive 78/660/EMU.

Directive 2007/36/EU.

Commission recommendations 2004/913/EC, 2005/56/EC and 2009/385/EC.
Communication from the Commission to the European Parliament, the Council,

(o2 BT, I~ Ve

On 12 December 2012, the European Commission published the
new Action Plan: European company law and corporate gover-
nance®, which describes initiatives that the committee plans to
implement in order to update the company law and corporate

governance framework.

The action plan defines three primary lines of action:

= Enhancing transparency — companies need to provide better
information about their corporate governance to their inves-
tors and society at large. At the same time companies should
be allowed to know who their shareholders are and insti-
tutional investors should be more transparent about their
voting policies so that a more fruitful dialogue on corporate
governance matters can take place;

= Engaging shareholders — shareholders should be encouraged
to engage more in corporate governance. They should be
offered more possibilities to oversee remuneration policy
and related party transactions, and shareholder coopera-
tion to this end should be made easier. In addition, a limited
number of obligations will need to be imposed on institu-
tional investors, asset managers and proxy advisors to bring
about effective engagement;

= Supporting companies’ growth and their competitive-

ness — there is a need to simplify cross-border operations of

European businesses, particularly in the case of small and

medium-sized enterprises.

the European Economic and Social Committee and the Committee of the Regions, COM(2012) 740 final.
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In the field of corporate governance, the following issues in

the Commission’s action plan are important for issuers, and the

Commission plans during 2013 to introduce specific proposals:

= disclosure of board diversity policy,

= improving quality of corporate governance reporting
prepared on the “comply or explain” basis,

= identifying shareholders,

= transparency of the voting principles for institutional
investors,

= more involvement of the shareholders in the issuer’s
general management,

= improving supervision by shareholders over the issuers’
executive remuneration policy,

= improving shareholder control over related party

transactions.

The concrete measures planned by the committee vary depend-
ing on the topic. For instance on the matter of executive remu-
neration policy and management transparency and related
party transactions, the Commission plans to table initiative
proposals in 2013, as a result of which the shareholder rights
directive will likely be significantly amended. To improve the
quality of corporate governance reports, a relevant Commission

recommendation will likely be adopted in 2013.

The documents related to modernization of company law and
corporate governance are available on the European Commis-
sion website

http://ec.europa.eu/internal_market/company/modern/index_

en.htm.



Overview of corporate governance and corporate governance reports of issuers listed on the Tallinn stock Exchange in 2010 and 2011

e General meeting

The general meeting of shareholders is a public limited com-
pany’s highest management body, which adopts the most
important decisions such a company has to make. Such decisions
include approving and amending the articles of association,
approving the annual report and distributing profits, electing
and recalling supervisory board members, selecting an auditor,
and dissolving, merging, dividing and restructuring the com-
pany. As shareholders do not take part in the everyday running
of the company or exercise direct control over the day-to-day
running of the company, as the supervisory board does, it is
especially important that shareholders are kept abreast of mat-
ters related to issues that will be up for decision at the gen-
eral meeting. To allow the general meeting to make competent
decisions, it is essential that shareholders be able to submit their
questions on agenda items before the meeting takes place and
that the management board can respond to them also before
the meeting. Based on the principle of equal treatment of
shareholders, all questions and the prepared answers to them
should be made equally available to all shareholders before the
general meeting; a simple and suitable place for this would be

the company website.

In addition to information to be disclosed before the general
meeting regarding issues to be decided at the general meeting,
it is also important that the meeting be carried out in such a
manner that the shareholders would get a sufficient overview
of each agenda item and, if possible, submit additional ques-
tions or request explanations, including insisting that the discus-
sion and decisions on agenda items at the general meeting be
substantive. Thus CGC recommends that, if possible, all manage-
ment board and supervisory board members, the auditor, and
likewise candidates for supervisory board member and auditor,

take part in the general meeting.

Most issuers had only an ordinary meeting of shareholders
in 2011. Three issuers (Arco Vara, Premia, SFG) also had one
extraordinary general meeting. In 2010, four issuers (Norde-
con, OEG, SFG (2), Tallinna Vesi) had an extraordinary general

meeting.

All issuers dealt with aspects related to general meeting in their
corporate governance report. Some of the issuers described
aspects of the general meeting in general (requirements stem-
ming from legislation for convoking the general meeting,
competence etc) as well as general meetings taking place in a
specific reporting period. Some issuers described solely general
regulations on general meetings, while some only aspects relat-
ed to general meetings in the specific reporting period. Some
issuers presented information on the general meeting solely in
relation to a specific CGC recommendation. The latter cannot
be considered in conformity with the requirement arising from
subsection 242 (2) and clause 24? (3) 3) of the Accounting Act
that the corporate governance report provide relevant infor-
mation concerning the activities of the accounting entity as
regards the governance principles implemented in the company
and describe managing and supervisory bodies and the panels

of the committees thereof and the organisation of their work.

If the report provides an overview of general meetings that
take place in the reporting period, it could be noted for the
purpose of clarity whether it was an ordinary or extraordinary
general meeting. In listing the issues on the agenda, a complete
list should be provided, or it should be noted that the report

lists only the major agenda items.
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Exercise of shareholders’ rights

CGC 1.1.1. Every shareholder shall be ensured the right to par-
ticipate in the general meeting, to speak in the general meeting
on themes presented in the agenda, and to present reasoned
questions and make proposals.

/—/

Issuers shall enable shareholders to present questions on
items mentioned in the agenda, including prior to the day of
the General Meeting. In the notice calling the General Meeting
the Issuer shall include the address or e-mail address to which
the shareholders can send questions. Issuers shall guarantee a
response to reasoned questions on the General Meeting during
hearing of a corresponding subject or before the holding of the
General Meeting giving shareholders enough time for examin-
ing the response. If possible, the Issuer shall give its responses
to questions presented before holding the General Meeting
and shall publish the question and response on its website.
—/

Notices calling general meetings in 2010 and 2011

Most issuers indicated, in their notices calling shareholders to
the 2011 general meeting, the address or e-mail address to
which the shareholder could send questions. Three issuers did
not include information in their general meeting notice on pos-
sibilities for presenting questions on the agenda of the general
meeting (Ekspress, Skano, TPD). In 2010 two issuers failed to
comply with the CGC recommendations (Ekspress, TPD).

The general meeting notice should include information on
questions asked and possibilities for viewing responses thereto.
In the 2010 and 2011 notices, only some of the issuers referred

to possibilities for presenting questions.

Besides Jarvevana, all issuers comply with the obligation set
forth in Commercial Code Section 294" to publish on the listed
company'’s website the documents and other information relat-
ed to calling the meeting. Pursuant to legislation, the relevant
information must be available on the issuer’s website at least
3 weeks before the general meeting is held and on the day as
well as on the day of the meeting, or, if the general meeting is

summoned at shorter notice, during that period.

Many issuers retain on their website the documents and infor-
mation published in connection with summoning the general
meeting. But depending on the agenda of the general meeting,
the published information may include information and docu-
ments that are of later interest to investors, such as a super-
visory board report prepared regarding the annual report, draft
agreements to be approved by the general meeting, explana-
tions submitted by the shareholders, management board or

supervisory board concerning agenda items etc.

The Arco Vara website retains the 2011 general meeting mate-
rials, including questions asked regarding the agenda and

responses made to them.

Tallinna Vesi notes in its report that one question was asked
regarding the 2011 general meeting agenda - the individual
requested to view the presentation for one agenda item before
to the general meeting. According to the report, the issuer did
not grant the request, providing a reason for the decision. The
question and the answer thereto continues to be listed on the

issuer’s website along with other general meeting materials.

Jarvevana lacks a website. The Premia website includes 2011
general meeting resolutions but not other materials. The Bal-
tika, Merko and Nordecon and TPD website have the 2011
general meeting materials but they do not include questions
asked about the agenda. Ekspress, HE, OEG, SFG and Tallinna
Kaubamaja retain on their website only materials on the last
general meeting, the one in 2012. The issuers did not note in
their CGC report whether questions were submitted regarding

the agenda.

10
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Implementing the recommendation in the 2011 and
2011 annual reports

Six issuers dealt with the recommendation in the 2010 CGC
report: Arco Vara, Nordecon, SFG, Skano, Tallink, Tallinna Vesi.
Of these four (Arco Vara, SFG, Skano, Tallinna Vesi) noted in

their report that no questions were submitted.

Nine issuers (Baltika, Ekspress, HE, Jarvevana, Merko, OEG, Pre-
mia’, Tallinna Kaubamaja, TPD) did not deal with this recom-

mendation in their 2010 report.

Eight issuers dealt with this recommendation in their 2011
CGC report (Arco Vara, Nordecon, OEG, Premia, Skano, Tallink,

Tallinna Kaubamaja, Tallinna Vesi).

A thorough overview of both the ordinary and extraordinary
general meeting in 2011 is presented in the Arco Vara report.
The report notes that the issuer received questions before the
general meeting and they were published along with the issu-

er's response on the issuer’s website.

Skano and Nordecon noted in their report that no questions
were submitted regarding the agenda in advance of the 2011

general meeting.

The recommendation was not dealt with by seven issuers in the
2011 report: Baltika, Ekspress, HE, Jarvevana, Merko, SFG, TPD.

On the basis of the information published in the CGC reports
and websites it must be concluded that not many questions are
submitted regarding the general meeting agenda. In spite of
this, it is important that the notice calling the general meeting
refer to this possibility and note that the questions and respons-
es are to be published on the issuer’s website. It is also recom-
mended to note in the CGC report whether questions were
submitted; the content of the questions and answers could
likewise be covered briefly. It is advisable for issuers to retain
the questions and answers to them for longer than the publica-
tion of the materials on the subsequent general meeting, in a
manner that would provide for historical comparability of the

information on the issuer.

7 The 2010 general meetings took place before Premia shares were listed on the NASDAQ OMX Tallinn stock exchange

and thus the CGC recommendations were not applicable to the issuer at this time.

IT
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Calling the general meeting and information to be disclosed

CGC 1.2.3.

The Management Board shall publish on the Issuer’s website
the essential information connected with the agenda provided
to it or otherwise available concurrently with compliance with
the General Meeting calling requirements provided by law.

ld

Information shall be published concerning a Supervisory Board
member candidates’ participation in supervisory boards, man-

agement boards or the management of other companies.

The first part of the recommendation deals in principle with
requirements arising from the Commercial Code for informa-
tion to be disclosed by issuers when calling the general meeting.
Thus this overview devotes attention to the part of the recom-
mendation pertaining to disclosure of information on candidate

for supervisory board.

Implementing of the recommendation in the reports for
the 2010 and 2011 financial year

In the period under observation, the general meeting agenda
at nine issuers included the election of new supervisory board
member or extending the powers of a current supervisory board
member (Baltika, Ekspress, Jarvevana, Merko, OEG, SFG, Tallink,
Tallinna Vesi, TPD).

Baltika’s 2010 general meeting agenda included election of two
additional supervisory board members. Information on the can-

didates was provided in the general meeting notice.

The agenda of the 2010 ordinary general meeting of Ekspress
included, in connection with the expiry of the term, the re-elec-
tion for a new term of one supervisory board member, extend-
ing the powers of one supervisory board member and election
of one new supervisory board member. In accordance with the
general meeting notice, it is possible to examine all of the docu-
ments related to the general meeting on the issuer’s websites.
The materials on the 2010 ordinary general meeting were not
available as of the present time on the Ekspress website, as a
result of which there is a lack of detailed information on infor-

mation published in connection to the general meeting.

The agenda of the 2011 ordinary general meeting of Jarvevana
included extending the powers of three supervisory board
members. The issuer lacks a website and among the docu-
ments related to the agenda published via the stock exchange
information system together with a general meeting notice, no
information has been released on relevant supervisory board

members.

The agenda of the 2011 ordinary general meeting of Merko
included extending the powers of four supervisory board mem-
bers and election of one additional supervisory board member.
The issuer’s website provides, under the said general meeting
notice, the CV of the candidate for supervisory board member.
The agenda of the 2010 ordinary general meeting included
extending the powers of the existing supervisory board mem-
bers. No information is given on the supervisory board members
on the issuer’s website under documents related to the said

general meeting.

12
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The agenda of the 2011 ordinary general meeting of OEG
included extending the powers of three supervisory board
members. In accordance with the general meeting notice, it is
possible to examine all of the documents related to the general
meeting on the issuer’s website. The issuer’s website lacks addi-
tional information in connection with the said general meeting

agenda item.

SFG’s 2010 ordinary general meeting agenda included elec-
tion of a new supervisory board member. The general meeting
notice included the supervisory board’s proposal to elect the
supervisory board member candidate nominated by the share-
holders at the general meeting. The relevant clause of the gen-
eral meeting resolution includes information on the holdings
of the supervisory board member in the management bodies
of other companies. Election of new supervisory board mem-
bers was also on the agenda of the SFG’s extraordinary general
meeting held on 5 March 2010. Similarly to the ordinary general
meeting, notice convoking this general meeting did not publish
any information on the supervisory board member candidates
and the supervisory board made a proposal to vote in favour
of the proposals made by the shareholders at the meeting
regarding election of the supervisory board members. In the
case of such practice, the issuer should, in the general meeting
notice, explain in more detail the procedure for nominating
candidates. As the minutes for each general meeting are not
currently available on the issuer’s website, without contacting
the issuer, the investor lacks an opportunity to learn who nomi-

nated the supervisory board member candidates.

The agenda of the 2011 and 2010 ordinary general meeting of
Tallink included extending the powers of existing supervisory
board members. The documents and information published in
connection with either general meeting notice are not currently

available on the issuer’s website.

In 2011, Tallinna Vesi published in the stock exchange informa-
tion system, in connection with appointment of new members
to the supervisory board of the issuer by Tallinn city and United
Utilities, information on the new supervisory board members.
Likewise, information was published in the stock exchange
information system regarding the existing supervisory board
member upon extending the member’s term. The information
published regarding supervisory board candidates in connection
with election of supervisory board members on the agenda of
the ordinary 2011 general meeting is available on the issuer’s
website under documents and other information related to the

general meeting.

The agenda of the 2011 ordinary general meeting of TPD
included extending the powers of two existing supervisory
board members. The general meeting notice notes that the said
supervisory board members belong, in addition to the issuer, to
the supervisory board of two listed companies. TPD’s 2010 ordi-
nary general meeting agenda also included election of a new
supervisory board member. The notice presented comprehen-
sive information on the supervisory board candidate, but not
on the candidate’s holdings in other companies’ management
bodies. According to Commercial Register data, the persons
elected to the supervisory board of the issuer in 2010 and 2011
belonged also to management bodies of other companies, as a
result of which publication of incomplete information could be

misleading.
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In order for persons with the necessary knowledge, experience
and sufficient time resources to be elected to the supervisory
board of the issuer, it is important to be informed of the can-
didate’s professional background and past work experience
as well as activity in other companies. Thus it is important to
provide a thorough overview on the education and activities of
the supervisory board members before the general meeting. As
the said information is relevant also after the election of the
candidate to the supervisory board, it is recommended to keep
the said information available on the issuer’s website also after

the general meeting.

Jarvevana should be noted separately in this regard - it cur-
rently lacks a website. The issuer discloses information related
to general meeting items as annexes to the general meet-
ing notice and adds to the notice a link to the website of the
NASDAQ OMKX Tallinn exchange, noting the place where the
documents related to the general meeting agenda are avail-
able. This practice cannot be in any way considered compliance
with CGC recommendations, plus it is in contravention with the
requirement set forth in Section 294" of the Commercial Code
to disclose information and documents related to the general
meeting, including the annual report, on the issuer’s website.?
Yet what is positive about this practice is that it ensures avail-
ability of the documents published in connection with the

general meeting agenda also after the general meeting.

8  AS Jarvevana still lacks a website.

Implementing the recommendation in the reports on
2010 and 2011 financial year

In both the 2010 and 2011 report, five issuers dealt with publi-
cation of information on the supervisory board candidates: Arco

Vara, Nordecon, SFG, Skano, Tallink, Tallinna Vesi.

In the respective chapters of both its 2010 and 2011 reports on
convening the general meeting and dealing with information
to be disclosed, Nordecon published the CGC recommendation
and confirmed compliance with the CGC recommendations at
the end of the chapter with regard to convening the general
meeting during the reporting period and with regard to infor-
mation to be published. Although it is evident from the super-
visory board chapter in Nordecon’s report that no supervisory
board members were elected in 2010 or 2011, in the interests of
clarity and a better overview, the said chapter could neverthe-
less comment on general meetings held in the relevant period,
indicating whether the recommendation was at all salient at

the issuer during the reporting period.

In the 2010 report’s chapter on the general meeting, SFG pres-
ents a thorough overview of the general meetings that were
held in the reporting period, including listing the information
published to shareholders before the general meeting, but this
did not include information on the supervisory board candi-
date. In accordance with the report, information was disclosed
both at the general meeting and in the general meeting resolu-
tion regarding the candidate for supervisory board. The issuer’s
2010 and 2011 report notes, in the chapter on publication of
information, that materials related to the general meeting have
been published on the issuer’s website, including information
on the supervisory board member candidates. In conclusion, it
remains unclear whether the recommendation was fulfilled or
not during the reporting period. If possible, information on the
supervisory board candidate must be published before the gen-
eral meeting is held, in order to give shareholders a reasonable

time to arrive at their positions.
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Tallinna Kaubamaja has noted in both reports that in selecting
the candidate for supervisory board member, information on
the candidate’s participation in the supervisory boards, man-
agement boards and managements of other companies was
released. As the paragraph that precedes it notes the date of
the general meeting held during the reporting period, and the
resolutions were published on the stock exchange’s and issuer’s
websites without describing the general meeting agenda in
more detail, readers of the report may be misled, fostering the
impression that the supervisory board member regarding whom
information in accordance with the CGC recommendation was

published was in fact elected during the reporting period®.

In both reports, Tallinna Vesi presents a thorough overview of
the calling of the general meeting and of information to be
published in this connection at the issuer in general as well
as regarding general meetings held in the specific reporting
period, noting among other things that background informa-
tion pertaining to supervisory board member candidates was

published before the general meeting on the issuer’s website.

Eleven issuers (Arco Vara, Baltika, Ekspress, HE, Jarvevana,
Merko, OEG, Premia, Skano, Tallink, TPD) did not, in their 2010
report, deal separately with the part of the recommendation
pertaining to supervisory board member candidates. SFG has
been added to this list with regard to the 2011 reports. At the
same time, it is evident from several issuers’ reports (Arco Vara,
Baltika, Ekspress, HE, Premia, SFG) in connection with gen-
eral meetings held during the reporting period that election of
supervisory board member was not on the agenda of general
meetings, as a result of which the said recommendation was not

relevant in the reporting period.

9  The fact that the general meeting did not decide upon election of supervisory board members

during the reporting period is evident from the report’s chapter on supervisory board.
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Procedure of the general meeting

CGC 1.3.1. /—/ The chairman of the Supervisory Board and
members of the Management Board cannot be elected as Chair

of the General Meeting.

General meetings held in 2010 and 2011

There is lack of a full overview regarding compliance with this
CGC recommendation, as only the minutes of the general meet-
ings held in 2010 and 2011 for six issuers (Arco Vara, Nordecon,
Skano'®, Tallink, Tallinna Vesi and TPD) were available on the
issuer’s website at the time of preparation of this overview. Of
the minutes published, compliance with the recommendation is
evident in both years on the part of three issuers (Nordecon,
Tallink and Tallinna Vesi) and in 2011 by Skano. Arco Vara com-
plied with the recommendation in 2011", while TPD did not

comply in either year.

The minutes of the 2010 and 2011 general meetings for nine
issuers (Baltika, Ekspress Grupp, HE, Jarvevana, Merko, OEG,
Premia, SFG, Tallinna Kaubamaja) were not available on the
website but based on the disclosures in the CGC reports, Tal-
linna Kaubamaja can also be added to the list of those compli-

ant in both of the years under observation.

Implementing the recommendation in the reports for
2010 and 2011 financial year

Six issuers dealt with the recommendation in the 2010 CGC
report: Arco Vara, Nordecon, SFG, Tallink, Tallinna Kaubamaja,
Tallinna Vesi. Of these, five confirmed that the recommendation
was followed. According to SFG's report, the issuer did comply
with the recommendation in carrying out the ordinary gen-
eral meeting, but not in carrying out the extraordinary general
meeting. Non-compliance with the CGC at the extraordinary
general meeting has not been explained by the issuer in the
report. All of the issuers who dealt with the recommendations
in their report besides one (Nordecon) named, in the report, the

person who chaired the general meeting.

10  Only the minutes of the 2011 general meeting.

Nine issuers (Baltika, Ekspress, HE, Jarvevana, Merko, OEG,
Premia'?, Tallinna Kaubamaja, TPD) did not deal with this

recommendation in their report.

On the basis of the minutes of general meetings published on
the issuers’ websites, it can be asserted that, of the aforemen-
tioned issuers, at last TPD should have mentioned non-compli-
ance with CGC. As the minutes for the 2010 general meetings
for the other eight issuers were not available on websites
and the information has not been published in the notice on
shareholders’ general meeting resolutions, compliance with the
recommendation in their case cannot be currently verified by

the reader of the report.

Six issuers dealt with the recommendation in the 2011 CGC
report. Compared to the 2010 report, TPD is a new issuer in this
regard — in the report TPD mentioned non-compliance with the
CGC recommendation and provided a reason for it. Compared

to the previous year, SFG does not appear on the list.

Nine issuers (Baltika, Ekspress, HE, Jarvevana, Merko, OEG, Pre-
mia, SFG, Skano) did not deal with this recommendation in their
report. As the minutes of the general meetings for 2011 for all
of the issuers except Skano are not available on the issuers’ web-
sites, the reader of the reports for these issuers currently lacks a
way to verify the correctness of these reports with regard to the

said recommendation.

11 In 2010, the meeting was chaired by a proxy, who pursuant to Commercial Code regulations can be equated with a management board member
and thus the said case should be treated as a case of non-compliance with the CGC recommendation.

12 The CGC was not yet applicable at the time of the general meetings.
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CGC 1.3.2. Members of the Management Board, the Chairman
of the Supervisory Board and if possible, the members of the
Supervisory Board and at least one of the auditors shall par-
ticipate in the General Meeting. Supervisory Board member
candidates who have not formerly been a Supervisory Board
member and candidates for auditor shall participate in the

General Meeting.

Compliance with and documentation of the
recommendation in the 2010 annual reports
All issuers besides Baltika and Ekspress have dealt with the

recommendation in the report at least partially.

Arco Vara mentioned the persons who participated in the 2010
ordinary general meeting - management board member'3, one
supervisory board member and auditor, and provided reasons
for absence of the other supervisory board members in connec-
tion with official duties at other companies. It should be noted
here that the information listed in the CGC report regarding the
auditor participating in the general meeting is at variance with
what is documented in the relevant general meeting minutes.
Selection of a new auditor was also one of the agenda items at
the 2010 general meeting. The general meeting minutes lack a
notation on participation of the auditor candidate at the gen-
eral meeting; likewise relevant information is missing from the
CGC report. In the interests of completeness of the information
on compliance with the recommendation, the relevant informa-

tion should be presented in the CGC report.

In accordance with the HE report, the chairman of the manage-
ment board, chairman of the supervisory board and auditor
delivered presentations at the general meeting. It is not clear
from the report whether the other two management board
members and four supervisory board members took part in the
meeting. As the issuer has listed in the report specific CGC claus-
es that were not complied with during the reporting period,
and the said recommendation is not among them, the reader of
the report can presume that the issuer has followed the recom-
mendation in full. The issuer’s 2010 general meeting report is

not currently available on the issuer’s website.

13 The issuer has a one-member management board.

Jarvevana and Merko note in their report that the management
board and supervisory board chairman take part in the general
meeting and, if necessary, other supervisory board members'*
are included. In the reports of both issuers it is disclosed that the
issuer does not consider it expedient that the full composition
of the supervisory board take part in the general meeting; this
reason cannot be considered in accordance with the require-
ments. Nor is a reason provided for the non-participation of
the auditor. As the report does not deal with compliance with
the recommendation during the reporting period, it is unclear
whether other supervisory board members took part in the
2010 general meeting or not. The minutes of the general meet-

ing of both of these issuers is not currently available online'®.

Nordecon published the CGC recommendation in its report and
confirmed that in 2010 it complied with the CGC guidelines with
regard to procedure of the general meeting. Nordecon’s 2010
general meeting minutes show that one management board
member took part in the general meetings, but there is no
information on participation of the second management board
member'8, or of the supervisory board members. The minutes of
the 2010 ordinary general meeting show that in addition to one
management board member, the auditor also participated. The
agenda of the ordinary general meeting also included election
of a supervisory board member, but the minutes do not show
whether participation of supervisory board member candidates

took part in the general meeting.

According to the OEG report, management board members,
supervisory board chairman and one supervisory board member
took part in the 2010 ordinary general meeting. The report dis-
closes that two supervisory board members and the auditor did
not take part in the general meeting. In connection with the
2010 extraordinary general meeting, the issuer’s report notes
that the same persons did not participate. The issuer has justi-
fied the non-compliance with the CGC recommendation with

the lack of direct need in the case of both general meetings.

14 In the case of Merko the management board as well (Jarvevana has a manager). The same comment applied throughout the paragraph.

15 Issuer lacks website.

16 According to Commercial Register data, Nordecon had two members on the management board at this time.
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Premia’s 2010 general meetings took place before listing of
shares and thus the CGC recommendation was not applicable
to the carrying out of these meetings. Yet the issuer still docu-
mented the recommendation in its report, disclosing that super-
visory board members and auditors did not participate in the
general meetings. Premia justifies the non-compliance with the
recommendation with the fact that the issuer had at this time
nine shareholders who were all actively participating in the
issuer’s activities. The issuer also affirms in the report that non-

compliance did not harm shareholder interests.

According to the SFG 2010 report, all of the management
board and supervisory board members and the candidate for
supervisory board member took part in the ordinary general
meeting, but there is no reason provided in the report for the
non-participation of the auditor. All management board and
supervisory board members likewise took part in the issuer’s
2010 extraordinary general meeting. Non-participation of the

auditor was explained by the issuer citing other job duties.

Skano’s 2010 report notes that all management board members
took part in the general meeting. The non-participation of the
supervisory board chairman and auditor is disclosed. Although
there is no information on the participation of other super-
visory board members, it can be presumed that they did not
participate. The issuer has not accounted for the absence of the
chairman of the supervisory board. The absence of the auditor
has been accounted for by the issuer by the fact that there were
no agenda items that would have necessitated comments from
the auditor, and the supervisory board has expressed satisfac-

tion with the work of the auditor.

Tallink discloses in its 2010 report by name the members of the
management board and supervisory board who took part in
the 2010 general meeting, and the participation of the auditor
is also mentioned. Although it is positive that the participants
are named in the report, for the purposes of the clarity the
persons who did not participate could nonetheless be noted, or,

if all members did participate, a notation to that effect could

17  The issuer had a manager during the reporting period.

be made. For instance, in this case, it is not unequivocally
clear due to the wording whether all management board and
supervisory board members took part in the general meeting.
Only after examining the Commercial Register is it clear that
all members of the management board and supervisory board

took part in the general meeting.

According to Tallinna Kaubamaja’s 2010 report, management

board member'"’

, and supervisory board chairman took part.
No reason is provided for the non-participation of other super-
visory board members. There is no information in the report
on participation of the auditor. As the issuer has not disclosed
non-compliance with the recommendation in this regard, one
might presume that the auditor took part in the general meet-

ing.

Tallinna Vesi disclosed in the 2010 report that all of the man-
agement board members, supervisory board chairman and
auditor took part in the ordinary general meeting. It is also
noted that the persons nominated as candidates took part
in the relevant general meeting upon election of supervisory
board members. No reason is given in the report for non-par-
ticipation of other supervisory board members in the general
meeting. The report also lacks information on participation of
the management board and supervisory board members and

auditor in the extraordinary general meeting.

TPD has disclosed in the report that the supervisory board
members and auditor did not take part in the general meeting.
The issuer did not provide a reason for the non-participation
of the supervisory board members. It is stated in the report
regarding the non-participation of the auditor that there was
no item on the agenda that required a comment from the audi-
tor. It should be noted that although there is no information
to that extent in the report, the issuer’s 2010 ordinary general
meeting agenda included election of a new supervisory board
member. Thus the report should have disclosed information on
compliance or non-compliance with the recommendation in

this regard and, in case of non-compliance, a reason.
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Compliance with and documentation of the
recommendation in the 2011 reports
Twelve issuers dealt with the recommendation in their 2011

report.

According to the Arco Vara report, a management board mem-
ber,"® supervisory board chairman and one supervisory board
member took part in both the extraordinary and ordinary
general meeting. The issuer explains the non-participation of
other supervisory board members by citing official duties at
other companies. There is no information in the report on par-
ticipation of the auditor. In addition it should be noted that the
agenda of the ordinary general meeting included selection of a
new auditor, as a result of which information should have been
disclosed in the report on the participation of the candidate for
auditor and, in the case of non-participation of the auditor can-

didate, a reason.

HE notes in the report that the chairman of the management
board, chairman of the supervisory board and auditor delivered
presentations at the ordinary general meeting. There is no
information in the report on participation of other manage-
ment board and supervisory board members. As the issuer did
not mention the said recommendation among unmet recom-
mendations, it can be presumed that the other management
board and supervisory board members also took part in the
general meeting. The wording of the report is misleading as
based on subsection 308 (1) of the Commercial Code, a member
of the management board is to be called a “manager” only if
the company has a one-member board. According to the infor-
mation disclosed in the report’s chapter on management board,
the issuer’s supervisory board appointed the one-member board
for the next three-year period at its 4 May 2011 meeting and
according to the Commercial Register data the previous three-
member management board’s term expired only on 2 June
2011.

18  The issuer had a manager during the reporting period.

In the Jarvevana report, it is noted that the company’s chairman
of the management board takes part in the general meeting,
and if necessary the supervisory board members are included.
The report lacks information on the participation of the auditor.
As the issuer has a one-member board, it would be reasonable,
in the interests of clarity, to term the chairman of the manage-
ment board the “manager.” Yet it should be noted that imple-
menting the recommendation in the report in this manner is
not in conformity with the requirements of law, as it does not
provide information on how the issuer fulfilled the recommen-
dation during the specific reporting period, i.e. it is not known
whether the issuer’s supervisory board members and auditors

took part in the 2010 ordinary general meeting.

According to the Merko report, the management board chair-
man of the company takes part in the general meeting, and
if necessary other members of the management board and
supervisory board are included. The reason provided by the
issuer for non-compliance is that participation of the full man-
agement board and supervisory board at the general meeting is
not expedient. The general meeting’s agenda included, among
other things, extending the powers of the supervisory board
members and electing an additional supervisory board member.
The report lacks information on participation of an auditor.
Similarly to the Jarvevana report, the implementation of the
recommendation in the Merko report in such a manner is not in
conformity with the requirements of legislation as no informa-
tion is provided on how the issuer complied with the recom-
mendation in the previous reporting period, i.e. whether it was
deemed necessary that other management board members and
supervisory board members take part in the 2010 general meet-
ing. It should also have been noted in the report whether the
supervisory board member candidate took part in the general
meeting. If the issuer did not comply with the recommendation
during the reporting period, it should have been clearly noted

and explained in the report.

I9



Overview of corporate governance and corporate governance reports of issuers listed on the Tallinn stock Exchange in 2010 and 2011

Nordecon disclosed in the report that the chairman of the
management board, chairman of the supervisory board and
two supervisory board members and the auditor took part in
the general meeting. The issuer did not, in the report, explain
the non-participation of the other three management board
members and three supervisory board members. The issuer
confirms in the report, however, that it has complied with the

said recommendation, but this obviously is not true.

In its report, OEG has noted the persons who did not participate
in the general meeting (two supervisory board members and
the auditor), explaining it with the lack of a direct need. One of
the general meeting agenda items was, among others, extend-
ing the powers of the supervisory board members that did not

take part in the general meeting.

The Premia report notes that supervisory board members and
the auditor did not take part in the general meeting. The super-
visory board chairman took part in the meeting, and the partial
non-compliance with recommendation has been explained in
the report by citing the busy work schedule of the supervisory
board members. The non-participation of the auditor is not
explained separately. The issuer has thoroughly explained that
the supervisory board submitted its proposals regarding agenda
items and the shareholders were guaranteed the opportunity
to submit questions already before the general meeting. In the
report, it is noted that no questions were answered, which
refers among other things to the fact that there was no need

for additional information.

According to the Skano report, all of the management board
members'® took part in the general meeting, and the chairman
of the supervisory board and auditor did not. According to the
report, the management board did not deem the participation
of the auditor necessary as there were no agenda items that
might have necessitated auditor commentary. The auditor

expressed his opinion in the auditor’s decision. The report notes

19  The issuer ‘s management board had two members at this time.

that the supervisory board has expressed satisfaction with the
auditor’s work. At the same time, the issuer’s website does not
make available, among general meeting materials, the super-
visory board report set forth in Section 333 of the Commercial
Code or other documents that would reflect the supervisory
board’s satisfaction with the work of the auditor (or in general
the supervisory board’s assessment of the management of the
issuer). No reason is provided for the non-participation of other

supervisory board members.

According to the Tallinna Kaubamaja report, the supervisory
board chairman and the only member of the management
board took part in the general meeting, thus it can be conclud-
ed that the auditor and other members of the supervisory board
did not participate in the meeting. The partial non-compliance
with the recommendation has not been noted or explained in
the report. On the contrary, the issuer confirms in the report
that it carried out the 2011 general meeting in compliance with

the CGC recommendations.

According to Tallink’s 2011 report, all of the management board
and supervisory board members and the auditor took part in
the ordinary general meeting in 2011. As the wording of the
report follows the wording of the 2010 report, the comments
on implementation of the recommendation are the same as for
the 2010 report.

The Tallinna Vesi report notes that all of the management board
members, the supervisory board chairman and the auditor took
part in the 2011 ordinary general meeting and when the super-
visory board members are elected at a general meeting, the
persons nominated at candidates take part at the relevant gen-
eral meeting. For the purpose of clarity, the report could note
that no extraordinary general meetings took place in 2011. In
this case, it was unclear due to the wording of the report. The
report could also provide a reason for non-participation of the

rest of the supervisory board members at the general meeting.
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The TPD report clearly brings out non-compliance with the
recommendation — a member of the management board?® and
one supervisory board member took part, but not the other two
supervisory board members and auditor. The issuer provides a
reason: the supervisory board found that it was sufficient for it
to be represented by one member and the management board
did not deem it necessary for the auditor to be present as there
were no items on the agenda to which the management board
or supervisory board member could have answered and which
might have needed only an auditor comment. In the interests
of clarity, the report could have stated whether the chairman
of the supervisory board took part in the general meeting in

conformity with the CGC recommendation.

Baltika and Ekspress did not implement the recommendation in
the report and the minutes of their general meeting are not
currently available on the website. There is thus a lack of an
overview regarding whether the recommendation was com-

plied with by the said issuers.

SFG did not deal with the recommendation in their report but
it is apparent from the minutes of the general meeting that the
only member of the management board and the auditor were
present at the meeting. The report does not note partial non-
compliance with the recommendation, even though it could be
presumed on the basis of the minutes that the chairman of the

supervisory board did not take part in the meeting.

Summing up the above, we can say that most issuers named,
in their reports, persons who took part in the general meeting
and/or persons who did not take part. At the same time, the
reasons for non-compliance with the CGC recommendation

were not always explained.

Based on the wording of the CGC recommendation, it is pos-
sible to comply in a different extent, i.e. so that all management
board members and the chairman of the supervisory board take

part in the general meeting or in addition to the above, also

20 The issuer had a one-member management board.

other supervisory board members and at least one of the audi-
tors of the issuer take part in the general meeting. Thus it is
advisable to describe compliance or non-compliance in the CGC,
specifying whether all of the persons specified in the CGC took
part in the general meeting. If all of the said persons did not
take part, the report should specify who did not take part and

the reasons should be explained.

Although the CGC recommendation is complied with also if, in
addition to the management board members, solely the super-
visory board chairman (and also, depending on the agenda, the
candidate for supervisory board member and auditor) take part
in the general meeting, the wording of the CGC requires that
the reasons for non-participation of supervisory board members

and auditor be explained in the report.

CGC 1.3.3. Issuers shall make participation in the General Meet-
ing possible by means of communication equipment (Internet)
if the technical equipment is available and where doing so is

not too cost prohibitive for the Issuer

This recommendation has been introduced into the Commercial
Code (Section 290" and 298").

In the 2010 report, all of the issuers besides Ekspress have noted
non-compliance with this recommendation and provided rea-
sons for it. In the 2011 report, besides Ekspress, Arco Vara and

SFG did not disclose non-compliance with the recommendation.

Most issuers have disclosed in the report that they do not
enable webcasting and online participation in the general
meeting, stating insufficient technical means and the fact that
it would be unjustifiably expensive. Also given as a reason for
non-compliance with this clause is that the solution would not
be sufficiently used by shareholders and there are no reliable
solutions for authenticating shareholders and ensuring privacy
of the participating shareholders, or it is simply disclosed that

the issuer did not consider it purposeful.
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As a comment to these reasons, it should be noted that non-
compliance with the recommendation due to lack of technical
means cannot be treated as a sufficient reason. It should be
ascertained why the issuer has decided not to procure technical
means (e.g. as it would be too costly). Non-compliance with the
recommendations due to the fact that the issuer does not con-
sider it purposeful is clearly not a sufficient reason. The report
should explain why the issuer does not consider it purposeful to

comply with the recommendation.

CGC 1.3.4. Profit distribution shall be considered in General
Meeting as a separate agenda item and a separate resolution

shall be passed regarding it.

Compliance with the recommendation in 2010 and 2011
Eleven issuers complied with the said recommendation in car-
rying out the 2011 ordinary general meeting: Arco Vara, HE,
Jarvevana, Merko, Nordecon, OEG, Premia, SFG, Skano, Tallinna
Kaubamaja, Tallinna Vesi. The recommendation was not com-

plied with by three issuers (Baltika, Ekspress, TPD).

In 2010, 13 issuers complied with the recommendation: Arco
Vara, Ekspress, HE, Jarvevana, Merko, Nordecon, OEG, SFG,
Skano, Tallink, Kaubamaja, Tallinna Vesi, TPD. Baltika did not
comply with the recommendation. Premia’s 2010 ordinary gen-

eral meetings took place before listing of shares.

Implementation of the recommendation in CGC reports
for the 2010 and 2011 financial year

Four issuers dealt with the recommendation in their 2010
report. Arco Vara, Nordecon, SFG, Tallinna Kaubamaja. In the
2011 report, Nordecon, Premia, Tallinna Kaubamaja and TPD

dealt with the recommendation.

TPD noted in its 2011 report that it was decided at the ordi-
nary general meeting to combine approval of the annual report
and distribution of profits under one agenda item, but these
were discussed separately in the meeting, among other things
the resolution was expressed separately. The substance of the
explanation remains unclear. It is not evident from the minutes
of the ordinary general meeting available on the TPD website
that the approval of annual report and profit distribution were
discussed separately. It is also unclear how the resolution was
expressed separately as the resolution was adopted with voting
on one agenda item. Instead of a confusing explanation that is
not conformity with the minutes, the non-compliance with the

recommendation should have been explained in the report.

Eleven issuers did not deal with the recommendation in their
2010 report: Baltika, Ekspress, HE, Jarvevana, Merko, OEG,

Premia, Skano, Tallink, Tallinna Vesi, TPD.

In the 2011 report, 11 issuers did not deal separately with the
recommendation: Arco Vara, Baltika, Ekspress, HE, Jarvevana,
Merko, OEG, SFG, Skano, Tallink, Tallinna Vesi.

At the same time some of the abovementioned issuers disclosed
the agenda of the general meeting that took place in the

reporting period, from which compliance is evident.

It is evident that Baltika did not comply with the recommen-
dation in either years, but did not disclose it in the reports. In
2010, TPD also failed to disclose the non-compliance with the
recommendation in the CGC report. As previously stated, TPD's
explanation in the 2011 report was confusing and cannot be
seen as a proper explanation regarding non-compliance with

the recommendation.

In the 2011 report, Ekspress did not disclose non-compliance

with the recommendation.
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II e Management board

Composition and remuneration

CGC 2.2.1. The Management Board shall have more than one
(1) member and a Chairman elected by its members.

The Management Board or Supervisory Board shall establish
an area of responsibility for each member of the Management
Board, defining as clearly as possible the duties and powers of
each board member. The principles for cooperation between
members of the management board shall also be determined.
The Chairman of the Supervisory Board shall conclude a con-
tract of service with each member of the board for discharge of

their functions.

Implementing the recommendation in the reports on the
2010 and 2011 financial year

As of the end of 2010, four issuers had a one-member manage-
ment board: Arco Vara, Jarvevana, Tallinna Kaubamaja, Norde-
con?, TPD. As of the end of 2011, six issuers had a one-member
management board: Arco Vara, HE, Jarvevana, SFG, Tallinna
Kaubamaja, TPD.

Thus, in 2011 compared to 2010, the total number of issuers
with a one-member management board as well as the issuers in
the list has changed. New additions are HE and SFG. Compared
to 2010, Nordecon now complies with the CGC recommenda-

tion.

With regard to this recommendation, a worsening of the gen-

eral operating practice of the issuers can be remarked upon.

Implementation of the recommendation in reports for
the 2010 and 2011 financial year

All issuers have dealt with the recommendation in the 2010 and
2011 report at least partially. Three issuers (Baltika, Harju Elek-
ter and Tallinna Kaubamaja) disclosed partial or full non-com-
pliance with the recommendation and provided a reason for it.
Four issuers (Arco Vara, Jarvevana, Nordecon, Trigon Property)
disclosed the partial or full non-compliance in their report but

did not state a reason.

21 The management board was two-member until 30 October 2010.

Arco Vara's 2010 and 2011 reports note that the management
board of the issuer has one member but the non-compliance
in this regard was not justified. In accordance with the report,
a contract of service has been signed with the director. As Arco
Vara is a group that, according to the structure of the issuer
published on the website, has three lines of activity, the CGC
report could describe how the areas of responsibility are distrib-
uted in the group and explain why the issuer finds that the one-

member management board is the best solution for the issuer.

Baltika disclosed in its 2010 report non-compliance with the rec-
ommendation in an extent pertaining to entering into the con-
tracts of service with the members of the management board.
In accordance with the report, employment contracts have been
signed with four management board members and, with one
management board member, a consultation contract via a com-
pany owned by the latter. The issuer did not explain the non-
compliance with the recommendation in the report. In the 2011
report, the issuer discloses that contracts of service were signed
with three management board members, a consultation con-
tract via a company owned by the latter. The non-compliance
with the recommendation in the described regard has is clearly
noted. Areas of responsibility of management board members

are clearly outlined in the chapter on the management board.

In both its 2010 and 2011 report, Ekspress has disclosed only
the number of the members of the management board and
their names; likewise the changes that have taken place among
members of the management board during the reporting
period. Some aspects of non-compliance with the recommenda-
tion have not been disclosed, on the basis of which it can be
presumed that contracts of service have been signed with man-
agement board members and that areas of responsibility have
been divided.
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In its 2010 report, HE has disclosed non-compliance with the rec-
ommendation in the extent of contracts of service, noting that a
contract of service has been signed only with the chairman of the
management board. As the other two members of the manage-
ment board fulfil, besides official duties of management board
member, functions that are not related to status of member of
management board, employment contracts have been signed
with them. In the 2011 report, the issuer notes that in connec-
tion with expiry of the powers of the management board, the
supervisory board appointed a one-member management board
for the subsequent period. The new director is the previous
management board chairman; the other two members of the
management board were recalled. According to the report, a
contract of service has been entered into with the director, and
the director is responsible for organization of operating activity
and also fulfils the duties of CEO. It is not clear from the report
whether in addition to the contract of service, an employment
contract on CEO duties has been signed with the director. The
non-compliance with the recommendation has been disclosed in
unclear fashion, citing the part of the recommendation pertain-
ing to the signing of contract of service even though it is clear
from subsequent sections that the recommendation is complied
with in this regard and the recommendation is not complied
with in regard to number of management board members
(whose relevant part of the recommendation is for some reason
not cited). The transformation of the management board to a

one-member body has not been explained in the report.

In both its 2010 and 2011 report, Jarvevana notes that the man-
agement board is one-member, but it does not explain non-com-
pliance with the CGC recommendation. According to the report,

a contract of service has been signed with the director.

Merko’s 2010 and 2011 report evidences compliance with the
recommendation. In the reports, the number of management
board members is disclosed as well as the fact that a contract
of service has been entered into with members of the manage-
ment board and the area of responsibility of each member of

the management board has been defined.

Nordecon’s 2010 report notes that the supervisory board of
the issuer decided to prematurely recall one member from the
two-member management board, but has not explained the
reasons in the report. According to the report, the supervisory
board signed a contract of service with the management board
member. In the report, the issuer confirms having complied with
CGC guidelines with regard to management board activities in
2010, which considering the foregoing is clearly not accurate.
The 2011 report evidences compliance with the recommenda-
tion - the management board is a four-member body as of
1 January 2011, the management board members have signed
to contracts of service in which the functions of the manage-
ment board members are specified. The area of responsibility of

each management board member is listed in the report.

In its 2010 and 2011 report, OEG described the composition of
the management board, changes taking place therein and the
areas of responsibility of the management board members. But
it is not clear from either report whether a contract of service
has been signed with members of the management board. As
non-compliance has not been disclosed in this regard, one could

presume this to be the case.

In its reports, Premia provide an overview of the members of
the management board (including education and participa-
tion in management bodies of other companies) and changes
among members of the management board taking place in the
relevant reporting period. The 2010 report lacks information on
areas of responsibility of management board members, but the
2011 report clearly provides this information. It is not uniformly
clear from either report whether a contract of service has been
signed with members of the management board but as the
non-compliance with the recommendation in this regard was

not disclosed, it can be presumed.

24



Overview of corporate governance and corporate governance reports of issuers listed on the Tallinn stock Exchange in 2010 and 2011

The information about management board in SFG's 2010
report is misleading, as it has been stated of two members of
the management board that their powers were not extended
in the Commercial Register but they are continuing to work
in the management on the basis of employment contract. It
remains unclear what the legal substance of “continuing to
work in the management on the basis of employment contract”
is. It can be supposed that it means that the persons in ques-
tion are continuing as employees in the company’s day-to-day
management. The report should note who is in the manage-
ment board as a legal body and who is in the “management”.
It is not clear whether the relevant employment contracts were
signed with the supervisory board. The information published
in the report related to contracts of service with members of the
management board is also confusing. First it is disclosed that
each member of the management board, upon taking the posi-
tion, signs a contract of service with the company - presumably
with the chairman of the supervisory board - setting out his or
her duties, yet it is noted that all management board members
have signed a management board member’s contract with the
company setting out the rights, responsibilities and liability of
the members and determining the procedure for payment of
basic salary. It is likely that the contract of service and the man-
agement board member’s contract is the same agreement, but
repeating it under different names causes confusion and the
reason for this is unclear. The report lacks information on the
areas of responsibility of the management board members. The
2011 report discloses that the management board has become
a one-member body but the issuer has not explained the rea-
sons in the report. Compared to the 2010 report, the confusion
between contract of service and management board members’
contract has been eliminated and only the contract of service is
mentioned. At the same time, the report still lacks information

on areas of responsibility of management board members.

According to Skano’s 2010 and 2011 report, the report explains
the reasons for non-compliance with the CGC. Among other
CGCclauses, 2.2.1 is noted. Yet it is noted that the issuer has two
management board members, with whom a contract of service
has been signed and whose areas of responsibility have been
divided. Thus it is unclear why the said CGC recommendation is
brought out in the report. Thus to get an overview of the orga-
nization of the management board’s work, the report could
specify briefly the areas of responsibility of the management

board members, not just state that they have been divided.

Tallink’s 2010 and 2011 report evidences that the issuer has com-
plied with the recommendation. The areas of responsibility of

management board members are clearly outlined in the report.

In its report, Tallinna Kaubamaja explains its one-member man-
agement board by citing historical tradition, noting that the
management of its parent has seven members, consisting of the
heads of the main divisions, and that all decisions are adopted
by the management board in cooperation with the manage-
ment of the parent company. Going by the report, the group
is of the position that such a division of labour best protects
shareholder interests and ensures sustainability of the company.
The reason for non-compliance with the recommendation can
be considered sufficient but it would be advisable to specify in
greater detail the decision-making process taking place in coop-
eration between the management board and the said manage-
ment as well as how responsibility is distributed. A contract of

service has been signed with the director.

In both reports, Tallinna Vesi has with sufficient thoroughness
described the areas of responsibility of management board
members, and notes that management board members’ con-
tracts have been signed with all management board members.
It would be advisable to specify in the report how the areas of
responsibility are defined in the management board members’

contracts or in some other manner.
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In both reports, TPD disclosed non-compliance with the recom-
mendation, as the management of the issuer is a one-member
body. Both reports also note that no contract of service has
been signed with the director because he is the only manage-
ment board member and his rights and responsibilities derive
from legislation. The non-compliance with the recommendation
has not been explained by the issuer in either report, noting
only that enlargement of the management board is not ruled

out.

CGC 2.2.3. The bases for Management Board remuneration
shall be clear and transparent. The Supervisory Board shall
discuss and review regularly the bases for Management Board
remuneration.

Upon determination of the Management Board remuneration,
the Supervisory board shall be guided by evaluation of the
work of the Management Board members. Upon evaluation
of the work the Management Board members, the Supervisory
Board shall above all take into consideration the duties of each
member of the Management Board, their activities, the activi-
ties of the entire Management Board, the economic condition
of the Issuer, the actual state and future prediction and direc-
tion of the business in comparison with the same indicators of
companies in the same economic sector.

Remuneration of members of the Management Board, includ-
ing bonus schemes, shall be such that they motivate the mem-
ber to act in the best interest of the Issuer and refrain from

acting in their own or another person’s interest.

The reports of several issuers are purely declarative in this
regard, disclosing solely that the remuneration for management
board member was agreed based on the functions, activities,
current state and future directions of operating activity, failing
to note whether the supervisory board reviews the principles

for remuneration regularly and how this takes place.

In its CGC reports for 2010 and 2011, Premia disclosed the total
amount of remuneration paid to management board members.

It can be presumed that the said remuneration was paid in

accordance with contracts of service signed with the manage-
ment board members. At the same time, in accordance with
the issuer’s public offering and listing prospectus registered on
21 April 2010 with the Financial Supervision Authority (p. 100),
contracts of service had not been signed with the members of
the management board of the issuer and they were not paid
remuneration for management board member; however the
issuer had signed consultation agreements for an unspeci-
fied term with four companies whose sole shareholders are
all members of the management board of the issuer and one
supervisory board member (pp. 91-92 of the prospectus). In such
a case it would be proper to disclose, in the CGC report, the
existence of the said consultation agreements and the remu-
neration paid to management board and supervisory board

members on this basis.

Tallinna Vesi has clearly noted the non-compliance with this
recommendation in its 2010 and 2011 report, explaining with
sufficient thoroughness in what regard the issuer is noncompli-

ant and why.

TPD’s 2010 and 2011 report shows that the issuer’s management
board has one member to whom remuneration is not paid. The
issuer discloses in the report that the issuer does not publicly
disclose the remuneration payable to management board mem-
bers, as this is sensitive information that violates the privacy of
the management board member. Yet it is noted that at the cur-
rent juncture the management board member does not receive
remuneration but if remuneration is paid, it is disclosed in the
annual report. Such a practice is not in conformity with the
CGC recommendation that the principles for remuneration of
management members be clear and transparent. It is not clear
from the report on what basis the payment of remuneration to
management board members and the amount thereof is decid-
ed. Activity solely founded on altruism is, in the case of a sole
management board member of an issuer, unlikely, as a result
of which the report should explain whether the issuer uses any
other benefits or motivation plans in such a case, and if so, what

they are.
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CGC 2.2.7. /—/ Basic wages, performance pay, severance packag-
es, other payable 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 published in
clear and unambiguous form on website of the Issuer and in the
Corporate Governance Recommendations (CGC) Report. Infor-
mation published shall be deemed clear and unambiguous if it
directly expresses the amount of expense to the Issuer or the
amount of foreseeable expense as of the day of disclosure.

The Chairman of the Supervisory Board shall present the essen-
tial aspects of the management board remuneration and chang-
es in it to the General Meeting. If the remuneration of some of
the Management Board members has occurred on a different
base, then the General Meeting shall be presented the differ-

ences together with the reasons therefor.

This clause of the CGC essentially consists of two recommenda-

tions:

= all remuneration payable to all management board member
and material characteristics thereof shall be disclosed on the
issuer’s website and the CGC report;

= the general meeting shall be briefed on material aspects
of remuneration of the management board and changes

thereto.

Here it would be salient to draw attention to Section 1352 of the

Securities Market Act, which entered into force on 3 April 2011.

Subsection 9 of this section obliges listed companies to publicly

disclose, in the annual report, the principles for remuneration of

management during the last financial year as well as informa-

tion describing implementation of the principles, in the follow-

ing form:

= relevant characteristics of the principles of remuneration,
including information concerning the criteria used to mea-
sure performance and compliance with them;

= reasons for payment of performance pay and severance pay
and enabling of other performance based financial or signifi-

cant nonfinancial benefits.

Aspects related to the principles for remuneration paid to man-
agement board members and operating officers as well as to
the remuneration payable to management is governed in more

detail in subsections 1-8 of the same section.

Although the Securities Market Act and the Accounting Act do
not expressly stipulate it, pursuant to the provisions of Sections
24" and 24? of the Accounting Act concerning the issuer’s man-
agement report and the CGC report, the relevant disclosure of
the said information should be disclosed in the corporate gov-
ernance report as a separate subdivision of the management

report.

Compliance with and implementation of the
recommendation in the 2010 and 2011 annual reports
None of the issuers complies with the recommendation that
the remuneration payable to management board members and
material characteristics be disclosed on the issuer’s website. In
other regards, the compliance with the recommendation varies.
Only six issuers (Arco Vara, Baltika, HE, Jarvevana, Merko, Nor-
decon) have at least to some extent described in the report the
material characteristics of the remuneration of management
board members (basic salary, bonuses, performance pay, sever-

ance pay etc).

Only Arco Vara and Tallinna Kaubamaja have, in the CGC
report and in accordance with the CGC guidelines, disclosed the
remuneration paid to management board members during the
reporting period. Jarvevana refers in the CGC report to the pub-
lication of the said information in the annual report. All of the

said issuers have a one-member management board.
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In its CGC reports, Nordecon and Premia disclosed the total
amount of remuneration paid to management board mem-
bers during the reporting period. Premia explained the non-
compliance with the recommendation with the fact that the
relevant information would harm the rights and interests of the
management board members and the issuer. Nordecon did not
disclose or explain the failure to disclose the remuneration paid
to every management board member (and thus non-compliance
with the CGC recommendation) in the CGC report. On the con-
trary, at the end of the chapter of the CGC report dealing with
management board, the issuer affirms that it has complied with
the CGC guidelines in regard to the management board’s activi-

ties.

Skano, Tallink and Tallinna Vesi disclose in the CGC report the
total amount of remuneration paid to management board
members of the entire group during the reporting period.
The issuers explain non-compliance with the recommendation
similarly to others by citing the sensitivity and confidentiality of
the information and say disclosing it would harm the competi-
tiveness of the issuer and the management board member and

would not provide value added to the shareholders.

In the CGC report, Baltika discloses the total remuneration
paid to management board and supervisory board members.
Although it is not uniformly clear from the CGC report’s word-
ing, this is the total amount of remuneration of all of the man-
agement board and supervisory board members in the issuer’s
group. Baltika refers to the publication of the said information
also in the management reports included in the interim and
annual reports. At the same time, it would be appropriate in
such a case to also refer to the Note “Related Parties” annexed
to the financial statements of the annual report where the total
amount of remuneration paid to the group’s management
board members during the reporting period is nevertheless
disclosed. The issuer explains the non-compliance with the CGC

report with confidentiality of employment contracts.

22 The issuer has a manager.

Ekspress notes in the report only that it discloses the total
amount of remuneration paid to supervisory board and man-
agement board members. Not even the total amount of remu-
neration is disclosed in the CGC report, as CGC advises, nor does
the report refer to where the said information is available. The
note “Transactions with related parties” in the issuer's annual
report discloses solely the total amount of remuneration paid to
all of the companies’ management board and supervisory board

members.

SFG notes in the CGC report that the distribution of the total
amounts payable to members of management bodies is listed
in the company’s annual report. The issuer explains non-compli-
ance with the recommendation by saying that such disclosure
could harm the rights of the members of the management
board and the issuer. It should be noted that management
report and the Note entitled “Related parties” in the financial
statements of the annual report provides the amount of remu-
neration paid to members of the management board for the
entire group, not solely to the members of the management

board of the issuer.

In its CGC reports, Jarvevana, Merko and OEG disclose solely
that the total amount of remuneration paid to management
board members is disclosed in the annual report. In the man-
agement report section of its annual report, OEG disclosed the
total remuneration paid to the group’s management board
members. The fact that the information is disclosed for the

group is clearly noted in the CGC report as well.

TPD discloses in its report that remuneration is not paid to the

management board member?2.
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In summing up the above, we can say that most of the issuers
refer to the remuneration paid to management board members
in connection with the annual report. At the same time, the
annual reports for several issuers solely disclose the total remu-
neration paid to management board members for the entire
group, and in some cases it encompasses, in addition to the
management board members, supervisory board members and
other managing personnel. This practice does not ensure a clear

and understandable overview.

Most issuers are of the position that the remuneration to man-
agement board members is confidential information that can
be considered to be business secret and which they do not wish
to disclose to competitors and which is not of essential impor-

tance for evaluating managerial quality of the company.

Although disclosure of information on individual remuneration
to management board members is still a CGC recommendation,
pursuant to the aforesaid Securities Market Act requirements,
subsequent CGC reports should much more thoroughly explain
the principles for remuneration of the issuer’'s management
board.

Conflict of interests

CGC 2.3.2. The Supervisory Board shall approve the transactions
which are significant to the Issuer and concluded between the
Issuer and a member of its Management Board or another per-
son connected/close to them and shall determine the terms of
such transactions.

Transactions approved by Supervisory Board between the
Issuer and a member of the Board, a person close to them or a
person connected to them shall be published in the Corporate

Governance Recommendations (CGC) Report.

Pursuant to subsection 317 (8) of the Commercial Code, the
supervisory board shall decide on conclusion and terms and
conditions of transactions with members of the management
board. Thus the first passage of his recommendation repeats
the obligation stemming from legislation and in following the
CGC recommendation, the issuer shall disclose information on
all such transactions in the CGC report. It should be noted here
that although 2.3.2 of this CGC contains criteria for materiality,
based on the provisions of subsection 317 (8) of the Commercial
Code, information on all transactions conducted between the
issuer and a management board member, his or her relative or

person related to them.

The said information allows the shareholder to evaluate wheth-
er the issuer’s management has acted in the most purposeful
manner from an economic standpoint and in the interests of
the shareholders, not its own personal interests. Thus the CGC
report should clearly specify what sorts of transactions the
issuer has conducted during the specific reporting period with
the management board and its members. The report should
also provide information on transactions of a continuing nature
conducted prior to the reporting period. The report should
clearly set forth the name of the member of the management
board and the most important conditions of the transaction. In
the absence of transactions between the issuer and the man-
agement board member or related persons, the CGC report

should clearly indicate this.
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Only Skano and Tallinna Vesi certified in their report that the
issuer has not conducted any transactions with the manage-

ment board members or related persons.

Four issuers (Arco Vara, Baltika®, Ekspress, HE) certified, in the
CGC report, the lack of material transactions between the issuer
and management board members or related persons during the
reporting period. Although such a confirmation is in confor-
mity with the CGC guidelines, it is not completely in conformity
with Subsection 317 (8) of the Commercial Code. In addition,
it remains unclear for readers of the report whether the issuer
has conducted transactions with the management board mem-
ber or related persons that in the estimation of the issuer are
not material (the reader, it should be said, does not know the
precise definition of materiality as used by the issuer in treating

this recommendation).

Nordecon cites the CGC recommendation in the report and
discloses that during the reporting period the members of the
management board and related persons did not receive com-
mercial offers that should be considered a conflict of interests.
At the same time the issuer does not disclose information on
existence or absence of transactions between the issuer and
the said persons. As the issuer affirms in the CGC report that
it has complied with the CGC guidelines during the reporting
period with regard to the management board activities, it can
be presumed on this basis that there were no such transactions

conducted during the reporting period.

OEG and Tallink likewise disclose in their reports only that they
avoid conflicts of interest in their activities and mainly comply
with the requirements of prohibition on competition, which is
not unequivocally clear whether transactions took place during
the reporting period between the issuer on one hand and the

management board members and persons related to them.

23 Baltika 2011 report lacks the relevant statement.

Premia and SFG likewise disclosed in their reports lack of con-
flict of interest between the management board members
and the issuer. In addition, SFG discloses in the 2010 report
that members of the management board have not conducted
transactions with themselves or with persons related to them
or taken decisions based on personal interest. SFG's 2011 report
lacks a relevant statement for some reason. In its 2011 report,
Premia stated that no transactions took place during the report-
ing period with a member of the management board or person
related to them, for which supervisory board consent would
have been required. It does not say in the report for what types
of transactions supervisory board consent would be necessary.

Premia’s 2010 report lacks a relevant statement.

Four issuers (Jarvevana, Merko, Tallinna Kaubamaja, TPD) did
not deal with the recommendation in their report, from which
it can be presumed that no material transactions took place
between the issuer and management board members or per-

sons related to them during the reporting period.

It is evident from the Note entitled “Related parties” in the
financial statements of several issuers’ annual reports that a
management board member or related person has conducted
transactions with the issuer during the reporting period. In such
a case the general statement in the CGC report on lack of con-
flicts of interest is potentially misleading and cannot be consid-

ered compliance with the said CGC recommendation.
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I I I e Supervisory board

Functions

CGC3.1.3. /—~/

Upon the establishment of committees (audit committee, remu-
neration committee etc.) by the Supervisory Board, the Issuer
shall publish on its website their existence, duties, membership
and position in the organization. Upon change of the committee
structures, the Issuer shall publish the content of such changes

and the period during which the procedures are in effect.

On the basis of clause 99 (1) 1) of the Auditors Activities Act,

listed companies have the responsibility to form an audit com-

mittee, which pursuant to Section 59 of the Act have a material

role in organizing the listed company’s financial reporting and

the auditing of the annual report:

= each time before entering into a client contract with a public
interest entity for the provision of the service of a statutory
audit of annual accounts or review, confirm independence
thereof from the client in writing to the audit committee of
the entity;

= each calendar year disclose the detailed amount of time
spent on the provision of services in the course of profes-
sional and other business activities to the public interest
entity, who is a client specified in subsection (1), and the
amounts of fees to the audit committee of the entity;

= discuss regularly with the audit committee of the public
interest entity, who is a client specified in clause (1), the sig-
nificant threats to their independence and the safeguards
applied to prevent or mitigate those threats based, among
other, on the information documented pursuant to sub-
section 47 (3) of this Act?;

= the selection of a person as the provider of the auditing ser-
vice specified in clause 1 must be based on the recommenda-

tion of the audit committee.

Compliance with the recommendation in the 2010 and
2011 annual reports

The obligation of listed companies to form an audit committee
set forth in Section 99 of the Auditors Activities Act entered
into force on 1 July 2010 (clause 207 (7) 1) of the Auditors
Activities Act). Thus the compliance with this recommendation
lies in public disclosure on the issuer’s website regarding the
audit committee formed to fulfil legislative requirements. The
law does not require the formation of other committees, but
in accordance with the recommendation, information on any
other committees formed at the issuer should also be disclosed

on the issuer’s website.

From the information publicly disclosed by the issuers it is evi-
dent that most issuers have by this time formed an audit com-
mittee. Some issuers have, in addition to the CGC report, also
disclosed a press release on the stock market regarding forma-

tion of an audit committee.

At the same time, only HE, Nordecon and Skano have disclosed
on their websites the existence of the audit committee. HE and
Skano have not complied in full with the CGC recommendation,
disclosing only the members of the audit committee, with no
information on the functions of the audit committee, or its
place in the issuer’s organization. The websites of the other
issuers lack?® any and all information on the audit committee.
Jarvevana can be noted separately as it lacks a website alto-

gether.

24 Subsection 47 (3) of the Auditors Activities Act: An audit firm or a sworn auditor representing an audit firm on the basis of law is required to document all
significant threats to the independence as well as the safeguards applied to mitigate those threats.
25 Itis possible that the information is available on the website, but in an illogical place due to which it could not be found at the time of the compiling of this overview.

31



Overview of corporate governance and corporate governance reports of issuers listed on the Tallinn stock Exchange in 2010 and 2011

Implementing the recommendation in the reports on the
2010 and 2011 financial year

In the 2010 report, all of the issuers besides Nordecon and TPD
dealt with aspects related to committees. In the 2011 report,
all of the issuers besides SFG and TDP have disclosed informa-
tion about committees. For the most part, the report notes the
establishment of the audit committee and its members. Some
issuers (Baltika, Premia, Tallinna Kaubamaja, Tallinna Vesi) have
presented a more profound overview of the audit committee,
such as the number of meetings of the audit committee in held
in the reporting year and the remuneration paid to audit com-

mittee members (or non-payment of remuneration).

Only one issuer — Nordecon - noted in its report whether infor-
mation on the audit committee was published on the issuer’s
website. And yet no issuer’s report noted non-compliance with

this recommendation.

At the same time, under the recommendation, the existence,
functions, composition and place in the organization of the
committee must be disclosed on the issuer’s website. As noted
above, only three issuers complied with this recommendation
and even this was partial compliance, with only the existence
and members of the audit committee disclosed. No issuer

accounted for the non-compliance in their CGC report.

Arco Vara and Skano disclosed in the 2010 report that no com-
mittee was formed in 2010. Skano notes also in the 2011 report
that no committee was formed by the issuer’s supervisory board
in 2011.%6 On the basis of the foregoing it can be concluded
that the said issuers violated the requirement set forth in clause
99 (1) 1) of the Auditors Activities Act.

OEG in both reports disclosed information on the audit com-
mittee yet noted in the chapter on the supervisory board that
the supervisory board has not established separate commit-
tees. Thus it clearly submitted contradictory information in the

report.

Tallinna Vesi disclosed in the CGC report for 2010 that besides
the audit committee, a remuneration committee has also been
established. According to the 2011 report the issuer also formed
a corporate issues committee designed to improve corporate
management of the issuer. The report could somewhat more
precisely describe the functions and organization of work of the
said committee. No information on any of the committees has

been disclosed on the issuer’s website.

In accordance with SFG's 2010 report, information is published
on the website after the committee has launched its activity.
The 2011 report lacks any and all information on the audit com-
mittee. Even now, there is a lack of information about the audit
committee on the website, from which we can conclude that

the committee has not yet started activity.

26  On 2 March 2012 Skano sent out a release on formation of audit committee by resolution of a supervisory board meeting held the same day.
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Composition and remuneration

CGC 3.2.2. At least half of the members of the Supervisory
Board of the Issuer shall be independent. If the Supervisory
Board has an odd number of members, then there may be
one independent member less than the number of dependent
members.

/—/

No more than two previous members of the Management
Board having been members of the Management Board of the
Issuer or a company controlled by the Issuer within the past
three (3) years shall be members of the Supervisory Board at

the same time.

In the case of this recommendation, the issuer must evaluate
the conformity of the supervisory board members to the criteria
of independence set forth in the annex to the CGC. The Finan-
cial Supervision Authority recommends that the independent
members of the supervisory board be identified by name in
the report and that, in the case of supervisory board members
that do not conform to the CGC's criteria of independence, the
relation to the issuer be explained, proceeding from the said
annex to the CGC. In preparing this overview, the accuracy of
the information stated by the issuers in the report regarding
independence of the supervisory board members has been veri-

fied only at random.

Implementing the recommendation in the reports for
the 2010 and 2011 financial year

Five issuers certified in the 2010 report that they comply with
the recommendation: Arco Vara, Baltika, HE, OEG, SFG. Besides
the above, Nordecon certified in the 2011 report that it is in

compliance with the recommendation.

In the 2010 report, three issuers (Nordecon, Skano, Tallinna
Vesi) disclosed that they do not comply with the recommenda-
tion and provided a reason for the non-compliance. In the 2011
report, three issuers also disclosed non-compliance with the rec-
ommendation and explained the reasons (Skano, Tallinna Vesi
and TPD).

Skano and TPD account for the non-compliance with the rec-
ommendation (none of the supervisory board members can be
treated as independent) with the opinion that the experience
and knowledge of the persons in the supervisory board ensure
that the issuer has effective management and thus takes into
account all facets of the shareholders’ interests. All supervisory
board members must have sufficient knowledge and experience
that would ensure the effective management of the issuer. Thus
the non-compliance with the recommendation has not been

substantively accounted for.

Five issuers (Ekspress, Jarvevana, Merko, Premia, Tallinna Kauba-
maja, Tallink) did not deal with the recommendation in the
2010 report. Ekspress, Jarvevana, Merko, Tallink and Tallinna
Kaubamaja did not deal with the recommendation in their 2011
report, i.e. they did not note non-compliance either. Premia
notes in the report in connection with the remuneration of
supervisory board members that only two independent mem-
bers were remunerated. As six members belong to the super-
visory board of this issuer, it can be concluded that the issuer
did not comply with the said CGC recommendation. Nor has
the issuer clearly noted the non-compliance with the recom-
mendation in the report or accounted for the reasons. In the
2011 report, Premia has clearly referred to the non-compliance
with the recommendation, but has failed to explain the reasons
for the non-compliance. Premia notes in the 2011 report that
management is considering making a proposal to the general
meeting for electing an additional independent member. At the
ordinary general meeting held on 29 May 2012, Arko Kadajane
was elected an additional supervisory board member, who,
based on the published data, can be considered an independent

supervisory board member in the sense of the CGC.
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Ekspress does not deal with aspects related to independence of
the supervisory board members, and only lists the composition
of the supervisory board. The information is presented so that it
is not uniformly comprehensible whether the persons named in
the report belonged to the supervisory board during the report-
ing period and/or at the present time. The report should pres-
ent the information on the supervisory board members so that
it would be uniformly clear who belonged to the supervisory
board during the reporting period. If changes took place in the
supervisory board during the reporting period, it should be also

disclosed.

In its report, Jarvevana has not brought out non-compliance
with the said recommendation, but according to the Commer-
cial Register data, of the three supervisory board members of
the issue, two are in the management board of the controlling
shareholder and the third supervisory board member is the

chairman of the controlling shareholder.

Nor has Tallinna Kaubamaja noted non-compliance with the
recommendation, although based on Commercial Register data
it can be said that none of the issuer’s supervisory board mem-
bers conforms to the criteria of independence of supervisory
board members specified in the annex to the CGC, belonging to

the supervisory board of companies in the issuer’s group.

In its 2010 report, Nordecon has listed the composition of the
supervisory board and noted non-compliance of recommenda-
tion (two of the six supervisory board members were indepen-
dent), while according to the 2011 report the issuer complies
with the recommendation, disclosing that three of six supervi-
sory board members are independent. The supervisory board
has been the same in both years, but for some reason the issuer
has in its 2010 report specified one supervisory board mem-
ber as representative of small shareholders, while in the 2011
report, as an independent member. In such a case, it should be
explained in the report why the definition of the supervisory

board member has changed.

SFG confirmed compliance with the recommendation in the
report, noting that more than half of the supervisory board
members were independent during the reporting period. But
it remains unclear which supervisory board members were inde-
pendent. The issuer’s website also lacks additional information

on supervisory board members.

OEG has in its report listed the independent supervisory board
members. OEG has named Liina Linsi as one independent
member, who according to Commercial Register data belongs
to the supervisory board of Olympic Casino Eesti AS, which is
the issuer’s group company. Thus based on preliminary data it
can be argued that OEG has provided misleading information

regarding independence of the supervisory board members.

CGC 3.2.5. The amount of remuneration of a member of the
Supervisory Board shall be published in the Corporate Gover-
nance Recommendations (CGC) Report, indicating separately
basic and additional payment (incl. compensation for termina-

tion of contract and other payable benefits).

Compliance with the recommendation in the reports on
the 2010 and 2011 financial year

Most issuers (Arco Vara, Baltika, Ekspress27

, HE, Nordecon,
Premia, SFG, Skano?3, Tallink, Tallinna Kaubamaja and Tallinna
Vesi) have complied with the recommendation in the report on
the 2010 and 2011 financial year.

Jarvevana and Merko disclosed the date of the general meeting
in which the remuneration of supervisory board members was
approved. This disclosure cannot be considered compliance, as
to gain substantive information, the resolution of the general
meeting referred to must be examined separately. It should be
noted that Jarvevana lacks a website with easily accessible infor-
mation on the members of the supervisory board, to say noth-

ing of remuneration payable to supervisory board members.

27  Ekspress discloses in its report that no remuneration was determined for supervisory board members in the reporting year.

28  Skano discloses in its report that no remuneration is paid to supervisory board members.
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OEG notes in its report that it does not disclose the basic salary,
additional pay, severance pay and other benefits of supervisory
board members as this is sensitive personal information for
supervisory board members and disclosure thereof is not essen-
tial for evaluating the activity of the company and the quality
of management. The issuer refers in the CGC report to the fact
that the remuneration paid to the supervisory board members
are expressed as totals in the management report. This is not
even the totals of the remuneration paid to supervisory board
members of the issuer but rather the total amount of super-
visory board members’ fees for the entire group. The statement
is unclear as pursuant to Commercial Code provisions, the estab-
lishment of the procedure for remunerating supervisory board
members and the amount of remuneration is in the competence
of the general meeting of the shareholders (Subsection 326 (1)
of the Commercial Code), and the resolutions of the general
meeting must be publicly disclosed. In the general meeting
notice published by OEG on 12 May 2009, one of the agenda
items was remuneration of the supervisory board chairman.
According to the agenda item, the OEG supervisory board shall
propose to the OEG’s ordinary general meeting to vote in favour
of remuneration of the supervisory board chairman pursuant to
the agreement to be entered into with the supervisory board
chairman. The shareholders’ general meeting held on 3 June
2009 did duly decide to approve remuneration of the super-
visory board chairman pursuant to the agreement to be entered
into with the supervisory board chairman. Additional materials
regarding the given agenda item were not disclosed; thus it
remains unclear how the general meeting can decide on some-
thing without being aware of the content. At the sharehold-
ers’ general meeting held on 14 August 2008, it was decided
to elect two new members to the supervisory board and recall
one member. As no aspects related to remuneration of super-
visory board members were decided, it can be presumed that

the procedure for remuneration of supervisory board members

was in effect before the said general meeting. At the same time,
it was not possible to find the procedure among the information
disclosed publicly by OEG. OEG shares were listed on 23 October
2006. In the IPO prospectus, OEG disclosed that no agreements
on remuneration had been entered into with supervisory board
members. It was not possible to find, among the press releases
starting from listing until the current time, information related

to remuneration of other supervisory board members.

In its report, Premia discloses the amount of remuneration paid
to supervisory board members decided at the shareholders’
general meeting, as well as the gross remuneration total paid
in 2011. The report notes however that in addition to the said
remuneration, all supervisory board members were compen-
sated for actual and justified expenditure related to discharging
their duties. Considering the fact that the place of residence of
three of the issuer’s supervisory board members is not, according
to Commercial Register data, in Estonia, it can be presumed that
among the said costs are travel expenses. Thus the amount of
actual and justified costs compensated in the reporting period

could also be disclosed.

TPD has not in either report disclosed the remuneration of super-
visory board members or the procedure for payment of remu-
neration, nor has the issuer referred to where the said informa-
tion can be found. The issuer has not disclosed non-compliance

in the report, nor has it accounted for the non-compliance.

The CGC clearly requires that remuneration decided by resolu-
tion of the general meeting be disclosed in the CGC report. The
procedure for remuneration of supervisory board members and
the amount of the remuneration are public information speci-
fied in general meeting resolutions passed by the issuers, thus
it is incomprehensible and unjustifiable to argue that the disclo-

sure of the remuneration of each member violates their privacy.
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CGC 3.2.6. If a member of the Supervisory Board has attended
less than half of the meeting of the Supervisory Board, this
shall be indicated separately in the Corporate Governance

Recommendations (CGC) Report.

Implementing the recommendation in the reports for
the 2010 and 2011 financial year

The recommendation was not dealt with by seven issuers in the
2010 and 2011 reports: Arco Vara, Baltika, HE, OEG, SFG, Skano,
Tallinna Vesi. Of these, three (Arco Vara, Baltika, Skano) state
in their 2010 and 2011 report that supervisory board members
took part in more than one-half of the supervisory board meet-
ings. OEG certifies in the 2011 report that it complied with the
recommendation. Arco Vara can be brought out as a positive
example; as it has named the supervisory board members who

were absent from meetings and accounted for the reasons.

Tallinna Vesi in its 2010 report clearly brought out the fact that
it failed to comply with the recommendation, and named the
relevant supervisory board members and explained the reasons
non-compliance with the recommendation. The supervisory
board members who did not take part in any of the supervisory
board meetings during their term are named in the 2011 report
but the reasons are explained in the case of only one member.
In the case of the other supervisory board member, it is not clear
from the report how many meetings the person was absent and

for what reasons.

HE and OEG disclosed in both their 2010 and 2011 reports that
one supervisory board member took part in less than one-half
of the meetings, without naming the supervisory board mem-
ber, or the number of meetings from which the member was
absent. OEG did not explain the reasons for the absence. In
both reports, HE explained the absence by citing health reasons.
If the case involved the same person in both reporting periods,
it would be relevant to name the supervisory board member in

the report.

SFG states in both reports that each supervisory board mem-
ber took part in more than one-half of the supervisory board
meetings held during their term. Considering that most of the
supervisory board members were replaced in 2010 at this issuer,
the use of this wording in the 2010 report is understandable.
But in 2011 there were no changes among the supervisory
board members, i.e. all of the supervisory board members were
already in their posts before 2011 and thus it is not clear from
the statement in the 2011 report whether the issuer complied

with the CGC recommendation or not in the reporting year.

Eight issuers did not deal with the recommendation in their
report. Jarvevana, Merko, Nordecon and TPD did not document
aspects related to supervisory board meetings at all in their
reports. Ekspress, Premia, Tallink Tallinna and Kaubamaja have
published only the number of supervisory board meetings held
in the reporting period, but not information on participation
of supervisory board members at the meetings. Thus it can be
concluded that the said issuers complied with the CGC recom-

mendation.
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Conflict of interest

CGC3.3.2. /—/

All confflicts of interests that have arisen in preceding year shall
be indicated in the Corporate Governance Recommendations
(CGC) Report along with their resolutions.

/—/

As compliance with this recommendation is of great importance
from the standpoint of the issuer’s trustworthiness, it is advis-
able to add a statement to the negative in the case that there

were no conflicts of interest during the reporting period.

Implementing the recommendation in the reports for
the 2010 and 2011 financial year

Most of the issuers stated in the report that there were no con-
flicts of interest during the reporting period (Arco Vara, Baltika,
HE, Nordecon?®) or disclosed that the issuer did not know of
any conflict of interest between the issuer and the supervisory
board members (Nordecon®, Premia, Skano). In their reports,
OEG and Tallink disclose a general statement that the super-
visory board members avoid conflict of interest. Tallinna Vesi
states in the report that the issuer asks the supervisory board
members at least once a year to update their data in the reg-
ister of business interests and certifies in the report that there
were no business transactions between the supervisory board
members or related parties on one hand and the issuer on the
other. In content, the latter was more restrictive than the rec-
ommendation in the CGC, which covers business offers related
to the issuer's economic activity made to supervisory board

members or persons related to them.

29 Inthe 2011 report.
30 Inthe 2010 report.

The statement made in both of SFG’s reports that there were no
conflicts of interest in the reporting year with regard to “other”
supervisory board members is unclear. Such a wording entails
that there was a conflict of interest involving at least one super-
visory board member. At the same time, the report contains no
relevant information presented in an unequivocal manner. If
the issuer did disclose in the report a conflict of interest involv-
ing any of the supervisory board members, it should be clearly

stated and the solution should be explained.

Five issuers (Ekspress, Jarvevana, Merko, Tallinna Kaubamaja,

TPD) did not deal with this recommendation in their report.
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e Cooperation between management board and supervisory board

cGC4.1. /—~/

The Management Board and Supervisory Board shall jointly
develop plans and principles of activities and strategy of the
Issuer. The Management Board shall operate under strategic
guidelines provided by the Supervisory Board and shall discuss
its strategic management questions with the Supervisory Board
regularly.

The Management Board and Supervisory Board shall disclose
its respective division of tasks regarding the management of
the Issuer to the extent not already provided in the articles of
association. Upon changing the division of tasks they shall pub-
lish the content of the change, the effect to the Issuer and the

period of implementation.

As a general observation it must be said that issuers take a
superficial attitude to the said recommendation, certifying only
declaratively that cooperation is taking place between manage-
ment board and supervisory board. It is in the interests of exist-
ing and potential investors that issuers make sure that readers
of the CGC report have a clearer understanding of the process
whereby material decisions pertaining to the issuer’s economic
activity are arrived at and division of labour between parties in
the decision-making chain. This in turn will allow interested par-
ties to more clearly analyse and understand the background of
key decisions and assess the role of different persons in guiding

the course of events.

Implementation of recommendation in the reports for
the 2010 and 2011 financial year

Ten issuers dealt in the report with aspects of cooperation
between management board and supervisory board to greater
or lesser extent: Arco Vara, Jarvevana, Merko, Nordecon, OEG,
Premia, Silvano, Tallink, Tallinna Kaubamaja, Tallinna Vesi. Some
of the said issuers have nevertheless provided general declara-
tions that the management board and supervisory board of
the issuer engage in cooperation without explaining how the

system worked.

Five issuers (Baltika, Ekspress, HE, Skano, TPD) did not deal with

the given topic in their report.
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e Disclosure of information

The Securities Market Act, Commercial Code and stock exchange
rules impose more stringent regulations on issuers regarding
public disclosure of information than in the case of non-publicly
issuers. In addition to public disclosure of information in a man-
ner that allows it to be accessed quickly (as a press release) and
retention in the central information filing system administered
by the Financial Supervision Authority, it is important that mate-
rial information pertaining to issuers (management, aspects
related to general meeting, financial reports etc) be available

and easily retrievable on the issuer’s website.

CGC 5.2. The website of the Issuer shall be clear in structure
and published information shall be easy to find. Published
information shall also be available in English. The Issuer shall
publish the disclosure dates of information subject to disclo-
sure throughout a year (including the annual report, interim
reports and notice calling a general meeting) at the beginning
of the fiscal year in a separate notice, called financial calendar.

The Issuer shall also publish this notice on their website.

Jarvevana is not compliant with the recommendations pertain-
ing to public disclosure on website as this issuer lacks a website
altogether. In its report Jarvevana says it proceeds in publication
of information from the NASDAQ OMX Tallinn stock exchange
rules and objective and material information related to the
activity of the entire company is forwarded through the stock
exchange system. The report does not explain the reasons for

non-compliance with the CGC recommendation.

Most of the issuers’ websites have a generally clear and logical
structure and the information is easy to find on the websites.
The information on the websites of all issuers is also in English.
Silvano and Tallink should be mentioned separately as being

only in English. The Silvano website structure could be better.

Publishing information solely in English on the issuer’s websites
cannot be considered compliance with the CGC recommenda-
tion, as this would require publication in Estonian as well as in

English.

CGC 5.3. On the Issuer’s website the following shall be acces-

sible to the shareholders:

= report on Corporate Governance Recommendations (in this
overview: corporate governance report or CGC report);

= date, place, and agenda of the General Meeting and other
information related to the General Meeting;

= articles of association;

= general strategy directions of the Issuer as approved by
Supervisory Board;

= membership of the Management Board and Supervisory
Board;

= jnformation regarding the auditor;

= annual report;

= jnterim reports;

= agreements between shareholders concerning concerted
exercise of shareholders rights (if those are concluded and
known to the Issuer);

= other information, published on the basis of these Corpo-

rate Governance Recommendations

The following documents availability of information on the
websites of the issuers at the time of preparation of this over-
view. The overview was prepared based on the requirement
of clause 5.2 of the CGC that the information to be publicly
disclosed must be easy to retrieve. Information that could not
be located within a reasonable amount of time on the website
was treated as missing. The overview was prepared objectively
on the basis of existence of information on the website, i.e. the
circumstance disclosed in the issuer’s report that the sharehold-
ers did not pose questions before the general meeting was not

taken into consideration.
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As a general observation it is to be noted that a number of issu-
ers are unaware that their website, in addition to the releases
made through the stock market information system, is one of
the most important sources of information, allowing informa-
tion on the issuer’s activity to be documented more flexibly and
in different formats. Thus the website’s user-friendly structure
and volume of information thereon are extremely important.
The issuer has to make sure that during a certain time (at least
5 years, for instance) access to historical information is retained,
through which material events in the recent history of the issuer
could be reconstructed. The website is also a good means of
ensuring that shareholders have equal treatment with regard to
access to information, uploading to the website also presenta-
tions made to limited audiences, such as institutional investors,
summaries of such meetings and links to web-based presenta-

tions etc.

CGC:

All of the issuers besides Tallink and Tallinna Kaubamaja posted
the CGC report on their websites. The CGC report was published
by Arco Vara (reports since 2008), Baltika (since 2006, CGC and
its annotated edition), Ekspress (only the 2011 report), HE (only
the 2011 report), Merko (the 2011 report, CGC and annotated
edition), Nordecon (reports starting 2007, not including the
last one — 2011 — and CGC), OEG (only the 2011 report), Premia
(from 2009), SFG (only 2007 report, CGC in English), Skano (from
2008), Tallinna Vesi (only the 2011 report), TPD (reports from
2007).

Information about general meetings:

All of the issuers’ websites have at least some information on
general meetings that have taken and are to take place: Arco
Vara (all general meeting-related materials since 2008), Baltika
(agenda and resolutions (voting results for some years, as well)
since 2005, along with materials 2011), Ekspress (only materials
on the last, 2012 general meeting); HE (only the agenda and
resolutions on the last general meeting); Merko (resolutions
from 2004, materials as well for some of the general meet-
ings, including presentations delivered at general meetings),
Nordecon (resolutions from 2007, with materials since 2010);
OEG (only the 2011 general meeting-related materials); Premia
(only the 2011 general meeting resolutions), SFG (only the last,
2012 general meeting-related materials), Skano (from 2010;
only resolutions from 2009), Tallink (general meeting minutes
from 2010, other materials only 2012), Tallinna Kaubamaja (only
the last 2012 general meeting-related materials ), Tallinna Vesi
(from 2005), TPD (resolutions since 2007, other general meet-

ing-related information since 2010 ).

Articles of association:

All issuers besides SFG and Tallinna Kaubamaja published on
their website the issuer’s articles of association. HE should be
mentioned, as its website has the articles of association under
the “Aruanded” (Reports) section, as a result of which it is not

easy to find.

Supervisory board approved strategy:
Only Baltika (since 2006), Nordecon, Premia, Tallink and Tallinna

Vesi have published the issuer’s strategy on their website.
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Data on the management board:

All issuers have published on the website at least the names
of management board members: Arco Vara (only the name);
Baltika (brief description, holding in the issuer); Ekspress (brief
description, holding in the issuer); HE (brief description, hold-
ing in the issuer, companies’ management bodies); Merko (brief
description, lacks information on holding in the issuer ); Nor-
decon (brief description, holding in the issuer, holding in other
companies); OEG (brief description, holding in issuer); Premia
(brief description, holding in other companies’ management
bodies); SFG (only names); Skano (names, holding in companies
in the issuer’s group); Tallink (brief description, holding in the
issuer); Tallinna Kaubamaja (only name and contact details);
Tallinna Vesi (brief description, holding in the issuer); TPD (only

the name).

Data on the supervisory board:

All issuers besides Tallinna Kaubamaja®' have published on the
website at least the names of supervisory board members: Arco
Vara (solely a name for most of the members, brief description
for two members); Baltika (brief description, holding in the
issuer and participation in other companies); Ekspress (brief
description, participation in other companies, holding in issuer);
HE (brief description, participation in other companies, hold-
ing in the issuer); Merko (brief description, participation in the
management bodies of other companies is presented incom-
pletely, no information on the holding in the issuer); Nordecon
(brief description, participation in other companies, holding in
issuer, independent members are noted and in the case of oth-
ers, shareholders whose representative the supervisory board
member is); OEG (brief description, holding in the issuer); Pre-
mia (brief description, participation in management bodies of
other companies); SFG (only names); Skano (names, holding
in companies in the issuer’s groups); Tallink (brief description,
holding in issuer, participation in other companies’ manage-
ment bodies); Tallinna Vesi (brief description, holding in issuer);

TPD (only names).

Data on the auditor:

All of the issuers besides OEG; SFG, Tallink and Tallinna Kauba-
maja posted the name and contact details for the auditor on
their websites. HE could be noted separately as they have pro-
vided thorough information on their website, including leading
auditors, and Tallinna Vesi, which disclosed also a conformation
that the auditor’s office and lead auditor lack of relationships

that could impact their independence.

Financial reports:

All of the issuers published financial reports on their websites:
Arco Vara (from 2003), Baltika (from 2005, link to stock mar-
ket page for previous reports plus other financial indicators),
Ekspress (from 2006), HE (from 1998), Merko (annual reports
from 1997, interim reports from 2000), Nordecon (annual
reports from 2003, interim reports from 2006), OEG (from 2007),
Premia (annual reports from 2009, interim reports from 2010),
SFG (from 2003, only in English), Skano (annual reports from
1997, interim reports from 2000), Tallink (annual reports from
financial year 2002/2003, interim reports from 2006), Tallinna
Kaubamaja (annual reports from 1996, interim reports from
2000), Tallinna Vesi (annual reports from 2002, interim reports
from 2005), TPD (annual reports from 2004, interim reports
from 2007).

31 According to the issuer’s report the said information is published in the subsection on stock exchange press releases but the subsection is missing; the location of the information
is illogical as well (the issuer’s website has a subsection called “Who is who" where information is provided under the heading “Kaubamaja management” on the issuer's director

and division heads).
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Supervisory board report as specified in Section 333 of
the Commercial Code:

Seven issuers published the supervisory board report on their
websites: Arco Vara (from 2008), Ekspress (only the last one,
among materials for the last general meeting), Merko (only a
few supervisory board reports published, e.g. the supervisory
board report prepared regarding the 2011 annual report was
not published, yet the supervisory board report for the 2010 and
2009 and a few earlier financial years is available online), Nor-
decon (from 2010), OEG (only the last one, among materials for
the last general meeting), Skano (only from 2010), Tallinna Kau-
bamaja (from 2008). The websites for seven issuers (Baltika, HE,
Premia, SFG, Tallink, Tallinna Vesi, TPD) did not have the supervi-

sory board reports available or it was not possible to find them.

Agreements between shareholders:
It was only possible to find information on agreements between
shareholders on the website of TPD (the confirmation that there

were no such agreements to the knowledge of the issuer).

Information on shares and shareholders:

All issuers have published information on their website on shares
and shareholders: Arco Vara (shareholders with a qualifying
holding (only a direct holding) and links to the relevant pages
of the stock exchange and Estonian Central Register of Securi-
ties); Baltika (largest shareholders (including those with under
a 5% holding), in addition to a link to Estonian Central Register
of Securities, other information regarding the share - dynam-
ics, trading history, price and turnover, dividends, analysts);
Ekspress (only material shareholders’ direct holding); HE, Merko,
Nordecon (including dividends policy, shareholders’ structure,
persons with a qualifying holding (control), holdings of man-
agement board and supervisory board members); OEG (largest
shareholders (only direct holding), other information on share —

dynamics, trading history, price and turnover, dividends policy);

Premia (largest shareholders (only direct holdings), shares in the
possession of management board and supervisory board mem-
bers, information about share - price and turnover, trading his-
tory); SFG (shareholders with an over 5% holding); Skano (share-
holders with an over 5% holding, other information regarding
the share — trading history); Tallink (largest shareholders (direct
holding) and reference to the Estonian Central Register of Secu-
rities site, other information about share); Tallinna Kaubamaja
(shareholders with over 5% holding (direct holding), other
information about shares from the NASDAQ OMX Tallinn stock
exchange); Tallinna Vesi (shareholders’ structure, shareholders
with a qualifying holding, supervisory board and management
board members' holding in the issuer3?, other information about
the share — dividends, trading history); TPD (link to stock market
page with regard to trading information, link to Estonian Central

Register of Securities site with regard to list of shareholders).

Questions submitted before general meeting and
responses to them (CGC 1.1.1):

Information has been published on the websites of three issuers:
Arco Vara (from 2008), HE (separate section accompanying mate-
rials related to general meeting, confirmation regarding the last
general meeting that no questions were submitted), Tallinna
Vesi. The websites for the other issuers had no information on

questions or lack thereof.

Remuneration of management board members

(CGC 2.2.7):

Remuneration for management board members have been
published on the website only by HE. The information has been

set out as a sum.

Information on committees founded (CGC 3.1.3):
Only HE??, Nordecon and Skano submitted information on their

website regarding audit committee.

32 Conflicting information is provided in various sections of the website on holdings of supervisory board and management board members.
33 Information is not presented as a separate section, but rather within the introductory part of the management section and thus it is hard to find.
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Financial calendar (CGC 5.2):
A financial calendar was published on the website by all issuers

besides Arco Vara, Merko, SFG and Tallinna Kaubamaja.

Information published to analysts at press conferences
(CGC 5.5 and 5.6):

Most issuers published presentations aimed at investors: Bal-
tika (annual results from 2007, quarterly overviews), HE (2011
presentation slides), Nordecon (presentations prepared for
investors from 2008), Premia (presentations from 2010), SFG
(presentations from 2007), Tallink (presentations from 2006),
Tallinna Vesi (presentations from 2008). Six issuers did not pub-
lish relevant information on their website: Arco Vara, Ekspress,

Merko, OEG3#, Skano, Tallinna Kaubamaja.
Calendar of meetings, press conferences (CGC 5.6)

A calendar of meetings and press conferences was published

solely by Arco Vara and Tallinna Vesi (meetings held since 2005).

34  The website includes presentations prepared for investors in 2012.

Aspects related to disclosure of information in the
reports on the 2010 and 2011 financial year

All of the issuers besides Ekspress have dealt — with greater
or lesser thoroughness — with aspects related to disclosure of
information. At the same time, all of the issuers should review
publication of information with a critical eye in the light of the

recommendations of the CGC.

A negative example to be noted here is Arco Vara, which noted
in is 2009 and 2010 reports that the general strategy of the
issuer approved by the supervisory board has previously been
available to shareholders on the company’s website, but it is not
currently posted, as the said strategy document continues to be
updated. No information has been disclosed in the 2011 report
with regard to the said strategy document but the document
specified by the issuer is not available on the issuer’s website.
It should be noted that updating the strategy document was
noted as a reason for non-compliance with the CGC recommen-
dation also in the issuer's CGC report from 200X. In addition,
the issuer in both reports has disclosed that it did not prepare
a financial calendar at the start of the financial year, explaining
this with the reason that the financial accounting consolida-
tion project launch was delayed, which otherwise would have
allowed the annual reports and interim reports to be compiled
faster than before. If the issuer repeats the reasons for non-
compliance with the CGC recommendations in the reports from
year to year without regard to the content, it is hard to treat

them as actual.
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e Financial reporting and auditing

Reporting

CGC6.1.1. /—/

Together with the annual report, the Supervisory Board shall
make available to shareholders the written report concerning
the annual report specified in subsection 333 (1) of the Com-

mercial Code.

In accordance with subsection 333 (1) of the Commercial Code
referred to in the recommendation, the supervisory board must
prepare a written report regarding the annual report and sub-
mit it to the general meeting. In the report, the supervisory
board must show whether it will approve the annual report
prepared by the management board. The report must also indi-
cate how the supervisory board has organized and directed the

activity of the company.

Subsection 294 (4) of the Commercial Code sets forth a list of
information to be published in the notice calling the general
meeting. In addition to the information and documents speci-
fied in the said list, in accordance with the clause 10 of the said
provision, the notice must disclose the place where the docu-
ments to be submitted to the general meeting can be viewed,
and the procedure for viewing the documents. Pursuant to
clause 294 (4) 11), the issuer must, in addition to the forego-
ing, indicate the address of the issuer’s website where the
information specified in Commercial Code Section 294 1 is to be
published.

On the basis of Commercial Code clauses 294" (1) 1) and 2) the
issuer must publicly disclose on its website the notice calling the
general meeting and the documents specified in clauses 294
(4) 8)-10) and thus also the supervisory board report set forth in
Subsection 333 (1) of the Commercial Code.

The report prepared by the supervisory board on the financial
year is an important document for investors, and the possibil-
ity of accessing it must be clearly indicated in the notice calling
the general meeting and the document must be made available
on the issuer’s website. Although legislation does not expressly
set forth the term for which the supervisory board report must
be available, based on its connection with the annual report
the supervisory board reports could be retained on the issuer’s
website for as long as the annual reports, regard to which the
relevant supervisory board report was prepared (i.e. at least five
years pursuant to subsection 184" (1) of the Securities Market
Act).
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Compliance with the recommendation in the reports for

the 2010 and 2011 financial year

All issuers, except for Jarvevana, which lacks a website, indi-
cated, in conformity with the requirement of the Commercial
Code, in notices on calling general meetings published in 2010
and 2011, the website at which shareholders can access mate-
rials on the agenda of the general meeting. Solely six issuers
(Ekspress, Jarvevana, Merko, Nordecon, Skano?, Tallinna Kauba-
maja) clearly referred, in the notices calling the 2010 and 2011
general meeting, the possibility of accessing the supervisory
board report. As Jarvevana lacks a website, the notice calling he
general meeting notes that it is possible to read the supervisory
board report at the location of the issuer at the address and
times noted in the notice. Even though the practice of the issuer
is in contravention with the provisions of clause § 294" (1) 2)
of the Commercial Code, the issuer discloses the documents
related to the agenda of the general meeting, including the
supervisory board report, in the stock exchange information sys-
tem; thus investors have an opportunity to read the supervisory

board report.

35  Only in the notice calling the ordinary general meeting held in 2010.
36  Only in the 2011 report.

An overview on the availability of the supervisory board reports
on the issuer’s website at the present time is provided in the
section dealing with publication of information, under the rec-

ommendation in CGC 5.3.

Implementation of the recommendation in the reports
for the 2010 and 2011 financial year

Evidently because this is an obligation set forth in legislation,
only four issuers dealt with this CGC recommendation: Norde-
con, OEG, Tallink, TPD3®. The first three noted in their reports
the preparation and submission to the general meeting of the
said supervisory board, TPD disclosed in the 2011 report that it
did not comply with the recommendation (actually the Com-
mercial Code requirement) but the supervisory board member
who took part in the general meeting gave an overview regard-
ing this at the meeting. The minutes of the ordinary general
meeting of shareholders in 2011, available on the TPD website,

unfortunately does not document this.
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Selection of auditor and auditing of financial statements

CGC 6.2.1. Together with Notice Calling the General Meet-
ing the Supervisory Board shall make available to share-
holders

ing information on their business connections specified

information on a candidate for auditor, includ-
below. If there is a desire to appoint an auditor who has
audited Issuers reports on previous financial year the
Supervisory Board shall pass judgment on their work.
Before the Supervisory Board presents a candidate of audi-
tor for election in a General meeting, the Supervisory Board
shall require from a candidate for auditor an overview of
what kind of connection pertaining to work, economic con-
nection or other connection possibly affecting the inde-
pendence of the auditor exists between the auditor, its
management body and the auditors in charge on one side
and the Issuer and its management body on other side.
The Supervisory Board shall describe in its evaluation
report to judgment of the auditors work inter alia the ser-
vices (including advisory services) that the auditor has
provided to the Issuer during the preceding year or shall
provide during the next year. Also the remuneration the
Issuer has paid or shall pay to the auditor shall be published.
If the Supervisory Board makes a proposal to elect a new audi-
tor it shall justify to the General Meeting its reasons for termi-

nating the contract with previous auditor.

The objective of the recommendation is to ensure transparency
of the process of selection of auditor. Pursuant to subsection
328 (1) of the Commercial Code, the auditor shall be appointed
by the general meeting, which shall also establish the procedures
for remunerating the auditors. In connection with the given rec-
ommendation, reference can also be made to subsection 135 1
(3) of the Securities Market Act, which sets forth the general
obligation for listed companies to implement sufficient rota-
tion in appointing the auditor. CGC 6.2.3 refers, in connection
to rotation of auditors, to the advisory guidelines issued by the
Financial Supervision Authority of 24 September 2003, “rotation
of auditors of certain subjects of state financial supervision”, in
accordance with which the rotation of the lead auditor should
take place every 5 years. Another relevant provision is Section

59 of the Auditors Activities Act which entered into force on

27 January 2010, which sets forth additional requirements for
independence of the sworn auditor, among other things the
selection of the person as the provider of statutory audit or
review of the issuer’s financial statements must be based on
the recommendations of the audit committee and the sworn
auditor representing the issuer’s auditor undertaking may, upon
providing the aforesaid auditor service, be the signatory of the
client contracts of the entity on behalf of the audit service pro-
vider or signatory of a sworn auditor’s report in his or her name
or in the name of the person represented for up to seven con-
secutive years. Upon expiry of the period provided for in subsec-
tion (3) of this section, a sworn auditor representing an audit
firm of a public interest may, upon the provision of an audit
to the entity, continue signing client contracts on behalf of the
audit service provider or signing sworn auditor’s reports in his
or her name or in the name of the person represented after two
years have passed from the expiry or cancellation of the client

contract.

Compliance and implementation of the recommendation
in the reports for the 2010 and 2011 financial year

Arco Vara selected a new auditor at the 2010 ordinary gen-
eral meeting. The notice calling the general meeting did not
include the reasons for cancelling the agreement with the
previous auditor or data on the candidate for new auditor and
the remuneration to be paid to the new auditor. The relevant
information is not available on the issuer’s website also among
the materials published on the issuer’s website in connection
with the 2010 ordinary general meeting. It is evident from the
minutes of the 2010 ordinary general meeting that the issuer
responded to questions presented by the shareholder regarding
reasons for replacing the auditor and the selection of auditor
candidate that the management is content with the past audi-
tor but a key criterion in selecting the auditor was price; the
CGC recommendation to replace the auditor after a certain
interval was also complied with. In the notice calling the issuer’s
2011 ordinary general meeting, the supervisory board proposed
that the existing auditor be appointed for the next financial
year; it was explained that this was expedient for the purpose

of carrying out the last audit in a timely manner.
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The issuer certifies in both reports that it disclosed, in the notice
calling the ordinary general meeting, the candidate for audi-
tor and data on the candidate. As the published notice calling
the 2010 and 2011 general meeting does not include other data
besides the name of the auditor candidate, such a representa-

tion is unclear in the CGC report and is misleading to readers.

Baltika has since the company’s shares were listed in 1997, had
the same audit firm as provider of audit services. The auditor’s
report for the annual report for the last four years was signed
by the same sworn auditors. The issuer did not publicly disclose
the supervisory board'’s assessment regarding the auditor’s activ-
ity in either the 2010 or 2011 notice calling the general meeting.
Not is the relevant information available among the materials
published on the issuer’s website in connection with the 2010

and 2011 ordinary general meetings.

In both reports, the issuer explains non-compliance with the
CGC recommendation in regard to public disclosure of remu-
neration paid to the auditor. At the same time, the issuer has
not explained the non-compliance with the recommendation as

regards providing an assessment of the auditor’s activity.

The annual reports of Ekspress are also audited, since Ekspress
shares were listed in 2007, by the same audit firm. The same
sworn auditors have signed the auditor’s report appended to
the annual report for the last four years. The issuer did not pub-
licly disclose the supervisory board’s assessment regarding the
auditor’s activity in either the 2010 or 2011 notice calling the
ordinary general meeting. Nor is the relevant information cur-
rently available among the materials published on the issuer’s

website.

In the report, Ekspress did not deal with the CGC recommenda-
tions on financial reporting and auditing or noted any of the
recommendations not complied with in this chapter. As the
issuer did not, in the notices calling the 2010 and 2011 ordinary
general meetings, disclosed the supervisory board’s assessment
regarding the auditor’s activity, or the remuneration paid/pay-
able to the auditor, it can be presumed that the issuer has not
complied with the CGC recommendation and that the GCG

reports are misleading in this regard.

The annual reports of HE have likewise been audited by the
same audit firm since the issuer’s shares were listed in 1997. The
auditor’s report appended to the issuer's 2011 annual report
was signed by only one sworn auditor, but all of the previous
auditor’s reports were signed by two sworn auditors. It can be
presumed that one reason was the requirement of rotation set
forth in the Auditors Activities Act, as one of two sworn audi-
tors who signed auditor’s reports for previous annual reports of
this issuer (1997-2010) was the same auditor. The issuer selected
the auditor for several consecutive financial years — at the 2009
general meeting, the previous audit firm was (again) elected as
the auditor of the 2009-2011 annual reports. Thus all the more
questions are raised by the signing of the last auditor’s report
by just one auditor as in accordance with clause 55 (2) 3) of the
Auditors Activities Act, the signer of the auditor’s report must be
agreed upon in the client contract entered into with the audi-
tor. It is possible that to audit the last annual report the issuer
has entered into a different contract compared to the one for
the previous two years but in such a case, it could be explained
in the CGC report and in the supervisory board'’s evaluation of
the auditor’s activity published upon calling the general meet-
ing of shareholders. To audit annual reports for three years, the
issuer entered into an agreement with the same auditor also
in 2006. As this practice provides much less of an opportunity
to express a position by way of selecting the auditor by voting
at general meeting than ordinarily, such a practice - i.e. enter-
ing into a contract for audit service for several years — could be

explained in the CGC report.
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In both reports, the issuer has clearly noted the non-compliance
with the recommendation in regard to aspects pertaining to
disclosure of the remuneration to the auditor and explained
the reasons. In addition, the issuer certified in the report that
it follows the advisory guidelines established by the Financial

Supervision Authority on rotation of auditors.

The annual reports of Jarvevana have been audited by the same
audit firm since 2008, i.e. the first Jarvevana annual report. All
of the reports were signed by the same sworn auditors. The issu-
er did not publicly disclose the supervisory board’s assessment
regarding the auditor’s activity in either the 2010 or 2011 notice

calling the ordinary general meeting.

In the 2010 and 2011 report the issuer noted that it does not
disclose the remuneration payable to the auditor and has pro-
vided a reason. In both reports it is noted that in continuing
the contract with the auditor that audited the company in the
previous financial year, the supervisory board certifies by its

selection that it is content with the work of the auditor.

Merko has had the same auditor since 2005. Since the 2005
annual report (i.e. seven years) one of the two sworn auditors
that have signed the auditor’s report has been the same person.
The notice calling the 2010 general meeting does not include
the supervisory board'’s evaluation of the activities of the audi-
tor, but in the 2011 notice, the supervisory board expressed sat-

isfaction with the work of the auditor.

The text of Merko’s 2010 and 2011 CGC report coincides in this
regard with the corresponding part in the Jarvevana report, i.e.
the issuer discloses non-compliance with the recommendation
with regard to disclosure of remuneration payable to the audi-

tor and explains the reasons therefor.

Nordecon'’s annual reports have been audited by the same audit
firm throughout the time during which the issuer’s shares have
been traded on Tallinn stock exchange. In the notice calling the
2010 ordinary meeting, the supervisory board disclosed a posi-

tive assessment of the auditor’s work to date.

The agenda of the 2011 general meeting included the election
of the existing auditor as auditor for the next annual report. The
supervisory board made the proposal to enter into an agree-
ment with the auditor for three financial years. The previous
agreement was likewise for a three-year term. Although the
notice calling the 2011 general meeting does not disclose the
supervisory board'’s evaluation of the auditor’s activity, it is avail-
able on the Nordecon website as a separate document among
the materials on 2011 general meetings. Nordecon is the only
issuer to have disclosed to the general meeting of shareholders

the remuneration paid to auditor during the reporting period.

The issuer provided, in the 2010 and 2011 report, an overview
of the process of auditor selection at the issuer in general and
material information on events in the relevant reporting year.
The CGC report also discloses information on the services pro-
vided by the auditor during the reporting period and the remu-

neration paid for them.

OEG has used the same audit firm since the 2009 financial year.
The agenda of the 2010 and 2011 ordinary general meeting
included selection of auditor, and under the relevant agenda
item published in the notice calling the general meeting, the
supervisory board proposed that a contract be entered into with
the current auditor, without providing an evaluation of the audi-
tor's activity. No additional information was published on the

issuer’s website in connection with the said topic.
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In the 2010 and 2011 CGC report, the issuer clearly noted non-
compliance with the recommendation in regard to disclosure
of remuneration paid to the auditor and explained the reasons
for the non-compliance. In addition, it is noted in the report
that the supervisory board has approved the auditing services
provided by the auditor in the reporting year. Although the
issuer did not disclose, in the notice calling the general meeting,
the supervisory board’s assessment specified in the CGC recom-
mendation, the CGC recommendation has been complied with
considering that the relevant information was disclosed in the
CGC report, as the CGC report is released to shareholders as a
subsection of the management report forming a part of the

annual report prior to the general meeting.

Premia’s annual reports have been audited by a different audit
firm in each of the past three years. At the time of the 2010
ordinary general meeting, Premia shares were not yet listed,
while in the notice calling the 2011 ordinary general meeting
the supervisory board proposed that a new auditor be selected
auditor of the 2011 annual report, without explaining the rea-
sons for cancelling the agreement with the current auditor; nor
did the notice disclose the information specified in the CGC

recommendation regarding the new auditor candidate.

The issuer declares in the 2010 and 2011 reports solely that it
prepares the reports pursuant to IFRS and complies with legis-
lation and stock exchange rules in publicly disclosing financial
information. The given recommendation is not dealt with in
CGC reports and the non-compliance with the recommendation

has not been noted in the report.

SFG's supervisory board made the proposal to the 2010 general
meeting to confirm the issuer’s existing auditor as the auditor
of the 2010 annual report. The notice calling the general meet-
ing also disclosed the supervisory board’s assessment regarding
the auditor’s activity. In the notice calling the 2011 general
meeting, the supervisory board proposed that a new auditor
be selected, without explaining the reasons for cancelling the
agreement with the current auditor; nor did the notice disclose
the information regarding the new auditor candidate. As the
issue’s website disclosed only information published in connec-
tion with the last, 2012 general meeting, the information speci-
fied in the CGC recommendation regarding 2011 was available

also on the issuer’s website.

In both reports, SFG describes compliance with the recom-
mendation in the specific financial year and has noted partial
non-compliance (disclosure of remuneration paid to auditor),

providing a reason therefor.

The annual reports of Skano have been audited by the same
audit firm since 2006. The notice calling the 2010 and 2011 gen-
eral meeting does not include the supervisory board’s assess-
ment of the activities of the auditor. Available on Skano’s web-
site is the supervisory board report published in connection with
the 2010 general meeting, where the supervisory board disclos-
es, among other things, satisfaction with the auditor’s activity.
The materials on the 2011 general meeting published on the
issuer’'s website do not include a supervisory board report. It
is evident from the minutes of the 2011 general meeting pub-
lished on the website that a supervisory board member took
part in the general meeting and that this member delivered a
presentation, but the minutes do not show whether the super-
visory board member expressed, at the meeting, an opinion of

the supervisory board on the auditor’s activity.

49



Overview of corporate governance and corporate governance reports of issuers listed on the Tallinn stock Exchange in 2010 and 2011

In both reports, the issuer has clearly noted partial non-com-
pliance with the recommendation (in regard to the supervisory
board’s assessment and disclosure of the remuneration to the

auditor) and explained the reasons.

The annual reports of Tallink have been audited by the same
audit firm since 2006/2007. All of the reports were signed by
the same sworn auditors. Tallink did not, in the notices calling
the 2010 and 2011 ordinary meetings, disclose an assessment of
the auditor’s activity, but the minutes of general meetings pub-
lished on the issuer’s websites show that the supervisory board
member gave a presentation to shareholders on the services
provided to the issuer by the auditor during the financial year
and expressed a positive assessment of the auditors activity. Still,
in line with the CGC recommendation, the relevant information

should be disclosed already upon calling the general meeting.

In the report, the issuer has dealt with the aspects related to
financial reporting and auditing in a separate section, but has
not clearly noted the recommendations of the relevant part of
the CGC that the issuer does not comply with (e.g. disclosure
of remuneration paid to auditor, disclosure of supervisory
board'’s assessment regarding auditor’s activity) or explained the

reasons.

The agenda of the 2010 and 2011 general meeting of Tallinna
Kaubamaja did not include selection of an auditor as the ordi-
nary general meeting held in 2009 confirmed the auditor for
three financial years. In such a case the supervisory board should
still provide shareholders, upon approval of the annual report
at the general meeting, an overview of the services rendered by

the auditor and an assessment of the auditor’s activity.

The issuer did not deal with the said recommendation in the
2010 and 2011 CGC report.

The annual reports of Tallinna Vesi have been audited by the
same audit firm since the 2008 annual report. In the notice
calling the 2010 and 2011 ordinary general meeting, the issuer
expressed the opinion of the supervisory board regarding the
auditor’s activity and proposed that the existing auditor be con-
firmed as auditor. The issuer refers to the agreement entered
into with the auditor in 2008. At the same time the agenda of
the 2008 general meeting does not, in the item on selection of
auditor, mention a multi-year contract. The materials published
on the issuer's website on general meetings do not include

information on the said agreement, either.

The issuer has, in the 2010 and 2011 CGC report, presented a
thorough overview of the process of auditor selection, including
the role of the audit committee in evaluating the work of the
auditor. In addition, the participation of the auditor in the ordi-
nary general meeting is noted. The reasons for non-disclosure
of remuneration paid to the auditor have not been explained

by the issuer in the report.

TPD’s annual reports have been audited by the same audit firm
since 2006. The issuer did not, in the notice calling the 2010
and 2011 general meeting of shareholders, disclose the super-
visory board'’s assessment regarding the activity of the auditor.
The relevant information is not available among the materials
published on the issuer’s website in connection with general

meetings.

In the 2010 CGC report, the issuer has not dealt with the rec-
ommendation and has not noted non-compliance. In the 2011
CGC report, the issuer noted that it did not publicly disclose the
supervisory board’s assessment regarding the auditor’s activity
but it was sent out at the general meeting. The minutes of the
2010 and 2011 general meeting do not however show that the
assessment was provided at the general meeting of sharehold-
ers. The non-compliance with the recommendation with regard
to disclosure of remuneration paid to the auditor has not been

noted or explained by the issuer in the report.”
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